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First Supplement to the Report of the Attorney General

The Attorney General submits this First Supplement to the Report of the Attorney
General to the Governor and Executive Council on Financial Resources Mortgage, Inc. (“FRM”)
dated May 12, 2010 (“Report”) to address questions that arose at the presentation of the Report
to the Governor and Council.*

In an email dated September 15, 2009, Senior Assistant Attorney General Peter Roth
(“Senior AAG Roth”) alerted Deputy Bank Commissioner Robert Fleury about a “lending
opportunity” advertised by FRM. Senior AAG Roth wrote: “There’s something very not right
about this . . .. ” and included a link to a FRM website. The property at issue was located on
Clinton Street in Concord, New Hampshire. Senior AAG Roth also noted that the house
described on the website was listed for sale for $750,000, but the value stated on the website was
listed at $2,844,050 and that the appraiser involved had lost his license. A copy of the email is
attached to this First Supplement.

Deputy Commissioner Fleury forwarded the email from Sr. AAG Roth to Mary Jurta,
Director, Consumer Credit Division and to Kim Griffin, Supervisor of Examinations. Ms. Jurta
responded to Deputy Commissioner Fleury, as well as to Commissioner Hildreth,? with
comments and recommendations. She recommended that “our new AG partner head up an
investigation for us and involve Securities Bureau personnel . . . and the REAB.” Ms. Jurta also
described some of the things that the Banking Department knew at that time about FRM, the
appraiser and the property on Clinton Street. She recommended that *“ . . . someone such as the
new AG who knows what will be needed to prove criminal fraud should direct the investigation .
... Mis. Jurta suggested that the Banking Department write to FRM to demand that it register as
a mortgage loan originator and to suggest that it is publicly offering securities in the form of
fractional interests in mortgages. Also attached to this Supplemental Report is a copy of her
letter to FRM dated October 13, 2009. She did not copy Senior AAG Roth on the internal
Banking emails.

These email exchanges raised questions as to what prompted the initial email from Senior
AAG Roth to Banking, whom Ms. Jurta was referencing in her comment regarding the “new AG
partner” and whether a criminal referral was made to DOJ. In order to respond to these
questions, the DOJ interviewed Senior AAG Roth and Ms. Jurta.

In stating that “there’s something very not right about this,” Senior AAG Roth confirmed
that he was referring to what appeared to him to be the utilization of a false appraisal and an
attempt to sell property that, at the time, was under the control of a Chapter 7 bankruptcy trustee.

! This is a “First” Supplement in the event the Governor and Executive Council or the Legislature have additional
questions that require additional supplements. As was noted in the Report, it was intended to outline the
involvement of the respective agencies from 2000 through early 2009 when the most signficant regulatory activity
occurred. It did not address investigations or events occurring in 2009, the year FRM and CLM failed. Because the
September 2009 email between the Department of Justice and Banking related to communications between the
agencies, however, the email chain was included as an exhibit to the Report along with the other DOJ documents
relating to FRM and referenced in footnote 87 of the Report.

2 This email exchange occurred at a time when Mr. Hildreth was recused from involvement with FRM. The other
instances in which Mr. Hildreth was involved with FRM are documented in the Report.



In September of 2009, Kevin Guay was the record title holder of the Clinton Street real
estate, but he was in bankruptcy. He had filed a VVoluntary Petition for Relief under Chapter 11
in September of 2008. In June 2009, the case was converted to Chapter 7. Senior AAG Roth
represented the New Hampshire Department of Environmental Services (“DES”) with regard to
its claim against Mr. Guay for alleged wetlands violations. Mr. Guay’s strategy involved
obtaining approximately $400,000 of interim financing for improvements to the Clinton Street
property and to pay arrearages due on secured debt and utilizing the bankruptcy process to
restructure approximately $5,400,000 of loans secured by real estate. FRM was Mr. Guay’s
proposed interim lender. Mr. Guay filed a motion requesting permission from the court to
borrow funds on an interim basis and to secure the loan with the alleged equity in the parcel at
180 Clinton Street.

As a claimant in the bankruptcy case, the DES, through Sr. AAG Roth, opposed the
interim financing. DES was concerned that the additional indebtedness would impair the
debtor’s ability to repay its creditors, including DES. Senior AAG Roth also concluded that the
debtor had asserted inflated values of his properties on his Schedules and Statement of Affairs as
compared to the assessed values. He also determined that the license of the appraiser relied upon
by the debtor had been revoked in Maine, Vermont and New Hampshire. Finally, it appeared to
Senior AAG Roth that the debtor’s asserted value of the property at 180 Clinton Street of
approximately $2,000,000 was substantially inflated as compared to an assessed value of
approximately $463,000.

The bankruptcy court heard the debtor’s motion for interim financing in February 20009.
Armed with the information that the appraiser’s license had been revoked, Senior AAG Roth was
able to disqualify the debtor’s appraiser, which prompted the debtor to withdraw his motion.
Apparently unable to find interim financing from other sources, Mr. Guay moved to dismiss his
case. Sr. AAG Roth objected and convinced the court to convert the case to one under Chapter 7
so that a trustee could investigate the affairs of the debtor and determine whether his property
should be liquidated for the benefit of creditors. The effect of the conversion to Chapter 7 was
that all property of the debtor, including 180 Clinton Street, came under the control of a
bankruptcy trustee as property of a Chapter 7 estate.

In September 2009, suspecting that the debtor, despite the conversion of his case, might
still try to sell or refinance his property, Senior AAG Roth investigated the website of FRM and
discovered the “lending opportunity” for the Clinton Street property, which he knew at the time
was under the control of a Chapter 7 bankruptcy trustee. He also believed that the likely value of
the property was substantially less than the value asserted on the FRM website and that the
appraiser identified on the FRM website listing was the one who had previously lost his license.
That caused Senior AAG Roth to send his email to the Banking Department based on his concern
that FRM may be engaged in improper lending practices.

Ms. Jurta confirmed that her reference to “our new AG partner” in her email was to a
position in the process of being created at the DOJ and funded by the Banking Department to
pursue criminal and civil prosecution of banking fraud. The position was created by a
Memorandum of Understanding between DOJ and the Banking Department signed in September
2009. The first person hired to fill the position started work on December 9, 2009. Thus, at the



time of the September 16, 2009 email, “our new AG partner” was contemplated but not yet
hired. Banking made no criminal referral to the DOJ because, by the time the individual was
hired at DOJ, FRM had already closed its doors.

The email exchanges and the events that led to them do not alter the findings or the
recommendations in the Report. If anything, they support the recommendation that different
regulatory agencies must work together to detect this type of fraud. Although, as was described
in the Report, the Banking Department missed opportunities between 2001-2006 to revoke
FRM’s license, the Banking Department did react to Senior AAG’s email. Ms. Jurta suggested a
joint investigation among Banking, Securities and DOJ and then sent a cease and desist letter,
while alerting Securities of the need to take action. Unfortunately, these events occurred within
the two months prior to the collapse of FRM, and did not prevent the additional fraud that
occurred in the final months of FRM’s operations.
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From: Jurta, Mary

Sent: Wednesday, September 16, 2009 12:07 PM
To: Griffin, Kim

Subject: FW: Financial Resources Mpmt.

Hi Kim...FY)

Mary L. Jurts

Oirector, Consamey Credit Division
NH Banking Departmert

52 Rzgional Orive, Suite 200
Concord, K4 03301

{603y 27i-3:861

AT

NOTICE RESARDING PRIVILEGED ZOMMUNICATION — Thic ess1l and 20y atiechaents sre confidential and
wnrended soiely for the rccipiqits named adove. contents of kAlS ejcctronic mesxzage are or fcy bhe
rrotected by banking copridanciality laws, the 2 oy ~2lacat praviiege, work proausct docerine, axiros
wther applicelis peote. ons feom disclosure. IF yor e et the {ngended reciprent, yor dre HRreoy
notified tiar anvy uvse, disyexination, Jistribulion or reproguccicn of this copmeaicstion s stractly
prehivsred. I pou heve received this communicail o erros, please lrsedldtely norify the New dampstice
Zulkimy Qepertment by emailing J2aidranking.8cacc.nh.us and (hen delets che emeil apd any attachients
LEost yOur system,

From: Jurta, Mary

Sent: Wednesday, September 16, 2009 12:05 PM
To: Hidreth, Peter; Fleury, Robert

Subject: RE: Financial Resources Mgmt,

Hi Bob,

We hava bits and pieces, but not a complete picture and #keiy no jurisdicton for most of the subject properties. |
recommend that our new AG partner head up an investigation for us and involve the SOS's Secufities persannel ()
do not know whelher the number and amaunt of securities beirg issued requires registration, but the anti-fraud
provisions of REA 421-B always apply) and the REAB. Sarah and Kim have a lot of anecdotal information ko offer
on the players: they can debrief Katie wha can then work with aur new AG. Our routine examination processes
pave proved fruitless for the farge part, s¢ | would recommend that somegna such as the rew AG who knows what
will be needed ‘o prove criminat fraud shouid direct the investigation {unless you want Celis and Maryam to direct
the investigation).

Here are some things we presume to know:

s Most of the properties iisted on the website appear to be out of state or commercial propertes. There are a
coupie of NH properties end ong, the 180 Clinton Street property, is fisted as commercial aithaugh it iooks
like a residence. However, our new definitions (HB 610) change the p.aying fieid somewhat I the property
is lo be used as a residence (it no longer has o be owner occupled) by an person and the morigage loan is
“primarily for personal, family or household use, we have jurisdiction i the property is located in NH. The
Cover property appears lo fit this description and some of the out of state descriptions definitely fit the new
definifion...so therd may be, of may have baan, other NH prooerties that meet it as wel'.

s an investor/borrower who had several hidden second ioans done bym
came in to NHBD represerting ] and Maryam did a consent order.
is @ ticensee whom we have examined/investigated. Any questionabie loans
were al' oul e Or commercial. We recently forwarded Residgential exam information to MHUD on their
FHA foar activity and HUD is about {0 invastigate in Ociober.
. worked for and was fired from Residential end was the one who apparently convinced
io make the second mortgage loans (for which Salem did rot have @ license). The i} was
one of the hidden seconds made in Nov. 2008.
. was at Team anc Coastal and was the person who used Paintshop 10 alter appraisal cocs.
was made aware of] y us}. It would seem that Mr.ﬁ lost his appraisai
license in February he should be subject to civil and cnminal penaltias of signing the [l appraisal
in June 2009 so | would invoive the REAB

Scott Farah and Financiat Resources Mortgage, Inc. (our licensae) are long known to us and Securties had
an open case on him. He 1s currently soliciting investors and breaking the mortgages inlo sacurities (the

file://ZACCA Exams\ExaminationsiExam Reporis\2008 Reviewed ROE ejp\ *g/\/ 109

L

Exhibit 30
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_transacﬁon has a $100,000 minimum investment with a 12 month term and a guaranteed 15%

annual return). We have poked at Inese types of transactions when examining Financial Resources
Morigage. Inc. and all were out of state or commercial angd not within cur jurisdiction. Traditionally, our issue
with the cornpany has been horrible recordkeeping. The company 18 represented vy the Gallagher firm and
Susan LeDuc has been at the recent exams. Mr. Farah has one person do his books and a CPA does his
taxes...and apparenlly they do not communicate. The last time we threatened to have ar cutside im
recreate his books and recards at his experse but he managed, through Susan LeDuc, 1o get his
accountant to adequately explain their financia: positicn, line by line, so that we could determine a net warth
figure.

« Wher | left, Securilies had an open case an Sco't Farah and Financial Resources for ssuing unregistered
notes; | do not krow the outcome. Scolt Farah's Father is a pastor in the area and a ot of his parishiorers
investad with Scott. There were problems that hit the paper, but apparenty Scott made them who'e and the
issue/case faded.

What do you think? - Mary

Mary L. Jurta

Tirector, ZTonsuwer Credit Divisizn
K5 Yanking lepsriment

53 Pejicnal Drive, Suite 200
Zoncera, NH 03301

(6l3) 271-3581

K2TICE REGARDING PRIVILEGED CTOMMURNICATION - this ews2l and any sttachmerts are ronfideniial ang
.nrernded selely for the cecipienls ramed apove, The cantents of ¢ electranic mossage sre oz Ray be
proctected by baniing coufidentiality laws, Lhg atiorn cirenr pr inge, work pruduct Joctrine. aBG/or
crher applicsidle protectivrs from daiscloswra. If yol GOL £he lntenaac recipient, by
at1f:ed that agy vse, disseminar dgistrzbuiion or gpreducticn of thus comnun:

¥ notlfy rae Now Hampshi

proxtbitad, 1f you cave rocerved commenicstion in erzoy, pleass immedsa
Bankiog Devaxtrgns Ly ew<lling !egaitbanking.stere.nh, ux and n delere the emai] and aay atiachrent:
frun C Syscem.

From: Fleury, Robert

Semt: Tuesday, September 15, 2009 4:09 PM
To: Jurta, Mary; Griffin, Kim

Subject: FW: Financial Resources Mgmt.

Robert A. Fleury
Deputy Bank Commissioner

From: Roth, Peter {mailto:Peter.Roth@doj.nh.gov]
Sent: Tuesday, September 15, 2009 3:54 PM

Yo: Heury, Robert

Subject: Financial Resources Mgmt.

8ob

See aitached. from hitps./\www . privateloanoppartunities com/?key=5200938¢
I ‘o5t his appraisal license in NH in Febnuary

This house Is fisted with MLS for $750.600.

There's sormething very not right about this. ..

file://Z:3\CC A Exams\Examinations\Examn Reports\2008 Reviewed ROES\Financial Reso... 1271172009



Financial Resources Mgnit. Page 3 of 3

the owner, [ i= bankrupt and the lender has leave to foreclose an tnis property.
Peter

<<Congord weh site listing.doc>> <<Concord Synopsis [ IIIEGEGNG:--

file:/Z3CCA Exams\Examinations\Exam Reports\2008 Reviewed ROES\Financial Reso...  12/11/200%



Concord, NH

-

MINIMUM PARTICIPA TION - $100,000

LENDING OPPORTUNII'Y
Concord, New Hampshire - Commercial Property

Loan Amount: $1,560.000 st Position (55% L. 1V)
Recommended Terms: 15%. 12 month balloon
Secured by: Appraised Value $2,844,050

Summary: - is looking for a loan against this commercial property in Concord,
New Hampshire. He is purchasing this property rom the current owner and will make
minor modifications to the building to allow it 10 be used as a Veterinarian Surgery. The
land is 7.86 acres in size and has a 5,146 sguare /oot building on it. The building was
rcecntly constructed and has a total of eleven rooms. including three bathrooms. Albert
plans to expand the current structure in the future by adding a large addition that will
house a Dog Daycare Fucility. Additional features of this property include a large barn.
Afler purchasing the land Albert plans to subdivide off approximately 5.86 acres which
will meet the city guidelines to be uscd for commereial activity. e may develop this land
himself and would also consider sclling the 5.86 acres. Possible uses include a Miniature
Golf Course and Batting Cages.

The City ot Concord is the state capital of New {lampshire. This historic city also
contains the villages of Penacook, East Concord and West Concord. Concord is located
in Central New FHampshire and is a short drive from Manchester to the south, the Lakes
Region and White Mountain to the noith and the Seacoast arca and New [lampshire's
coasl line 1o the east.

I 125 been in the technology field for most of his working lifc and over the years has
acquired substantial net worth. He has excellent credit with a mid FICO score of 716. He
plans to use $150.000 [rom this loan to complete the modifications and 10 subdivide the
property. JJJJJ wi!! manage this property himself and has a Veterinarian lined up to



occupy this property. This new foan will be paid off when the sureery is operating and
conventional [inancing is put in place.

I is tooking for a loan for 4 periad of 12 muntbs, Therc is 2 12 month interest
reserve included for additional security.

Please call Scott Farah if you have any questions and/or would lixe a complete package.

Deal Synopsis and Phatas (PN} - 6.29mbView Full Package




Subject Land & Rear View
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Jurta, Mary

From: Fleury, Raobert

Sent:  Friday, Seplember 18, 2009 9:32 AM
To: Jurta, Mary, Hikdreth, Peter

Subject: RE: Financial Resources Mgmi.
Sounds like 8 plan.

Thanks Mary

Robert A. Fleury
Depuly Bank Commissioner

From: Jurta, Mary

Sent: Thursday, September 17, 2009 9:30 AM
To: Hildreth, Peter; Fleury, Robert

Subject: FW: Financial Resources Mgmt.

On further reflection and o get the ball ralling (which is oflen the most difficult part), | can take a
first stab at this by writing Mr. Farah a letter indicaling that he needs to be licensed as a mortgage
loan originator and cannot continue to negotiate mortgages without the license (or we could issue a
C&D based on the website info where he is listed as the contact for the investments/mortgage
pieces); the letier couid include that it appears that he is publicly offering securities in the form of
fractional imerests in mortgages and should conlact the Securities Bureay 1o see if he needs to
obiain authority from them (and the leiter can cc 1he Bureau of Securilies Regulation). This would
be my first recommendation but since the information was not directed to me from the AG's office, |
look to you for authority... - Mary

Mary L. Jurta

Director, Consumer Credit Divasion
NH Banking Department

$3 Regional Drive, Suite 200
Concord, NH 03301

1503; 271-3561

NOTICE REGARDING PRIVILEGED COMMUNICATION - ©r.c =ni.

RETE NN (U7 SUR

From: Fleury, Robert

Sent: Tuesday, September 15, 2009 4:09 PM
To: Jurta, Mary; Griffin, Kim

Subject: FW: Financial Resources Mgmt.

Robert A. Fleury
Deputy Bank Commissioner

10/13/2009



.Financial Resources Magmt. Page 2 of 2

From: Roth, Peter [mailto:Peter.Roth@doj.nh.gov]
Sent: Tuesday, Septernber 15, 2009 3:54 PM

To: Fleury, Robert

Subject: Financial Resources Mgmt.

Bob.

See attached. from https://www privateloancpponunities com/?key=5200936¢

Korkoz lost his appraisal license in NH in February.

This house Is listed with MLS for $750.000.

There's something very not right aboult this....

the owner, Kevin Guay is bankrupt and the lender has leave to foreclose on this property.
Peter

<<Concord web site listing.doc>> <<Concord Synopsis 180 clinton. pdf>>

10/13/2009



State of New Hampshire
Banking Department

53 Regional Drive, Suite 200
Concord, New Hampshire 03301
PETER C, HILDAETH Telephene: (603) 2713561
BANK COMMIBSIONEFR FAX. 1603) 271-10P0 or (603) 271.0750
ROBERT A FLEWRY
DEPUTY RANK COMMISSIONCA

October 13, 2009

Scott Farah

15 Northview Drive

PO Box 1158

Meredith, NI103253-5640

Dear Mr. Farah,

Reference is made to the New Hampshire mortgage banker license of Financial
Resources Mortgage, Inc. and to your current advertisements
(hitps:/iwww.privateipanopporiynities. com/ ?key=5200836; ) on the intemet for investors and
mortgagees. [n the advertisements you personally on bebalf of your eompany are
solieiting persons for mortgage loans and yet you are not licensed as a mortgage loan
originator in viclation of RSA 397-A and the S.AF.E. Act You must immediately cease
all such operations, remove the website and confirm to us in writing on or before October
20, 2009 that you have dane so.

Additionally, it appears that you arc publicly offering securiies in the form of fractionai
interests in mortgages and should contact the New Hampshire Securities Bureau to see if
you need to obtain authority from them prior to making such solicitations. As you are
aware, Financial Resources Mortgage, Inc. is licensed as a mortgage banker to fund
mortgages from its own money under RSA 397-A, but the eompany is not chanered as a
bank, savings institution or trust company under federal law or the laws of this state.

Sincerely, .
Mary L, %
Director, Consumer Credit

cc:  Attorney Barry Glennon
Deputy Director
Bureau of Securities Regulation
Depariment of State
107 North Main Street, #204
Concord, NH 03301

TDD Access Relay NH 1.80C.735.2764
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