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F H FA Office of Inspector General

Investigations Division

Fraud Prevention through Awareness, Investigation & Enforcement

: Colonial Bank — Taylor, Bean &
Whitaker Mortgage Company
Coﬁ‘m Investigation and Prosecution
You'll like it here.
FHFA - DOJ

Mortgage Fraud Conference
February 11, 2014

This briefing contains information sensitive to the operations of the FHFA-OIG







Eastern District Department of Justice
of Virginia Fraud Section

Charles Connolly Patrick Stokes
Paul Nathanson Rob Zink



April 1, 2009 — Colonial BancGroup files 8K

announcing t
Agreement, c

ne signing of a Stock Purchase
ated March 31, 2009, with

investors led

oy Taylor, Bean & Whitaker

Mortgage Corporation pursuant to which
Colonial BancGroup would raise $300 million of
additional capital, in order to receive $550
million in TARP funds
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* SIGTARP opened an investigation to
determine if it was a “round trip” transaction

* SIGTARP Subpoena issued to Colonial Bank
and TBW

* Agents learned of concerns that Colonial
employees were overstating the value of
mortgages



 Teresa Kelly, Operations
Supervisor, Mortgage
Warehouse lending
Division, Colonial Bank
Orlando, Florida,
approached in June 2009

* Kelly agreed to cooperate
and identified $S500
million “hole”

* Agreed to wear a wire




Cathie Kissick

e Cathie Kissick, Senior
Vice President and
Director of Mortgage
Warehouse Lending
Division

* Approached in July
2009 and agreed to
cooperate further




Desiree Brown

* Desiree Brown, TBW
Treasurer

* Approached on August
3, 2009, and agreed to
cooperate

* First to identify the
Ocala Funding fraud







1. Sweeping
(2002-Dec
2003)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

2. PlanBon
coLB

(Dec. 2003 -
Mid 2005)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

3. Plan B on
AOT
(2005 - 2009)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

4. Ocala
Funding
(2005 -2009)

Lee Farkas -TBW

Desiree Brown-TBW

Paul Allen-TBW

5. TARP Capital
Raise
(2009)

Lee Farkas -TBW

Desiree Brown-TBW

Paul Allen-TBW

Ray Bowman-TBW Desiree Brown-TBW Desiree Brown-TBW  Sean Ragland-TBW

Delton DeArmas -
TBW

Ray Bowman-TBW



Sweeping

* Teresa Kelly, Cathie Kissick, and others would
sweep funds from other accounts every night
to cover over drafts in the TBW operating
accounts

 Grew to almost S150 million

* Becomes too difficult to handle
administratively each night — graduates to
other frauds, including Plan B
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ColB Purchase Facilities

* ColB — CNB purchased interests in individual
residential mortgage loans from TBW pending
resale of the loans to third-party investors.

e ColB was designed so that Colonial Bank
would recoup its outlay only after TBW resold
a mortgage loan to a third-party investor.

« 3" party sales were generally supposed to
take place within 90 days after loan being
placed on the ColB facility.




Colonial Bank’s

AOT Purchase Facilities

 AOT -- Assignment of Trade (AOT) facility.

* Designed for the purchase of interests in pools
of loans, which were referred to as “Trades,”
that were in the process of being securitized
and/or sold to third-party investors.

* Unlike the ColB facility, CNB generally did not
track in its accounting records loan-level data
for the Trades held on the AOT facility.
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One Example of an AOT Loan Recycled Through Multiple AOT Pools

11/10/20 12/23/20
08 | 08

1/12/200
9

1/15/200
9

3/13/200
9

5/1/2009

5/14/200
9

6/11/200
9

6/23/200
9

6/29/200
)

7/28/200
)

$95,458.
55

$97,833.

12

$100,848.
08

$100,581.
37

$100,016.
94

$99,994.
58

$99,994.
58

$99,994.
58

$99,994.

58

$100,632.
88

$100,747.
84













TARP Fraud

* False Financial statements were submitted to
support Colonial’s application for S553 million
in TARP funds

* Funds were diverted from Ocala Funding to
the capital raise escrow account

* |nvestors were added without their
knowledge or approval



Lee Loans

* Loans authorized by Farkas to himself and
friends that did not have to be paid back

* He used these mortgages to purchase
properties, airplanes, and businesses
sometimes in other peoples names






Desiree Brown

 Desiree Brown was the
former TBW Treasurer

* Brown was involved in
the Sweeping, Plan B, and
Ocala Funding frauds

 Brown pled guilty to
conspiracy to commit
securities fraud on
February 24, 2011

 Brown was sentenced on
June 10, 2011, to 72
months (6 years)




Teresa Kelly

 Teresa Kelly was the former
Colonial Bank Operations
Supervisor

* Kelly was involved in the
Sweeping and Plan B frauds

* Kelly pled guilty to
conspiracy on March 16,
2011

* Kelly was sentenced on
June 17, 2011, to 12 months
imprisonment, 3 months to
serve and 9 months in a half
way house




Cathie Kissick

e (Cathie Kissick was the
former Colonial Bank
Director Mortgage
Warehouse Lending
Division

* Kissick was involved in the
Sweeping and Plan B frauds

* Kissick pled guilty to
conspiracy to commit

securities fraud on March 2,
2011

* Kissick was sentenced on
June 17, 2011, to 96 months
(8 Years) in prison




 Ray Bowman was the
former TBW President

* Bowman was involved in
the Sweeping and Plan B
frauds

* Bowman pled guilty to
conspiracy and lying to
federal agents

« Bowman was sentenced
on June 10, 2011, to 30
months in prison




Sean Ragland was a former
TBW Senior Financial
Analyst

Ragland was involved in the
OF Fraud

Ragland pled guilty to
conspiracy on March 31,
2011

Ragland was sentenced on
June 21, 2011, to 12 month
imprisonment, 3 months to
serve and 9 months in a half
way house




Paul Allen

 Paul Allen was the former
TBW CEO

 Allen was involved in the OF
and TARP Fraud

e Allen pled guilty on April 1,
2011, to conspiracy and
submitting false documents
to HUD due to his
participation in the Ocala
Funding and TARP frauds

 Allen was sentenced on
June 21, 2011, to 40 months
in prison




Delton De Armas was the
former TBW CFO

De Armas was involved in
the OF Fraud

De Armas pled guilty to
conspiracy to commit
bank fraud and false
statements

De Armas was sentenced
on June 15, 2012, to 5
years in prison







Judge limited government to 30 minute
opening statement

We used numerous summary charts and slides
to explain complex counts

On April 19t, after less than one full day of
deliberation, the jury convicted Farkas on all
14 counts

Immediately taken into custody after verdict






Judge Brinkema ordered the forfeiture of over $38 million in properties and cash and restitution
in the following amounts:

e Farkas: $3,507,743,557
. Brown: $3,507,743,557
e Allen: $2,611,909,882

* Ragland: $2,611,909,882

e Bowman: S 500,524,882

* Kissick: S 500,524,882

* Kelly: $ 500,524,882

 DeArmas: $1,201,785,000



Colonial Bank-FDIC
BNP Paribas
Deutsche Bank
GNMA/FHA
Freddie Mac

Investors

TBW employees



Fannie terminating their relationship with TBW for fraud
without making any type of referral

TBW’s unusually close relationship and reliance on Colonial
Bank

MWLD claimed to be one of the few profitable divisions of
Colonial but this was during the mortgage melt down with
significant investment in the Florida residential real estate
market

Colonial Bank changing regulators quickly during a review;

TBW was a thinly marginalized company and was trying to
buy the bank

Farkas led an extravagant lifestyle and the décor of the
TBW offices was “over the top”






F H FA Office of Inspector General

Investigations Division

Fraud Prevention through Awareness, Investigation & Enforcement

: Colonial Bank — Taylor, Bean &
Whitaker Mortgage Company
Coﬁ‘m Investigation and Prosecution
You'll like it here.
FHFA - DOJ

Mortgage Fraud Conference
February 11, 2014

This briefing contains information sensitive to the operations of the FHFA-OIG







Eastern District Department of Justice
of Virginia Fraud Section

Charles Connolly Patrick Stokes
Paul Nathanson Rob Zink



April 1, 2009 — Colonial BancGroup files 8K

announcing t
Agreement, c

ne signing of a Stock Purchase
ated March 31, 2009, with

investors led

oy Taylor, Bean & Whitaker

Mortgage Corporation pursuant to which
Colonial BancGroup would raise $300 million of
additional capital, in order to receive $550
million in TARP funds
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* SIGTARP opened an investigation to
determine if it was a “round trip” transaction

* SIGTARP Subpoena issued to Colonial Bank
and TBW

* Agents learned of concerns that Colonial
employees were overstating the value of
mortgages



 Teresa Kelly, Operations
Supervisor, Mortgage
Warehouse lending
Division, Colonial Bank
Orlando, Florida,
approached in June 2009

* Kelly agreed to cooperate
and identified $S500
million “hole”

* Agreed to wear a wire




Cathie Kissick

e Cathie Kissick, Senior
Vice President and
Director of Mortgage
Warehouse Lending
Division

* Approached in July
2009 and agreed to
cooperate further




Desiree Brown

* Desiree Brown, TBW
Treasurer

* Approached on August
3, 2009, and agreed to
cooperate

* First to identify the
Ocala Funding fraud







1. Sweeping
(2002-Dec
2003)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

2. PlanBon
coLB

(Dec. 2003 -
Mid 2005)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

3. Plan B on
AOT
(2005 - 2009)

Lee Farkas -TBW

Cathie Kissick-
Colonial Bank

Teresa Kelly-
Colonial Bank

4. Ocala
Funding
(2005 -2009)

Lee Farkas -TBW

Desiree Brown-TBW

Paul Allen-TBW

5. TARP Capital
Raise
(2009)

Lee Farkas -TBW

Desiree Brown-TBW

Paul Allen-TBW

Ray Bowman-TBW Desiree Brown-TBW Desiree Brown-TBW  Sean Ragland-TBW

Delton DeArmas -
TBW

Ray Bowman-TBW



Sweeping

* Teresa Kelly, Cathie Kissick, and others would
sweep funds from other accounts every night
to cover over drafts in the TBW operating
accounts

 Grew to almost S150 million

* Becomes too difficult to handle
administratively each night — graduates to
other frauds, including Plan B
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ColB Purchase Facilities

* ColB — CNB purchased interests in individual
residential mortgage loans from TBW pending
resale of the loans to third-party investors.

e ColB was designed so that Colonial Bank
would recoup its outlay only after TBW resold
a mortgage loan to a third-party investor.

« 3" party sales were generally supposed to
take place within 90 days after loan being
placed on the ColB facility.




Colonial Bank’s

AOT Purchase Facilities

 AOT -- Assignment of Trade (AOT) facility.

* Designed for the purchase of interests in pools
of loans, which were referred to as “Trades,”
that were in the process of being securitized
and/or sold to third-party investors.

* Unlike the ColB facility, CNB generally did not
track in its accounting records loan-level data
for the Trades held on the AOT facility.
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One Example of an AOT Loan Recycled Through Multiple AOT Pools

11/10/20 12/23/20
08 | 08

1/12/200
9

1/15/200
9

3/13/200
9

5/1/2009

5/14/200
9

6/11/200
9

6/23/200
9

6/29/200
)

7/28/200
)

$95,458.
55

$97,833.

12

$100,848.
08

$100,581.
37

$100,016.
94

$99,994.
58

$99,994.
58

$99,994.
58

$99,994.

58

$100,632.
88

$100,747.
84













TARP Fraud

* False Financial statements were submitted to
support Colonial’s application for S553 million
in TARP funds

* Funds were diverted from Ocala Funding to
the capital raise escrow account

* |nvestors were added without their
knowledge or approval



Lee Loans

* Loans authorized by Farkas to himself and
friends that did not have to be paid back

* He used these mortgages to purchase
properties, airplanes, and businesses
sometimes in other peoples names






Desiree Brown

 Desiree Brown was the
former TBW Treasurer

* Brown was involved in
the Sweeping, Plan B, and
Ocala Funding frauds

 Brown pled guilty to
conspiracy to commit
securities fraud on
February 24, 2011

 Brown was sentenced on
June 10, 2011, to 72
months (6 years)




Teresa Kelly

 Teresa Kelly was the former
Colonial Bank Operations
Supervisor

* Kelly was involved in the
Sweeping and Plan B frauds

* Kelly pled guilty to
conspiracy on March 16,
2011

* Kelly was sentenced on
June 17, 2011, to 12 months
imprisonment, 3 months to
serve and 9 months in a half
way house




Cathie Kissick

e (Cathie Kissick was the
former Colonial Bank
Director Mortgage
Warehouse Lending
Division

* Kissick was involved in the
Sweeping and Plan B frauds

* Kissick pled guilty to
conspiracy to commit

securities fraud on March 2,
2011

* Kissick was sentenced on
June 17, 2011, to 96 months
(8 Years) in prison




 Ray Bowman was the
former TBW President

* Bowman was involved in
the Sweeping and Plan B
frauds

* Bowman pled guilty to
conspiracy and lying to
federal agents

« Bowman was sentenced
on June 10, 2011, to 30
months in prison




Sean Ragland was a former
TBW Senior Financial
Analyst

Ragland was involved in the
OF Fraud

Ragland pled guilty to
conspiracy on March 31,
2011

Ragland was sentenced on
June 21, 2011, to 12 month
imprisonment, 3 months to
serve and 9 months in a half
way house




Paul Allen

 Paul Allen was the former
TBW CEO

 Allen was involved in the OF
and TARP Fraud

e Allen pled guilty on April 1,
2011, to conspiracy and
submitting false documents
to HUD due to his
participation in the Ocala
Funding and TARP frauds

 Allen was sentenced on
June 21, 2011, to 27 months
in prison




Delton De Armas was the
former TBW CFO

De Armas was involved in
the OF Fraud

De Armas pled guilty to
conspiracy to commit
bank fraud and false
statements

De Armas was sentenced
on June 15, 2012, to 5
years in prison







Judge limited government to 30 minute
opening statement

We used numerous summary charts and slides
to explain complex counts

On April 19t, after less than one full day of
deliberation, the jury convicted Farkas on all
14 counts

Immediately taken into custody after verdict






Judge Brinkema ordered the forfeiture of over $38 million in properties and cash and restitution
in the following amounts:

e Farkas: $3,507,743,557
. Brown: $3,507,743,557
e Allen: $2,611,909,882

* Ragland: $2,611,909,882

e Bowman: S 500,524,882

* Kissick: S 500,524,882

* Kelly: $ 500,524,882

 DeArmas: $1,201,785,000



Colonial Bank-FDIC
BNP Paribas
Deutsche Bank
GNMA/FHA
Freddie Mac

Investors

TBW employees



Fannie terminating their relationship with TBW for fraud
without making any type of referral

TBW’s unusually close relationship and reliance on Colonial
Bank

MWLD claimed to be one of the few profitable divisions of
Colonial but this was during the mortgage melt down with
significant investment in the Florida residential real estate
market

Colonial Bank changing regulators quickly during a review;

TBW was a thinly marginalized company and was trying to
buy the bank

Farkas led an extravagant lifestyle and the décor of the
TBW offices was “over the top”








