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The 0IG’s mission is independent and objective reporting to the Secretary and
the Congress for the purpose of bringing about positive changes in the
integrity, efficiency, and effectiveness of HUD operations.

OIG values are as follows:

& Relationships among OIG components and staff are characterized by
teamwork and respect.

& Diversity is valued and promoted in the workforce.

& Excellence in the workforce is fostered through continuing concern for
professionalism and career development.

& As a general rule, emphasis is placed on “doing” rather than
reviewing, by delegating operational authority, responsibility, and
accountability to the lowest appropriate level.

& Identifying and meeting client needs in a timely fashion are a primary
concern. Clients are defined as the Secretary, the Congress, HUD
managers and employees, and the public.

& OIG operations are focused on substance rather than process and rely on
innovative as well as traditional methods to address issues of
significance having potential payback in terms of improved integrity,
effectiveness, and efficiency.



INSPECTOR GENERAL’S MESSAGE

In September 1998, on the twentieth anniversary of the enactment of the Inspector General Act, the Senate
Committee on Governmental Affairs held a hearing on “The State of the Inspector General Community.” Each of
the Inspector General panelists was asked, among other things, to describe the ideal relationship between an agency
head and an Inspector General. My answer was as follows:

Ideally, the relationship between an IG and the agency head is characterized by
mutual respect, a common commitment to the agency mission, and a thorough under-
standing and acceptance of the vastly different roles of the IG and the agency head.

This type of relationship sets the tone for the agency as a whole: agency staff will
tend to approach OIG findings and recommendations as opportunities for improvement,
rather than gratuitous criticism; and OIG staff will be motivated to focus on finding ways
to better support the agency mission, rather than nitpicking. With this type of relation-
ship, the agency head should be comfortable asking for the OIG’s views, on a formal or
informal basis; and the OIG should be comfortable in knowing that those views will be
respected as independent and objective assessments. In sum, this type of relationship
serves the best interests of the agency by getting maximum value from OIG work.

I have worked in the Inspector General community for a long time, and I have never seen this ideal fully real-
ized. But Secretary Martinez and his team are off to a very good start. They treat OIG people, including me, with
respect, and they are taking our work seriously. Note, for instance, Chapter 6 of this Report, where we are now
looking forward to resolution of a number of long-disputed audit recommendations.

As discussed in Chapter 1 of this Report, I believe that the Secretary and the OIG are both concerned about the
fundamental problems that continue to plague HUD, and share a determination to fix them. The fixing won’t be
possible, however, without continuing Congressional attention and support. Change at HUD of course means change
for the HUD bureaucracy. More importantly, it means change for the innumerable interest groups associated with
HUD programs, interest groups with agenda that are firmly established and very divergent.

I look forward to reports of a Congressional/HUD/OIG collaboration that enables HUD not only to shed its high
risk reputation, but to serve its intended beneficiaries well.
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Susan Gaffney
Inspector General
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Major Challenges Confronting HUD

HUD’s Mission
and Programs

Chapters 2 through 5 of this Report discuss a large number of problems that
were disclosed this reporting period through OIG audits and investigations. The
problems occurred across the spectrum of HUD programs and operations, and in
geographical locations throughout the country. These individual problems must be
fixed, of course; but more fundamental action is necessary to prevent their
recurrence. The OIG believes that systemic weaknesses related to HUD’s mission
and programs, organization, and management constantly undermine HUD’s
operations and HUD’s efforts to improve its performance.

HUD is the principal federal agency responsible for programs concerned with
housing needs, fair housing, and improving and developing the Nation’s communi-
ties. It has a fiduciary responsibility over a multi-billion dollar housing business
and a social mission to assist in serving the housing needs of millions of low- and
moderate-income families. Indeed, HUD’s mission is multifaceted and complex.
For a relatively small agency of about 9,500 staff, it has a lot of work to do. The
National Academy of Public Administration’s report on HUD in 1994 summed it
up well. “ Because of the mismatch of goals and resources and its many commu-
nities of users, HUD faces a tandem performance deficit (the gap between what
HUD is supposed to do and has the ability to accomplish) and expectations glut
(unrealistic perceptions of what HUD can accomplish). The result is a prescrip-
tion for problems.”

It is important that HUD’s mission bear some reasonable relationship to HUD’s
capability to meet that mission. HUD employees need a clear definition of their
roles with respect to policy development, providing technical assistance, motivat-
ing the community, overseeing program implementation, and taking enforcement
action for inadequate performance. The Congress and HUD’s leadership must
understand that HUD staff cannot be all things to all people. The OIG urges a
tightened mission statement for HUD as a first step toward streamlining and
consolidating HUD programs and activities.

In 1994, the 0IG counted 240 separate HUD programs and activities. With new
programs and activities added since 1994, that number is approaching 300. More
often than not, when new HUD programs or activities have been announced, staff
resources have not been discussed or considered. But it takes staff and resources
to assure that programs are designed properly and that programs include proper
checks and balances. Without the proper internal controls and oversight, new
programs can, of course, be abused. We’ve observed this recently with the
Officer Next Door Program.

HuDp’s proposed 2002 budget acknowledges this issue in a statement that “the
budget emphasizes...minimizing the number of new initiatives that undermine
HUD’s capacity to administer its core programs....” The Administration needs to
go much further in tightening HUD’s mission statement and streamlining its
programs. We recognize that such an effort would be enormously time-consuming
and difficult, requiring the support of HUD’s customers as well as the Congress.
However, we believe it is a fundamental requirement for HUD’s shedding its “high
risk” reputation and better serving its intended beneficiaries.



HUD’s
Organization

HUD’s
Management

In the last 4 years, HUD has changed significantly. The former Secretary’s
2020 Management Reform Plan envisioned correcting long-standing HUD prob-
lems in areas such as resource allocation, financial management, procurement
and information systems, and bringing the skill levels of HUD staff up to par. These
planned reforms involved massive reorganizations that shook up nearly every
Departmental component. When the changes started taking place late in 1997, the
OIG asked the former Secretary to slow down the process, but our calls went
unanswered. The push was on for rapid change. Indeed, that was the advice the
Secretary received from various reinvention experts.

Unfortunately, at HUD, this meant that organizational and process changes
were made before a sound management infrastructure was in place. The organi-
zational/process changes were to be made while establishing the management
infrastructure, without the benefit of program consolidation or empowerment and
within the context of staff reductions. This was an extraordinarily complicated
plan. It has resulted in many staff resources being moved to new, highly central-
ized organizational units in the Department such as the Real Estate Assessment
Center, the Enforcement Center, the Troubled Agency Recovery Centers, and the
Grants Management Center, as well as to the new Community Builder function.

Not surprisingly, given the scope of HUD 2020, OIG audits have noted several
serious problems with the changes that have taken place. For example, job func-
tions were moved to centers but many of the associated staff chose to remain at
their old locations. Staff were not trained for new assignments. The projected
workloads of some centers did not materialize, while we found other centers to be
understaffed. Also, our audit of the Community Builder function questioned the
use of HUD’s limited staff resources for what we found to be largely a public
relations activity.

Over the next months, as a priority matter, Secretary Martinez will need to
decide if the HUD 2020 organizational changes meet his management needs.
Existing performance data will assist his decision-making, but he will also need to
consider the types of relationships he seeks within HUD and between HUD and its
customers, and how HUD’s current organization affects those relationships.

HUD’s proposed 2002 budget states that resolving the following management
challenges will be a top Secretarial priority:

» Rationalizing the distribution of staff resources in light of program needs;

» Continuing to improve oversight of the local housing agencies and property
owners that administer HUD’s housing programs;

Improving income and rent determinations to reduce subsidy overpayments;

Insuring recipients’ full and timely utilization of HUD funds; and

Improving FHA internal systems and controls to reduce fraud in FHA pro-
grams.
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HuUD’s acknowledgement of these problems and the Secretary’s commitment
to fix them is good news from the OIG’s perspective, as these are management
weaknesses that the OIG has been continually reporting in our annual audits of
HUD’s financial statements (see Chapter 3). The not so good news is that these
problems have existed for many years, and they have proved to be intractable.



Rationalizing the
Distribution of Staff
Resources in Light of
Program Needs

Continuing to Improve
Oversight of the Local
Housing Agencies and
Property Owners that
Administer HUD’s
Housing Programs

We would urge the Secretary to add one other intractable problem to his list of
management priorities: financial systems improvement/integration.

The 0IG has long been concerned that HUD’s downsizing proceeded without
benefit of a workload/staffing analysis. Further, as noted previously, OIG audits
have disclosed instances of both overstaffing and understaffing of organizational
units established under HUD 2020. HUD’s proposed FY 2002 budget notes that the
new Resource Estimation and Allocation System will help the Department to
assess where staffing should be increased or decreased to effectively administer
its programs.

In October 1999, former Secretary Cuomo conveyed to the Congress that
HUD needed a resource management system and that he planned to implement
such a system by April 2001. We found that HUD, with the National Academy of
Public Administration (NAPA), developed a methodology for resource estimation
and allocation. Further, NAPA briefed each Assistant Secretary on the resource
estimation and allocation methodology and the impact it would have on their
programs. Also, HUD selected a contractor to do the measurement studies at
various program offices throughout the Department to determine resource
estimate requirements. Despite these efforts, our audit found the implementation
of the Resource Estimation and Allocation System did not progress as planned. A
contractor is now completing the first phase of this multi-phase project. We are
very supportive of Secretary Martinez’s commitment to completing this important
activity.

In its proposed 2002 budget, the Department recognizes that the physical
inspections protocol used to assess public housing and multifamily assisted
housing needs further refinement to ensure consistent and fair results. But, with
this caveat, the Department commits to continued assessment of the physical
condition of HUD assisted housing to ensure that it is decent and safe. Refining the
protocol will be one challenge; making sure that assessment results are used to
improve housing conditions will be another.

Last year, we conducted an audit of the Office of Housing’s use of physical
inspection assessments generated by HUD’s Real Estate Assessment Center
(REAC) on multi-family properties insured by the Federal Housing Administration
and/or receiving project-based subsidy under the Section 8 Program. The purpose
of the review was to evaluate actions taken to address and track corrections of the
physical deficiencies disclosed through the REAC property inspections. We found
that, although the Office of Housing utilizes the REAC property inspections within
their servicing responsibilities, the Office of Housing does not have the proper
assurances that corrective actions are completed by the owner to the extent of all
the physical deficiencies reported by the property’s REAC inspection. This includes
assurances that exigent health and safety violations are corrected within the
required time frame and that complete property surveys identifying the magnitude
of the physical deficiencies are performed. Further, the Office of Housing needs
to improve the current notification process to field office staff of completed
property inspection reports and exigent health and safety violations released by
REAC.



Improving Income and
Rent Determinations to
Reduce Subsidy
Overpayments
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Improving Recipients
Full and Timely
Utilization of HUD
Funds

Subsidy overpayments are a problem that has plagued the Department for
more than 20 years. Since HUD serves such a small portion of those in need of
housing assistance, it is important that every dollar be spent properly. HUD
provides housing assistance funds under various grant and subsidy programs to
multifamily project owners (both nonprofits and for-profits) and housing authori-
ties (HAs). These intermediaries, in turn, provide housing assistance to benefit
primarily low-income households. HUD spent about $19 billion in Fy 2000 to
provide rent and operating subsidies that benefited over 4 million households.
Weaknesses exist in HUD’s control structure such that HUD cannot be assured that
these funds are expended in accordance with the laws and regulations authorizing
the grant and subsidy programs. HUD overpays hundreds of millions of dollars in
low-income rent subsidies due to the incomplete reporting of tenant income, the
improper calculation of tenant rent contributions, and the failure to fully collect all
outstanding rent. We’ve reported this as a material weakness in our annual
financial audit since we began this reporting process in 1991.

A recently completed contracted study of rent determinations under HUD’s
major housing assistance programs estimates that substantial errors are made by
project owners and HAs. The study projected that annually, about $1.9 billion in
subsidies was overpaid on behalf of households paying too little rent and about $0.7
billion in subsidies was underpaid on behalf of households paying too much rent
based on HUD requirements. In response to this high incidence of error, HUD’s
proposed 2002 budget commits to implementing a number of measures to resolve
this problem, including the development of tools to assist HAs and assisted housing
owners in the determination of income and calculation of rent, and the introduc-
tion of a quality control program to monitor the performance of these intermedi-
aries. HUD also plans to review the current laws and regulations regarding
income and rent determinations to ascertain whether their simplification would
facilitate program compliance. This constitutes a broader scope approach than
previous income matching efforts. This broader scope approach makes sense.

In evaluating HUD’s internal controls for monitoring obligated/unliquidated
balances, we have found a number of weaknesses. Specifically, we have found
that: (1) HUD reviews of these balances were not considering specific statutory or
other requirements relating to particular programs; and (2) because of data
inconsistencies and inaccurate data, HUD’s financial systems do not support the
process for identifying excess budget authority for the Section 8 Programs.

With respect to specific statutory requirements, we found that HUD is not
properly enforcing the United States Housing Act of 1937, as amended by the
Quality Housing and Work Responsibility Act of 1998 (the Act) requirements
relating to HAs’ timely expenditure and obligation of public housing modernization
funds. This is an unresolved issue from our audit report on HUD’s FY 1999 finan-
cial statements. In August 2000, the OIG forwarded the issue to the Comptroller
General of the United States for a legal opinion and resolution.

The Act provides that public housing modernization assistance shall be spent
not later than 4 years after the date on which funds become available for obliga-
tion. The Secretary is responsible for enforcing this requirement through various
default remedies. Our review of expenditures of FY 1996 and prior years’ public
housing modernization funds showed $193 million in unexpended funds as of
September 20, 2000. For Fy 1999, we had reported the same deficiency, with HAs
having $337 million in unexpended FY 1995 and prior fiscal year funds.



Improving FHA
Internal Systems and
Controls to Reduce
Fraud in FHA
Programs

The previous HUD leadership took the position that the Act’s expenditure
provisions did not become effective until FY 2000, and the sanction and recapture
provisions therefore did not apply to Fy 1997 and prior fiscal year funds. HUD
also asserted that a December 22, 2000 Federal Register Notice providing policy
on the funds was a legal and reasonable exercise of HUD’s authority to prescribe
remedies for the unobligated FY 1997 and prior funds. We agree that HUD can
impose any number of improvised performance remedies; but we believe that
HUD must impose the Congress’ mandated remedy. We are awaiting the Comp-
troller General’s ruling on this issue.

In the Section 8 Programs, we found that HUD has been hampered in its
attempts to evaluate unexpended Section 8 budget authority balances. Data dis-
crepancies and inconsistencies between systems have resulted in the need for field
office verification of data, necessitated separate budget reviews of data in differ-
ent systems, and impaired HUD’s ability to evaluate unliquidated balances. In FY
2000, HUD identified a total of $2.1 billion in unliquidated obligation balances to
deobligate and recapture. However, HUD’s analyses excluded a significant number
of contracts because of data discrepancies. Our testing as part of the audit of
HUD’s FY 2000 financial statements identified an additional $20 million in excess
project-based Section 8 funds available for immediate recapture. In addition, HUD
excluded data relating to 111 housing authorities from its tenant-based recapture
analysis. These 111 housing authorities had available budget authority totaling $18
million. Finally, for the Section 8 Moderate Rehabilitation Program, HUD ex-
cluded data relating to housing authorities having $43 million in available budget
authority.

HuD’s proposed 2002 budget recognizes the need to strengthen the integrity of
FHA internal systems and controls to reduce fraud in FHA programs. Promised
actions include improving the loan origination process and providing better
monitoring of lenders and appraisers.

In the last few years, the OIG audit and investigative staffs have been actively
involved in examining many aspects of the FHA single family operations. We’ve
identified rampant origination frauds, property flipping scams, and scandals in the
sale of HUD owned properties. Needless to say, all these problems have an impact
on the soundness of FHA’s Mutual Mortgage Insurance Fund (MMI). There are
many factors beyond HUD’s control—such as interest rates and unemployment
rates—that affect the soundness of the MMI Fund. But assuring that programs are
run efficiently and effectively and that programs are sufficiently managed to
minimize the opportunities for fraud and abuse is within HUD’s control.

We have performed numerous audits of FHA operations in the last 2 years,
including a comprehensive audit of loan origination activity and a nationwide
review of property disposition operations. FHA Single Family Program personnel
are in the process of taking corrective actions on most of our audit recommenda-
tions. We appreciate the Secretary’s commitment to continuing these actions.

Recognizing that HUD’s single family staff have been through downsizing,
reorganization, and heightened workload expectations, HUD urgently needs to
make the internal control requirements that are on HUD’s books actually work to
prevent fraud and abuse. However, internal controls will not work without suffi-
ciently trained staff to assure that checks and balances are in place.



Improving and

The Department’s plans for improving its core financial systems have been

Integrating HUD under continuous development for nearly 10 years. Several major strategy changes

Financial Systems

during this period have delayed schedules and resulted in tens of millions of dollars
in cost overruns. Even today, management’s plans remain unclear and the plans
are not supported by an adequate analysis of costs vs. benefits. Consequently, HUD
continues to rely on numerous legacy systems that work independently of each
other. An integrated financial system would enable transactions to be processed
and reported in a timely fashion, thus enabling informed management decisions
on a continuing basis.

Our annual financial audits have reported numerous problems related to
inadequate system integration. For example, there is a lack of an automated
interface between the Departmental general ledger and the FHA subsidiary
ledger, which necessitates extensive manual analyses, reprocessing, and addi-
tional entries. FHA’s funds control process is also largely done manually, even to
the point of requiring the hand carrying of documents. Other serious deficiencies
include the inability to identify, in a timely fashion, excess funds on expired
Section 8 projects and inadequate assurance about the propriety of Section 8
rental assistance payments. The systems solutions to these problems remain
unresolved.






Housing Fraud Initiative

Central District of
California

The Housing Fraud Initiative (HFI) is a proactive law enforcement effort using
a unified approach to the detection and prosecution of fraud in HUD programs.
The concept combines OIG audit and investigative resources together with FBI
Agents and Assistant United States Attorneys for the sole purpose of rooting out
corruption and fraud in all HUD funded activities within targeted Federal Judicial
Districts. HFI arose out of concern by Members of the House Appropriations
Subcommittee on VA, HUD, and Independent Agencies that HUD funds may not be
reaching those needing federal assistance due to pervasive fraud.

In October 1998, the following Federal Judicial Districts were designated as
HFI sites: (1) the Eastern District of New York; (2) the District of Maryland; (3)
the District of Columbia; (4) the Northern District of Illinois; (5) the Central
District of California; and (6) the Northern District of Texas.

Our collaborative work has resulted in major indictments and convictions of
those perpetrating fraud in HUD programs. Fraud in single family loan origination
continues to be the most pervasive problem uncovered by HFI investigations.

The following are examples of HFI results during this reporting period.

In Los Angeles, Andres Martinez, Jr. was sentenced to 88 months imprison-
ment, fined $100,000, and ordered to pay a $3,100 special assessment. Raul
Miranda was sentenced to 46 months imprisonment and ordered to pay a $1,900
special assessment. Martinez and Miranda were also ordered to prepare letters
admitting their fraud to credit reporting services. Co-conspirator Joseph
Gonzalez was sentenced to 8 months imprisonment and 5 years probation. In
total, the 3 were also ordered to pay $2,676,329 in restitution ($2,104,441 to HUD
and $571,888 to a commercial bank). The 3 individuals, charged with a variety of
crimes including conspiracy, mail fraud, wire fraud, false statements, money
laundering, and aiding and abetting, were involved in a scheme to dupe more than
15 individuals with previously clean credit records into becoming strawbuyers of
flipped properties. These individuals were all high school and college students
between 18 and 22 years old, and were part of a baseball team. The government
hopes the letters will repair these young men’s credit that is now destroyed due to
foreclosure actions. Martinez was the kingpin of the flipping scheme in which at
least 30 properties were purchased at $80,000 to $100,000 and sold to strawbuyers
at inflated prices of $200,000 to $300,000. These purchases involved the use of
forged documents that the co-conspirators bought in order to obtain FHA insured
mortgages. Additional properties were sold with mortgages from commercial
banks. To date, 28 FHA insured loans totaling over $6,500,000 have gone into
foreclosure, and Housing Fraud Initiative staff have calculated HUD’s losses at
over $3,100,000.

Six other defendants in this case have also signed plea agreements. Previously
in this case, a mortgage broker responsible for over $3,600,000 in foreclosed FHA
insured loans with losses to HUD of over $2,200,000 was sentenced to 2 years in
jail and ordered to pay $957,000 in restitution to HUD. Additional co-conspirators
responsible for over $1,800,000 in foreclosed FHA loans, with losses to HUD of



over $1,000,000, are also being charged. This investigation was conducted by the
FBI, IRS, and OIG.

Hadi Kailani, a real estate agent doing business as Kailani Real Estate, was
sentenced in Los Angeles to 27 months incarceration and 3 years supervised
release, and ordered to pay $1,448,750 in restitution to HUD and a $225 special
assessment. Kailani previously pled guilty to bribing a HUD employee and tax
evasion. An investigation by the FBI, OIG, and IRS Criminal Investigation Division
disclosed that from July 1996 through August 1998, Kailani purchased 20 HUD
real estate owned properties at far below their appraised value and HUD’s asking
price with the assistance of Karen Christensen, a former quality assurance
specialist in the HUD Santa Ana Homeownership Center, and a single family
housing specialist in Los Angeles. The appraised value of the properties pur-
chased by Kailani was approximately $2.1 million. However, Christensen sold the
properties to Kailani for approximately $700,000. HUD also paid Kailani $48,750
in the form of real estate broker’s commissions on the properties. Kailani resold
the properties for $2.2 million. Kailani paid Christensen over $80,000 in bribe
payments and gave her a BMW convertible.

Several individuals, who were responsible for over $75,000,000 in fraudulent
loans involving approximately 500 properties, were convicted and/or sentenced in
Los Angeles. John Joseph Edgington and Leslie Ray Rapozo were each sentenced
to 5 years probation and 250 hours of community service, and ordered to pay
$180,000 in restitution and a $100 special assessment for committing fraud against
HUD. According to the terms of the sentence, as owners of Avenue Mortgage in
Cerritos, CA, Edgington and Rapozo must provide to the U.S. Probation Office a
list of all their customers. The Probation Office will then notify those customers
that they are dealing with convicted felons. From 1997 to 1999, Edgington and
Rapozo were employed as licensed loan officers at Capital Funding Group.
During that period, they falsified gift letters, employment information, and credit
references on FHA insured home loan applications so that otherwise unqualified
borrowers were able to obtain loans.

Brothers Jorge Gomez and Pasqual Gomez, along with family friend Frank
Gomez, were sentenced in U.S. District Court. The Gomez brothers were each
sentenced to 2 years probation, fined $2,000, and ordered to pay a special assess-
ment fee. Frank Gomez was sentenced to 2 years probation, fined $1,200, and
ordered to pay a special assessment fee. In August 2000, the Gomezes each pled
guilty to six counts of structuring transactions to evade reporting requirements.
From 1996 to 1997, the Gomezes were real estate agents working at RE/MAX-
Southeast Properties, then at RE/MAX-Specialist. They participated in a scheme
that involved the cashing of First State Bank cashiers’ checks in amounts just
below the reporting level of $10,000, but with an aggregate totaling more than
$10,000. At the time, the defendants knew of the reporting requirements of Title
31, U.S. Code § 5313 (a), but intentionally ensured that the cashiers’ checks were
in amounts less than $10,000.

Finally, John Charles Miller was sentenced to 5 months imprisonment, 5
months home detention, and 3 years probation, and was ordered to pay $675,000
in restitution. He was also forced to forfeit another $300,000. In March 2000,
Miller pled guilty to four counts of wire fraud. On the same day, Kip Christopher



Cyprus was sentenced to 6 months home detention, 5 years probation, and
$675,000 in restitution, and was forced to forfeit $300,000. Cyprus pled guilty in
March 2000 to five counts of wire fraud. From 1997 to 1998, Miller and Cyprus
were real estate investors. They hired appraisers to artificially inflate the value of
properties they bought for investment. They would then recruit low-income buyers
to purchase the properties with FHA insured home mortgages. To complete the
scheme, Miller and Cyprus used forged signatures, forged documents, and false
gift letters in an attempt to get otherwise unqualified borrowers to qualify for the
FHA insured loans. This investigation was conducted jointly by the FBI, OIG, and
IRS Criminal Investigation Division.

Martina Estrada Barbato pled guilty to two counts of mail fraud. From
January 1993 to at least January 1998, Barbato participated in a scheme at Sun
State Mortgage in Los Angeles to defraud lending institutions and HUD. Barbato’s
scheme involved the submission of false and fraudulent proofs of employment, pay
stubs, credit letters, and bank cashiers’ checks in applications for federally
insured home mortgages. Barbato obtained the false and fraudulent documents
from a forger whom she paid a fee ranging from $25 to $150 per forged docu-
ment. She caused the forged documents to be placed in FHA loan applications to
create the appearance that the borrowers qualified for the loans. In fact, the
borrowers could not meet minimum FHA income standards without the fraudulent
information. Barbato received a substantial commission for each FHA loan
application she processed. Losses as a result of Barbato’s scheme exceed
$5,000,000. Sentencing is scheduled for April 2001 . The investigation was con-
ducted jointly by OIG and the FBI.

Brian Hultman was sentenced to 3 years probation and 200 hours of commu-
nity service for mail fraud. From 1992 to 1999, Hultman was an owner and
manager of Sun America in Covina. In 1999, Hultman left Sun America and
began working as the manager of Granite Home Mortgage. While at Sun
America and Granite Home Mortgage, Hultman conspired with a forger to
create false W-2s, pay stubs, tax returns, and credit reference letters, and caused
those false documents to be submitted to HUD so that otherwise unqualified
borrowers were able to obtain FHA insured home mortgages. As owner of Sun
America and manager of Granite Home Mortgage, Hultman also assisted his
loan officers in obtaining false documents for FHA insured home loans. In this
supervisory capacity, Hultman was responsible for over $3,000,000 in fraudulent
loans. This was a joint FBI/OIG investigation.

Elizabeth Estrada pled guilty in Los Angeles to one count of mail fraud.
Estrada worked as a loan officer in the Los Angeles area office of Friendly Hills
Mortgage. From February 1997 to at least February 1999, Estrada conducted a
scheme that involved the submission of false and fraudulent proofs of employment,
pay stubs, credit letters, and bank cashier’s checks to commercial lenders and
HUD. She obtained the false and fraudulent documents from a forger whom she
paid a fee ranging from $25 to $150 per forged document. She then inserted the
forged documents in FHA loan applications to create the appearance that the
borrowers were qualified for FHA loans when in fact they could not meet mini-
mum FHA income standards without the fraudulent information. Estrada submit-



ted those fraudulent loan applications to commercial lenders and to HUD so that
she would be paid a substantial commission for each transaction. HUD’s loss is
calculated at $1,300,000. This was a joint investigation by the FBI and OIG.

One individual was sentenced and two pled guilty for their part in a real estate
property flipping scheme to defraud HUD by falsifying loan documents. Mortgage
broker Bernard Allen was sentenced to 8 months imprisonment and ordered to
pay $183,169 in restitution to HUD and a $200 special assessment. Allen previ-
ously pled guilty to conspiracy, mail fraud, and false statements. He fraudulently
sold properties to strawbuyers who had no intention of residing in the properties.
He then paid individuals to place their names on titles, obtained FHA insured loans
in the names of the strawbuyers, and provided the down payment money necessary
to purchase the properties while concealing the actual source of funds as a gift.
Allen received the profits from the sale of these properties. All of the properties
went into foreclosure and were subsequently resold by HUD.

In the same case, real estate agents Ostes Hernandez and Benjamin
Hernandez pled guilty to mail fraud and aiding and abetting. From 1994 to
January 1997, Ostes and Benjamin participated in a scheme at Bankers First
Realty in South Gate that involved the submission of false and fraudulent proofs of
employment, pay stubs, credit letters, and bank cashiers’ checks in support of
FHA insured mortgages. The two caused forged documents to be placed in FHA
loan applications to create the appearance that the borrowers qualified for the
loans. They also provided the down payment money necessary to purchase the
properties while concealing the actual source of funds as a gift. All of the proper-
ties went into foreclosure and were subsequently resold by HUD. In total, Allen
and Ostes and Benjamin Hernandez originated in excess of $1,000,000 in fraudu-
lent loans. This investigation was conducted jointly by the FBI and OIG.

Erick Suarez pled guilty to one count of making a false statement. Suarez was
employed by the Southern California area office of Capital Funding Group in Los
Angeles. He participated in a scheme that involved the submission of false and
fraudulent pay stubs, W-2’s, credit letters, and bank cashiers’ checks to commer-
cial lenders and HUD. Suarez obtained the documents from a forger and subse-
quently inserted the forged documents in FHA loan applications to create the
appearance that the borrowers were qualified for the loans. In reality, the borrow-
ers could not meet minimum FHA income standards without the fraudulent
information. The total loss to HUD was more than $300,000. This investigation
was conducted by the FBI and OIG.

Following a joint investigation by the FBI and OIG, Jesus Gaxiola was sen-
tenced to 5 years probation and ordered to pay $28,000 in restitution. In March
2000, Gaxiola pled guilty to two counts of mail fraud. While he was employed by
the Southern California area offices of Magic Home Realty and RE/MAX-All
Cities, he participated in a scheme that involved the submission of false and
fraudulent pay stubs, W-2’s, credit letters, and bank cashiers’ checks to commer-
cial lenders and HUD. Gaxiola obtained and inserted forged documents in FHA
loan applications to create the appearance that borrowers were qualified when in
fact they were not. The HUD loss attributed to Gaxiola was $49,000.



District of Columbia

Isaac Powell pled guilty to one count of maintaining nuisance conditions on a
property, one count of failure to comply with an order issued by the Department of
Building and Safety, and one count of failure to file a statement of intent. The
charges stemmed from an investigation by the FBI, OIG, and Los Angeles City
Attorney’s Office into the physical condition of a property purchased from HUD by
Sounds of Young Los Angeles, a nonprofit corporation. Citizen complaints and law
enforcement concerns over graffiti and the condition of the building prompted
action by the City. Powell is president of the corporation and was held responsible
for the condition of the property. The Los Angeles Housing Fraud Initiative
conducted an investigation into the activities of Sounds of Young Los Angeles and
other nonprofit corporations associated with Powell in conjunction with the City
Attorney. Powell received 36 months probation, must make the property safe and
sanitary, and must ensure that all properties associated with Powell and Sounds of
Young Los Angeles comply with building codes and regulations.

In Los Angeles, two mortgage brokers were indicted by a Federal Grand Jury
for mail fraud, false statements, and aiding and abetting. The charges involve
approximately $12 million in loans for 46 properties on which HUD, to date, has
paid claims of $2 million. One of the individuals indicted was the president and
co-owner of Pacific Investment Capital (PIC). PIC was a mortgage brokerage
company in the business of originating conventional home mortgage loans and
Title I home improvement loans. PiC and Blade Runner Management Company, a
management company set up by Allstate Mortgage Company, are alleged to have
conspired to originate fraudulent Title I and Title II loans. The alleged scheme
entailed creating false verifications of employment, W-2s, and pay stubs, and
using information from the same strawbuyers who were involved with Allstate
Mortgage’s scheme for originating both Title I and II loans. This case was initi-
ated and conducted by the OIG with the assistance of the FBI.

A Federal Grand Jury in Los Angeles indicted the president and the vice
president of Continental Investments on 19 counts of wire fraud, false statements,
money laundering, and aiding and abetting. The indictment charges that the two
individuals, through their company, defrauded the FHA by illegally providing the
necessary down payments on behalf of unqualified borrowers. Both individuals
have been arrested. One was released on a $50,000 bond, while the other re-
mained in custody pending a $200,000 secured bond. In addition, Continental’s
business bank account was seized. Continental Investments has caused more than
$11 million in fraudulent loans to be funded. The was a joint investigation by OIG
and the FBI.

Real estate agents Jerry Austin and Larry Kraft pled guilty to conspiracy to
submit false statements to HUD. The guilty pleas were the result of an OIG investi-
gation which disclosed that from 1995 through 1999, Austin and Kraft used
cashiers’ checks and fraudulent gift letters to qualify unqualified buyers for FHA
insured mortgage loans. The two are associated with the sale of at least 183
homes with FHA insured mortgages totaling over $23 million. To date, estimated
losses to HUD are more than $350,000.
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Following a joint FBI/OIG investigation, Roderick Martens pled guilty to 1
count of mail fraud in connection with his role in a 20-defendant/60-property land
flipping scheme in Chicago. He was sentenced to 18 months incarceration, to be
served concurrently with his 15-month prison sentence for a similar property flip
conviction in the District of Minnesota. Martens was also sentenced to 36 months
supervised release and ordered to pay $785,936 in restitution. This total was
divided into $234,000 in repayments to HUD and the remaining $551,936 to various
banks and mortgage companies. Martens’ role was twofold. First, he was respon-
sible for finding buyers who would act as second buyers in the flip scheme. In the
process, Martens falsified numerous loan documents in order to ensure that these
buyers were qualified. In return for Martens’ participation in the loan application
process, he would receive a portion of the inflated loan proceeds from the subse-
quent sales. Second, he personally acted as a mortgagor and falsified his identity,
credit, and income in order to obtain an FHA insured loan, which subsequently
went into foreclosure after he made no mortgage payments. In his plea, Martens
accepted responsibility for 8 fraudulent loans totaling $1,167,000.

Janet Dockett, Charles Crawford, and Ida Reed were sentenced in federal
court in Chicago after previously pleading guilty to their roles in a scheme to
defraud conventional lenders, homeowners, and HUD. They falsified deeds for
vacant homes, some of which were HUD owned properties, and subsequently used
the properties for collateral, as rental properties, or to sell and cash out the
equity. Dockett was sentenced to 33 months incarceration and 24 months super-
vised release, and was ordered to pay $392,305 in restitution. Crawford was
sentenced to 44 months incarceration and 36 months probation, and was ordered
to pay $389,262 in restitution. Reed received 6 months incarceration and 24
months probation, and was ordered to pay $68,422 in restitution. A fourth co-
conspirator was sentenced during the last semiannual reporting period for his part
in this scheme. This was a joint investigation by the FBI, OIG, and Postal Inspec-
tion Service.

Four individuals were indicted on five counts of mail fraud and five counts of
wire fraud. The indictment also contained a forfeiture allegation by which one of
those indicted would ultimately forfeit interest in any personal property that may
have been obtained from proceeds derived from the scheme. The indictment
alleged that the four participated in a scheme to obtain short-term rehabilitation
balloon mortgages for properties in disrepair on Chicago’s south side and refi-
nance them with mortgages obtained through the Section 203(k) Rehabilitation
Home Mortgage Insurance Program. The indictment further alleged that the
203(k) mortgages had inflated appraisals and contained false information relative
to the identity, income, employment, and rental income of the buyers. Following
closings on the properties, false certifications were provided to obtain escrow
checks for work that was never completed. HUD’s total exposure on the loans, all
of which went into foreclosure, was approximately $386,000. This was an OIG/FBI
investigation.

In Chicago, mortgagor Eric Duncan pled guilty to one count of bank fraud.
Duncan made false statements involving names, Social Security numbers, and
employment information to federally insured banks in order to obtain FHA insured
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mortgages. In the same case, two individuals were indicted on one count of
submitting false statements to HUD, one count of mail fraud, five counts of bank
fraud, one count of possession of counterfeit security, and one count of intent to
defraud through the use of counterfeit devices. The two allegedly operated a
counterfeit check and credit card plant in order to fraudulently obtain new identi-
ties for the purpose of defrauding banks, private mortgage lenders, and credit
card companies. They also allegedly obtained a $128,000 FHA insured loan by
fraudulent means. This indictment has a stipulation for forfeiture relative to the
property used for the manufacturing of these fraudulent items and $75,000 from
proceeds of the counterfeit plant. This was a joint investigation by OIG and the
Secret Service.

Eleven recipients of the DuPage County Housing Authority’s Section 8
Program were indicted on charges of felony theft and state benefits fraud. In-
cluded in the 11 were a landlord who collected Section 8 benefits on behalf of a
deceased resident, a resident who failed to report her income from her job as a
manager of a multifamily project, a resident who obtained an FHA insured mort-
gage, and a resident who simultaneously resided in and rented a market rate unit
in another city. Two of the 11 individuals pled guilty and were sentenced. Ellen
Turnage, also known as Ellen Mayberry, was sentenced to 3 years probation and
ordered to pay $26,000 in restitution to the Housing Authority. Jennifer Preyer
was sentenced to 2 years probation and 100 hours of community service, and was
ordered to pay $5,000 in restitution to the Authority. The loss to HUD in this case
is in excess of $120,000. This was a joint investigation by OIG and the DuPage
County State Attorney’s Office.

Brett O’Neil, the former finance director for the Winnebago County Hous-
ing Authority, pled guilty to one count of official misconduct following his earlier
indictment on charges of embezzlement from the Authority. He was ordered to
pay $14,540 in restitution and was sentenced to 3-1/2 years incarceration, to run
concurrently with his sentence for a probation violation. O’Neil previously had his
probation revoked as a result of his original criminal indictment for embezzle-
ment. This investigation was conducted by OIG and the Illinois State Police.

Following her guilty plea to mail fraud and making false statements on loan
applications, June Stark was sentenced in Chicago to 24 months supervised
release and ordered to pay $2,000 in restitution. Stark had been indicted along
with three others for participating in a loan origination fraud scheme and causing
the creation and submission to lending institutions of false documents purporting to
establish the eligibility of prospective buyers of properties with FHA insured
mortgages. These documents included false gift letters and false existence of
earnest money on deposit. This was a joint FBI/OIG investigation.

In one of the first equity skimming cases prosecuted in Maryland, Monte
Greenbaum, a former multifamily property manager who managed seven HUD
subsidized low-income housing complexes through his company, Maryland Prop-
erty Associates Inc. in Baltimore, was sentenced to 18 months incarceration and
2 years probation, and ordered to pay $900,000 in restitution. Greenbaum previ-
ously pled guilty to conspiracy for his role in skimming money from the projects



that he managed. He began diverting money in 1993, eventually skimming more
than $1.2 million from project accounts by the time losses were discovered in
1997. At that point, the properties had deteriorated because there was not enough
money for repairs. One of the projects has since been taken over by HUD. Besides
creating false documents, forging signatures on documents, and making false
entries, Greenbaum created false businesses, opened bank accounts for nonexist-
ent companies, and had project funds transferred to these accounts for fraudulent
repairs. The money skimmed came from project accounts set up for security
deposits, repairs, and renovations. Greenbaum used the money for alimony
payments and for work on his home. In addition, some of the money went into an
investment account and was used for personal business dealings. This was a joint
investigation by OIG and the FBI.

Marcia McNeil, a property speculator in Baltimore, was convicted of 4
counts of wire fraud and 1 count of mail fraud for her role in a property flipping
scheme that cost lenders approximately $1.5 million. Carl Schulz pled guilty to 2
counts of a 21-count wire fraud indictment in the same case. McNeil and Schulz
purchased inexpensive houses for the purpose of fraudulently reselling them,
sometimes after making cosmetic improvements. They recruited investors to buy
packages of houses at much higher prices, promising to sell the properties with
little or no down payment and also paying the buyers’ settlement expenses. In
addition to generating false documentation for potential homebuyers, McNeil and
Schulz also obtained appraisals of the properties for amounts much higher than
the prices they paid. The two were responsible for flipping approximately 120
properties. This investigation was conducted by OIG and the FBI.

Property speculator Andrew Michael Bogdan pled guilty to one count of
conspiracy to commit mail fraud and wire fraud and making false statements for
his role in illegally flipping 68 properties in Baltimore. Beginning in 1995,
Bogdan entered into an agreement with others to obtain FHA insured loans by
submitting false and fraudulent documentation as part of the loan applications.
Initially, Bogdan’s falsification usually took the form of false gift letters or false
employment verifications to enhance the apparent creditworthiness of the buyers,
or false termite inspection reports and false certifications that the properties were
to be owner occupied. In addition, inflated appraisal reports enabled Bogdan to
flip properties he owned to new buyers for prices in excess of the properties’
value. Typically, Bogdan would buy a house for one price, make a few cosmetic
repairs, and sell it at a considerably higher price to a first-time buyer, one who
was usually not creditworthy. In order for the buyer to obtain a loan, Bogdan and
others would make false statements on the loan application. Loss to the govern-
ment in this case is approximately $1.6 million. This was a joint investigation by
OIG and the FBI.

In Greenbelt, Jean Almond Jean-Pierre and Norma Diaz pled guilty to,
and Francois Pierre was sentenced for, conspiracy, mail fraud, wire fraud, and
money laundering for their role in using HUD real estate owned (REO) properties
in order to defraud mortgage lenders. Francois Pierre was sentenced to 6 months
incarceration and 3 years probation. A joint investigation by OIG and the FBI
disclosed that the three individuals purchased nine REO properties and then
falsified documents relating to the purchases, including the deeds and appraisals.



Jean-Pierre would purchase a REO property using a bogus name and then falsify
the deed by significantly increasing the value of the property. He would then fill
out a loan application to refinance the property, falsifying the application by
declaring that there was an existing mortgage on the property, with Norma Diaz
as the mortgagee. The pay-off funds for the loan were wire transferred to an
account owned jointly by Jean-Pierre and Diaz. The total amount of fraudulently
refinanced loans was $700,000. Proceeds from several of the fraudulent loans
were used to purchase five of the nine REO properties.

G. Samson Ugorji, a real estate appraiser accused of providing more than
300 inflated appraisals for property flips in Baltimore, was sentenced to 33
months incarceration to be followed by 250 hours of community service. Ugorji
was found guilty in October 2000 of seven counts of wire fraud and mail fraud for
conducting appraisals on houses bought and resold at much higher prices by
speculator Robert Beeman. Ugorji was responsible for as much as $800,000 in
losses to lenders. Beeman usually paid between $10,000 and $20,000 for houses
and sold them in the $80,000 range. The buyers were low-income individuals with
flawed credit who were told they could own a home for a $500 down payment and
monthly mortgage payments of roughly $400. Beeman, along with co-conspirators
Robert Ness, a settlement attorney, and Michael Fishman and Scott Shinskie,
majority owner/president and minority owner, respectively, of Macallan Funding
Company, were also sentenced as a result of this investigation. These sentences
included 36 months incarceration and 3 years probation for Beeman, 12 months
home detention and 3 years probation for Ness, 30 months incarceration and 3
years probation for Fishman, and 18 months incarceration and 2 years probation
for Shinskie. This was a joint investigation by the OIG, FBI, IRS, and the Postal
Inspection Service.

Following an investigation by OIG and the FBI, a property flipper in Greenbelt
pled guilty to one count of making false statements in connection with FHA insured
loans. From March 1998 through November 1999, the individual purchased and
resold at least 14 properties to persons who obtained FHA insured loans with the
individual’s assistance. The property flipper purchased properties to which he
made minor improvements and then resold the properties within a short time to
third parties at a profit. He assisted the third-party buyers in purchasing the
homes by creating false documents to support the loans. Specifically, the property
flipper, sometimes with the assistance of others, created false loan documentation
including verifications of employment, W-2s, and pay stubs, which were then
submitted to mortgage lenders in support of the loans. In addition, the property
flipper created false gift letters purporting a sum of money designated as a gift to
the buyer from a relative of the buyer’s, when in fact the money was supplied by
the property flipper. Loss to the government is approximately $250,000.

Michael D. Clarke, a HUD approved property inspector in Baltimore, was
sentenced to 4 months home confinement and 5 years probation. In January 2000,
Clarke pled guilty to conspiracy to defraud the United States. From March 1995
through March 1997, Clarke conspired with Jerry Miller, Weddina Miller, and
Warren Rollman to divert $135,836 from HUD’s Section 203(k) Rehabilitation
Home Mortgage Insurance Program. The 203(k) funds were obtained through the
use of false and fraudulent inspection reports, which verified the completion of



rehabilitation work that had never been performed. The court ordered Clarke to
pay $119,000 in restitution to HUD. Jerry and Weddina Miller are former loan
originators with Atlantic First Mortgage Corporation. This was an OIG investiga-
tion.

John Katsafanas was sentenced to 1 year and 1 day incarceration and 2 years
supervised probation, and was ordered to pay $110,864 in restitution for his role in
failing to file tax returns from 1995 through 1997. This investigation, conducted by
0OIG and the IRS Criminal Investigation Division, was initiated as the direct result
of two previous investigations involving the HUD Section 203(k) Rehabilitation
Home Mortgage Insurance Program during which several people were indicted.
Katsafanas was a former loan officer at First Preference Mortgage Company; he
was involved in obtaining approval for a large volume of HUD insured 203(k) loans
in and around Baltimore City. He was also host of a local radio show on mort-
gage financing heard throughout the Baltimore area.

In Greenbelt, a federal grand jury returned a 15-count indictment charging
the owner of 15 rental properties in the District of Columbia and Maryland with
obstruction of justice and submitting false documents to HUD in order to conceal
his alleged failure to notify tenants of the presence and hazards associated with
lead based paint. This indictment is the first criminal prosecution in the nation
relating to lead hazard warnings required under the Lead Hazard Reduction Act
of 1992. After the owner failed to produce records demonstrating that he was in
compliance with the tenant notification requirement, he sought to obstruct HUD’s
investigation and conceal his failure to properly notify tenants of the presence of
any lead based paint hazards by giving HUD lead paint disclosure forms that were
false and misleading. He allegedly directed resident building managers to have
tenants sign and backdate the lead disclosure forms, and also backdated his own
signature as well as tenants’ signatures representing that all available lead based
paint information had been provided. The owner presented lead hazard notifica-
tion forms to HUD purporting that he had notified tenants that he had no specific
information regarding certain apartments, when in fact he had been issued
housing deficiency notices. This investigation was conducted by the OIG, EPA
Criminal Investigation Division, and the FBI.

Stacey Sims, a former Prince George’s County Police Officer, pled guilty to
one count of making a false statement to HUD in connection with his participation
in the Officer Next Door Program (ONDP). This program encourages law en-
forcement officers to live in economically distressed communities. In January
1999, Sims purchased a Forrestville property for 50 percent of its value. How-
ever, Sims leased the property to a third party approximately 8 months after the
purchase. In December 1999, Sims returned a letter to HUD falsely certifying that
he resided in the property when in fact he did not. This was an OIG investigation.

Janis S. Goss and Amanda F. Rainville pled guilty to committing theft against
the Baltimore County Housing Authority. Goss and her daughter, Rainville,
falsified their personal declarations and recertifications by failing to report
changes in their household composition and income. Goss was sentenced to 4
years in prison, suspended, and 5 years probation, and was ordered to pay
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$19,000 in restitution to the Authority. Rainville was placed on 3 years probation
and ordered to pay $2,700 in restitution. This was an OIG investigation.

In Brooklyn, Carlos Sanchez, a licensed mortgage broker in the State of
New York, was sentenced to 46 months incarceration and 5 years probation. A
money judgment for $700,000 was ordered as forfeiture and $4,234,655 was
ordered as restitution, with the first $500,000 due in 60 days and the remaining
amount due over the span of 6 years. Sanchez is jointly and severally liable for this
amount. Sanchez must also voluntarily surrender to U.S. Marshals on April 27,
2001. The sentencing follows Sanchez’s conviction on all 13 counts of a September
2000 indictment. The counts included conspiracy, bank fraud, and false statements
to HUD.

Sanchez is responsible for the origination of at least 87 fraudulently flipped
properties that were insured by the FHA in 1995 and 1996. Of the mortgages on
those properties, only one is current and only three had their insurance termi-
nated. To date, 3 loans are in default, 22 are in foreclosure, and 58 have already
had claims paid by HUD totaling over $10.72 million. Of the 58 properties con-
veyed to HUD after claims were paid, HUD has resold 42 properties for a net loss
of $4,383,844. Based on these numbers, the 0I1G Housing Fraud Initiative staff
projects an estimated net loss on all properties, excluding active and terminated
loans, of over $8,536,424.

The 01G, U.S. Attorney’s Office, Eastern District of New York, and the
Manhattan District Attorney’s Office conducted a lengthy investigation of fraud
associated with HUD’s Section 203(k) Rehabilitation Home Mortgage Insurance
Program that involved lenders, attorneys, appraisers, loan officers, and numerous
nonprofit organizations, primarily on Long Island. Several indictments, convic-
tions, and sentencings have resulted from the investigation, including the follow-
ing.

Robert Dosch, owner of Steuben Hill Realty and an employee of the CLA, Inc.
real estate appraisal company, pled guilty to false statement charges. A warrant of
arrest for $199,000 was subsequently issued against Dosch, who agreed to forfeit
the $199,000.

Francis Boccagna, a real estate investor, pled guilty in U.S. District Court,
Eastern District of New York, to mortgage fraud, and in Supreme Court of the
State of New York to falsifying business records in the first degree. Boccagna will
also criminally forfeit $150,000, which was derived from proceeds traceable to
loan and credit application fraud.

A Federal Aviation Administration air traffic controller surrendered to the
Manhattan District Attorney’s Office and was charged with six counts of falsifying
business records in the first degree. The air traffic controller acted as signatory
for a nonprofit company on numerous fraudulent Section 203(k) loans and re-
ceived payments for his actions. The controller agreed to forfeit $27,000.

A loan officer of Mortgage Lending of America surrendered to the Manhat-
tan District Attorney’s Office and was charged with 20 counts of falsifying busi-
ness records in the first degree and 3 counts of bribery.

Gary Gluskin, a former employee of the law firm of Bank, Tanen, and Bank,
pled guilty in Supreme Court of the State of New York to falsifying business
records in the first degree. Two days later, Gluskin pled guilty in U.S. District
Court to mortgage fraud. While employed at Bank, Tanen, and Bank, Gluskin



represented several nonprofit organizations, including but not limited to Helpline
Soul Rescue Ministry, Family Preservation Center, and St. Stephen’s Baptist
Church, on numerous loan closings. Specifically, Gluskin represented the
nonprofits in the purchase of real estate with Section 203(k) loans. On each of
these transactions, the loans were provided by Mortgage Lending of America. As
the legal representative of these nonprofits, Gluskin participated in the loan
closings and assisted in the preparation of documents contained in the closing
files, which were subsequently filed with HUD. Gluskin knew that the closing
documents contained fraudulent representations and that the nonprofits he repre-
sented were only able to qualify for the loans because of these false documents.

Eight individuals surrendered to the OIG and/or the Manhattan District
Attorney’s Office. The individuals included a residential real estate investor, who
buys and sells properties using various real estate companies incorporated by his
attorney. Using his companies, this investor sold numerous properties to a not-for-
profit, Advance Local Development Corporation, under the Section 203(k) Pro-
gram. The properties were sold a short time after they were purchased, at
artificially inflated sales prices justified by fraudulent appraisals. In addition to
this, the investor paid a kickback to the loan officer of the mortgage company. The
investor was charged with two counts of commercial bribery in the first degree.
The other seven individuals were charged with several counts of falsifying busi-
ness records in the first degree and submitting false statements to HUD.

James Corbett, president of a not-for-profit, Homes For Families, pled guilty
to mortgage fraud and falsifying business records in the first degree. Corbett will
forfeit $100,000, which was derived from proceeds traceable to loan and credit
application fraud. The next day, an officer of Homes for Families surrendered to
the Manhattan District Attorney’s Office and was charged with falsifying business
records in the first degree.

Phil Lowe, owner of Southdown LLC, a real estate corporation, pled guilty in
Supreme Court of the State of New York to falsifying business records in the first
degree, and in U.S. District Court, Eastern District of New York, to mortgage
fraud. In addition, Lowe will forfeit $50,000 which was derived from proceeds
traceable to loan and credit application fraud. Both state and federal judges will
sentence Lowe at a later date; the sentences will run concurrently.

The owner of Steuben Hill Management, a realty company, surrendered to
the Manhattan District Attorney’s Office. The owner was charged with three
counts of falsifying business records in the first degree.

An officer of the Family Preservation Center, a nonprofit organization, pled
guilty in both U.S. District Court, Eastern District of New York, and Supreme
Court of the State of New York to mortgage fraud and falsifying business records.
In addition, the officer will criminally forfeit $143,000, which was derived from
proceeds traceable to loan and credit application fraud.

In Brooklyn, two rabbis, Jacob Bronner and Efroim Stein, pled guilty to one
count of conspiracy to defraud the United States. Bronner and Stein controlled the
nonprofit entity, Project Social Care, a charity organization that was supposed to
use a HUD Special Purpose Grant in the amount of $2.5 million for support and
counseling tailored to meet the needs of elderly Holocaust survivors. Instead,
Bronner and Stein conspired to use hundreds of thousands of dollars of the Project
Social Care grant funds for their personal financial benefit and the benefit of
others who were not the intended beneficiaries of the grant. Sentencing for both



Bronner and Stein is scheduled for June 2001. In a signed plea agreement,
Bronner and Stein agreed to spend a maximum of 33 months in prison and pay
restitution totaling $325,000, $100,000 of which has already been paid to the
Department.

Following a joint investigation by the FBI, OIG, and IRS, several people were
sentenced for defrauding the Town of Huntington Housing Authority. David
McKay, former chairman of the Authority, was sentenced to 37 months in prison
and 3 years supervised release, and was ordered to pay $251,000 in restitution,
$206,000 of which is to be paid to HUD. McKay previously pled guilty to multiple
counts of conspiracy to defraud HUD, extortion, and income tax evasion. McKay,
using his position of public trust as chairman of the Authority, caused the theft of
$206,000 in HUD funds through multiple schemes over a 10-year period. In one
scheme, McKay hid his ownership interest in a house and used nominee landlords
to collect rent on behalf of a Section 8 tenant who did not reside there. In addition,
he fraudulently obtained $170,000 in Section 8 assistance for friends, the Watkins
and the Mizells, who did not qualify. McKay also used his position as a union shop
steward and safety officer for Laborers Union Local 66 to threaten violence and
labor shutdowns in order to extort thousands of dollars from construction compa-
nies that were forced to pay McKay for no-show jobs. The construction companies
performed renovations to industrial chimneys and smokestacks on Long Island.
McKay allegedly derived his power from his association with the Luchese orga-
nized crime family. McKay’s plea to income tax evasion stemmed from his failing
to report the embezzled HUD funds and extortion payments to the IRS.

Zachary Watkins and Jessie Scott Watkins were sentenced on charges of
defrauding $67,500 from the Authority. Zachary Watkins was sentenced to 6
months house arrest, 3 years probation, and 300 hours of community service.
Jessie Scott Watkins was sentenced to 2 years probation. They were both ordered
to pay a total of $67,500 in restitution. With the assistance of McKay, Jessie Scott
Watkins applied for rental assistance benefits at a residence she jointly owned
with Zachary Watkins. They did not disclose the wife’s ownership and actual
annual income, causing benefits to be paid to the husband as landlord on the
wife’s behalf.

Joseph and Katherine Mizell were sentenced for defrauding HUD of $109,000.
Joseph Mizell was sentenced to 6 months house arrest, 3 years probation, and 300
hours of community service. Katherine Mizell was sentenced to 1 year probation.
They were also ordered to pay a total of $109,000 in restitution to HUD. Again
with the assistance of McKay, the Mizells fraudulently applied for and received
rental assistance over a 10-year period. They did not disclose their actual income
and family composition at the time of their initial application and annually thereaf-
ter.

In October 1999 in New York City, Benjamin Berger, Jacob Elbaum, David
Goldstein, and Kalmen Stern were sentenced to 30, 57, 70, and 78 months incar-
ceration, respectively. They were required to pay over $11 million in restitution for
their conviction on charges of conspiring to defraud the Departments of HUD and
Education, the Small Business Administration, the Social Security Administra-
tion, and the Internal Revenue Service. The investigation leading to the conviction
spanned over 6 years and required months of trial preparation. The trial lasted 9
weeks. More than 10 Special Agents from 7 different agencies were assigned to
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the investigation. During the trial, the government produced over 10,000 exhibits
and directly examined over 30 witnesses.

On January 20, former President Clinton commuted the sentences of all 4
individuals to 30 months incarceration. All 4 defendants have already spent at
least 12 months in prison.

A former loan officer from Community Home Mortgage Bank (CHM) in
Melville, Long Island, was arrested and arraigned for submitting false state-
ments to HUD. The arrest stems from an investigation of the mortgage company,
its corporate officers, employees, and appraisers, and two not-for-profit organiza-
tions. The investigation revealed that the former loan officer allegedly arranged
for the staging of down payment money to be deposited into the bank accounts of a
not-for-profit organization by a third party in order to make it appear that the not-
for-profit was making the down payments with its own funds. In addition, other
CHM employees allegedly committed fraud by staging asset money on behalf of the
second not-for-profit. All of the Section 203(k) Rehabilitation Home Mortgage
Insurance Program loans have gone into default or foreclosure since their origina-
tion by CHM. The FBI and the VA and HUD OIGs conducted this investigation.

Wallace Chambers, an individual doing business as Equity Mortgage Associa-
tion, was charged with and pled guilty to one count of mail fraud. Mary Anyango
Omolo, an individual doing business as MBC Financial Group, was charged with
and pled guilty to one count of mail fraud. These actions are the result of a joint
investigation by OIG and the FBI which disclosed that both Chambers and Omolo
purchased monthly lists for properties in the Dallas/Fort Worth area to identify
homeowners facing foreclos