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|. Introduction.

In 2007, the Texas Legislature directed the OfbiEehe Attorney General (the
OAQG) to establish the state’s Residential Mortgarpud Task Force (the “Task Force”).
Tex. Gov'T CoDE 8§ 402.032(a),(b). The Task Force’s purpose ifoster strategic,
muti-jurisdictional partnerships that will improwsate, federal, and local authorities’
ability to investigate and prosecute mortgage fratatewide. ®EX. Gov'T CODE §
402.032(b). The Task Force consists of the folhmnofficials, or their designees:

* The Attorney General;

» The Consumer Credit Commissioner;

* The Banking Commissioner;

* The Credit Union Commissioner;

» The Commissioner of Insurance;

* The Savings and Mortgage Lending Commissioner;

* The presiding officer of the Texas Real Estate Cossion; and

» The presiding officer of the Texas Appraiser Liagagsand Certification Board.

TeEX. Gov' T CoDE § 402.032(c).

A. The Residential Mortgage Fraud Task Force.

Since its creation in 2007, the Task Force metra¢tienes. An important benefit
of these meetings was the development of a muéiin@g communications network. This
network has been -- and will continue to be -- hdlfp law enforcement agencies across
the state for several reasons.

First, the Task Force attendees were afforded pipertunity to learn about other
agencies, services various agencies offer to coaesgjrand resources that are available to
help track, investigate, prosecute, and — ultinyateteduce mortgage fraud in Texas.
Also, this network was not limited just to Texasitet agencies; other entities with
jurisdiction over mortgage fraud — such as the Fddgureau of Investigation (FBI), the
Dallas County District Attorney’s Office, the Texd3epartment of Housing and
Community Affairs and the Department of Housing &iban Development’s Office of
the Inspector General — were invited to particifzate interact with the Task Force.

The benefits of a law enforcement network becapparent almost immediately.
For example, Special Agent Chris Day, a Dallas-t0&®i agent, previously spearheaded
the creation of what has been called the North §éartgage Fraud Working Group
(North Texas Group). The North Texas Group is aformal collection of law
enforcement agencies with jurisdiction over resid¢mortgage fraud that is hosted by
the FBI's Dallas office. Members of the Task Fohaere attended these meetings and



formed solid working relationships with authoritiisroughout North Texas. These
relationships have already resulted in the joiatesand federal prosecution of at least one
residential mortgage fraud scheme.

Second, the Task Force allowed the member-agentesliscuss shared
challenges. The greatest challenge, obviouskgnding. But there are others.

One of the challenges is the need for an establisbgidential mortgage fraud
training curriculum. In Texas, criminal mortgagaud investigations and prosecutions
are largely handled by local police departments @nosecuted by local District
Attorneys. However, the general consensus amoegTésk Force was that law
enforcement officials at every level of governmesuiuld benefit from mortgage fraud-
specific training.

Finally, the Task Force discussed ways to expaedstiope of their collective
inquiries to encompass areas that involve lesstivadl environments for mortgage-
related fraud. These discussions led the TaskeFmrconsider expanding the scope of
its network to include other, non-Task Force-memhbgencies (such as the Texas
Department of Housing and Community Affairs), andconsider other, less-traditional
environments where different less recognized peatiarts of mortgage fraud may occur.

B. The Extent and | mpact of M ortgage Fraud.

Mortgage fraud continues to be a problem througlaokrican communities.
According to the FBI, mortgage fraud is one of fltest-growing white collar crimes in
the United Stateb.

To develop this report, the Task Force relied Hgan information developed by
the Financial Crimes Enforcement Network (the Nek)o This Network reports that the
volume of Suspicious Activity Reports (SAR#)at describe suspected mortgage loan
fraud increased 44 percent over the previous péoiothe 12 months ending June 30,
2008. By comparison, all other SARs increased by 8mercent. During this period,
mortgage loan fraud was the third most reporteiigctn SARS’. This disturbing trend
is illustrated further in the chart below, whictsdgbes the number of SARs reporting
mortgage loan fraud in 12 month-intervals from Jul002 to June 30, 2008.

! MORTGAGE FRAUD OPERATION "QUICK FLIP". FBI National Press Office. Press Release. 14
December 2005ttp://www.fbi.gov/pressrel/pressrel05/quickflip 4056 . htm

2 The purpose of SARs is to allow financial insiitas that are subject to the regulations of thekBan
Secrecy Act (the “BSA”) to report known or suspelctiolations of law or suspicious activity to the
appropriate authorities. SAR narratives considted text summaries of suspicious activity.

3 "Filing Trends in Mortgage Loan Fraud: A reviewSiispicious Activity Reports Filed July 1, 2007
through June 30, 2008." Financial Crimes Enforcetrtwork




Yearly Filing Trend for Mortgage Loan Fraud SARs
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Source: "Filing Trends in Mortgage Loan Fraud: A review of Suspicious Activity Reports
Filed July 1, 2007 through June 30, 2008." Financial Crimes Enforcement Network.
Page 7.

The Network reviewed over 1,700 SARs to reachatsctusions about the
increased levels of mortgage fraud, as well astadail trends and patterns. These SARs
were reviewed to determine the types of actividied participants that were reported in
the narratives in an attempt to derive additiondrimation about the perpetrators of
mortgage fraud. The table below categorizes sus@ddudulent activities identified in
the narratives.

ACTIVITIES REPORTED IN SAMPLED SAR NARRATIVES

% of Sampled
Activity Mo, of SARSs SARs

Misrepresentation of income/assets/debts 781 43.02%
Forgedffraudulent documents 458 28.04%
Cecupancy fraud 285 14.41%
Appraisal fraud 232 13.11%
1D fraud 180 10.18%
Straw buyers 100 £.65%
10 theft 81 3.45%
Flipping 48 271%

Source: "Filing Trends in Mortgage Loan Fraud: A review of Suspicious Activity Reports
Filed July 1, 2007 through June 30, 2008." Financial Crimes Enforcement Network.
Page 7. http://www.fincen.gov/news_roonvnr/pdf/20090225a. pdf




Below is a chart that illustrates SARs-reportedidident activity by the alleged
participant/perpetrator.

REPORTED FRAUDULENT ACTIVITY BY PARTICIPANT

Misrepresentation Forged’
of income/’ fraudulent | Occupancy | Appraisal | Straw (1]
Participant assels/debls documents Fraud Fraud buyers | Fraud | 1D TheRt | Flipping
Appraiser 47 16 42 215 251 1iless 3 48
(6. 18%:) (3.23%) (16.47%) (9287%)| (25%) than| @#.92%)  (100%)
1%)
Borrower 653 412 178 a1 ekt 1 25 28
(BT .12%) (83.06%) (70, 209%) (30,22%) (E9%) (B5%) [ (40.98%) (58.33%)
Builder 1 1{less than 1 4 0 0 0 2
fless than 1%) 1%) fless than (1.72%) (4.17%)
198)
Correspondent 15 = 3 = 2 3 0 1
Lender (1.879%) (less than (1.18%) (1.72%) (23| (1.677%) (2.08%)
1%)
Insder (loan 3 " 4 g 31 1 (less 1 1
officen (less than 19%) (2.229%) (1.579%) (2.59%) (39%) than (1.64%) (2.08%)
1)
Investor 47 5 4| 22 " 1 (less a 7
(6. 18%%) (1.00%) (20%:) (9.48%) (1% than (14.58%)
1)
Mortgage 488 338 158 13 66 72 39 33
Broker (54.13%) (55.15%) (51.96%) (48.71%)| (B6%)| (40%) [ (63.93%)| (68.75%)
Realtor 9| 4 (lessthan 4 G 4 (4%) 0 3 3
(1.18%) 19) (1.57%) (2.50%) 4.92%)| (8.25%)
Saller 12 8 20 26 21 0 a 14
(1.58%) (1.61%) (7.64%) M.21%)|  @21%) (28.17%)
Settlement 12 8 4 5] 41 1 (less 1 2
Senvices (1.58%) (1.81%) (1.57%) (2.59%) (495) than| (1.684%)| (4.17%)
(includes 19%)
attorneys and
notaries)

Source: "Mortgage Loan Fraud: An update on Trends based Upon an Analysis of

Suspicious Activity Reports..” Financial Crimes Enforcement Network. Page 11.

http://www.fincen.gov/news roomvr p/files’/Mortgagel oanFraudSARAssessment.pdf

SARs were reviewed because, in many instances, $aRshelped law
enforcement initiate or supplement investigatiorte money laundering or terrorist

financing activities. Information provided in SABms also presents the Department of

the Treasury’s Financial Crimes Enforcement Netw®ikCEN) with a method of
identifying emerging trends and patterns assocmidfinancial crimes. This
information further helps law enforcement deteat prevent the flow of illicit funds

through our financial systefn. Further, the information about trends and pastés vital
to the allocation of law enforcement resourcesaldd provides valuable feedback to
financial institutions. The fact that mortgageullas becoming increasingly reported in
SARs is a strong indication that mortgage frauseisoming increasingly prevalent, is
more of a concern for mortgage lenders and desgonfimore attention from policy
makers and law enforcement agencies.

* Guidance on Preparing A Complete & Sufficient Scispis Activity Report Narrative.
http://www.fincen.gov/statutes_regs/files/sarnamptetquidfinal_112003.pdf




II. Updateson Progressfrom Each Task Force Member

A. The Office of the Attorney General.

The Office of the Attorney General has been invdliremultiple efforts to
combat mortgage fraud in Texas. With respect ézifig cases, as of May 29, 2009, the
OAG has received 368 inquires regarding mortgagedfiiCitizens’ inquiries accounted
for 216 of these inquiries. State agencies ancelafercement accounted for most of the
remaining complaints. No further investigation wvi@gded on 129 of these inquiries,
because after reviewing the case, the inquiry veasned to be something other than a
criminal mortgage fraud matter. Because the OAfRdariginal criminal jurisdiction to
prosecute mortgage fraud, complaints received 8YDAG are many times referred to
local District Attorneys. To date, the OAG haswarded 89 complaints to 14 local
prosecutors.

Mortgage fraud is at least partly responsible igr increase in foreclosures that
Texas has experienced in recent months. The OAGd&ean actively pursuing every
option available under Texas law to help curtaietbosures across and deter those who
might take advantage of hard-working Texans.

On the national front, OAG has been actively inedlwith the State Foreclosure
Prevention Working Group since its inception. Tibge with other state Attorneys
General and banking regulators, the OAG has wot@courage the 20 largest
servicers to make a systematic, across-the-boauchieation of sub-prime and “Alt-A”
loans in their portfolio, contact borrowers who niyin imminent risk of default, and
modify loans to make them affordable in the lomgite The OAG has worked to obtain
data from these servicers to measure the succéssuoe of their efforts.

On the state level, the OAG has emphasized consedueation and assistance.
For example, the OAG’s website publication, "AvaigiHome-Buying Pitfalls and
Scams," provides Texans with specific guidelinesualbthe home-buying process and
helps them identify "foreclosure rescue" scamsjtggtripping schemes, and other
pitfalls to avoid. Likewise, "Coping with Rising Mgage Payments" counsels
homeowners having trouble as mortgage payments'kRgghting Mortgage-Related
Scams" warns about the of dangers that may liea@miortgage process. The OAG has
also given consumers direct access to live assistdmough its "1-800" hotline number.

The OAG has also actively used the civil and crahgourts to protect Texans
from unlawful foreclosures and other mortgage-eslagcams. The OAG has brought
legal actions to address predatory and deceptnairig, mortgage fraud, and a host of
“foreclosure rescue” scams, as well as obtaininginal indictments against a mortgage
fraud ring. A few examples are set forth below.



1. Civil SuitslInvolving Alleged Fraud.
State v. Abell Mediation

Abell Mediation, Inc., an Arizona-based businesddW), sent out cards to
homeowners who were facing foreclosure proceedingsell represented to these
consumers that its organization could stop thecfosaire process for a $900 - $1,200 fee.
Abell further stated on its website that if Abetlutd not come up with a plan to prevent
foreclosure, Abell would provide a partial refunidtioe homeowners’ money. The plans
Abell developed were, for the most part, nothingtdrethan the consumer could have
achieved on his/her own by simply calling the magg company. In addition, some of
the plans were worse than plans already reachdégelbdyomeowners acting on their own.

The OAG filed suit against Abell on December 13020 An Agreed Temporary
Injunction was entered on January 28, 2008. Th&Qken took a judgment against
Abell which prohibits all defendants from engaginghis type of conduct in Texas, and
provides for $750,000 in restitution, $500,000 iivilcpenalties, and $250,000 in
attorneys’ fees.

State v. James King, et al

James Lanier King, Edward Charles Gray and nineraflefendants orchestrated
a complex residential real estate scheme by usingedl and backdated signatures on
fraudulent deeds and trusts. King targeted progermdiwned by the recently deceased,
filed a “labor contract with trust deed” on the idesice, and falsely claimed that his
company, K&W Industries, was performing foundati@pair, mold treatment or other
repair work for the homeowner. To complete the saheand obtain fraudulent titles,
King would forge and backdate the owners’ signatuby several years, thereby
indicating that the homeowners had executed thdsdeeor to their deaths. Through the
falsified deeds, King established a claim to theneowner’s property when the bill for
the non-existent repair work went unpaid. Withineke after filing the bogus deed with
the Harris County Clerk’s Office, King would convagd sell the property to his cohorts
or to unsuspecting third parties.

The defendants also conducted an unlawful mortgageclosure scheme that
stripped the equity out of fraudulently obtainednss. Gray offered to help homeowners
prevent foreclosure, convincing homeowners to pay $350 a month and temporarily
transfer title to him. In exchange, Gray promiseddturn the home to them after their
payments totaled $1,500. Gray persuaded the undirgpehomeowners to execute a
deed of trust, which granted a lien to Gray’s compavith another defendant’s business
serving as trustee. Gray had the victim sign a avayrdeed after falsely promising them
that signing the deed would transfer the home badkem. The warranty deed actually
transferred the home to another defendant, Erikdrar@ampbell, who used the home’s
equity to pay off the property.



The OAG filed suit in May, 2008, and obtained a TR@d a temporary
injunction, ordering Defendants to cease theigdleactivities. The case is still pending.

State v. Southern Residential LLC

Southern Residential is a Houston company (SoutResidential). Homeowners
were told to send one month’s mortgage paymentnayletr mail to Southern Residential,
and in exchange Southern Residential guaranteey toheld prevent foreclosure.
Homeowners were told not to speak with the mortdegder and were not kept informed
by Southern Residential what progress (if any) Beut Residential made on their
behalf. Many homeowners who sent money to SoutResidential lost their homes to
foreclosure or had to sell their home or file bargtcy.

The OAG obtained a temporary restraining order andontested temporary
injunction. The OAG ultimately settled the case wia Agreed Final Judgment and
Permanent Injunction that prohibits all defenddrdsn engaging in this type of conduct
in Texas and required them to wind down the filegently open with Texas consumers
within 60 days. The judgment also provides for580,000 in restitution to injured
consumers; $250,000 in civil penalties; and $250j@Gosts and attorney fees.

2. Criminal ActionsInvolving Alleged Fraud

As with many criminal issues, the OAG's prosedat@uthority is heavily
dependent upon local officials. The OAG must havecal district or county attorney's
permission either to initiate a prosecution or jlevassistance in one that is led by the
local official. The OAG, working in conjunction thilocal law enforcement, recently
obtained two convictions in mortgage fraud-relatages. These cases are described
below.

Statev. Marriott.

According to testimony that was elicited at triaynn and Kandy Marriott,
through their business, One Way Home and Loan (OY\&iticed customers to buy
manufactured homes by offering a quick processaalosv down payment. The
Marriotts routinely submitted altered loan applicas to loan officers. When the loan
officer returned the application and stated thewga it could not be approved, the
Marriotts would either adjust the document so itlddoe approved, or they would take
the documents to an entirely different loan officer

Numerous OWHL employees testified that they assigtandy in the mortgage
fraud, and many employees testified about the éxtérthis fraud at trial. These
employees asserted that Kandy was in control ofltyeto-day operations of OWHL and
instructed the employees on how to prepetrate thedf One of the prosecution’s
witnesses, a former OWHL employee, further testifieat Kandy knew about the fraud,
that Kandy taught her how to manufacture and albeuments to close a real estate deal,
including cutting and pasting information from legiate documents to create fraudulent



ones. Several buyers testified about informatiod documents that were contained in
their files that were clearly fraudulent, as wellthe impact that Kandy’s fraud had had
on them, their families and their credit.

All told, the Marriotts regular business practicasto commit fraud. As a result
of the Marriotts mortgage fraud scheme, variousfarbuyers lost their house and are
unable to obtain another home. Further, the schresmdted in HUD, which backed he
loans, losing millions of dollars.

State v. Hayes.

According to the 88-paragraph indictment, Karen étagf Kemp, Texas falsified
supporting documents involving the sale of manufistt homes. Evidence showed she
tampered with buyers’ rent payment verificatiortestaents, monthly expense reports,
and Social Security Administration benefits datapag other items.

According to investigators, the defendant illegétlygged homebuyers’ signatures
and inaccurately completed customer loan applinati@ourt documents filed by the
state indicate that the defendants’ conduct wanded to ensure that unqualified home
buyers loans were approved by mortgage lenders.

The scheme involved predominantly low-income puselns whose residential
loans were guaranteed by HUD. As a result, whemtiygialified buyers defaulted on
their home loans, their mortgage lenders did nfifestinancial losses. Instead, HUD —
and therefore taxpayers — covered the default clostsstigators believe the defendants’
scheme cost taxpayers more than $3 million.

The multi-county criminal conspiracy was uncovebgdCpl. Mark Nanny of the
Corsicana Police Department. Cpl. Nanny engaged dffibals and the FBI's Dallas
Office, which later referred the case to local auties and the OAG.

The OAG'’s Criminal Prosecutions Division is leadihg prosecution in this case.
However, it is important to note that the invediig|a and prosecution of this case has
been assisted by several other law enforcementcegggrncluding: the Kaufman County
Criminal District Attorney’s Office, the FBI and¢iHUD Office of Inspector General, as
well as representatives from Navarro, HendersonEdinglcounties.

B. Office of Consumer Credit Commissioner.

The Office of Consumer Credit Commissioner (“OCC@3s continued as an
active member of the Texas Residential Mortgageidrieask Force. We have provided
briefings about our agency’s activities to taskceomembers, as well as, received and
shared pertinent information with these members.

OCCC examiners have attended mortgage trainingingsetonducted by the
America Association of Residential Mortgage Regukatand the National Association of
Consumer Credit Administrators. The agency exarff b&s conducted 111 mortgage



examinations thus far during FY’09. Pursuant toNfagionwide Cooperative Protocol for
Mortgage Supervision, the OCCC has coordinated athler state mortgage regulators in
conducting multi-state examinations.

The OCCC has received 129 mortgage complaints fikisl year; with loan
modifications and foreclosures being the primamptaint topics.

The OCCC has also been participating in weekly cteiéerence calls
coordinating the implementation of the S.A.F.E. Aot the development of the National
Mortgage Licensing System. The*8Iexas Legislative Session has passed legislation
allowing Texas to comply with the implementing psens of the S.A.F.E. Act and
National Mortgage Licensing System.

C. The Texas Department of Bankinag.

The Department supervises 328 state-chartered baeksss state banks hold a
relatively small percentage of mortgages in theaml portfolios, and they have not been
involved in a material number of mortgage fraudesasalthough the Department has
referred fifteen (15) complaints of mortgage fraodhe OAG.

Despite the relatively small number of referralee Department has nevertheless
been proactive in alerting banks to their respalisds for complying with the
Residential Mortgage Fraud Act (Act). For examjdanking Commissioner Randall S.
James held meetings in thirteen cities around Téxakscuss current issues, including
the Residential Mortgage Fraud Act. The Departmasd published an article on
mortgage fraud in a semi-annual report issued bylXapartment to all state banks and
trust companies, as well as the Legislature, varistate agencies and other interested
parties.

The Department also educated each state bank iasTaxout its obligation to
require its loan applicants to sign a notice ofgiees, provide a sample notice form and
report mortgage fraud. Finally, the Department éiaiered into an information sharing
agreement with the OAG.

The Department believes that the Residential Mgeg&raud Act would be
strengthened if it were amended to cover interimstiction financing of owner or
investor type arrangements, along with permaneatntting of residential mortgages on
investor owned properties. The Department belighas these changes would address
the majority of issues it encounters with respechbrtgage fraud.

D. Texas Credit Union Department.

The Texas Credit Union Department, participatedhi@ meetings of the Task
Force, as well as at least one interim hearinghenigsue of residential mortgage fraud.
Although the credit unions in Texas have reportgie lor no mortgage fraud, the
Department has nonetheless added information aheuissue to its annual training of



examiners. In addition, member complaints aboaotedit union are now more closely
scrutinized for potential mortgage fraud. The Dépant has committed to coordinate
with the Task Force in general, and the OAG inipaldr, should an examination or
member complaint reveal potential mortgage fraud.

E. Texas Department of | nsurance.

The Texas Department of Insurance (TDI) has estaddi a mortgage fraud
investigation team in response to HB 716. The teansists of three full time employees
(FTEs) in the Fraud Unit tasked with investigatiegorts of suspected fraud committed
by persons or entities regulated by TDI, includiegcrow officers, title insurance agents,
title insurance companies and fee attorneys.

TDI works collaboratively with the Office of the #dirney General and other task
force agencies by participating in task force nrggtj sharing reports of suspected fraud
that may fall under these agencies’ jurisdictiorj axchanging ideas on the best course
for pursuing mortgage fraud.

During a January 2008 TDI Fraud Unit training coafeee, mortgage fraud
investigation and prosecution training was afforttetederal, state and local law
enforcement, as well as insurance industry invagiirg (SIUs). TDI's Title Division and
Fraud Unit staff have made themselves availabledosultation with all of the task
force agencies, and are often sought out for #r@wledge and expertise in
investigating mortgage fraud.

The following FY 2008 TDI statistics relate to ajétions of suspected mortgage
fraud received and mortgage fraud criminal caskesrex for prosecution:

» 70 reports of suspected mortgage fraud received.

* 62 reports of suspected mortgage fraud forwardedhier members of
the Texas Residential Mortgage Fraud Task Force.

» 8 reports opened into criminal investigations.

* 9 persons indicted for fraudulent acts associatiétd wortgage fraud.

* 4 persons convicted for fraudulent acts associatddmortgage fraud
and sentenced to a total of 75 years incarceratmurt ordered
restitution in the amount of $623,000.00.

F. Texas Department of Savings and Mortgage L ending.

With the continued uncertainties in the mortgage famancial markets, the Texas
Department of Savings and Mortgage Lending (the atepent) has again seen a
decrease in the number of state-licensed mortgagkets and loan officers from
approximately 19,000 individuals last Septembesuocurrent population of over 14,000
individuals. Pending legislation may have a sigaifit impact on the Department’s
future licensee population. C.S.H.B 10, known &g fTexas Secure and Fair

10



Enforcement for Mortgage Licensing Act of 2009 ($A.), would expand licensing

requirements to include employees of registeredgage bankers and other individuals
who are currently exempt from licensure. The S.B.FAct would require residential

mortgage loan originators to participate in theidial Mortgage Licensing System and
Registry, a system mandated by recent federal laa¥ tssues a unique personal
identification number to each loan originator. VWhihe full impact of the expanded
licensing requirements remains to be seen, eatiyna®s indicate that at least an
additional 5,000 individuals may be brought undher Department’s jurisdiction.

In the Department’s 2008 report, we noted thatiowestigation division typically
receives and reviews approximately 1,000 complaagsginst mortgage brokers, loan
officers, and mortgage bankers in any fiscal ye#rhile our complaint intake for the
current fiscal year indicates that the number aoming cases will be substantially
similar to prior years, we have noticed a significgehange in how the Department
receives information. Previously, most of the sassceived by the Department were
submitted by consumers involved in some phase efibrtgage loan process. For the
current fiscal year, nearly 20% of all incoming eadiave been received as a result of
improved cooperative efforts between members of Tesk Force. The Texas
Department of Insurance alone has referred overch88s to the Department this fiscal
year to date, a significant increase to the appnaiely 25 cases referred during the prior
three year period. The cases referred by TDIgamerally evidenced by Suspected
Insurance Fraud Reports, issued in connection wvitlate mortgage insurance company
put backs. Currently, 37 of these cases are pgrtie completion of an investigation,
and 2 cases have been referred to the Departmiegigd division for enforcement
actions. The remaining 66 complaint cases weresedofor lack of jurisdiction,
insufficient evidence, or because the licenseesRpied, surrendered or been revoked.

Another trend the Department has witnessed overptmt year involves an
increase in the number of companies advertising @ffeting loan modification, loss
mitigation, or foreclosure rescue services to Texameowners. The Mortgage Broker
License Act requires licensure for those individuand entities engaging in such
services. The Department has increased its otitrefhorts to these providers to inform
them of licensing expectations, and we have sewargbing investigations involving
unlicensed providers. While many of these commaaigpear to be offering valuable
services, some unscrupulous operations have pngyed vulnerable homeowners who
find themselves in jeopardy of losing their homz$oreclosure.

Through our licensing efforts, outreach programsfoeement actions, and
participation on the Texas Residential MortgageulBirdask Force, the department
remains committed to promoting a healthy mortgageling environment in the state of
Texas.

G. Texas Real Estate Commission.

The Texas Real Estate Commission (TREC) is thelaggy and licensing
agency for Texas real estate brokers, salespersmas,nspectors, residential service
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companies and timeshare developers. TREC hagligtren to investigate and impose
administrative penalties on a person who engagesiactivity for which a real estate
license is required without first holding the propeense.

As a Task Force member, TREC has participated thcaoperated with other
Task Force members as well as provided assistanstate and federal law enforcement
agencies. Since the establishment of the Taskel-thve Enforcement Division of TREC
has developed separate procedures to review camgplagainst licensees or those
suspected of conducting unlicensed real estateebagk activities when alleged activity
may involve mortgage fraud. When appropriate, damis may be opened for
confidential investigation. Complaints and infotiroa obtained as a result of an
investigation are shared with the OAG and may baudint to the attention of law
enforcement agency(s). If it appears a personlyedoin the suspected fraudulent
activity is also a licensee under the jurisdictiohanother Task Force member, the
complaint and information are forwarded to that rhem

Cases involving mortgage fraud are complicated #red evidentiary burden
required of TREC at an administrative hearing iffialilt to sustain. Suspicion of
mortgage fraud is not always a part of the inii@mplaint. During fiscal year 2008,
several of these types of cases were closed by TRE€h a licensee failed to timely
renew their license. In such instances, TREC'k Fasce representative has referred
these cases and information to the OAG and othgroapate agencies. To date during
fiscal year 2009, the Commission was able to resolere of these types of cases due to
the increase in staff attorneys resulting, in p#énme termination of a late renewal
application, 2 Commission orders against unlicengesons to cease and desist the
business of a real estate broker and assessmadiwfhistrative penalties, 1 Commission
order revoking a real estate license, 1 case pgriti;m outcome of a hearing before the
State Office of Administrative Hearings, and 3 nes$ of violations pending. There are
more cases currently under investigation by the @@msion. In several cases, the
Commission has brought these to the attentiondsrd law enforcement.

The Task Force has provided TREC the ability tdyfaboperate and participate
with other Task Force members and law enforcemgeneies by clarifying TREC's right
to maintain confidential information for investige purposes related to law
enforcement. This ability has facilitated commuaticn to and from this agency related
to suspected mortgage fraud and TREC's participatio other work groups whose
purpose is to share information. In part, the Tagice has contributed to the mission of
TREC to assist and protect consumers of real estatéces, thereby fostering economic
growth in Texas.

H. Texas Appraiser Licensing and Certification Board.

The Texas Appraiser Licensing and Certification (OB) is charged with
regulating licensed and certified real estate dpera in Texas in accordance with state
and federal law. Tex. Occ. Code Chpt. 1103 (thea$eRppraiser Licensing and
Certification Act) and 12 U.S.C. 8§ 3331 et. sefe(tFinancial Institutions Recovery,
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Reform, and Enforcement Act of 1989” or “FIRREAUNder federal law, TALCB is

regularly monitored by the Appraisal Subcommitt&&®SC”) to ensure compliance with

federal requirements regarding real estate appsaisged in conjunction with federally
related transactions. A requirement of the ASChigt tTALCB operate an effective
complaint resolution process, addressing and regplkomplaints in no more than one
year absent special, documented circumstances.

With the enactment of HB 716, TALCB took on the iiddal responsibility of
participating in and cooperating with the statuyocreated Mortgage Fraud Task Force,
and providing requested assistance to state arddiddw enforcement and prosecutorial
agencies under HB 716’s amendments to Tex. Peyde € 32.32. Roughly a two years
into the process of implementing the provisions HB 716, TALCB has seen a
significant increase in the number of cases atefjalatory level, many of which involve
complicated matters or suspected mortgage fraud.CBAs ability to address its cases
on a timely basis has been hampered by requestsstistance from law enforcement
under Tex. Penal Code § 32.32. As of June 3rd, 2009.CB had received 220
complaints in FY 2009 or 16 more cases than in B¥8 17 of which have involved
requests for assistance from prosecutors and/@r @tencies. Since enactment of HB
716, TALCB has received a total of 38 such requéstsassistance. When FY 2009
began, TALCB had 297 cases open of which 153 weee a year old. As we approach
the close of FY 2009, TALCB has 330 open caseshi¢hv38 are more than 1 year old.

The assistance requests tend to originate fromepubsrs’ need to obtain the
specialized knowledge, training, and experiencd AECB’s enforcement section staff
(including its compliment of certified appraiser@stigators) has in reviewing real estate
appraisals. Typically these needs and resultingests arise in connection with ongoing
criminal mortgage fraud investigations. Very ofteam assistance request ends up
involving matters already being investigated by TR at the regulatory level. Since
these ongoing criminal matters frequently dovetaiith pending regulatory
investigations, in those instances TALCB has maaeyeeffort to harness the benefits of
working together towards resolving the regulatonyd acriminal investigations by
cooperation and assistance that bolsters both tigaéisns. As a result, several cases
involving unethical appraisal activity have led ltoense revocations concurrent with
criminal indictments, plea agreements, or convitdi state and federal court.

While the bulk of TALCB's involvement in the figlatgainst mortgage fraud has
centered on evaluating appraisal reports and pirayigstimony when required, TALCB
has also referred matters it has investigatedeatafulatory level for evaluation and, as
appropriate, prosecution. To date, TALCB has ref&83 matters to law enforcement or
prosecutorial agencies for evaluation. The bulkhete have been to law enforcement or
prosecutorial agencies in the greater Houston dia®a Ft. Worth metropolitan areas.
The remainder has been referred to the Attorneye@#ns Office and a handful of other
law enforcement or prosecutorial agencies for bssicriminal investigation.
Additionally, TALCB has referred cases and inforimatregarding other licensees to the
appropriate agencies.
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Overall, HB 716 has provided TALCB and the othesigeated agencies with a
vehicle to cooperate in the fight against mortgaged. With this dialogue, however,
have come additional cases and an increase in @aatkbr TALCB. TALCB expects its
caseload and the number of assistance requestsoto, gspecially since the 81st
Legislature recently amended Tex. Penal Code 823@3B. 2840) to now specifically
reference misrepresentations in real estate appraigorts. More manpower, additional
resources or tools are needed to increase théeeffic and effectiveness of investigations
that appear to involve mortgage fraud. One of tlwdstused to determine the accuracy of
appraisal data is the Multiple Listing Service (MLSCurrently, limited service is
available to the agency. The availability of MLStal&n more areas of the state would
enhance and expedite the appraiser/investigatoregs. Additionally, free access to and
copies of county deed records via on-line servae€ounty Clerk’s offices would also
greatly increase the effectiveness of the agen®sponse to its new duties under HB
716.

1. Federal and Local Criminal Prosecutions

Law enforcement efforts to address mortgage freave not been limited to state
actors. Federal and local law enforcement offscielve also been engaged in these
enforcement efforts. Below are some exampleset#ses that have been investigated
and prosecuted.

* Brandon Alanzo Crenshaw of Houston, Texas, pleguét, to mail and wire
fraud conspiracy charges as well as money laungleharges. Crenshaw
conspired with others to defraud residential magegkenders by misstating facts
relevant to the lending decisions over a 3% yedo@deginning in late 2003.
Crenshaw worked as a loan officer at two Houst@aanortgage brokerage firms
-- Motown Mortgage Group and Central Capital FinahGroup -- where
fraudulent loan applications and other frauduleduwments were prepared to
induce mortgage lenders to provide 100% financardhbmes the borrower's
falsely claimed were to be their primary residen€aenshaw purchased homes
using false and fraudulent information that missidtis assets and liabilities. He
also recruited others to do the same.

Crenshaw acknowledged recruiting individuals tolapgr mortgage loans for
residences in the Houston area while he servedaafficer at Motown
Mortgage Group and Central Capital Financial Gratpe loan applications
contained materially false information including@oyment and income
information. False appraisals inflating the priééveo properties were also
submitted to the lender. Once the loans were fun@eshshaw received money
for his role in these transactions.

SLOAN OFFICER CONVICTED FOR ROLE IN MORTGAGE FRAUD SCHEME . US Department of Justice - United
States Attorney’s Office. Press Release. 1 Ap€i02 http://houston.fbi.gov/dojpressrel/pressrel09/hd®Pa.htm
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In March 2009, Alvin W. Byrd, Jr., San Antonio, Tesx was sentenced to 150
months in federal prison for his role in a reabéstfraud scheme. According to
the Department of Justice’s criminal complaint, wgreed to purchase a house
at 25307 Mesa Ranch, San Antonio, Texas, for $885,0he agreement called
for the seller to loan Byrd $192,000 to cover algstosts. Byrd convinced the
seller that his money was tied up but providedsttler with a post dated check in
excess of $325,000 to cover the loan plus additioosts. Unbeknownst to the
victim, the check was drawn on a closed brokerageunt. Byrd converted the
victim's $192,000 check into a cashier's checkn wsequently into five
cashier's checks. Byrd used the money to pay all&taihhotel bill that exceeded
$17,000 after he and his wife lived without payfogalmost one year; a hotel bill
totaling $4,800 he amassed while he and his witlin San Antonio; and for a
2006 Hummer for $66,000.

In April 2009, Everett C. Williams, 48, Corpus (3irj Texas was indicted for
wire fraud and money laundering. According tofemeral indictment, from
April 2003 until August 2004, Williams allegedly ohafraudulent representations
and statements to two victims in an effort to dedréhem. He allegedly falsely
promised the first victim he would clear her crddsgtory, assist her in the
purchase a residence and invest as partners gitpnagperty in Corpus Christi,
Texas. As a result, the victim to send more th&0$00 to Williams by private
commercial interstate carriers and interstate warsfers. Williams allegedly
falsely represented to a second victim that shddwshare in several local real
estate project, and she more than $140,000 toaiiflivia numerous electronic
wire transfers. Williams is alleged to have usethhactims’ monies for other
purposes without the consent or knowledge of eifwim.’

On January 11, 2007, Lawrence Randall Benham, d@stan, Texas, was
sentenced after pleading guilty to wire fraud arail finaud involving a financial
institution.

Benham was convicted of devising a mortgage fraheéme in which he located
residential properties for sale and used othemueshasers of the properties for
his benefit. Using the borrower’s credit and idiymtig information on loan
applications, Benham exaggerated the nominee’sdinbresources and ability to
repay the loans. He also arranged for the nonboe®wers to purchase the
properties at prices far in excess of their trueaezaBenham then directed as
much as $1.5 million from the closing on the restd# properties to be paid to
himself or to accounts he controll&d.

® FEDERAL JUDGE SENTENCES SAN ANTONIO MAN FOR FRAUD AND MONEY LAUNDERING
SCHEME. US Department of Justice - United States Attoi&ffice. Press Release. 19 March 2009.
http://sanantonio.fbi.gov/dojpressrel/pressrel0334809a.htm

" Cavazos, Mary Ann. "Corpus Christi man arrestet@nd.” Caller Times. 30 May 2008. 7 April 2009.
<http://www.caller.com/news/2008/may/30/corpus-ditnisan-arrested-frausl

8 HOUSTON MAN SENTENCED IN MORTGAGE FRAUD SCHEME. US Department of Justice - United
States Attorney’s Office. Press Release. 11 JarR@0y.
http://houston.fbi.gov/dojpressrel/pressrel07/hd@iZLhtm
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Glenn C. Hardesty, a long-haul trucker from Nebaaskas bankrupted by a
fraudulent real estate investment scheme in C@lbanty when Mr. Hardesty
filed for bankruptcy court protection from credgan October. He listed $3.28
million in debt — most of it tied to 11 residengagchased in McKinney, Dallas,
Plano, Garland and Murphy.

Court records show that Bryce Lynn Boelman, 41VioKinney and Allen Lee
Lockett, 35, of Frisco used Mr. Hardesty as a Vstbarrower” to obtain more
than $3.3 million in fraudulent mortgage loans frieéhlenders in seven states.
Mr. Hardesty's name went on the deeds as ownecofd, and he was left
responsible for mortgage payments. Mr. BoelmanMnd_ockett had told him
they would take care of the paymehts.

In April 2006, a federal jury in Austin, Texas, socted Mohammad H. Gharbi of
Austin, Texas, of Conspiracy to Commit Mail FraMdiye Fraud and Bank Fraud.
Gharbi was one of twenty-five individuals indictedAugust and November 2004
for his participation in a fraud and money laundgrscheme that defrauded
federally insured financial institutions and moggdenders of more than $15
million.

The defendants were charged with instituting a estdte flip-for-profit scheme
where various properties in Central Texas were bbagor near market value,
then sold thereafter to normally unqualified buyatran artificially inflated price.
In so doing, the defendants collected large suntasi while fraudulently
inducing lenders into funding the real estate Idassed upon materially false
statements, representations and promises provigétedefendants. The
defendants knowingly placed the lenders at risknaincial loss for funding
unqualified or untruthful borrowers, thus jeopandigthe lender’s financial
investment in an overvalued real estate adset.

° Lodge, Bill. “Mortgage fraud cases keeping DA'Saaf busy.” Dallas Morning News. 24 September
2006. 12 February 2007.
http://www.dallasnews.com/sharedcontent/dws/netygéaillin/frisco/stories/DN-

friscosquaresider 24cco.ARTO0.North.Editionl.3e4d¢tnel

10 AUSTIN MAN CONVICTED OF FEDERAL MAIL, BANK AND WIRE FRAUD. US Department of
Justice - United States Attorney’s Office. PresteBRse. 7 April 2006
http://www.usdoj.gov/usao/txw/press_releases/20@d#i _conviction.pdf
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V. Conclusion.

Mortgage fraud is a fast-growing crime that hafiregas homeowners,
neighborhoods, and lending institutions. The Magkg Fraud Task Force will continue
to serve as a network through which state agestiae information, work
collaboratively, and combat mortgage fraud.

By improving communication among state and fedexglilatory and law
enforcement agencies, authorities can better utadhetsinvestigate, and prevent
mortgage fraud schemes. The Task Force has sstatpe for more open communication
and candid dialogue between the various agendies.Task Force meetings have
proved very beneficial, and members will continusrking cooperatively to reduce
criminal conduct.
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