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Inspector General’s Message

It is with great pride that I present the U.S. Department of
Housing and Urban Development (HUD) Office of Inspector
General (OIG) Semiannual Report to the Congress for the second
half of fiscal year 2006.

During the reporting period, we had $327.4 million in funds
put to better use, $68 million in questioned costs, and $81.8
million in recoveries and receivables. This is exceptional work by
our staff that has resulted in a significant positive impact on fraud
and misuse of taxpayer dollars. I am grateful to the auditors,
agents, and evaluators who worked so hard this year to achieve
this milestone.

I direct your attention to our high profile audits and investigations. HUD OIG staff
increased and improved their cooperation and collaboration with the Department and, as
a result, developed and implemented better and more effective audit recommendations.

At this time, HUD OIG has taken inventory of our various interests and concerns
regarding HUD programs. We have several concerns in each program area, but I will
relate only our chief issues.

The largest HUD program in terms of economic impact is the Federal Housing
Administration (FHA) mortgage insurance program. A recent audit found that HUD
paid billions for claims in the single-family FHA mortgage insurance program, a large
percentage of which were for mortgages that did not meet program requirements. HUD
received and paid claims on loans for which the lender did not show that the borrower 1)
was able to make the required monthly payments, 2) made the minimum investment in
the property, or 3) was creditworthy. We estimate that final HUD costs for claims that did
not meet program requirements totaled $356 million.

HUD'’s most well-known program is its public and assisted housing. Presently, we
are concerned with the adequacy of the Department’s inspections of public housing
authorities (PHA) for compliance with the national housing quality standards. We are
finding that PHAs are not satisfying their responsibility to ensure that units are decent,
safe, and sanitary.

We are also concerned with oversight of public housing operations. A case in point is a
Chicago Housing Authority Section 8 landlord who was also a Chicago police officer, as well
as a former president of a nonprofit organization approved by HUD to acquire discounted
HUD properties. An investigation by HUD OIG led to a conviction on seven counts of
bankruptcy fraud. This landlord did not report her nonprofit business, extensive proceeds
from the resale of HUD properties, Section 8 rental assistance payments, or income from her
employment with the Chicago Police Department and various nursing companies on two
distinct bankruptcy petitions.

HUD’s Community Development Block Grant program has not shown consistency in
monitoring the performance of communities that get these funds for development. HUD




OIG believes that implementation of performance standards for grantees and a
restructuring of enforcement procedures/remedies is needed.

During the months ahead, HUD OIG is increasing its efforts to ensure the
administrative health and vitality of HUD’s programs and activities. I know that with the
hard work of the staff, we will continue a pattern of improved oversight and enforcement.

We are justifiably proud of the staff of HUD OIG for their tireless work and activities
against waste, fraud, and abuse in the Nation’s housing and urban development programs.

oy

Kenneth M. Donohue
Inspector General




Vision
We are a trusted and respected resource for HUD, Congress, and the American
public in ensuring the integrity, efficiency, and effectiveness of HUD

programs and operations. We are committed to working jointly with
HUD management to achieve their goals.

v
Mission

| Promote the integrity, efficiency, and effectiveness of HUD programs and
operations to assist the Department in meeting its mission.

[ | Detect and prevent waste, fraud, and abuse.

[ | Seek administrative sanctions, civil recoveries and/or criminal prosecution
of those responsible for waste, fraud, and abuse in HUD programs and
operations.

Goal 1 Goal 2 Goal 3
Effectiveness Efficiency Our Employees
Help HUD resolve its “Major Maximize results and Become the “Employer
Management Challenges” provide responsive audit of Choice” among
by being a relevant and and investigative work Offices of Inspectors
problem-solving advisor to for mandated, requested, General.
HUD and our Stakeholders. or self-initiated efforts.
Objectives

m  Contribute to Improving B Achieve a highest B Invest in people.
the Integrity in Single Return on Investment W Invest in the
Family Insurance (ROI) with available organization.
Programs. resources.

®  Contribute to a Reduction g  provide quality
in Erroneous Payments in results to customers
the Rental Assistance

in a timely manner.
Programs.

m Contribute to Improving
HUD’s Execution and
Accountability of Fiscal
Responsibilities.

m  Contribute to resolving
significant issues raised
or confronted by HUD
and our Stakeholders.




Strategic Goals

Goal 1 -~ Effectiveness

Objectives:
B Contribute to improving the integrity of single-family insurance programs.
B Contribute to a reduction in erroneous payments in the rental assistance
programs.
B Contribute to improving HUD's fiscal accountability.
B Contribute to resolving other significant issues raised or confronted by HUD and our

stakeholders.
Target | As of
September Key Measurements
30, 2006

75% v 75% of the recommendations reach management decisions within 120 days.

85% v 85% of the dollars associated with recommendations are sustained.

80% v 80% of all audits conducted are targeted at areas of significant interest to
either HUD or OIG stakeholders.

80% v 80% of stakeholders rate OIG products and services good or better.

66% v 66% investigations referred for criminal, civil, or administrative action will
focus on FHA single-family mortgage fraud and Section 8 rental assistance
overpayment.

Goal 2 - Efficiency

Objectives:

B Maintain a high return on investment (ROI).
B Provide timely and quality results to customers.

Target | As of
September Key Measurements
30, 2006

8:1 v Sustain a return on investment (ROI) of 8:1.

70% v 70% of external audits completed within 2000 hours.

4/6 v Regional investigative performance for regions without forensic auditors
Actions will average 4 actions per FTE per year. Regions with forensic auditors will
per FTE average 6 actions per FTE per year..

Goal 3~ Employer of Choice

Objectives:

B Investin people.

B Investin the organization.
Target | As of
September Key Measurements

30, 2006

FY 07 |On Schedule Implement a leadership development program for succession planning.

80% NEW |80% of employees rate organization good or better.



Audit Reports Issued by Program
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Investigation Cases Opened by Program (Total: 576)
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Acronyms List

AIGA
AIGI
ARIGA
ASAC
ATFE
CAS
CDBG
CID
CPD
DAIGA
DAIGI
DEA
DHS
DIG
DoD
DOE
DOJ
DROD
DUI
EIV
FBI
FDIC
FEMA
FFMIA
FHA
FIRMS
FISMA
FY
GAO
HHS
HOME
HOPWA
HUD

Assistant Inspector General for Audit

Assistant Inspector General for Investigations
Assistant Regional Inspector General for Audit
Assistant Special Agent in Charge

Bureau of Alcohol, Tobacco, Firearms, and Explosives
Computer Audit Specialist

Community Development Block Grants

Criminal Investigation Division

Community Planning and Development

Deputy Assistant Inspector General for Audit
Deputy Assistant Inspector General for Investigation
Drug Enforcement Administration

Department of Homeland Security

Deputy Inspector General

Department of Defense

Department of Education

U.S. Department of Justice

Disaster Relief Oversight Division

Driving Under the Influence

Enterprise Income Verification

Federal Bureau of Investigation

Federal Deposit Insurance Corporation

Federal Emergency Management Agency

Financial Management Improvement Act of 1996
Federal Housing Administration

Facilities Integrated Resources Management System
Federal Information Security Management Act of 2002
Fiscal Year

Government Accountability Office

U.S. Department of Health and Human Services
Home Ownership Made Easy

Housing Opportunities for Persons with AIDS

U.S. Department of Housing and Urban Development



ICE

IG

IRS
KDHAP
MTW
NAHRO
OA

Ol

OIG
OMB
OTND
PCIE/ECIE

PFCRA
PHA
PHSI
PIH
REO
RHIIP
RIGA
SA
SAC
SBA
SFA
SSA
SSN
TSA
USAO
USDA
USMS
USPS
USPIS
VA

Immigration and Customs Enforcement
Inspector General

Internal Revenue Service

Katrina Disaster Housing Assistance Program
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
Oftficer/Teacher Next Door

President’s Council on Integrity and Efficiency/Executive Council on
Integrity and Efficiency

Program Fraud Civil Remedies Act
Public Housing Authorities

Public Housing Safety Initiatives
Office of Public and Indian Housing
Real Estate Owned

Rental Housing Integrity Improvement Project
Regional Inspector General for Audit
Special Agent

Special Agent in Charge

Small Business Administration
Supervisory Forensic Auditor

Social Security Administration

Social Security Number

Transportation Security Administration
U.S. Attorney’s Office

U.S. Department of Agriculture

U.S. Marshals Service

U.S. Postal Service

U.S. Postal Inspection Service

U.S. Department of Veterans Affairs
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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. 137-139
Section 5(a)(1)-description of significant problems, abuses, and 1-122,137-143
deficiencies relating to the administration of programs and operations

of the Department.

Section 5(a)(2)-description of recommendations for corrective action with respect 9-122

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 9-122
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.

Section 5(a)(7)-summary of each particularly significant report 9-122
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.

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 143
Federal Financial Management Improvement Act of 1996.



Chapter 1
HUD’s Management
and Performance Challenges



The HUD Office of
Inspector General

The 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. OIG is committed to its
statutory mission of detecting and
preventing fraud, waste, and abuse and
promoting the effectiveness and efficiency
of government operations. While
organizationally located within the
Department, OIG operates independently
with separate budgetary authority. This
independence allows for clear and objective
reporting to the Secretary and the Congress.
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 Issues Facing HUD

The Department’s primary mission is to
expand housing opportunities for American
tamilies 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 fiscal year (FY) 2007
budget request is about $34 billion.
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 FY 2006, FHA'’s
outstanding mortgage insurance portfolio
was about $396 billion. The Government
National Mortgage Association, also known
as Ginnie Mae, through its mortgage-backed
securities program, gives issuers access to
capital markets through the pooling of
federally insured loans.

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.
More specifically, HUD must focus
improvements on rental housing assistance
programs and single-family housing



mortgage insurance programs, two areas in
which financial and programmatic exposure
are the greatest. The fact that HUD’s
reported management challenges are
included as part of the President’s
Management Agenda’s governmentwide
and program initiatives is indicative of
HUD’s important role in the federal sector.
HUD’s current administration places a high
priority on achieving presidential and
secretarial initiatives as well as correcting
weaknesses that put HUD on GAQO’s high-
risk list.

As of the end of FY 2006, HUD’s
President’s Management Agenda scoring
status for the nine applicable initiatives
consisted of three “green,” four “yellow,”
and two “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 one of a number of serious
flaws. HUD’s baseline score for Improved
Financial Performance remains at “red”
until HUD eliminates its two remaining
material weaknesses. However, HUD’s
progress indicator is green since HUD has
completed its planned actions, including
reaching an agreement with the Office of
Management and Budget (OMB) on HUD’s
Integrated Financial Management
Improvement Project (HIFMIP) acquisition
strategy and replacing its noncompliant
Loan Accounting System (LAS) with a
compliant commercial off-the-shelf
package. It is also noteworthy that HUD
was the first agency to receive a “green”
baseline goal score on the Eliminating
Improper Payments initiative and has also
achieved “green” baseline goal scores for the
E-Government and Faith-Based Community
initiatives.

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 19, 2006. These
reported challenges are the continued focus
of our 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.

Financial Management Systems. Since
FY 1991, OIG has annually reported on the
lack of an integrated financial system in
compliance with all federal financial
management system requirements,
including the need to enhance FHA’s
management controls over its various
insurance and other financial systems.
During the past several years, HUD has
made progress, implementing a new
financial system at FHA and addressing
most of the weaknesses that OIG identified,
including initiating a vision statement for a
departmentwide fully integrated financial
system. These improvements enabled OIG
to reclassify the weakness in financial
management system requirements from a
material weakness to a reportable condition.
The remaining weaknesses noted in OIG’s
audit of HUD’s FY 2005 financial statements
were as follows:

B FHA needs to continue progress to
integrate its financial management
systems.

B HUD'’s ability to prepare financial
statements and other financial
information requires extensive
compensating procedures.

B HUD has limited availability of
information to assist management in
effectively managing operations on an
ongoing basis.

For the past several years, OIG’s
financial audits have also reported



weaknesses in internal controls and secu-
rity 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
all financial management systems and
general support 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. Correction of approximately
85 percent of the vulnerabilities identified
on financial management systems within
FHA has been delayed with no projected
resolution date. Finally, HUD has not tested
and evaluated all of the technical
information security controls for the
financial management systems categorized
as high impact.

FHA Single Family Origination. FHA's
single-family mortgage insurance programs
enable millions of first-time, minority,
low-income, elderly, and other underserved
households to realize the benefits of
homeownership. HUD manages about $341
billion in single-family insured mortgages.
Effective management of this high-risk
portfolio represents a continuing challenge
for the Department. The President’s
Management Agenda has committed HUD
to tackling long-standing management
problems that expose FHA homebuyers to
fraudulent practices. HUD has taken a
number of recent actions to reduce risks
including the following;:

B Providing advisory guidance to Home
Equity Conversion Mortgage (HECM)
counselors on warning prospective
borrowers about mortgage fraud
schemes and how to avoid becoming
victims.

B Publishing a final rule that
changes HUD’s delinquency-reporting
requirement, thereby enabling the
Department’s Single Family Default
Monitoring System to track significant
key events between the beginning of a
default episode and its resolution.

B Publishing a final rule prohibiting
property flipping in HUD’s single-
family mortgage insurance programs.

B Providing special expanded loss
mitigation authority to lenders to
reduce insurance claim losses and
assist borrowers that lost homes due
to hurricane damage in the Gulf Coast
region.

B At OIG’s urging and in light of a
recent Internal Revenue Service
ruling regarding nonprofits that
provide seller-funded downpayment
assistance, proposing a rule that would
establish specific standards regarding
a borrower’s investment in the
mortgaged property when a gift is
provided by a nonprofit organization.

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
turther strengthen lender accountability and
take strong enforcement actions against
program abusers that victimize first-time
and minority homebuyers. The audit of
FHA’s FY 2005 financial statements also
reported a need to

B Incorporate better risk factors and
monitoring tools into FHA's single-
family insured mortgage program risk
analysis and liability estimation
process and



B Continue improvement in the review
over the credit reform estimation
process.

OIG’s internal audits focused on HUD’s
improving its oversight of the claims
payment process and the late endorsement
of loans. OIG’s review of HUD’s oversight
of single-family mortgage insurance claims
found documentation omissions and other
lender noncompliance with program
requirements at insurance endorsement.
Therefore, OIG recommended that HUD
independently verify the eligibility for
insurance of inadequately documented loan
tiles and seek recovery or satisfactory
support for final HUD costs. In another
audit, OIG assessed the impact of a recent
policy change regarding eligibility for late
endorsements and found that HUD’s
underlying risk assumption was flawed.
OIG recommended that HUD reevaluate the
policy using appropriate and available
information.

In support of HUD and the President’s
Management Agenda, OIG’s Strategic Plan
for FY 2004 to 2009 gives priority to detecting
and preventing fraud in FHA mortgage
lending through targeted audits and
investigations. OIG’s audits target lenders
with high default rates. OIG’s detailed
testing typically 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. During FY 2006,
OIG completed 33 external audits of FHA-
approved mortgage lenders as well as five
internal audits of single-family program
activities. OIG recommended monetary
recoveries, civil remedies, and funds that
could be put to better use totaling $259
million. During FY 2006 in the single-family
housing program area, judicial actions taken
on Office of Investigation cases included 366
indictments/informations.

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. HUD monitors 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.
Housing agencies must have a minimum 95
percent reporting rate or be subject to
sanctions.

HUD’s ability to effectively monitor
housing agencies and assisted multifamily
projects continues to present challenges in
achieving the intended statutory purposes
of the housing assistance funds. These
weaknesses have been reported for a
number of years in OIG’s annual audits of
HUD’s financial statements. However, HUD
has demonstrated significant progress in
addressing weaknesses impacting the
accuracy of payments made under these
programs. Most notably, HUD was the first
agency to receive a “green” baseline goal
score on the President’s Management
Agenda — Eliminating Improper Payments
initiative and has maintained this score.

The estimate of erroneous payments
that HUD reports in its Performance and
Accountability Report relates to HUD’s
inability to ensure or verify the accuracy of
subsidy payments being determined and
paid to assisted households. HUD has
surpassed interim goals for reducing the FY



2000 estimated $2 billion in net annual rental
housing assistance overpayments. HUD’s
interim goals were for a 15 percent
reduction in FY 2003, 30 percent reduction
in FY 2004, and 50 percent reduction in FY
2005. These goals were established
based on the FY 2000 estimates of
improper payments attributed to both
housing administrator errors in subsidy
determinations and tenant underreporting
of income upon which benefits are based.

Although 60 percent of all subsidy
determinations were found to be in error in
2000, that number declined to 41 percent in
FY 2003 and 34 percent in FY 2004. The
baseline estimate of gross annual improper
payments has been reduced from $3.2
billion in 2000 to $1.6 billion in 2003 and $1.2
billion in 2004. HUD is finalizing updated
estimates to include in its FY 2006
Performance and Accountability Report.

Paralleling HUD efforts, our
investigative and audit focus is
concentrating on fraudulent practices and
the lack of compliance with the Section 8
program statute and requirements. To
comply with a congressional request, OIG
conducted 51 external audits of the Section
8 Housing Choice Voucher program during
FY 2006. OIG also has professional
appraisers on staff to assist in evaluating
housing quality requirements as part of our
audit efforts. In total, these external audits
addressed whether 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 audits
identified questioned costs of more than $16
million and reported more than $112 million
that could be put to better use.

Administering Programs Directed
Toward Victims of Hurricanes Katrina,
Rita, and Wilma. In the aftermath of
Hurricanes Katrina, Rita, and Wilma, the
operations of HUD have been thoroughly
tested in the Gulf Coast area and have
created extraordinary challenges for the
residents, HUD employees, and the business
community. The potential losses to HUD
and its housing and community
development programs are significant.

Congress estimates that damage to
residential structures will range from $17 to
$33 billion. In the Presidentially Declared
Disaster Areas, HUD’s FHA single-family
insurance fund insured more than 328,000
mortgages having an unpaid principal
balance of $23 billion. The hurricanes
affected 79 Ginnie Mae issuers, causing
Ginnie Mae to assess a $500 million risk of
loss to its investment portfolio. FHA’s
multifamily program in the Presidentially
Declared Disaster Areas insured 528 projects
with an amortized principal balance of $3
billion. Of these, 112 or 21 percent sustained
more than minor damage, resulting in
significant potential losses.' Assets of HUD’s
public housing program suffered
tremendous damage, affecting both
property structures and housing of almost
120,000 families. The Housing Authority of
New Orleans received a $21.8 million grant
from the public housing capital fund reserve
for the cost and repair of its public housing
inventory before a full assessment could be
performed. HUD allowed States to
reprogram $380 million from existing
community planning and development
funds for the disaster areas. To expedite the
process, HUD issued numerous waivers to
streamline its grant programs including
the HOME Investment Partnerships,
Emergency Shelter Grants, and CDBG
programs.

! Loss estimates for both the single-family and multifamily programs were being finalized at the
time of this report and are to be included in FHA’s audited FY 2006 financial statements.



HUD'’s response to Hurricanes Katrina
and Rita falls into three separate categories:
(1) use of existing appropriations on the
ground just before hurricane impact, (2) new
appropriations for hurricane relief, and (3)
Federal Emergency Management Agency
funds administered by HUD in support of
mission-critical assignments. HUD is
administering the Katrina Disaster Housing
Assistance and Disaster Voucher Programs,
which were funded at levels of $79 million
and $390 million, respectively. In addition,
Congress appropriated $16.7 billion in
emergency CDBG funds in two emergency
supplemental appropriations. Of this total,
$10.4 billion and $5.5 billion have been
allocated to the States of Louisiana and
Mississippi, respectively. The remaining
funds were allocated to the States of
Alabama, Florida, and Texas.

Each state was required to submit a plan
to HUD outlining how the state intended to
spend its supplemental disaster funding.
However, the subsequent waivers of CDBG
program requirements, while granted by
HUD in accordance with the provisions of
the supplemental appropriations to facilitate
the ease and expediency of funding, may
have created vulnerabilities. For example,
Mississippi and Louisiana opted to use
portions of their overall CDBG funding for

one-time grants to assist homeowners, who
are not obligated to repair or rebuild their
homes but may choose to use the grant in
any legal way to work through their
personal recovery situations. OIG has
concerns about how a “compensation” plan
that basically reimburses homeowners’
losses will spur the rebuilding of now
blighted communities.

There are also continuing problems with
the execution of data matching among
federal agencies. It took months for OIG to
finalize a protocol with the Federal
Emergency Management Agency to use its
data for matching purposes to detect
potentially fraudulent payments. The
problems that OIG has encountered would
be greatly mitigated if the Privacy Act
included an exception for postdisaster data
matching or if alternative legislation
required federal agencies to engage in data
matching as a routine procedure in their
provision of disaster assistance.

See chapter 6 of this Semiannual Report
for further information on the challenges
HUD faces in responding to these disasters,
along with HUD OIG's efforts to prevent and
detect fraud and provide audit coverage for
the billions of dollars HUD is administering
to aid in the recovery.
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The 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,
rehabilitate, and construct a home.

Audits

During this reporting period, the Office
of Inspector General (OIG) issued 12
external and 5 internal audit reports in the
single-family housing program area. These
reports disclosed more than $2.4 million in
questioned costs and more than $216
million in recommendations that funds be
put to better use.

FHA Mutual Mortgage
Insurance Fund Claim
Payments

The U.S. Department of Housing and

Urban Development (HUD) OIG reviewed
HUD’s controls over the payment of FHA

Mutual Mortgage Insurance Fund single-
family claims to determine whether HUD
ensured that paid claims were reviewed to
determine whether the mortgage loans met
program requirements.

Of the 175 claims reviewed, 44 were paid
for mortgages that did not meet program
requirements. Final HUD costs for claims that
did not meet program requirements are
estimated to be $356 million during the period
October 1, 2003, through June 3, 2005.

OIG recommended that HUD (1)
establish procedures to review paid claims
associated with early defaulted loans and
unsupported final costs and independently
verify that loans met program requirements,
(2) seek recovery or adequate support for final
HUD costs for the 44 unsupported claims
identified, and (3) assess costs and benefits
associated with reviewing claims on early
defaulted loans received since October 1, 2003,
and if feasible, independently determine that
loans comply with program requirements and
seek recovery or adequate support for final
HUD costs associated with those claims.
(Audit Report: 2006-SE-0001)

A Look Back for the Year
Chart 2.1: Percentage of OIG Single~-Family Closed Audit Cases, Performed FY 06

Region 1
. Boston
N Region 5 3%
i . Chicago
£ A Region 7-8 179 /g -
v - Kansas City ° Region 2

21%

Region 9-10
Los Angeles
14%

New York

Region 3
Philadelphia
14%

Region 4
Atlanta

Region 6 | 6%

Fort Worth
14%



Late Lender Submissions for
Insurance Endorsement

On May 17, 2005, HUD issued
Mortgagee Letter 2005-23, removing the 6-
month payment history requirement for
loans submitted late for endorsement. HUD
OIG analyzed the impact of the policy
changes and reviewed the decision process
followed by HUD in approving the rule
change to determine whether changed late
submission for endorsement rules were
adequately supported and the decision
process was documented as required by the
Office of Management and Budget (OMB),
the Government Accountability Office
(GAO), and HUD/FHA internal policy and
practice.

Although HUD asserted that the change
did not materially increase FHA’s mortgage
insurance risk, it did not perform a risk
analysis to support this determination. A
review of the performance of loans from
seven prior OIG late endorsement audits
found a three and one-half times higher risk
of claims when loans had unacceptable
payment histories within the prior 6 months.
Further, since the issuance of the mortgagee
letter, the default rate for loans submitted
late has increased and is significantly higher
than the default rate for loans submitted in
a timely manner.

OIG recommended that HUD (1)
rescind Mortgagee Letter 2005-23 until
appropriate rule changes can be designed
that are supported by an adequate risk
assessment considering newly endorsable
loans and (2) establish sufficient
documentation practices to document
assertions and identify support data
referenced in published documents such as
policies and directives. Documentation
should be sufficient to permit a competent
and independent management review and
create an audit trail. (Audit Report: 2006-
SE-0002)

HUD’s Housing Counseling
Assistance Program

HUD OIG audited HUD’s Housing
Counseling  Assistance  Program,
Washington, DC, to determine whether
HUD (1) ensured the accuracy and reliability
of the data reported on fiscal year activity
reports, (2) had a system in place to measure
the impact that the grants have on program
performance measurements, and (3) had a
monitoring system that adequately
accounted for and safeguarded funds that
HUD provides grantees.

The data reported on the activity reports
were inaccurate and not current,
performance goals did not measure the
effects of grant funds on program objectives,
and some departmental program objectives
were not measured. In addition, HUD’s
oversight and monitoring of local counseling
agencies was not adequate to ensure that the
agencies were conducting activities in
accordance with HUD requirements and
grant agreements.

OIG recommended that HUD (1)
establish controls to ensure accurate and
reliable fiscal year activity reports, (2)
implement procedures for reporting that
provide for more timely information and the
reporting of actual results in later reports
when estimates are used, (3) implement a
system that measures all program objectives
and goals, and (4) establish and implement
written procedures to ensure adequate
oversight and monitoring of the program.
(Audit Report: 2006-NY-0001)

Credit Watch Terminated
Lenders

HUD OIG audited HUD’s Office of
Housing, Washington, DC, to determine
whether its controls adequately stop Credit
Watch terminated lenders from originating
new loans in the area in which they were
terminated.



HUD'’s controls usually stop lenders
from originating new loans in areas in which
their approval has been terminated. In a
recent 3-year period, lenders originated 58
insured loans contrary to their sanctions.
During the same period, HUD insured more
than 3.3 million loans.

OIG recommended that HUD
periodically search for loans that have been
originated by terminated lenders and take
appropriate action against the lenders that
improperly originated the 58 loans
identified. (Audit Report: 2006-KC-0002)

Mortgagees, Loan
Correspondents, and Direct
Endorsement Lenders

Audits of single-family lenders and loan
origination abuses continued to be a priority
during this semiannual period. Lenders are
targeted for audit through the use of data
mining techniques, along with prioritizing
audit requests from outside sources. During
this period, HUD OIG reviewed 12 FHA
single-family mortgage lenders. While
OIG’s objectives varied by auditee, the
majority of the reviews were to determine
whether the mortgage lender complied with
HUD'’s regulations, procedures, and
instructions for the underwriting of FHA
loans and to determine whether the
mortgage lender’s quality assurance plan
met HUD’s requirements. The following
section illustrates the audits conducted in
the single-family mortgage lender area.

HUD OIG audited National City
Mortgage Company of Miamisburg, OH, a
nonsupervised lender approved to originate,
underwrite, and submit insurance
endorsement requests under HUD's single-
family direct endorsement program. Of the
41 loans reviewed, National City approved
20 that did not fully meet HUD'’s
requirements. The loans defaulted early
and/or went to claim. The underwriting
deficiencies were material as well as

technical and included errors and
documentation omissions clearly contrary to
prudent lending practices. Further, National
City incorrectly certified to the integrity of
the data supporting the underwriting
deficiencies and to the due diligence used
in underwriting the loans. HUD paid more
than $94,000 in claims for two loans and
incurred a loss of nearly $48,000 for another
two loans.

OIG recommended that HUD require
National City to indemnify HUD for any
future losses on nine loans with a total
mortgage value of more than $1 million;
reimburse HUD more than $94,000 for the
claims paid on two loans once the associated
properties are sold; reimburse HUD nearly
$48,000 for the loss incurred on two loans
since the properties were already sold; buy
down two active loans by $2,900; improve
its existing procedures and controls to
ensure its underwriters follow HUD’s
underwriting requirements; implement its
quality control plan for reviewing loans with
early payment defaults; and ensure that
quality control reviews under its quality
control plan are timely, accurate, and
properly documented. (Audit Report: 2006-
CH-1014)

HUD OIG audited Premier Mortgage
Funding, Inc., a nonsupervised loan
correspondent, because its default rate was
378 percent of the average of all lenders in
the San Antonio, TX, HUD jurisdiction.
Premier’s Austin, TX, branch originated 36
of 41 loans that defaulted within the first
year of origination. Premier and its sponsor,
JPMorgan Chase Bank NA, did not meet
HUD underwriting or quality control
requirements. HUD insured 11 loans
totaling more than $1 million that the
sponsor approved with inaccurate credit
information. Further, Premier and its
sponsors charged borrowers $163 in
ineligible closing costs and approved 31
loans with appraisals that did not meet HUD
requirements. These deficiencies increased



the FHA insurance fund’s risk of loss. As of
April 28, 2006, HUD had lost more than
$394,000 on these loans.

OIG recommended that HUD (1)
require JPMorgan Chase to reimburse HUD
more than $394,000 for losses incurred on
six loans, indemnify HUD for six loans
totaling more than $647,000, and buy down
loans or repay HUD for other deficiencies;
(2) require Premier and JPMorgan Chase to
take action to correct quality control
deficiencies and ensure that appraisals meet
HUD requirements; and (3) take appropriate
administrative sanctions against Premier
and JPMorgan Chase for entering incorrect
data into the automated underwriting
system and certifying their integrity. (Audit
Report: 2006-FW-1011)

HUD OIG audited the Devon, PA,
branch of Trident Mortgage Company, a
nonsupervised direct endorsement lender
approved to originate FHA single-family
mortgage loans, because its default rate was
above the state’s default rate. Of the 26 loans
reviewed, the Devon office did not fully
comply with FHA requirements for 15 of the
loans valued at just under $2 million.
Trident did not exercise due diligence in the
review of assets and liabilities, properly
verify income, ensure that all borrowers met
the minimum required 3 percent investment
in the property, properly document the
qualifying ratios, and verify rental history.
In addition, Trident overcharged for credit
reports. For five of the cases reviewed, fees
totaling $146 were charged to the borrowers.
Further, Trident did not perform the
required number of quality control reviews
of its FHA loans and did not ensure that all
FHA loans that went into early default were
flagged for review.

OIG recommended that HUD request
from Trident an indemnification of more
than $487,000 on 13 loans, which it issued
contrary to HUD’s loan origination
procedures, an indemnification of almost

$80,000 on two loans that went into default,
causing HUD to pay a claim, and require
Trident to develop internal procedures to
more closely monitor its underwriting
procedures, reimburse borrowers $146 in
overcharges, and revise and implement its
quality control plan to comply with HUD
requirements. (Audit Report: 2006-PH-
1012)

HUD OIG audited First Residential
Mortgage Corporation, a nonsupervised
direct endorsement lender located in
Englewood Cliffs, NJ. Seven of eleven loans
reviewed exhibited significant underwriting
deficiencies such as inadequate credit
analysis, inadequate verification of funds to
close, minimum cash investment not met,
and inadequate verification of income and/
or employment. The remaining four loans
contained technical violations. In addition,
one borrower was charged a $495 ineligible
commitment fee.

OIG recommended that HUD require
First Residential to indemnify it for potential
losses and/or claims on loans with
significant underwriting deficiencies,
reimburse one borrower for an ineligible
charge, and implement a quality control
process in accordance with HUD
requirements. (Audit Report: 2006-NY-
1009)

HUD OIG audited First Suffolk
Mortgage Corporation, North Babylon, NY,
anonsupervised direct endorsement lender.
Three of eight loans reviewed exhibited
significant underwriting deficiencies, and
the remaining five loans contained technical
violations. As a result, the FHA insurance
fund paid claims associated with two loans
and continues to assume a risk with another
loan. In addition, First Suffolk did not
always comply with HUD’s and its own
quality control requirements to (1) ensure
that all HUD-insured loans that went into
default within the first six payments were



reviewed and (2) document that corrective
action was taken on all material findings
identified in quality control reviews.

OIG recommended that HUD require
First Suffolk to (1) reimburse HUD for the
amount of claims and associated fees paid
on two loans with significant underwriting
deficiencies, (2) indemnify HUD against
future losses on the one currently insured
loan with significant underwriting
deficiencies, (3) establish procedures to
ensure that HUD’s underwriting
requirements are properly implemented
and documented, and (4) implement
procedures to ensure compliance with
HUD’s and its own quality control
requirements. (Audit Report: 2006-NY-
1007)

HUD OIG audited First Magnus
Financial Corporation’s loan origination and
business practices at the First Magnus
corporate office in Tucson, AZ. First
Magnus did not follow HUD requirements
when underwriting six FHA-insured loans.
As a result, the lender approved borrowers
for FHA-insured loans for which they may
not be able to make the monthly mortgage
payments.

OIG recommended that HUD require
First Magnus to indemnify it more than
$95,000 for estimated losses on three loans
processed and originated in disregard of
HUD rules and regulations and pay civil
money penalties for four loans that were
originated and processed using an incorrect
branch lender identification number. (Audit
Report: 2006-LA-1018)

HUD OIG audited Community Central
Bank, Mt. Clemens, M1, a supervised lender
approved to originate, underwrite, and
submit insurance endorsement requests
under HUD’s single-family direct
endorsement program, because of its high
default to claim rate. Community Central

generally complied with HUD'’s
requirements for underwriting FHA loans.
However, it approved 3 of 29 FHA loans
reviewed that did not fully meet HUD’s
requirements. Further, Community Central
incorrectly certified to the due diligence
used in underwriting the three loans. Its
quality control plan did not comply with
HUD'’s requirements, and quality control
reviews were not performed in a timely
manner. For the loans in question, the risk
to the FHA fund was increased.

OIG recommended that HUD require
Community Central to indemnify it for any
future losses on two loans with a total
mortgage value of more than $140,000,
reimburse it for any future net loss once the
associated property is sold, and ensure that
quality control reviews are timely and
properly documented. OIG also
recommended that HUD determine legal
sufficiency and if legally sufficient, pursue
remedies under the Program Fraud Civil
Remedies Act (PFCRA) against Community
Central and/or its principals for the three
incorrect certifications identified. (Audit
Report: 2006-CH-1017)

HUD OIG reviewed 13 FHA loans
underwritten by Nexgen Lending, Inc.’s
Lakewood, CO, branch office. Nexgen did
not follow HUD requirements in
underwriting two of the loans. As a result,
Nexgen placed HUD's insurance fund at risk
for as much as $207,000 and overinsured one
mortgage for more than $1,000. Nexgen’s
quality control plan met HUD'’s
requirements. OIG recommended that HUD
require Nexgen to indemnify it for the po-
tential loss on the one loan with a
significant deficiency and reimburse the
appropriate parties for the overinsured
mortgage. (Audit Report: 2006-DE-1006)

HUD OIG audited KB Home Mortgage
Company in Los Angeles, CA, after a prior
OIG audit found indications that KB
underwriters inaccurately certified that they



underwrote certain FHA loans. For 206 of
the 543 loans reviewed, KB’s underwriters
inaccurately certified that they personally
underwrote the loans. As aresult, HUD has
no assurance that these loans were properly
underwritten to ensure that they were
eligible for FHA mortgage insurance.

OIG recommended that HUD require
KB to ensure that underwriter certifications
for HUD-insured loans are only executed by
direct endorsement underwriters after
personally reviewing the appraisal, credit
application, and all associated documents
and using due diligence in underwriting the
mortgage. (Audit Report: 2006-LA-1014)




Investigations

During this reporting period, OIG
opened 77 investigation cases and closed 161
cases in the single-family housing program
area. Judicial action taken on these cases
during the period included $62,779,855 in
investigative recoveries, $23,645,106 in
funds put to better use, 111 indictments/
informations, 144 convictions/pleas/pretrial
diversions, 71 administrative actions, 9 civil
actions, 3 personnel actions, and 98 arrests.

Chart 2.2: Single-Family Recoveries
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Some investigations discussed in this
report were conducted jointly with federal,

state, and local law enforcement agencies.
The results of various significant
investigations are described below.

Loan Origination Fraud

Donald W. Gupton, Inc., doing business
as Dynasty Homes of Henderson, Superior
Housing Center, Creative Real Estate, Manu-
facturing Housing Sales Center, M&G Prop-
erties I, Inc., and CRE Properties, LLC, (The
Companies) pled guilty in U.S. District
Court, New Bern, NC, to one count each of
conspiracy and money laundering. Donald
Scott Carroll and Richard Meador, both sales
managers for Gupton, were sentenced in
U.S. District Court, Raleigh, NC, for their
recent convictions on false statements; bank
fraud; and/or conspiracy to commit mail
fraud, wire fraud, or money laundering.
Carroll was sentenced to 30 months
incarceration and 3 years supervised release
and ordered to pay HUD $1,308,029 and 20
victims $168,802 restitution; Meador was
sentenced to 53 months incarceration and 3
years supervised release and ordered to pay
HUD $1,101,498 and 20 victims $168,802

A Look Back for the Year
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restitution, jointly and severally with
Carroll. Between 1999 and 2002, The
Companies bought and sold more than 150
manufactured and mobile homes, some
including land, and assisted unqualified
borrowers in obtaining FHA-insured
mortgages valued at more than $11 million
by using fictitious trade-ins, providing cash
and fabricated gift letters, and falsely
inflating values and/or certifying land
ownership. A preliminary order of
forfeiture commands The Companies to
forfeit proceeds of up to $11 million, assets
associated with each organization, a Piper
airplane, and more than 300 acres of land.
As a result of foreclosures, HUD realized
losses estimated at $6.8 million.

David B. Finzi, a real estate investor, was
sentenced in U.S. District Court, Los
Angeles, CA, to 5 years probation and
ordered to pay HUD $2,389,133 restitution
for his earlier conviction on wire fraud and
aiding and abetting. Finzi and others located
and purchased multiunit residential
properties, flipped the properties at inflated
values to fictitious purchasers while Finzi’s
purchase transactions were pending,
prepared and submitted fraudulent loan
applications for bogus purchasers, and
obtained $12.5 million in FHA-insured
mortgage loans. As a result of foreclosures,
HUD realized losses of $3,161,942.

Cenobio Rojas and his wife, Ruth Rojas,
owners of Continental Termite and
Investments, were sentenced in U.S. District
Court, Los Angeles, CA, for their previous
guilty pleas to money laundering. Cenobio
Rojas was sentenced to 37 months
incarceration and ordered to pay HUD
$1,518,353 restitution; Ruth Rojas was
sentenced to 21 months incarceration and 36
months probation and ordered to pay the
above restitution jointly and severally with
her husband. Cenobio and Ruth Rojas
provided downpayment funds, used false
loan documents, and inflated the values of
properties sold to unqualified buyers

obtaining FHA-insured mortgages. As a
result, 15 FHA-insured properties defaulted,
95 properties are at risk, and HUD realized
losses of $2,356,841.

Benedicta Gomez, an accountant and
owner of One Service, Inc., Aurora, CO, pled
guilty in U.S. District Court, Denver, CO,
to one count of wire fraud. William Mendez,
owner of William E. Mendez Team, Inc., at
REMAX 100; former Mendez Team realtor
Rogasiano Caldera; and unlicensed realtor
and former Mendez Team assistant Claudia
Mendez were sentenced for their earlier
guilty pleas to numerous charges. William
Mendez was sentenced to 49 months in
prison and 36 months probation and ordered
to pay HUD $1,227,082 restitution; Caldera
was sentenced to 15 months in prison and
36 months probation, ordered to pay HUD
$80,729 restitution, and debarred from
procurement and nonprocurement
transactions as either a principal or
participant with HUD and throughout the
Executive Branch of the Federal
Government for 10 months; Claudia Mendez
was sentenced to 8 months incarceration and
36 months probation and ordered to pay
HUD $109,167 restitution. Gomez, Caldera,
and William and Claudia Mendez assisted
unqualified and undocumented immigrants
in obtaining more than 300 FHA-insured
loans valued in excess of $61 million. As a
result of foreclosures, HUD realized losses
of $2.3 million.

Real estate investors Douglas Hastings
and Phil Miskimon, along with Julie Smith,
Shawn Fleming, and Jeffrey Meyer, each pled
guilty in U.S. District Court, Rockford, IL, to
numerous counts of conspiracy, false
statements to HUD, and false statements. Dale
Nelson, Chad Nicks, and Tasha Barnes, also
known as Tasha Thompson, were
sentenced for their earlier guilty pleas to
conspiracy and false statements to HUD.
Nelson was sentenced to 5 months
incarceration, 5 months home confinement,
and 24 months probation and ordered to pay



Five face

charges of
bilking U.S.
government

By Corina Curry
ROCKFORD REGISTER STAR

ROCKFORD — Five
Rockford residents allegedly
scammed the government
out of several hundred thou-
sand dollars by making up
Social Security numbers and
proof of income for potential
homeowners so they could

- make money off the commis-
sion of house sales.

The group includes a loan
officer, a real-estate agent,
the loan officer’'s assistant
and two businessmen. The
loan officer, her assistant and
the agent allegedly made up
Social Security numbers and
income and credit informa-
tion for 10 to 15 people so they
could secure government-
backed home mortgages to
buy houses. The business-
men are accused of signing
documents stating that the
applicants worked for them
when the applicants allegedly
never were employees. The
scam went on from January
2000 to November 2003.

Copyright, 2006. The Rockford Register
Star - Rockford, IL. First two
paragraphs of article. Reprinted with
permission.

HUD $286,241 restitution; Nicks was
sentenced to 5 months incarceration, 5 months
home confinement, and 36 months probation
and ordered to pay HUD $257,372 restitution;
Barnes was sentenced to 4 months
incarceration, 4 months home confinement,
and 12 months probation and ordered to pay
HUD $183,715 restitution. Hastings,
Miskimon, Smith, Fleming, Meyer, Nelson,
Nicks, Barnes, and others provided or

acquired false credit letters, verifications of em-
ployment, or gift letters and/or acted as straw
buyers to assist unqualified applicants in ob-
taining more than 50 FHA-insured
mortgages. As a result, 35 FHA-insured
properties defaulted, and HUD losses exceed
$2 million.

Rhonda Torossian, a loan officer at RBC
Mortgage Company; Nancy Rodriguez, aloan
processor at RBC; Cesar Arenas, a realtor at
Whitehead Realty; and Raul Raygoza and
Israel Qunitero, both employees at Friends
Furniture, were indicted in U.S. District Court,
Rockford, IL, on numerous counts of false
statements to HUD, mail fraud, and
conspiracy. The above defendants allegedly
provided false documents, including
verifications of employment, credit letters,
cashier’s checks, Social Security cards and
numbers, and correspondence, to unqualified
buyers obtaining FHA-insured mortgages. As
aresult, more than 50 FHA-insured loans were
identified, and HUD losses exceed $2 million.

Columbia National Mortgage, Inc.
(CNM), a subsidiary of American Home
Mortgage Investment Corporation,
Philadelphia, PA, entered into a settlement
agreement with the U. S. Government and
plaintiff/realtor Cynthia Santore-Smith, a
former CNM employee. As a condition of
the settlement agreement, CNM agreed to
pay the U. S. Government $800,000 and
indemnify two FHA-insured loans on
residential properties in Philadelphia, PA. In
2003, Santore-Smith filed a Qui Tam
complaint and provided information
relating to fraudulent FHA-insured loans
packaged and processed by employees of
CNM’s Bensalem, PA, branch office during
1997, 1998, and 1999.

Edward Carrillo, owner of Sahara
Investments in Scottsdale, AZ, was
sentenced in Maricopa County Superior
Court, Phoenix, AZ, to 5 years in prison and
7 years probation and ordered to pay



numerous victims $1,097,432 restitution for
accepting investor funds and failing to
acquire properties or return investor
monies. Carrillo was further charged in an
information filed in U.S. District Court,
Phoenix, AZ, with one count of mail fraud.
Carrillo allegedly purchased FHA-insured
properties through HUD’s “preforeclosure”
program at substantial discounts and using
fraudulent appraisals, then resold the
properties the same day at market value to
purchasers obtaining conventional
mortgages. As a result, 65 FHA-insured
properties defaulted, and HUD realized
losses in excess of $1.8 million.

Andrew Bogdan, a former real estate
speculator, was sentenced in U.S. District
Court, Baltimore, MD, to 5 years probation
and ordered to pay Community Law
Center $277,650 restitution for his earlier
guilty plea to conspiracy. Bogdan and
others purchased and resold properties at
inflated values and assisted unqualified
buyers in obtaining FHA-insured mortgages
by submitting false employment, financial,
and gift letter documentation. As a result,
64 FHA-insured properties defaulted, and
HUD realized losses of $1.6 million.

Barry C. Fauntleroy, President of EON
Corporation; Devon Bowie, President of
Neighborhood Mortgage Bankers; Sean
Mason, a closing attorney for EON; and
Stacey Morrero, an underwriter at
Neighborhood Mortgage Bankers, were
sentenced in U.S. District Court, Newark,
NJ, for their earlier guilty pleas. Fauntleroy
was sentenced to 12 months incarceration
and 4 years probation, fined $1,000, and
ordered to perform 40 hours of community
service; Bowie was sentenced to 9 months
incarceration, 3 years probation, and 100
hours of community service; ordered to pay
New Jersey State Division of Consumer
Affairs $300,000 restitution; and fined
$1,500; Mason was sentenced to 3 years
probation, fined $3,500, and ordered to

perform 100 hours of community service;
Morrero was sentenced to 36 months
probation and ordered to pay the State of
New Jersey $20,000. Fauntleroy, Bowie,
Mason, and Morrero assisted unqualified
borrowers in obtaining FHA-insured
mortgages by submitting false loan
documentation and appraisals. In addition,
the above defendants purchased properties
using borrower funds, failed to complete
promised renovations, and overcharged
borrowers through excessive origination
fees. As a result, 33 FHA-insured
properties defaulted, and HUD losses
exceed $1.2 million.

Ricardo Medina, a former realtor at
REMAX 100, Lakewood, CO, and Perla
Alvarado, a former loan officer at Creative
Mortgage in Englewood, CO, were
sentenced in First Judicial District Court,
Golden, CO, for their earlier guilty pleas to
theft. Medina was sentenced to 48 months
confinement, 48 months probation, and 300
hours of community service and fined
$5,000; Alvarado was sentenced to 36
months probation and 96 hours of
community service and ordered to pay HUD
$52,223 restitution. Medina, Alvarado, and
others assisted unqualified and
undocumented immigrant homebuyers in
obtaining FHA-insured mortgages on
numerous properties. As a result, 67 FHA-
insured properties defaulted, and HUD
losses approximate $1 million. In addition,
Medina, Alvarado, and previously indicted
Nancy Rios, a former loan officer at
Colorado Bank and Trust, Denver, CO, were
suspended from participation in
procurement and nonprocurement
transactions as either participants or
principals with HUD and throughout the
Executive Branch of the Federal
Government. The suspensions were based
on an indictment filed in Jefferson County
District Court, Denver, CO, charging
Medina, Alvarado, and Rios with 49
predicate acts in violation of the Colorado
Organized Crime Control Act.



David Calderon, owner of Atlas Home
Loans (AHL), a HUD direct endorsement
lender; his wife Baneza Calderon, AHL
office manager; and his brother Carlos
Calderon, a loan officer at AHL, each pled
guilty in U.S. District Court, Los Angeles,
CA, to false statements and/or misprision
of a felony. David, Baneza, and Carlos
Calderon created fraudulent documents for
unqualified or ghost buyers obtaining
FHA-insured mortgages. As a result,
approximately 91 FHA-insured properties
defaulted, and HUD realized losses of about
$910,000.

Lawrence Lynch, a real estate investor
and partner in Tiffy Corporation, pled guilty
in U.S. District Court, Springfield, MA, to
mail fraud, money laundering, and
forfeiture. Mark McCarthy, a loan
originator and mortgage broker doing
business as RCML INC.,, pled guilty to wire
fraud, money laundering, and forfeiture.
Joseph Sullivan, owner of Sullivan
Appraisals; James Smith, former owner of
Springfield Mortgage; mortgage broker
Theodore C. Jarrett, Jr.; real estate investors
Pasquale Romeo and Anthony Matos; and
Michael Bergdoll, owner of Bergdoll Home
Improvement, each pled guilty to wire fraud
and money laundering. Kathryn Zepka, a
mortgage broker, pled guilty to wire fraud
and false statements. In addition, Albert V.
Innarelli, a former real estate closing
attorney; Jonathan Frederick, an appraiser
doing business as Westside Appraisal; and
real estate brokers Paul Starnes and Marc
Brown were sentenced for their earlier guilty
pleas. Innarelli was sentenced to 6 years
imprisonment and 5 years probation and
ordered to pay two financial institutions and
seven victims $1,293,858 restitution for his
earlier guilty plea to wire fraud; Frederick
was sentenced to 18 months confinement
and 4 years probation and ordered to pay
seven victims $35,000 restitution for his
previous guilty plea to wire fraud and
conspiracy to launder money. Starnes was
sentenced to 36 months incarceration and 5
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SPRINGFIELD - A
57-year-old city woman and a
29-year-old Wilbraham man
pleaded guilty in U.S. District
Court yesterday to roles in a real
estate fraud scheme.

Kathryn Zepka pleaded guilty
to one count of wire fraud and to
making a false statement to a
federal agent.

Joseph Sullivan pleaded
guilty to two counts of wire
fraud and one count of conspira-
cy to launder money.

Judge Michael A. Ponsor set
sentencing for Zepka on Oct. 12
and for Sullivan on Oct. 11.

Assistant U.S. Attorney Wil-
liam M. Welch II said that the
highest sentence range the gov-
ernment will ask for in Zepka’s
case is 57-71 months, or about 5
to 6 years. He said the highest
sentence range he will ask for in
Sullivan’s case is 97-121
months, or about 8to 10 years.

The two were among 13 de-
fendants in a multiyear, land-
flipping scheme. Land-flipping
involves buying depressed prop-
erties; identifying low-income
buyers uneducated about the
process; crafting bogus income
and assets; inflating property
values; and selling for double or
triple the price within days.

Sullivan pleaded guilty to in-
correctly appraising 130-132
Johnson St. at $103,000 on the
request of others in the scheme.
The house was bought for
$35,000 on March 13, 2000, by
two of the land-flippers and sold

on the same date for $103,000
with a mortgage obtained based
on false buyer information.

The other property Sullivan
pleaded guilty to incorrectly ap-
praising was 22 Burr St. He ap-
praised it at $84,000. It was
bought by others in the scheme
for $23,500 in June 2001 and
sold the same day for $84,000.

In both cases, Sullivan ad-
mitted he incorrectly said the
properties were not in need of
major repairs. The wire fraud
charge is based on the scheme
using false information. to get
lending institutions to wire
mortgage money.

The conspiracy charge is that
Sullivan with others partici-
pated in the land-flip scheme.

The family that bought 22
Burr St. without being permitted
to see inside was relocating with
five children from Bronx, Welch
said. They found it had been oc-
cupied by squatters for more
than a year, and they spent
about three months trying to
evict them. The house did need
major repairs, Welch said.

Zepka pleaded guilty to play-
ing a part in the scheme regard-
ing 2-4 St. Jerome Ave. in
Holyoke. She worked primarily
as a mortgage broker for one of
the other defendants in the land-
flip enterprise, Welch said.

He said she assisted the buyer
in getting a loan based on fraud-
ulent statements on the loan ap-
plication, including attesting to
having a face-to-face meeting
with the buyer, who would have
testified he never met her.
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years probation and ordered to pay two
banks $137,685 restitution for his earlier
guilty plea to wire fraud and conspiracy to
commit money laundering; Brown was
sentenced to 1 day incarceration, 12 months
confinement at a community corrections
center, 12 months house arrest with
electronic monitoring, 400 hours of
community service, and 5 years supervised
release and ordered to pay Bank of America



and National City Mortgage $137,685
restitution for his earlier plea to wire fraud
and money laundering. The above
defendants purchased and flipped more
than 70 HUD real estate owned (REO)
properties and obtained more than $5.9
million in FHA-insured mortgages for
unqualified buyers by processing fraudu-
lent loans containing false information and
documentation. As aresult, 31 FHA-insured
properties defaulted, and HUD realized
losses of $834,795.

Gilbert Lugo and Tracey Silvis Rangell,
former owners of Benefit Escrow in Downey,
CA, pled guilty in U.S. District Court, Los
Angeles, CA, to an information charging
them with conspiracy, false statements, and
aiding and abetting. Lugo, Rangell, and
others assisted unqualified buyers in
obtaining FHA-insured mortgages by
providing downpayments and submitting
false statements. As a result, 30 FHA-
insured properties defaulted, and HUD
losses exceed $700,000.

Naomi LaBrie, formerly doing business
as Rehablers, Inc., pled guilty in U.S.
District Court, Kansas City, KS, to false
statements to HUD. LaBrie provided
closing funds for FHA-insured homebuyers,
instructed the homebuyers to falsify gift
letters, and certified on settlement
statements that she did not provide funds
for loan closings. As a result, 20 FHA-
insured properties defaulted, and HUD
losses exceed $600,000.

Brian Lyles, a real estate investor, and
Shena Fraser, a loan officer at A&E,
Independent, and Germaine Mortgage
Companies, were each sentenced in U.S
District Court, Newark, NJ, to 3 years
probation and ordered to pay HUD $537,701
restitution, jointly and severally, for their
earlier guilty pleas to conspiracy to commit
mail fraud and false statements. Lyles and
Fraser purchased residential properties,

tlipped the properties at inflated values, and
recruited or assisted unqualified buyers in
obtaining FHA-insured mortgages by
submitting false employment, income, and
financial documentation. As a result, 16
FHA-insured properties defaulted, and
HUD realized losses of $537,701.

Harold Meza, a real estate agent and
investor who operated JLF Properties,
California Discount Realty, North Wind
Realty, and Casa Blanca Realty in San
Bernardino County, CA, and Karla Preciado,
also known as Karla Venegas, an unlicensed
real estate agent and Meza’s assistant, were
each indicted in U.S District Court, Los
Angeles, CA, on one count of conspiracy
and six counts each of false statements and
aiding and abetting. Meza, Preciado, and
others allegedly obtained or produced false
identification documents, employment
verifications, gift letters, or other records for
unqualified buyers acquiring FHA-insured
mortgage loans. As a result, 40 FHA-
insured properties defaulted, and HUD
losses exceed $500,000.

Jocelyn Sicat and Andy Pena, former
owners of Crossmark Mortgage, were
sentenced in U.S. District Court, Los
Angeles, CA, for their earlier guilty pleas to
wire fraud. Sicat and Pena were each
sentenced to 6 months home detention, 3
years supervised release, and 600 hours of
community service and ordered to pay HUD
$367,929 restitution, which they paid on or
before sentencing. Sicat and Pena conspired
and created false documents to assist
unqualified buyers in obtaining FHA-
insured mortgages. As a result, 12 FHA-
insured properties defaulted, and HUD
realized losses estimated at $474,264.

Kenneth DiPrenda, a former AMS
Mortgage loan officer; Mario Mendoza, a
former realtor for Weichart Realty; Linda
Serrano, a real estate closing attorney; and



Myriam Vaca, an employee of formerly
indicted realtor Mario Mendoza, were each
sentenced in U.S. District Court, Newark,
NJ, for their earlier guilty pleas to
conspiracy to submit false statements to
HUD. DiPrenda was sentenced to 2 years
probation and ordered to pay HUD $28,858
restitution; Mendoza was sentenced to 6
months home confinement and 2 years
probation and ordered to pay HUD
$100,000; Serrano and Vaca were sentenced
to 1 and 2 years probation, respectively. In
addition, John and Caridad Prados were
arrested after criminal complaints were filed
charging them with defrauding HUD for the
purpose of executing a Title 11 bankruptcy
petition and using a false Social Security
number (SSN) to secure FHA-insured loans.
DiPrenda, Mendoza, Serrano, Vaca, and
John and Caridad Prados recruited and
assisted unqualified borrowers in obtaining
FHA-insured mortgages by submitting
fraudulent employment, identity, and other
loan documentation. As a result, 12 FHA-
insured properties defaulted, and HUD
losses exceed $349,000.

Lionel Crosby, a taxicab driver, pled
guilty in U.S. District Court, Las Vegas, NV,
to one count of fraud against HUD. Lionel
Crosby’s brother, Stefan Crosby, was
sentenced to 21 months imprisonment and
3 years supervised release and ordered to
pay HUD $302,365 restitution for his earlier
guilty plea to conspiracy and false
statements to HUD. Lionel and Stefan
Crosby provided fraudulent employment,
income, identification, and other
documentation to unqualified straw buyers
obtaining FHA-insured loans. In addition,
both Lionel and Stefan Crosby personally
applied for FHA-insured loans using bogus
documents. As a result, 12 FHA-insured
properties defaulted, and HUD realized
losses of $302,365.

Rashid Muhammad, a recruiter for
RETI Relocation Services, pled guilty in U.S.

District Court, Atlanta, GA, to conspiracy
and wire fraud. Calvin D. Dalton, President
of RETI Relocation Services, Inc.; James F.
Stovall 111, a closing attorney; certified real
estate appraisers John Bello, David R. Bobo,
and Paul Jaretsky Jr.; mortgage brokers
Martin Rosenthal and George W. McRee Jr.;
real estate broker Larry Frazier; and straw
recruiters/borrowers William Chavis, John
Hyacinty, Reginald Kemp, Rhonda Kent,
Constance Zielins, and Leonard Zielins,
were indicted on numerous counts of money
laundering, bank loan fraud, bank fraud,
wire fraud, mail fraud, and conspiracy.
Demetri Dante Coffee, an FHA-approved
appraiser, was charged in a superseding
indictment with bank fraud, wire fraud,
mail fraud, and conspiracy. The above
defendants allegedly created and submitted
false documentation to obtain 98 mortgage
loans valued at more than $20 million,
including two FHA-insured loans. As a
result of foreclosures, HUD losses
approximate $300,000.

Michael Grady, Joel Rosario, and
Robert Zappone, doing business as GRZ
LLC, a home connection and mortgage
super center, entered into a $750,000 civil
settlement with the Connecticut Attorney
General’s Office (CAGO) in Superior Court,
Waterbury CT. In December 2003, CAGO
filed a civil lawsuit alleging the above
defendants performed cosmetic repairs on
neglected properties before selling the
properties at inflated values to purchasers
who obtained 17 FHA-insured mortgages
valued at $1,358,824. As a result, three FHA-
insured properties defaulted, and HUD
realized losses approximating $235,000.

Real estate investor Sholom Moskowitz
and Trena Hill, a former loan officer with
Community Home Mortgage Company,
were each sentenced in U.S. District Court,
Newark, NJ, for their earlier guilty pleas to
tax evasion, bank fraud, false statements to
a financial institution, and/or conspiracy to



submit false statements to a financial
institution. Moskowitz was sentenced to 6
months home confinement and 5 years
probation and ordered to pay HUD $201,244
restitution; Hill was sentenced to 5 years
probation and ordered to pay HUD $91,556
restitution. Moskowitz and Hill prepared
false loan applications, appraisals,
employment verifications, and gift letters to
assist unqualified individuals in obtaining
nine FHA-insured mortgages. As a result,
four FHA-insured properties defaulted, and
HUD realized losses of $201,224.

Sean Beard, owner of First Equity
Corporation, and real estate investors
Morgan Haines and Theodore Antonucci
were each sentenced in U.S. District Court,
Rochester, NY, for their earlier guilty pleas
to conspiracy to commit mail fraud,
conspiracy to commit bank fraud, and/or
false documents or statements to obtain a
HUD loan. Beard was sentenced to 16
months incarceration and 3 years
supervised release and ordered to pay
HUD $38,441 and Countrywide Mortgage
$23,412 restitution; Haines was sentenced to
6 months home confinement and 5 years
probation and ordered to pay the above
restitution jointly and severally with Beard;
Antonucci was sentenced to 48 months
incarceration and 5 years probation and
ordered to pay HUD $156,341 and
numerous banks $775,217 restitution.
Beard, Haines, Antonucci, and other
conspirators purchased homes, flipped the
properties to each other at inflated values,
provided false documentation to secure
FHA or conventional financing on the
properties, and defaulted on mortgage loans
in excess of $1 million shortly afterward. As
a result, two FHA-insured properties
defaulted, and HUD realized losses of
$186,475.

Mordecai Smith, the former chief
financial officer of Virginia Beach Public
Schools, pled guilty in U.S. District Court,

Norfolk, VA, to bankruptcy fraud,
aggravated identity theft, and wire fraud.
Smith fraudulently verified the
creditworthiness of two borrowers
obtaining FHA-insured mortgages through
a bogus company known as 4H Investment
Mutual, LLC; duped an individual into
investing $27,000 for an appraisal and
downpayment on a $10 million
multifamily Section 8 apartment complex;
fraudulently used the SSN of another
person to obtain a conventional mortgage;
and filed eight bankruptcies, five under his
name and three under his spouse’s name, to
forestall foreclosure proceedings against his
personal residence. As a result, both FHA-
insured mortgages defaulted, and HUD
realized losses of $126,900.

Elie Louie-Pierre, a former loan officer
at Saxon Mortgage Bankers (SMB), was
sentenced in U.S. District Court, Central
Islip, NY, to 5 years probation and ordered
to pay HUD $92,015 restitution for his
previous guilty plea to fraud against HUD.
Carol Horton Branch and Francis Purcell,
real estate agents with 5-Star Realty and
Pelican Properties, were convicted in U.S.
District Court, Mineloa, NY, on one count
of conspiracy. Branch and Purcell were each
sentenced to 5 years probation, and Purcell
was fined $1,000. Louie-Pierre, Branch, and
Purcell produced, obtained, and used
fraudulent documents to originate at least
75 FHA-insured mortgages during Louie-
Pierre’s employment with SMB. As a result
of foreclosures, HUD realized losses of
$92,015.

Axel Bonilla, a former loan officer at
Main Street Mortgage and Ark Mortgage,
was sentenced in U.S. District Court,
Trenton, NJ, to 18 months incarceration and
3 years probation and ordered to pay
numerous victims $1,531,062 and HUD
$76,123 restitution for his earlier guilty plea
to mail fraud charges. Bonilla and
previously indicted Laura Barlow, a former



underwriter at Main Street Mortgage
Service and Ark Mortgage, assisted
unqualified borrowers in obtaining FHA-
insured mortgages by providing false
documents. Bonilla also embezzled and
converted more than $1.5 million in
investor funds, by creating false documents
and reporting fictitious investment
earnings, and used investor funds to
purchase residential properties. As aresult,
HUD realized losses of $76,123 when six
FHA-insured mortgages defaulted.

Farid Bayot and Shaian Birashk, real
estate brokers/owners of Global One Realty
Inc., Aurora, CO, each pled guilty in U.S.
District Court, Denver, CO, to wire fraud
and/or aiding and abetting. Bayot was
sentenced to 36 months probation and
ordered to refrain from employment in the
real estate or mortgage industry. In
addition, Mehdi “Tim” Ghaemi, owner of
Arborz Real Estate Company in Greenwood
Village, CO, and Hamidullah Sarwary, a
former Littleton Housing Authority (LHA)
Section 8 tenant, were arrested after theft,
forgery, and/or criminal impersonation
charges were filed in State District Court,
Englewood, CO. Bayot and Birashk assisted
Sarwary purchase property and obtain an
FHA-insured mortgage. Ghaemi allegedly
assisted Sarwary in hiding his property
ownership from LHA, and Sarwary
allegedly failed to report his ownership of
the property on LHA certifications. As a
result, HUD realized losses of $46,988 when
Sarwary defaulted on his FHA-insured
mortgage, and $3,760 in LHA housing
assistance Sarwary was not entitled to
receive.

Ifiok Equere, a loan broker and real
estate investor, was sentenced in U.S.
District Court, St. Louis, MO, to 37 months
incarceration and ordered to pay HUD and
Wells Fargo Mortgage $104,702 restitution
for his earlier guilty plea to false statements
and felon in possession of a firearm. Equere
used false documents to flip properties and

broker FHA-insured mortgage loans. As a
result, two FHA-insured properties
defaulted, and HUD realized losses of
$46,299.

Willie Bynum pled guilty in U.S. District
Court, Norfolk, VA, to one count of
conspiracy to make false statements to HUD.
Bynum purchased three properties, obtained
FHA-insured mortgages by falsifying loan
applications and using or attempting to use
straw buyers, rented then sold two
properties and allowed unqualified
purchasers to assume his FHA-insured
loans, and defaulted on the remaining FHA-
insured mortgage. As a result, HUD
realized a loss of $25,000.

Twelve undocumented immigrants pled
guilty in Johnson County District Court,
Kansas City, KS, to various charges of
identify theft and false statements. The
above defendants were each sentenced to 5
months incarceration and 18 months
probation and ordered to refinance or sell
their FHA-insured properties to eliminate
about $900,000 in mortgages considered at
risk. The defendants fraudulently obtained
FHA-insured mortgage loans using false
SSNis through an unidentified loan officer in
Olathe, KS. As a result, 72 FHA-insured
mortgages valued at approximately $5
million were identified at risk.

Realtor Rohan A. Johnson, also known
as Ato Ra Ajah El, and real estate consultant
Donovan Gilpin, doing business as Pre
Amble Properties and professing
membership in an antigovernment Moorish
rights group, were indicted in a superseding
indictment filed in U.S. District Court, Central
Islip, NY, on conspiracy, theft of government
property, and mail fraud charges. Johnson and
Gilpin allegedly filed fraudulent real estate
deeds transferring ownership of 14 HUD-
owned or FHA-insured properties, a U.S.
Department of Veterans Affairs (VA)-
guaranteed property, and a bank-owned



property to Pre Amble Properties. After
transferring the properties, Johnson and
Gilpin allegedly resided in two HUD
properties, sold the bank property to an
unsuspecting buyer, and attempted to sell the
VA property and two HUD properties to
undercover operatives for $550,000. In
addition, Johnson allegedly claimed to be a
HUD official on numerous deed recordings.
As aresult, the bogus deeds prevented HUD
from selling its properties to legitimate buyers
and banks from deeding foreclosed properties
to HUD.

John Thomas, a former appraiser, was
sentenced in U.S. District Court, St. Louis,
MO, to 3 years probation and ordered to pay
his victim $40,000 restitution for his
previous guilty plea to conspiracy to commit
wire fraud. Thomas and others falsely
inflated the value of both FHA-insured and
conventionally financed properties,
concealed needed repair information, and
received payments for bogus appraisals. As
a result, six properties obtained fraudulent
FHA-insured mortgages valued at $650,000.

Dwayne Jones, a former loan officer at
the now defunct First Funding Mortga