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PROPOSALS TO FIGHT FRAUD AND
PROTECT TAXPAYERS

WEDNESDAY, APRIL 1, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE JUDICIARY,
Washington, DC.

The Committee met, pursuant to notice, at 10:09 a.m., in room
2141, Rayburn House Office Building, the Honorable John Conyers,
Jr. (Chairman of the Committee) presiding.

Present: Representatives Conyers, Berman, Scott, Jackson Lee,
Delahunt, Johnson, Baldwin, Maffei, Smith, Sensenbrenner, Coble,
Gallegly, Lungren, Issa, King, Franks, Jordan, and Chaffetz.

Staff present: (Majority) Perry Apelbaum, Staff Director and
Chief Counsel; Robert Reed, Counsel; Brandon Johns, Staff Assist-
ant; and (Minority) Sean McLaughlin, Chief of Staff and General
Counsel.

Mr. CONYERS. Good morning, ladies and gentlemen. Today’s
hearing concerns itself with how best to fight fraud and protect
taxpayers.

We have 7 bills in front of us and 13 different statutes already
law that deal with the problem of when companies cross the line.

So what are we trying to do? We are trying to separate in this
global economic crisis accidents, bad judgment, errors, huge mis-
takes that have been committed from those strategies, tactics or in-
tentions to cross the line into the criminal code.

In this multitrillion-dollar meltdown, it is very hard, especially
with as little regulation and inquiry that has gone on so far, to de-
termine which is which. And so we are here to begin this discus-
sion with the Committee that has this very enormous responsi-
bility.

And so I am pleased to start this off. I will put the rest of my
statement in the record. And I will yield to my friend from Texas,
Mr. Smith, the Ranking Member of this Committee.

[The prepared statement of Chairman Conyers follows:]

o))
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PREPARED STATEMENT OF THE HONORABLE JOHN CONYERS, JR., A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MICHIGAN, AND CHAIRMAN, COMMITTEE ON THE
JUDICIARY

Statement of the Honorable John Conyers Jr.
for the Hearing on
“Fighting Fraud and Protecting Taxpayers”
Before the Committee on the Judiciary

Wednesday, April 1, 2009, at 10:00 a.m.
2141 Rayburn House Office Building

As we convene this hearing, our country is in the midst of
the worst economic crisis since the Great Depression. Over the
past year or so, we have seen huge shocks to our financial and
economic system. American citizens and taxpayers across the
country have been the victims of outright fraud and
irresponsible behavior. We also want to distinguish between
bad mistakes and intentional misconduct. It is in this context
that I want to make three important points.

First, this financial and economic crisis is replete with
examples of reckless behavior and poor judgment. They
include:

+  AIG’s irresponsible plan to insure securities that it knew it
did not have the financial resources to cover.

«  Recent reports of AIG paying $165 million in bonuses
earlier this year to its employees with federal government
funds.



+  Companies luring consumers into buying homes by
aggressive marketing of subprime loans with low teaser
rates, only to see homeowners eventually lose their homes
to foreclosure.

»  The financial services industry skimming billions of dollars
from the rising tide of real estate values by marketing
mortgage backed securities to investors around the world.
Once the real estate bubble collapsed, the mortgage backed
securities became toxic.

e Bernie Madoff defrauding thousands of innocent investors

through the use of a Ponzi scheme.

Second, in light of these abuses, we need tough responses
and adequate solutions because those who engaged in
wrongdoing must be held accountable. There are federal laws
on the books that permit law enforcement to investigate and
prosecute mortgage fraud or securities fraud. However, the
recent crisis has exposed gaps in these laws that we should

consider closing.

»  For example, the crime of “securities fraud” in the United
States Code does not encompass fraud in the marketing of

commodities or futures contracts.
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»  The definition of financial institution in the bank fraud
statute does not currently include a mortgage lending
business.

»  There are gaps in the False Claims Act that jeopardize
federal contracts.

« It is unclear whether existing statutes which were written in
the context of government contracting would adequately
cover fraud in connection with the unique financial
relationships that are contemplated by the stimulus and

€Conomic recovery programs.

We also must ensure therefore, going forward, the federal
government is protected in its attempts to assist and fund
recovery efforts, and that the laws are sufficient to ensure
prosecution of those who commit fraud involving the theft of

federally provided “stimulus” or “recovery” funds.

Third, we must ensure that investigative and prosecuting
agencies have the adequate resources that they need to combat
these fraudulent actions. Many of the legislative proposals we
plan to explore in this hearing seek to do just that, by providing
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additional funds to, among other agencies, the Department of
Justice and the FBI.

I want to thank Representatives Smith, Scott, Berman,
Lungren, Abercrombie, Biggert, and King for offering proposals
for consideration at this hearing. All of your ideas are valuable
as we try to assess the best ways to fight fraud and rescue our

country and its citizens from a horrible economic crisis.

Mr. SmITH. Thank you, Mr. Chairman.

Mr. Chairman, I appreciate your holding this hearing today on
legislative proposals to address mortgage fraud, securities fraud,
and other financial crimes.

Congress cannot prevent all crime, but Congress can ensure that
tough penalties are in place to punish offenders and deter future
wrongdoers. And we can provide law enforcement officials and
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prosecutors with the resources and tools they need to bring crimi-
nals to justice.

In times of crisis, crime often flourishes. Following the 9/11 ter-
rorist attacks and Hurricane Katrina, unscrupulous people chose to
exploit these tragedies to pad their pockets with funds intended to
help the victims.

Bringing to bear the heavy hand of government in too heavy a
manner can be counterproductive. This could lead to a long-term
reduction in credit, fewer bidders for government contracts, and
higher costs for taxpayers. We must strike an appropriate balance
in advancing anti-fraud legislation.

Many of the bills on our agenda today strike that balance,
though I am concerned with one or two others.

I am pleased to join you, Mr. Chairman, as a sponsor of H.R.
1948, the Fight Fraud Act of 2009. This legislation amends Federal
criminal laws to include fraud committed by mortgage-lending
businesses or other entities that provide mortgage loans. The Fight
Fraud Act also authorizes additional funds for Federal law enforce-
ment agencies and prosecutors charged with combating these fraud
schemes.

I am also pleased to join my colleague from California, Mr. Lun-
gren, as a sponsor of his legislation to address money-laundering,
and Crime Subcommittee Chairman Scott, as a sponsor of his legis-
lation to support the National White Collar Crime Center.

I wish to commend the gentlelady from Illinois, Judy Biggert, for
her legislation to provide additional resources to the FBI for its
mortgage loan fraud investigations. And I thank Mr. Abercrombie
for joining us today to speak about his war profiteering legislation,
which I also support.

Unfortunately, in addition to these bills that will help the gov-
ernment’s effort to fight fraud, we are also considering the False
Claims Corrections Act as part of the Committee’s effort at ad-
dressing fraud. No one doubts the tremendous importance the
False Claims Act has played in combating fraud in federally funded
programs.

Since 1986, when it was last amended, the Federal Government
has recovered over $21 billion under the False Claims Act. How-
ever, as the act’s success demonstrates, it is not in need of the sub-
stantial overhaul that the False Claims Act Corrections Act pro-
poses.

As currently drafted, this bill does not properly strike the bal-
ance between providing the government the tools it needs to fight
fraud and ensuring that innocent recipients of Federal funds are
not hauled into court to defend against lawsuits based on an overly
broad law.

I suspect that the provisions of this legislation will subject non-
fraudulent conduct of too many organizations, including hospitals,
universities, and non-profits to costly False Claims Act litigation,
while at the same time taking away defenses against frivolous
cases.

Every Member of this Committee undoubtedly is concerned with
combating fraudulent claims against the Federal Government. If
there is identifiable fraud against the government that the False
Claims Act is currently unable to address, we should amend the
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law to close the gaps, but I believe that, as currently drafted, the
False Claims Corrections Act does go too far. In our haste to fix
a few problems, we must be careful not to create new ones.

Thank you, Mr. Chairman. I will yield back.

Mr. CoNYERS. The Chairman of the Subcommittee on Crime,
Bobby Scott of Virginia?

Mr. ScoTT. Thank you, Mr. Chairman, for holding this hearing
on fighting fraud and protecting taxpayers.

As we explore ways to hold accountable unscrupulous mortgage
brokers, Wall Street executives, government contractors, I hope
this hearing will give us more insight on what is being done and
particularly what is needed in the way of resources to investigate
those suspected of serious crimes of fraud against the taxpayers.

The underpinnings of the financial crisis began as banks and pri-
vate mortgage companies relaxed their standards for loans, approv-
ing riskier mortgages with less scrutiny. This created an environ-
ment that some took as an invitation to fraud.

In the last 3 years alone, the number of criminal mortgage fraud
investigations opened by the FBI has more than doubled. The FBI
has previously testified that it currently has more than 2,000 mort-
gage fraud investigations open, but only 250 agents specifically as-
signed to those cases.

I understand that, for the savings and loan debacle a few years
ago, we had over 1,000 agents assigned to those cases. The amount
of finances associated with this problem is approximately three
times the size of the problem with the savings and loan debacle.

So I support more resources for the Department of Justice to as-
sist the FBI and the States in enforcing the fraud laws to recover
the billions lost.

I am not at this point persuaded that we need new criminal laws
in this area. Many in this industry knew they were dealing with
worthless paper. They even had names for the paper like “NINJA
loans.” That is “no income, no job or assets” loans. And they were
laughing as they put these things together.

These loans were then passed off as AAA assets. And when
somebody sells the garbage as AAA assets, somebody along the way
has committed common law fraud. To suggest that we need new
criminal laws may suggest that the behavior that got us into this
mess was not already criminal.

And, furthermore, new laws and penalties could not be applied
retroactively and therefore would not apply to those who committed
crimes that has got us in the mess we are in today.

I believe that Federal mail and wire fraud statutes should be suf-
ficient to address the problem on the Federal level. Penalties asso-
ciated with these statues are substantial. Mail and wire fraud vio-
lations carry a maximum penalty of 20 years, and any mail or wire
fraud that affects a financial institution increases the maximum
sentence to 30 years.

It is not just mail and wire fraud that is at the disposal of Fed-
eral prosecutors. The FBI has already identified nine applicable
Federal criminal statutes which may be charged in connection with
mortgage fraud.

And in addition to the Federal criminal law, these financial
crimes can be also prosecuted by State and local law enforcement
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ofﬁltlzials under aggressive and very punitive State criminal laws, as
well.

So, Mr. Chairman, what we need to do is provide more resources
to law enforcement to prosecute the fraud, whether it is consumer
1.D. theft, contracting fraud in Iraq, or mortgage fraud that affects
us all today.

In this regard, I have introduced H.R. 1779, the Financial
Crimes Resources Act, that provides an authorization for additional
funding to various government agencies responsible for enforcing fi-
nancial fraud and identify theft laws. For example, the bill author-
izes $100 million to the FBI for fiscal years 2010 through 2012 and
$50 million to U.S. attorneys’ offices to investigate and prosecute
identify theft, financial fraud, financial crimes, and other fraud.

The bill also provides resources to cover the costs associated with
providing Federal defense services for these fraud cases. More im-
portantly, the bill addresses the lack of funding at the State level.
We need to provide adequate resources to State authorities to bat-
tle fraud, and we need to ensure that Federal authorities are co-
ordiniting with their State counterparts to ensure an effective ap-
proach.

H.R. 1779 aims that achieving this task by allocating $250 mil-
lion at the State and local level to attack the low-hanging fruit of
identity theft and predatory lending practices that Federal prosecu-
tors fail to go after today.

And, Mr. Chairman, I think it is appropriate to note that, if we
spend this money on prosecution today, it will not only have a de-
terrent effect, but there is significant potential for fines and for-
feiture that will offset most of the cost of prosecution.

I am supportive of other bills that have been introduced to pro-
vide more resources to combat fraud. This includes H.R. 1292, a
bill that introduced with you, Mr. Chairman, and the Ranking
Member of the full Committee, which would authorize funds for
States to work with the information-sharing and training pro-
grams, such as the National White Collar Crime Center.

The center has over 30 years of experience, provides a nation-
wide support network for State and local enforcement agencies in-
volved in prevention, investigation and prosecution of economic,
high-tech, and terrorism-related crime.

In addition, both the Chairman’s Fight Fraud Act and the bill in-
troduced by the gentlelady from Illinois, Mrs. Biggert, the Stop
Mortgage Fraud Act, contained provisions allowing for additional
Federﬁl resources to combat fraud, and I support these provisions,
as well.

Now, Mr. Chairman, I look forward to hearing from our wit-
nesses on the legislative approach that we are going to take in
dealing with the mortgage fraud and other financial fraud, and
look forward to their testimony and suggestions on what we need
to do.

Thank you, and I yield back.

Mr. CONYERS. Former Chairman of Judiciary Committee for 6
years, Jim Sensenbrenner.

Mr. SENSENBRENNER. Thank you very much, Mr. Chairman.

The False Claims Act is the principal tool of law enforcement to
combat fraud against Federal programs. Originally passed at the
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behest of President Lincoln during the Civil War for combat fraud
against the Union Army, it has been amended several times, since
then the most recent change in 1986.

Under the act, private parties or whistleblowers may bring a civil
qui tam action for violations of the act for themselves and the U.S.
government. The government has the primary responsibility for
prosecuting the action when it opts to proceed with the matter. Any
damage awards may be trebled and are apportioned among the
whistleblower and the Treasury.

I am sure no one here would argue that the False Claims Act has
been anything but successful for the Federal Government. In the
past 20-plus years, more than $20 billion in settlements and judg-
ments have been achieved. A study found that the Federal Govern-
ment is bringing back $15 for every dollar it spends pursuing FCA
cases.

Although the False Claims Act has been successful, there is al-
ways room for improvement. Several Federal courts have applied
and interpreted provisions of the FCA in ways that have substan-
tially weakened the law. For example, the False Claims Act Correc-
tion Act closes the loopholes that permit fraudsters from stealing
with impunity and from allowing the government to fully recover
stolen funds.

Last year in Allison Engine, the courts stressed its hands were
tied when it held that the Justice Department could only prosecute
those who steal government funds from the government itself.

With the U.S. government relying on private contractors to dis-
burse funds for everything from our Medicare prescription drug
program to our war efforts in Iraq, billions of Federal dollars are
now in jeopardy. The bailouts that Congress is approving left and
right, without the proper transparency or accountability, only adds
to the government funds in jeopardy from the fraudsters.

It is my hope that the House passes the proposed amendments
this year and removes the debilitating qualification that fraud per-
petrators use to hide behind judicially created qualifications and
evade liability.

I yield back the balance of my time.

Mr. CONYERS. Mr. Lungren or Mr. Issa, are you so inclined?

Mr. Lungren?

Mr. LUNGREN. Thank you very much, Mr. Chairman.

As one who has supported the False Claims Act amendments in
the past and voted basically for the restoration of this law or the
effective restoration of this law during the Reagan administration,
I might just mention that this does have a Republican heritage to
it.

It was asked for in its concept by Abraham Lincoln. The Con-
gress passed it. It was signed by Abraham Lincoln. It was effective,
fell into disuse for a period after World War II. It was not until
the 1980’s when the Reagan administration asked it be resurrected
in an effective mode that we passed it out of this Committee.

It was on the floor. It was passed in the House and the Senate,
signed by President Reagan. Because of some court decisions which
basically say, if you are not the direct contractor, you are a subcon-
tractor, we cannot go after this, we need this change.
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It also clarifies some things, streamlines some procedures both
for dismissal and for people bringing this forward. And for those
who would suggest that this is not the place for private action, I
would just suggest that the gentleman from Wisconsin’s statement
that the Federal Government manages to recover $15 for every dol-
lar it expends suggests that this is a very effective means by which
we ride herd on those who would defraud our country.

This goes to the question of war profiteers. It also goes to the
question of those who would receive the benefit of the humongous
stimulus package that we have voted and other spending that ap-
pears to be on the horizon.

I thank the Chairman for the time.

Mr. CoNYERS. Darrell Issa?

Mr. IssA. I thank the Chairman for holding this hearing, and I
look forward to voting for most, if not all, of these bills.

I do have some concern with the modifications in the False
Claims Act, somewhat differently than my colleague. Although I
appreciate the Republican nature of this, I believe that the inher-
ent nature between a contractor and their subcontractors is an im-
portant one where, if the Federal Government using third-party
specialists to sue receives money, in a sense, for the government,
that is fine.

One of the challenges is that it ultimately runs up the cost for
the general contractor. So although I accept the fact that whistle-
blowers through my Committee next door are essential, I am not
sure that the bill as proposed really brings about the kind of cost-
benefit that it could.

In a nutshell, it doesn’t cost that much to get whistleblowers to
blow the whistle on subcontractors either to the government to
take action or, more properly, to the government to inform the gen-
eral contractors so the general contractor can find better sub-
contractors and save the government more money overall.

But I do look forward to the hearing today and yield back.

Mr. CONYERS. Steve King? Okay.

Trent Franks? Okay.

Ladies and gentlemen, we are pleased to receive these comments
of our Members who are here. Judy Biggert is a lawyer from Illi-
nois, a Member of three Committees, Financial Services, Education
and Labor, Science and Technology, has worked with this Com-
mittee in helping us set up discussions with—informal discussions
with members of the Supreme Court over the years.

I am happy to have her with us. And we have your statements
all that are in the record and allow you to proceed at this time.

TESTIMONY OF THE HONORABLE JUDY BIGGERT, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mrs. BIGGERT. Thank you very much, Mr. Chairman and thank
you and the Ranking Member, Smith, and the Members of the
Committee for extending to me the opportunity to join you today.
Given your agenda, I will be brief.

Some years ago, the Chicago Tribune published a series that re-
vealed that gangs in the Chicago area increasingly were turning to
mortgage fraud. They found it easier and more lucrative than sell-
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ing drugs, believe it or not. But it turns out that the gangs were
not alone. Everyone, it seems, was in on the act.

Just last week, the U.S. attorney in Chicago, Patrick Fitzgerald,
brought mortgage fraud indictments against two dozen players.
They are brokers, accountants, loan officials, and processors, and
attorneys.

Mortgage fraud comes in all shapes and sizes. Scam artists in-
flate appraisals, flip properties, and lie about information, includ-
ing income and identity, on loan applications. Some used the iden-
tity of deceased people to obtain mortgages, and other desperate
thieves bilked out of their homes and home equity the most vulner-
able homeowners and seniors in dire financial straits.

Let’s face it: This is just the tip of the iceberg. And we in Con-
gress, as we work to get the economy back on track and credit flow-
ing again, we have to address what was at the root of the mortgage
meltdown in the first place, and that is mortgage fraud.

Mortgage fraud continues to be on the rise in record numbers.
The FBI has reported that, in 5 years, its mortgage fraud caseload
increased by 237 percent and investigations more than doubled in
3 years.

During a 12-month period ending in 2008, mortgage fraud re-
ports increased by 44 percent, reaching over 63,000 reports, with
predictions of up to $25 billion in losses. On refinanced FHA loans,
defaults have more than quadrupled.

For the fifth year in a row, my State of Illinois secured a spot
on the Mortgage Asset Research Institute’s top 10 list of States
with the most severe and prevalent incidents of mortgage fraud. In
2009, the mortgage fraud case report, issued last week, Illinois
ranked third in the Nation, behind Rhode Island and Florida.

As a former real estate attorney and Member of the House Com-
mittee on Financial Services, I have seen firsthand the devastating
effects of mortgage fraud. It has plagued our financial system and
economy.

Most tragically, it has cost millions of American families their
homes and required taxpayers to commit trillions of dollars to prop
up the financial industry. It is just not fair to the good actors in
the industry and the 90 percent of homeowners who are paying
their mortgages on time.

That is why I was pleased to join you, Mr. Chairman and Rank-
ing Member Smith, in introducing H.R. 1748, the Fight Fraud Act,
and I introduced H.R. 78, the Stop Mortgage Fraud Act. I look for-
ward to working with you and the Members of this Committee on
these important bills.

Last Congress, the House three times passed in some form my
bill, the Stop Mortgage Fraud Act, only to see it removed or ig-
nored by the Senate. But I haven’t given up, and I won’t give up.

This Congress, I reintroduced the Stop Mortgage Fraud Act to
provide additional funds to the FBI and the Department of Justice
to investigate and prosecute mortgage fraud.

By bolstering Federal law enforcement’s efforts, Congress can
help to inject certainty and fairness into the mortgage system to re-
store investor, homebuyer and public confidence in the American
dream and our financial system.
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As we work to modernize financial laws and regulations, it is our
duty to supply Federal law enforcement with the tools and re-
sources it needs to rapidly tackle fraud, particularly mortgage
fraud. Fighting fraud must be a central role in solving the under-
lying problems that have undermined the economic recovery.

With that, I respectfully request that you support H.R. 78, and
I offer my continued commitment to improve the bill and move it
through the legislative process.

Thank you again for your time and dedication to this matter.

[The prepared statement of Mrs. Biggert follows:]

PREPARED STATEMENT OF THE HONORABLE JUDY BIGGERT,
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Chairman Conyers and Ranking Member Smith: thank you for extending to me
the opportunity to join you today. Given your agenda, I'll be brief.

Some years ago, the Chicago Tribune published a series that revealed that gangs
in the Chicago area increasingly were turning to mortgage fraud. They found it easi-
er and more lucrative than selling drugs. It turns out the gangs were not alone; ev-
eryone, it seems, was in on the act.

Just last week, the U.S. Attorney in Chicago, Patrick Fitzgerald, brought mort-
gage fraud indictments against two dozen players. They are brokers, accountants,
loan officers and processors, and attorneys.

Mortgage fraud comes in all shapes and sizes. Scam artists inflate appraisals, flip
properties, and lie about information, including income and identity, on loan appli-
cations. Some used the identity of deceased people to obtain mortgages. And other
desperate thieves bilked out of their homes and home equity the most vulnerable
homeowners and seniors in dire financial straits.

Let’s face it: this is just the tip of the iceberg. And as we in Congress work to
get the economy back on track and credit flowing again, we have to address what
f\gva\s dat the root of the mortgage melt-down in the first place and that is mortgage
raud.

Mortgage fraud continues to rise in record numbers. The FBI has reported that
in 5 years, its mortgage fraud caseload increased by 237 percent, and investigations
more than doubled in three years. During a 12-month period ending in 2008, mort-
gage fraud reports increased by 44 percent—reaching over 63,000 reports—with pre-
dictions of up to $25 billion in losses. On refinanced FHA loans, defaults have more
than quadrupled.

For the 5th year in a row, Illinois secured a spot on the Mortgage Asset Research
Institute’s (MARI) top ten list of states with the most severe and prevalent incidents
of mortgage fraud. In MARI’s 2009 Mortgage Fraud Case Report—issued last week,
Illinois ranked third in the nation, behind Rhode Island and Florida.

As a former real estate attorney and member of the House Committee on Finan-
cial Services, I've seen first-hand the devastating effects of mortgage fraud. It has
plagued our financial system and economy. Most tragically, it has cost millions of
American families their homes and required taxpayers to commit trillions of their
hard-earned dollars to prop-up the financial industry. It’s just not fair to the good
actors in the industry and the 90 percent of homeowners who are paying their mort-
gage on time.

That’s why I was pleased to join with you, Chairman Conyers and Ranking Mem-
ber Smith, in introducing H.R. 1748, the “Fight Fraud Act,” and I introduced H.R.
78, the “Stop Mortgage Fraud Act.” I look forward to working with you and Mem-
bers of this Committee on these important bills.

Last Congress, the House three times passed—in some form—my bill, the Stop
Mortgage Fraud Act, only to see it removed or ignored by the Senate.

But I haven’t given up, and I won’t give up. This Congress, I reintroduced the
Stop Mortgage Fraud Act, now H.R. 78, to provide additional funds to the FBI and
Department of Justice to investigate and prosecute mortgage fraud.

By bolstering federal law enforcement’s efforts, Congress can help to inject cer-
tainty and fairness into the mortgage system—to restore investor, homebuyer, and
public confidence in the American Dream and our financial system. As we work to
modernize financial laws and regulations, it’s also our duty to supply federal law
enforcement with the tools and resources it needs to rapidly tackle fraud, particu-
larly mortgage fraud. Fighting fraud must play a central role in solving the under-
lying problems that have undermined economic recovery.
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With that, I respectfully request that you support H.R. 78, the Stop Mortgage
Fraud Act. I offer my continued commitment to improve the bill and move it
through the legislative process. Thank you, again, for your time and dedication to
this matter.

Mr. CoNYERS. Neil Abercrombie of Hawaii is a senior athlete, a
jazz historian, and an unlicensed lawyer. So we are particularly
happy to have him before us.

Welcome, Neil.

TESTIMONY OF THE HONORABLE NEIL ABERCROMBIE, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF HAWAII

Mr. ABERCROMBIE. Ah, there we are.

Thank you very much, Mr. Chairman. Mahalo nui loa to you, and
aloha to you and Mr. Smith and all the Members. Thank you very
much for the opportunity to be with you.

Mr. Chairman, before I begin, I want to express to you what I
know is a shared feeling, I am sure by all the Members and the
staff, that you will be losing Mr. Luis de Baca to the State Depart-
ment, but I want to say that the Nation is all the more gaining
from it and the world.

He will be ambassador-at-large in the State Department in the
area of trafficking in persons, particularly women and girls,
throughout the world who are now suffering oppression, will find
a great champion in Mr. de Baca. And I commend you and the
Committee for having the foresight to have him with you. And I
know we wish him all a bon voyage in his new role.

Mr. Chairman and Members, I am very grateful to the Com-
mittee your hearing on H.R. 1667, and I want to thank Mr. Smith
for his mentioning it in his remarks. This is a bill I believe that
does not have an ideological equation or philosophical equation, a
partisan equation, but one which is particularly American, going
back, as was indicated by Mr. Lungren and others, something
which the Members of Congress have had a shared obligation and
responsibility for and about for decades.

The War Profiteering Prevention Act of 2009 and other legisla-
tion which will begin to hold companies that accept and spend the
public’s money more accountable to the public.

Mr. Chairman, as you know, this bill is part of a larger package
of legislation intended to deter waste and abuse of public funds. It
is absolutely essential to strengthen Federal law so that private-
sector contractors who enter agreements with the government to
provide goods and services will know that the misuse of public
funds is a crime and that violators will be prosecuted and pun-
ished.

It is also absolutely essential to strengthen Federal law so that
the public knows that such behavior will no longer be tolerated.

It is unfortunate that a relatively few American companies have
wreaked complete havoc on our country’s economy and provoked
national outrage with their singular focus on profits at the expense
of market stability, the long-term benefit of their customers, and
any sense of business ethic.

But it didn’t just happen last year or just on Wall Street or just
in our domestic housing and financial markets. The same corrupt
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atmosphere followed our military forces overseas and is the par-
ticular object of my bill.

The last Administration privatized logistical support for combat
and reconstruction operations in Iraq and Afghanistan to an extent
unprecedented in our history.

Wars have always been huge and highly profitable business, but
never have we seen the pursuit of profit practiced with more cava-
lier disregard for the health and safety of our troops, the ultimate
success of our reconstruction efforts, or the continuing support of
the American public.

In fact, some of our largest contractors have acted as if it was
open season on the United States taxpayer. At least 10 companies
eventually have paid more than $300 million in penalties to resolve
allegations of bid-rigging, fraud, gross overcharging, delivery of
faulty military parts, and environmental damage in Iraq alone.

Even more tragically, some of our soldiers have become casual-
ties of shoddy work, simply because U.S. law has not fully brought
these firms to account. There have been 16 reported deaths of
American soldiers and 2 civilians, not from combat, but from elec-
trocution, as a result of shoddy work.

Mr. Chairman, I wanted to add parenthetically that I am well
aware of some of the commentary made about existing law with re-
gard to fraud and misuse and abuse of public funds.

Our difficulty here and the reason for this bill appearing before
you is there is now some question as to the legal reach of these
laws outside the Nation in warzones and combat zones, such as in
Iraq and Afghanistan, and that is the object of the bill, not to reit-
erate what is already on the books, but rather to see to it that no
legal obstacles might exist to be able to bring such perpetrators ac-
count.

The United States has spent more than $50 billion to hire pri-
vate contractors in Iraq to provide food, water, gasoline, and other
supplies, guard bases, drive trucks, and many other activities in
support of our troops or for reconstruction itself.

Today, with an additional 21,000 troops planned for deployment
to Afghanistan, along with billions of reconstruction dollars, con-
tract accountability is an urgent need.

Cleaning up this mess and preventing its recurrence has been
hampered by the fact that anti-fraud laws that can protect against
the waste or theft of U.S. tax dollars in the United States are not
as clearly applicable overseas. There has been and is ambiguity in
legal jurisdiction.

An abundance of well-documented cases of contract fraud and
abuse led to the introduction of the War Profiteering Prevention
Act in 2007, to that bill’s markup and hearing before this Com-
mittee, and to its passage in the full House in October 2007 by an
overwhelming vote of 375-3.

I am hoping that the three will re-read this bill and that we can
prevail upon them to reconsider.

However, the Bush Administration, through its testimony
against the bill before your Committee and on the floor of the
House, viewed this legislation as an example of burdensome regula-
tion over the free enterprise system. As a result, action in the Sen-
ate was blocked.
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And as a result, we have worked the bill over in such a way as
we hope and believe will meet the objections that existed pre-
viously.

That bill was H.R. 400, has now been reintroduced in new form,
which, as I say, I hope will address such questions as existed in
2007, introduced in the 111th Congress as H.R. 1667, which re-
(éeiveg, as I said, the favorable commentary of Ranking Member

mith.

The War Profiteering Prevention Act of 2009, that is before you
today. This measure is very brief and very direct. It defines con-
tract fraud and specifies who will be covered by the law and where
it will be in force. It does not have maybe some the general impli-
cations that found some objection previously.

It establishes jurisdiction very clearly for the enforcement of the
law and the prosecution under it. And it specifies the penalties for
violation of the law in fines and possible imprisonment.

It is profoundly distressing that such laws are necessary, but this
bill is critical to our national security interests, both for the sur-
vival of our own economy and accountability to the taxpayer and
the successful reconstruction in foreign nations gripped by extre-
mism.

We have seen what can happen without proper government over-
sight. We would be derelict in our responsibility to the public we
serve if we did not take every step available to us to discourage
such behavior in the future and punish those who violate the public
trust.

Therefore, Mr. Chairman and Mr. Smith, I appreciate today’s
hearing, certainly, and I appreciate the fact that you are having a
hearing on the wider problems of fraud and corruption.

And I certainly look forward to this Committee’s markup and
other pieces of reform legislation and their full consideration by the
House and will do all T can to aid and assist you, should anyone
still have any questions after we have gone through the House—
after the House has worked its will.

Thank you very much, Mr. Chairman. Mahalo nui loa.

[The prepared statement of Mr. Abercrombie follows:]

PREPARED STATEMENT OF THE HONORABLE NEIL ABERCROMBIE,
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF HAWAII

Chairman Conyers and Members of the Judiciary Committee:

I am grateful to the Committee for today’s hearing on H.R. 1667, the War Profit-
eering Prevention Act of 2009, and other legislation which will begin to hold compa-
nies that accept and spend the public’s money accountable to the public. I appreciate
the opportunity to address the Committee on this matter.

Mr. Chairman, as you know, this bill is part of a larger package of legislation in-
tended to deter the waste and abuse of public funds. It is absolutely essential to
strengthen federal law so that private sector contractors who enter agreements with
the government to provide goods and services will know that the misuse of public
funds is a crime, and that violators will prosecuted and punished. It is also abso-
lutely essential to strengthen federal law so the public knows that such behavior
will no longer be tolerated.

It is unfortunate that a relative few American companies have wreaked complete
havoc on our country’s economy and provoked national outrage with their singular
focus on profits at the expense of market stability, the long-term benefit of their cus-
tomers and any sense of business ethic.

But it didn’t just happen last year, or just on Wall Street, or just in our domestic
housing and financial markets. The same corrupt atmosphere followed our military
forces overseas. The last Administration privatized logistical support for combat and
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reconstruction operations in Iraq and Afghanistan to an extent unprecedented in
our history.

Wars have always been huge and highly profitable business, but never have we
seen the pursuit of profit practiced with more cavalier disregard for the health and
safety of our troops, the ultimate success of our reconstruction efforts or the con-
tinuing support the American public. In fact, some of our largest contactors have
acted as if it was open season on the U.S. taxpayer.

At least ten companies eventually paid more than $300 million in penalties to re-
solve allegations of bid rigging, fraud, gross overcharging, delivery of faulty military
parts and environmental damage in Iragq.

Even more tragically, some of our soldiers have become casualties of shoddy work,
simply because U.S. law has not fully brought these firms to account. There have
been 16 reported deaths of American soldiers and 2 civilians, not from combat, but
from electrocution.

The U.S. has spent more than $50 billion to hire private contractors in Iraq to
provide food, water, gasoline and other supplies, guard bases, drive trucks and
many other activities in support of our troops and for reconstruction. Today, with
an additional 21,000 troops planned for deployment to Afghanistan along with bil-
lions of reconstruction dollars, contractor accountability is an urgent need.

Cleaning up this mess and preventing its recurrence has been hampered by the
fact that anti-fraud laws that can protect against the waste or theft of U.S. tax dol-
lars in the United States are not as clearly applicable overseas. There has been am-
biguity in legal jurisdiction.

An abundance of well-documented cases of contract fraud and abuse led to the in-
troduction of the War Profiteering Prevention Act in 2007, to that bill’s mark-up and
hearing before this committee, and to its passage by the full House in October 2007
by a vote of 375-3.

However, the Bush Administration, through its testimony against the bill before
your committee and on the floor of the House, viewed this legislation as an example
of burdensome regulation over the free enterprise system. As a result, action in the
Senate was blocked.

That bill—H.R. 400—has now been reintroduced in the 111th Congress as H.R.
1667, the War Profiteering Prevention Act of 2009, and it is before you today.

The measure is very brief and very direct. It defines contract fraud; it specifies
who will be covered by the law and where it will be in force; it establishes jurisdic-
tion for the enforcement of the law and prosecution under it; and it specifies the
penalties for violation of the law, in fines and possible imprisonment.

It is profoundly distressing that such laws are necessary, but this bill is critical
to our national security interests; both for the survival of our own economy and ac-
countability to the taxpayer, and the successful reconstruction of foreign nations
gripped by extremism. We have seen what can happen without proper government
oversight. We would be derelict in our responsibility to the public we serve if we
did not take every step available to us to discourage such behavior in the future,
and to punish those who violate the public trust.

Mr. Chairman, I appreciate today’s House Judiciary Committee hearing on HR
1667, the War Profiteering Prevention Act of 2009, and on the wider problems of
fraud and corruption. I look forward to the Committee’s mark-up of this and other
pieces of reform legislation, and their consideration by the full House.

I am grateful for the opportunity to testify and will do anything I can to assist
the Committee in its deliberations.

Mr. CoNYERS. Elijah Cummings is the past Chairman of the Con-
gressional Black Caucus, Member of the Transportation Com-
mittee, as well as the Armed Services Committee.

Welcome this morning, Elijah.

TESTIMONY OF THE HONORABLE ELIJAH E. CUMMINGS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF
MARYLAND

Mr. CuMMINGS. Thank you very much. Thank you very much,
Mr. Chairman. I am also a Member of the Government Reform
Committee also, where we have spent a lot of time looking at fraud
and a lot of the fraud that Mr. Abercrombie just talked about with-
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in the military. And, of course, looking at AIG and what is going
on right now with regard to these TARP funds.

Chairman Conyers, I want to thank you and Mr. Smith for invit-
ing us today. And I commend both of you and this entire Com-
mittee for your tireless efforts and your ongoing efforts to protect
consumers and prevent fraud, and I also appreciate the work of
this entire Committee in that regard.

I have worked closely with the administration of Governor Mar-
tin O’Malley in my home State of Maryland to make my constitu-
ents aware of the consumer protections available to them, and I am
pleased to be here.

From the instant the decision was made to inject taxpayer dol-
lars into the private capital markets, I have beaten a drum for the
rights of our Nation’s involuntary investors.

From for-profit loan-modification firms in the housing sector to
corporate bonuses and retention payments on Wall Street, we have
seen too many examples of our hard-working constituents getting
taken advantage of at a time when many are very—are in des-
perate straits themselves.

At the State level, the Maryland General Assembly has passed
the Maryland Mortgage Fraud Act, explicitly making mortgage
fraud a specific crime, as well as creating an affirmative obligation
for all mortgage brokers and lenders to report cases of fraud, theft
or forgery.

More recently, we have all seen the emergence of the so-called
foreclosure or loan modification consultants. These scam artists
charge high upfront fees to vulnerable consumers to supposedly
help them obtain modifications of their loans.

In reality, they are charging hard-working people for information
that is available to them at no cost. Too often, these efforts result
in both wasted money and wasted time. And that homebuyer is left
with two bags in each hand, one bag says, “Zero,” and the other
one says, “Debt.”

The bills to be considered by the Committee today would provide
exactly the kind of tools we need to create stronger taxpayer pro-
tections. In the case of AIG, all taxpayers have been victimized.

We have seen a pattern of less-than-full disclosure of AIG’s uses
of the TARP funds. First, we found out that they were attending
conferences at lavish resorts, having their manicures, pedicures,
and massages done at taxpayers’ expense, after getting significant
bailout money.

Then we found out that they were issuing bonuses and retention
payments even within the Financial Products division, whose ac-
tions brought AIG down and created the systemic turmoil that
threatens our entire economy, not only of this country, but of the
world.

Mr. Liddy, the head of AIG, and his team at AIG have not con-
vinced me that these bailout funds are always being used in the
best interests of the taxpayer. And it is simply unacceptable that
the taxpayers who provided these funds should have any doubts.

I particularly commend you, Mr. Conyers, and Mr. Smith, Mrs.
Biggert, Mr. Scott, Mr. Delahunt, and Ms. Jackson Lee for your
sponsorship of this legislation, but let me say something else.
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As I listen to Mr. Scott and I listen to Mr. Issa and some others,
I was thinking about, how do you address these issues? And as,
frankly, I haven’t practiced law for many years, I think there are
two things, and I think Mr. Scott hit on it very—did a good job of
pointing it out.

You know, the question is, it is not just whether you have the
laws on the books. The question is, is whether law enforcement
make those laws a priority to prosecute and whether they have the
resources to do it.

Now, Mr. Abercrombie makes a good point. There are some loop-
holes. And we need to fill those loopholes. But we also, Mr. Chair-
man—and just commentary—we need to make sure that the U.S.
attorney and our attorneys throughout—and his assistants
throughout the country and our State folks know that this is a pri-
ority of this Congress.

Now, I get tired of seeing my constituents after they have been
defrauded and left with nothing. And the sad part about it, as I
close, is that, you know, I have often said we have one life to live.
This is no dress rehearsal, and this is that life.

And it is so sad when I see people like I saw this morning, Mr.
Chairman, getting up at 5 o’clock in the morning, going out there,
working their butts off, and now they stand to lose their houses,
their homes, their savings, and their health care.

And then they see their tax dollars being used in a way that is
to me fraudulent. And they also see something else happening:
They also see that it becomes almost impossible for them to reclaim
their dream and reclaim their hope.

So I encourage this Committee to do what I know you are going
to do. And thank you for being so vigilant.

[The prepared statement of Mr. Cummings follows:]

PREPARED STATEMENT OF THE HONORABLE ELIJAH E. CUMMINGS,
A REPRESENTATIVE IN CONGRESS FROM THE STATE OF MARYLAND

Thank you, Chairman Conyers, for inviting me to testify today.

I commend Chairman Conyers and Ranking Member Smith for their tireless lead-
ership of our ongoing efforts to protect consumers and prevent fraud, and I also ap-
preciate the hard work of all Judiciary committee members.

I have worked closely with the administration of Governor Martin O’Malley in my
home state of Maryland to make my constituents aware of the consumer protections
available to them, and I am pleased to be here.

From the instant the decision was made to inject taxpayer dollars into the private
capital markets, I have beaten a drum for the rights of our nation’s “involuntary
investors.”

From for-profit “loan modification” firms in the housing sector to corporate bo-
nuses and retention payments on Wall Street, we've seen too many examples of our
hard-working constituents getting taken advantage of at a time when many are
truly desperate.

At the State level, the Maryland General Assembly has passed the Maryland
Mortgage Fraud Act, explicitly making mortgage fraud a specific crime, as well as
creating an affirmative obligation for all mortgage brokers and lenders to report
cases of fraud, theft, or forgery.

More recently, we've all seen the emergence of these so-called foreclosure or loan
modification consultants.

These scam artists charge high up-front fees to vulnerable consumers to sup-
posedly help them obtain modifications of their loans.

In reality they are charging hard-working people for information that is available
to them at no cost. Too often, these efforts result in both wasted money and wasted
time.

The bills to be considered by the committee today would provide exactly the kind
of tools we need to create stronger taxpayer protections.
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In the case of AIG, all taxpayers have been victimized. We have seen a pattern
of less-than-full disclosure of AIG’s uses of the TARP money.

First, we found out they were attending conferences at lavish resorts.

Then we found out they were issuing bonuses and retention payments, even with-
in the Financial Products division, whose actions brought AIG down and created the
systemic turmoil that threatens our entire economy.

Mr. Liddy and his team at AIG have not convinced me that these bailout funds
are always being used in the best interests of the taxpayer—and it is simply
inacceptable that the taxpayers who provided this funding should have any doubts.

I particularly commend Chairman Conyers, Mr. Smith, Ms. Biggert, Mr.
Delahunt, and Ms. Jackson Lee for their sponsorship of the Fight Fraud Act of 2009.

Including the Troubled Assets Relief Program in the definition of “major fraud
against the government” should help create transparency and increase account-
ability from the recipients of these taxpayer funds.

Whether as a, quote, “involuntary investor” or as the holder of an underwater
mortgage, the American taxpayer shouldn’t have to keep absorbing these blows.

The Fight Fraud Act and today’s hearing are the counterpunches they need. Mr.
Chairman, I commend you and the committee again on your efforts to root out fraud
and abuse.

Thank you for inviting me today, and with that, I yield back.

Mr. CONYERS. Well, we are indebted to all three of you and look
forward to our continued working together on these bills, and laws
like this, and how we enforce and supply the government with the
resources to do what you have suggested.

I thank you all for your attendance this morning.

We will now call up our second panel of seven witnesses. And we
are pleased to welcome the president and CEO of the Taxpayers
Against Fraud, Jeb White; senior law partner Marcia Madsen; an-
other law firm partner, Barry Pollack; the executive director and
general counsel of the Association of Consumers, Ira Rheingold; the
New York City commissioner for consumer affairs, Jonathan Mintz;
the deputy director of the Federal Bureau of Investigation, John
Pistole; and the acting assistant attorney general for the criminal
El}ilvision in the United States Department of Justice, Ms. Rita

avin.

Ms. Glavin has done some very excellent work. She will be our
first witness. All the statements will be in the record, so we wel-
come you to begin.

TESTIMONY OF RITA GLAVIN, ACTING ASSISTANT ATTORNEY
GENERAL, CRIMINAL DIVISION, DEPARTMENT OF JUSTICE

Ms. GLAVIN. As you all know, the Nation’s current economic cri-
sis has had devastating effects on mortgage markets, credit mar-
kets, the banking system, and all of our Nation’s citizens.

And while not all of the current economic ills are the result of
criminal activity, the financial crisis has laid bare criminal activity,
such as Ponzi schemes, that may have otherwise gone undetected
for years.

The Department of Justice is committed during these difficult
times to redoubling our efforts to uncover abuses involving finan-
cial fraud schemes, mortgage lending and securitization frauds,
foreclosure rescue scams, government program fraud, bankruptcy
schemes, and securities and commodities fraud.

Where there is evidence to criminal wrongdoing, including crimi-
nal activity that may have contributed to the current economic cri-
sis or any attempt to criminally profit from the current crisis, the
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department will prosecute the wrongdoers, seek to put them in jail
when appropriate, and work tirelessly to recover assets and crimi-
nally derived proceeds, and strive to make the victims whole.

Historically, the department has had tremendous success in iden-
tifying, investigating and prosecuting massive financial fraud
schemes. Last year, for example, the department obtained convic-
tions of four executives, including a former AIG executive who en-
gaged in corporate fraud by executing two false reinsurance trans-
th(i}ons to conceal a $59 million decrease in the loss reserves of

1G.

Similarly, last year, the department secured the conviction of five
former executives, including the owner and president of National
Century Financial Enterprises, one of the largest health care fi-
nance companies in the United States, until its 2002 bankruptcy,
on charges stemming from an investment fraud scheme resulting
in $2.3 billion in investor losses.

Last week, the former president of that company was sentenced
to 30 years in prison, and a co-owner was sentenced to 25 years
in prison. The defendants were also ordered to pay restitution of
$2.3 billion and forfeit $1.7 billion.

In just the last few weeks, the department has secured a guilty
plea from Bernard Madoff for securities fraud and mail fraud viola-
tions. And we filed a criminal complaint against Laura Pendergest-
Holt, the chief investment officer of Stanford Financial, alleging
that she obstructed an SEC investigation into the activities of
Stanford Financial.

The department has approached the current financial problem
with three primary goals, first, coordination. The department has
sought to aid in the coordination among law enforcement agencies
by working with our partner agencies in forming a variety of na-
tional and regional working groups. The coordination is important
to share information and share ideas.

Second, investigations and prosecutions. As always, the depart-
ment focuses on those to investigate financial fraud and mortgage
fraud. When people go to jail, when people incur stiff fines and
have to pay restitution, we deter similar conduct by others.

The department has over the last several years aggressively
prosecuted fraud cases. We have done nationwide sweeps, resulting
in hundreds of convictions.

Third, in addition to coordination and investigating, prosecuting
crimes, we look to fulfill our responsibilities to the victims, looking
to make them whole, looking to identify them, looking to recover
assets and provide the restitution to the victims.

In addition to continue our efforts to prosecute financial crimes,
like Ponzi schemes, mortgage fraud, securities fraud, the depart-
ment knows that we have to ensure that the funds that Congress
has authorized to rejuvenate our economy are used as intended.

Where these taxpayer funds are used unlawfully and where mis-
representations are made in order to get those funds, we are com-
mitted to looking at the matter, investigating and prosecuting
wrongdoers where we find them.

Our past experience, including many prosecutions relating to the
Hurricane Katrina recovery funds and the funds used as part of
the Iraq reconstruction efforts, show that we know when large in-
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vestments of taxpayer money go out over a short period of time,
people will try and exploit the system and criminally profit.

And we are aware of that. We are ready for that. And we are al-
ready starting to work with our other law enforcement agencies, in-
cluding the SIGTARP, to prepare for what may come down the
pike.

So looking forward, the department believes it has the tools it
needs to continue to vigorously combat financial fraud. We support
certain legislative steps that could be used to close existing gaps
that might exist in the law and strengthen some of the statutes
that we already use to prosecute these financial fraud crimes.

I appreciate the Committee’s invitation to be here today, and I
look forward to your questions.

[The prepared statement of Ms. Glavin follows:]
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PREPARED STATEMENT OF RITA GLAVIN
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Good moring Mr. Chairman and members of the Committee. Thank you for your
invitation to address the Committee concerning the Department of Justice’s efforts to prevent
and combat financial fraud. It is an honor to appear before you today. Since there are now seven
bills that are part of this hearing, most of which have just been introduced, we would like to
express our desire to work with the Committee on these bills before they move forward in the

legislative process. Because of timing, we will not be addressing them in this testimony.

The Nation’s current economic crisis has had devastating effects on mortgage markets,
credit markets, the banking system, and all of our Nation’s citizens. Although not all of our
current economic ills are the result of criminal activity, the financial crisis has laid bare criminal
activity — such as Ponzi schemes — that may have otherwise gone undetected for years. The
Department of Justice (the Department) is committed, during these difficult times, to redoubling
our efforts to uncover abuses involving financial fraud schemes, mortgage lending and
securitization frauds, foreclosure rescue scams, government program fraud, bankruptcy schemes,
and securities and commodities fraud. We are committed to adopting a proactive approach for
better detecting and deterring fraud in the future. Put very simply, where there is evidence of
criminal wrongdoing — including criminal activity that may have contributed to the current
economic crisis or any attempt to criminally profit from the current crisis — the Department will
prosecute the wrongdoers, seek to put them in jail, work tirelessly to recover assets and

criminally derived proceeds, and strive to make whole the victims of such crimes.

Today, T want to address some of the steps the Department has taken to combat financial

fraud and mortgage fraud and the actions the Department is taking to help protect taxpayers’
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money. Further, | want to address some steps that could be taken to aid in the Department’s

enforcement activities.

Financial Fraud Enforcement

Historically, the Department has had tremendous success in identifying, investigating,
and prosecuting massive financial fraud schemes. Last year, for example, the Department
secured the convictions of five former executives, including the owner and president of National
Century Financial Enterprises — one of the largest health care finance companies in the United
States until its 2002 bankruptcy — on charges stemming from an investment fraud scheme
resulting in $2.3 billion in investor losses. Similarly, last year, the Department obtained a
conviction of a former AIG executive who engaged in corporate fraud by executing two false
reinsurance transactions to conceal a $59 million decrease in the loss reserves of AIG. From the
Department’s prosecution of executives of Enron to Worldcom to Adelphia to AIG, to the
prosecutions of mortgage fraudsters and architects of Ponzi schemes across the country, the
Department has considerable institutional experience and knowledge upon which it can, and will,

draw in fighting crimes that relate to the current crisis.

Indeed, in recent weeks, the Department has made clear that its commitment to
prosecuting financial crimes will not abate. In the last few weeks, the Department has secured a
guilty plea from Bernard Madoff for securities fraud and mail fraud violations, among other
charges; filed a criminal complaint against Laura Pendergest-Holt, the chief investment officer of
Stanford Financial, which alleges that she obstructed a Securities and Exchange Commission

(SEC) investigation into the activities of Stanford Financial; and arrested Charles “Chuck” E.
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Hays, who is alleged to have engaged in a large Ponzi scheme operation in Minnesota. These are

but a few examples of the Department’s ongoing, vigorous enforcement efforts.

Mortgage Fraud Enforcement

Although there are many causes and effects of the current financial crisis, one of the most
often cited is mortgage fraud and, indeed, mortgage fraud continues to be an escalating problem
across the country. The U.S. Department of the Treasury recently reported that depository
institutions filed over 62,000 Suspicious Activity Reports (SARs) on mortgage fraud between
June 2007 and June 2008. That is a 44 percent increase over the prior year. To address this
growing problem, the Department has been waging an aggressive campaign. We have deployed a
broad array of enforcement strategies to ensure the best use of our investigative and prosecutorial

resources.

Mortgage Fraud Law Enforeement Coordination

Effectively combating mortgage fraud requires coordination among various law
enforcement agencies and close cooperation between law enforcement and industry
representatives. The Federal Bureau of Investigation (FBI), Department of Housing and Urban
Development (HUD) Office of Inspector General, the Financial Crimes Enforcement Network
(FinCEN), Internal Revenue Service (IRS) Criminal Investigative Division (CID), U.S. Postal
Inspection Service, SEC, Federal Reserve Board, Federal Deposit Insurance Corporation, Office
of the Comptroller of the Currency, Office of Thrift Supervision, and other federal, State and
local agencies are among the many agencies that monitor, investigate and pursue mortgage fraud.

Prosecutions are then brought by both federal and State prosecutors. Because this problem
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touches neighborhoods across the country, coordination and the sharing of intelligence and

investigative resources are critical to our collective success in addressing mortgage fraud.

The Department is leading these coordination efforts through the Corporate Fraud Task
Force and the Mortgage Fraud Working Group. Through these groups, law enforcement officers
and regulators work to develop strategies to investigate and prosecute wrongdoers and their
enterprises engaged in systemic mortgage fraud. In addition, there are 18 regional Mortgage
Fraud Task Forces and 47 mortgage fraud working groups in which the FBI, and other federal,
state, and local enforcement agencies are working together to address this problem. These
efforts continue to grow. For example, within the last several weeks, the United States
Attorney’s Office in Maryland announced the formation of the Maryland Mortgage Fraud Task
Force linking federal, state and local agencies in an effort to better coordinate civil and criminal
enforcement actions relating to mortgage fraud, recover more money for victims, and more
effectively communicate information to the public about common schemes in an effort to prevent

them from becoming victims of mortgage fraud in the first place.

In addition, the FBI has established a National Mortgage Fraud Team at FBI
Headquarters. This unit, working closely with the Department’s Criminal Division, U.S.
Attomeys’ Offices and other law enforcement partners, encourages proactive investigations of
mortgage fraud and related crimes and employs an intelligence-driven case targeting system to
identify mortgage fraud “hot spots” around the country and to promote real-time enforcement
operations. This model has achieved initial success in the Southern District of Florida with the

Department’s Health Care Fraud Strike Force, which is also based on intelligence-based
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investigations. We hope to learn from these experiences and disseminate the lessons learned to

other districts around the country.

The sharing of information and ideas is essential to a coordinated approach to the
mortgage fraud problem. Accordingly, the Department has encouraged, and led by example, a
comprehensive information sharing effort within the Department and among our partner

agencies.

Investigation and Prosecution of Mortgage Fraud

When criminals go to jail, we deter similar conduct by others. The Department has, over
the last several years, aggressively prosecuted mortgage fraud cases, and the Department’s
efforts have yielded nationwide sweeps, resulting in hundreds of convictions, and sending
hundreds of criminals to jail. As just one example, in partnership with the FBI, the Department
has conducted three nationwide mortgage fraud and other banking crime sweeps. In Operation
“Malicious Mortgage”, conducted last year, U.S. Attomeys’ Offices brought charges against
more than 400 defendants across the nation, largely as a result of the work of local and regional
task forces and working groups currently targeting mortgage fraud. Operation “Malicious
Mortgage” was the most recent coordinated sweep in an ongoing law enforcement effort to
combat mortgage fraud, which also included Operation “Quick Flip” in 2005 and Operation
“Continued Action” in 2004. These operations spanned the country and involved the

participation of U.S. Attorneys” Offices and over forty of the FBI’s 56 field offices.
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Operation “Homewrecker” is yet another example of our aggressive enforcement efforts.
Operation Homewrecker was a case brought last year by the United States Attorney’s Office for
the Eastern District of California and investigated by the FBI and the IRS CID, which resulted in
the indictment of 19 individuals on mortgage fraud-related charges. The case stemmed from a
scheme that targeted homeowners in dire financial straits, fraudulently obtaining title to more
than 100 homes and stealing millions of dollars through fraudulently obtained loans and
mortgages. See United States v. Charles Head et al., 08-cr-116 (E.D. Cal. Feb. 2, 2008); United
States v. Charles Head et al., 08-cr-116 (E.D. Cal. Mar. 13, 2008). This is just an example of the

hundreds of mortgage fraud cases prosecuted by the Department over the last several years.

In addition to criminal enforcement activities, the Department has addressed mortgage
fraud through vigorous civil enforcement, including under the False Claims Act (FCA). The
Department’s recoveries under the FCA, with the assistance of private whistleblowers, have
reached record levels. In eight of the last nine years, the Department’s recoveries under the FCA
have exceeded $1 billion and, since 1986, the Department’s recoveries have exceeded $22
billion. The Department has used the FCA to protect a broad range of government programs and
contracts, including matters relating to mortgage fraud. For example, the Department recently
obtained a $10.7 million settlement from RBC Mortgage Company to resolve allegations that it
sought FHA insurance for hundreds of ineligible loans. Additionally, the Department obtained
two recent judgments, totaling $7.2 million, against a California real estate investor and a
Chicago-based mortgage company, for defrauding HUD’s direct endorsement program. {/.S. v.
Irghbal, 475 F Supp. 2d 1008 (C.D. Cal. 2008), aff'd 548 F.3d 1281 (Sth Cir. 2008); U/.S. v.

Dolphin Mortgage Corp., 06-c-499, 2009 WL 153190 (N.D. Ill. 2009). The Department will
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continue to vigorously utilize the FCA to hold accountable those who engage in all types of

housing related fraud.

Oversight of Economic Stimulus Funding and Protecting Taxpayer Money

In addition to continuing our efforts to prosecute the types of fraudulent conduct
described above, we must ensure that the funds that Congress has authorized to rejuvenate and
stimulate the economy are used as intended. Where these taxpayer funds are not used
appropriately or where misrepresentations are made in order to obtain such funds, we are

committed to investigating and prosecuting the wrongdoers.

From past experience — including the many prosecutions we have brought relating to the
Hurricane Katrina recovery funds and the funds used as part of the Iraq reconstruction efforts —
the Department is well aware that when large investments of taxpayer money are doled out over
a short period of time, people will try to exploit the system and criminally profit. In anticipation
of the need to protect the moneys that have been and will be provided as a part of the Troubled
Assets Relief Program (TARP) and other economic stimulus packages, the Department has
forged a working relationship with the Special Inspector General for TARP and is working to
help identify ways to prevent fraud and abuse. Furthermore, we are continuing to assess whether
additional working groups or taskforces should be created or whether resources should be

focused to augment the existing working groups.
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Identifying and Helping Victims

In addition to detecting, deterring, and prosecuting crimes, the Department is always
mindful of our obligation to help victims of all crimes and, to the extent possible, attempt to
make them whole. To this end, the Department’s prosecutors and law enforcement partners
work to locate and recover assets from the criminals who perpetrate financial frauds and to
provide restitution to their victims. Recovery of assets from criminals, however, is challenging
and prosecutors have, in some instances, sought creative solutions. In one particularly egregious
mortgage fraud case prosecuted in the North District of Georgia, for example, the court ordered
the defendant to pay restitution of almost $6 million. To secure the restitution money for the
victims, the government obtained a forfeiture judgment of $6 million, access to the defendant’s
book and movie rights, and the right to sell the defendant’s paintings on eBay. The Department
also effectively uses asset forfeiture as an important law enforcement tool and, last year alone,

returned over $435 million to victims of financial crimes.

Because some financial frauds involve the victimization of hundreds of people, the
Department also expends considerable resources finding the victims in the first instance. The
Department’s many victim-witness coordinators and law enforcement officials work tirelessly to
help ensure that what money is recovered reaches the victims of the crimes. The Department
uses traditional methods of investigation to identify victims but also is proactively trying to reach
and alert potential victims. For example, in the Stanford Financial matter, the FBT recently
issued a press release about the investigation and provided a telephone number for potential

victims to call. Ultimately, identifying victims is a significant and time-consuming task
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especially when, for example in the Bernard MadofT case, this undertaking can involve

thousands of victims around the globe.

Potential Improvements for Law Enforcement Efforts in the Future

Although the Department believes it has the tools it needs to continue to vigorously
combat financial fraud, there are legislative steps that can be taken to close existing gaps and
strengthen the statutes that prosecutors use to bring these cases. The Fraud Enforcement and
Recovery Act of 2009 (FERA), was introduced in the Senate on February 5, 2009 and approved
by the Senate Judiciary Committee on March 5, 2009, and the Department supports this
legislation. FERA contains a number of legislative modifications that would greatly benefit law

enforcement,

For example, the legislation would amend the definition of “financial institution” to
include “mortgage lending business” in Title 18, United States Code. At the height of the
subprime lending era, independent mortgage companies made a significant proportion of the
higher-priced, first-lien mortgages in America (some estimate nearly half). The loans originated
by these private mortgage companies were not generally covered by current federal fraud
statutes, such as bank fraud and bank bribery statutes. The new definition would ensure that
private mortgage companies are both protected by, and held fully accountable under, federal
fraud laws. The loans originated by these private mortgage companies were not generally
covered by current federal fraud statutes, such as bank fraud and bank bribery statutes. For

example, the bank fraud statute, 18 U.S.C. § 1344, prohibits defrauding “a financial institution,”
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and the amendment to this definition would extend the bank fraud statute beyond traditional

banks and financial institutions to private mortgage companies.

The legislation would also expand the prohibition regarding false statements to financial
institutions under of Title 18, United States Code, to cover false statements made to mortgage
lending businesses. Currently, section 1014 applies only to federal agencies, banks, and credit
associations and does not extend to private mortgage lending businesses. This new provision
would ensure that private mortgage companies are held fully accountable under this federal fraud
provision by providing prosecutors with an important tool to charge those who make false
applications and appraisals.

Another proposal under FERA would amend the federal major fraud statute (18 U.S.C. §
1031) to include “any grant, contract, subcontract, subsidy, loan, guarantee, insurance or other
form of Federal assistance.” This amendment will make sure that federal prosecutors have
jurisdiction to use one of their most potent fraud statutes to protect the government assistance
provided during this most recent economic crisis, including money from the TARP and
circumstances where the government purchased preferred stock in companies to provide

economic relief.

These are just a few of the provisions of the FERA legislation which the Department
supports. In addition to the proposals in FERA, the Department respectfully submits there are
additional areas that could be addressed through legislative action, and we welcome the

opportunity to work with this Committee and others to develop such proposals. For example, a

10
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law mandating that persons who provide real estate settlement services must maintain the
settlement statements and related loan documents would give law enforcement an important tool
to investigate mortgage fraud. Half of the top ten subprime mortgage originators in the second
quarter of 2006 had either gone out of business or been sold by the second quarter of 2007 — only
one year later. The Department has found that the records we need to investigate or prosecute
mortgage fraud would have been in the possession of those providing settlement services (such
as lenders, mortgage brokers, and title companies), but that they are frequently unavailable or
difficult to obtain. All too often, such entities go out of business, and their records are either
abandoned or destroyed. Requiring those who provide real estate settlement services to maintain
appropriate records for ten years following the original date of a loan would significantly assist

in the investigation of mortgage fraud.

The Department would welcome the opportunity to work with this Committee to provide
additional information about proposed legislative modifications that would assist our prosecutors

and investigators.

Resources

Our Nation faces an unprecedented financial crisis. The crisis requires a strategic
response to prosecute those responsible for abusing the financial markets, to deter future similar
conduct, and to prevent fraud and abuse relating to funds that have been and will be disbursed to
help improve the current situation. The Department of Justice has a critical role to play. Federal
prosecutors, including those in U.S. Attorneys’ Offices around the country, and in the Criminal,

Tax, and Civil Divisions of the Department will undoubtedly face an unprecedented demand on

11
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their prosecutorial resources through referrals from the FBI, the U.S. Postal Inspection Service,
the Special Inspector General for the Troubled Assets Relief Program, and other investigative

agencies.

To meet these imminent demands and to effectively prosecute the crimes that have come
to light as a result of to the current crisis, the Department requires concomitant resources. The
Department has a successful track record in leading groundbreaking nationwide initiatives to
target specific criminal activities and, ultimately, the Department’s past experience reveals that
an investment in a coordinated response and appropriate resources help ensure justice is served.
Further, such an investment allows the government to recover funds that otherwise may be lost to

criminals who may go unpunished.

Conclusion

The financial crisis demands an aggressive and comprehensive law enforcement
response, including vigorous fraud investigations and prosecutions of individuals who have
defrauded their customers and the American taxpayer and otherwise placed billions of dollars of
private and public money at risk. The Department is committed to this effort and will ensure that
we look at all allegations of fraud closely, follow the facts where they may lead, and bring our
resources to bear to prosecute those who have committed crimes. Thank you for the opportunity
to provide the Committee a brief overview of the Department’s efforts to address the current

financial crisis and we look forward to working with the Committee on legislation.

I'would be happy to answer any questions from the Committee.

12

Mr. CONYERS. Deputy Director John Pistole, Federal Bureau of
Investigation?
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TESTIMONY OF JOHN PISTOLE,
FEDERAL BUREAU OF INVESTIGATION

Mr. PisTOLE. Thank you, Chairman Conyers and Ranking Mem-
becIi Smith, Members of the Committee. It is a pleasure to be here
today.

I would like to give you just a very brief overview of the law en-
forcement challenges facing us and describe the FBI's current ef-
forts to address the growing economic fraud.

First, in the area of mortgage fraud, our work focuses on
schemes that rely on industry insiders, of course, those appraisers,
accountants, mortgage brokers, and other professionals who over-
ride lender controls designed to prevent this type of crime from
happening. To state the obvious, we have experienced a significant
increase in mortgage-fraud-related cases since 2005.

And we expect that upward trend to continue. Also, mortgage
rescue schemes designed to prey on individuals facing the dramatic
loss of their homes and who are therefore very vulnerable are of
great concern to us. And we are now beginning to see the growth
of this crime problem, as well.

The FBI is also combating other types of economic crime, from
securities fraud to health care fraud to frauds and corruption asso-
ciated with our country’s efforts to rebuild Iraq and Afghanistan,
as we heard from the prior panel.

Finally, the numerous Ponzi schemes that we have heard about,
such as Madoff, and other investment frauds have been uncovered,
which we are actively pursuing, we are responding in a number of
specific ways. We have shifted resources and now have additional
FBI agents and national analysts, as well as intelligence analysts,
assigned to mortgage fraud and related investigations.

We have another group of agents and analysts working corporate
fraud and securities fraud matters. We augment our efforts with
State and local law enforcement officers assigned to mortgage fraud
task forces and working groups.

And we have established at our headquarters a national mort-
gage fraud to team to coordinate and prioritize our efforts across
the country with our partners and to provide tools that identify the
most egregious fraud perpetrators and work even more effectively
with our counterparts in law enforcement, regulatory, and industry
leaders.

For example, last June, we completed the initial phases of what
we called Operation Malicious Mortgage, involving the arrest of
more than 400 offenders nationwide believed to be responsible for
over $1 billion in estimated losses. This initiative has focused on
three types of mortgage fraud, that of lending, of course, mortgage
rescue schemes, and mortgage-related bankruptcy schemes.

And we continue our strong efforts within the international con-
tract corruption task force in which we, with our other Federal
partners, address fraud and corruption in U.S.-funded Iraq and Af-
ghanistan construction projects.

In closing, it is clear to us and the FBI and our law enforcement
partners that more must be done to protect our country and our
economy from those who tried to enrich themselves through illegal
financial transactions. We are committed to doing so and very
grateful for your support.



36

Thank you, Mr. Chairman.
[The prepared statement of Mr. Pistole follows:]

PREPARED STATEMENT OF JOHN PISTOLE
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Good morning Mr. Chairman, Ranking Member, and Members of the Committee. I want
to thank you for the opportunity to testify before you today about the Federal Bureau of
Investigation’s (FBI) efforts to combat mortgage fraud and other financial frauds. Much
the same as the Savings and Loan (S&L) Crisis of the 1980s crippled our economy, so
too has the current financial crisis. Many of the lessons learned and best practices from
our work during the past decade, such as the Enron investigation, will clearly help us
navigate the expansive crime problem currently taxing law enforcement and regulatory
authorities.

In the late 1980s and early 1990s, the United States experienced a similar financial crisis
with the collapse of the savings and loans. The Department of Justice (DOJ), and more
specifically the FBI, were provided a number of tools through the Financial Institutions
Reform, Recovery and Enforcement Act of 1989 (FIRREA) and Crime Control Act of
1990 (CCA) to combat the aforementioned crisis. As stated in Senate Bill 331 dated
January 27, 2009, “in the wake of the Savings and Loan crisis of the 1980s, a series of
strike forces based in 27 cities was staffed with 1000 FB1 agents and forensic experts and
dozens of federal prosecutors. That effort yielded more than 600 convictions and
$130,000,000 in ordered restitution.”

However, today’s financial crisis dwarves the S&L crisis as financial institutions have
reduced their assets by more than $1.2 trillion related to the current global financial crisis
compared to the estimated $160 million lost during the S&L crisis. Mortgage and related
corporate fraud were not the sole sources of the current financial crisis; however, it would
be irresponsible to neglect mortgage fraud’s impact on the U.S. housing and financial
markets.

As the FBI’s Assistant Director for the Criminal Division testified in 2004 before the
House Financial Services Sub-Committee: “If fraudulent practices become systemic
within the mortgage industry and mortgage fraud is allowed to become unrestrained, it
will ultimately place financial institutions at risk and have adverse effects on the stock
market. Investors may lose faith and require higher returns from mortgage backed
securities. This may result in higher interest rates and fees paid by borrowers and limit
the amount of investment funds available for mortgage loans.”

He also noted that the FBI supported new approaches to address mortgage fraud and its
effects on the U.S. financial system, to include:

« a mechanism to require the mortgage industry to report fraudulent activity, and

« the creation of “Safe Harbor” provisions to protect the mortgage industry under a
mandatory reporting mechanism.

What has occurred has been far worse than predicted. Mortgage fraud and related
financial industry corporate fraud have shaken the world’s confidence in the U.S.
financial system. The fraud schemes have adapted with the changing economy and now
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individuals are preyed upon even as they are about to lose their homes. But what is
mortgage fraud?

Although there is no specific statute that defines mortgage fraud, each mortgage fraud
scheme contains some type of material misstatement, misrepresentation or omission
relied upon by an underwriter or lender to fund, purchase or insure a loan.

The FBI delineates mortgage fraud in two distinct areas: 1) Fraud for Profit; and 2) Fraud
for Housing. Fraud for Profit uses a scheme to remove equity, falsely inflate the value of
the property or issue loans relating to fictitious property(ies). Many of the Fraud for
Profit schemes rely on “industry insiders”, who override lender controls. The FBI defines
industry insiders as appraisers, accountants, attorneys, real estate brokers, mortgage
underwriters and processors, settlement/title company employees, mortgage brokers, loan
originators, and other mortgage professionals engaged in the mortgage industry.

Fraud for Housing represents illegal actions perpetrated by a borrower, typically with the
assistance of real estate professionals. The simple motive behind this fraud is to acquire
and maintain ownership of a house under false pretenses. This type of fraud is typified by
a borrower who makes misrepresentations regarding the borrower’s income or
employment history to qualify for a loan.

The FBI compiles data on mortgage fraud through Suspicious Activity Reports (SARs)
filed by financial institutions and through the Department of Housing and Urban
Development (HUD) Office of Inspector General (OIG) reports. The FBI also receives
complaints from the industry at large.

While a significant portion of the mortgage industry is void of any mandatory fraud
reporting and there is presently no central repository to collect all mortgage fraud
complaints, SARs from financial institutions have indicated a significant increase in
mortgage fraud reporting. For example, during Fiscal Year (FY) 2008, mortgage fraud
SARs increased more than 36 percent to 63,173. The total dollar loss attributed to
mortgage fraud is unknown. However, 7 percent of SARs filed during FY 2008 indicated
a specific dollar loss, which totaled more than $1.5 billion. Only 7 percent of SARs report
dollar loss because of the time lag between identifying a suspicious loan and liquidating
the property through foreclosure and then calculating the loss amount. As of February
28, 2009, there were 28,873 mortgage fraud SARs filed in fiscal year 2009.

Fraud Trends

The current financial crisis has produced one unexpected consequence: it has exposed
prevalent fraud schemes that have been thriving in the global financial system. These
fraud schemes are not new but they are coming to light as a result of market deterioration.
For example, current market conditions have helped reveal numerous mortgage fraud,
Ponzi schemes and investment frauds, such as the Bernard Madoff scam. These schemes
highlight the need for law enforcement and regulatory agencies to be ever vigilant of
White Collar Crime both in boom and bust years.
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The FBI has experienced and continues to experience an exponential rise in mortgage
fraud investigations. The number of open FBI mortgage fraud investigations has risen
from 881 in FY 2006 to more than 2,000. In addition, the FB1 has 566 open corporate
fraud investigations, including matters directly related to the current financial crisis.
These corporate and financial institution failure investigations involve financial statement
manipulation, accounting fraud and insider trading. The increasing mortgage, corporate
fraud, and financial institution failure case inventory is straining the FBI’s limited White
Collar Crime resources.

Although there are many mortgage fraud schemes, the FBI is focusing its efforts on those
perpetrated by industry insiders who are part of organized enterprises engaged in
Mortgage Fraud for Profit. Industry insiders are of priority concern as they are, in many
instances, the facilitators that permit the fraud to occur. The FBI utilizes SAR data to help
identify fraud schemes perpetrated by insiders. However, SAR data does not capture
suspicious activity identified by the entire mortgage industry. Requiring the entire
industry to report suspicious activity would give us a more complete data set to exploit.
The FBI is engaged with the mortgage industry in identifying fraud trends and educating
the public. Some of the current rising mortgage fraud trends include: equity skimming,
property flipping, mortgage identity related theft, and foreclosure rescue scams.

Equity skimming is a tried and true method of committing mortgage fraud and criminals
continue to devise new schemes. Today’s common equity skimming schemes involve the
use of corporate shell companies, corporate identity theft and the use or threat of
bankruptcy/foreclosure to dupe homeowners and investors.

Property flipping is nothing new; however, once again law enforcement is faced with an
educated criminal element that is using identity theft, straw borrowers and shell
companies, along with industry insiders to conceal their methods and override lender
controls.

Identity theft in its many forms is a growing problem and is manifested in many ways,
including mortgage documents. The mortgage industry has indicated that personal,
corporate, and professional identity theft in the mortgage industry is on the rise.
Computer technology advances and the use of online sources have also assisted the
criminal in committing mortgage fraud. However, the FBI is working with its law
enforcement and industry partners to identify trends and develop techniques to thwart
illegal activities in this arena.

Foreclosure rescue scams are particularly egregious in that fraudsters take advantage and
illegally profit from other individuals’ misfortunes. As foreclosures continue to rise
across the country, so too have the number of foreclosure rescue scams that target
unsuspecting victims. These scams include victims losing their home equity or paying
thousands of dollars in fees, and then receiving little or no services, and ultimately losing
their home to foreclosure. The FBI is again working with our law enforcement and
regulatory partners along with industry partners to target, disrupt and dismantle the
individuals and/or companies engaging in these fraud schemes.
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Proactive Approach to Financial Frauds

The FBI has implemented new and innovative methods to detect and combat mortgage
fraud. One of these proactive approaches was the development of a property flipping
analytical computer application, first developed by the Washington Field Office, to
effectively identify property flipping in the Baltimore and Washington areas. The original
concept has evolved into a national FBI initiative which employs statistical correlations
and other advanced computer technology to search for companies and persons with
patterns of property flipping. As potential targets are analyzed and flagged, the
information is provided to the respective FBI field office for further investigation.
Property flipping is best described as purchasing properties and artificially inflating their
value through false appraisals. The artificially valued properties are then sold at a higher
price to an associate of the “flipper” at a substantially inflated price. Often flipped
properties go into foreclosure and are ultimately repurchased for a fraction of their
original value.

Other methods employed by the FBI include sophisticated investigative techniques, such
as undercover operations and wiretaps. These investigative measures not only result in
the collection of valuable evidence, they also provide an opportunity to apprehend
criminals in the commission of their crimes, thus reducing loss to individuals and
financial institutions. By pursuing these proactive methods in conjunction with historical
investigations, the FBT is able to realize operational efficiencies in large scale
investigations.

In December 2008, the FBI dedicated resources to create the National Mortgage Fraud
Team at FBI headquarters in Washington, D.C. The Team has the specific responsibility
for all management of the mortgage fraud program at both the origination and corporate
level. This Team will be assisting the field offices in addressing the mortgage fraud
problem at all levels. The current financial crisis, however, has required the FBI to move
resources from other white collar crime and criminal programs in order to appropriately
address the crime problem. Since January 2007, the FBI has increased its agent and
analyst manpower working mortgage fraud investigations. The Team provides tools to
identify the most egregious mortgage fraud perpetrators, prioritize pending
investigations, and provide information to evaluate where additional manpower is
needed.

Partnerships

One of the best tools the FBI has in its arsenal for combating mortgage fraud is its long-
standing partnerships with other federal, state and local law enforcement. This is not a
new tool employed by the FBI. Collaboration, communication, and information-sharing
have long been a proven solution to the nation’s most difficult crimes. In response to a
growing gang problem, for example, the FBI stood up Safe Streets Task Forces across the
country. In response to crimes in Indian Country, the FBI developed the Safe Trails Task
Force Program. In response to this new threat, the FBI stood up Mortgage Fraud Task
Forces across the country.
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Presently, there are 18 mortgage fraud task forces and 47 working groups in the country.
With representatives of federal, state, and local law enforcement, these task forces are
strategically placed in areas identified as high threat areas for mortgage fraud. Partners
are varied but typically include representatives of HUD-OIG, the U.S. Postal Inspection
Service, the Internal Revenue Service, FinCEN, the Federal Deposit Insurance
Corporation, as well as State and local law enforcement officers across the country.

While the FBI has increased the number of agents around the country who investigate
mortgage fraud cases from 120 Special Agents in FY 2007 to currently over 250 Special
Agents as of February 28, 2009, this multi-agency model serves as a force-multiplier,
providing an array of resources to adequately identify the source of the fraud, as well as
finding the most effective way to prosecute each case, particularly in active markets
where fraud is widespread. We are pleased to report that the model is working.

Last June, for example, we worked closely with our partners on “Operation Malicious
Mortgage” — a massive multiagency takedown of mortgage fraud schemes involving
more than 400 defendants nationwide. That operation focused primarily on three types of
mortgage fraud: lending fraud, foreclosure rescue schemes, and mortgage-related
bankruptcy schemes. Among the 400-plus subjects of “Operation Malicious Mortgage”,
there have been 164 convictions and 81 sentencings so far for crimes that have accounted
for more than $1 billion in estimated losses. Forty-six of our 56 field oftices around the
country took part in the operation, which has resulted in the forfeiture and/or seizure of
more than $60 million in assets.

In addition to the effort placed in standing up mortgage fraud task forces, the FB1 is one
of the DOJ participants in the national Mortgage Fraud Working Group (MFWG), which
DOIJ chairs. The MEWG represents the collaborative effort of multiple Federal agencies
and facilitates the information sharing process across the aforementioned agencies, as
well as private organizations. Together, we are building on existing FBI intelligence
databases to identify large industry insiders and criminal enterprises conducting systemic
mortgage fraud.

The FBI is also a member of the President’s Corporate Fraud Task Force which is
comprised of investigators from the Securities and Exchange Commission, the Internal
Revenue Service, the U.S. Postal Inspection Service, the Commodity Futures Trading
Commission, and the FinCEN. The purpose of the Corporate Fraud Task Force is to
maximize intelligence sharing between membership agencies and to ensure the violations
related to corporate fraud are appropriately addressed. The FBI also participates in the
Securities and Commodities Fraud Working Group, a national interagency coordinating
body established by DOIJ to provide a forum for exchanging information and discussing
violation trends, law enforcement issues and techniques. In addition, since April 2007,
FBI headquarters personnel have met with representatives from the Securities and
Exchange Commission once a month to coordinate the respective Corporate Fraud
inventories focused on the current financial crisis and to share intelligence.
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Industry Liaison

In addition to its partners in law enforcement and regulatory areas, the FBI also continues
to foster relationships with representatives of the mortgage industry to promote mortgage
fraud awareness. The FBI has spoken at and participated in various mortgage industry
conferences and seminars, including those sponsored by the Mortgage Bankers
Association (MBA).

To raise awareness of this issue and provide easy accessibility to investigative personnel,
the FBI has provided contact information for all FBI Mortgage Fraud Supervisors to
relevant groups including the MBA, Mortgage Asset Research Institute, Fannie Mae,
Freddie Mac and others. Additionally, the FBI is collaborating with industry to develop a
more efficient mortgage fraud reporting mechanism for those not mandated to report such
activity. The FBI supports providing a “safe harbor” for lending institutions, appraisers,
brokers and other mortgage professionals similar to the provisions afforded to financial
institutions providing SAR information. The “Sate Harbor” provision would provide
necessary protections to the mortgage industry under a mandatory reporting mechanism.
This will also better enable the FBI to provide reliable mortgage fraud information based
on a more representative population in the mortgage industry.

Lenders are painfully aware that fraud is affecting their bottom line. Through routine
interaction with FBI personnel, industry representatives are aware of our commitment to
address this crime problem. The FBI frequently participates in industry sponsored fraud
deterrence seminars, conferences and meetings which include topics such as quality
control and industry best practices to detect, deter, and prevent mortgage fraud. These
meetings play a significant role in training and educating industry professionals.
Companies share current and common fraud trends, loan underwriting weaknesses and
best practices for fraud avoidance. These meetings also increase the interaction between
industry and FBI personnel.

Additionally, the FBI continues to train its personnel and conduct joint training with
HUD-OIG and industry on mortgage fraud. As a training model, the FBI seeks industry
experts to assist in its internal training programs. For example, industry has assisted
training FBI personnel on mortgage industry practices, documentation, laws and
regulations. Industry partners have offered to assist the FBI in developing advanced
mortgage fraud investigative training material and fraud detection tools.

Conclusion

Mr. Chairman, the FBI remains committed to its responsibility to aggressively investigate
significant financial crimes which include mortgage fraud. We will continue to work with
the Office of Management and Budget, and the Congress to ensure that adequate
resources are available to address these threats. To maximize our current resources, we
are relying on intelligence collection and analysis to identify emerging trends to target the
greatest threats. We also will continue to rely heavily on the strong relationships we have
with both our law enforcement and regulatory agency partners.
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The FBI looks forward to working with you and other members of this committee on
solving this serious threat to our nation’s economy. Thank you for allowing me the
opportunity to testi