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Dear Governor Cuomo, Majority Leader and President Pro Tem Skelos and Speaker Silver:

On behalf of the Department of Financial Services (“DFS”), I hereby submit a copy of The
Report required by Section 409(b) of the Financial Services Law on the activities of the
Financial Frauds and Consumer Protection Division (“FFCPD”).

As prescribed by the Financial Services Law, in 2011 DFS began the work of integrating the
Banking and Insurance Departments. Article 4 of the Financial Services Law provided for the
creation of the FFCPD “to more thoroughly uncover, investigate and eliminate the myriad
financial frauds that may be perpetrated in, and may involve the people of, New York state” by,
among other things, consolidating the responsibilities of the insurance frauds bureau and the
criminal investigations bureau that were administered, respectively, by the former Departments
of Insurance and Banking.

This Report outlines in greater detail these and other initiatives and accomplishments of the
FFCPD.

I am proud of what the FFCPD has accomplished in its short existence and am confident it will
continue to contribute to the vision and goals that that Governor had when he proposed its
creation.

e We will improve our responsiveness to consumers.

e We will continue to accomplish necessary reforms in the financial sector.

e We will continue to investigate and strive to prevent fraud, misconduct and criminal
activity in those areas of the banking, finance and insurance industries, as authorized by
the Financial Services Law.

e We will continue to improve the efficiency and effectiveness of our operations.

e We will continue to work on handling and resolving consumer complaints expeditiously.

In sum, we will strive to make the Financial Frauds & Consumer Protection Division one of the
most effective agencies investigating and battling financial fraud and misconduct and protecting
the interests of New York consumers.

Respectfully submitted,
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Benj amin M. Lawsky
Superintendent
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EXECUTIVE SUMMARY

Through the enactment of the Financial Services Law, the Banking and Insurance Departments
were merged into a single Department of Financial Services (“DFS” or the “Department”) which
began operating on October 3, 2011. The merger was proposed as a way to establish a single
regulatory agency with a broad overview of the entire range of financial services, as well as to
capitalize on efficiencies through government restructuring. To that end, DFS is tasked with
consolidating regulatory and non-regulatory functions and working to identify ways to become a
more efficient and effective regulator. The Financial Services Law created a new Financial
Frauds and Consumer Protection Division (“FFCPD”), which the statute provided “shall be a
qualified agency, as defined in section eight hundred thirty-five of the executive law, to enforce
the provisions of this article and article four of the insurance law and article II-B of the banking
law.” Fin. Serv. L. § 403(b).

This report, required under Section 409(b) of the Financial Services Law, summarizes the
activities of the FFCPD in combating frauds against entities regulated under the banking and
insurance laws, as well as frauds against consumers; the Division’s handling of consumer
complaints; and the Division’s examination activities in the areas of consumer compliance, fair
lending and the Community Reinvestment Act.

PURPOSE OF THIS REPORT

Fin. Serv. L. § 409(b) provides:

No later than March fifteenth of each year, beginning in two thousand twelve, the
superintendent shall furnish to the governor, the speaker of the assembly and the temporary
president of the senate a report describing the activities of the financial frauds and consumer
protection unit. Such report shall describe (1) the unit’s efforts with respect to (A) frauds
against entities regulated under the banking and insurance laws; and (B) frauds against
consumers; (2) the unit’s activities to address consumer complaints; and (3) any
recommendations of the superintendent with respect to changes of law that are desirable to
address gaps in protection. The report may address such other matters relating to the
activities of the financial frauds and consumer protection unit as the superintendent believes
will be useful to the governor or the legislature.

CREATION OF THE FINANCIAL FRAUDS AND CONSUMER PROTECTION
DIVISION

In his 2011 State of the State address, Governor Cuomo announced his plan to introduce
legislation, the Financial Services Law, to merge the New York State Insurance Department
(“Insurance Department”) and the Banking Department (“Banking Department) into a single
financial services regulator, the Department of Financial Services. The Financial Services Law
was introduced and passed as part of Governor Cuomo’s 2011 budget. The merger became
effective on October 3, 2011.

One of Governor Cuomo’s goals in merging the former Insurance and Banking Departments was
to create an efficient state agency that seeks to promote business growth and enhance customer



service while fighting fraud and providing necessary consumer protections. This goal is reflected
in the mission of the FFCPD, which consolidated the consumer complaints, civil investigations,
criminal investigations and outreach units of both the former Banking and Insurance
Departments, and which was empowered with new investigative and enforcement authority.

Article 4 of the Financial Services Law created the FFCPD, which is responsible for protecting
and educating consumers and fighting financial fraud.

On May 16, 2011, Governor Cuomo nominated Benjamin M. Lawsky to serve as the first
Superintendent of the Department of Financial Services. The New York State Senate
unanimously confirmed Superintendent Lawsky’s nomination on May 24, 2011. Superintendent
Lawsky appointed Joy Feigenbaum to serve as Executive Deputy Superintendent responsible for
the Financial Fraud & Consumer Protection Division.

ORGANIZATION AND OVERSIGHT

The FFCPD encompasses a Civil Investigation Unit (including a staff of attorneys investigating
civil financial fraud, consumer law, banking law and insurance law violations, a unit conducting
investigations of licensed insurance producers, and a staff of attorneys who bring disciplinary
proceedings against insurance producers for violations of the insurance law), a Criminal
Investigation Unit (comprised of the bureaus handling Banking Criminal Investigations and
Insurance Frauds), the Consumer Assistance Unit (“CAU”) (comprised of the Banking CAU, the
Insurance CAU and the Holocaust Claims Processing Unit), a Consumer Examinations Unit
(which conducts Fair Lending, Consumer Compliance and Community Reinvestment Act
examinations, and is responsible for the Banking Development District Program), and the
Consumer Education and Outreach Unit.

The powers of the FFCPD are set forth in Section 404 of the Financial Services Law. Paragraph
(a) clarifies that the Superintendent is authorized to investigate activities that may constitute
violations subject to Section 408 of the Financial Services Law, or violations of the Insurance
Law or Banking Law. Under paragraph (b), if the FFCPD has a reasonable suspicion that a
person or entity has engaged or is engaging in fraud or misconduct under the Banking Law, the
Insurance Law, the Financial Services Law or other laws that give the Superintendent
investigatory or enforcement powers, then the Superintendent, in the enforcement of the relevant
laws or regulations, can investigate or assist another entity with the power to do so. The full text
of Article 4 of the Financial Services Law, which created the FFCPD and describes its powers
and authority, is set forth in the Appendix at the end of the report.



I. CIVIL INVESTIGATIVE AND ENFORCEMENT ACTIVITIES

The FFCPD’s Civil Investigation Unit includes a team of attorneys who, utilizing the
investigative and enforcement powers granted by the Financial Services Law, investigate civil
financial fraud, consumer law, banking law and insurance law violations. Some of the Unit’s
investigations, activities and initiatives since the FFCPD began its work on October 3, 2011, the
effective date of the merger, are discussed below.

Mortgage Servicing Reform

Consumers as well as housing and legal services advocates have expressed concern to DFS about
the mortgage foreclosure process. Consumer groups have voiced concerns that the industry is not
following the law and negotiating in good faith and is not actively exploring options other than
foreclosure. The industry has voiced concerns over the length of the modification and foreclosure
processes and the need for increased efficiency as many cases now experience long delays in the
court system. The Department recognizes that problems with the mortgage foreclosure and
modification processes adversely affect New York’s economy, homeowners, tenants, and the
lending industry, and the Department has been actively working with consumer groups and the
mortgage industry to find ways to improve various aspects of the processes.

Through the efforts of the Financial Frauds and Consumer Protection Division, the Department
has achieved much needed reforms in the mortgage servicing industry. In fall 2011, the FFCPD
secured agreements from eight mortgage servicers to reform their servicing and foreclosure
processes. Ocwen Financial, Morgan Stanley, Saxon, American Home Mortgage Servicing,
Vericrest Financial, Goldman Sachs Bank, Litton Loan Servicing, and Specialized Loan
Servicing signed Mortgage Servicing Practices agreements with the Department.

The Mortgage Servicing Practices agreements signed by the eight servicers make important
changes in the mortgage servicing industry which, as a whole, has been plagued by troublesome
and unlawful practices. The agreements require the servicers to:

¢ End robosigning and implement staffing and training requirements to prevent
robosigning;

e Withdraw any pending foreclosure actions in which filed affidavits were robosigned or
otherwise not accurate;

e Provide a dedicated Single Point of Contact representative for all borrowers seeking loss
mitigation or in foreclosure;

e End dual tracking, so that borrowers pursuing loan modifications or other loss mitigation
options are not referred to foreclosure;

e Ensure that any force-placed insurance be reasonably priced in relation to claims
incurred; provide timely notifications prior to placing new insurance; terminate force-
placed insurance and refund unearned premiums upon receiving evidence of a borrower’s



existing insurance; and purchase master hazard insurance policies only from unaffiliated
entities;

e Meet more rigorous pleading requirements in foreclosure actions to ensure that only
parties and entities possessing the legal right to foreclose can sue borrowers;

e Ensure that the property is returned to borrowers who have been wrongfully foreclosed
or, if the property was sold, compensate the borrower;

e Follow standards for application of borrowers’ mortgage payments to prevent layering of
late fees and other servicer fees, and prevent use of suspense accounts in ways that
compounded borrower delinquencies and defaults;

e Strengthen oversight of foreclosure counsel and other third party vendors, conduct
regular reviews of foreclosure documents prepared by counsel, and terminate foreclosure
attorneys whose document practices are problematic or who are sanctioned by a court.

Ocwen Financial, Litton Loan Servicing, and Goldman Sachs Bank entered into their Mortgage
Servicing Practices Agreement as a condition of Ocwen’s acquisition of Litton from Goldman
Sachs. As part of the agreement, the Superintendent also obtained a commitment from Goldman
Sachs to forgive 25 percent of the unpaid principal balance on all 60-day delinquent home loans
in New York serviced by Litton and owned by Goldman Sachs as of August 1, 2011. Letters
offering Goldman’s mortgagors such principal reductions have already been mailed.

In addition to the Mortgage Servicing Practices agreements, the Department took measures to
protect homeowners following the closing of the abusive Baum law firm. Before its closing,
Baum had represented servicers in an estimated 40 percent of foreclosure proceedings in New
York. In an industry-wide letter to servicers, the Department notified servicers that they would
be violating their duty of good faith and fair dealing if they imposed penalties, fees, costs, or
interest on homeowners as a result of foreclosure delays caused by the Baum firm’s closing and
substitution of new counsel.

Force-Placed Insurance Investigation

The Department is also committed to combating other practices that prey on homeowners and
impede their efforts to retain their homes. Force-placed insurance is insurance placed by a
mortgage lender or servicer, often at a very high price, when a borrower’s insurance lapses or
does not satisfy the terms of the mortgage loan contract. Consumer advocates, mortgage bond
investors, and federal investigators have alleged that banks and insurers unlawfully place, sell,
and reinsure force-placed policies. Using the Department’s new authority to protect consumers
under the insurance, banking, and financial services laws, the FFCPD issued document requests
and subpoenas to mortgage servicers, insurers, and insurance producers as part of an ongoing
investigation into force-placed insurance. As discussed above, the Division’s agreements with
mortgage servicers, among other things, require the servicers to ensure that any force-placed
insurance be reasonably priced in relation to claims incurred; provide notifications prior to
placing new insurance; timely terminate force-placed insurance and refund unearned premiums



upon receiving evidence of a borrower’s existing insurance; and purchase master hazard
insurance policies only from unaffiliated entities.

Investigation of Life Insurers’ Use of the Federal Death Master File

As the result of a FFCPD investigation conducted together with the Life Bureau, insurers are
now regularly matching life insurance policies, annuity contracts, and retained asset accounts
against a reliable death list, rather than simply waiting for beneficiaries to file claims. The
investigation, which is ongoing, has thus far resulted in approximately $124 million being paid to
almost 16,100 beneficiaries through December 31, 2011. Of that amount, approximately $45.9
million was paid to about 3,146 New York beneficiaries.

The investigation focused on claims practices by life insurers regarding the use of the U.S. Social
Security Administration’s Death Master File (SSA-DMF) for investigating claims and locating
beneficiaries with respect to death benefits under life insurance policies, annuity contracts, and
retained asset accounts. The investigation found that many insurers had used the death file to
stop making annuity payments once a contract holder died, but had not used it to determine if
death benefit payments were owed to beneficiaries under life insurance policies, annuity
contracts, or retained asset accounts.

The Department administratively required insurers to perform cross-checks of all life insurance
policies, annuity contracts, and retained asset accounts using the latest updated version of the
death file, or another database or service at least as comprehensive as the SSA-DMF, to identify
any death benefit payments. Insurers also were instructed to submit monthly reports to DFS
through March 2012 to detail their progress in paying identified beneficiaries, with a final report
due April 30, 2012.

Retained Asset Accounts Circular Letter

FFCPD assisted in the Department’s issuance in February 2012 of a Circular Letter (No. 4),
which governs the use of retained asset accounts. The Letter imposes new procedures concerning
the establishment of such accounts and also requires insurers to implement new practices for
existing accounts. The new procedures apply to claims made under life insurance policies issued
in New York regardless of the state of residence of the beneficiary and, in most instances, to
claims made by beneficiaries who reside in New York regardless of where the policy was issued.
Under the new procedures:

e the insurer must make payment by a single check if a life insurance policy provides for
payment of the death benefit in a lump sum;

e claim forms must contain conspicuous language stating that a lump-sum payment is
available and, where the option of a retained asset account is provided, the insurer must
provide certain disclosures to the beneficiary including that the beneficiary can receive
the full amount of the benefit at any time;



o if the beneficiary does not elect how payment should be disbursed, the insurer should
send the beneficiary a single check; and

e the insurer may not place the proceeds of the policy into a retained asset account unless
the beneficiary affirmatively chooses to have the benefits deposited in such an account
after receiving specific disclosures. In short, the new standard is that the beneficiary
receives a full lump-sum payment unless expressly opting for a retained asset account.

By October 1, 2012, insurers are required to provide written notice to beneficiaries of existing
retained asset accounts that they may receive a lump-sum payment of the remaining proceeds.
By that same date, insurers must provide existing retained asset accountholders with certain
disclosures, including advance notice of an interest rate change and notice of inactive funds
being subject to the New York Abandoned Property Law.

Foreclosure Relief Unit

At the Governor’s direction, and to assist homeowners facing foreclosure or the risk of
foreclosure, DFS created a Foreclosure Relief Unit within the Department’s Real Estate Finance
Division. FFCPD has been involved in launching the Unit.

Disciplinary Unit and Producer Investigations

In addition to the newly formed civil investigation team of attorneys, the Civil Investigations
Unit also consists of disciplinary attorneys and examiners who oversee the activities of licensed
individuals and entities who conduct insurance business in New York State. The goals of the
Unit are to protect the public and ensure that licensees act in accordance with applicable
insurance laws and Department regulations. There are currently more than 265,000 licensees in
New York. Licensees include producers (agents and brokers), independent and public adjusters,
reinsurance intermediaries, bail bond agents, viatical settlement brokers, and limited lines
producers.

The Civil Investigations Unit monitors the insurance marketplace to determine if unlicensed
activity is occurring and, if necessary, take steps to ensure that individuals or entities either
achieve compliance or cease activities. The Unit reviews original and renewal licensing
applications when irregularities are identified.

The Omnibus Crime Bill of 1994 disqualifies from employment in the insurance industry anyone
convicted of a criminal felony involving dishonesty or a breach of trust. This ban, however, may
be removed if approval for written consent to engage in the business of insurance pursuant to 18
U.S.C. §§ 1033 and 1034 is given by the Superintendent. The Civil Investigations Unit also
reviews all such applications for written consent.

When a violation of the Insurance Law is proven, an administrative sanction may be imposed
resulting in license revocation or suspension, the denial of pending applications, or monetary
penalties imposed with corrective actions to address violations.



Noteworthy 2011 Disciplinary Actions and Statistics

1. Cross Border Sales Investigation

This investigation, which grew to involve more than 130 agents, began as an investigation of one
agent. The investigation resulted in the issuance of Circular Letter No. 6 dated April 13, 2011
and disciplinary action against numerous agents. Several complaints indicated that insureds were
purchasing annuity/variable life contracts without realizing they came with a 15-20 year holding
period and surrender schedule. Some complaints indicated that the applicant was in New York
when the contract was signed, however, the application states it was signed in New Jersey. Other
complainants questioned why New York would allow the sale of insurance contracts that tied up
money for such long periods and included such high surrender charges. The investigation
revealed that the contracts were sold for companies that are not authorized to conduct business in
New York. The complaints led to the revocation of the agent’s license and uncovered the
possibility of similar improper sales by over 130 agents.

The investigation is ongoing and is targeting insurance agents who sold annuities issued by
unlicensed insurers to New York residents by claiming that the transactions occurred outside of
New York. As a result of the investigation, disciplinary action to date is as follows:

— 11 agents signed stipulations agreeing to surrender their licenses with the effect of
revocation

— 3 agents had their licenses revoked after hearings

— 2 citations were issued and hearings have been scheduled

— 38 agents signed stipulations agreeing to pay almost $1.7 million in fines

— 5 agents agreed to sign stipulations to pay fines totaling $85,000

The Department anticipates additional disciplinary action in 2012 as a result of this investigation.
More than $350,000 has been collected from respondents that conducted and/or allowed certain

employees/individuals to conduct business in New Y ork without being properly licensed,
appointed or registered.



II. THE CRIMINAL INVESTIGATIONS UNIT (“CIU”)

As part of the merger of the former Banking and Insurance Departments into DFS as of October
3, 2011, the Criminal Investigations Bureau of the Banking Department and the Insurance Frauds
Bureau of the Insurance Department combined to form the Criminal Investigations Unit of the
Financial Frauds & Consumer Protection Division.

A. The Criminal Investigations Bureau (“CIB”)

Highlights of 2011

CIB conducted 112 investigations which resulted in 33 convictions.
e 83 new cases were opened for investigation.

e The Mortgage Fraud Unit’s investigations resulted in 23 arrests involving more than $33
million in losses to victimized homeowners and financial institutions.

e The United States Department of Justice recognized two investigators of CIB by awarding
them the Director’s Award for their significant contribution to the litigative team which
successfully prosecuted a $98 million mortgage fraud case in the Eastern District of New
York.

Background

The Criminal Investigation Bureau of the former Banking Department was formed in 1992 with
the passage of Chapter 321 of the Laws of 1992. The Financial Frauds Prevention Act of 1992
established a criminal investigations bureau within the Banking Department. The Act granted
powers to the Superintendent of Banks and, in turn, to CIB to investigate all possible violations
of the New York Banking Law and certain enumerated misdemeanors and/or felonies of the New
York Penal Code and to take appropriate action after such investigation.

CIB’s areas of responsibility grew in recent years. Since 2001 when the Superintendent of Banks
began to issue anti-money laundering regulations to ensure compliance by licensees with
applicable federal anti-money laundering laws and related regulations promulgated by the United
States Department of the Treasury and the Office of Foreign Asset Control (“OFAC”), CIB has
investigated violations of these laws and regulations. Similarly, as a result of the financial crisis,
the New York Penal Code was amended in 2008 to address new crimes relating to residential
mortgage fraud and CIB was granted authority to investigate possible violations relating to
residential mortgage fraud activities. A Mortgage Fraud Unit (“MFU”) was created within CIB
to provide investigative expertise to various federal, state, county and local investigative
agencies. In 2009, the State legislature passed various measures relating to the licensure of
mortgage loan originators who originate mortgage loans on residential real property and
conformed state law to the federal law provisions of Title V of The Housing and Economic
Recovery Act of 2008 (“SAFE Act”) and related regulations. CIB was delegated the
responsibility to review applicants’ criminal histories to assist the Mortgage Banking and Legal



Divisions in their determinations of whether applicants meet the statutory requirements to be
licensed or registered by DFS.

Current Activities

As currently constituted, CIB conducts specialized investigations into criminal conduct involving
the financial services industry and works cooperatively with law enforcement and regulatory
agencies at the federal, state, county and local levels. Among CIB’s major focuses are the
following areas:

1. Bank Secrecy Act and Anti-Money Laundering Investigations

CIB conducts criminal investigations into possible violations of the federal Bank Secrecy Act,
federal and state anti-money laundering laws and related regulations, and possible violations of
the federal OFAC laws and related regulations. Members of CIB have assisted federal, state and
county prosecutors in numerous investigations relating to violations of both federal and state
laws. In recent years CIB assisted the New York County District Attorney’s Office and the
United States Department of Justice in their investigations of foreign financial institutions’
violations of OFAC sanctions. Specifically, these investigations involved whether the banking
institutions in question knowingly conducted illegal monetary transactions on behalf of
sanctioned entities and individuals and caused the falsification of the records of the banks’ New
York offices while enabling certain banking clients to access the United States banking system.
As aresult of these multi-year, multi-agency investigations, three foreign banking institutions
entered into deferred prosecution agreements and paid penalties in excess of $1.2 billion.

2. Investigations of Money Services Businesses

CIB works closely with numerous federal, state, county and local regulatory and law
enforcement agencies to ensure compliance with federal and state statutes and related regulations
pertaining to money services businesses, including licensed cashers of checks and money
transmitters. CIB works closely with the New York/New Jersey High Intensity Crime Area and
with the federal Financial Crimes Enforcement Network on matters designed to detect and
eliminate the illegal transmission of money within New York State as well as to eliminate illegal
money laundering. CIB also works closely with both federal and state tax officials to identify and
prosecute individuals and companies for tax avoidance activities.

3. Mortgage Fraud Investigations

CIB participates in numerous federal, state, county and local mortgage fraud investigations. The
MFU within CIB was created to combat mortgage fraud by providing investigative expertise and
support to regulatory and law enforcement agencies. The MFU’s three-fold mission is to
investigate mortgage fraud cases throughout the State; to assist local, State and federal regulatory
and law enforcement agencies in the investigation and prosecution of such cases; and to educate
law enforcement and the financial sector in identifying, investigating and prosecuting mortgage
fraud. The MFU is a member of several federal mortgage fraud task forces and its staff has
provided expert testimony at trial and in grand jury proceedings. Since its inception in April



2007, the MFU has participated in investigations which have culminated in charges against more
than 160 individuals and involved in excess of $ 369 million. In 2011, mortgage fraud
investigations resulted in 23 arrests in cases involving more than $33 million in losses to
victimized homeowners and financial institutions. In 2011, cases that went to trial resulted in 32
convictions.

4. MPFU Professional and Training Activities

In furtherance of its mission, the MFU hosts a monthly Mortgage Fraud Working Group, created
a Mortgage Fraud Training Course to train individuals in the investigation and prosecution of
cases, and developed the Mortgage Fraud Forum to provide a platform for prosecutors across the

state to explore trends and exchange ideas on methods to combat the epidemic of mortgage
fraud.

Mortgage Fraud Working Group: The MFU hosts monthly meetings of the Mortgage
Fraud Working Group during which members of federal, State and local law
enforcement and regulatory agencies meet to discuss recent trends in mortgage fraud.
Representatives from more than twenty-five agencies regularly attend the meetings. In
2011, members of the FBI, Housing and Urban Development’s Office of Inspector
General, Financial Crimes Enforcement Network, United States Attorney’s Office for
the Southern District of New York, Queens District Attorney’s Office, Freddie Mac,
Office of the Attorney General, and Federal Housing Finance Agency’s Office of
Inspector General and Legal Services have made presentations on issues pertaining to
the mortgage crisis and fraudulent activity within the mortgage industry.

Mortgage Fraud Forum: In conjunction with the New York Prosecutors Training
Institute, CIB has presented an annual continuing legal education course relating to
mortgage fraud issues. The forum brings together state and federal prosecutors from
across New York State to discuss mortgage fraud cases in respective jurisdictions. The
course is presented at both upstate and downstate locations. 2011 represented the fourth
year of the Forum, which was attended by representatives from over 50 agencies,
including the District Attorney’s Offices of Albany, Fulton, Monroe, Orange,
Rensselaer, Ulster, Bronx, Kings, Nassau, New York and Richmond Counties, Internal
Revenue Service - Criminal Investigations, New York State Attorney General’s Office,
New York State Department of State, New York City Department of Corrections, the
U.S. Attorney’s Offices for the Northern, Southern, and Eastern Districts of New York,
HUD-Office of the Inspector General, FBI, New York City Department of
Investigation, New York City Tax Commission, New York State Grievance Committee,
New York State Office of the Inspector General, U.S. Secret Service, and U.S.
Department of Homeland Security.

Mortgage Fraud Training: In conjunction with the New York State Division of
Criminal Justice Services (“DCJS”), CIB has made presentations at the Mortgage Fraud
Investigation Course offered by DCJS, and the MFU regularly conducts training
sessions throughout the state in the detection, investigation and prosecution of mortgage
fraud. DCIJS offers a wide variety of training services to criminal justice agencies and
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individuals. Recent training sessions have been attended by representatives from over
50 agencies, including the District Attorney’s Offices of Albany, Fulton, Monroe,
Orange, Rensselaer, Ulster, Bronx, Kings, Nassau, New York and Richmond Counties,
Internal Revenue Service - Criminal Investigations, New York State Attorney General’s
Office, New York State Department of State, New York City Department of
Corrections, the U.S. Attorney’s Offices for the Northern, Southern, and Eastern
Districts of New York, HUD-Office of the Inspector General, FBI, New York City
Department of Investigation, New York City Tax Commission, New York State
Grievance Committee, New York State Office of the Inspector General, U.S. Secret
Service, and U.S. Department of Homeland Security.

Major Investigations and Prosecutions During 2011

e QGuilty Plea in TARP-Related Bank Fraud Case

In January 2011, Carlos Peralta pled guilty to wire fraud in federal district court for the Southern
District of New York. Peralta had participated in a fraudulent investment scheme through which
he caused the pastors of a church in Coral Springs, Florida to wire $103,940 from a Florida-
based bank to an account at The Park Avenue Bank in Manhattan. Shortly thereafter, in March
2010, The Park Avenue Bank was closed by the former Banking Department and the Federal
Deposit Insurance Corporation (“FDIC”) was named as Receiver. Charles Antonucci, the former
President of The Park Avenue Bank, previously had been charged with self-dealing, bank
bribery, embezzlement of bank funds and fraud, the first time that a defendant was charged with
attempting to defraud the Troubled Asset Relief Program (“TARP”). This ongoing investigation
is being conducted by the SIGTARP in partnership with the Federal Bureau of Investigation
(“FBI”), Immigration and Customs Enforcement (“ICE”), CIB and the Office of the Inspector
General of the FDIC (“FDIC-OIG”).

e Operation Bad Deeds - Takedown of Largest Mortgage Fraud Ring in the History of the
Southern District of New York

In January, Queens attorney Cheddi Goberdhan pled guilty in Manhattan federal court to a seven
count indictment charging him with conspiracy to commit bank and wire fraud and with six
counts of bank fraud in connection with a scheme that defrauded banks out of more than $23
million in home mortgage loans. In June, Goberdhan was sentenced to five years in federal
prison for his role. The judge also imposed a restitution order on Goberdhan in the amount of
$4.7 million. Goberdhan reaped hundreds of thousands of dollars in illicit profits from the
scheme, in which he worked closely with corrupt mortgage loan officers of GuyAmerican
Funding, a Queens mortgage brokerage firm. Goberdhan, who acted as the closing attorney and
the attorney for the straw buyers on numerous mortgage loans originated through GuyAmerican
Funding, was the ninth defendant who was convicted of or pled guilty to this mortgage fraud
scheme. In February, David Ramnauth, the former President of GuyAmerican Funding, was
sentenced to 30 months in federal prison for his role in the scheme after pleading guilty in 2010.
The case was brought in coordination with President Obama’s Financial Fraud Enforcement
Task Force.
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The GuyAmerican Funding case was part of a larger joint federal, state and local law
enforcement operation - Operation Bad Deeds - which was announced on October 15, 2009 and
in which 41 defendants were charged in various mortgage fraud scams in New York,
Pennsylvania, Ohio and North Carolina. Operation Bad Deeds was the largest joint law
enforcement operation involving mortgage fraud in the history of the Southern District of New
York, involving an estimated $64 million in fraudulent home mortgages related to more than 100
residential properties in New York State. CIB worked jointly with the FBI, Office of the
Inspector General (“HUD-OIG”) of Housing and Urban Development (“HUD”), United States
Secret Service (“Secret Service”), United States Postal Service Inspector General (“USPSIG”)
and the FDIC-OIG on this investigation.

e Operation Sweet Deal - Takedown of Largest Mortgage Fraud and Identity Theft Scheme
in Nassau County History

After a two year investigation, the Nassau County District Attorney announced in March that her
office had filed four indictments charging 17 people with more than 108 crimes for their roles in
mortgage fraud and identity theft schemes that stole more than $20 million from homeowners,
banks and the Nassau County government. The indictments represented the largest takedown of
mortgage fraud in Nassau County history. Fourteen of the seventeen defendants were charged
with enterprise corruption under the New York Organized Crime Control Act and with related
crimes, including grand larceny, scheme to defraud and falsification of business records. Among
those arrested were lawyers, mortgage brokers, real estate brokers, bank employees, a real estate
appraiser, a financial consultant and a U.S. States Postal Service employee. In October, the
ringleader of the theft ring, James Sweet, pleaded guilty to one count of enterprise corruption,
two counts of grand larceny in the first degree, money laundering in the first degree, thirty-two
counts of grand larceny in the second degree, seven counts of money laundering in the second
degree, five counts of identity theft in the first degree, money laundering in the fourth degree,
scheme to defraud in the first degree, conspiracy in the fourth degree and thirty counts of
falsifying business records in the first degree. Sweet also was ordered to pay more than $1.2
million in restitution to lending institutions and, in December, was sentenced to 4 to 12 years in
state prison for his role in leading the corrupt enterprise. CIB provided investigative expertise
and assistance on the investigation to the Crimes Against Real Estate Unit of the Nassau County
District Attorney’s Office.

e Manager of Mortgage Brokerage Firm Sentenced to 60 Months in Prison for Participating
in Multi-Million Dollar Sub-prime Mortgage Scheme

In August, the U.S. Attorney for the Southern District of New York announced that Micah
Meyers, the manager of a mortgage brokerage firm, had been sentenced to 60 months in federal
prison for his role in a sub-prime mortgage fraud scheme involving dozens of residential
mortgages totaling more than $10 million. Meyers pled guilty in 2010 to one count of conspiracy
to commit bank and wire fraud. He defrauded lenders by preparing and submitting false and
misleading loan documentation and recruiting straw buyers to purchase targeted properties.
Members of CIB worked with the FBI, the Secret Service, the FDIC-OIG and the USPS-OIG on
this multi-year, multi-agency investigation.
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e Ringleader of Mortgage Rescue Scams that Targeted Distressed Homeowners Sentenced
to State Prison

On August 17, 2011, Roger Huggins, a ringleader of a massive mortgage rescue scam that
defrauded legitimate homeowners and various lending institutions, was sentenced to 4 to 12
years in state prison. Seventeen individuals, including Huggins, had been charged in 2010 with
defrauding legitimate homeowners and various lending institutions out of more than $3 million
in equity that had been stripped from 26 refinanced residential properties valued at $13 million.
Later that year, Huggins pled guilty to a charge of grand larceny for duping desperate
homeowners into turning over title to their homes so he could take out inflated mortgages and
pocket the proceeds. This investigation was conducted jointly by the Office of the Queens
District Attorney, the CIB, the New York State Police and ICE.

e Ringleader of $98 Million Mortgage Fraud Sentenced to 108 Months in Prison

In October, Thomas Kontogiannis, a New York real estate developer who led a mortgage fraud
conspiracy that resulted in losses of more than $98 million, was sentenced to 108 months in
federal prison for conspiracy to commit bank fraud. The sentence was imposed pursuant to his
October 2010 guilty plea. Seven co-defendants previously pled guilty on related charges in the
largest mortgage fraud case in the history of the Eastern District of New York. Kontogiannis
defrauded Washington Mutual Bank (“WaMu”) and DLJ Mortgage Inc. (“DLJ”) in connection
with his development of two tracts of land in Brooklyn and Queens. He staged sales of properties
financed by mortgage loans to straw buyers, prepared false loan files, and created fraudulent
appraisals and title abstract reports. After the loans closed, Kontogiannis ensured that the
mortgages and deeds were not recorded, thereby permitting him to “sell” the same property
repeatedly. Eventually, Kontogiannis sold the loans to WaMu and DLJ. The case was brought in
coordination with President Obama’s Financial Fraud Enforcement Task Force. Members of CIB
worked jointly with the FBI and the FDIC-OIG on this matter. In December 2011, CIB
investigators Robert Tarwacki and Delroy Levy received special recognition by the U.S.
Department of Justice for their role as members of the team that successfully prosecuted the case.
The seven person team was selected to receive the Director’s Award for Superior Performance
by a Litigative Team.

e Five Individuals Sentenced to Prison for Their Roles in Multi-State Mortgage Fraud
Scams

In December, New York State Attorney General Eric Schneiderman announced that five
individuals formerly affiliated with Rivertown Financial Services of Albany had been sentenced
in State Supreme Court for their roles in a multimillion dollar mortgage fraud scheme that
defrauded mortgage lending institutions and owners of residential real estate. The defendants
solicited homeowners who were in financial distress to sell their homes to Rivertown, which
homeowners were told would lease the homes back to them and apply their net equity as down
payments on their eventual repurchases of the properties. In some cases, the homes were never
sold back and some customers were evicted. In other cases, customers who repurchased homes
were forced to spend thousands of dollars beyond their initial agreements. The scheme was
accomplished through the use of straw buyers who provided inflated income and asset
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information to obtain loans to buy properties in the Capital Region and in the Hudson Valley.
The sentences for the various individuals ranged from one year in state prison and restitution
totaling $908,000 to four to twelve years and restitution totaling $5.6 million. The Office of the
State Attorney General, CIB, and the Insurance Frauds Bureau worked jointly on the
investigation, which was started by then Attorney General Cuomo.

Program Support Activities

1. ATM Program

The New York Banking Law authorizes DFS to enforce provisions of the ATM Safety Act (the
“Act”) as well as the security requirements set forth in New York City Local Law 70, which
predated the Act. The primary purpose of the Act is to ensure the safety and convenience of
ATM users by establishing minimum security measures at ATM locations. The ATM Inspection
Unit within CIB ensures compliance with the Act by conducting inspections of bank-owned
ATM facilities throughout the State and monitoring submissions provided to DFS as required
under the Act. The Superintendent has authority to assess fines for violations of the Act and to
approve variances or exemptions to required security measures. The relevant article of the
Banking Law applies to all federal and state chartered banking institutions, whether
headquartered in or outside New York State, provided that the institution operates one or more
ATMs within the State. As of year-end 2011, there were 4,908 ATMs under the ownership of a
banking institution and, thus, subject to the security provisions of the Act.

On January 11, 2011, DFS adopted amendments to the Superintendent’s Regulations relating to
security measures that must be employed at ATM facilities. The amendments require that a
banking institution file an annual report of compliance with the Superintendent certifying that the
institution is in compliance with the Act. The amendments clarify the filing deadlines and require
that the report be made under penalties of perjury. The amendments also require banking
institutions found to be in violation of the required security measures to file with DFS a report
attesting that corrective action has been taken to remediate the violation(s). This new reporting
requirement facilitates the enforcement of the New York Banking Law which provides that the
Superintendent may, after due notice and a hearing, impose a civil penalty on a banking
institution that fails to correct a violation of the Banking Law.

During 2011, the ATM Inspection Unit of CIB conducted 8,075 inspections. Of the 8,075
inspections, 1,328 resulted in the issuance of notices of violations.

2. Mortgage Loan Originator Licensing Support

CIB provides critical support to the Mortgage Banking Division’s efforts to comply with the
provisions of New York Banking Law Article 12-E. Article 12-E, which became effective
July 11, 2009, establishes provisions to facilitate New York State’s compliance with the
federal SAFE Act. Under the SAFE Act, states were encouraged to increase uniformity,
enhance consumer protection and reduce mortgage fraud through establishment of a national
mortgage licensing system (“NMLS”). The NMLS, as established, is designed to provide
minimum licensing standards and uniform applications for state-licensed mortgage loan
originators, to provide a comprehensive licensing and supervisory database covering all fifty
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states, to enhance consumer protections and support anti-fraud measures, and to facilitate
responsible individual behavior in the sub-prime mortgage marketplace. One of the key tools
in the SAFE Act is the requirement of a criminal background check of each mortgage loan
originator applicant. During 2011, investigators within CIB reviewed 579 criminal history
reports related to mortgage loan originator applications filed with the State.

Task Force/Working Group Participation

CIB is an active participant in numerous task forces and working groups designed to foster
collaboration and cooperation among the many agencies involved in fighting financial fraud.
Among the task force groups of which CIB is a member are the following:

Crime Proceeds Strike Force

FBI C-3 Mortgage Task Force
HIFCA- El Dorado Task Force
MAGLOGLEN

Mortgage Fraud Working Group
National White Collar Crime Center
New York External Fraud Committee
Long Island External Fraud Committee

Continuing Education

CIB staff routinely attends career development seminars, conferences and training programs to
stay abreast of emerging industry developments, to maintain proficiency in various investigative
techniques and to maintain industry contacts. During 2011, members of CIB staff attended the
following courses:

Mortgage Fraud Investigation Training, offered by DCIJS;

Interview and Interrogation Course, offered by DCIJS;

New York State Banking Department Consumer Compliance Update;

New York State Banking Department Intermediate Fair Lending;

American Association of Residential Mortgage Regulator’s Mortgage Fraud School;

MAGLOGLEN Annual Business Meeting and Law Enforcement Conference;

Introduction to Capital Markets and Topics in Capital Markets, offered by New York

State Banking Department;

e Cyber Investigation 100- Identifying and Seizing Electronic Evidence, offered by the
National White Collar Crime Center;

e Cyber Investigation 101- Secure Techniques for On-Site Preview, offered by the National
White Collar Crime Center;

¢ Financial Crimes and Cybersecurity, offered by the National White Collar Crime Center;

¢ Financial Regulation and Enforcement Symposium, offered by Sheppard Mullin Richter
& Hampton LLP;

o Policing, Regulating and Prosecuting Corruption, offered by New York University

School of Law.
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Focuses for 2012

A primary focus of the CIB for 2012 will be to enhance its investigations by leveraging the
additional expertise of the investigators in the Insurance Frauds Bureau. For example, using the
Bureau’s expertise at undercover operations, including use of wiretaps, and their investigators’
training as armed peace officers, the CIB will have greater opportunities to infiltrate organized
crime networks and develop more complex financial fraud investigations on its own without
early referral to other prosecutors. Through the pooling of investigative resources and the ability
to exploit additional intelligence-gathering databases and networks, the CIB will more
effectively and efficiently target those individuals and entities perpetrating financial crimes
against New York’s financial markets, including health care fraud, insurance fraud, money
laundering, tax fraud and terrorist financing, at the expense of New Y orkers.

B. The Insurance Frauds Bureau (the “Bureau’)

Highlights of 2011

e Investigations conducted by Insurance Frauds Bureau staff resulted in 703 arrests during
2011.

e A total of 1,667 new cases were opened for investigation.

e By year-end 2011, prosecutors had obtained 401 convictions in cases involving the
Insurance Frauds Bureau.

e Court-ordered restitution totaled $34 million as a result of Insurance Frauds Bureau
criminal investigations.

e Bureau efforts to crack down on workers’ compensation fraud resulted in 32 arrests in
two major sweeps in 2011. There were 148 arrests for workers’ compensation fraud, an
increase of 24 percent over 2010.

e There were 210 arrests for health care fraud in 2011, an increase of 32 percent over 2010.

e Bureau staff provided training for 2,388 participants from 31 law enforcement, insurance
industry and community groups during 2011.

Background
Article 4 of the New York Insurance Law created the Insurance Frauds Bureau in 1981. The
Insurance Frauds Bureau has a longstanding commitment to combating insurance fraud. That

commitment has continued as the Bureau took its place in the new FFCPD within the new DFS.

The Insurance Frauds Bureau is part of the FFCPD’s Criminal Investigations Unit. It is
responsible for the detection and investigation of insurance and financial fraud and the referral
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for prosecution of persons or groups that commit these frauds. The Bureau is headquartered in
New York City, with six additional offices across the State in Mineola, Albany, Syracuse,
Oneonta, Rochester and Buffalo.

The Bureau’s specialized units are Major Case, Arson, General, Auto, Workers’ Compensation,
Medical, No-Fault, Mortgage and Title, and Upstate. The Bureau provides in-service training for
its staff and conducts training for law enforcement, the insurance industry and community
groups. The Bureau also has a unit of insurance examiners who are responsible for insurer
compliance with Article 4 of the New York Insurance Law and Department Regulation 95. The
examiner staff may also perform market conduct examinations of insurer Special Investigations
Units.

Operations and Activities

1. Suspected Fraud Reports/Investigations

The Bureau received 23,422 reports of suspected fraud in 2011. The vast majority of those
reports —22,635 — were received from licensees required to submit such reports to the
Department and 787 were received from other sources, such as consumers and anonymous tips.
The Bureau opened 1,667 new cases for investigation during the past year. Tables showing the
number of fraud reports received, investigations opened, and arrests by type of fraud appear in
the Appendices.

During 2011, the Bureau referred 402 cases to prosecutorial agencies for criminal prosecution.
Prosecutors obtained 401 convictions in Bureau cases.

The Bureau has a fraud hotline and consumers are encouraged to report suspected insurance
fraud. Calls to the hotline averaged 21 per week in 2011.

2. Arrests

Insurance Frauds Bureau investigations led to 703 arrests for insurance fraud and related crimes
during 2011, up from 668 in 2010. Some of the notable arrests are discussed in detail below.

3. Civil Enforcement, Restitution and Forfeitures

Section 403 of the New York Insurance Law authorizes the Department to levy civil penalties of
up to $5,000 plus the amount of the claim on individuals who commit fraudulent insurance acts.
Under Section 2133 of the Insurance Law, the Department is also permitted to levy a civil fine of
up to $1,000 for possession of a fraudulent automobile insurance identification card and up to
$5,000 for each additional card possessed.

Insurance Frauds Bureau criminal investigations resulted in $34 million in court-ordered

restitution in 2011, or more than five times the $6.6 million ordered in 2010. Insurers realized
savings of $366,000 due to fraudulent claims investigated by the Bureau.
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4. Multi-Agency Investigations

The Bureau conducted numerous multi-agency investigations during 2011. In the Department’s
continued effort to save money for businesses and employers in New York by cracking down on
workers’ compensation fraud, the Bureau led investigations joined by the Office of the Fraud
Inspector General of the Workers’ Compensation Board, the State Insurance Fund and other
insurers. As a result of these efforts, the number of arrests for workers’ compensation fraud
increased by 24.4 % in 2011. The Bureau also teamed up with the NYPD’s Fraudulent Accident
Investigation Squad and Auto Crime Division, as well as local law enforcement agencies
throughout the State, in the investigation of many no-fault and other auto-related fraud cases.
The Bureau’s Arson Unit investigators collaborated with the Bureau of Alcohol, Tobacco,
Firearms and Explosives, the FDNY’s Bureau of Fire Investigations and the NYPD’s Arson
Explosion Squad.

The Bureau collaborates with numerous other agencies in the investigation of all types of
insurance fraud. Among these agencies are local District Attorney’s Offices, the U.S. Attorney’s
Offices, the New York State Attorney General’s Office, the New York State Department of
Motor Vehicles, the U.S. Postal Inspection Service, and many task forces and working groups of
which the Bureau is a member.

Cases in which the Bureau pooled resources with fraud-fighting partners are summarized below
in this Report.

Task Force/Working Group Participation

The Insurance Frauds Bureau is an active participant in numerous task forces and working
groups designed to foster cooperation among the many agencies involved in fighting insurance
fraud. Participation provides the opportunity for joint investigations, information sharing,
networking and honing of investigative skills. Among the groups in which Bureau staff
participated during the past year are the following:

Western New York Health Care Fraud Task Force

Central New York Health Care Fraud Working Group

Monroe County Auto Crime Task Force

FBI/U.S. Attorney Health Care Fraud Working Group

FBI New York Health Care Fraud Task Force

New York Anti-Car Theft and Fraud Association

National Insurance Crime Bureau Working Groups

e Motor Vehicle Theft and Insurance Fraud Prevention Board (Department of Criminal
Justice Services)

e High Intensity Drug Trafficking Area (HIDTA)

e High Intensity Financial Crimes Area (HIFCA)

e New York State Banking Department Mortgage Fraud Working Group

e Medicare Fraud Strike Force

¢ Drug Enforcement Administration Tactical Diversion Task Force (Upstate/Downstate)

e Suffolk County District Attorney’s Office Insurance Crime Bureau
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The Bureau has been a member of the Albany-based Drug Enforcement Administration Tactical
Diversion Task Force since February 2011 and a Bureau investigator has been assigned full time
to the Task Force since then. An investigation conducted by Task Force members resulted in the
arrest in December of three suspects charged with possession of forged prescriptions for
oxycodone. The successful investigation of 18 Task Force cases in 2011 led to 47 arrests. The
Task Force investigates organized drug diversion schemes, “doctor shopping” and forgery of
controlled-substance prescriptions. Several other investigations conducted by the Drug
Enforcement Administration Task Force are summarized below.

Training

Investigators participate in the Bureau’s In-Service Training Program. Newly hired investigators
also participate in an Entry-Level Training Program. Both programs were developed by the
Bureau’s Training Officer and comply with the standards and curriculum established for
professional police officers by the Bureau of Municipal Police of the New York State Division of
Criminal Justice Services (DCJS). Bureau investigators are seasoned professionals with broad
law enforcement experience and often exceed the high standards set by DCIJS.

The Bureau conducted four training sessions at the New York City Police Academy during 2011,
attended by 1,440 recruits. Three additional sessions were conducted for 114 recruits at the
Westchester County Police Academy. Police Officers are often the first responders to auto
accidents and other emergency situations and their ability to recognize insurance fraud can be
critical to an investigation. Consequently, the Bureau places great emphasis on the training of
police recruits.

The Bureau also provided training to members of the insurance industry and local police and fire
departments throughout the State. Investigators also made presentations to a number of
community groups during 2011 as part of the Department’s outreach and community affairs
initiatives, services and programs on issues affecting a broad spectrum of consumers, including
the senior population.

In 2011, the Bureau provided training for 31 groups comprising 2,388 participants. A complete
list of the groups for which the Bureau provided training during 2011 appears in the Appendices.

Continuing Education

Investigators, examiners and support staff routinely attend career development seminars and
training programs to increase their proficiency in investigative procedures, use of
Department/industry/law enforcement databases as investigative tools and problem-solving
techniques to stay current with emerging developments in the area of insurance fraud.

During 2011, Bureau staff took advantage of many of the educational opportunities offered by
the New York Anti-Car Theft and Fraud Association, the New York Prosecutors Training
Institute and the New York State Division of Criminal Justice Services, among others. An annual
course in driver safety is also available to all Department staff and is required every three years
for the investigative staff.
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Fraud Prevention Plans

Section 409(a) of the Insurance Law and Department Regulation 95 require all insurers that meet
the criteria delineated in the Law to submit to the Department a Fraud Prevention Plan (“Plan”)
that includes establishing a Special Investigations Unit (“SIU”) separate from claims and
underwriting. The SIU is responsible for investigating cases of suspected fraud and for
implementation of fraud prevention and reduction activities.

Affiliated insurers may submit one Plan covering the entire group of insurers. Additionally, some
insurance carriers submit multiple separate Plans, each of which addresses different lines of
business or different markets. At year-end 2011, there were 143 approved plans on file. A
complete list of insurers’ Plans on file as of year-end 2011 appears in the Appendices.

According to Section 409(g) of the Insurance Law, an insurer with a Plan on file must also file
an Annual Report describing the insurer’s SIU’s experience, performance and cost effectiveness
in implementing the Plan by March 15 of each year. Reports are submitted electronically through
a secure portal environment accessed from the Department’s Web site.

Four plans submitted by newly licensed life settlement providers were approved by the Insurance
Frauds Bureau in 2011. Plans are required to be submitted with each life settlement provider’s

application for licensing.

Life Settlements

A life settlement is the sale of a life insurance policy to a third party — the life settlement
provider. The owner of the life insurance policy sells the policy for an immediate cash benefit.
The life settlement provider becomes the new owner of the life insurance policy, pays future
premiums and collects the death benefit when the insured dies.

The Life Settlement Act, signed into law in 2009, marks the first time the life settlement industry
has been regulated in New York. It provides a comprehensive framework for the Department to
regulate the life settlement business, including enhanced consumer protections. The law also
amended the Penal Law to create new crimes of life settlement fraud and aggravated life
settlement fraud. The Bureau collaborates with industry and law enforcement in the investigation
and prevention of life settlement fraud.

The Department licensed four life settlement providers and approved their Fraud Prevention
Plans in 2011.

The Year in Review

1. Major Cases

The Bureau conducted its own investigations and was involved in a number of multi-agency
investigations during 2011. These operations contributed to the total number of arrests and
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convictions and the amount of court-ordered restitution for the year. Some of the noteworthy
cases are summarized below.

e An Auburn man was convicted of insurance fraud and sentenced to serve one year in the
Cayuga County Correctional Facility as the result of an investigation led by the Bureau.
He was arrested in 2010 and charged with staging a slip-and-fall accident. Video
surveillance images showed him deliberately pouring soda onto the floor of a
convenience store and then lying down on the floor until customers and store employees
came to his aid. He filed a claim with the store’s insurer, Travelers Property & Casualty
Insurance Company, for a purported back injury but later withdrew it.

e The defendant in this case began collecting workers’ compensation benefits after injuring
her foot, knee and back in 1998 while employed directing traffic at a construction site.
During the benefit period, she submitted documents to the State Insurance Fund stating
that she had not worked since the accident. However, she was arrested in January 2011
when an investigation by the Insurance Frauds Bureau found evidence that she had been
working as part-time counter help and had accepted $20,300 in benefits to which she was
not entitled.

e After an investigation led by the Insurance Frauds Bureau, an accountant was accused of
falsifying the payroll records of a Syracuse cab driver who was killed in a robbery in
2009. The suspect performed payroll services for the owner of two taxi companies, only
one of which had workers’ compensation insurance coverage. At the time of the robbery,
the driver was working for the company without coverage. A forensic examination of the
accountant’s computer showed that he added the driver as an employee of the company
with proper coverage after his death. Workers’ compensation benefits are used to pay
death benefits to the beneficiaries of employees killed in work-related incidents. The
Bureau was assisted in the investigation by the State Insurance Fund and the Workers’
Compensation Board’s Office of the Fraud Inspector General.

e An upstate man was reimbursed $300,000 by Nationwide Insurance Company after his
home was destroyed by fire. The homeowner subsequently was contacted by a
Nationwide claims representative who informed him that he believed he could get the
homeowner an additional settlement with the help of an attorney, who would get half of
any additional compensation the homeowner received. The homeowner agreed. The
claims representative notified the homeowner that the attorney had been able to arrange
an additional settlement of $89,822 and produced a check from Nationwide. As a claims
representative, the defendant was authorized to settle claims and write settlement checks
on behalf of the company. He told the homeowner that the attorney wanted to keep his
name out of the transaction and asked the homeowner to write a personal check payable
to the claims representative for $44.911 -- half the amount of the additional settlement.
The claims representative advised the homeowner to deny any knowledge of the
transaction if Nationwide inquired. A red flag went up and the homeowner reported his
suspicions to Nationwide. The claims representative was fired after Nationwide learned
that he had cashed the homeowner’s check and deposited the money in his personal
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account. He was arrested in April following an investigation by the Bureau with
Nationwide’s assistance.

In May, the owner of a home heavily damaged in a 2009 fire, was sentenced to a year in
jail and five years’ probation for intentionally setting the fire. He was also ordered to pay
New York Central Mutual Insurance Company $80,081 in restitution. He had pleaded
guilty in March to attempted arson and insurance fraud. Approximately 75 firefighters
from Oneonta and surrounding departments fought the blaze, in which two firefighters
were injured. The Bureau conducted the investigation with the assistance of the Oneonta
Police and Fire Departments, and New Y ork Central Mutual.

An investigation by the Bureau resulted in the arrest of a former New York State-licensed
insurance agent who had formed three allegedly bogus business groups and submitted 35
applications for supplemental hospital insurance policies for 19 applicants through Aflac
Insurance Company. Evidence from the investigation showed that the policies were
written for persons who were either fictitious or unaware that the policies existed. The
agent fraudulently collected $4,768 in advance commissions from Aflac.

As the result of an investigation by the Bureau, a New York City man was arrested on
allegations of filing nine fraudulent claims with Aetna Insurance Company for medical
treatment he allegedly had received. One claim was for treatment by a particular doctor in
2010; however, the investigation disclosed that the doctor had died in 2009. Several other
claims indicated treatment by another doctor at NYU Langone emergency room, but
investigators found that there was no such doctor associated with NYU nor did the State
Education Department Office of the Professions have any record of a health care provider
with the name given on the suspect’s claims. After filing the claims and before the
investigation was initiated, the suspect had communicated with the Superintendent to
complain about Aetna’s handling of his claims. Aetna paid $11,256 on the nine claims,
which totaled $22,570.

An investigation by the Bureau, with assistance from the New Windsor Police
Department and Allstate Insurance Company’s SIU, led to the arrest of an Orange County
resident who was accused of submitting a fraudulent invoice in support of a claim for
losses incurred during a burglary at his home. The invoice listed items valued at $14,808;
however, evidence uncovered during the investigation indicated that the business that
purportedly authored the invoice had closed prior to the date that the items had
supposedly been purchased.

The president and CEO of the Otsego County Chamber of Commerce was arrested for his
participation in a fraudulent health insurance scheme. He enrolled New York City
residents in the Chamber’s health plan by maintaining that they were Chamber members
and offering them lower rates than they would have paid for coverage in the New York
City area. He enrolled other individuals outside of Otsego County in the Chamber’s
legitimate health plan after creating a nonexistent “associate member” designation for
them. The enrollees were unaware that they had been fraudulently li