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Mortgage Fraud Tool?




Mortgage Fraud Reality!

with a $250,000
loan.




Most Common Type of Mortgage Fraud

Origination Scheme
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The classic property "flip."

Property-
flipper
purchases a
property for
$200,000

Property-
flipper has
the property

appraised for
$400,000.
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Property-
flipper sells the
property for
$400,000, and
walks away
with a $200,000
profit.

Home
usually
results in
foreclosure
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The bank is left with

an $400,000 mortgage
on a $200,000 home for
a loss of $200,000. If
the loan was FHA
insured, the
government absorbs
the loss.




The Current State of the old Mortgage Fraud “Tools”

House recently sold for $1.75 on eBay
(Sold in October 2008 - Saginaw, Michigar,)




Re-emerging Scheme: Builder-Bailout

Step 1

i@j }@Step : 33 Step 3

Builder /Developer has dificulty in Builder/Developer obtains Loan Documents state an
sefing hisfher inventary, an artificially inflated appraisal inflated hiome walue of $240,000
eflecting & §240,000 vwalue For
a $200,000 harne,
Step o Stepd
é: “
=
The: builder Fargives the $40,000 Lender funds & morkgage loan
down payment, Hence, the lender unknowingly of $200,000 believing that $40,000
Funds 100% of the home's value and the was paid bo the builder, creating home
Builder/Developer keeps any profits, equity,



Emerging Scheme: Short-Sale Fraud

Initiation
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Perpetratar of a Skrawbuyver recruited by Perpetrator has strawboyer Perpetrator may hawve the
short-sale scheme Perpetrator to purchase secure a mortgage for 100% skrawbuyer refinance the
property, of the property's walue, horne and obkain an

additional $30,000 far "repairs,”
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Perpetrator approaches the Skrawbuyer informs the lender Mo payments are made, Perpetrator pockets the
lender prior to Foreclosure and that the home will Foreclose and so the mortgage will default,  ¢30,000, Mo repairs are made
offers to pay less For the home than recommends the perpetrator as a T '
would otherwise be received in a potential bver ina short sale,
competitive foreclosure sale,

Completed
= >S5
Lender agrees to t|_'lE Perpetrator sells the property
shart sale nat knowing at actual walue For a profit, or
that thE. mortgage pavments has the property artificially inflated
were deliberately not made to to conduct an ilegal property Flip,

create this short-sale situation,



Re-emerging Scheme: Foreclosure Rescue Scams

Step 3 r__——ﬂ@h 7"2

Perpetrator convinces homeowner Homeowner
‘ they can save their home from

foreclosure through deed transfers
and up-front fees, \=
v @ Step 2
@ Up-front fees
The Perpetrakar may ¥
sell the vickim's home without Jﬁ < Homeowner signs deed

the homeownet's knowledge, over to Perpetrator @

Deed Transfer, Vickim's House
OR The deed then is
StE[] 4 manipulated and forged
¢ by the Perpetrakor

&

The Perpetrator may
secure & second loan
without the homeownet's
knowledge,




Mortgage Related Fraud SARS
Fiscal Years 2003 — 2008
(10/1/2002 — 9/30/2008) Nationwide

Number of SARS received

100,000+ o
i
2
~ 3
O sl
50,000 r\ér’g@ B
: N O L) \_Igg-m
Lo:"cr\l' o SEE
52) OO ® o< <
O NNO Y H O 0
O~ AN & LOiEl
0] : .

Mortgage Fraud = Commercial False Statement
Loan Fraud

[ Fiscal Year 2003 M Fiscal Year 2004 [ Fiscal Year 2005
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Dollar Losses Reported of
Mortgage Related Fraud SARS
Fiscal Years 2003 — 2008
(10/1/2002 — 9/30/2008) Nationwide

Dollar Losses Reported in Millions

Rounded to nearest millionth

Dollar Losses in Millions
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Mortgage Fraud  Commercial False Statement
Loan Fraud
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(%) The Sub-Prime Loan Process ),
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— Hold in portfolio
Loan Origination
Bank Secondary Market
Mortgage Investment Bank, Brokerage House, or
Mortgage

Broker Real Estate Investment Trust

Banker
Investors

Pension Funds
Life Insurance Companies
Other Commercial Banks
State & Local Governments

Central Banks
Fund Managers
The Public
Brokerage Firms

Special Purpose Entities
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SUB-PRIME COLLAPSE

Figure 1. Total Subprme Orlginations
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Source: Irslide Marlgage Firance as preserted In Sandra Thompson Testimony kdarch 22, 2007 .

80.2%6 of securitized sub-prime loans originated during 2005 had
adjustable rates; 74.9%o of these loans were 2/28 adjustable-rate

loans.
These ARMS had fixed mortgage rates for the first two years after
origination and were subject to reset in 2007.

Source: Eirst American Corel.ogic’s LoanPerformance 7he MarketPu/se,




The Life of a Swap

Howe Ffinancial playvers transfaer their risk in am opague markset:

Credit Default Swap

A. & company raises cash by selling bonds

- B

2. The buyer of a credit 2. Im exchange for reaular

default swap—a pessimist in pavments over a fixed period
this scenario—does so to of time, a seller of the credit
insure against a default om a default swap agrees to maks

bond or simply ta bet that a large payvoult ta the buyer it
default risk will rise. the specific bond defaults.

1. Someatimes a buwver is 2. To exit the trade, the
wworried about the ability of buwer does another deal with
the sellaer to meet its a third party, requesting that
obligations. The buver maw it take the buver's place in
choose to exit a swap before the aorigimal trade, in a

the contract expires. process known as "movation.’

Source: WS rescarch




The Aftermath of Mortgage Fraud
Foreclosea/Abanaonead. IHomes

Mortgage Crisis Reverses
Tide of Urban Renewal

Baltimore’s Reservoir Hill has been hit hard by foreclosures and vacancies. A housing bill to help cities buy foreclosed properties is nearing approval.




Financial Companies”’
Losses Top S1 Trillionmn

S&EP 500 index loses
nearly $1508 in value
in trading vMionday

MEW wORK | TT.S. financial compa-—
nies hhasve lost smore theamn $1 trilliom
i wvalue this ywear, and ywet another
declinme ormn Ivionday showws conoerius
aren t Solinge awvivany SOOI

Banmnks and brokerages began
the weelk lower omn the same fears
thhat have been prowven toxic siTwce
last surmmer in the omgoing credit
crisis. The financial sector was hit
wwrith a confluence of troubles on
MNiomndarn: cauutious remarks frrorm
a Federal Reserve official and ruvesar
capital concerns at Freddie Ivihace aaed
Fammnie IhvWiave.

The drop in mames like Toelhry-—

an Brothers, 'ZWliorganmn Stanley and
MnTerrill T . oymnmeh caused the fimancial
Stanmndard & Poor’s
S0o0 index to lose
almost $S1LS5O0 bil-—
licorm iz C» T
MNIomdany, accord-—
img to thhe rat-—
itTng agency. Lihhat
IMeans S&S P S007s
S5 financial corrmn-—
ponents have lost
sorme 513 trillior
- - thhe sector
reached a hiszsh last O ctolber.
Howvwward Sihverblatt, S&&P's senior
iruddex analyst, said finamncial stocks
wwill lilkelyw continue to be haart vamntil
sorme signs develop that showw bhanks
and brokerages havwve a betbter srip on

saection of the
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Impact of Sub-Prime “Crisis”

Problems Related to Credit Contraction

* Economy slows

* Reduced available credit for new development

» More difficult for people to obtain mortgages

* Refinancing opportunities are less available
 Financing becomes more expensive

* Reduced interest from foreign investors in MBSs

Problems Related to Poor Underwriting
* Increased number of foreclosures

» Depreciating real estate values

* No room for equity withdrawals

Problems Related to Write-downs

» Stock market declines

* Reductions in dividends

* Increased need for capital infusions:
(sources include sovereign wealth funds)

UNCLASSIFIED//FOUO

$500 billion as of Sept ‘08

Pool of Red

Write-downs by banks, brokerage firms
and others in the subprime-mortgage
doswnturn:

Write-downs,
Campany in billions

MEI'I‘I” Lynch
Citigroup

LUES

Morgan Stanley
H‘r BC

l.'_redlt Agricole
Doutsche Bank
Bank of Amerlca
CIEC
WJchwu

Barclays

Royal Bank
of Scotland

Credit Suisse
Eear Stearns
i P Morgan Chase
Countrywide

Cludes fourth- qunr‘tl'r'r =1
~Compiled by Doeid Gaffer, WSILom



el
Pt

G
Ly Sub-Prime Meltdown Timeline
Warsed
20/0/4!

June Federal Reserve began a series of Fed Funds Rate
Increases. By June 2006, there will have been 17
consecutive increases raising the rate from 1% to
5.25%.

2400]6]

December The weakest Sub-Prime mortgage originators begin to
fail; by December 2007, over 110 mortgage origination
companies will have closed their doors.

200007

April New Century (2" largest originator of Sub-Prime loans)
filed for bankruptcy.

UNCLASSIFIED//FOUO
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%} Sub-Prime Meltdown Timeline
Warsed
20017
July Bear Stearns announced that investors in their Sub-Prime
hedge funds would receive little or no recovery; the two
funds had lost 90% of their value.
August RealtyTrac announced that foreclosures had risen 93% Iin

one year.

November Goldman Sachs forecasted Sub-Prime losses for the
financial sector would reach $400 billion.

2008

April

Sub-Prime losses reached $232 billion and the IMF
estimated that financial institutions world-wide may face
losses of $945 billion over the next two years.

UNCLASSIFIED//FOUO
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2008
June Ralph Cioffi & Matthew Tannin are indicted and arrested on
Securities Fraud and Insider Trading charges related to the
failure of the Bear Stearn’s Sub-Prime based hedge funds.
July IndyMac Bank, located Pasadena, California, became the
second largest Thrift in U.S. history to fail and be
assumed by the FDIC.
August Investment houses begin to settle Auction Rate Securities

cases with a number of state regulators.

September Wall Street is radically transformed: Fannie Mae & Freddie
Mac are taken over, Lehman Brothers declares bankruptcy,
Bank of America purchases Merrill Lynch & a $700 billion
Bailout is proposed.
UNCLASSIFIED//FOUO



FBI Statement to Congress in 2004

“T'he potential Impact off mortgage fraud on financial
Institutions andi the stock market I1s clear. If fraudulant
practices become systematic withinithe morigage
Industry and mortgage firaud 1s allowed to/hecome
unrestrained, Iicwillrultimately place financial
Institutions at risk and have adverse effects on the stock
market.”

m Chris Swecker, Former EBI Assistant Director, Criminal
Investigative Division, Introductery Statement: House
Einancial Services Subcommittee on Housing and Community:
Opportunity, October 7, 2004.



Corporate & Mortgage Fraud Investigations

\

m Agents Assigned to
Corporate and Financial
Institution Fraud
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m Mortgage & Corporate
Fraud Investigations
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0O Mortgage Related
Suspicious Activity
Reports (in 10s)
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- Forecast: Current trend analysis projects the total number of Mortgage Fraud related SARS
to exceed 63,000 by the end of fiscal year 2008

- Mortgage Fraud Cases (329 Classification): 1,550

- Sub-Prime Corporate/Securities Fraud Cases (318 Classification) : 31 (521 Corporate Fraud
Cases)

UNCLASSIFIED//FOUO/LES



Where /s the crime problem?

14 FBI field offices reside in the top ten mortgage fraud hotspots as identified
through intelligence from multiple source indicators.

Top 10 Mortgage
Fraud Hot Spots

Emerging
Problematic
Mortgage Fraud
Areas

Source: FBI 2007 Mortgage Fraud Report



Operation Malicious Mortgage

March 1, 2008 to June 18, 2008

500
406
$1.07 Billion
287 INn estimated
losses
250-
173
81
0) ; : :
Arrests Defendants Convictions Sentencings

Charged






Selzed Assets firom Operation Malicious Mortgage
B =i




Pending Mortgage Fraud Cases
Eiscal Years 2003 to 2008

2000 Steady Growth in Pending Cases
1
1,204
1000- =
y/
534
436
oL

FY 2003 FY 2004 FY 2005 FY 2006 FY 2007 FY 2008

[J Cases Pending

FY 2003 -2004 CPI Codes; FY 2005-2006 - 29L& 29Ms;
Data Source: Compass & MAR & FY 2007 — present - 329 Classifications Only updated 10/10/2008



FBI Mortgage Frauad
Indictment/Information Statistics

Eiscall Years 2005, - 2008
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B Convictions/PTD O Informations/Indictments [ Cases Pending

Data Source: Compass updated 8/18/2008



Brokerage Houses

Mortgage Brokers

\4

Sub-Prime
Investigations

Investment Banks |

Mortgage Lenders

Hedge Funds

Real Estate Investment Trusts

Builders/ Developers

UNCLASSIFIED//FOUO



Positive Results

Bear Stearns:
Ralph Cioffi & Matthew Tannin Arrests




High-Profile
Corporate Fraud Cases

Bear Stearns National Century

Managers: Ralph e CEO: Lance Poulsen
Cioffi, Matthew Tannin ' '

Status: Found
guilty; Sentencing
Pending.

Status: Charged with
Insider trading & Sec.
Fraud

z » '

n

Peregrine Systems Brocade Communicati

CEO: Gregory L. Reyes
VP of HR: Stephanie Jensen

¢ [0

5

CEO: Stephen Gardner

Status: Entered guilty
plea; Sentence pending
(faces 20 years)

Status: Reyes sentenced to
21 months and a $15 million
fine; Jensen sentenced to 4
months and a $1.25 million
fine

o §
i;na""

?;;'u— ii'




High-Profile
Corporate Fraud Cases

Enron _ Qwest

W,

CEOs: Jeffrey Skilling, © - CEOQO: Joseph Nacchio ~
Kenneth Lay (deceased) Y4~ Status: Convicted at A
el S t . trial, overturned on R/
atus: Skilling sentence appeal, gov't to appeal
24 years, 4 months decision 1 )
Worldcom Hollinger International

CEO: Bernard Ebbers CEO: Conrad Black

Status: Sentenced to
6 years, 6 months

Status: Sentenced 25
VEES
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e Major Cases

National Century Financiall Enterprises: The financial loss

attributable to firaudulent activities Is estimated to be
approximately $1.9 billion. On; 3/13/2008 five executives
were found' guilty and en 3/17/2008 fermer CEO Lance
Poulsen was convicted of Obstruction of Justice and
Witness llTampering.

Bayou Management: This Securities Fraud investigation
resulted in the conviction of twoerhedge fund managers

and a Chief Einancial Officer for providing investers with
false earnings and fraudulent financiall statements frem
almest the fund’'s inception; resulting in client lesses in

excess of $400' million.

Broadcom: On 6/4/2008, a Federal Grand Jury indicted
Breoadcom co-founder Henry Nichelas and former CFO,
William Ruehle.
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