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Inspector General's Message

It is with pride that I present the U.S. Department of Housing
and Urban Development Office of Inspector General Semiannual
Report that outlines our activities from April 1, 2005, to September
30, 2005.

HUD OIG is serving the American taxpayer by our constant
oversight of the administration of HUD programs, through our
audits of their financial statements, and through our internal
control reviews. In addition, we serve the American taxpayer
through our criminal and administrative investigations of white-
collar crime and program abuse. Employee misconduct is
thoroughly checked through our vigorous efforts to investigate
and mitigate reported offenses. We continue to aggressively assess
information security, report on departmental compliance and accountability, and identify
management and performance challenges.

During the past 6 months we have seen HUD OIG’s “return on investment” far
exceed our own initial goal. During this period, OIG audits and investigations reported
on or returned over 18 times more than we spent from our appropriations. I am very
pleased by our increases, but we remain highly motivated and committed to achieving
even greater results in 2006.

The destruction and aftermath of Hurricanes Katrina, Wilma, and Rita challenge
HUD OIG with a task every bit as daunting as the reconstruction of lower Manhattan
following the September 11th attack. HUD OIG’s continuing oversight of the funds
allocated to the Lower Manhattan Redevelopment Corporation has become somewhat
of a template on how to oversee funds allocated to recovery from these natural disasters.
Consequently, the HUD OIG audit, investigative and inspections staff stands ready to
provide a continuing and comprehensive review of the expenditure of funds and will
stand guard against those who would seek to defraud the government. In line with this
added responsibility, HUD OIG has established a semipermanent base of operations in
New Orleans to oversee operations in the Gulf Coast area.

Our major accomplishments for this period are highlighted in this report. HUD
OIG continues to address problems plaguing single-family housing. Through
comprehensive audits of poorly performing lenders and effective investigations, we are
showing significant results. During the 6-month reporting period, OIG’s
recommendations have sought monetary recoveries through loan indemnifications
exceeding $133 million , loss reimbursements of more than $10 million, and substantial
civil remedies. During this semiannual reporting period, HUD OIG completed 30 external
audits of Federal Housing Administration (FHA)-approved mortgage lenders and three
internal audits of single-family program activities.

Our investigative workload in FHA's single-family fraud prevention also continues
to grow dramatically. During this timeframe, OIG opened 140 investigative cases and
closed 106 cases in this program area, resulting in 236 indictments; 222 arrests; and 169
convictions, pleas, or pretrial diversions.
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One particular area in which we are having success is our collaboration with the
Social Security Administration in identifying FHA mortgage insured loans with false
Social Security numbers. In one such case, lenders were using false numbers to obtain
mortgages for undocumented immigrants. As a result of our investigation, the lender
and 11 mortgagors were successfully prosecuted, and a number of undocumented
immigrants are facing deportation.

Another area of concern that we have previously reported on dealt with estimate
errors. A 2000 HUD study concluded that 60 percent of all rent and subsidy calculations
contained overpayment or underpayment errors totaling more than $3.2 billion. In
2005, an update to this study estimated a gross error payment of $1.2 billion. Although
still a large amount, this represents a 62-percent reduction from the error estimate
completed in 2000. The reduction is attributed, in part, to OIG-related activities and to
enhanced program guidance, training, oversight, and enforcement, as well as improved
income verification efforts, voluntary compliance by tenants due to promotion of the
issue, an improved computer matching process, and an improved methodology for
reviewing income discrepancies.

A major highlight contained in the report is the HUD OIG activities in rooting out
public corruption. For example, East Cleveland Mayor Emmanuel Onunwor was
indicted on 22 counts of Federal Racketeering Influenced Corrupt Organizations Act
(RICO) conspiracy, mail fraud, public corruption, witness tampering, and violations of
tax laws. Moreover, HUD OIG, along with the Federal Bureau of Investigation and the
Internal Revenue Service, recently executed 13 Federal arrest warrants against a
Massachusetts executive director, his family, and associates, who stole from the
Springfield Housing Authority. The violations included conspiracy to commit RICO
crimes, conspiracy to commit bribery, bribery, conspiracy to commit theft, extortion,
conspiracy to commit mail fraud, money laundering, and obstruction of justice.

In closing, I want to acknowledge the extraordinary efforts of our auditors,
investigators, inspectors and support personnel who form the core of HUD OIG. During
the last 6 months, scores of our employees have been selected for awards and
commendations by the President, the President’s Council on Integrity and Efficiency,
U.S. Attorneys’ Offices, the Department of Justice, elected officials, and editorial boards,
providing evidence of the superior work they have performed. I again want to thank
them for their dedication and service to the American taxpayers and their commitment
to eliminate waste, fraud, and abuse.

Thank you,

(A RS

Kenneth M. Donohue, Sr.
Inspector General

Inspector General’s Message iv



Information About the HUD Office of Inspector General

eginning with fiscal year (FY) 2004, the Office of Inspector General (OIG)
instituted a return-on-investment (ROI) computation as one method to
measure its contribution to the Department’s mission. This measure takes the total dollars
of recommended funds to be put to better use' and questioned costs,” together with
receivables and recoveries® from Investigations and Hotline, and divides that total by
OIG’s operating costs, including salaries, for the period. The resulting ratio represents
the potential amounts that could be realized or better used per dollar of OIG expenditures
either during current or future periods. Many factors affect when and how much is
actually returned so OIG uses recommended amounts in our ROI calculation, rather
than management decisions, to better relate results to the work that was actually done
during the period. Much of this period’s ROI results from the annual financial audit
finding regarding the need to deobligate $708 million in U.S. Department of Housing
and Urban Development (HUD) funds. The majority of contributing factors to the
ROI are the results from reviews of external parties who administer or benefit from
HUD-funded programs. HUD refers many matters such as these to OIG for audit or
investigation, as appropriate.

Our target ROI ratio for FY 2005 was set at 8 to 1. This means that for every dollar
Congress appropriated to OIG, we should uncover $8 that should be returned or put to
better use. The budget for FY 2005 is $103,166,236. The ROl in dollars computed on an
8 to 1 ratio would be $825,329,884 million. We are pleased to report that for FY 2005 our
ROl is 23 to 1 - far exceeding a goal of 8 to 1.

October 1, 2004 - April 1, 2005 - Fiscal Year
March 31, 2005 | September 30, 2005 2005
Return on Investment 28to 1 18to 1 23to1

! “Funds to be put to better use” is an item required by Congress and is defined in the Inspector General Act as
“arecommendation by the Office that funds could be used more efficiently if management of an

establishment took actions to implement and complete the recommendation, including (1) reductions in outlays;

(2) deobligations of funds from programs or operations; (3) withdrawal of interest subsidy costs on loans or loan
guarantees, insurance, or bonds; (4) costs not incurred by implementing recommended improvements related to the
operations of the establishment, a contractor, or grantee; (5) avoidance of unnecessary expenditures noted in
preaward reviews of contractor grant agreements; or (6) any other savings which are specifically identified.”

2“Questioned costs” are “a cost that is questioned by the Office because of (1) an alleged violation or provision of
law, regulation, contract, grant, or cooperative agreement, or other agreement or document governing the
expenditure of funds; (2) a finding that at the time of the audit, such cost is not supported by adequate
documentation; or (3) a finding that the expenditure of funds for the intended purpose is unnecessary or
unreasonable.”

3 “Receivables and recoveries” are based on the total dollar value of (1) criminal cases — the amount of restitution,
criminal fines, and / or special assessments based on a criminal judgment or established through a pretrial diversion
agreement; (2) civil cases — the amount of damages, penalties, and/ or forfeitures resulting from judgments issued
by any court (Federal, State, local, military, or foreign government) in favor of the U.S. Government or the amount of
funds to be repaid to the U.S. Government based on any negotiated settlements by a prosecuting authority or the
amount of any assessments and/ or penalties imposed, based on actions brought under the Program Fraud Civil
Remedies Act, civil money penalties, or other agency-specific civil litigation authority, or settlement agreements
negotiated by the agency while proceeding under any of these authorities; (3) voluntary repayments — the amount of
funds repaid on a voluntary basis or funds repaid based on an agency’s administrative processes by a subject of an
OIG investigation or the value of official property recovered by an OIG during an investigation before prosecutive
action is taken, any of which result from a case in which an OIG has an active investigative role; and (4)
“administrative receivables and recoveries” based on Hotline referrals to HUD program staff.

Information About the HUD Office of Inspector General
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OIG Cost of Operations for FY 2005
$103,166,236

Centrally Managed/ Administration & Operations
Funded Services $6,555,822 = 6%
$22,488,255 = 22%

\

Personnel Services
$74,122,159 = 72%

OIG Results for IY 2005
$2.4 billion Captured

Questioned Costs
$166,084,390= 7%

Receivables/Recoveries
$877,539,815=36%

Funds Put to Better Use
$1,362,238,937=57%

OIG Charts
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Audit Reports Issued by Drogram
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Investigation Cases Opened by Drogram (Total: 591)
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Other/Ginnie Mae

Community Planning Single-Family

0% :
H
& Devzeglgopment ($1183 4\17) (ilé?%l)ng
($42,775,121)\ ($25,535,680)

Public & Indian

Multifamily .
Housing Housing
13% 40%
($19,377,603) ($57,654,988)

Investigation Charts viii



Acronyms List

AIDS Acquired Immune Deficiency Syndrome

ARCATS Audit Resolution and Corrective Action Tracking System
ARIGA Assistant Regional Inspector General in Charge

ASAC Assistant Special Agent in Charge

CDBG Community Development Block Grant

CID Criminal Investigation Division

CPD Office of Community Planning and Development

DEA Drug Enforcement Administration

DOJ U.S. Department of Justice

FBI Federal Bureau of Investigation

FEMA Federal Emergency Management Agency

FFMIA Federal Financial Management Improvement Act of 1996
FHA Federal Housing Administration

FHASL Federal Housing Administration Subsidiary Ledger
FHASL FHA Subsidiary Ledger

FIRMS Facilities Integrated Resources Management System

FY Fiscal Year

GAO Government Accountability Office

GNMA Government National Mortgage Association (aka Ginnie Mae)
HAP Housing Assistance Payment

HHS U.S. Department of Health and Human Services

HIV Human Immunodeficiency Virus

HOME Home Ownership Made Easy

HOPWA Housing Opportunities for Persons with AIDS

HRRC Hurricane Recovery and Response Center

HUD U.S. Department of Housing and Urban Development
IAFCI International Association of Financial Crimes Investigators
IG Inspector General

IRS Internal Revenue Service

JTTF Joint Terrorism Task Force

Acronym List
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LAS
MFIS
MTW
NAHRO
OA

Ol
OIG
OMB
OND
PFCRA
PHA
PIH
PMA
REO
RESPA
RHIIP
RIGA
SA
SAC
SSA
SSN
TEAM
TND
USDA
USMS
VA
VOE
VOR

Loan Accounting System

Multifamily Insurance System

Moving to Work

National Association of Housing and Redevelopment Officials
Office of Audit

Office of Investigation

Office of Inspector General

Office of Management and Budget

Officer Next Door

Program Fraud Civil Remedies Act

Public Housing Authorities

Office of Public and Indian Housing
President’s Management Agenda

Real Estate Owned

Real Estate Settlement and Procedures Act
Rental Housing Integrity Improvement Project
Regional Inspector General for Audit
Special Agent

Special Agent in Charge

Social Security Administration

Social Security Number

Total Estimation and Allocation Mechanism
Teacher Next Door

U.S. Department of Agriculture

U.S. Marshal’s Service

U.S. Department of Veterans Affairs
Verifications of Employment

Verifications of Rent

Acronym List
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Reporting Requirements

The specific reporting requirements as prescribed by the Inspector General Act of 1978,
as amended by the Inspector General Act of 1988, are listed below:

Source/Requirement Pages
Section 4(a)(2)-review of existing and proposed legislation and regulations. 149-155
Section 5(a)(1)-description of significant problems, abuses, and 1-147, 157-160

deficiencies relating to the administration of programs and operations
of the Department.

Section 5(a)(2)-description of recommendations for corrective action with 11-147
respect to significant problems, abuses, and deficiencies.

Section 5(a)(3)-identification of each significant recommendation Appendix 2, Table B
described in previous semiannual report on which corrective action
has not been completed.

Section 5(a)(4)-summary of matters referred to prosecutive authorities 11-147
and the prosecutions and convictions that have resulted.

Section 5(a)(5)-summary of reports made on instances where information No Instances
or assistance was unreasonably refused or not provided, as required by
Section 6(b)(2) of the Act.

Section 5(a)(6)-listing of each audit report completed during the Appendix 1
reporting period, and for each report, where applicable, the total

dollar value of questioned and unsupported costs and the dollar value of
recommendations that funds be put to better use.

e

Section 5(a)(7)-summary of each particularly significant report 11-147
and the total dollar value of questioned and unsupported costs.

Section 5(a)(8)-statistical tables showing the total number of Appendix 2, Table C
audit reports and the total dollar value of questioned and
unsupported costs.

Section 5(a)(9)-statistical tables showing the total number of audit Appendix 2, Table D
reports and the dollar value of recommendations that funds be put
to better use by management.

Section 5(a)(10)-summary of each audit report issued before the Appendix 2, Table A
commencement of the reporting period for which no management
decision had been made by the end of the period.

Section 5(a)(11)-a description and explanation of the reasons for No Instances
any significant revised management decisions made during the
reporting period.

VUL . (0L

Section 5(a)(12)-information concerning any significant management No Instances
decision with which the Inspector General is in disagreement.
Section 5(a)(13)-the information described under section 05(b) of the 160

Federal Financial Management Improvement Act of 1996.

Reporting Requirements xii
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The HUD Office of
Inspector General

he U.S. Department of
Housing and  Urban
Development (HUD) Inspector
General is one of the original 12 Inspectors
General authorized under the Inspector
General Act of 1978. Over the years, the
Office of Inspector General (OIG) has
forged a strong alliance with HUD
personnel in recommending ways to
improve departmental operations and in
prosecuting program abuses. OIG strives
to make a difference in HUD’s
performance and accountability and is
committed to its statutory mission of
detecting and preventing fraud, waste,
and abuse as well as promoting the
effectiveness and efficiency of government
operations. While organizationally OIG is
located within the Department, it operates
independently with separate budgetary
authority. This independence allows for
clear and objective reporting to the
Secretary and the Congress. HUD OIG’s
activities seek to

B Promote efficiency and effectiveness in
programs and operations,

B Detect and deter fraud and abuse,

B Investigate allegations of misconduct
by HUD employees, and

B Review and make recommendations
regarding existing and proposed
legislation and regulations affecting
HUD.

The Executive Office and the Offices
of Audit, Investigation, Counsel, and
Management and Policy are located in
Headquarters. Also, the Offices of Audit
and Investigation have staff located in eight
regions and numerous field offices.

Major Issucs Facing HUD

The Department’s primary mission is
to expand housing opportunities for
American families seeking to better their
quality of life. HUD seeks to accomplish
this through a wide variety of housing and
community development grant, subsidy,
and loan programs. HUD’s budget
approximates $31 billion annually.
Additionally, HUD assists families in
obtaining housing by providing Federal
Housing Administration (FHA) mortgage
insurance for single-family and multifamily
properties. At the end of fiscal year (FY)
2005, FHA’s outstanding mortgage
insurance portfolio was about $434 billion.
Ginnie Mae, through its mortgage-backed
securities program, gives issuers access to
capital markets through the pooling of
federally insured loans.

With about 8,800 staff nationwide,
HUD relies upon numerous partners for the
performance and integrity of a large
number of diverse programs. Among these
partners are hundreds of cities that manage
HUD’s Community Development Block
Grant (CDBG) funds, hundreds of public
housing authorities that manage assisted
housing funds, thousands of HUD-
approved lenders that originate and service
FHA-insured loans, and hundreds of
Ginnie Mae mortgage-backed securities
issuers that provide mortgage capital.

Achieving HUD’s mission continues to
be an ambitious challenge for its limited
staff, given the agency’s diverse mission,
the thousands of program intermediaries
assisting the Department in this mission,
and the millions of beneficiaries in its
housing programs. HUD’s management
problems have for years kept it on the
Government Accountability Office’s (GAO)
list of agencies with high-risk programs.

HUD'’s Management and Performance Challenges



HUD’s management team, GAO, and OIG
share the view that improvements in
human capital, acquisitions, and
information systems are essential in
removing HUD from its high-risk
designation. More specifically, HUD must
focus these improvements on rental
housing assistance programs and single-
family housing mortgage insurance
programs, two areas where financial and
programmatic exposure is the greatest.
That HUD’s reported management
challenges are included as part of the
President’s Management Agenda (PMA) is
indicative of HUD's important role in the
Federal sector. HUD’s current
Administration places a high priority on
correcting those weaknesses that put HUD
on GAQO'’s high-risk list.

As of the end of FY 2005, HUD’s PMA
scoring status showed significant
improvement for six of the eight initiatives
applicable to HUD with a total of two
“green,” five “yellow,” and one “red”
baseline goal scores. Based upon a
comprehensive set of standards, an agency
is “green” if it meets all of the standards
for success, “yellow” if it has achieved
some but not all of the criteria, and “red”
if it has even one of the number of serious
flaws. HUD’s baseline score for improved
financial performance remains at “red”
because of material weaknesses and a
disclaimer of opinion received on HUD's
2004 consolidated financial statements. It
is noteworthy, however, that HUD was the
first agency to receive a “green” baseline
goal score on reducing improper payments.

Each year in accordance with the
Reports Consolidated Act of 2000, HUD
OIG is required to submit a statement to
the Secretary with a summary assessment
of the most serious challenges facing the
Department. OIG submitted its latest
assessment on October 18, 2005. These

reported challenges are the continued focus
of OIG’s audit and investigative efforts.
HUD is working to address these
challenges and in some instances, has
made significant progress in correcting
them. The Department’s management
challenges and current efforts to address
these challenges are as follows.

Departmentwide Organizational
Changes. For more than a decade,
the Department has struggled with
organizational and management changes
in an effort to streamline its operations.
These changes were necessary as HUD tried
to manage more programs and larger
budgets with fewer staff. The former HUD
Administration realigned the Department
along functional lines, separating outreach
from program administration. Also, it
placed greater reliance on automated tools,
processing centers, contracted services, and
HUD partners to administer its programs.
As HUD implemented these realignments,
many employees were assigned new
duties and responsibilities, and many new
employees were hired. The disruptions
caused by these sweeping changes
compounded problems in effectively
managing HUD operations.

Improving the efficiency and
effectiveness of HUD’s programs through
reorganization efforts requires the
Department, in part, to sustain operational
consistency in completed reforms. To better
ensure operational consistency, it is
essential that HUD execute its Strategic
Five-Year Human Capital Management
Plan. The first goal in HUD’s Plan,
developed in 2003, is to make HUD a
mission-focused agency. Getting the right
number of employees in the right
location with the right skill mix will
improve the quality of HUD programs
and services by addressing management
challenges, reducing program risks, and

HUD'’s Management and Performance Challenges
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improving program performance. The
relationship between office functions and
departmentwide goals is also reinforced
through the Plan’s implementation. HUD's
Plan recognizes that human resources
activities must be aligned with agency goals
to clearly, efficiently, and effectively
support and enable HUD to achieve its
mission.

Financial Management Systems. Since
FY 1991, OIG has annually reported that
the lack of an integrated financial system
in compliance with all Federal Financial
Management System requirements is a
weakness in internal controls. While some
progress has been made, a number of
long-standing deficiencies remain. For the
past several years, OIG’s financial audits
also reported weaknesses in internal
controls and security over HUD's general
data processing operations and specific
applications. The effect of these weaknesses
is that HUD cannot be reasonably assured
that system information will remain
confidential, protected from loss, and
available to those who need it without
interruption.

HUD has completed certification and
accreditation for 41 of its 44 financial
management systems. However, the
quality of the underlying documents and
the actual certification and accreditation
process varied by application. While a
number of vulnerabilities were closed,
additional vulnerabilities, identified
through oversight activities, were not
corrected before accreditation. In addition,
certification and accreditation of the
general support systems on which these
applications reside has not been completed
and is ongoing.

The weaknesses noted in OIG’s FY
2004 Consolidated Financial Audit relate
to the need to

B Comply with Federal Financial
Management System requirements,
including the need to enhance FHA's
information technology systems to
more effectively support its business
and budget processes;

B Strengthen controls over HUD's
computing environment;

B Improve personnel security practices
for access to the Department’s
critical financial systems; and

B Improve the systems and processes for
reviewing obligation balances to
ensure that unneeded amounts are
deobligated in a timely manner.

HUD’s most significant system
challenges have existed in FHA, which
continues to conduct some day-to-day
business operations with legacy-based
systems, limiting its ability to integrate its
financial processing environment. During
FY 2003, FHA implemented the FHA
Subsidiary Ledger (FHASL) financial
system. This system automated many
previously manual processes used to
(1) consolidate the accounting data
received from the various FHA operational
legacy systems and (2) prepare summary
entries for posting to the FHASL. FHA
continues to make progress in its overall
compliance with Federal Financial
Management System requirements. In FY
2004, FHA completed the implementation
of its core financial system with the
addition of cash management, funds
control, and contract modules. By FY 2007,
FHA plans to fully integrate program
operations with its core financial system,
eliminating some legacy systems and
reengineering others to implement
budgetary controls at the source, further
reducing the need for manual processing
and improving financial operations.

HUD'’s Management and Performance Challenges



Human Capital Management. For
many years, one of the Department’s
major challenges has been to effectively
manage its limited staff resources to
accomplish its primary mission. In recent
years, the Department has contracted out
numerous functions essential to the
accomplishment of its overall mission, in
part due to staffing issues. Many of the
weaknesses facing HUD, particularly those
concerning HUD’s oversight of program
recipients, are exacerbated by HUD’s
resource management shortcomings.
Accordingly, OIG considers it critical for
the Department to address these
shortcomings through the successful
completion of ongoing plans. To operate
effectively and hold individuals responsible
for performance, HUD needs to know that
it has the right number of staff with the
proper skills in the right positions.

To address its human capital needs
and respond to the PMA, HUD developed
a comprehensive Five-Year Strategic
Human Capital Management Plan that
identifies three strategic goals for human
capital:

B Mission-focused agency to align
employees and work to support
HUD's mission;

B High quality workforce which
recruits, develops, manages, and
retains a diverse workforce; and

B Effective succession planning to
ensure retirees over the next 5
years are succeeded by qualified
employees.

The human capital management
plan is the Department’s primary tool
for advancing its human capital
transformation. The plan is reviewed

annually, and updates or revisions
are issued as needed to support
implementation activities. In line with its
strategic plan, HUD has increased its focus
on human capital management through a
variety of initiatives.

To address staffing imbalances and
other human capital challenges, the
Department uses the Resource Estimation
and Allocation Process (REAP) and the
Total Estimation and Allocation
Mechanism (TEAM). REAP and TEAM are
HUD’s resource management tools by
which the Department identifies, justifies,
analyzes, and makes recommendations
regarding the optimal level of resources
necessary for effective and efficient
program administration and management.
REAP obtains crucial time and workload
data necessary for viable budget estimation
and execution and to meet the
Department’s Government Performance
and Results Act requirements.

In June 2003, HUD awarded a
contract to conduct a workforce analysis
for the Department. The purposes of the
workforce analysis studies were to
establish future workforce needs, compare
them with current capabilities, determine
skill gaps, and develop human capital
strategies and actions to close the gaps. In
September 2004, the contractor completed
the analysis of HUD’s workforce and
provided HUD a consolidated report with
5-year workforce projections for planning
purposes. The contractor’s analysis and
report focused on the Department’s core
business functions, beginning with the
Oftice of Public and Indian Housing (PIH),
and then the Office of Community
Planning and Development (CPD), the
Office of Housing, and the Office of Fair
Housing and Equal Opportunity.
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HUD is currently in the process of
integrating REAP and the workforce
analysis so that they complement one
another and provide strategic workforce
planning direction with the objective of
comparing priority needs and making
workforce management decisions that best
serve the Department’s mission.

FHA Single-Family Origination.
FHA'’s single-family insurance programs
enable millions of first-time, minority,
low-income elderly, and other underserved
households to realize the benefits of
homeownership. HUD manages about
$368 billion in single-family insured
mortgages. Effective management of this
high-risk portfolio represents a continuing
challenge for the Department. The PMA
has committed HUD to tackling
long-standing management problems that
expose FHA homebuyers to fraudulent
practices.

HUD has taken a number of actions
toreducerisks to homebuyers including the
following;:

B Established an automated systems
control to preclude the predatory
lending practice of “property
flipping” on FHA-insured loans;

B Established an “appraiser watch”
process, wherein appraisers with
poor performance records are
automatically targeted for monitoring
and disqualification from program
participation if they violate FHA
standards;

B Established an automated under-
writing system, the Technology Open
to Approved Lenders (TOTAL)
Scorecard, to increase lender
efficiency through more consistent,

objective evaluations of the credit
worthiness of borrowers; and

B [nitiated a process for the electronic
verification of Social Security
numbers to further reduce fraud in
FHA applications.

While GAO and OIG have reported
improved monitoring of lender
underwriting and default tracking and
expanded loss mitigation to help reduce
mortgage foreclosures, HUD needs to
further strengthen lender accountability
and take strong enforcement actions
against program abusers that victimize
tirst-time and minority homebuyers.

In support of HUD and the PMA,
OIG’s Strategic Plan for FY 2005 gave
priority to detecting and preventing fraud
in FHA mortgage lending through targeted
audits and investigations. The audits
targeted lenders with high default rates.
OIG’s detailed testing focuses on mortgage
loans that defaulted and resulted in FHA
insurance losses. Results from these audits
have noted significant lender underwriting
deficiencies, prohibited late endorsed
loans, inadequate quality controls,
and other operational irregularities.
OIG’s recommendations have sought
monetary recoveries through loan
indemnifications exceeding $133 million,
loss reimbursements of more than $10
million, and appropriate civil remedies.
During the current semiannual reporting
period, OIG completed 30 external audits
of FHA-approved mortgage lenders as well
as three internal audits of single-family
program activities. Additionally, OIG’s
investigative workload in single-family
fraud prevention continues to grow
dramatically. During the current
semiannual period, OIG opened 140
investigative cases and closed 106 cases in

HUD'’s Management and Performance Challenges



the single-family housing program area,
resulting in 236 indictments, 222 arrests,
and 169 convictions/pleas/pretrial
conversions.

The OIG’s audit of FHA’s FY 2004
financial statements also reported a need
to place more emphasis on monitoring
lender underwriting and continuing to
improve single-family early warning and
loss prevention. OIG has tailored its audit
and investigation techniques to
complement this need, support HUD
management improvements, and provide
an added deterrence to mortgage fraud.
OIG developed a comprehensive training
course on auditing single-family lenders
and conducting single-family fraud
investigations. To date, 154 auditors have
completed the single-family lender audit
training course.

Public and Assisted Housing Program
Administration. HUD provides housing
assistance funds under various grant and
subsidy programs to public housing
agencies and multifamily project owners.
These intermediaries, in turn, provide
housing assistance to benefit primarily low-
income households. PIH and the Office of
Housing monitor these intermediaries’
administration of the assisted housing
programs.

Accurate and timely information
about households participating in HUD
housing programs is necessary to allow
HUD to monitor the effectiveness of the
program, assess agency compliance with
regulations, and analyze the impacts of
proposed program changes. The level of
reporting is a criterion for housing
agencies’ performance in both the Public
Housing Assessment System and the
Section 8 Management Assessment
Program. HUD’s goal is to obtain 85

percent reporting of tenant data into the
system.

Weaknesses in the monitoring of
housing agencies and assisted multifamily
projects continue to present obstacles in
achieving the intended statutory purposes.
These weaknesses have been reported for
a number of years in OIG’s annual audits
of HUD's financial statements.

A 2000 HUD study concluded that 60
percent of all rent and subsidy calculations
performed by intermediaries contained
overpayment or underpayment errors
totaling more than $3.2 billion. In 2005, an
update to this study estimated a gross error
payment of $1.2 billion. Although still a
large amount, this represents a 62 percent
reduction from the error estimate completed
in 2000. The reduction is attributed to
enhanced program guidance, training,
oversight, and enforcement, as well as
improved income verification efforts,
voluntary compliance by tenants due to
promotion of the issue, an improved
computer matching process, and an
improved methodology for reviewing
income discrepancies. HUD is also
validating tenant-reported income against
other Federal sources and considering
program simplification options. In addition
to these efforts, HUD needs to enforce the
requirement that intermediaries report data
elements in the management information
system. Sanctions need to be applied if
intermediaries do not comply with this
requirement.

Paralleling HUD efforts, OIG’s
investigative and audit focus concentrates
on fraudulent practices and the lack of
compliance with the Section 8 program
statute and requirements. To comply with
a congressional request, OIG conducted 24
external audits of the Section 8 Housing
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Choice Voucher program during the
current semiannual reporting period. OIG
also hired an additional professional
appraiser to assist in evaluating housing
quality requirements as part of our audit
efforts. In total, these external audits
addressed whether the housing agencies
are correctly calculating subsidy
amounts, correctly determining family
income, complying with housing
quality standards, fully using authorized
vouchers, and implementing controls
to prevent duplicative and fraudulent
housing assistance payments. OIG’s
recommendations for these audits
questioned costs of more than $29 million
and identified more than $29 million
that could be put to better use.

Administering Programs Directed
Toward Victims of Hurricanes Katrina and
Rita. The recent hurricanes devastated
many gulf coast communities and
displaced millions of people. Initially, the
Federal Emergency Management Agency
(FEMA) was to be responsible for the
temporary housing (up to a year) of
evacuees while HUD was to be responsible
for finding permanent housing. To date,
HUD has received $79 million to provide
transitional housing (up to 18 months) for
those individuals who had received HUD
housing assistance prior to being displaced.
HUD reports that there are more than
700,000 HUD-assisted or insured housing
units including elderly housing that housed
approximately 2 million individuals in the
affected region. This new mission of
providing transitional and permanent
housing for so many displaced people
poses significant management and
performance challenges for HUD.

HUD has taken a number of actions
to address the more immediate housing
assistance issues and challenges, including

Establishing a Hurricane Recovery
and Response Center (HRRC), an
emergency management division
chaired by the Assistant Secretary
for Housing-Federal Housing
Commissioner that serves as the
HUD Headquarters command post
and reports directly to the Secretary;

Establishing a field operations
office in Baton Rouge, LA, and
dispatching HUD specialists with
expertise on manufactured housing,
reconstruction, and community
planning;

Working with the United States
Conference of Mayors and the
National Association of Counties to
coordinate the identification of
housing opportunities nationwide;

Identifying vacant public housing
units and available vouchers
nationwide;

Temporarily waiving numerous
program requirements to make
it easier for disaster displaced
individuals who previously received
housing assistance to obtain housing
assistance in their new locations;

Modifying or awarding contracts to
provide various contractor services to
address the housing assistance needs
of the displaced hurricane victims;
and

Identifying about 6,000 HUD-
owned properties within a 500-mile
radius of the disaster region and
authorizing management and
marketing contractors to rehabilitate
the properties to make them available
for housing,.

HUD'’s Management and Performance Challenges



Now that HUD has started the
process of providing housing assistance to
displaced individuals, it is extremely
important that Agency officials work
closely with OIG to ensure that reasonable
controls over the use of funds are put in
place to mitigate, to the extent possible, the
risk of fraud, waste, and abuse. To this

end, OIG established a task force to deal
exclusively with audit and investigative
matters that arise from HUD’s disaster
recovery and reconstruction responsibili-
ties. It is also important that HUD work
closely with FEMA to coordinate the
various housing actions undertaken by
both Agencies.

HUD'’s Management and Performance Challenges
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he Federal Housing
Administration’s (FHA)
single-family programs provide mortgage
insurance to mortgage lenders that, in turn,
provide financing to enable individuals
and families to purchase new or existing
homes or to rehabilitate existing homes.

Audits

During this reporting period, the
Office of Inspector General (OIG) issued
33 reports: 3 internal audits and 30
external audits in the single-family
housing program area. These reports
disclosed more than $10 million in
questioned costs and more than $133
million in recommendations that funds be
put to better use. OIG reviewed 30 home
and branch offices of FHA single-family
mortgage lenders.

Chart 2.1: dingle-Family Housing
Reports Issued

3 Internal Reports

30 External Reports

Chart 2.2: &ingle-Family Housing Dollars
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|. Questioned Costs [l Funds Put to Better Use|

Mortgagees, Loan Correspondents,
and Direct Endorsement Lenders

The U.S. Department of Housing and
Urban Development (HUD) OIG audited
National City Mortgage Company of
Miamisburg, OH, a lender approved to
originate, underwrite, and submit
insurance endorsement requests under
HUD'’s single-family direct endorsement
program. OIG selected National City for
audit because of its high late endorsement
rate. The objective was to determine
whether National City complied with
HUD’s regulations, procedures, and
instructions in the submission of insurance
endorsement requests.

National City submitted 2,071 late
requests for endorsement out of 68,730
loans tested. The loans were either
delinquent or otherwise did not meet
HUD’s requirement of six consecutive
timely payments after delinquency but
before submission to HUD. National City
also incorrectly certified that both the
mortgage and escrow accounts for 133
loans and the escrow account for taxes,
hazard insurance premiums, and mortgage
insurance premiums for 497 loans were
current.

OIG recommended that HUD require
National City to (1) indemnify it for any
future losses on 529 loans with a total
mortgage value of more than $63.5 million
and take other appropriate administrative
actions up to and including civil money
penalties and (2) reimburse it more than
$2.3 million for the losses it incurred on 57
loans and for any future losses from nearly
$3.2 million in claims paid on 45 insured
loans with a total mortgage value of nearly

The chart cost figures in this chapter represent the actual monetary benefits for all reports issued during this
semiannual period. The monetary benefits shown in the Profile of Performance represent only those reports with
management decisions reached during this semiannual period. Because there is a time lag between report issuance

and management decisions, the two totals will not agree.
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$5 million, once the associated properties
are sold. OIG also recommended that HUD
take appropriate administrative action
against National City for violating the
requirements in effect when it submitted
804 loans with a total value of more than
$99.6 million without the proper 6-month
payment histories. Further, OIG
recommended that HUD determine legal
sufficiency of the certifications made. If
legally sufficient, HUD should pursue
remedies under the Program Fraud Civil
Remedies Act (PFCRA) against National
City and/or its principals for incorrectly
certifying that the mortgage and/or the
escrow account for taxes, hazard
insurance premiums, and mortgage
insurance premiums were current for 630
loans submitted for FHA insurance
endorsement. (Audit Report: 2005-CH-
1015)

HUD OIG audited late endorsement
payment histories at Washington Mutual
Bank, Seattle, WA, because of its high
number of late single-family loan
submissions for FHA insurance during
calendar years 2002 and 2003. The objective
was to determine whether Washington
Mutual’s late requests for endorsement
complied with HUD’s payment history
requirements.

From March 2002 to October 2004,
Washington Mutual improperly submitted
609 loans having delinquent payments
within 6 months of the submission date.
This occurred because Washington Mutual
did not have adequate controls to ensure
that its employees followed HUD’s
requirements regarding late requests for
insurance endorsement.

OIG recommended that HUD take
appropriate administrative action up to
and including recovery of losses on
approximately $1.1 million in paid claims

and indemnification of more than $18
million for loans that were not current
when submitted for endorsement. OIG also
recommended that HUD take appropriate
administrative action against Washington
Mutual for violating the requirements in
effect when it submitted loans. (Audit
Report: 2005-SE-1006)

In connection with a review of an
FHA-approved loan correspondent, HUD
OIG identified 10 loans that Washington
Mutual Bank of Seattle, WA, sponsored,
which did not appear to be properly
underwritten.

Washington Mutual did not comply
with HUD regulations, procedures, and
instructions in underwriting six of the
mortgages. The deficiencies involved
unverified property repairs required to
support the appraised value, unsupported
income, improper refund of gift funds to
the borrower, unsupported assets, and
questionable ownership of one property.
Washington Mutual also charged
prohibited fees on five loans, three of which
were also identified as improperly
underwritten loans.

OIG recommended that HUD take
appropriate administrative action against
Washington Mutual for not complying
with HUD underwriting requirements.
This action, at a minimum, should include
requiring indemnification for three actively
insured loans with original mortgage
amounts totaling more than $223,000, two
loans on which HUD has incurred losses
of more than $87,000, and one loan that is
overinsured by approximately $1,400.
(Audit Report: 2005-KC-1009)

HUD OIG reviewed FHA loans
sponsored by Wells Fargo of Des Moines,
IA. During an audit of an FHA-approved
loan correspondent, OIG identified 11

HUD'’s Single-Family Housing Programs
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loans sponsored by Wells Fargo that did
not appear to have been properly originated
according to HUD regulations. Because the
sponsor of the loans is ultimately
responsible for loan processing deficiencies,
OIG addressed these deficiencies to Wells
Fargo to determine whether it complied
with HUD regulations, procedures, and
instructions when processing the
mortgages.

Wells Fargo did not comply with HUD
regulations, procedures, and instructions
for processing 10 of the 11 FHA-insured
single-family mortgages OIG reviewed.
Underwriting deficiencies included
overstated income, income stability not
verified, wunderstated liabilities,
creditworthiness not fully considered,
unresolved inconsistencies, and insufficient
or ineligible compensating factors. For nine
loans, Wells Fargo did not ensure that the
appraisal met HUD requirements. In
addition, Wells Fargo allowed the loan
correspondent to charge more than $11,000
in loan discount points without reducing
the borrowers’ interest rates. As a result,
the risk to the insurance fund was
increased, four ineligible borrowers
received financing, and nine borrowers
incurred excessive costs for their loans.

OIG recommended that HUD take
appropriate administrative action against
Wells Fargo for not complying with HUD
requirements. At a minimum, this should
include indemnifying HUD more than
$383,000 for three loans, reimbursing HUD
for the more than $64,000 loss on one loan,
and reimbursing appropriate parties for the
more than $11,000 in unearned fees. OIG
further recommended that HUD ensure
Wells Fargo has implemented sufficient
controls to provide reasonable assurance
that its underwriting complies with HUD
regulations, procedures, and instructions.
(Audit Report: 2005-FW-1019)

HUD OIG audited Security Atlantic
Mortgage Company, Inc., alender located
in Edison, NJ. The objectives of the audit
were to determine whether Security
Atlantic (1) approved loans in accordance
with HUD requirements, which include
following prudent lending practices, and
(2) developed and implemented a quality
control plan that complied with HUD
requirements.

Security Atlantic (1) did not follow
HUD requirements in the approval of 16
loans valued at more than $3.2 million,
resulting in an unnecessary risk to the FHA
insurance fund; (2) charged borrowers
more than $11,000 in ineligible and/or
unsupported fees; (3) did not comply with
HUD tier pricing regulations, resulting in
more than $60,000 in inappropriate
charges on 38 loans; and (4) could not
document that it complied with HUD
regulations regarding commitment fees.
Further, Security Atlantic did not
implement its quality control plan in
accordance with HUD’s and its own
requirements.

OIG recommended that HUD require
Security Atlantic to indemnify HUD for
potential losses and/ or claims on loans with
significant underwriting deficiencies;
reimburse borrowers for ineligible,
unsupported, and inappropriate charges;
and implement a quality control process in
accordance with HUD requirements.
(Audit Report: 2005-NY-1007)

HUD OIG reviewed FHA loans
sponsored by Allied Home Mortgage
Corporation of Houston, TX. During an
audit of an FHA-approved loan
correspondent, OIG identified four loans
sponsored by Allied that did not appear to
have been properly originated according
to HUD regulations. Because the sponsor
of the loans is ultimately responsible for

HUD'’s Single-Family Housing Programs
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loan processing deficiencies, OIG addressed
these deficiencies to Allied to determine
whether it complied with HUD
requirements.

Allied did not comply with HUD
regulations, procedures, and instructions
in the processing of the four loans. It
overstated the borrower’s income for two
loans and understated the borrower’s
liabilities for one loan. For all four loans,
Allied did not ensure that the appraisal met
HUD requirements. In addition, Allied
allowed the loan correspondent to charge
three borrowers more than $1,900 in loan
discount points without reducing their
interest rates. As a result, the risk to the
insurance fund was increased, and three
borrowers incurred excessive costs for their
loans.

OIG recommended that HUD take
appropriate administrative action against
Allied for not complying with HUD
requirements. At a minimum, this should
include indemnifying HUD more than
$123,000 for one of the loans and
reimbursement of the more than $1,900 in
unearned fees. OIG further recommend
that Allied be required to take action to
improve the quality of its appraisals. (Audit
Report: 2005-FW-1017)

HUD OIG audited the Union Federal
Bank of Indianapolis (also known as Union
Federal Savings Bank of Indianapolis) in
Fort Wayne, IN. Union Federal is a
supervised lender approved to originate
FHA mortgage loans using HUD’s single-
family direct endorsement process. OIG
selected Union Federal for audit because
of its high late endorsement rate. The
review objectives were to determine
whether Union Federal complied with
HUD'’s regulations, procedures, and
instructions in the submission of late
insurance endorsement requests and

payment of upfront mortgage insurance
premiums to HUD.

OIG’s audit tests of 662 loans identified
12 that were improperly submitted for
endorsement. Ten loans that remain FHA-
insured increase the risk to the FHA
insurance fund by more than $1.1 million.

OIG recommended that HUD require
Union Federal to (1) indemnify HUD for
any future losses on nine loans with a total
mortgage value of approximately $966,000
and (2) reimburse HUD for any future loss
for a claim on one insured loan once the
property is sold. (Audit Report: 2005-CH-
1009)

HUD OIG audited Fairfield Financial
Mortgage Group, Inc., Danbury, CT, a
lender approved by HUD to originate
FHA-insured single-family mortgages. The
objectives were to determine whether
Fairfield Financial complied with HUD
regulations, procedures, and instructions
in the origination of FHA loans and
whether Fairfield Financial’s quality
control plan, as implemented, met HUD
requirements.

Fairfield Financial improperly
originated 4 of the 24 loans reviewed. These
four loans contained deficiencies that
affected the insurability of the loans,
including unsupported income,
underreported liabilities, excessive
qualifying ratios, and derogatory credit
information. As a result, HUD insured
loans that placed the insurance fund at risk
for more than $1.2 million. In addition,
Fairfield Financial did not properly disclose
to borrowers more than $11,000 for
commitment fees in 20 of the 24 loans
reviewed. Further, Fairfield Financial’'s
quality control plan, as implemented, did
not meet HUD requirements. As a result,
HUD lacks assurance that Fairfield
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Financial is able to ensure the accuracy
and completeness of its loan origination
operations.

OIG recommended that HUD require
Fairfield Financial to (1) indemnify HUD
against future losses on the four loans for
more than $1.2 million and (2) revise its
procedures to ensure that each borrower
charged a commitment fee is properly
informed, in writing, of the fee, the amount
of the fee, and the purpose of the fee and
that the fee charged coincides with the
amount disclosed to the borrower.
Additionally, HUD should require Fairfield
Financial to implement controls to ensure
that it follows HUD’s quality control
requirements and verify that it has
implemented proper controls. (Audit
Report: 2005- BO-1007)

HUD OIG audited City Bank’s
Puyallup, WA, branch office because it had
one of the highest defaults to claim
percentages for HUD-approved lenders
located within the State of Washington.
The objectives were to determine whether
City Bank’s Puyallup branch originated
HUD-insured loans in accordance with
HUD requirements and prudent lending
practices.

City Bank did not originate 10 of the
24 loans reviewed in accordance with
HUD requirements or prudent lending
practices. The 10 loans contained
deficiencies that should have precluded
their approval, including loans with
excessive debt-to-income ratios and no
valid compensating factors, lack of
borrower income stability, improper source
of funds verification, unacceptable
borrower credit histories, and deficient
appraisal reviews by the underwriter. As
a result, City Bank placed HUD’s single-
family insurance fund at risk for 10

unacceptable loans with original
mortgages totaling more than $1.5 million.
HUD remains at risk or has incurred losses
totaling more than $1.4 million relating to
these 10 loans.

OIG recommended that HUD take
appropriate administrative action against
City Bank, as available under the Mortgage
Review Board and/or other authority. At
a minimum, this action should include
seeking appropriate reimbursement and/
or indemnification totaling more than $1.4
million for the 10 loans that were
improperly originated and underwritten,
including more than $600 in loss mitigation
costs related to one of the loans. (Audit
Report: 2005-SE-1007)

HUD OIG audited Broad Street
Mortgage Company’s San Antonio, TX,
branch office because of an unusually high
loan default rate. The objective was to
determine whether Broad Street followed
HUD loan origination requirements for the
30loans selected for review.

Broad Street did not follow HUD loan
origination requirements for minimum
investment in approving 24 of the 26 loans
that involved nonprofit gifts. The lender
and sellers used a gift program to
circumvent the minimum investment
requirements. The sellers marked up the
sale prices of the homes and increased the
sales contracts to cover their contribution
to nonprofit downpayment assistance
programs. Broad Street then approved the
mortgages based on the marked up prices
and questionable appraised values. This
increased the borrowers” homeownership
costs and risk of default as well as HUD's
risk of insurance loss. In addition, Broad
Street’s quality control plan needed
improvement and was not fully
implemented.
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OIG recommended that HUD require
Broad Street to indemnify HUD for 24
loans, reimburse the insurance fund for any
of the loans reviewed that have been
foreclosed, and amend and fully
implement its quality control plan. (Audit
Report: 2005-FW-1010)

HUD OIG audited Corinthian
Mortgage Corporation, a direct
endorsement lender located in Mission,
KS, because its default rate was
significantly higher than HUD’s Kansas
City field office’s average over the past 2
years. The audit objectives were to
determine whether Corinthian properly
developed and implemented a quality
control plan and whether it properly
originated FHA loans.

Corinthian’s quality control process
did not comply with HUD requirements.
It did not ensure that it conducted
sufficient and timely quality control
reviews. It also did not take prompt
corrective action when quality control
reports identified material deficiencies.
Further, it did not follow HUD
requirements when processing and
underwriting FHA loans and improperly
originated 3 of the 44 loans OIG reviewed.
Corinthian submitted one loan with a
serious misstatement. As a result, HUD
insured four loans that placed the
insurance fund at risk for more than
$472,000.

OIG recommended that HUD take
appropriate administrative action against
Corinthian, including at a minimum,
indemnification for the three actively
insured loans and reimbursement for losses
already incurred on the remaining loan.
Corinthian should also reimburse the
appropriate parties for unallowable costs
charged to borrowers. (Audit Report:
2005-KC-1006)

HUD OIG audited KB Home Mortgage
Company of Los Angeles, CA, a lender
approved to originate, underwrite, and
submit insurance endorsement requests
under HUD’s single-family direct
endorsement program. OIG selected KB for
audit because of its high late endorsement
rate. The primary objective was to
determine whether KB complied with
HUD’s regulations, procedures, and
instructions in the late submission of
insurance endorsement requests. The
secondary objective was to determine
whether KB established and implemented
a written quality control plan in
accordance with HUD requirements.

KB improperly submitted only 13 of
1,083 loans for late endorsement during the
period August 11, 2002, through April 11,
2004. By establishing a new process for loan
submission in 2003, KB substantially
reduced the number of loans submitted for
late endorsement. However, of the 13 loans
totaling more than $1.7 million, two were
conveyed to HUD and resulted in losses,
three were terminated through streamline
refinances, and eight remain active.
Because the borrowers were behind on 5
of the 13 loans when they were endorsed
and there were late payments on the other
eight loans that occurred within 6 months
of being submitted, KB increased HUD's
insurance risk. Data entered into KB’'s
automated system were often erroneous
and may have contributed to the incidence
of late endorsed loans. KB’s current written
quality control plan, adopted in 2003,
meets HUD requirements.

OIG recommended that HUD take
administrative action up to and including
the recovery of losses on more than $79,000
in paid claims and indemnification of loans
with a total mortgage value of more than
$537,000. OIG also recommended that
HUD take appropriate administrative
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action against KB for violating the
requirements in effect when it submitted
loans without proper 6-month payment
histories. In addition, OIG recommended
that HUD require KB to establish and
implement written policies and procedures
to ensure loans submitted for late
endorsement meet late submission
requirements and to reasonably ensure
that valid and reliable data are obtained,
maintained, and accurate. (Audit Report:
2005-LA-1007)

HUD OIG audited the Cherry Hill,
NJ, branch of Gateway-Funding
Diversified, a direct endorsement lender
approved to originate FHA single-family
mortgage loans, because it had a high
default rate. The objective was to
determine whether Gateway complied
with HUD regulations, procedures, and
instructions in the origination of FHA
loans.

Of the 32 loans we selected for review,
the Cherry Hill branch did not fully comply
with FHA requirements for seven of the
loans valued at more than $690,000.
Gateway did not exercise due diligence in
the review of assets, liabilities, and income;
did not verify rental history; and approved
loans with excessive debt-to-income ratios.

OIG recommended that HUD request
indemnification from Gateway on FHA
loans valued at more than $690,000, which
it issued contrary to HUD’s loan
origination procedures, and require
Gateway to develop internal procedures to
more closely monitor its underwriting
process. (Audit Report: 2005-PH-1015)

HUD OIG audited Golden First
Mortgage Corporation, a lender located in
Great Neck, NY. The objectives of the audit
were to determine whether Golden First (1)

approved insured loans in accordance with
HUD requirements, which include
following prudent lending practices, and
(2) developed and implemented a quality
control plan that complied with HUD
requirements.

Golden First did not always follow
prudent lending practices and HUD
regulations in its loan origination and
underwriting processes. In 5 of the 20
loans reviewed, Golden First did not
adequately verify employment, income,
and/or assets. As a result, the FHA
insurance fund incurred a loss associated
with one loan and continues to assume a
risk with the other four loans. Golden First
also did not ensure that (1) loans defaulting
within the first 6 months were reviewed,
(2) quality control reviews were conducted
in a timely manner, and (3) management
responses and planned corrective actions
were adequately documented.

OIG recommended that HUD require
Golden First to (1) indemnify HUD more
than $1.1 million against future losses on
the four loans currently insured with
material underwriting deficiencies; (2)
reimburse HUD more than $259,000 for the
amount of claims and associated fees paid
on one loan with a material underwriting
deficiency; (3) establish and implement
underwriting processing procedures that
comply with HUD requirements; and (4)
develop and implement quality control,
loan documentation, and retention
procedures in compliance with HUD
requirements. (Audit Report: 2005-NY-
1009)

HUD OIG audited KB Home Mortgage
Company’s insured loan originations in the
Phoenix, AZ, metropolitan area due to high
default and claim rates. The objective was
to determine whether KB originated HUD-
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insured loans in accordance with prudent
lending practices and HUD requirements.

KB did not originate the 19 loans
reviewed in compliance with HUD
requirements or prudent lending practices.
All 19 loans involved origination
deficiencies that should have precluded
their approval, including false employment
data, overstated income, understated
liabilities, unacceptable credit histories,
improper treatment of downpayment gifts
and/or interest rate buydowns, resulting
in overinsured mortgages, inaccurate or
excessive qualifying ratios without
compensating factors, and borrower
overcharges for unsupported or unallowed
fees. As aresult, KB Placed HUD’s single-
family insurance fund at risk for 19
unacceptable loans with original
mortgages totaling more than $2.5 million,
and borrowers were overcharged $9,400.
HUD remains at risk and/ or has incurred
losses totaling more than $1.2 million
related to 15 of the 19 loans.

OIG recommended that HUD take
appropriate administrative action against
KB under the Mortgagee Review Board
and/or other authority. At a minimum,
this should include seeking appropriate
monetary sanctions for 15 loans totaling
more than $1.2 million and requiring KB
to reimburse the borrowers or HUD for
$9,400 in unearned, unallowable, or
excessive fees. (Audit Report: 2005-LA-
1011)

HUD OIG reviewed five FHA loans
sponsored by First Magnus’ branch office
in Las Vegas, NV. During a prior review
of an FHA-approved loan correspondent,
OIG identified loans sponsored by First
Magnus that did not appear to have been
originated according to HUD regulations.
As a loan sponsor, First Magnus is

responsible for approving the loans;
therefore, OIG reviewed First Magnus’
underwriting procedures to determine
whether First Magnus complied with HUD
requirements.

First Magnus did not comply with
HUD requirements because it approved
loans for borrowers who were ineligible for
FHA-insured mortgages. Loan files
contained false and otherwise questionable
documentation. First Magnus also did not
perform quality control reviews during the
time that four of the five loans OIG
reviewed were closed. As a result, the FHA
insurance fund was placed at risk.

OIG recommended that HUD take
appropriate administrative action against
First Magnus. The action, at a minimum,
should include requiring First Magnus to
repay more than $204,000 in claims and
losses incurred on four loans and indemnify
HUD more than $127,000 for any future
losses associated with one loan that is in
foreclosure. (Audit Report: 2005-LA-1010)

HUD OIG audited loans that National
City Mortgage Company underwrote at the
Altamonte Springs, FL, and Alpharetta,
GA, branch offices for seven loan
correspondents that originated loans for
properties located in central and northern
Florida. National City is a direct
endorsement lender with headquarters
located in Miamisburg, OH. OIG selected
the two branch offices and the seven loan
correspondents because their default rates
were significantly higher than the Florida
average.

National City did not follow HUD
requirements when underwriting 9 of the
19 FHA-insured loans reviewed for
compliance. The loans contained
deficiencies that affected the credit quality
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(insurability) of the loans. National City’s
underwriters did not adequately evaluate
information presented by its loan
correspondents for compliance with
requirements before approving the loans.
The wunderwriters also allowed
questionable information to be entered into
the systems wused for automated
underwritten loans. As a result, HUD
insured nine loans that placed the FHA
insurance fund at risk for more than
$326,000 in questioned costs and resulted
in more than $153,000 in funds that could
be put to better use.

OIG recommended that HUD take
appropriate administrative action
against National City. This action
should, at a minimum, include requiring
indemnification of more than $153,000 for
two defaulted loans, more than $159,000
for claims paid on two loans, and
reimbursement of approximately $166,000
for losses incurred for five loans. (Audit
Report: 2005-AT-1014)

HUD OIG audited First Source
Financial USA, a loan correspondent
headquartered in Henderson, NV. The
overall audit objective was to determine
whether First Source approved FHA-
insured loans in accordance with HUD
requirements and to determine whether
First Source implemented an acceptable
quality control plan.

First Source (1) allowed nonemployees
and unapproved branches to originate
and process FHA-insured loans, (2)
originated and processed FHA loans
with false information and known
misrepresentations, and (3) allowed
questionable lending practices by collecting
unearned fees. As a result, there were
excessive defaults and foreclosures, an
increased risk to the FHA insurance funds,
and actual losses of more than $159,000.

OIG recommended that First Source (1)
pay civil money penalties for originating
and processing loans with nonemployees,
having unapproved branches, cobrokering
FHA loans with another mortgage
company, allowing loan officers to
simultaneously work for real estate
companies, and Real Estate Settlement and
Procedures Act (RESPA) violations; (2)
repay more than $159,000 in losses HUD
incurred on six loans; and (3) refund
unearned yield spread premiums. (Audit
Report: 2005-LA-1003)

HUD OIG audited Aspen Home Loans
in American Fork, UT, because of loan
origination and quality control deficiencies
identified in a prior audit. Our audit
objectives were to determine whether
Aspen complied with HUD regulations,
procedures, and instructions in the
origination of insured loans selected for
review and whether Aspen’s quality
control plan, as implemented, met HUD’s
requirements.

Aspen did not comply with HUD
regulations, procedures, and instructions
in the origination of any of the 11 loans
selected for review. Self-employed
independent contractors originated loans,
and Aspen operated out of unapproved
branch offices. OIG also identified one loan
that did not have a proper verification of
employment.

Aspen’s quality control plan was
incomplete and inadequate as
implemented. For example, (1) the required
number of quality control reviews was not
performed; (2) the owner, who also
originates insured loans, was the only
quality control reviewer; (3) quality control
reviews were not performed or reported
accurately; (4) the owner did not know
about the HUD requirement that all early
defaultloans be reviewed in addition to the
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normal random sample selection; and (5)
the owner was the branch manager for
three separate office locations.

OIG recommended that HUD require
Aspen to (1) change its policies and
procedures for the origination and review
of its insured loans to fully comply with all
HUD regulations, (2) obtain the necessary
branch approval, (3) cease origination of
insured loans at unapproved branches,
and (4) indemnify one insured loan not
originated in accordance with HUD
requirements. In addition, OIG
recommended that Aspen be referred to
the Mortgagee Review Board for
appropriate action since during its Title II
monitoring review, HUD identified
deficiencies similar to those OIG found in
the area of quality control. (Audit Report:
2005-DE-1004)

HUD OIG audited Citywide Home
Loans in Salt Lake City, UT, because of
loan origination and quality control
deficiencies identified in a prior audit. The
audit objectives were to determine whether
Citywide complied with HUD regulations,
procedures, and instructions in the
origination of insured loans selected for
review and whether Citywide’s quality
control plan, as implemented, met HUD’s
requirements.

Citywide did not comply with HUD
regulations, procedures, and instructions
in the origination of 20 of the 23 loans
selected for review. Citywide used
independent loan officers to originate
insured loans. HUD prohibits this practice
because it represents an increased risk to
the insurance fund.

Citywide’s quality control reviews
were not performed in a timely manner,
and corrective actions taken for deficiencies

identified were not documented. Citywide
used a contractor to implement its quality
control plan. The contractor completed only
42 percent of the required quality control
reviews of the loan files within the required
90-day timeframe.

OIG recommended that HUD require
Citywide to bring its loan origination
policies and procedures for insured loans
into full compliance with HUD regulations
and to fully implement its quality control
process. (Audit Report: 2005-DE-1003)

HUD OIG reviewed Residential
Lending Corporation, operating from its
home office in Duluth, GA. Residential was
a direct endorsement lender, approved to
originate and approve FHA-insured single-
family mortgages. OIG selected Residential
due to its high default and claim rates.

Residential did not obtain the required
independent audit for the fiscal year
ending December 31, 2004, and planned
to liquidate company assets without
notifying HUD. Thus, Residential could
not support that it had the $250,000 net
worth needed to maintain its HUD
approval to originate and approve
FHA-insured mortgages.

OIG made no recommendations
because Residential voluntarily terminated
its HUD approval during our review on
May 9, 2005. (Audit Report: 2005-AT-
1801)

HUD OIG reviewed AIM Financial,
Inc., Caledonia, MI, a former loan
correspondent approved to originate FHA-
insured loans. OIG initiated the review
based on a citizen’s complaint to its office.
The objective was to determine whether
AIM originated FHA-insured loans
according to HUD’s requirements.
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Before its approval as an FHA lender,
AIM originated FHA-insured loans using
the name and FHA number of another
lender. AIM submitted 10 loans for
insurance, falsely certifying that it was
Bedford, an FHA-approved lender. In 6 of
the 10 cases, Charles Gahan, acting on
behalf AIM, executed the lender
certification using Bedford’s name, address,
and lender identification number.

OIG referred Mr. Gahan to HUD’s
Office of General Counsel for
administrative sanctions under PFCRA.
HUD filed a complaint against Mr. Gahan,
seeking civil penalties. HUD executed a
settlement agreement with Mr. Gahan
without an admission of wrongdoing, for
$15,000. Mr. Gahan issued a check payable
to HUD for the $15,000 settlement amount.
(Audit Report: 2005-CH-1803)

Single-Family Insurance Claims

HUD OIG audited the process HUD
uses to pay FHA single-family insurance
claims. OIG scheduled the audit because
the annual FHA dollar disbursement for
insurance claims is a significant
disbursement activity of the Department.

For most FHA single-family insurance
claims, HUD management and system
controls are adequate and effective in
ensuring that only eligible and adequately
supported costs are accepted and paid.
However, these controls are not sufficient
to prevent the payment of interest that is
disallowed for lenders” noncompliance
with FHA foreclosure timeframes and
reporting rules. HUD paid approximately
$28.2 million in disallowed interest
accruals not identified by HUD’s systems
on claims paid from October 1, 2000, to
September 30, 2003. Payment of

disallowed interest occurred because some
lenders did not adjust their claims to
comply with FHA requirements.

OIG recommended that HUD (1)
establish and implement performance goals
for the default monitoring requirements
HUD expects lenders to meet and create a
plan to obtain additional information
necessary for HUD to establish
performance goals to accurately measure
lender performance for the foreclosure
completion timeframe or alternative
methods for measuring lender
performance, (2) create and implement a
plan of action that HUD should follow to
ensure lenders meet performance goals,
and (3) finalize disputed monetary findings
in a timely manner and collect delinquent
debts in accordance with the Debt
Collection Act. (Audit Report: 2005-DE-
0001)

Dreforeclosure Sale Drogram

HUD OIG audited HUD’s
preforeclosure sale program. The objectives
of the audit were to (1) determine what
abuses occurred within the preforeclosure
sale program and how they impacted
losses to the FHA insurance fund and (2)
evaluate HUD’s controls over
preforeclosure sales and preforeclosure sale
claim processing.

Investors abused the HUD
preforeclosure sale program and obtained
properties through preforeclosure sales
below fair market value. OIG identified 102
properties that were sold through
preforeclosure for at least $2.4 million less
than their fair market value, resulting in
excessive insurance claims to HUD.
Additionally, HUD’s claims processing
system allowed for payment of at least 52
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preforeclosure sale claims that were
excessive by amounts totaling
approximately $5.1 million.

OIG recommended that HUD
implement controls to minimize abuse of
the preforeclosure sale program and to
ensure excessive preforeclosure sale claims
are not paid. (Audit Report: 2005-LA-
0001)

Title 1 Loan Claims

HUD OIG audited Title 1 loan claims
collection activity administered by HUD's
Financial Operations Center, Asset
Recovery Division, in Albany, NY. The
objectives of the audit were to determine
whether the Center administered its Title
1 debt collection activities (1) in compliance
with applicable laws and regulations and
(2) in an effective manner to provide
optimal benefit to HUD. Our work covered
Title 1 claim collection activity during FY
2003-2004.

While the Center was generally
complying with applicable laws and
regulations, there were weaknesses in
controls over Title 1 debt collections.
Specifically, (1) significant amounts of
payments were received directly at the
Center instead of at the established lock
box or via electronic funds transfer; (2)
adequate controls had not been established
over the receipt, recording, and processing
of collections at the Center; and (3)
procedures for processing debt payments
had not been updated.

OIG recommended that the director of
the Center establish and implement
controls and procedures to ensure that (1)
debtor payments are submitted directly to
the lock box or are made via electronic

funds transfer, (2) all incoming mail
containing debt payments is opened at a
single location within the Center and in the
presence of two individuals, and (3) all
payments received at the Center are
properly recorded and reconciled to the
lock box receipts. (Audit Report: 2005-NY-
0001)
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Investigations

During this reporting period, OIG
opened 110 investigation cases and closed
212 cases in the single-family housing
program area. Judicial action taken on
these cases during the period included
$318,719,526 in investigative recoveries,
$25,535,680 in funds put to better use,
236 indictments/informations, 169
convictions/ pleas/ pretrial diversions, 80
administrative actions, 7 civil actions,
and 222 arrests.

Some of the investigations discussed
in this report were conducted jointly with
Federal, State, and local law enforcement
agencies. The results of OIG’s more
significant investigations are described
below.

Chart 2.3: &ingle-Family Investigative Recoverics
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Loan Origination/Droperty-Flipping

After a lengthy investigation, during
which HUD OIG focused investigative
efforts on fraud that had occurred in the
origination and issuance of loans insured
through the HUD 203(k) loan program,
numerous search, seizure, and arrest
warrants were executed; and numerous
guilty pleas were entered. Defendant
Beatrice Sukdeho, also known as Ahillia
Surujballi, of New York, NY, owner of
many real estate companies that flipped
properties to various not-for-profits, was
sentenced in Federal court to 15 months
incarceration, 5 years probation,
$8,913,012 in restitution, and a $300
special assessment. Sukdeho was
sentenced on two separate counts of
making false statements to HUD for
insurance, knowing that the mortgage
applicants’ /not-for-profits” income and
sources of money used for downpayments
and closing costs were fraudulent. These
HUD 203(k) loans were originated from
Ryan’s Express Equities and Mortgage
Lending of America, both now defunct
mortgage companies that were previously
based out of Long Island, NY.

Three arrests were made in
Springfield, MA, by Federal law
enforcement officers following a Federal
indictment. The 69-count Federal
indictment charges 13 defendants with
wire fraud and conspiracy to launder
money in a property-flipping scheme. The
remaining 10 defendants surrendered on
October 5, 2005, for an initial appearance
hearing. Ten of the thirteen defendants
were previously indicted on September 2,
2004, in connection with this property-
flipping scheme. The scheme, which
included more than 70 properties in the
Springfield, MA, area, involved HUD real
estate owned (REO) properties purchased
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3 more accused in land-flip case

By STEPHANIE BARRY
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with FHA-insured mortgages totaling more
than $5,900,000. The indictment charges
the defendants with 68 counts of wire
fraud and one count of conspiracy to
commit money laundering. Included in
the indictment is forfeiture count for up to
$15 million. The defendants allegedly
obtained single-family properties at prices
upward to 200 percent over the purchase
price from HUD, using FHA mortgages.

In Allentown, PA, defendant Philip
Garland was sentenced in U.S. District
Court, Eastern District of Pennsylvania, to
18 months incarceration, to be followed by
3 years supervised release, and ordered to
pay restitution to HUD of $1.5 million for
losses resulting from foreclosed FHA loans.
Defendant Richard Myford, a partner of
Garland, was sentenced to 17 months
incarceration, to be followed by 3 years
supervised release, fined $3,000, and
ordered to repay $850,000 to HUD. Loan
officer Judy Gemmill of Allentown, PA,
was convicted in U.S. District Court,
Eastern District of Pennsylvania, of
conspiracy and various false statements
charges relating to her involvement with
four other defendants in the making of at
least 50 fraudulent FHA-insured mortgages
in and around Lancaster, PA. Additional

defendants who previously pled guilty
are scheduled to be sentenced. The
investigation disclosed that over a 5-year
period, the defendants conspired with a
real estate agent and two loan officers to
sell up to 100 new homes to unqualified
buyers, most of whom were
unsophisticated first-time purchasers. The
defendants provided the funds for the
required downpayments and disguised this
through the use of false letters from friends,
family members, employers, charitable
organizations, etc. In certain cases, they
required the buyers to execute a promissory
note to cover the amount of funds
improperly advanced, which was never
disclosed on official loan documents or at
settlement, as required. Real estate agent
David Herb and loan officer James
Ballantyne have previously pled guilty in
this case.

In Houston, TX, a United States
Attorney indicted Lawrence Benham for
his alleged role in a multi-million-dollar
fraud scheme. Benham was arrested on
September 9, 2005. Benham was charged
with multiple criminal counts, including
wire fraud, mail fraud, bank fraud, and
making a monetary transaction with
criminally derived property. The
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indictment charged that Benham conspired
to obtain five fraudulent loans between July
2003 and April 2005, valued at
approximately $1.5 million.

This investigation was initiated on
information provided to the OIG Houston,
TX, office by the Federal Bureau of
Investigation (FBI). The FBI advised that
Benham had allegedly conspired with
several straw-borrowers to defraud
mortgage companies. Benham portrayed
himself as a successful investor to various
women and conspired with the women to
secure mortgages based on fictitious
information. The fictitious information
submitted with the loan applications
included overstated income, inflated
property appraisals, and falsification of
source of downpayments. Inreturn for the
women’s participation in the scheme,
Benham paid each approximately $5,000.

The subsequent investigation disclosed
that Benham allegedly perpetrated a
mortgage fraud scheme in which he located
residential properties for sale and enlisted
straw-borrowers to secure fraudulent loans
to purchase the properties. Benham used
the straw-borrowers’ true identity to repay
the loans and inflated the appraised value
of the properties. Benham then directed
large sums of money from the transaction
to himself or accounts under his control.

Defendant Cenobio Rojas was
sentenced in Federal Court in Los Angeles,
CA, to 3 years and 1 month in prison and
3 years probation, fined $1,000, and
directed to pay $1,518,363 in restitution.
Rojas had pled guilty on March 24, 2004,
to 10 counts each of wire fraud and aiding
and abetting. Rojas was the owner of
Continental Termite & Investments. Rojas
was involved in a flipping scheme using
FHA properties that he sold to unqualified
buyers at inflated prices. He also supplied

the downpayment to the borrowers and
utilized fraudulent documents in the loan
files.

Defendant Kenneth Jenkins of
Camden, NJ, was sentenced in United
States District Court, District of New Jersey,
to 30 years in prison for his conviction on
conspiracy to possess and distribute a
controlled substance, 30 years for wire
fraud and conspiracy to commit wire
fraud, 20 years for conspiracy to commit
money laundering and money laundering,
and 5 years for conspiracy to commit mail
fraud and mail fraud. These sentences are
to run concurrently. In addition, Jenkins
was sentenced to 10 years of supervised
release and ordered to pay a $2,400 special
assessment fee. A restitution hearing was
scheduled.

Jenkins, a major Camden, NJ, drug
wholesaler, organized and operated a $1
million scheme that used crack cocaine
profits to buy abandoned and dilapidated
residential properties in Camden. He
arranged cosmetic repairs on the properties
by paying his contractor in crack cocaine.
He then flipped the properties at an
inflated price by securing fraudulent HUD-
insured loans for unsophisticated and
unqualified borrowers. Jenkins, along with
defendant Sabena Ingalls, a licensed real
estate agent, targeted naive and illiterate
individuals to purchase properties. Jenkins
and his coconspirators created false and
fraudulent paperwork, such as Internal
Revenue Service (IRS) W-2 forms, pay
stubs, IRS tax forms, and credit
verifications.

Jenkins and his coconspirators reaped
enormous profits from the sales of 26
properties, including 18 which involved
HUD-insured loans. Fifteen of the eighteen
HUD-insured borrowers defaulted on their
loans.
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As a result of his conviction, Jenkins
was ordered to pay $1.6 million during a
forfeiture hearing. Jenkins and his five
coconspirators were indicted on October
29, 2003, as part of a 37-count indictment
and arrested on October 30, 2003. Five of
Jenkins” coconspirators previously pled
guilty and testified against him.

Defendant Ingalls was sentenced in
U.S. District Court, District of New Jersey,
to 5 years in prison, 3 years supervised
release, and a $100 special assessment fee
for her participation in the FHA mortgage
fraud scheme and drug conspiracy
investigation. A restitution hearing has
been scheduled. Ingalls, who was charged
in a 37-count indictment, was indicted on
October 29, 2003, with five coconspirators.
Ingalls, who was arrested on October 30,
2003, had previously pled guilty to one
count of conspiracy to commit money
laundering. Ingalls and her coconspirators
purchased properties, provided faulty
repairs, and then sold them to unqualified
borrowers. Ingalls and her coconspirators
assisted the borrowers in qualifying for the
HUD-insured loans by creating fraudulent
documentation. This documentation
included IRS W-2 forms, pay stubs, gift
letters, verifications of employment (VOE),
and alternate credit reference letters.
Ingalls was involved in the fraudulent
acquisition of 26 properties, 18 of which
were HUD insured. HUD foreclosed on
15 of the 18 properties.

Defendant Walter Jenkins was
sentenced in U.S. District Court, District
of New Jersey, to 6 months home
confinement, 5 years probation, and a $200
special assessment fee. A restitution
hearing has been scheduled. Jenkins
previously pled guilty in U.S. District
Court, District of New Jersey, to one count
of conspiracy to commit money laundering
and one count of mail fraud for his

participation in an FHA mortgage fraud
and drug conspiracy. Since Jenkins had
gainful employment, Jenkins” bank
accounts were used to conceal proceeds of
drug transactions, as well as income earned
through the flipping of 26 properties.
Jenkins and his coconspirators purchased
properties, provided faulty repairs, and
then sold them to unqualified borrowers.
Jenkins and his coconspirators assisted the
borrowers in qualifying for the HUD-
insured loans by creating fraudulent
documentation.

Defendant Ronald Rogers was
sentenced in United States District Court,
District of New Jersey, to 4 years in prison,
5 years supervised release, and a $200
special assessment. A restitution hearing
has been scheduled to determine the
amount of restitution. Rogers previously
pled guilty in U.S. District Court, District
of New Jersey, to one count of conspiracy
to commit mail fraud and one count of
conspiracy to commit wire fraud for his
participation in an FHA mortgage fraud
and drug conspiracy. Rogers and his
coconspirators purchased properties,
rehabilitated them, and then sold them to
unqualified FHA borrowers. Rogers was
paid in crack cocaine by coconspirator
Kenneth Jenkins to provide minor repairs
on the properties, which were later found
to be substandard and of poor quality.

Defendant Thomas Harper was
sentenced in U.S. District Court, District
of New Jersey, to 2 years injail, 5 years of
supervised release, and a special assessment
fee of $200. Harper previously pled guilty
to an information charging him with one
count of conspiracy to commit wire fraud
and one count of possession with the intent
to distribute 50 grams of crack cocaine.
Harper admitted to traveling on a regular
basis to New York City from the
Philadelphia area to purchase and deliver
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large amounts of crack cocaine to Kenneth
Jenkins. Harper delivered crack cocaine to
Ronald Rogers, a handyman, for payment
on cosmetic repairs that were performed
on properties that were being flipped by
Jenkins and his coconspirators. Harper
and his coconspirators assisted the
borrowers in qualifying for the FHA-
insured loans by creating fraudulent
documentation.

Finally, defendant Rita Jackson-Paulk
was sentenced in U.S. District Court,
District of New Jersey, to 1 day in jail, 5
years of supervised release, and a special
assessment fee of $100. Jackson-Paulk
earlier pled guilty to one count of wire
fraud. Jackson-Paulk was arrested on
October 30, 2003. Jackson-Paulk’s bank
accounts were used to hide the proceeds
of mortgage flips and drug proceeds.
Jackson-Paulk and her coconspirators
purchased properties, performed minimal
repairs, and then sold them to borrowers
who were ineligible for an FHA mortgage.
Jackson-Paulk and her coconspirators
assisted the borrowers in qualifying for the
FHA-insured loans by creating fraudulent
documentation.

Defendant Nancy Jacobs of Riverside,
CA, appeared in U.S. District Court for the
Central District of California and was
sentenced to 6 years and 5 months
incarceration and 3 years probation and
was required to pay restitution of $448,313.
Jacobs was found guilty after a jury trial
on felony charges that she had flipped
more than $4 million in FHA-insured
properties by utilizing a scheme in which
she used six fictitious identities, purchasing
46 properties, and arranged for the escrows
in which she bought and sold the properties
to close the same day. Jacobs’ actions
resulted in an $850,000 loss to HUD.

Former Real Estate Agent Jerry L.
Austin of Washington, DC, was sentenced
in U.S. District Court, District of Columbia,
for his admitted involvement in a
fraudulent scheme to sell homes with FHA-
insured mortgages in the Washington, DC,
metropolitan area. He was incarcerated
for a period of 2 years and 2 months, to be
followed by 3 years supervised release,
fined $40,000, and ordered to make
restitution to HUD of $279,425, which
represents the losses to date from the FHA
insurance fund on property transactions
involving the defendant. The investigation
disclosed that between December 1995 and
August 1999, the defendant participated
as a real estate agent in at least 128
fraudulent property transactions involving
FHA mortgages. He facilitated the
approval of otherwise unqualified buyers
by loaning them the money for the required
downpayment and concealing it with
fraudulent gift letters. He obtained
reimbursement for these loans from the
sellers, and this was concealed on the
settlement statements as repairs or loan
payoff. A codefendant in this case, Larry
Kraft, was previously sentenced and
ordered to make restitution of more than

$300,000.

Defendant Anthony Cocomello of
Lake Success and Hollis, NY, was
sentenced to serve 9 months of home
detention with electronic monitoring and
5 years probation, along with paying
$239,235 in restitution. Cocomello was a
licensed New York real estate appraiser
arrested on charges of conspiring to submit
false appraisals to HUD. He surrendered
and pled guilty to loan origination fraud
and was sentenced in U.S. District Court
in Central Islip. Cocomello also prepared
fraudulent appraisals that were included
in mortgage loan applications submitted to
HUD for insurance. There were more than
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60 false appraisals submitted to three
separate mortgage-banking institutions.

Defendant Christopher Williams of St.
Louis, MO, husband of defendant
Kimberly Crowder-Williams, signed a
pretrial diversion agreement in Federal
Court, U.S. District Court for the Eastern
District of Missouri, in which he admitted
to aiding and abetting in bank and wire
fraud and agreed to pay $94,190 in
restitution. Defendants Williams and
Crowder-Williams, owners/operators of
KRW Capital Corporation, a St. Louis
mortgage brokerage business, were
previously charged with a 17-count
indictment of wire fraud, bank fraud, and
tax evasion. Defendant Crowder-Williams
used her business to flip properties by
obtaining inflated appraisals and selling the
properties to unqualified individuals.
Defendant Williams, who assisted his wife
in the illegal property-flipping scheme,
agreed to use the proceeds from the sale of
their $750,000 home to pay restitution.
Defendant Kim Crowder-Williams, was
sentenced in Federal Court, U.S. District
Court for the Eastern District of Missouri,
to serve 18 months in prison. Defendant
Crowder-Williams previously pled guilty
to tax evasion as a result of her
participation in a property-flipping/
mortgage fraud scheme. Crowder-
Williams admitted to evading taxes on
$200,000 in income, which caused more
than $590,000 in losses due to the property-
flipping scheme. Defendant Crowder-
Williams also owes the IRS $63,586 in back
taxes due to the evasion.

Defendant Joseph Maggio of
Rochester, NY, was sentenced to 5 years
supervised release and restitution in the
amount of $56,899 and ordered to pay a
$100 special fine. Maggio pled guilty to
one count of conspiracy to commit bank

fraud. Maggio conspired to enter into a
scheme to purchase homes in the
Rochester, NY, area and flip them to each
other for increased and inflated prices.
Mortgages, to include FHA mortgages,
would be obtained for the increased
amount. To obtain the mortgages, false
documentation was provided to the banks
and mortgage companies. These false
documents included false employment
verifications, false earnings statements,
false investment statements, and false IRS
W-2 forms. After receiving the mortgage
loans, these individuals would quickly
default on the loans, and the properties
were foreclosed upon. Maggio and others
in the organization defaulted on more than
$1 million in mortgage loans.

Defendant William O’Keefe of
Rochester, NY, an investor, pled guilty to
one count of filing a false loan and credit
application. Previously, O’Keefe was
charged by criminal complaint with one
count of filing a false loan and credit
application. O’Keefe, along with others,
allegedly conspired to enter into a scheme
to purchase homes in the Rochester, NY,
area and flip them to each other for
increased and inflated prices. FHA and
conventional mortgages were obtained for
the increased amount. To obtain the
mortgages, false documentation was
provided to the banks and mortgage
companies. These false documents
included VOEs, earnings statements,
investment statements, and IRS W-2
forms. After receiving the mortgage loans,
these individuals would quickly default on
the loans, and the properties were
foreclosed upon. O’Keefe and others in the
organization defaulted on more than $1
million in mortgage loans. O’Keefe could
be imprisoned for up to 30 years and
ordered to pay $1 million in restitution.
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In the Circuit Court of Cook County,
Chicago, IL, Julie Fazy, aloan processor, pled
guilty to three counts of identity theft and
two counts of forgery. On the same day, she
was sentenced to 2 years probation and was
ordered to pay $45,000 in restitution.

Fazy admitted to her involvement in a
mortgage scheme with her husband Tom
Fazy, aloan officer, and Craig Hendricks, a
loan officer, wherein they used front
companies to purchase properties and then
flip the properties using the stolen identities
of deceased individuals as the end buyers.
One of the individual identities they obtained
was that of Joseph Fay, whose identity was
used as a borrower for two houses, one of
which was FHA insured. The other house
in Fazy’s name was worth approximately
$400,000 and was occupied by the Fazys for
approximately a year while it was going
through the foreclosure process.

This total scheme on the part of the
Fazys involved approximately $1 million in
fraudulentloans. Craig Hendricks previously
pled guilty and was confined. Tom Fazy was
found shot to death in his mortgage office in
December 2004.

Defendant Phillip D. Thomas of
Kansas City, MO, pled guilty in Federal
Court, Western District of Missouri, to
felony charges that he conspired with
others to commit wire fraud, money
laundering, and conspiracy related to his
role in a property-flipping scheme.
Thomas and others caused real estate
investors to purchase approximately 233
properties totaling $15 million, based on
numerous fraudulent schemes. Thomas’
coconspirators purchased inexpensive
single-family properties in inner city Kansas
City for which he created fraudulent
property appraisals inflated by tens of
thousands of dollars. The properties were
then quickly sold to investors who believed

they were buying the properties at true
market value. Further, investors believed
they were buying the properties for no
money down and that renters, including
those receiving Section 8 rental assistance,
occupied the properties. The properties
were often unrented and uninhabitable
and were purchased based on
downpayments provided by the
defendants without the buyers’
knowledge. Additionally, the defendants
falsified numerous loan application
documents, enabling investors to
unknowingly purchase more properties
than they would otherwise be qualified to
buy. The scheme resulted in significant
property foreclosures and financial losses
to investors and lending institutions.

Defendants Chauncey J. Calvert and
Avonda L. Nicodemus of Kansas City,
MO, former account executives of
Ameriquest Mortgage, Gladstone, MO,
pled guilty in U.S. District Court, Western
District of Missouri, to felony charges that
they conspired with others to commit
interstate transportation of stolen property
related to their role in a property-flipping
scheme. Calvert and Nicodemus
participated in numerous fraudulent
schemes, causing victim real estate investors
to purchase 233 properties totaling $15.6
million and 66 properties totaling $4
million, respectively. Calvert and
Nicodemus’ coconspirators purchased
inexpensive single-family properties in
inner city Kansas City and obtained
property appraisals inflated by tens of
thousands of dollars. The properties were
then quickly sold to victim investors who
believed they were buying them at true
market value. Calvert and Nicodemus
created falsified loan application
documents, enabling investors to
unknowingly purchase more properties
than they would otherwise be able to buy.
Further, investors believed they were
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buying the properties for no money down
and that renters, including those receiving
Section 8 rental assistance, occupied the
properties. The properties were often
unrented and uninhabitable and were
purchased based on downpayments
provided by the defendants, without the
buyers’ knowledge. The scheme resulted
in significant property foreclosures and
financial losses to investors and lending
institutions.

Defendants Humberto Maravi and
Aura Guzman of Newark, NJ, loan
officers, surrendered to the U.S. Marshals
Service (USMS) and appeared in U.S.
District Court, District of New Jersey.
Maravi and Guzman pled guilty to a one-
count information charging them with
knowingly and willfully conspiring with
others to submit and cause to be submitted
fraudulent mortgage applications to HUD.
A sentencing date was set, and Maravi and
Guzman were released on a $100,000
personal recognizance bond. The
investigation, which concerns mortgage
fraud, began with the purchase of
foreclosed properties by coconspirators.
These properties were flipped to
unqualified buyers. Maravi and Guzman
recruited the nonqualified buyers to
purchase these homes. Maravi and
Guzman completed fraudulent mortgage
applications and facilitated the submission
of fraudulent bank statements, false
employment documents, false employment
verifications, and false gift letters. This
activity resulted in fraudulent loans valued
at $4,814,936 and which to date have
resulted in a loss to HUD in the amount of
$1,818,510.

Defendant Naomi LaBrie of Topeka,
KS, doing business as Rehabers, Inc., was
indicted in U.S. District Court, District
of Kansas, for defrauding HUD,
specifically the FHA loan program. This

investigation found that defendant LaBrie
allegedly purchased homes, performed
rehabilitation, and sold those homes
to borrowers who obtained FHA-insured
mortgages. LaBrie purportedly provided
the downpayment funds to the borrowers
and instructed the borrowers to obtain false
gift letters to conceal the fact that she was
providing the funds for the downpayment.
A total of 22 FHA loans, totaling
$1,150,965, have gone into claim status.
There have also been conventional loans
that went into default.

Property speculators Earl Ginter,
Ronald Fruth, and David Walsh of
Harrisburg, PA, pled guilty in Federal
Court, Middle District of Pennsylvania, for
their involvement in a property-flipping
scheme that allegedly involved officials
of Sunset Mortgage Company. The
investigation disclosed that the defendants
were involved in a scheme to sell at least
40 homes with FHA-insured mortgages to
borrowers whom they made eligible by
paying off debts and providing funds for
downpayments, which they hid through
the use of false gift letters. To date,
$704,000 in FHA insurance claims has been
paid on the foreclosed mortgages.

The United States Attorneys Office,
Northern District of Illinois, Civil Division,
filed a civil complaint against Gordon Nelson
of Chicago, IL. The complaint seeks triple
damages from Nelson for violation of the
False Claims Act. Nelson was previously
indicted in 2004 in the Northern District of
Illinois by a grand jury, along with Jae Rank,
Linda Martz, Alfredo Busano, and Marco
Reyes, for mail fraud. Nelson’s indictment
stems from his alleged role in selling houses
he owned to unqualified buyers by providing
false loan documents, specifically gift funds
and gift affidavits, to HUD to qualify these
buyers for an FHA-insured mortgage.
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The civil complaint alleges that
beginning as early as 1996 and continuing
until at least 1999, Nelson, through one of
several companies he owned and operated,
recruited buyers to purchase one of his
homes. Nelson would then refer these
buyers to Anchor Mortgage, knowing that
the recruited buyer could not legitimately
qualify for a mortgage. Nelson, with the
assistance of others, would allegedly
provide the buyer with gift funds to make
it appear the buyer was receiving these
funds from a friend or relative. Then,
according to the complaint, Nelson and
others would also instruct the buyers how
to fill out the gift affidavit associated with
these gift funds. Asaresult of these actions,
Nelson and others caused Anchor
Mortgage to issue loans that were insured
by HUD. Subsequently, several of the
buyers defaulted on their fraudulently
obtained HUD loans, causing a loss to
HUD in excess of $600,000.

Speculator Mazie Louise Jennings and
settlement agent Kim Blackwell-Hawkins
of Baltimore, MD, were sentenced in
Federal Court, District of Maryland, for
conspiracy to commit mail fraud in
connection with a fraudulent flipping
scheme involving FHA-insured mortgages
between 1995 and 2000. Jennings was
sentenced to prison for a period of 2 years,
to be followed by 3 years supervised
release, and ordered to repay $568,668 to
HUD. Blackwell-Hawkins was ordered to
serve 10 months home detention, to be
followed by 3 years supervised release, and
ordered to repay HUD $247,493.
Investigation by OIG uncovered a scheme
wherein Jennings would purchase
distressed properties in and around
Baltimore and resell them at inflated prices
to first-time homebuyers. She created false
employment, asset, and credit information
for most of the buyers, who would not
otherwise have qualified to purchase the

homes, especially at the inflated prices. She
steered the settlements to Blackwell-
Hawkins, who created false settlement
statements that incorrectly showed the
necessary downpayment funds coming
from the buyer, when in fact they were
derived from Jennings as a reduction on
sales proceeds due her.

Defendant Anthony Ocasio of White
Plains, NY, was arrested in Orlando, FL,
and charged with wire fraud and
conspiracy to commit wire fraud for his role
in a property-flipping scheme between
1998 and 2001 in the New York
metropolitan area. The complaint was filed
in the Southern District of New York.
Ocasio allegedly bought and sold more
than 10 properties and flipped those
properties by preparing false and
fraudulent documents, including phony
gift letters, VOEs, downpayment checks,
and IRS W-2 forms, to qualify homebuyers
for both FHA and conventional mortgages.
In one particular property flip, Ocasio sold
a house that he did not legally own by
preparing a phony deed and title report.

Defendant Kelly Klamen of St. Louis,
MO, officer of K&K Investments, signed a
Federal civil settlement agreement in the
Eastern District of Missouri and paid
$50,000. Defendant Klamen engaged in a
property-flipping scheme in which he
submitted false gift certifications along with
other false documents to qualify purchasers
for FHA loans in violation of the False
Claims Act. Klamen previously paid
$53,265 in court-ordered restitution as a
result of a criminal conviction.

Defendant Tonya Hill of St. Louis,
MO, a mortgage broker, Residential
Building and Mortgage Resources, was
indicted in Federal Court, U.S. District
Court for Eastern Missouri, with five
counts of fraud, to include bank fraud,
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misuse of a Social Security number (SSN),
bankruptcy fraud, and false statements to
HUD. Defendant Hill allegedly flipped
properties by using false documents to
secure FHA and conventional loans. She
also allegedly used a false SSN to purchase
the home in which she resides to enable
her to hide her assets from the U.S.
Bankruptcy Court. Defendant Hill
allegedly caused more than $400,000 in
losses, including more than $77,000 in
losses to HUD.

Defendant Donald Fazio, a resident of
Smithtown, NY, pled guilty in Federal
Court to one count of conspiracy and 11
counts of money laundering of a 61-count
indictment. In addition, Fazio agreed to
enter into a consent order of forfeiture and
a money judgment in the amount of $2.6
million.

Defendant Gary Konstantin, a resident
of Brookville, NY, was found guilty by jury
trial in Federal Court on all six-one counts
of an indictment of conspiracy, wire fraud,
mail fraud, money laundering, and
insurance fraud. A forfeiture hearing is
scheduled to determine disposition
regarding the forfeiture counts of the
indictment seeking monetary judgments in
the amounts of $11.6 million.

Previously Fazio and Konstantin were
indicted on 61 counts of conspiracy, wire
fraud, mail fraud, money laundering, and
insurance fraud, with forfeiture counts
seeking monetary judgments in the amount
of $11.6 million. Fazio and Konstantin
were mortgage brokers and branch
managers at a now defunct mortgage
company (Brucha Mortgage Bank) and
participated in a massive scheme to
defraud HUD regarding its 203(k)
program. Losses to HUD from this
conspiracy total $11.6 million.

Defendant Barry Fauntleroy, who was
the president of EON, a real estate
investment company in Newark, NJ, pled
guilty in Federal Court to count one of a
seven-count Federal indictment, charging
him with conspiracy to falsify documents
that were submitted to HUD. Defendants
Port, who is the owner of Port Abstract, a
title company located in Garden City, NY,
and Keith Miles, a real estate contractor and
owner of the Mid-South Atlantic Asset
Holding Company, each pled guilty in
Federal Court, Newark, NJ, to a one-count
information, charging each of them with
falsification of documents that were
submitted to HUD. In addition, Port
executed a consent judgment for $500,000
as restitution for his involvement in this
scheme, and Miles executed a consent
judgement for $26,000 as restitution for his
involvement in this scheme.

Previously, Fauntleroy and Devon
Bowie were indicted by a Federal grand
jury in the District of New Jersey and
arrested. Bowie and Fauntleroy were
indicted on one count of conspiracy, three
counts of making false statements, and
three counts of wire fraud.

Faunleroy was a real estate investor
who bought and sold real property and
controlled a bank account in the name of
Neighborhood Holdings, LLC. He was the
president of Neighborhood Mortgage
Bankers Company. In addition, he
controlled bank account in the name of
Urban Renaissance.

Fauntleroy, Bowie, and others solicited
and recruited individuals with relatively
low income to buy homes in Essex County,
NJ, with the promise that they could buy
homes with little or no money down. They
located dilapidated properties that were
available for sale; showed the borrowers
the properties; represented to the
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borrowers that they owned the properties
and that they would significantly renovate
and otherwise improve the properties; and
then sold the properties to the borrowers
at an agreed-upon price, which
represented the fair market value of the
properties in the significantly improved
condition. They arranged for the borrowers
to purchase the properties, assisting them
in obtaining FHA-insured loans through
Neighborhood Mortgage in the amount of
the contract price by submitting a loan
application and supporting documents
that were false, fictitious, and fraudulent
and by approving loan applications,
knowing that they contained false,
fictitious, and fraudulent documents and
information. These mortgage loan
packages were then submitted to HUD for
FHA-insurance endorsement.

Fauntleroy, Bowie, and others
purchased the properties at reduced prices,
at times using the proceeds from FHA-
insured loans obtained by the borrower,
and resold the properties to the borrowers
at the contract price. False appraisals on
the dilapidated properties were used in the
mortgage application package. These
appraisals were for inflated prices and
described properties that were habitable
and in pristine condition.

Bowie and others obtained money by
charging the borrowers high origination
and discount fees, as well as high
interest rates on the mortgages when
the borrowers secured loans with
Neighborhood Mortgage. These high
interest rates made the mortgage loans
appealing for resale to financial institutions.
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They obtained their illegal proceeds by
directing the proceeds from the sale of a
property to a borrower at the closing, to be
transferred to bank accounts controlled by
Fauntleroy and Bowie, including
Neighborhood Holdings, EON, and Urban
Renaissance, and to individuals with
whom Fauntleroy and Bowier maintained
a personal relationship.

This illegal activity represented
approximately $14 million dollars in
insured mortgage loans, of which 103 loans
went into default and 54 properties had to
be foreclosed on with a potential loss to
HUD in excess of $3 million.

On May 26, 2005, Bowie, Fauntleroy,
Stacie Morrero, an underwriter, and Sean
Mason, a closing attorney, were indicted
on State charges of conspiracy and theft
by deception involving $1.2 million in
fraudulent mortgage loans. The State of
New Jersey unsealed these indictments a
week later in coordination with the Federal
indictment. On July 13, 2005, Norm
Murphy was arrested and pled guilty to a
New Jersey State accusation for knowingly
engaging in the unauthorized practice of
law. Murphy, the president and chief
operator of Garden State Searches, a
licensed title company, provided title work
and services as a closing agent relating to
properties associated in this scheme.

Contractors Brad Marks and Edwin
Rivera of Philadelphia, PA, doing business
as Quality Home Remodeling and
Millenium Homes, Inc., among other
names, were charged in Federal Court,
Eastern District of Pennsylvania, with
defrauding homeowners in both HUD-
assisted Title I and conventional home
improvement programs. OIG investigation
disclosed that the defendants allegedly
solicited homeowners of Latino
background for Title I and conventional

home improvement loans. Although they
were paid in full by the homeowners from
loan proceeds, they failed to complete
repairs and/or performed shoddy work in
more than 100 cases, resulting in losses of
at least $200,000 to the homeowners.

Conspiracy and Falsc Statcments

Defendant Gabriel Pugliese of Los
Angeles, CA, was sentenced in Federal
District Court, Central District of
California, to pay $1,984,264 in restitution
and a special assessment fee of $300.
Defendant Monica D"Angelo of Los
Angeles, CA, was sentenced in Federal
District Court, Central District of
California, to pay $1,984,264 in restitution
and a special assessment fee of $300.
D’ Angeleo was also ordered to serve 1 year
of probation and 6 months of home
detention. Pugliese will be held jointly
responsible for the restitution amount along
with his coconspirators, Noemi Pugliese
and Monica D’Angelo. Gabriel Pugliese
was also ordered to serve 1 year of
probation and 4 months of home detention.
Gabriel Pugliese pled guilty to a three-count
information on December 1, 2000, which
charged him with conspiracy and two
counts of mail fraud. Gabriel Pugliese,
along with his coconspirators, Noemi and
Monica D’ Angelo, operated April 8 Realty.
The investigation, which included a consent
search of April 8 Realty, revealed that 150
real estate professionals obtained forged
employment and income documents from
April 8 Realty to make ineligible applicants
appear qualified for HUD/FHA-insured
loans. The real estate professionals then
caused the false documents to be submitted
to HUD. Many real estate investors used
fraudulent documents to illegally flip
properties that were insured by FHA.
Based upon false information, HUD
insured more than 1,200 FHA loans.
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Noemi Pugliese was also sentenced in
Federal District Court, Central District of
California, and is to pay $1,984,264 in
restitution and a special assessment fee of
$300. Noemi Pugliese will be held jointly
responsible for the restitution amount along
with her coconspirators. She was also
ordered to serve 1 year of probation and 4
months of home detention. Noemi Pugliese
pled guilty to a three-count information on
December 1, 2000, which charged her with
conspiracy and mail fraud.

Defendant Frank P. Acosta of Los
Angeles, CA, appeared in Federal Court
for the Central District of California and
was sentenced to serve 5 years
incarceration and pay $1.3 million in
restitution. Defendant Acosta and
coconspirators were involved in a scheme
in which FHA-insured loans were
approved for both unqualified and straw-
buyers. Some of the straw-buyers included
teenagers who played on a junior college
baseball team coached by one of the
coconspirators. The jury found Acosta
guilty on 21 counts. Acosta’s wife
Elizabeth Madrigal, who was also involved
in this scheme, pled guilty in 2003 to one
charge each of wire fraud, conspiracy, and
money laundering, and she is currently
serving a 3-year, 4-month Federal sentence.
The total estimated loss to HUD in this case
is $1.5 million.

Defendant Gerard Current of Los
Angeles, CA, appeared in Federal Court
for the Central District of California and
was sentenced to 2 years probation and
ordered to pay $510,708 in restitution as a
result of his previous conviction of wire
fraud, conspiracy, and money laundering.
Fernando Garcia, also a defendant in this
case, was sentenced to 2 years probation
and ordered to pay $249,278 in restitution,
also for wire fraud, conspiracy, and money

laundering. Defendants Current, Garcia,
and their coconspirators were involved in
a scheme in which FHA loans were issued
to both unqualified and straw-buyers.
Some of the straw-buyers included
teenagers who played on a junior college
baseball team coached by one of the
coconspirators. Frank Acosta, another
coconspirator, was recently found guilty on
21 counts. Sentencing for Acosta was
scheduled. Acosta’s wife, Elizabeth
Madrigal, who was also involved in this
scheme, pled guilty in 2003 to one charge
each of wire fraud, conspiracy, and money
laundering, and she is currently serving a
3-year, 4-month Federal sentence. The total
estimated loss to HUD in this case is $1.5
million.

In Federal Court for the District of
Columbia, former real estate appraiser
Esther Story Harper of Washington, DC,
was sentenced to 4 months incarceration
and 4 months of home detention, to be
followed by 3 years of supervised release.
Additionally, Harper was ordered to pay
restitution in the amount of $1,042,156 to
HUD and commercial lenders and was
fined $100. On April 3, 2002, Harper pled
guilty to a two-count criminal information
charging conspiracy to commit crimes
against the United States and causing an
act to be done. Between 1994 and 1998,
Harper was a licensed real estate appraiser
in the District of Columbia and the State
of Maryland. During that time, Harper
conspired with Oluritimi Padanu and
Sarafa Kareem (loan officers with Allstate
Funding and Federal Home Funding),
Wilbert Brodie (an investor), Akin
Akinkoye, Dorothy Quigley, and John
Quigley (realtors), and other real estate
professionals. Harper’s coconspirators
would request her to appraise properties
located in the District of Columbia and
State of Maryland and to greatly inflate the
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current value of the property. Harper’s
appraisals dramatically inflated the current
value of the properties. To support the
inflated valuation figure in the appraisal
report, Harper would falsely reflect the true
condition of the property (often indicating
that the property had been renovated
when it had not), would falsify the true
current owner of the property, and would
use false comparables. A majority of the
properties appraised by Harper were part
of flip transactions.

Defendant Akintunde Akinmurele of
Washington, DC, a certified public
accountant, was sentenced in Federal
Court, District of Columbia, to 5 years
probation and 300 hours of community
service and ordered to make restitution to
HUD totaling $747,546 for his admitted
role in a scheme to provide false
documentation on behalf of purchasers of
homes with FHA-insured mortgages. The
amount of restitution represents the losses
to date from the FHA insurance fund
based on transactions involving the
defendant. The investigation disclosed that
Akinmurele provided false pay statements,
IRS W-2 forms, and Federal tax returns on
behalf of at least 40 FHA purchasers.

In Federal Court for the Central
District of California, defendant Joseph
Fierro of Los Angeles, CA, was sentenced
to 18 months imprisonment and 3 years
supervised release and was ordered to pay
$415,265 in restitution to HUD.
Additionally, Defendant Jarreth Solomon
was sentenced to 3 months imprisonment
and 3 years supervised release and was
ordered to pay $269,524 in restitution to
HUD. Both Fierro and Solomon had
previously pled guilty to making false
statements and aiding and abetting
charges. This investigation began after
HUD OIG and the IRS received allegations

that seven real estate professionals,
including Fierro and Solomon, were
involved in producing false statements to
HUD by assisting unqualified borrowers to
obtain FHA-insured home loan mortgages.
In addition to providing downpayment gift
funds for buyers whom they represented,
Fierro and Solomon contacted forgers to
prepare false/fabricated income and
credit-related documentation. In some
cases, Fierro and Solomon would
fraudulently notarize the identities of
nonexistent borrowers and then use the
false documents to prepare fraudulent
FHA-insured home loan mortgage
applications. Approximately 62 of the 91
properties sold by the conspirators went
into claims, and the loss to HUD is
approximately $4.7 million.

Defendant Frank Pepe of Trenton, NJ,
was sentenced in U.S. District Court,
District of New Jersey, to 2 years in prison,
3 years probation, restitution of $130,495,
a$6,000 fine, and a $300 special assessment
fee. On October 15, 2004, Pepe, a HUD-
certified appraiser and owner of the Home
Consultants and SSP Investments, pled
guilty to an information charging him
with three counts of conspiracy to
submit false statements. Pepe purchased
approximately 31 properties under the
names of his companies and proceeded to
flip the properties to borrowers. Contrary
to HUD regulations, he also appraised
these properties. Pepe conspired with
defendant Kim Sammartanto, branch
manager/loan officer, American Home
Loans, to create and submit fraudulent
documentation, which assisted the
borrowers in obtaining the FHA
mortgages. Sammartano pled guilty to
conspiracy to submit false statements.
Sammartano and Pepe admitted to
knowingly and willingly creating and
submitting fraudulent IRS W-2 forms, pay

HUD'’s Single-Family Housing Programs

37

WL )4

_-"'/lA

/e

7]

Eie ) /)

i

2 /)

200

1/

€



stubs, false VOEs, false verifications of rent
(VOR), false gift letters, and other
qualifying documents in the borrower’s
FHA mortgage application. Pepe and
Sammartano were associated with
approximately 18 fraudulent FHA
mortgages and 13 U.S. Department of
Agriculture (USDA) loans with a value
of $2,473,744. Pepe is scheduled to
voluntarily surrender.

Defendant Daryl Collins of Denver,
CO, ahome buyer who purchased a home
that was insured through the FHA 203(b)
insurance program, was arrested in
connection to his earlier indictment in
February 2005 for violations of the United
States Code relating to the misuse of an
SSN, making false statements, and aiding
and abetting. Defendant Collins was one
of many subjects who allegedly utilized
false information on their mortgage
applications when they applied for the
loans that were ultimately insured through
FHA. The indictment and subsequent
arrest of defendant Collins were related to
a larger real estate scheme involving a
group of realtors and loan officers who
assisted unqualified homebuyers in
obtaining mortgage financing that they
were not eligible to receive. To date, this
real estate scheme involves approximately
90 homes with an approximate FHA-
insured loan value of $13.5 million.
Currently, this real estate fraud scheme has
resulted in a $2,310,030 loss to the FHA
insurance fund.

Defendant Watik Aleem of Denver,
CO, a homebuyer who purchased a
property insured through the FHA 203(b)
insurance program, was sentenced in the
U.S. District Court for the District of
Colorado, to 5 years probation and ordered
to pay restitution in the amount of $75,551
to HUD and a special assessment fee of $25.
Defendant Aleem previously pled guilty to

one count of making false statements to
HUD.

Defendant Aleem was one of many
subjects who participated in a larger real
estate scheme involving a group of realtors
and loan officers who assisted unqualified
homebuyers in obtaining mortgage
financing that they were not eligible to
receive. To date, this particular real estate
scheme involves approximately 90 homes
with an approximate FHA-insured loan
value of $13,500,000. Currently, this real
estate fraud scheme has resulted in a
$2,310,030 loss to the FHA insurance fund.

In the Northern District of Illinois,
defendant Deborah Bankhead, also known
as Deborah Thompson of Chicago, IL, was
sentenced to 4 years probation, 300 hours
of community service, and $119,000 in
restitution to HUD. Bankhead was
responsible for having fraudulently
provided a false name and a false SSN on
her Chapter 13 petition for bankruptcy.
She also fraudulently obtained two FHA-
insured properties by providing a false SSN
and false financial information on the loan
applications and then failing to make her
mortgage payments. Bankhead then
repeatedly filed false and fraudulent
bankruptcy petitions from 1997 to 2001,
thus obtaining the benefits of the automatic
stay of collection proceedings by her
creditors. Bankhead filed these false
bankruptcy petitions, knowing that she
would continue to conceal property from
her creditors and would not complete the
requirements for repayment under the
bankruptcy plan. This was done for the
purpose of defrauding and obtaining
money and property from HUD, financial
institutions, creditors, and the bankruptcy
trustee. Bankhead ultimately defaulted on
these two properties, resulting in a loss to
HUD of approximately $119,230.
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Defendant Paola Garcia of Dallas, TX,
was sentenced in the northern district of
Texas to 15 months incarceration, 3 years
supervised release, and $200 in court costs
and ordered to pay restitution of $40,397.
Garcia was found guilty of making false
statements.

Garcia purchased a residence in the Ft.
Worth area and received FHA insurance
by falsifying her SSN. Garcia then
defaulted on the loan, and HUD sustained
a loss of $40,497.

Real estate agent Joy King of Norfolk,
VA, pled guilty in Federal Court, Eastern
District of Virginia, to making a false
declaration in a bankruptcy case. The
investigation disclosed that King
participated in at least seven property
transactions involving FHA-insured
mortgages in which false information
pertaining to buyers” employment, credit,
and SSNs was provided to make
them eligible. Further, she filed for
personal bankruptcy and significantly
underreported her assets on official
declarations. As part of her guilty plea,
she has agreed to make a lump sum
restitution of $39,820 to HUD, which
represents the net loss to the Department
on the seven mortgages.

Defendant Sean Teelucksingh of
Tampa, FL, a loan officer with Maxwell
Mortgage, pled guilty in U.S. District Court,
Middle District of Florida, to one count of
conspiracy to commit wire fraud and false
statements to HUD. Teelucksingh
coconspired with Belinda Richmond and
other employees of Maxwell Mortgage, an
FHA-approved lender, in making false
statements to obtain FHA-insured
mortgages. Richmond resided in one of the
FHA-insured properties and profited in the
scheme from serving as a straw-purchaser.
The subjects purchased eight properties,

using unsuspecting clients who were
unaware their names had been used to
purchase these properties. Teelucksingh
and Richmond falsified employment and
income verifications and originated a total
of $1.2 million in fraudulent loans.

Defendants William Broglan, Billy
Edwards, Larry Gray, Sandra Gray, and
Steven Swindall of Huntsville, AL, were
indicted in U.S. District Court, Northern
District of Alabama, on conspiracy and
making false statements to HUD. The
subjects allegedly coconspired with one
another in a property-flipping scheme by
purchasing nine HUD REO properties,
certifying to HUD that the properties
would be owner occupied, and flipping the
properties for investments by using straw-
buyers. HUD suffered a “loss on sale”
totaling $771,440 as a result of their
scheme.

Defendants Ali Abdul Karim Farhat,
Amira Ali Farhat, Abdulamir Berro, Abudl
Karim Akram Berro, Sami Ahmad Berro, and
Lina Reda —also known as Lina Berro were
charged in the Eastern District of Detroit,
MI, with four counts of making false
statements. Ali Abdul Karim Farhat,
Abdulamir Berro, and Sami Ahmad Berro
were the borrowers, who secured FHA
insurance on three single family properties
totaling $368,000 by supplying multiple
fraudulent employment documents.
Amira Ali Farhat, Abdul Karim Akram
Berro, and Lina Berro allegedly provided
“backstopping” in the form of false income
verification as bogus employers for the
borrowers, who purchased the properties in
the Detroit metropolitan area. One of the
FHA-insured properties defaulted, resulting
in a claim paid by HUD.

Defendant Horace Smith of Las
Vegas, NV, a former loan officer at
Mortgage Capital Resources, had his
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supervised release revoked by Judge Hicks
in the District of Nevada, following
testimony regarding Smith’s current
involvement in fraudulent real estate
transactions. Smith was sentenced to serve
an additional 18 months of incarceration,
followed by 18 months of supervised
release, and ordered not to engage in any
real estate transactions. Smith was
arrested for violating his probation. This
investigation revealed that Smith was
obtaining properties in the names of his
wife and mother-in-law using fraudulent
pay stubs and tax returns. He was released
from jail in February 2005 and within a
month was engaging once again in
fraudulent transactions. In October 2003,
Smith was sentenced in the District of
Nevada to 37 months incarceration, 3 years
of supervised release, and a $200 special
assessment and ordered to pay restitution
in the amount of $349,103. Smith was
sentenced on conspiracy to commit
mortgage fraud, making false statements
to HUD, and aiding and abetting. Smith
helped provide false income and
employment information to borrowers to
obtain FHA loans to purchase single-family
properties. The previous investigation
involved 32 FHA loans and 19 conventional
loans valued at more than $6 million.
Eighteen FHA loans valued at $1.9 million
went into default with a loss to HUD of
$533,294.

A State of Illinois grand jury in Cook
County indicted defendant De Evelyn
Hendriks of Chicago, IL, also known as
Dorothy Evelyn Hendricks, Susan Dina
Hendricks, and Dina H. Pirie, on four
counts of forgery. Hendriks is alleged to
have fraudulently provided a false name
and a false SSN on a loan application and
a 1099R (substitute Form W-2 tax
statement) to obtain an FHA-insured
property in1996. Itis further alleged that,
to obtain this FHA-insured property,

Hendriks also signed a HUD-1 settlement
statement, which falsely reflected that
Hendriks had provided $1,800 in earnest
money, and a fraudulent gift letter, which
falsely showed that Hendriks received
$3,000 in gift monies from a family member.
After obtaining her FHA-insured property,
Hendriks failed to make her mortgage
payments and then purportedly filed two
false and fraudulent bankruptcy petitions
in 1998, thus obtaining the benefits of the
automatic stay of collection proceedings by
her creditors. Hendriks ultimately
defaulted on this property, resulting in a
loss to HUD of approximately $40,410.

Hendriks, using different aliases and
different SSNs, allegedly committed similar
loan fraud schemes in 1989 and 1991 to
obtain two other FHA-insured properties.

Defendant Richard Doty of Tampa,
FL, pled guilty in U.S. District Court,
Middle District of Florida, to conspiracy
and accessory after the fact. Doty, a
licensed attorney in Philadelphia, assisted
coconspirators to elude apprehension/
punishment for committing offenses
against HUD and financial lenders. Doty
assisted in the facilitation and execution of
the subjects” escape to Mexico and then
Belize. The subjects were under
investigation for defrauding HUD FHA
and Government National Mortgage
Association (GNMA) programs of $50
million and GNMA Financial Warehouse
Lenders of $70 million, as well as money
laundering offenses.

Defendants Thomas Bowman and
Carlos Carranza of Ft. Lauderdale, FL, pled
guilty to one count of conspiracy to commit
mail fraud in connection witha HUD FHA-
insured loan. Bowman, a licensed
mortgage broker for Blue Chip Mortgage
Lending Services, Inc., an FHA-approved
loan correspondent, falsified loan
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applications and gift letters to procure
mortgage financing for unqualified
borrowers. Carranza, a licensed real estate
broker, conspired with Bowman by
referring the unqualified buyers to
Bowman to obtain mortgage financing.
Bowman and Carranza were indicted. The
indictment charged the conspiracy in
connection with two loan files, one FHA-
insured and one conventional loan. The
FHA-insured property was conveyed to
HUD and resold for a loss to HUD of
$6,083.

Patricia Cuthrell of Norfolk, VA, was
charged in Federal Court, Eastern District
of Virginia, with making false statements
to HUD, fraudulent use of an SSN, and
making false declarations in connection
with an application for bankruptcy
protection. The investigation disclosed that
the defendant allegedly used an SSN
assigned to another individual to obtain a
driver’s license, bank account, and credit
card all under a false identity. She then
allegedly used the false identity along with
false employment and asset information to
purchase both an automobile and a home
with an FHA-insured mortgage. She
defaulted after making two payments on
the mortgage and attempted to forestall
foreclosure by filing for Federal bankruptcy
protection using the false identity. HUD
eventually paid a claim of $132,000 to the
lender upon adjudication of the
foreclosure.

Defendant Ahillia Ramotar, an
unlicensed real estate broker and owner of
Tri-Metro Realty, was sentenced to 15
months incarceration and 5 years
probation and ordered to pay $9,000,000
in restitution and a $300 special assessment.
She previously pled guilty in U.S. District
Court, Eastern District of New York, NY,
on two violations of making false
statements to HUD. Ramotar was

sentenced on two separate counts of
systematically using straw-buyers, not-for-
profits, and several mortgage companies to
purchase and/or pass through 324
properties that were ultimately insured by
FHA for $60,619,334. The FHA 203(b)
program insured 126 of these properties,
while another 198 properties were insured
under the FHA 203(k) program.

Defendant Sandra Ruiz of Los
Angeles, CA, appeared in Federal District
Court in the Central District of California
and was sentenced to 27 months
incarceration and 3 years supervised
release and ordered to pay restitution of
$902,615 for Federal conspiracy and false
statement violations with regard to an FHA
loan origination scheme. The investigation
found that from 1995 to 1999, Ruiz, a loan
officer at North American Mortgage
Corporation, was complicit in forwarding
fraudulent FHA-insured loans for
unqualified borrowers, thus defrauding the
HUD single-family program. Ruiz
utilized forgers to fabricate false
income, employment, and credit-related
documents. Ruiz’s involvement in the
scheme led to her unlawfully originating
more than 20 FHA-insured loans, which
resulted in an approximate loss of $800,000
to HUD.

Defendants Mark Arkenau and Bradley
A. White of Indianapolis, IN, were both
sentenced in U.S. District Court for the
Southern District of Indiana. White was the
president of Regal Mortgage, who also acted
asaloan officer. White previously pled guilty
to making false statements to HUD, while
Arkenau, a loan officer with Regal, earlier
pled guilty to making false statements to
HUD.

White was sentenced to 5 months in
Federal custody and 5 months home
confinement, as well as 3 years probation,
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restitution to HUD totaling $84,000, and a
fine of $169,000. Arkenau was sentenced to
2 years probation, 6 months home detention,
$38,000 in restitution to HUD, and a $2,000
fine. Both Arkenau and White accepted
responsibility for having falsified borrower
information on FHA-insured Iloan
applications, such as IRS W-2 forms and
VOEs, in order for the borrowers to qualify
for the loans. In addition, White created
fictitious companies and was able to secretly
obtain portions of sales proceeds from the
fraudulent deals, which in turn kicked back
cash to Arkenau. The total amount of loans
attributed to Arkenau and White exceeded
$1.7 million, while HUD's total loss was
$850,000.

Defendant Arlene Lacey of the U.S.
Eastern District Court of NY, Central
Islip, a closing attorney working with
American International Mortgage Bankers
(AIMB) in Lake Success, was sentenced to
6 months incarceration and 3 years
probation and required to pay a court-
ordered restitution of $256,000. Lacey pled
guilty to conspiracy and making false
statements. Lacey helped American
International Mortgage Bankers in ensuring
that questionable homebuyers located in
the New York metropolitan area, including
Nassau and Suffolk Counties, would
qualify for the purchase of an FHA-insured
property. More than 90 percent of the FHA-
insured loans from AIMB contained one or
a variety of altered documents, including
false pay stubs, bank statements, IRS W-2
forms, VORs, VOEs, verifications of
deposit, credit worthiness letters, gift letters,
and credit reports.

Defendant Matthew Francis of New
York, NY, former loan officer with AIMB
in Lake Success, NY, pled guilty in U.S.
District Court for the Eastern District of
New York to making false statements.
Francis helped AIMB in ensuring that

questionable homebuyers located in the
New York metropolitan area, including
Nassau and Suffolk Counties, would
qualify for FHA-insured loans. More than
90 percent of the FHA-insured loans from
AIMB contained one or a variety of altered
documents, including false pay stubs, bank
statements, IRS W-2 forms, VORs, VOEs
and deposit slips, credit worthiness letters,
gift letters, and credit reports.

In Denver, CO, U.S. District Court for
the District of Colorado, defendant Julius
Muhammad, a homebuyer who purchased
numerous properties insured through the
FHA 203(b) insurance program was
sentenced to 5 years probation and ordered
to pay restitution in the amount of $74,436
to HUD and a special assessment fee of
$25. Defendant Muhammad previously
pled guilty to making false statements to
HUD in relation to obtaining three FHA-
insured loans with a combined loan value
of approximately $450,000 using false
SSNs as well as false income documents.

Defendant Gail Henderson of Denver,
CO, ahomebuyer who purchased an FHA-
insured property utilizing fraudulent
documents and a false SSN pled guilty in
U.S. District Court for the District of
Colorado to a one-count violation of making
a false statement to HUD with intent to
defraud. Defendant Randal Jones, a
homebuyer who also purchased a home
that was insured through the FHA 203(b)
insurance program utilizing a false SSN
and income information, pled guilty in
Federal Court for the District of Colorado
to making false statements to HUD.
Defendant Jones’s plea, which was the
conclusion to an earlier indictment and
arrest, resulted in the defendant being
sentenced to 5 years probation and ordered
to pay restitution in the amount of $51,533
and a special assessment fee of $25.
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Defendant Dwayne Vandyke, a
homebuyer who purchased a home that
was insured through the FHA 203(b)
insurance program utilizing a false SSN
and income information, pled guilty in
Federal Court for the District of Colorado
to making false statements to HUD.
Defendant Vandyke’s plea was the
conclusion to an earlier indictment and
arrest. Defendant Denisha Walker, a
homebuyer who also purchased a home
that was insured through the FHA 203(b)
insurance program utilizing a false SSN
and income information, also pled guilty
in Federal Court for the District of
Colorado to making false statements to
HUD. Defendant Walker’s plea, which
was the conclusion to an earlier indictment
and arrest, resulted in the defendant being
sentenced to 2 years probation and ordered
to pay a fine of $250 and a special
assessment fee of $25. Defendants Jones,
Henderson, Vandyke, and Walker were
four of many subjects who participated in
a larger real estate scheme involving a
group of realtors and loan officers who
assisted unqualified homebuyers in
obtaining mortgage financing that they
were not eligible to receive. To date, this
real estate scheme involves approximately
90 homes with an approximate FHA-
insured loan value of $13 million.
Currently, this real estate fraud scheme has
resulted in a $2,310,030 loss to the FHA
insurance fund.

Defendant Sheila Lockett and of
Denver, CO, homebuyer who purchased
a home that was insured through the FHA
203(b) insurance program, was arrested in
connection to her earlier indictment for
violations of the United States Code
relating to the misuse of an SSN, making
false statements, and aiding and abetting.
Defendant Lockett was one of many
subjects who utilized false information on
their mortgage applications when they

applied for loans that were ultimately
insured through the FHA loan program.
The indictment and subsequent arrest of
defendant Lockett were related to a larger
real estate scheme involving a group of
realtors and loan officers who assisted
unqualified homebuyers in obtaining
mortgage financing that they were not
eligible to receive.

Defendants Sebastian Scott, Wendy
Wilkins, and Qunell Jefferson, who also
purchased homes that were insured
through the FHA 203 (b) insurance
program utilizing a false SSN and income
information, pled guilty in Federal Court
for the District of Colorado to making false
statements to HUD. Defendants Wilkins,
Scott, and Jefferson were three of many
subjects who participated in a larger real
estate scheme involving a group of realtors
and loan officers who assisted unqualified
homebuyers in obtaining mortgage
financing that they were not eligible to
receive. To date, this real estate scheme
involves approximately 90 homes with an
approximate FHA-insured loan value of
$13,500,000. Currently, this real estate
scheme has resulted in a $2,310,030 loss to
the FHA insurance fund.

Defendants Christopher Santarsiero
and Jeff Smith, Green Castle Realty,
Newark, NJ, pled guilty to an information
in U.S. District Court, District of New
Jersey, charging them each with one count
of conspiracy to commit false statements.
Santarsiero and Smith conspired with
David Cobianchi, loan officer, U.S.
Mortgage, to create and submit fraudulent
documentation, which assisted unqualified
borrowers in obtaining FHA mortgages.
This fraudulent documentation included
IRS W-2 forms, pay stubs, credit reports,
gift letters, VORs, and VOEs. Smith and
Santarseiro were associated with
approximately six fraudulent FHA
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mortgages that resulted in a net loss of
approximately $320,000 to HUD.
Cobianchi signed a plea agreement and
formally pled guilty in U.S. District Court,
District of New Jersey. Cobianchi is
associated with approximately 14
fraudulent FHA mortgages that have
resulted in a net loss of $310,000 to HUD.

In the Northern District of Illinois,
Eastern Division, a Federal grand jury
returned a 61-count indictment against
defendants Douglas Hastings, Philip
Miskimon, Edward Martins, Price Brooks,
Akia Sanders, Dale Nelson, Chad Nicks,
Shawn Flemeing, Todd Ernst, Jeffrey
Meyer, Tasha Barnes, and Julie Smith of
Rockford, IL, for conspiracy to defraud the
United States, making false statements, and
making false statements to HUD.
According to the indictment, Hastings,
Miskimon and Martins, while acting as
sellers/investors, conspired to defraud HUD
through the FHA-insured loan program by
purchasing properties at alow price, making
cosmetic repairs to the property, paying
recruiters to find new buyers, and reselling
the properties at a much higher price. To
complete the scheme, the indictment alleged
that defendants prepared false loan
documents to be placed into the loan file so
as to make it appear that the buyer was
qualified for an FHA-insured loan when the
buyer was not qualified for financing.

Other defendants, specifically Price
Brooks of Brooks Detail Shop and Todd
Ernst of Ernst Roofing, would allegedly
assist in this conspiracy by creating,
altering, or signing false documents such
as VOEs and pay stubs, while others, Julie
Smith of Eucker Insurance, Chad Nicks of
Verizon Wireless, Jeffrey Meyer of Meyer
Insurance, and Dale Nelson of AMD Sales,
allegedly used their private insurance,
computer, and cell phone companies to
create fictitious credit letters and credit

histories. The remaining defendants,
Tasha Barnes, Akia Sanders, and Shawn
Fleming, acted as straw-buyers, phony gift
donors, or straw-sellers to originate the
fraudulent loans. Many of these
individuals would be paid cash from the
sellers for their role in the scheme or would
be promised future business if they
continued to create the fraudulent
paperwork. The estimated loss to HUD at
this point in the investigation is $1.5 million.
This case involved a total of 57 alleged
fraudulent loans with 48 insured by HUD.

Following the 61-count indictment of 12
individuals for conspiracy to defraud the
United States, making false statements,
and making false statements to HUD, three
additional informations were filed in United
States District Court, Northern District of
Il1linois, Western Division. These
informations were followed by guilty pleas
from defendants Adam L. Ernst, Brian A.
Fox, and Alexandrea M. Ellis of Rockford,
IL, for making a false statement to HUD.

Defendant Adam L. Ernst pled guilty to
his role in being a straw-buyer for an FHA-
insured property, wherein, he received
$5,000 in cash for indicating that he would
occupy the residence when he had no
intention to honor any of the loan’s
commitments.

Defendant Brian A. Fox, a realtor, pled
guilty to providing false VOR documents.
Fox would falsely certify that he owned a
property and that he collected rent on a
timely basis from various mortgagors when
he neither owned the property nor collected
rental payments.

Finally, defendant Alexandrea M. Ellis
pled guilty to her role in being a straw-buyer
for an FHA-insured property, wherein she
assumed the identity of another person to
qualify for the loan. Further, she provided a
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false employment and rental history to
originate the loan.

Defendants Jesus Bernal-Hernandez
and Salvador Bernal Hernandez of Salt
Lake City, UT, were indicted by a Federal
grand jury in the District of Utah on one
count of making false statements, two
counts of misuse of an SSN, one count of
false bankruptcy declaration, and one
count of false bankruptcy documents. The
defendants allegedly submitted voluntary
petitions, Form B1, to the Bankruptcy
Court for the District of Utah after signing
the forms under a penalty clause. The
defendants, who purchased homes insured
through the FHA 203(b) insurance
program in May 2001 utilizing fraudulent
SSNis, assumed the identity of third parties
when they filed their bankruptcy petitions.
The loss to the FHA insurance fund is
$123,068.

Defendants Sergio Lopez Hernandez,
Porfiria Ceron, Luis A. Caldera,
and Armando Caldera, Sr., of Kansas
City, KS, FHA-insured single-family
mortgagors, were sentenced in U.S. District
Court for the District of Kansas as a result
of pleading guilty to providing a false
statement in applying for an FHA-insured
loan. Defendants Hernandez and Ceron
received 2 years probation, and Caldera
and Caldera, Sr., received a 1-year
probation. These defendants are four of
several mortgagors identified in an
investigation that was initiated after it was
reported that 49 FHA-insured loans were
obtained fraudulently by undocumented
aliens utilizing false SSNs and alien
registration cards.

Defendant Patricia Cuthrell of
Norfolk, VA, pled guilty in Federal Court,
Eastern District of Virginia, to making false
statements in connection with an FHA

transaction and an application for
bankruptcy. The investigation disclosed
that the defendant created a false identity,
including a false SSN and false
employment and asset information, to
purchase a home with an FHA-insured
mortgage. After she defaulted on the
mortgage, she used the same false identity
to file for bankruptcy protection. The HUD
loss resulting from the foreclosed mortgage
is $132,000.

Defendant Maria Carmen Garcia of
Phoenix, AZ, pled guilty in U.S. District
Court, District of Arizona, to the charge of
submitting false statements to HUD in
connection with the FHA single-family
home loan program. Defendant Garcia, a
loan officer, and her brother, realtor Leonel
Estrella, were indicted by a Federal grand
jury on charges of conspiracy and
submission of false statements to HUD. The
investigation found that the defendants
submitted falsified wage documents and
SSN information to HUD to obtain FHA-
insured home loans for their mutual clients.
A total of 14 FHA-insured home loans,
with insured mortgages totaling $1.58
million, were involved in the scheme. Five
of these FHA-insured home loans
foreclosed, which resulted in a loss to HUD
of $140,310.

A second superseding indictment was
filed on Paul and William Peterson of Los
Angeles, CA, in the Central District of
California. Paul and William Peterson
were employed at Peterson Land and
Development, a company which developed
and sold residential properties, some of
which were sold pursuant to home
mortgage loans insured by FHA. Paul and
William Peterson allegedly conspired and
agreed to make false, fictitious, and
fraudulent statements to HUD. Both were
charged with one count of conspiracy, one
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count of making false statements, and
aiding and abetting. The approximate
amount involved is a $1,123,030 loss to
HUD.

Defendant Leonel Estrella of Phoenix,
AZ, pled guilty in U.S. District Court,
District of Arizona, to the charge of
submitting false statements to HUD in
connection with the FHA single-family
home loan program. Defendant Estrella, a
real estate agent, and his sister, defendant
Maria Carmen Garcia, a loan officer, were
indicted by a Federal grand jury on the
charges of conspiracy and submission of
false statements to HUD. The grand jury
further indicted defendant Estrella on three
counts of bank fraud. This investigation
found that the defendants submitted
falsified wage documents and SSN
information to HUD to obtain FHA-insured
home loans for their mutual clients.
Investigation further disclosed that Estrella
created false wage documents for other
clients, which were used to obtain
conventional home loans from commercial
lenders. A total of 14 FHA-insured home
loans with insured mortgages totaling $1.58
million and 14 conventional home loans
with mortgages totaling $1.74 million were
involved in the scheme. Five of the FHA-
insured home loans foreclosed, which
resulted in a loss to HUD of $140,310.

Mail Fraud, Wirc Fraud, and Moncy
Laundering

Defendant Javier Salazar of Los
Angeles, CA, appeared in U.S. District
Court for the Central District of California
and was sentenced to 3 months
incarceration and 3 years probation and
ordered to pay restitution of $953,242 for
two counts of wire fraud. Salazar was
previously indicted in September 29, 2002,
for having purchased fraudulent

documents through convicted forger
Maggie Cuevas, including the documents
in loan files, and then submitting the
documents to a HUD FHA-approved
lender. The loans valued at $4,731,045
subsequently went into default, which
resulted in foreclosures.

Defendant Anthony Hernandez of
Los Angeles, CA, appeared in U.S. District
Court for the Central District of California
and was sentenced to 6 months
incarceration and 3 years probation and
ordered to pay restitution of $354,861 for
one count of wire fraud. Hernandez was
previously indicted in June 25, 2003, for
having purchased fraudulent documents
through convicted forger Maggie Cuevas
and then including the documents in loan
tiles and submitting the documents to a
HUD FHA-approved lender. The loans
valued at $1,025,744 subsequently went
into default, which resulted in foreclosures.

Defendant John Garitta of San Diego,
CA, former chief financial officer of
PinnFund U.S.A., Inc., was sentenced to 4
years imprisonment and 5 years supervised
release and ordered to pay restitution of
$241,233,189. On August 23, 2002, Garitta
pled guilty to a Federal information
charging him with conspiracy, wire fraud,
money laundering conspiracy, income tax
evasion, false entry with intent to defraud
HUD, and aiding and abetting. The
information alleged that Garitta, with
intent to deceive an officer, auditor,
examiner, or agent of HUD, knowingly
made a false entry in the PinnFund’s
financial statements to HUD.

PinnFund was a sub-prime-lender and
a HUD-approved direct endorsement
lender. Garitta and other PinnFund
officers concealed from investors the fact
that PinnFund lost $200 million from the
mortgage business while soliciting new
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investor money. From 1997 through 2000,
PinnFund gave investors money
contributed by new investors and falsely
represented to them that these funds were
earnings or returns on capital.

Defendant Phillip Cohn of East St.
Louis, MO, a real estate developer, was
sentenced in Federal Court for the
Southern District of Illinois to serve 5
years probation and ordered to pay
$347,200 in restitution. Defendant Cohn
previously pled guilty to mail fraud,
money laundering, and violating the
Environmental Clean Air Act. Defendant
Cohn was previously indicted on 20 counts
that included three counts of mail fraud,
11 counts of money laundering, three
counts of bank fraud, one count of wire
fraud, and two counts of environmental
crimes. Defendant Cohn admitted to
creating false invoices and falsely endorsing

checks to obtain portions of $1 million that
was placed in escrow for the environmental
cleanup of an East St. Louis school
property. Defendant Cohn also admitted
obtaining more than $620,000 in loans
using the environmental escrow funds as
collateral. Defendant Cohn created false
invoices to obtain the escrow funds for his
own personal use. In addition, defendant
Cohn admitted the illegal removal of
asbestos-containing materials from a
separate property he owned known as the
Spivey Building in downtown East St.
Louis, IL, for which he applied for
Empowerment Zone funding.

Michael Hutchinson was sentenced in
U.S. District Court, Springfield, MA, to 6
months at a halfway house, to be followed
by 3 months probation, and ordered to pay
a fine of $7,000. Hutchinson had previously
been convicted at trial, along with former

Court orders 2 to repay $31,000

Friday, May 27, 2005

By STEPHANIE BARRY
sharry@repub.com

and money-laundering convictions for the pair.

laundering for their roles in the scam.

@he Republican.

SPRINGFIELD - A former Springfield patrolman and an ex-city Law Department investigator yesterday
were ordered by the court to pay $31,000 to make amends for a 1999 real estate scam that triggered fraud

Chester J. Ardolino, 37, and Michael J. Hutchison, 35, were ordered by U.S. District Judge Michael A.
Ponsor to come up with the money to pay back profits realized from the sale of a multifamily house at 11-15
Belmont Place. The two bought the house using Hutchison's sister as a "straw buyer," submitted phony
financial records to get a mortgage and took an $18,000 kickback at the closing, a jury found.

Ardoling, a veteran police officer and one-time president of the Springfield patrolman's union, and
Hutchison, who held two city jobs, were convicted in December of seven counts of fraud and money-

Ardolino was sentenced to six months house arrest - which he has already begun serving. Hutchison must
serve six months in a halfway house; that sentence has yet to start.

U.5. Attorney William M. Welch Il told Ponsor he would leave the divwying up of debt to the defendants.

Copyright, 2005. The Republican - Springfield, MA. Reprinted with permission.
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Springfield police officer Chester Ardolino,
of money laundering and bank fraud. The
charges stem from a land-flipping scheme
that Hutchinson and Ardolino were
involved in. Hutchinson and Ardolino
utilized Hutchinson’s sister as a straw-
buyer.

Defendants Arvin Weiss and Jesus
Guevara, who were previously indicted by
a Federal grand jury in the District of
Colorado on charges of mail fraud, wire
fraud, and witness tampering in connection
with an FHA mortgage fraud scheme, were
arrested in Denver, CO. Defendant Weiss,
who was charged with 12 counts of mail
fraud, five counts of wire fraud, and six
counts of tampering with a witness, and
defendant Guevara, who was charged with
nine counts of mail fraud, five counts of
wire fraud, and eight counts of witness
tampering, made their initial appearance
before a Federal magistrate judge
immediately following their arrest.
Defendant Weiss, a real estate agent doing
business as Reserve Capital Funds, Inc.,
acquired approximately 300 homes in the
Denver metropolitan area at low prices and
after some minimal improvements, sold the
properties at substantially higher prices to
Hispanic borrowers who knew little if any
English. The homes that were sold by
defendant Weiss were insured through the
FHA 203(b) insurance fund for
approximately $51 million. Defendant
Weiss knew the homebuyers would not be
able to legitimately qualify for the loans.
Defendant Weiss arranged for false
information to be provided to the mortgage
companies in order for these borrowers to
obtain the FHA-insured loans. Guevara, a
bilingual assistant who worked with Weiss,
assisted him in finding the borrowers,
translated for the borrowers, and assisted
in acquiring the false information. In the
majority of the cases, Weiss concealed the fact
that he provided the borrowers” required

downpayment. This fraud scheme has
resulted inlosses to the FHA insurance fund
estimated to be approximately $1 million.

Defendant Robert Frank Miller of
Washington, DC, was charged in Federal
Court, District of Columbia, with allegedly
defrauding potential investors by soliciting
money from them under the guise that the
funds would be used to purchase and
improve properties for resale at a profit,
when he intended to use the money for
personal benefit. The charges follow his
recent sentencing in Baltimore County
Circuit Court to 12 years incarceration for
essentially the same scheme, in which he
represented that he owned or controlled
HUD REO properties. The investigation
determined that the defendant may have
obtained as much as $400,000 from
innocent investors.

Defendant Jean Guilbaud of Mineola,
NY, a licensed real estate broker, HUD-
approved realtor, and a fugitive for more
than 2 years, was arrested on State charges
of grand larceny, scheme to defraud, and bail
jumping in connection with a $40,000
HUD-owned real estate fraud scheme.
Guilbaud was arrested on an indictment that
charged him with failing to return bid
deposits ranging from $1,000 to $13,000 to
complainants bidding on HUD-owned
properties who did not win the bid. In
addition, Guilbaud did not pass bid deposits
on to HUD that were due from winning
bidders who failed to close on HUD-owned
properties.

Kathleen Johnson pled guilty to one
count of mail fraud in U.S. District Court,
Western District of New York. Johnson
was employed as a HUD-approved real
estate broker in the Rochester, NY, area.
Johnson collected potential buyers” earnest
deposit money and failed to deposit the
funds in an earnest deposit account as
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required. Johnson kept the funds, totaling
approximately $26,000, for her own
personal use. Additionally, Johnson
prepared and mailed false prequalification
letters from mortgage companies and
banks to First Preston Management
Company, certifying that the potential
buyers could finance the purchase.
Johnson is scheduled for sentencing.

Defendant Israel Pena of White Plains,
NY, was arrested in Sunrise, FL, and
charged with wire fraud and conspiracy
to commit wire fraud for his role in a
property-flipping scheme between 1998
and 2001 in the New York metropolitan
area. The complaint was filed in the
Southern District of New York. Pena
allegedly bought and sold more than 10
properties and flipped those properties by
preparing false and fraudulent documents,
including phony gift letters, VOEs,
downpayment checks, and IRS W-2 forms,
to qualify homebuyers for both FHA and
conventional mortgages. In one particular
property flip, Pena allegedly sold a house
that he did not legally own by preparing a
phony deed and title report.

Defendant John Cash, also known as
Typhoon, was indicted in the Northern
District of Chicago, IL, on charges of
bankruptcy, wire, and mail fraud. On July
18, 2005, agents from HUD OIG and an
agent from the Department of Veterans
Affairs (VA) OIG arrested Cash in Atlanta,
GA.

According to the indictment, Cash
allegedly placed ads in local newspapers,
soliciting homeowners who found
themselves in financial distress and were
not able to pay their mortgage. Cash
would allegedly promise them that he
“could stop foreclosures dead in their
tracks.” Cash purportedly met most of the
victims at their homes and had them enter

into a contractual agreement with him and
his company, Lake Shore Group. The
defendant allegedly collected an upfront
fee of $3,500 and promised the victims that
if they continued to pay their usual
mortgage to him instead of the mortgage
company for 2 years, they would own their
home free and clear of any debt. In the
interim, the defendant allegedly filed
fraudulent bankruptcy petitions for the
homeowners, for the purpose of invoking
the automatic stay and giving the
homeowners the false belief that their
foreclosures would be ended, when they
were only temporarily delayed.
Subsequently, the homeowners lost their
homes and in some cases were evicted the
same day. As a result of Cash’s
representations and promises, he is alleged
to have received approximately $190,000
from 30 homeowners who have since lost
their homes.

Defendant Nicholas Lopez of Denver,
CO, a fraudulent document vendor who
provided false documents to real estate
agents, pled guilty in the U.S. District
Court for the District of Colorado to a
violation of wire fraud. Defendant Lopez
assisted real estate agents in the Denver
metropolitan area with the production and
distribution of fraudulent documents that
were used to assist unqualified illegal alien
homebuyers in purchasing homes that were
insured through the FHA 203(b) insurance
program. Defendant Lopez fabricated
fraudulent IRS W-2 forms and pay stubs
for these illegal aliens, who were
purchasing the FHA-insured homes. This
investigation identified more than 300 FHA-
insured home loans that have been
associated with this loan origination fraud
scheme. It is estimated that the
approximate total loan value exceeds
$62,574,000. The investigation disclosed
that this fraud scheme has resulted in a loss
to the FHA insurance fund amounting to
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approximately $2,350,000. Defendant
Lopez was scheduled for sentencing.

Defendants Rogasiano Caldera and
Patricia Soehnge, also known as Patty
Moreno, of Denver, CO, realtors, as well
as document vendor Nicolas Lopez, were
indicted by a Federal grand jury for the
District of Colorado in a 22-count
indictment for violations of the U.S.
Criminal Code that included making false
statements, wire fraud, and criminal
forfeiture. This investigation identified the
defendants as being allegedly involved in
a single-family fraud scheme that assisted
illegal aliens in obtaining properties that
were insured through the FHA 203(b)
program. Soehnge assisted unqualified
illegal alien homebuyers to secure
fraudulent IRS W-2 forms, pay stubs, tax
returns, and other fraudulent documents
to qualify the illegal aliens for the FHA-
insured homes. This fraud scheme involved
approximately 300 FHA-insured properties
with an insured value of $62,574,000. The
investigation found that numerous FHA-
insured properties have gone into
foreclosure, resulting in approximately
$2,350,000 in losses to the FHA insurance
fund.

Defendant Theresa Holt of Chicago,
IL, was sentenced to 3 years in prison, 3
years supervised release, and restitution
totaling $2,573,000 in the Northern District
of Chicago, IL.

Earlier, Holt pled guilty to 22 counts
of mail fraud and 56 counts of money
laundering for her planning of and
participation in a fraud scheme involving
100 properties with $5.7 million in loans,
in which Holt received $1.7 million in
fraudulent sales proceeds. The scheme
involved Holt, the owner of Share
Development Corporation, and North East
Austin, a HUD-approved nonprofit

and Holt’s former employer. Share
Development acquired numerous
properties, some of which were obtained
through HUD’s direct sales program and
North East Austin, and resold them. Many
of the applications for the mortgage
loans contained inflated employment
information, including information that
some buyers worked for Share
Development and Northeast Austin. In
addition, buyers, as well as loan officers
were paid $3,000 to $4,000 outside closing
for purchasing these properties. During
the course of the investigation, a search
was conducted at Holt's personal residence
where FBI and HUD agents seized a 1998
Cadillac El Dorado along with $107,304
in cash. Lis Pendens—a lien placed on a
property by the Government, which
ensures that if the subject tries to sell it, the
subject cannot collect the proceeds —were
also placed on two of Holt’s properties
located on the north side of Chicago, IL.
After the search warrant in 2002, Holt fled
the country and was a fugitive for
approximately 2 years. In early 2004,
Chicago agents received a call from Holt’s
daughter, Athena Holt, reporting the
whereabouts of her mother in South Africa
and asking for areward to turn her in. Holt
then surrendered to the American Embassy
in South Africa and was transported to
Chicago, IL, where she later pled guilty.

In the Northern District of Chicago,
IL, loan processor Shah Siddiqui was
sentenced, following his earlier guilty plea
to one count of mail fraud for his
participation in a fraud scheme involving
100 properties with $5.7 million in loans.
The scheme involved Theresa Holt, a
former employee of North East Austin, a
HUD-approved direct sales nonprofit, who
started her own business, known as
Share Development Corporation. Share
Development acquired numerous
properties, many of which were obtained
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through HUD's direct sales program and
North East Austin, and resold them. Many
of the applications for the mortgage loans
contained inflated employment
information, including information that
some buyers worked for Share
Development and Northeast Austin. In
addition, buyers, as well as loan officers,
were paid $3,000 to $4,000 outside closing
for purchasing these properties. Siddiqui
was sentenced to 4 months in prison and
2 years supervised release and ordered to
pay $866,077 in restitution. In addition,
Siddiqui was ordered to have a time curfew
until his surrender date.

Defendant James Thurman of St.
Louis, MO, owner of Phoenix Title, pled
guilty in Federal Court, U.S. District Court
for the Eastern District of Missouri, to wire
fraud and admitted to causing more than
$1.6 million in losses. Defendant Thurman
was previously indicted on nine counts of
wire fraud and one count of bank fraud,
charging him with defrauding his
customers and First Bank of $3.9 million.
Defendant Thurman admitted to illegally
diverting more than $3.9 million from his
title company escrow accounts from March
2002 to January 2005. The funds were
diverted to his real estate company and
personal accounts. The diversions caused
a shortage in escrow funds, which caused
the company to eventually close and
disbursements to go unpaid on several
customer transactions. Defendant
Thurman has paid back a portion of the
$3.8 million, leaving a loss of $1.6 million.

Defendant J.C. Gandy of Tupelo, MS,
appeared before the U.S. District Court,
Northern District of Mississippi, for
sentencing. He had been previously
convicted on one count of mail fraud and
one count of embezzlement. Gandy was
committed to the custody of the U.S.
Bureau of Prisons to be imprisoned for a

term of 1 year and 1 day. Upon release,
Gandy will be on supervised probation for
3 years. He was also ordered to pay
restitution in the amount of $110,213.

Defendant Odie Webster I1I of Denver,
CO, a real estate agent, was indicted
through a superseding indictment by the
Federal grand jury for the District of
