STATE OF FLORIDA
OFFICE OF FINANCIAL REGULATION
DIVISION OF FINANCIAL INSTITUTIONS

IN RE:

APPLICATION TO MERGE

Community Bank & Company, Admin. File No.
Lakewood Ranch, Florida, and

First Community Bank of America,

Pinellas Park, Florida; Resulting

Institution: Community Bank & Company

/

PETITION FOR PUBLIC HEARING, MOTION FOR DESIGNATION AS PARTY,
STATEMENT IN OPPOSITION, AND NOTICE OF INTENTION TO APPEAR
1. Neil J. Gillespie hereby petitions the Florida Office of Financial Regulation (OFR)
pursuant to Fla. Admin. Code r. 69U-105.104(1) for a public hearing on the APPLICATION TO
MERGE (“application”) of Community Bank & Company Lakewood Ranch, Florida, and First
Community Bank of America, Pinellas Park, Florida; Resulting Institution: Community Bank &
Company. A copy of the application accompanies this Petition as Exhibit 1.
2. The Petitioner, pro se, is Neil J. Gillespie, 8092 SW 115th Loop, Ocala, Florida, 34481,
telephone number (352) 854-7807.
3. A copy of the application was belatedly provided to Petitioner by OFR Chief Counsel
Josephine Schultz. The application (Exhibit 1) is missing all the financial data; the data fields are
blank. The following public financial data is missing:
Schedule 1, Pro Forma Combined Balance Sheet

Schedule 111, Earnings History and Capital Accounts Changes



Schedule 1V, Financial Institution Offices and Fixed Asset Investment
The application is also missing Exhibit A, Agreement of Merger, which is public information.
Ms. Schultz failed to respond to Petitioner’s request for complete records.
4. Pursuant to Fla. Admin. Code r. 69U-105.104(1) Petitioner combines his petition for
public hearing with a notice of intention to appear.
5. Pursuant to Fla. Admin. Code r. 69U-105.104(1)(d) Petitioner has an interest in, and
objects to, the application as a resident of the State of Florida, a Florida homeowner, a former
client of Community Bank & Company (formerly known as Community Bank of Manatee), and
as an advocate, educator and journalist through his Justice Network at http://YouSue.org/, and as
further set forth in this Petition. Furthermore, Petitioner has a “collective responsibility” as
defined in the Conclusions of the Financial Crisis Inquiry Commission, a responsibility to learn,
investigate and fix the dramatic breakdowns of corporate governance, profound lapses in
regulatory oversight, and near fatal flaws in our financial system.
6. Pursuant to Fla. Admin. Code r. 69U-105.106(3) Petitioner’s substantial interests will be
affected. Petitioner moves to become a party to the proceeding. Petitioner gives notice of
intention to appear as a party. Petitioner incorporates paragraphs 1 through 5 in this paragraph.
7. Pursuant to Fla. Admin. Code r. 69U-105.106(3)(b) a full and clear statement of the
grounds upon which Petitioner bases the claim that his substantial interest will be affected by
decision on the application is included in this Petition. Petitioner incorporates paragraphs 1
through 6 in this paragraph.
8. Pursuant to Fla. Admin. Code r. 69U-105.103 (1) OFR was required to publish notice of
receipt of the application in the Florida Administrative Weekly within twenty-one (21) days of

its receipt. A publication was made, Notice No. 9714858. The receipt date published in the
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notice is February 15, 2010. (Exhibit 2). OFR received the application February 15, 2011. The
receipt date is incorrect. OFR failed to meet the requirements of F.A.C. Rule 69U-105.103 (1).

STATEMENT IN OPPOSITION

0. Petitioner opposes the application on the following grounds:

a. Community Bank & Company (formerly known as Community Bank of Manatee)
is in substantial violation of its November 25, 2009 Consent Order with the FDIC (FDIC-09-
569b) and OFR (OFR 0692-FI-10/09). (Exhibit 3). The FDIC and OFR Ordered, among other
things, in section 2(a) Management, that (a) Within 60 days from the effective date of this
ORDER, the Bank shall have and retain qualified management with the qualifications and
experience commensurate with assigned duties and responsibilities at the Bank. Each member of
management shall be provided appropriate written authority from the Bank's Board to implement
the provisions of this ORDER. At a minimum, management shall include the following: (i) a
chief executive officer with proven ability in managing a bank of comparable size and in
effectively implementing lending, investment and operating policies in accordance with sound
banking practices. As of today, well over a year after the FDIC and OFR Ordered the bank to
“have and retain qualified management”, William H. Sedgeman, Jr. is still the bank’s CEOQ, even
though he mismanaged the bank and lost $9.3 million in 2009 and $1.4 million in 2010. Mr.
Sedgeman is not competent to serve as Chief Executive Officer. Petitioner observed Mr.
Sedgeman November 1, 2010 while closing his account at the Tampa branch. Mr. Sedgeman, 70
years-old, appears frail, and shuffles about, an early sign of dementia. Evidence in the Petition
will show that Mr. Sedgeman is manipulated by others, including Martha J. Cook, his wife and

the bank’s former registered agent and unofficial counsel.
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b. Community Bank & Company is still loosing money. The bank lost $9.3 million
in 2009. The bank lost $1.4 million in 2010. Merging one money-loosing bank with another
money-loosing bank is folly given the deteriorating economic conditions in the bank’s market. In
addition, a number of the bank’s Board of Directors are gone, contrary to earlier statements to
OFR that the Board and management would not change.

C. There are substantial unanswered questions surrounding Mr. Lima, Chairman of
the bank's holding company, CBM Florida Holding Company, and his June 6, 2009 Application
For Certificate of Approval to Purchase or Acquire A Controlling Interest in a State Bank or
Trust Company. OFR failed to conduct a sufficient background check on Mr. Lima that would
have shown massive criminal acts during his tenure at ABN AMRO Bank that resulted in the
forfeiture $500 Million in Connection with Conspiracy to Defraud the United States and with
Violation of the Bank Secrecy Act. In addition, the application for controlling interest shows
financial irregularities which Petitioner recently brought to the attention of John G. Alcorn,
OFR’s Bureau Chief. In one case a shareholder inexplicably lost $4,114.80 August 19, 2008.
Unable to answer, Mr. Alcorn referred the matter to Josephine Schultz, Chief Counsel. Ms.
Schultz has obstructed efforts to get information in an apparent effort to prevent further analysis.

d. The application provided to Petitioner by OFR Chief Counsel Josephine Schultz
is missing all the financial data; the data fields are blank. (Exhibit 1). The following public
financial data is missing:

Schedule 1, Pro Forma Combined Balance Sheet

Schedule 111, Earnings History and Capital Accounts Changes

Schedule IV, Financial Institution Offices and Fixed Asset Investment
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The application is also missing Exhibit A, Agreement of Merger, which is public information.
Ms. Schultz failed to respond to Petitioner’s request for complete records.

e. While Petitioner was a bank customer of Community Bank of Manatee (n.k.a.
Community Bank & Company), Petitioner was subject to discriminatory treatment.

INTRODUCTION

10. On September 21, 2010 OFR Commissioner J. Thomas Cardwell testified before the
Financial Crisis Inquiry Commission. (Exhibit 4). The Commissioner testified that “[M]y name
is Tom Cardwell and | am the Commissioner of the Office of Financial Regulation for the State
of Florida a position in which | have served for one year. Prior to assuming this position | was a
lawyer in private practice with Akerman Senterfitt a 500 attorney firm based in Florida where |
served as Chairman & CEO and headed the Financial Institutions Practice Group.”

11. The Commissioner testified “Relative to this appearance | served on the Florida Supreme
Court Mortgage Foreclosure Task Force which made recommendations to deal with the crisis in
the courts regarding residential mortgage foreclosures.” The Commissioner also testified “The
Office of Financial Regulation has jurisdiction over the state chartered banking industry, the
securities industry, mortgage brokers, money transmitters, payday lenders, check cashers and
automobile lenders among others. We have 453 employees and a budget of 43 million dollars
with which to carry out our responsibilities for licensing, examination and enforcement in all of
these areas.”

12. In the December 31, 2010 OFR Quarterly Report to the Financial Services Commission,
Commissioner Cardwell’s comments show the many challenges facing Florida’s economy and as
a result, Florida’s financial industries continue to face significant stress. (Exhibit 5). He wrote

“Since January 2009, 44 financial institutions have failed: 14 in 2009, 29 in 2010 and one
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already in 2011. Florida is in the top five states nationally in the number of mortgage
foreclosures. Home sales remain sluggish and prices for existing homes are flat. Like many
families and businesses in Florida, OFR was significantly impacted by the real estate market.”
13.  Commissioner Cardwell also wrote “We have now found that actual revenues are even
less than we had projected due to the difficult business conditions our industries are facing.
Specifically, the number of persons seeking to be licensed in the mortgage industry has
decreased significantly. In June 2007, OFR had more than 80,000 individual mortgage brokers
licensed. By October 2010, the number had decreased by about half. We just concluded our
current registration cycle on December 31st, and had slightly fewer than 15,000 individual
applicants. We knew there would be a drop off, but the depth of the problems in the Florida
housing market were greater than anticipated, even by noted economists.” (Exhibit 5)

14.  As for banking, Commissioner Cardwell wrote “In the area of Banking, the total assets
held in state-chartered banks have declined. In 2009, total deposits in state-chartered banks were
$60 billion. According to the latest figures (September 2010), the number has dropped to $50
billion.” Commissioner Cardwell expressed some optimism: “I think we are at the bottom of this
economic cycle. Some of our businesses have remained stable. The businesses that were
negatively impacted will come back over time. Banking should be back to where it was in the
next year or two. Mortgage brokerage will never return to its frothy heights.” (Exhibit 5)

15. Commissioner Cardwell wrote “No Florida banking customers have lost a single dollar of
insured deposits.” (Exhibit 5). While that may be technically true, Florida homeowners, investors
and others have been decimated financially and emotionally by the fallout of the financial crisis.
16.  According to a report by Condo Vultures bank failures in Florida have cost the Federal

Deposit Insurance Corp. the most money of any state in 2010. Florida’s bank failures have cost
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about $2.1 billion in losses to the FDIC's deposit insurance fund, or about 10% of the $22.2
billion in losses in 2010.

17.  The Financial Crisis Inquiry Commission determined that the 2008 financial crisis was an
“avoidable” disaster caused by widespread failures in government regulation, corporate
mismanagement and heedless risk-taking by Wall Street, according to a story in the New York
Times January 25, 2011 ‘Financial Crisis Was Avoidable, Inquiry Finds’. (Exhibit 6). The Times
wrote “[T]he report is harsh on regulators. It finds that the Securities and Exchange Commission
failed to require big banks to hold more capital to cushion potential losses and halt risky
practices, and that the Fed “neglected its mission.”

18. Lax government oversight allowed Bernie Madoff to operate a ponzi scheme for years,
even when whistleblower Harry Markopoulos repeatedly alerted authorities. SEC regulators
spent many hours watching pornography in their offices during the 2008 financial crisis. A
summary requested by Senator Grassley of pornography-related investigations conducted by the
SEC Inspector General shows senior level regulators and lawyers were involved. (Exhibit 7)

19. Conclusions of the Financial Crisis Inquiry Commission state “As this report goes to
print, there are more than 26 million Americans who are out of work, cannot find full-time work,
or have given up looking for work. About four million families have lost their homes to
foreclosure and another four and a half million have slipped into the foreclosure process or are
seriously behind on their mortgage payments. Nearly $11 trillion in household wealth has
vanished, with retirement accounts and life savings swept away.” (Exhibit 8)

19. The Conclusions also state “There is much anger about what has transpired, and

justifiably so. Many people who abided by all the rules now find themselves out of work and
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uncertain about their future prospects. The collateral damage of this crisis has been real people
and real communities. The impacts of this crisis are likely to be felt for a generation.” (Exhibit 8)
20. The Conclusions closes with “In our inquiry, we found dramatic breakdowns of corporate
governance, profound lapses in regulatory oversight, and near fatal flaws in our financial
system....This report should not be viewed as the end of the nation’s examination of this crisis.
There is still much to learn, much to investigate, and much to fix. This is our collective
responsibility. It falls to us to make different choices if we want different results.” (Exhibit 8)

21. Despite all the above, OFR continues to have profound lapses in regulatory oversight.
Therefore as designated by the Financial Crisis Inquiry Commission it is the “collective
responsibility” of citizens to demand changes and improvement from our government regulators.

PETITIONER’S SUBSTANTIAL INTERESTS

22.  As a Florida homeowner (through a family trust) Petitioner watched his home in Ocala,
Florida drop in value, from $168,000 in 2006 to a current market value of $91,057 today.
Petitioner suffered a substantial loss of $76,943. Petitioner’s home is “underwater”, a term
meaning the current mortgage balance of $104,211 exceeds the current market value of the
home. Petitioner has an interest, indeed a duty and a “collective responsibility” as defined in the
Conclusions of the Financial Crisis Inquiry Commission, a responsibility to learn, investigate
and fix the dramatic breakdowns of corporate governance, profound lapses in regulatory
oversight, and near fatal flaws in our financial system.

COMMUNITY BANK & COMPANY

23.  Community Bank of Manatee is now known as Community Bank & Company (“bank’)
as a result of a name change earlier this year. The bank was founded in 1995 by William H.

Sedgeman, Jr., the current Chairman & Chief Executive Officer. The bank is an insured state
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nonmember bank. The bank’s website claims it is privately owned by about 350 shareholders
and the founding board of directors has remained with the bank from inception.

24. A 2001 Form 6 Public Disclosure of Financial Interest (Exhibit 9) filed by Martha Jean
Cook, Florida Bar ID No. 242640, shows she was Registered Agent for the bank and had a
beneficial interest more than 5% in the bank. Ms. Cook was required to file the Form 6 as a
candidate for Circuit Court Judge for the Thirteenth Judicial Circuit. Ms. Cook’s sole income is
listed as $52,824 derived from Martha J. Cook, PA, an arbitration/mediation firm where she was
president. The 2001 Form 6 shows Ms. Cook had substantial relative debts, with a net worth of
$151,487. About half her net worth was derived from household goods listed at $72,500. Ms.
Cook valued her arbitration/mediation firm at $30,199.

25. Martha J. Cook was at all times relative to this Petition married to William H. Sedgeman,
Jr. In Florida the relationship to a party or attorney is computed by using the common law rule
rather than the civil law rule. In computing affinity husband and wife are considered as one
person and the relatives of one spouse by consanguinity are related to the other by affinity in the
same degree. State v. Wall, 41 Fla. 463. This created a conflict of interest since Ms. Cook was
Registered Agent for the bank and had a beneficial interest more than 5% while married to
William H. Sedgeman, Jr., the bank’s Chairman & Chief Executive Officer. During this time the
bank does not appear to have had counsel other than Ms. Cook; she was the bank’s de facto
general counsel. Ms. Cook won the Judicial election and currently serves as Circuit Court Judge
for the Thirteenth Judicial Circuit. Judge Cook provides legal and other advice to her husband on
bank matters, either officially or unofficially. To believe otherwise strains credulity.

26. For a time Petitioner had civil litigation pending before Judge Cook, Gillespie v Barker,

Rodems & Cook, PA, Case No. 05-CA-007205, Circuit Civil Division, Hillsborough County.
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The lawsuit is against Petitioner’s former lawyers who defrauded him in prior litigation. The
prior litigation was related to Neil Gillespie v. ACE Cash Express, Inc., Hillsborough Circuit
Civil, Consolidated Case No. 99-9730, Division J (originally case no. 8:00-CV-723-T-23B, in
United States District Court, Middle District of Florida, Tampa Division). On December 30,
2002, ACE Cash Express entered an agreement with the Florida State Department of Banking
(DBF) and the Attorney General. ACE paid a total of $500,000 in settlement and for issuance by
the Florida Department of Banking and Finance, Division of Securities and Finance ("DBF") of
authorizations, licenses, or other approvals necessary for ACE to continue in business in Florida,
and for releases and other stipulations. ACE paid $250,000 to the DBF Regulatory Trust Fund in
full satisfaction of all attorney's fees, costs, and other expenses incurred by the DBF in
connection with this matter. ACE made a contribution of $250,000 to the Florida State
University College of Law in full satisfaction of all attorney's fees, costs and other expenses
incurred by the Attorney General in connection with this matter. A copy of the agreement is
attached. (Exhibit 10). Petitioner’s lawsuit appears on page 8.

27. On November 10, 2010 Petitioner moved to disqualify Judge Cook from his case for bias
and matters related to the bank, see Plaintiff’s 4th Motion to Disqualify Judge Martha J. Cook.
(Exhibit 11). Among other things, the motion showed Judge Cook was insolvent and related to
recapitalization efforts with the bank. The motion showed how the bank discriminated against
Petitioner while he was a customer. The motion also showed Judge Cook’s conflict presiding
over cases involving financial institutions. Judge Cook refused to disqualify herself. November
18, 2010 Petitioner filed a Writ of Prohibition against Judge Cook in the Second District Court

of Appeals, Case No. 2D10-5529; she disqualified herself the same day.
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28. Petitioner appreciates the personal hardship faced by Mr. Sedgeman and Judge Cook, two
senior citizens facing an insolvent and bankrupt future. However this is mitigated by the facts.
While Mr. Sedgeman and Judge Cook enjoyed every advantage of life, from a great education
(Mr. Sedgeman is a graduate of Harvard), to high-paying, prestigious careers, they threw it all
away through mismanagement and personal failure. During the time Judge Cook presided over
Petitioner’s lawsuit, he observed her working part-time hours while collecting a full-time circuit
court judge salary of $145,000, at a time when Florida’s courts are in crisis over mortgage
foreclosures. Petitioner found Judge Cook to be profoundly dishonest and manipulative. It
appears she would do anything to advance her interests without regard for the rule of law.

Mr. Marcelo Faria de Lima

29. From the bank’s website: “Mr. Lima is Chairman of the Bank's holding company, CBM
Florida Holding Company. Mr. Lima is an international investor with interests in companies
located in the United States, Brazil, Mexico, Turkey, Denmark and Russia employing over 6,000
people and generating sales of over $1 Billion. Mr. Lima started his career as a commercial
banker working for ABN Amro Bank in Brazil and Chicago before working as an investment
banker for Donaldson, Lubkin and Jenrette, Credit Suisse, and Garantia. He graduated from
Ponteficia Universidade Catolica do Rio de Jeanerio in 1985. Mr. Lima has served as a director
since the change of control transaction was completed on December 3, 2009.”

ABN AMRO Bank

30. Mr. Lima worked for ABN AMRO Bank from 1989 through 1996 in Brazil and Chicago.
Mr. Lima’s tenure in Chicago coincides with accusations of significant criminal activity by ABN
AMRO Bank. On December 19, 2005 a Cease and Desist Order (FRB Dkt. No. 05-035-B-FB)

was issued against ABN AMRO Bank, including the Chicago Branch where Mr. Lima worked.
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(Exhibit 12). ABN AMRO Bank agreed to stop its unlawful money laundering operations which
date to 1995 during Mr. Lima’s tenure at the bank. An Assessment of Civil Money Penalty was
also issued December 19, 2005. (Exhibit 13). The Federal Reserve Board (Exhibit 14) and The
Illinois Department of Financial and Professional Regulation, Division of Banking (Exhibit 15)
issued news releases about the matter December 19, 2005. The matter was widely reported in the
press, including the Wall Street Journal December 20, 2005 “ABN Amro to Pay $80 Million
Fine Over Iran, Libya” (Exhibit 16), The White Collar Crime Prof Blog, December 20, 2005
(Exhibit 17) and elsewhere. ABN AMRO Bank paid $80 million in penalties to U.S. federal and
state regulators. This was big news worldwide. But Mr. Lima claim he never knew and failed to
disclose the information as required to the OFR under Florida law.

31. ABN AMRO Bank made news again May 10, 2010. A Department of Justice Press
Release announced “Former ABN AMRO Bank N.V. Agrees to Forfeit $500 Million in
Connection with Conspiracy to Defraud the United States and with Violation of the Bank
Secrecy Act” (Exhibit 18). An Information (Exhibit 19) and Deferred Prosecution Agreement
were filed May 10, 2010. (Exhibit 20). The Information shows that from in or about June 1995
through in or about December 2005, Defendant ABN facilitated unlawful United States Dollar
transactions for a number of co-conspirators, both known and unknown to the United States. For
the most part, these co-conspirators consisted primarily of banks from Iran, Libya, the Sudan,
and Cuba. Count I, Conspiracy to violate the International Emergency Economic Powers Act
(IEEPA) and the Trading With the Enemy Act (TWEA) and to defraud the United States from in
or about May 1995 and continuing until in or about December 2007. Count I, Failure to
Maintain an Adequate Money Laundering Program.

Wymoo International, LLC, unlicensed Private Investigation Agency

Page - 12



Mr. Lima’s September 5, 2008 Wymoo Confidential International Investigation

32.  On September 5, 2008 Wymoo International, LLC provided Joseph Matthews a
background check of Mr. Lima for a fee of $630. Oddly the Confidential International
Investigation shows Joseph Matthews as the client, not OFR. (Exhibit 21). Wymoo failed to
report the ABN AMRO Bank problems to OFR.

33.  Wymoo International, LLC, 4320 Deerwood Lake Pkwy., Suite 514 Jacksonville, FL
32216, is a Private Investigation Agency as defined under Chapter 493, Florida Statutes, but
Wymoo is not licensed with The Department of Agriculture and Consumer Services (FDACS) as
required by Florida law. According FDACS, private investigators and private investigative
agencies serve in positions of trust. Untrained and unlicensed persons or businesses, or persons
not of good moral character, are a threat to the public safety and welfare. FDACS is responsible
for enforcing the provisions of Chapter 493, F.S. and initiating administrative action when
violations occur. Petitioner emailed FDACS/Lisa Trimble March 23, 2011 about this matter but
she has not responded. (Exhibit 22). Petitioner also emailed OFR Chief Counsel Josephine
Schultz about Wymoo and she has not responded. (Exhibit 23). Apart from the licensing issue,
Wymoo does not appear completely legitimate. (Exhibit 24).

Mr. Lima’s September 16, 2008 Owens OnL.ine

International Employment Screening Report

34.  Owens OnLine did an International Employment Screening Report September 16, 2008.
(Exhibit 25). Owens OnL.ine is a Private Investigation Agency as defined under Chapter 493,
Florida Statutes, and is licensed with The Department of Agriculture and Consumer Services
(FDACS). According to the report, Owens was unable to confirm the subject's residency at the

address provided but an unconfirmed address was found for the subject. A notation under
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Employment History states “No information was provided on your order for verification.” A
notation under Educational History states “No information was provided on your order for
verification.” Owens failed to report the ABN AMRO Bank problems to OFR. (Exhibit 25).

Mr. Lima’s June 15, 2009 Interagency Biographical and Financial Report

35. Mr. Lima failed to disclose his employment with ABN AMRO Bank to questions 4(b),
5(b), 5(¢)(1-4), 5(f) or the legal problems with ABN AMRO Bank on his Interagency
Biographical and Financial Report. (Exhibit 26). The report provided to Petitioner does not
provide any financial data, no Financial Report, no Contingent Liabilities, no Supporting
Schedules, no Cash Flow Statement, no Certification or signature page.

Mr. Lima’s June 6, 2009 Application For Certificate of Approval to Purchase or Acquire A

Controlling Interest in a State Bank or Trust Company

36. Mr. Lima’s June 4, 2009 Application For Certificate of Approval to Purchase or Acquire
A Controlling Interest in a State Bank or Trust Company misstates the Capital Account. Page 5,
Status of Capital Account, Present Capital Structure March 31, 2009. The application shows
common stock of 2,094,762 shares @ $2 par that was reported as $4,194,000. The correct
amount is $4,189,524, a difference of $4,476.

37.  Stock price irregularities. On 08/19/08 2,540 shares of stock sold $4.75 a share. The same
day another block of shares sold but for $6.37 a share. Someone lost $4,114.80 that day. Unable
to account for the difference, Mr. Alcorn referred the matter to Josephine Schultz, Chief
Counsel. Ms. Schultz has obstructed efforts to get information in an effort to prevent further
analysis.

July 22, 2009 Report of Public Hearing
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38. The purpose of the public hearing was to review, in accordance with .Florida law, the
pending Application by Trevor R. Burgess and Marcelo Lima for Authority to Acquire a
Controlling Interest in Community Bank of Manatee. (1) The requirement under Section
120.80(3)(a)4., Florida Statutes, that any foreign national person seeking to acquire a controlling
interest in a state bank appear personally at such a public hearing; and (2) The criteria
established by Section 658.28(1), Florida Statutes, on the basis of which the OFR is required to
base its determination whether or not the Application should be approved. As reflected in his
biographical report which accompanied the Application, Mr. Lima is a citizen of the Federative
Republic of Brazil. Consequently, the OFR was required by Section 20.80(3)(a)4., Florida
Statutes, to request that the Hearing be conducted. A Joint Prehearing Stipulation was made July
7, 2009. (Exhibit 28). A Report of Public Hearing was made July 22, 2009. (Exhibit 29)

39. Under Findings of Fact, the report found (15) Mr. Marcelo Lima attended the Pontificia
Universidade Catolica in Rio de Janeiro, where he earned a degree in economics. He holds a
professional enrollment in the Regional Council of Economists in Sao Paul. He is principally
engaged in the active oversight of a wide variety of investments, primarily through his service as
a director of several investment companies and other holding companies.

40. Most of Mr. Lima's investments are made through Turquois Capital, C.V., which is his
principal holding company. In addition to brokerage and deposit accounts in a number of
banking institutions, it has significant interests in several industrial firms, including both public
and privately held companies, involved in such disparate lines of business as commercial,
refrigeration, fertilizer and, retail. As a result of his investments, Mr. Lima is actively involved in

17 different companies and has served as an executive officer of at least 7 of those companies,
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and as a director of four of them, including service as Chairman of the Board of two of those
companies.

41.  With regard to direct bank experience, from 1989 to 1996 Mr. Lima worked for ABN
Amro Bank both in Brazil and in Chicago, serving initially as a fund manager in Brazil and,
subsequently, as chief economist of ABN Amro in Brazil advising the bank's Asset-Liability
Committee. He then served in the corporate banking area, mainly in commercial relations with
some significant clients in Brazil, such as Panasonic, VVolkswagen and General Motors. He also
served as regional manager for the bank in Campinas, Brazil, where he was responsible for,
among other things, commercial banking, retail banking and trade-related and financing
activities. During this period he also chaired the bank's regional Credit Committee.

42. During his tenure in Chicago, Mr. Lima was primarily engaged in project finance
banking and was responsible for analyzing new projects and reviewing credit related matters of
several ongoing projects related to power generation in states such as New Hampshire,
Pennsylvania, Hawaii and Connecticut, sponsored by companies such as Tractebel AES and
Intergen. From 1996 to 1998, he worked for Banco Garantia in Brazil, serving in the capital
markets and M&A areas, advising customers such as Florida Power and Light, Pacific Corp. and
National Power of U.K. From 1998 to 2000, he worked for the investment bank, Donaldson,
Lufkin & Jenrette in Brazil, serving mainly in the corporate finance and-mergers and
acquisitions areas.

43.  “Mr. Lima testified that, with the exception of ordinary course disputes, claims, and
lawsuit in Brazil involving his various business interests in Brazil, including matters related to
employment, tax, environmental, and other business disputes, neither he nor, to his knowledge,

any of the companies in which he has been involved, has ever been the subject of any
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investigation, civil charges, or penalties imposed by any governmental or administrative agency,
made a filing in any bankruptcy or similar proceeding, failed to pay any judgment or other debt
which he or they were lawfully obligated to pay, or been convicted of, or pled guilty or no
contest to, any charge of fraud, money laundering or other financial crime. Additionally, he
testified that he has not been named personally in any such actions involving companies in
which he is involved and that no such actions have been brought before any courts or
governmental entities in the United States of America.”
44,  Mr. Lima failed to disclose ABN AMRO Bank’s legal problems to OFR. A Final Order
of Approval was issued July 24, 2010. (Exhibit 32).
45.  Petitioner notified OFR of this lapse November 18, 2010. Mr. Alcorn contacted Mr. Lima
by letter December 3, 2010 asking about his failure to disclose legal problems with ABN AMRO
Bank to OFR. (Exhibit 30). Mr. Lima responded December 21, 2010 denying culpability.
(Exhibit 31). OFR accepted Mr. Lima’s response at face value and closed the inquiry.
WHEREFORE, the undersigned petitions the FLORIDA OFFICE OF FINANCIAL
REGULATION for a PUBLIC HEARING on the APPLICATION TO MERGE Community
Bank & Company and First Community Bank of America, and Designation as Party. The
undersigned moves to include his Statement of Opposition in the record.

RESPECTFULLY SUBMITTED this 25th day of March, 2011.

2 7

NEil J. ::Lcéa(e, Pefltioner pfG se
092 SW 15" Loop
Ocala, Plorida 34481

Telephone: (352) 854-7807

Email: neilgillespie@mfi.net
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CERTIFICATE OF SERVICE

I HEREBY CERTIFY that the PETITION was served March 25,2011 by U.S. mail and
fax to Agency Clerk, Office of Financial Regulation, P.O. Box 8050, Tallahassee, Florida 32314-
8050, Phone (850) 410-9800, Fax: (850) 410-9548. Pursuant to Fla. Admin. Code r. 69U-
105.109(3) Service shall be deemed complete when a true copy of the document is delivered or,
if mailed, when properly addressed, stamped, and deposited in the U.S. mail. The postmark date
shall be the date of service if served by mail and the date of an appropriate certificate of service
shall be the date if served by delivery. A PDF copy of the PETITON was served March 25, 2011
by electronic mail to OFR Chief Counsel Josephine Schultz. A copy of the PETITION was
served March 25, 2011 by U.S. mail to Trevor R. Burgess, Director, Community Bank &

Company, 2025 Lakewood Ranch Blvd., Lakewood Ranch, FL 34211.

Page - 18



APPLICATION FOR APPROVAL TO
MERGE OR CONSOLIDATE A BANK, TRUST COMPANY, OR ASSOCIATION

Community Bank & Company Lakewood Ranch
(Exact Title of Resulting Financial Institution) (City)
Manatee 34211 Florida 1028
{County) {Zip Code) {Chartexr Number)
First Community Bank of America Pinellas Park
(Exact Title of Other Constituent Financial Institutions) {City)
Pinellas 33782 OTs 7782
(County) {Zip Code) {Charter Number)

UNDER THE CHARTER OF: Community Bank & Company

AND WITH THE TITLE: Community Bank & Company

The location of the main office of the resulting financial institution, if
changed from:

2025 Lakewood Ranch Blvd. Lakewood Ranch, FL 34211 Lo

(Straet Address, City. County, Zip Cods) DR T agERET e
to: N/A o
{Street Address, City, County, Zip Coda)

{ X ) Which is the current main office of .

Community Bank & Company
{Conatituent Financial Iastitution)
( } Which is the current branch

(Constituent Financial Institution)

Please note appropriate designation if the resulting financial institution
will be a state-chartered bank: (X} State nonmember Bank ( ) State Member Bank

All questions should ba answered completely. If an answer is no or none, this
should be indicated. Pleasa note that many of the questiona will require
responses on a separate insert paga to be identified as a numbered attachment.
(Attachment # )

Application fee of $7,500 payable to the Office of Financial Regulation is attached for daposit
to tha Financial Institutions' Regulatory Trust Fund.

Additicnally, a Successor Institution Application fee, if applicable, of $2,500 payable to the
Office of Fanancial Regulation is attached for deposit to tha Financial Institutions'’
Ragulatory Trust Fund.

Org: 43843000000
Flair Object Cous: 001061
EO: V1
Revenue Source Code: 218

Note: 1If 3 or more financial institutions are involved in the application, the fee shall be
$3.500 for each financial institution involved.
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ATTACHMENTS

Tre attachsd schadules ano axnibits are an :ntegral part cf this application:

PUBLIC SELTION

SCEEQULE [ - GENZRAL INFORMATION

SCHEDULE YI -~ PRO FORMR COMBINZD BALANCE SREET

SCHECULE IiX- SARNINGS HISTORY AND CAFITAL ACLOURTS CHANGES

SCHEDULE Iv- FIRANCIAL INSTITUTION QFFICES AND FIXED ASSET
INVESTMERT

SCHIDULE v ~ TRUST OPERATIONS

RXHIBIT A~ AGREEMENT OF MERGER

CONFIDENTIAL SECTION

SCREDULE VI - NONCUNFORMING ASSETS
Mete: Iupplemcental schedules and exhibits way be added bty the applicants.
ATTESTATION

The applicants horeby represent that the nfornation containsd :n this
applicaction and saxd atuachmencs is true and complete to cthe best of thelr
trowladge snd pelief.

PR - ————_,
f } J?? %? e
e, 2T i’ ot ol

{Resulting Fin

Y ) 8y Will:am H. Sedgeman Jr.
: {Avthorized Cfficer)

7i

/ Craizman & CEQ
& : e
/’ FONY {ritle)
Y~ L ///,f
{ fJ! ol o "'\.......,// By Kenneth P. Cherven
st Pananesal Instatucion) (Authozrized Cfficar)

Chadismen—s CEQ

{Title)
. fy
[Constituent Fananciral Insuitution) {Autherieed Gffscer)
{(Tatle)
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PUBLIC SECTION
SCHEDULE 1

1. (a) Attach a certified excerpt from the meetings of the Board of
Directors of each constituent financial institutiorn setting forth the
resolution adopting the proposed transaction. (Attachment Numbar 1)

(b) Attach a certified copy of the rasolution of the Board of Directors
of each constituent national or faederal financial institution which authorizes
the Office of Financial Regulation to review its records or to examine itsg
condition. (Attachment Number 2)

2, Describe any contemplated management changes as a result of the merger:
(Attachment Number 3)

3. In connection with this proposal, the financaal institutions have
consuitaed with, relied on, or retained the following lagal counsel:

Bowman Brown -~ Shutts & Bowen Partner
(Name of Counsel) (Titla)
201 South Biscayna Boulevard Miami Florida 33131 *
{Maxrling Address) {Phona . []
4. Requeats for additional information or othaer communications concerning

this proposal shall be directad to:

Trevor R. Burgess Director Community Bank & Company
(tawme) (Trtlae)
2025 Lakewood Ranch Blvd. Lakewood Ranch, FL 34211 —
(Marling Addresas) (Phone Number)
5. Indicate the desiraed effective date of the transaction: 4 / 2 / 11
6. Submit the biographical portion of the Interagency Biographical Report

and Financial Raport for each proposed exacutive officer, director, or major
shareholder (10% or morae) not currently associated with the teaultlng
financial institution. (Attachment Number 4)

SCHEDULE II

PRO FORMA COMBINED BALANCE SHEET (as of the end of the guarter prior to the
date of applicaticn) Date: 12 / 31 / 2010

This schedule is designed to reflect the pro forma combined balance sheat
after adjustrments. All entries in the adjustment column must bae footnotaed
with a complete explanation of the adjustment.

(ATTACRMENT Numbar 5)

i . ) . I Combined
Assets Constituent Institutions ! + or -

Institutions

iCash and due from Banks s s ) 3

e g

- ————

OFR-U-18
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{Revised 3/2003)

iOthar %ecurltlaq




i

;Lonns {net of valuation
' reserve & unearned lncome)

;. agzrearent to resall

Faederal Funds sold and
securities purchased underxr

. Lease financing receivable

{ Premises and equiprent

Real Estate owned othar
than financial institution ;
premises

Othar Assets

s
i
i

l

rInt.e"est bearlng demand

Federal funds purchased and
| securities sold under

: Treasury & other
: liabilities for borrowed

Total Assaets

Liabilities

" Demand Daeposita S A
Tlme Deposits

Total Deposits

agreements to repurchase

notes issued to the U. S.

money

Mortgage indebtedness and
liabilities for capitalized
laases {

{ Other liabilities

S

CAPITAL

‘Prafarred Stock - T ;

Total Liabilities

Subord;nated notes and
debentures )
"Stockholders equity: ‘

Common Stock

Surplus

Undivided Profits

Other capital and
contingency rxesarves

Total EQyigx_Capital

Total capital to total
assets ratio

%

bf NOTE: Information should be provided in separate columns for each

constituent financial institution participating in the merger.

£%*  NOTE:

Explain in separate attachments the basis for the adjustments.
1.
notées or debentures,
note and debentura.

If any constituent financial institution has outstanding subordinated
attach a detailed summary of tha debt and a copy of the
(Attachment Number 6)

2. Describe any plans for capital infusions from other than retained
earnings: CBM Florida Holding Company intands to capitalize Community Bank &
Company with $30 million to consummation the transaction.

OFR-U-19

Page 4 of 18 Pages
{Revised 3/2003)



3. Does any constituent financial inatitution have a stock optian plan?

Yas { X ) No ( ) 1If yas, provide a aopy of tha plan and atste whether or
not it is to be continuad sfter consummation of the margar. (Attachment Nimbar
7

SCHEDULE III

EARNINGS HISTORY -~ DATE 12 / 31 / 2010

This schedule is designed to summarize the financial institution's earnings
history. Inforwmetion from the lateat Consolidated Report of Income filed with
the Requlatory Agaency should be usad as the sourace docusent for the
praparation of this schedule. (Attachment Numnher 8)

T - _
| Conatituant Institutions , + or = Conbined

Inaticutmona%

|

riotal 1 Operating Income ‘3 3 _ .‘5
Total Opexsting Expanse )

i

[ Income before income taxea | TyTTUTTTITTTT [7 -
and sacurities gains or
loases i

Applx cablk incoma taxes i ]

Incoma befora sacuritias
guxna and lossea

Securxtleengalns And lossea s | '

Net Income , S $ _3 3

NOTE: Ynformartion abounld be provided in separate oolumng Yor each of the congtituent financisl
iostitntions participating {n cha merger.

CAPITAL ACCOUNTS CHANGES

Estimate of Total Amssers and Capital Accounts for the three yoaars following
the proposed merger, for tha resulting financial institurion. (Attachmant
Nunber 9)

! Year 1 ) Year 2 "~ Yaar 3 ]

Total Aeseta S ;8 $

. Total Capital Aobcounts (unizpaired
Capital 8tock, Surplus, and Undividad Profits)

| Total Capital/Total Asset Ratio I X L

SCHEDULE IV
FINANCIAL INSTITUTION OFFICES AND FIXED ASSET INVESTMENT

1. Financial Institution Offices: Upon consummation of the merger, the
Cartificate of Authority issued to sach conatituant gstate-chartared finaneial
inatitution (other than the reaulting financial institution) for the operation
of its main office will be cancelled.

Attach a listing of all existing and approved but uncpened offices far
each consetituant financial institution involved in the proposed merger. Thisa
information should include the complete address of each office, whan opened
(date approved, if unopenad, along with copy of approval order), whether it
will remain open after the merger, and the future name of each office
remaining open. (Attachment Numbar 10)

OfFR-U-18
Page 5 of 16 Pages
(Revised 1/2003)



2. Fixed Asset Investment:

(a) This schedule is designed to reflect the pro forma combined
investment in fixed assets for the rasulting financial institution. Material
or substantial changes in these figures are discouraged while the application
is being processed: (Attachment Number 11)

— e - e aen e

% } Constituent Institutions : Resgltxpg

i . Insticution
LLand ] .5 .S $
Building '
_Eggggho}q Imnprovements | R
L Total . i !

{b) Provide the total sum for proposed additional investments in fixed
assets of the resulting financial institution by reason of approved but
unopened branchas:

: Constituent Institutions ? Resgltlpg
. X I Institution
Land -5 . $ N G o
Building [ :
| Leasehold Improvements | _ - |
L Total - T j B ]

(c) Does any constituent financial institution have an investment in a
corporation which owns the land and building within which the business of the
financial institution is or will be transactad? Yes ( ) No (X) If yes,
provide details of the amount of investment and which offices are involved.

NOTE: Information should be provided in separate colurns for each oi the
constituent financial institutions participating in the merger.

SCHEDULE V
TRUST OPERATIONS (NOT APPLICABLE)
1. Trust Department:

(a) Is the resulting financial institution authorized to exercise
trust powers? Yes ( ) No { )} If yes, will trust services be continuad as
presently offered? Yaes ( ) No () If no, the merger agreement must describe
changes.

(b} Does any constituent financial institution {other than the
resulting financial institution) exarcise trust powers? Yes ( ) No () If
yes, please provide the following:

Dollar Volume

Constituent Locaticon of of Assets
Financial Trust Data Number of under
Institutions Department Established Accounts Administration
(c) Does the resulting financial institution desire to carry over the

trust powers of the constituent financial instaitution? Yes ( ) No () If yes,
the merger agreement must sc indicate and the Articles of Incorporation of
the resulting financial institution pust reflect the change.

QOFR-U-19
Page 6 of 16 Pages
(Revised 3/2003)



2. Trust Service Offices:

(a) Has any constituent financial institution {(other than the
resulting financial institution) established a TSO at a host bank, association
or credit union? Yes ( ) No () If yes, attach a complete list of all
axisting and proposed trust service offices, including the name of thae host
bank, association or credit union, complete addrass, date opened (date
approved, if unopened, and a copy of approval order), and whether the T80 will
remain open after the merger.

{(b) Is any constituent financial institution (other than the resulting
financial institution) a host financial institution to a trust service office?
Yes () No { ) If so, provide the name and complete address of the financial
institution that established the TS0, date established, and whether TSO will
continue to operate after the merger.

OFR-U-19
Page 7 of 16 Pages
{Revised 3/2003)
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Miscellaneous

DEPARTMENT OF FINANCIAL SERVICES
FSC - Financial Institution Regulation

Financial Institutions
NOTICE OF FILINGS

Financial Services Commission

Office of Financial Regulation
Notice is hereby given that the Office of Financial Regulation, Division of Financial Institutions, has received the
following application. Comments may be submitted to the Division Director, 200 East Gaines Street, Tallahassee,
Florida 32399-0371, for inclusion in the official record without requesting a hearing. However, pursuant to
provisions specified in Chapter 69U-105, Florida Administrative Code, any person may request a public hearing by
filing a petition with the Agency Clerk as follows:

By Mail or Facsimile OR By Hand Delivery

Agency Clerk Agency Clerk

Office of Financial Regulation Office of Financial Regulation
P.O. Box 8050 General Counsel’s Office
Tallahassee, Florida 32314-8050 The Fletcher Building, Suite 118
Phone (850)410-9800 101 East Gaines Street,

Fax: (850)410-9548 Tallahassee, Florida 32399-0379

Phone: (850)410-9896

The Petition must be received by the Clerk within twenty-one (21) days of publication of this notice (by 5:00 p.m.,
March 25, 2011):

APPLICATION TO MERGE
Constituent Institutions: Community Bank & Company, Lakewood Ranch, Florida, and First Community Bank of
America, Pinellas Park, Florida
Resulting Institution: Community Bank & Company
Received: February 15, 2010

EXHIBIT

2

https://www.flrules.org/gateway/readFile.asp?sid=12&tid=9714858&type=1&file=69U.htm 3/22/2011



FEDERAL DEPOSIT INSURANCE CORPORATION
WASHINGTON, D.C.

STATE OF FLORIDA
OFFICE OF FINANCIAL REGULATION
TALLAHASSEE, FLORIDA

OFR 0692-FI-10/09
(INSURED STATE NONMEMBER BANK

)
In the Matter of )
)
COMMUNITY BANK OF MANATEE ) CONSENT ORDER
LAKEWOOD RANCH, FLORIDA )
)
) FDIC-09-569b
)
)
)
)

The Federal Deposit Insurance Corporation (“FDIC”) is the appropriate Federal
banking agency for COMMUNITY BANK OF MANATEE, LAKEWOOD RANCH,

FLORIDA (“Bank”), under 12 U.S.C. § 1813(q).

The Bank, by and through its duly elected and acting Board of Directors
(“Board”), has executed a “STIPULATION TO THE ISSUANCE OF A CONSENT
ORDER (“STIPULATION™), dated November 25, 2009 that is accepted by the FDIC and
the Florida Office of Financial Regulation (“OFR”). With the STIPULATION, the Bank
has consented, without admitting or denying any charges of unsafe or unsound banking
practices or violations of law or regulation relating to weaknesses in the Bank’s capital
adequacy, asset quality, management effectiveness, earnings, liquidity and sensitivity to

market risk, to the issuance of this Consent Order (“ORDER”) by the FDIC and the OFR.



Having determined that the requirements for issuance of an order under 12 U.S.C.

8 1818(b) and Chapter 120 and Section 655.033, Florida Statutes, have been satisfied, the

FDIC and the OFR hereby order that:

1.

BOARD OF DIRECTORS

(@) Beginning on the effective date of this ORDER, the Board of Directors
(“Board”) shall increase its participation in the affairs of the Bank, assuming full
responsibility for the approval of sound policies and objectives and for the
supervision of all of the Bank's activities, consistent with the role and expertise
commonly expected for directors of banks of comparable size. The Board shall
prepare in advance and follow a detailed written agenda for each meeting,
including consideration of the actions of any committees. Nothing in this
paragraph shall preclude the Board from considering matters other than those
contained in the agenda. This participation shall include meetings to be held no
less frequently than monthly at which, at a minimum, the following areas shall be
reviewed and approved: reports of income and expenses; new, overdue, renewal,
charged-off, and recovered loans; investment activity; operating policies; and
individual committee actions. Board minutes shall document these reviews and
approvals, including the names of any dissenting directors.

(b) Within 30 days from the effective date of this ORDER, the Board shall
establish a Board committee (“Directors’ Committee”), consisting of at least four
members, to oversee the Bank’s compliance with the ORDER. Three members of
the Directors” Committee shall not be officers of the Bank. The Directors’

Committee shall receive from Bank management monthly reports detailing the



Bank’s actions with respect to compliance with the ORDER. The Directors’
Committee shall present a report detailing the Bank’s adherence to the ORDER to
the Board at each regularly scheduled Board meeting. Such report shall be
recorded in the appropriate minutes of the Board’s meeting and shall be retained
in the Bank’s records. Establishment of this committee does not in any way
diminish the responsibility of the entire Board to ensure compliance with the
provisions of this ORDER.
MANAGEMENT
@) Within 60 days from the effective date of this ORDER, the Bank shall
have and retain qualified management with the qualifications and experience
commensurate with assigned duties and responsibilities at the Bank. Each
member of management shall be provided appropriate written authority from the
Bank's Board to implement the provisions of this ORDER. At a minimum,
management shall include the following:
Q) a chief executive officer with proven ability in managing a bank of
comparable size and in effectively implementing lending, investment and
operating policies in accordance with sound banking practices;
(i) asenior lending officer with a significant amount of appropriate
lending, collection, and loan supervision experience, and experience in
upgrading a low quality loan portfolio;
(iii)  achief operating officer with a significant amount of appropriate
experience in managing the operations of a bank of similar size and

complexity in accordance with sound banking practices; and



(iv)  achief credit officer with significant experience to independently

analyze loans and advise the Board regarding credit quality and

compliance with proper underwriting standards and processes.
(b) The qualifications of management shall be assessed on its ability to:

Q) comply with the requirements of this ORDER,;

(i) operate the Bank in a safe and sound manner;

(i) comply with applicable laws and regulations; and

(iv)  restore all aspects of the Bank to a safe and sound condition,

including, but not limited to, asset quality, capital adequacy, earnings,

management effectiveness, risk management, liquidity and sensitivity to

market risk.
(c) During the life of this ORDER, the Bank shall notify the Regional
Director of the FDIC's Atlanta Regional Office (“Regional Director”) and the
OFR (collectively, “Supervisory Authorities™), in writing, of the resignation or
termination of any of the Bank’s directors or senior executive officers within
fifteen (15) days of any such resignation or termination. The Bank shall also
provide notification to the Supervisory Authorities prior to the addition of any
individual to the Bank’s Board or employment of any individual as a senior
executive officer as that term is defined in Part 303 of the FDIC Rules and
Regulations, 12 C.F.R. § 303.101, or executive officer as that term is defined and
applied in Section 655.005(1)(f), Florida Statutes, and Rule 69U-100.03852,
Florida Administrative Code. The notification to the Supervisory Authorities

shall comply with the requirements set forth in 12 C.F.R. Part 303, Subpart F, and



Rule 69U-100.03852, Florida Administrative Code. The notification should
include a description of the background and experience of the individual or
individuals to be added or employed and must be received at least 60 days before
such addition or employment is intended to become effective. If the Regional
Director or OFR issues a notice of disapproval pursuant to section 32 of the
Federal Deposit Insurance Act, 12 U.S.C. 8§ 1831i, or Section 655.0385(2) or (3),
Florida Statutes, with respect to any proposed individual, then such individual
may not be added or employed by the Bank.
(d) Within 60 days from the effective date of this ORDER, the Bank shall
develop and approve a written analysis and assessment of the Bank's management
and staffing needs (“Management Plan”) for the purpose of providing qualified
management for the Bank. The Management Plan shall include, at a minimum:
Q) identification of both the type and number of officer positions
needed to properly manage and supervise the affairs of the Bank;
(i) identification and establishment of such Bank committees as are
needed to provide guidance and oversight to active management;
(iii)  annual written evaluations of all Bank officers and, in particular,
the chief executive officer, senior lending officer, and the chief operating
officer to determine whether these individuals possess the ability,
experience and other qualifications required to perform present and
anticipated duties, including, but not limited to, adherence to the Bank's
established policies and practices, and restoration and maintenance of the

Bank in a safe and sound condition;



(iv)  aplan to recruit and hire any additional or replacement personnel

with the requisite ability, experience and other qualifications to fill those

officer positions consistent with the needs identified in the Management

Plan; and

(V) an organizational chart.
(e) The Management Plan and its implementation shall be satisfactory to the
Supervisory Authorities. Within 60 days of the date of this ORDER, the Bank
shall submit the proposed Management Plan to the Supervisory Authorities for
review and comment. Within 10 days of receipt of comments from the
Supervisory Authorities, the Bank shall incorporate those comments, if any, and
shall approve and adopt the Management Plan as revised.
CAPITAL
@) Within 60 days from the effective date of this ORDER, the Bank shall
have Tier 1 Capital in such amount as to equal or exceed seven percent (7%) of
the Bank’s total assets and Total Risk-Based Capital in such an amount as to
equal or exceed twelve percent (12%) of the Bank’s total risk-weighted assets.
Thereafter, during the life of this Order, the Bank shall maintain Tier 1 Capital
and Total Risk-Based Capital ratios equal to or exceeding seven percent (7%) and
twelve percent (12%), respectively, as those capital ratios are described in the
FDIC Statement of Policy on Risk-Based Capital and contained in Appendix A to
Part 325 of the FDIC Rules and Regulations, 12 C.F.R. Part 325, Appendix A.
(b) The level of Tier 1 Capital to be maintained during the life of this ORDER

pursuant to this paragraph shall be in addition to a fully funded allowance for loan



and lease losses (“ALLL”), the adequacy of which shall be satisfactory to the

Supervisory Authorities as determined at subsequent examinations and/or

visitations.

(©)

Any increase in Tier 1 Capital necessary to meet the requirements of this

paragraph may be accomplished by the following:

Q) sale of common stock; or

(i) sale of noncumulative perpetual preferred stock; or

(iii)  direct contribution of cash by the Board, shareholders, and/or
parent holding company; or

(iv)  any other means acceptable to the Supervisory Authorities; or

(v) any combination of the above means.

Any increase in Tier 1 Capital necessary to meet the requirements of this

paragraph may not be accomplished through a deduction from the Bank's ALLL.

(d)

If all or part of any increase in Tier 1 Capital required by this paragraph is

accomplished by the sale of new securities, the Board shall forthwith take all

necessary steps to adopt and implement a plan for the sale of such additional

securities, including the voting of any shares owned or proxies held or controlled

by them in favor of the plan. Should the implementation of the plan involve a

public distribution of the Bank’s securities (including a distribution limited only

to the Bank's existing shareholders), the Bank shall prepare offering materials

fully describing the securities being offered, including an accurate description of

the financial condition of the Bank and the circumstances giving rise to the

offering, and any other material disclosures necessary to comply with the Federal



securities laws. Prior to the implementation of the plan and, in any event, not less
than fifteen (15) days prior to the dissemination of such materials, the plan and
any materials used in the sale of the securities shall be submitted for review to the
FDIC, Accounting and Securities Disclosure Section, 550 17" Street, N.W.,
Room F-6066, Washington, D.C. 20429 and to the Office of Financial Regulation,
200 East Gaines Street, Tallahassee, Florida 32399-0371. Any changes requested
to be made in the plan or materials by the FDIC or the OFR shall be made prior to
their dissemination. If the increase in Tier 1 Capital is provided by the sale of
noncumulative perpetual preferred stock, then all terms and conditions of the
issue, including but not limited to those terms and conditions relative to interest
rate and convertibility factor, shall be presented to the Supervisory Authorities for
prior approval.

(e) In complying with the provisions of this paragraph, the Bank shall provide
to any subscriber and/or purchaser of the Bank’s securities, a written notice of any
planned or existing development or other changes which are materially different
from the information reflected in any offering materials used in connection with
the sale of Bank securities. The written notice required by this paragraph shall be
furnished within ten (10) days from the date such material development or change
was planned or occurred, whichever is earlier, and shall be furnished to every
subscriber and/or purchaser of the Bank's securities who received or was tendered
the information contained in the Bank's original offering materials.

()] For the purposes of this ORDER, “Tier 1 Capital,” “Total Risk-Based

Capital,” “total assets,” and “total risk-weighted assets” shall have the meanings



ascribed to them in Part 325 of the FDIC Rules and Regulations, 12 C.F.R. Part
325.

CHARGE-OFF

@) Within 30 days from the effective date of this ORDER, the Bank shall
eliminate from its books, by charge-off or collection, all assets or portions of
assets classified “Loss” in the FDIC Report of Examination dated June 16, 2009
(the “ROE”) that have not been previously collected or charged-off. Elimination
of any of these assets through proceeds of other loans made by the Bank is not
considered collection for purposes of this paragraph.

(b) Additionally, while this ORDER remains in effect, the Bank shall, within
30 days from the receipt of any official Report of Examination of the Bank from
the FDIC or the OFR, eliminate from its books, by collection, charge-off, or other
proper entries, the remaining balance of any asset classified “Loss” unless
otherwise approved in writing by the Supervisory Authorities.

REDUCTION OF ADVERSELY CLASSIFIED ASSETS

@) Within 90 days from the effective date of this ORDER, the Bank shall
formulate and submit to the Supervisory Authorities, for review and comment, a
written plan to reduce the Bank’s risk position in each asset or relationship which
is in excess of $1,000,000 and which is classified “Substandard” in the ROE. For
purposes of this provision, “reduce” means to collect, charge off, or improve the
quality of an asset so as to warrant its removal from adverse classification by the
Supervisory Authorities. In developing the plan mandated by this paragraph, the

Bank shall, at a minimum, and with respect to each adversely classified loan or



lease, review, analyze and document the financial position of the borrower,
including source of repayment, repayment ability, and alternative repayment
sources, as well as the value of and accessibility of any pledged or assigned
collateral, and any possible actions to improve the Bank’s collateral position.
Within 10 days from the receipt of any comment from the Supervisory
Authorities, and after due consideration of any recommended changes, the Bank
shall approve the plan, which approval shall be recorded in the minutes of a Board
meeting. Thereafter, the Bank shall implement and follow this plan. The plan
shall be monitored and progress reports thereon shall be submitted to the
Supervisory Authorities at 90 day intervals concurrent with the other reporting
requirements set forth in this ORDER.
(b) The plan mandated by this paragraph shall include, but not be limited to,
the following:
Q) the dollar levels to which risk in each classified asset will be
reduced;
(i) adescription of the risk reduction methodology to be followed;
(iii)  provisions for the submission of monthly written progress reports
to the Board;
(iv)  provisions mandating board review of said progress reports; and
(v) provisions for the mandated review to be recorded by notation in
the minutes of the Board meetings.
(©) The written plan mandated by this paragraph shall further require a

reduction in the aggregate balance of assets classified “Substandard” in the ROE

10



in accordance with the following schedule. For purposes of this paragraph,
“number of days” means number of days from the effective date of this ORDER.
The reduction schedule is:
Q) within 90 days, the aggregate balance of assets classified
“Substandard” shall not exceed one hundred sixty percent (160%) of the
sum of Tier 1 Capital and ALLL;
(i) within 180 days, the aggregate balance of assets classified
“Substandard” shall not exceed one hundred twenty-five percent (125%)
of the sum of Tier 1 Capital and ALLL;
(i) within 360 days, the aggregate balance of assets classified
“Substandard” shall not exceed one hundred percent (100%) of the sum of
Tier 1 Capital and ALLL,;
(iv)  within 540 days, the aggregate balance of assets classified
“Substandard” shall not exceed seventy-five percent (75%) of the sum of
Tier 1 Capital and ALLL; and
(v) within 720 days, the aggregate balance of assets classified
“Substandard” shall not exceed fifty percent (50%) of the sum of Tier 1
Capital and ALLL
(d) The requirements of this paragraph are not to be construed as standards for
future operations of the Bank. Following compliance with the above reduction
schedule, the Bank shall continue to reduce the total volume of adversely

classified assets.

11



ADDITIONAL CREDIT TO ADVERSELY CLASSIFIED BORROWERS
@) As of the effective date of this ORDER, the Bank shall not extend, directly
or indirectly, any additional credit to, or for the benefit of, any borrower who has
a loan or other extension of credit from the Bank that has been charged off or
classified, in whole or in part, "Loss" or “Doubtful”” and is uncollected. The
requirements of this paragraph shall not prohibit the Bank from renewing (after
collection in cash of interest due from the borrower) any credit already extended
to any borrower.
(b) Additionally, as of the effective date of this ORDER, the Bank shall not
extend, directly or indirectly, any additional credit to, or for the benefit of, any
borrower who has a loan or other extension of credit from the Bank that has been
classified, in whole or part, "Substandard" or “Special Mention” and is
uncollected.
(©) Paragraph (b) of this paragraph shall not apply if the Bank’s failure to
extend further credit to a particular borrower would be detrimental to the best
interests of the Bank. Prior to the extending of any additional credit pursuant to
this paragraph, either in the form of a renewal, extension, or further advance of
funds, such additional credit shall be approved by a majority of the Board or a
designated committee thereof, who shall certify in writing as follows:

Q) why the failure of the Bank to extend such credit would be

detrimental to the best interests of the Bank;

(i) that the Bank’s position would be improved thereby; and

(iii))  how the Bank’s position would be improved.

12



The signed certification shall be made a part of the minutes of the Board or its
designated committee and a copy of the signed certification shall be retained in
the borrower’s credit file.
WRITTEN STRATEGIC/BUSINESS PLAN
@) Within 90 days from the effective date of this ORDER, the Bank shall
prepare and submit to the Supervisory Authorities for review and comment a
written business/strategic plan covering the overall operation of the Bank. Ata
minimum the plan shall establish objectives for the Bank’s earnings performance,
growth, balance sheet mix, liability structure, capital adequacy, and reduction of
nonperforming and underperforming assets, together with strategies for achieving
those objectives. The plan shall also identify capital, funding, managerial and
other resources needed to accomplish its objectives. Such plan shall specifically
provide for the following:

Q) goals for the composition of the loan portfolio by loan type

including strategies to diversify the type and improve the quality of loans

held,

(i) goals for the composition of the deposit base including strategies to

reduce reliance on volatile and costly deposits; and

(iii)  plans for effective risk management and collection practices.
(b) Within 10 days from the receipt of any comments from the Supervisory
Authorities, and after due consideration of any recommended changes, the Board
shall approve the business/strategic plan, which approval shall be recorded in the

minutes of the appropriate Board meeting.
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8. INTERNAL LOAN REVIEW

Within 90 days from the effective date of this ORDER, the Bank shall adopt an effective
internal loan review and grading system to provide for the periodic review of the Bank's
loan portfolio in order to identify and categorize the Bank's loans, and other extensions of
credit which are carried on the Bank's books as loans, on the basis of credit quality. Such
system and its implementation shall be satisfactory to the Supervisory Authorities as
determined at their initial review and at subsequent examinations and/or visitations.

0. LENDING AND COLLECTION POLICIES

Within 90 days from the effective date of this ORDER, the Bank shall revise, adopt and
implement its written lending and collection policy to provide effective guidance and
control over the Bank's lending function. That implementation shall include the
resolution of those exceptions, problems and deficiencies described in the ROE,
including those described on pages 11-13 thereof. In addition, the Bank shall obtain
adequate and current documentation for all loans in the Bank's loan portfolio. Such
policy and its implementation shall be in a form and manner acceptable to the
Supervisory Authorities.

10. CONCENTRATIONS OF CREDIT

Within 45 days from the effective date of this ORDER, the Bank shall perform a risk
segmentation analysis with respect to the Concentrations of Credit listed on page 37 of
the ROE. Concentrations should be identified by product type, geographic distribution,
underlying collateral or other asset groups, which are considered economically related
and in the aggregate represent a large portion of the Bank’s Tier 1 Capital. A copy of this

analysis shall be provided to the Supervisory Authorities and the Board shall develop a
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plan to reduce any segment of the portfolio which the Supervisory Authorities deem to be
an undue concentration of credit in relation to the Bank's Tier 1 Capital. The plan and its
implementation shall be in a form and manner acceptable to the Supervisory Authorities.
11.  ALLOWANCE FOR LOAN AND LEASE LOSSES
Within 30 days from the effective date of this ORDER, the Board shall review the
adequacy of the ALLL and, within 90 days from the effective date of this ORDER, the
Board shall establish a comprehensive policy for determining the adequacy of the ALLL.
For the purpose of this determination, the adequacy of the ALLL shall be determined
after the charge-off of all loans or other items classified “Loss.” The policy shall provide
for a review of the ALLL at least once each calendar quarter. Said review shall be
completed in time to properly report the ALLL in the quarterly Reports of Condition and
Income. The review shall focus on the results of the Bank's internal loan review, loan
and lease loss experience, trends of delinquent and non-accrual loans, an estimate of
potential loss exposure on significant credits, concentrations of credit, and present and
prospective economic conditions. A deficiency in the ALLL shall be remedied in the
calendar quarter it is discovered, prior to submitting the Reports of Condition and
Income, by a charge to current operating earnings. The minutes of the Board meeting at
which such review is undertaken shall indicate the results of the review. The Bank's
policy for determining the adequacy of the ALLL and its implementation shall be
satisfactory to the Supervisory Authorities.
12. BUDGET

€)) Within 60 days from the effective date of this ORDER, the Bank shall

formulate and fully implement a written plan and a comprehensive budget for all
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13.

categories of income and expense for the calendar year ending December 31,
2010. The plan and budget required by this paragraph shall include formal goals
and strategies, consistent with sound banking practices and taking into account the
Bank's other written policies, to improve the Bank's net interest margin, increase
interest income, reduce discretionary expenses, and improve and sustain earnings
of the Bank. The plan shall include a description of the operating assumptions
that form the basis for, and adequately support, major projected income and
expense components. Thereafter, the Bank shall formulate such a plan and budget
by November 30 of each subsequent year and submit the plan and budget to the
Supervisory Authorities for review and comment by December 15 of each
subsequent year.

(b) The plans and budgets required by this paragraph shall be acceptable to
the Supervisory Authorities.

(©) Following the end of each calendar quarter, the Board shall evaluate the
Bank's actual performance in relation to the plans and budgets required by this
paragraph and shall record the results of the evaluation, and any actions taken by
the Bank, in the minutes of the Board meeting at which such evaluation is
undertaken.

LIQUIDITY CONTINGENCY PLAN

€)) Within 90 days from the effective date of this Order, the Bank shall revise
its Liquidity Contingency Plan to ensure the Bank has sufficient access to

alternative funding sources. The Liquidity Contingency Plan should include
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14.

actions management will employ to improve liquidity levels and should address
the items described on pages 13 and 14 of the ROE.

(b) The plan shall incorporate the guidance contained in Financial Bank Letter
(FIL) 84-2008, dated August 26, 2008, entitled Liquidity Risk Management.

(c) A copy of the plan shall be submitted to the Supervisory Authorities upon
its completion for review and comment. Within 10 days from the receipt of any
comments from the Supervisory Authorities, the Bank shall incorporate those
recommended changes. Thereafter, the Bank shall implement and follow the
plan, and implementation shall be in a form and manner acceptable to the
Supervisory Authorities as determined at subsequent examinations and/or

visitations.

INTEREST RATE RISK MANAGEMENT

Within 90 days from the effective date of this ORDER, the Bank shall develop and

implement a written policy for managing interest rate risk in a manner that is appropriate

to the size of the Bank and the complexity of its assets. The policy shall comply with the

Joint Agency Policy Statement on Interest Rate Risk, 61 Fed. Reg. 33169 (June 26,

1996), shall be consistent with the comments and recommendations detailed in the ROE,

and shall include, at a minimum, the means by which the interest rate risk position will be

monitored, the establishment of risk parameters, and provision for periodic reporting to

management and the Board regarding interest rate risk with adequate information

provided to assess the level of risk. Such policy and its implementation shall be

satisfactory to the Supervisory Authorities.
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15. POLICY FOR INTERNAL ROUTINE AND CONTROL

Within 90 days from the effective date of this ORDER, the Bank shall adopt and
implement a policy for the operation of the Bank in such a manner as to provide adequate
internal routine and controls within the Bank consistent with safe and sound banking
practices. Such policy and its implementation shall, at a minimum, eliminate and/or
correct all internal routine and control deficiencies as more fully set forth on pages 14
and 15 of the ROE and shall be satisfactory to the Supervisory Authorities.

16. AUDITS
Within 90 days from the effective date of this ORDER, the Bank shall adopt and

implement a comprehensive written audit program which shall be satisfactory to the
Supervisory Authorities. A copy of the audit program shall be submitted to the
Supervisory Authorities upon its completion for review and comment. Within 10 days
from the receipt of any comments from the Supervisory Authorities, the Bank shall
incorporate those recommended changes. The Bank shall thereafter implement and
enforce an effective system of internal and external audits. The internal auditor shall
make written monthly reports of audit findings directly to the Board. The minutes of the
meetings of the Board shall reflect consideration of these reports and describe any action
taken as a result thereof.

17.  VIOLATIONS OF LAW, REGULATION AND POLICY

Within 30 days from the effective date of this ORDER, the Bank shall eliminate and/or
correct all violations of law and regulation, and all contraventions of statements of policy,
which are more fully set out on pages 16-19 of the ROE. In addition, the Bank shall take
all necessary steps to ensure future compliance with all applicable laws, regulations, and

applicable statements of policy.
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18. CALL REPORTS

Within 30 days after eliminating from its books any asset in compliance with the
“Charge-Off” paragraph of this ORDER and establishing an adequate ALLL in
compliance with the Allowance For Loan and Lease Losses paragraph of this ORDER,
the Bank shall file with the FDIC amended Reports of Condition and Income which shall
accurately reflect the financial condition of the Bank as of June 30, 2009. Thereafter,
during the life of this ORDER, the Bank shall file with the FDIC Reports of Condition
and Income which accurately reflect the financial condition of the Bank as of the end of
the period for which the Reports are filed, including any adjustment in the Bank’s books
made necessary or appropriate as a consequence of any official Report of Examination of
the Bank from the FDIC or the OFR during that reporting period.

19. CASH DIVIDENDS

The Bank shall not pay cash dividends without the prior written consent of the
Supervisory Authorities.

20. BROKERED DEPOSITS

Throughout the effective life of this ORDER, the Bank shall not accept, renew, rollover
any brokered deposit, as defined by 12 C.F.R. § 337.6(a)(2), unless it is in compliance
with the requirements of 12 C.F.R. § 337.6(b), governing solicitation and acceptance of
brokered deposits by insured depository institutions. In addition, the Bank shall comply
with the restrictions on the effective yields on deposits as described in 12 C.F.R. § 337.6.
21. NO MATERIAL GROWTH WITHOUT PRIOR NOTICE

While this ORDER is in effect, the Bank must notify the Supervisory Authorities at least

60 days prior to undertaking asset growth of 10% or more per annum or initiating
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material changes in asset or liability composition. In no event shall asset growth result in
non-compliance with the capital maintenance provisions of this ORDER unless the Bank
receives prior written approval from the Supervisory Authorities.

22. PROGRESS REPORTS

Within 30 days from the end of the first quarter following the effective date of this
ORDER, and within 30 days of the end of each quarter thereafter, the Bank shall furnish
written progress reports to the Supervisory Authorities detailing the form and manner of
any actions taken to secure compliance with this ORDER and the results thereof. Such
reports shall include a copy of the Bank's Reports of Condition and Income. Such reports
may be discontinued when the corrections required by this ORDER have been
accomplished and the Supervisory Authorities have released the Bank in writing from
making further reports. All progress reports and other written responses to this ORDER
shall be reviewed by the Board and made a part of the minutes of the appropriate Board
meeting.

23. DISCLOSURE

Following the effective date of this ORDER, the Bank shall send or otherwise furnish to
its shareholders a description of this ORDER in conjunction with the Bank's next
shareholder communication and also in conjunction with its notice or proxy statement
preceding the Bank's next shareholder meeting. The description shall fully describe the
ORDER in all material respects. The description and any accompanying communication,
statement, or notice shall be sent to the FDIC, Accounting and Securities Disclosure
Section, 550 17" Street, N.W., Room F-6066, Washington, D.C. 20429 and to the

Director of DFI of the OFR, 200 East Gaines Street, Tallahassee, FL 32399-0371 at least
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fifteen (15) days prior to dissemination to shareholders. Any changes requested to be
made by the FDIC or the OFR shall be made prior to dissemination of the description,

communication, notice, or statement.

The provisions of this ORDER shall not bar, estop, or otherwise prevent the
FDIC, the OFR or any other federal or state agency or department from taking any other
action against the Bank or any of the Bank’s current or former institution-affiliated
parties, as such term is defined in 12 U.S.C. 81813(u) and Section 655.005(1)(i), Florida

Statutes.

This ORDER shall be effective on the date of issuance.

The provisions of this ORDER shall be binding upon the Bank, its institution-
affiliated parties, and any successors and assigns thereof.

The provisions of this ORDER shall remain effective and enforceable except to
the extent that and until such time as any provision has been modified, terminated,
suspended, or set aside by the Supervisory Authorities.

Issued Pursuant to Delegated Authority

Dated this 25th day of November, 2009

/sl

Doreen R. Eberley

Acting Regional Director

Division of Supervision and Consumer Protection
Atlanta Region

Federal Deposit Insurance Corporation
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The Commissioner of the Florida Office of Financial Regulation, having duly
approved the foregoing ORDER, and the Bank, through its Board, having agreed that the
issuance of said ORDER by the FDIC shall be binding as between the Bank and the OFR
to the same degree and legal effect that such ORDER would be binding upon the Bank if
the OFR had issued a separate order that included and incorporated all of the provisions
of the foregoing ORDER pursuant to Chapters 120, 655, and 658, Florida Statutes,
including specifically Sections 655.033 and 655.041, Florida Statutes (2009).

Dated this 25" day of November, 2009.

/sl

Linda B. Charity

Director

Division of Financial Institutions

Office of Financial Regulation

By Delegated Authority for the Commissioner,
Office of Financial Regulation
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Remarks to the Financial Crisis Inquiry Commission
September 21, 2010
J. Thomas Cardwell
Commissioner
Florida Office of Financial Regulation

Senator Graham, Chairman Angelides, members of the Commission: my name is Tom
Cardwell and | am the Commissioner of the Office of Financial Regulation for the State
of Florida a position in which | have served for one year. Prior to assuming this position
| was a lawyer in private practice with Akerman Senterfitt a 500 attorney firm based in
Florida where | served as Chairman & CEO and headed the Financial Institutions

Practice Group.

Relative to this appearance | served on the Florida Supreme Court Mortgage
Foreclosure Task Force which made recommendations to deal with the crisis in the

courts regarding residential mortgage foreclosures.

The Office of Financial Regulation has jurisdiction over the state chartered banking
industry, the securities industry, mortgage brokers, money transmitters, payday lenders,
check cashers and automobile lenders among others. We have 453 employees and a
budget of 43 million dollars with which to carry out our responsibilities for licensing,

examination and enforcement in all of these areas.

The real estate mania or bubble that overtook much of the nation certainly manifested
itself in Florida. As in almost every bubble there are opportunities for fraud and those

who will avail themselves of that opportunity. The mortgage industry was no exception.



The events that led up to the mortgage foreclosure crisis in Florida revealed

weaknesses in the statutory schemes and the regulatory execution of that scheme.

There have been significant improvements since that time.

Among the statutory weaknesses were that many persons engaged in originating loans

were not required to be licensed, and for those who were required to be licensed

background checks were required only at the time of initial licensing, not on the renewal

of licenses.

On the regulatory side regulators were slow to implement federal criminal background

checks and regulators were not as responsive to complaints as they could have been.

Florida has taken a number of steps to address these weaknesses.

As you may know, on July 30, 2008 the President signed the Secure and Fair

Enforcement for Mortgage Licensing Act the acronym for which is the S.A.F.E. Act.

Florida is in compliance with the Act and in fact has gone beyond its requirements.



Florida now requires that all persons engaged in the mortgage origination process be
licensed unless exempt. The principal exemption is for persons employed by regulated

institutions, primarily banks.

This addresses the issue of unlicensed persons dealing with the public.

Next, each licensee will have to meet a strict new standard to include: (1) passing a
detailed criminal and credit history background check, (2) demonstrating professional
competency by successfully passing, rigorous national and state examinations and (3)
having background checks repeated every year as a part of the licensing renewal

process.

Further, the background checking process has been enhanced. One of the complaints
about the mortgage origination business was that people of unsavory character were

allowed to participate.

Under new Florida law all the participants are required to have yearly background

checks for both criminal records and for credit histories.

The Florida background checks are more extensive than those required in the S.A.F.E.
Act. We look not only at the national criminal history database but also dig deeper into

the records of local courts.



Individuals with certain criminal histories are now barred from the mortgage industry.
Florida’s licensure requirements have been set higher than that required under the
S.A.F.E. Act. For example, any crime of moral turpitude can be a bar, not just
financially related crimes. In addition, Florida imposes these same background checks
that S.A.F.E. imposes on individuals, on the officers and directors and on the

businesses for whom they work.

| believe the changes in the law in Florida and nationally will make fundamental
changes in the mortgage origination business. It will become much more
professionalized and educated, allowing increased consumer confidence. There will be

much stronger gate keeping with respect to those with criminal backgrounds.

These changes in law will, | believe, go a long way to addressing fraud in the origination

process.

Regulation
On the regulatory side we have developed rules to implement the restrictions on those

with criminal records from entering the business.

We have tightened our procedures to make sure that applications are processed timely

and completely.



We have revamped the complaint process to make sure that they are promptly

addressed.

We have developed and implemented a state-of-the-art software system for regulating
mortgage brokers that helps us process our work promptly, efficiently, with less cost and
with less chance that matters will fall through the cracks. It also allows us to integrate
all the records related to licensing, examination and enforcement into one database.
This system will give us a complete picture of an applicant’s records far more easily

than was previously the case.

Enforcement
Our agency does not have criminal prosecutorial authority, however when a complaint

or examination leads to the discovery of fraud we partner with an agency that does.

We work with the U.S. Attorney, the Statewide Prosecutor, local district attorneys, and
the Florida Attorney General among others. In particular we have had a long and
productive relationship with the federal-state mortgage fraud strike force here in Dade

County.

Because of our experience with the mortgage industry we are in a unique position to
provide expert testimony, document analysis and witness interviewing in mortgage fraud

prosecutions.



We are a major resource to and an integral part of many mortgage fraud prosecutions in

Florida.

The Role of Regulation Going Forward

| would like to speak for a moment about the role of mortgage regulation in the future.

The financial crisis has framed the question to the regulatory community “What could

we have done better?”

One of the challenges for all regulators, from the SEC to the FDIC to the Federal
Reserve to the Florida OFR is to get ahead of the curve. How do regulators — as the
hockey great, Wayne Gretzky so often did — skate to where the puck is going to be, not

to where the puck is.

Seeing the future is not easy. When you are in the middle of events there is much less

clarity than in retrospect.

Nevertheless the regulatory system needs to keep looking for where the puck is going

to be.

For example we at OFR saw that when the mortgage origination business died and the
foreclosure crisis began, some who had been engaged in originating the mortgages that

were now failing were getting into the loan modification business.



We were seeing abusive activities. Families desperate to avoid foreclosure and stay in
their homes were easy prey. Loan modification businesses were taking upfront fees
then providing little or no services leaving vulnerable families broke and out on the

streets.

Late last year we put together an internal task force to target and shutdown loan
modification businesses taking up-front fees. We developed a comprehensive
approach with several elements. One is to issue cease and desist orders to persons we
find in violation of law. A second is to publicize our enforcement actions. A third is to

work with other agencies such as those who have testified here today.

The resulting media coverage in both English and Spanish has been effective in raising

public awareness of the risk of fraud and in deterring potential violators.

The term being used among regulators is “forward looking regulation” it is difficult to
implement but | believe imperative. It is often resisted and unpopular because it will
conflict with the status quo. But failing to look forward puts the regulator in the role of

cleaning out the barn after the horses have gone.

Conclusion
There is no silver bullet that will stop mortgage fraud. Law enforcement has a role.

Regulators have a role. Media has a role. Industry has a role. Consumers have a role.



But the most important factor is the economic conditions that make such fraud attractive
and possible. A bubble is an incubator of fraud. The housing bubble created huge

opportunities for fraud.

The amount of money poured into the housing market by banks and investors, the lax
lending standards, greed, the lack of accountability, economic illiteracy all contributed to

create a condition in which fraud flourished.

Regulation and law enforcement can and should play a role in controlling mortgage
fraud, but they are not in and of themselves the answer. The most important step is to

curb the conditions which allow such fraud to flourish.

| appreciate the opportunity to express my views and stand ready to respond to your

guestions.
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Commissioner Cardwell’s Comments

Florida’s economy continues to face many challenges and, as a result, Florida’s
financial industries continue to face significant stress. Since January 2009, 44 financial
institutions have failed: 14 in 2009, 29 in 2010 and one already in 2011. Florida is in
the top five states nationally in the number of mortgage foreclosures. Home sales
remain sluggish and prices for existing homes are flat. Like many families and
businesses in Florida, OFR was significantly impacted by the real estate market. Just
as our industries are struggling to adapt to the changing economic landscape, we are
making efforts to adapt as well.

As required by the Legislature, OFR submitted a 15% reduction plan for next year as
part of the Legislative Budget Request (LBR) in October. Our submission at that point
was based on the best information available at that time. We have now found that
actual revenues are even less than we had projected due to the difficult business
conditions our industries are facing.

Specifically, the number of persons seeking to be licensed in the mortgage industry has
decreased significantly. In June 2007, OFR had more than 80,000 individual mortgage
brokers licensed. By October 2010, the number had decreased by about half. We just
concluded our current registration cycle on December 31%, and had slightly fewer than
15,000 individual applicants. We knew there would be a drop off, but the depth of the
problems in the Florida housing market were greater than anticipated, even by noted
economists.

We expect that as the housing market does come back, the mortgage broker business
will come back as well; however, the return will not be v-shaped and it will not return to
its former level.

In the area of Banking, the total assets held in state-chartered banks have declined. In
2009, total deposits in state-chartered banks were $60 billion. According to the latest
figures (September 2010), the number has dropped to $50 billion. This has not been
caused so much by a decrease in total bank deposits in the state, but rather by the fact
that some of the larger state-chartered banks that were closed were acquired by
federally chartered institutions.

We knew that agency revenues would be challenged. We now have a much clearer
idea how much. | think we are at the bottom of this economic cycle. Some of our
businesses have remained stable. The businesses that were negatively impacted will
come back over time. Banking should be back to where it was in the next year or two.
Mortgage brokerage will never return to its frothy heights.

Since we have a better view of our position than we did in October, we are promptly
responding to what we now know. We will be filing an amended LBR which will involve
shrinking the size of the agency and will take a significant step to matching our
revenues to our expenses. We are developing a realistic business plan to deal with the




situation we face. It will have painful aspects but we will work within our resources to
continue to provide service to the citizens of Florida and the industries we regulate.

| would like to point out there are positive indicators as well. No Florida banking
customers have lost a single dollar of insured deposits. Florida remains a good banking
market as evidenced by the continued interest in acquisition of our closed institutions.

Revenue for the Division of Securities is stable. The Division has been successful in
levying and collecting several large fines, as well as securing money for Florida
consumers and the Florida State Board of Administration (SBA).

e In November, UBS Securities, LLC and UBS Financial Services, Inc., paid
fines totaling $6,581,232 and were required to offer to repurchase auction rate
securities from eligible customers. The firms failed to reasonably supervise their
agents and engaged in dishonest and unethical practices. As a result of OFR’s
involvement with the North American Securities Administrators Association
(NASAA) Auction Rate Securities Task Force over the last two years, fines in
excess of $35.5 million have been assessed and collected against firms which
engaged in related unlawful sales activity.

e In December, JP Morgan Securities, LLC paid OFR $2 million in fines and
costs of investigation, and paid the SBA $23 million to settle claims related to its
sale of unregistered securities to the Local Government Investment Pool (LGIP).
LGIP was not qualified to purchase the securities, in violation of Florida and
federal securities laws.

The Division of Finance has continued to resolve examinations as a result of the Loan
Modification Sweep which began in January 2010. Since that time, we opened 840
examinations. Of the 742 examinations we have completed, 123 or 17% have been
referred to our Legal Services Office for enforcement action. We have filed 88 legal
actions and made nine referrals to the Florida Bar Association. At this time, we have
followed up approximatley one-third of the legal actions filed. The follow up
demonstrates that 19 firms are now compliant, while only six remain out of compliance.

The US Treasury Department is launching the Small Business Lending Fund Program.
The $30 billion fund encourages lending to small businesses by providing equity capital
to qualified community banks. Through the fund, Main Street banks and small
businesses can work together to help create jobs and promote economic growth in local
communities. A total of $98 million in funding has been allocated to Florida financial
institutions, with an expected increase of $977 million in new lending to small
businesses in Florida. The Division of Financial Institutions is working closely with the
Federal Deposit Insurance Corporation and the Federal Reserve Bank of Atlanta to
implement the lending program.

While these economic times cause stress for Floridians — individuals, families,
businesses and State leaders — OFR continues to strive to meet our two-pronged




mission to protect the citizens of the of Florida by providing effective regulation that
promotes sound growth and development of Florida’s economy.
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Financial Crisis Was Avoidable, Inquiry
Finds

By SEWELL CHAN

WASHINGTON — The 2008 financial crisis was an “avoidable” disaster caused by widespread
failures in government regulation, corporate mismanagement and heedless risk-taking by Wall
Street, according to the conclusions of a federal inquiry.

The commission that investigated the crisis casts a wide net of blame, faulting two
administrations, the Federal Reserve and other regulators for permitting a calamitous
concoction: shoddy mortgage lending, the excessive packaging and sale of loans to investors
and risky bets on securities backed by the loans.

“The greatest tragedy would be to accept the refrain that no one could have seen this coming
and thus nothing could have been done,” the panel wrote in the report’s conclusions, which
were read by The New York Times. “If we accept this notion, it will happen again.”

While the panel, the Financial Crisis Inquiry Commission, accuses several financial institutions
of greed, ineptitude or both, some of its gravest conclusions concern government failings, with
embarrassing implications for both parties. But the panel was itself divided along partisan lines,
which could blunt the impact of its findings.

Many of the conclusions have been widely described, but the synthesis of interviews,
documents and testimony, along with its government imprimatur, give the report — to be
released on Thursday as a 576-page book — a conclusive sweep and authority.

The commission held 19 days of hearings and interviews with more than 700 witnesses; it has

EXHIBIT
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pledged to release a trove of transcripts and other raw material online.

Of the 10 commission members, the six appointed by Democrats endorsed the final report.
Three Republican members have prepared a dissent focusing on a narrower set of causes; a
fourth Republican, Peter J. Wallison, has his own dissent, calling policies to promote
homeownership the major culprit. The panel was hobbled repeatedly by internal divisions and
staff turnover.

The majority report finds fault with two Fed chairmen: Alan Greenspan, who led the central
bank as the housing bubble expanded, and his successor, Ben S. Bernanke, who did not foresee
the crisis but played a crucial role in the response. It criticizes Mr. Greenspan for advocating
deregulation and cites a “pivotal failure to stem the flow of toxic mortgages” under his
leadership as a “prime example” of negligence.

It also criticizes the Bush administration’s “inconsistent response” to the crisis — allowing
Lehman Brothers to collapse in September 2008 after earlier bailing out another bank, Bear
Stearns, with Fed help — as having “added to the uncertainty and panic in the financial
markets.”

Like Mr. Bernanke, Mr. Bush’s Treasury secretary, Henry M. Paulson Jr., predicted in 2007 —
wrongly, it turned out — that the subprime collapse would be contained, the report notes.

Democrats also come under fire. The decision in 2000 to shield the exotic financial instruments
known as over-the-counter derivatives from regulation, made during the last year of President
Bill Clinton’s term, is called “a key turning point in the march toward the financial crisis.”

Timothy F. Geithner, who was president of the Federal Reserve Bank of New York during the
crisis and is now the Treasury secretary, was not unscathed; the report finds that the New York
Fed missed signs of trouble at Citigroup and Lehman, though it did not have the main
responsibility for overseeing them.

Former and current officials named in the report, as well as financial institutions, declined
Tuesday to comment before the report was released.

The report could reignite debate over the influence of Wall Street; it says regulators “lacked the
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political will” to scrutinize and hold accountable the institutions they were supposed to oversee.
The financial industry spent $2.7 billion on lobbying from 1999 to 2008, while individuals and
committees affiliated with it made more than $1 billion in campaign contributions.

The report does knock down — at least partly — several early theories for the financial crisis. It
says the low interest rates brought about by the Fed after the 2001 recession; Fannie Mae and
Freddie Mac, the mortgage finance giants; and the “aggressive homeownership goals” set by the
government as part of a “philosophy of opportunity” were not major culprits.

On the other hand, the report is harsh on regulators. It finds that the Securities and Exchange
Commission failed to require big banks to hold more capital to cushion potential losses and halt
risky practices, and that the Fed “neglected its mission.”

It says the Office of the Comptroller of the Currency, which regulates some banks, and the
Office of Thrift Supervision, which oversees savings and loans, blocked states from curbing
abuses because they were “caught up in turf wars.”

“The crisis was the result of human action and inaction, not of Mother Nature or computer
models gone haywire,” the report states. “The captains of finance and the public stewards of our
financial system ignored warnings and failed to question, understand and manage evolving
risks within a system essential to the well-being of the American public. Theirs was a big miss,
not a stumble.”

The report’s implications may be felt more in the political realm than in public policy. The
Dodd-Frank law overhauling the regulation of Wall Street, signed in July, took as its premise
the same regulatory deficiencies cited by the commission. But the report is sure to be a factor in
the debate over the future of Fannie and Freddie, which have been run by the government since
2008.

Though the report documents questionable practices by mortgage lenders and careless betting
by banks, one striking finding is its portrayal of incompetence.

It quotes Citigroup executives conceding that they paid little attention to mortgage-related
risks. Executives at the American International Group were found to have been blind to its $79
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billion exposure to credit-default swaps, a kind of insurance that was sold to investors seeking
protection against a drop in the value of securities backed by home loans. At Merrill Lynch,
managers were surprised when seemingly secure mortgage investments suddenly suffered huge
losses.

By one measure, for about every $40 in assets, the nation’s five largest investment banks had
only $1 in capital to cover losses, meaning that a 3 percent drop in asset values could have
wiped out the firm. The banks hid their excessive leverage using derivatives, off-balance-sheet
entities and other devices, the report found. The speculative binge was abetted by a giant
“shadow banking system” in which the banks relied heavily on short-term debt.

“When the housing and mortgage markets cratered, the lack of transparency, the extraordinary
debt loads, the short-term loans and the risky assets all came home to roost,” the report found.
“What resulted was panic. We had reaped what we had sown.”

The report, which was heavily shaped by the commission’s chairman, Phil Angelides, is dotted
with literary flourishes. It calls credit-rating agencies “cogs in the wheel of financial
destruction.” Paraphrasing Shakespeare’s “Julius Caesar,” it states, “The fault lies not in the
stars, but in us.”

Of the banks that bought, created, packaged and sold trillions of dollars in mortgage-related
securities, it says: “Like Icarus, they never feared flying ever closer to the sun.”
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SUMMARY OF PORNOGRAPHY-RELATED
INVESTIGATIONS CONDUCTED BY THE
SECURITIES AND EXCHANGE COMMISSION
OFFICE OF INSPECTOR GENERAL

At the request of Senator Charles E. Grassley (R-Iowa), the following is a summary of the
investigative reports and memoranda issued by the Securities and Exchange Commission (SEC)
Office of Inspector General (OIG) regarding SEC employees and contractors misusing
government computer resources to view pornographic images during the past five years. The
most recent memorandum reports were issued on March 8, 2010.

During the past five years, the SEC OIG substantiated that 33 SEC employees and or
contractors violated Commission rules and policies, as well as the Government-wide Standards
of Ethical Conduct, by viewing pornographic, sexually explicit or sexually suggestive images
using government computer resources and official time. Of the 33 investigations or inquiries
conducted, 31 took place in approximately the past two-and-a-half years. Many of the employees
who engaged in such conduct were at a senior level and earned substantial salaries through their
government employment. The employees found to have engaged in this inappropriate conduct
included 17 employees at a level of grade SK-14 and above (which can range from $99,356
through $222,418.) In many of the investigative matters, the OIG obtained key admissions from
the employees under investigation in sworn, on-the-record testimony. The following is a
breakdown by year of the cases reported to management during the past five years: three in
2010, ten in 2009, 16 in 2008, two in 2007, one in 2006, and one in 2005.

Below are some specific examples of the evidence uncovered by the OIG in our reports
on the misuse of resources and official time to view pornography:

e A Regional Office Supervisory Staff Accountant admitted that he frequently viewed
pornography at work on his SEC computer for about a year and that he accessed
pornography on his SEC-issued laptop computer while on official government travel.
The OIG also found numerous pornographic images stored on the hard drive of his
government computer.

e Another Regional Office Supervisory Staff Accountant admitted that he used his SEC-
assigned computer to access and attempt to access Internet web sites containing
pornography and other sexually explicit material during work hours fairly frequently,
sometimes up to twice a day. He further admitted this activity had probably occurred for
a long time. This senior staff member also admitted saving numerous pornographic
images to the hard drive of his SEC computer and viewing them from time to time during
work hours.




A Regional Office Staff Accountant received nearly 1,800 access denials for
pornographic websites using her SEC laptop in only a two-week period, and had nearly
600 pornographic images saved on her laptop hard drive.

A Division of Enforcement Senior Counsel used his SEC-assigned laptop computer on
numerous occasions to access Internet pornography, and his computer hard drive
contained 775 pornographic or inappropriate images.

A Regional Office Senior Enforcement Attorney accessed pornographic images from his
SEC laptop during work hours and saved sexually explicit images to his computer hard
drive. The OIG also found a thumb drive connected to his SEC laptop that contained five
distinct videos depicting hard core pornography.

A Headquarters Senior Attorney admitted accessing Internet pornography and
downloading pornographic images to his SEC computer during work hours so frequently
that, on some days, he spent eight hours accessing Internet pornography. In fact, this
attorney downloaded so much pornography to his government computer that he exhausted
the available space on the computer hard drive and downloaded pornography to CDs or
DVDs that he accumulated in boxes in his office.

An Attorney Advisor for the Division of Corporation Finance admitted viewing
pornography and sexually explicit images from his government computer during work
hours for one or two years, and that he did so approximately twice per week.

A Regional Office Examiner began using his SEC-assigned laptop two weeks after he
began employment at the SEC to access Internet pornography and used a flash drive to
bypass the Commission’s Internet filter and successfully access a significant number of
pornographic images.

A Regional Office Staff Accountant received over 16,000 access denials for Internet
websites classified by the Commission’s Internet filter as either “Sex” or “Pornography”
in a one-month period. In addition, the hard drive of this employee’s SEC laptop
contained numerous sexually suggestive and inappropriate images.

A Division of Corporation Finance Staff Accountant admitted that he accessed Internet
pornography on a repeated basis during and after work hours and, on certain SEC
workdays, he spent up to five hours accessing Internet pornography. This employee also
admitted opening accounts with Internet pornography websites using his SEC computer,
that he bookmarked sites containing sexually explicit videos or images as his website
favorites, and that he had uploaded a sexually explicit video file from his SEC computer
onto one of the websites he had joined.



CONCLUSIONS OF THE
FINANCIAL CRISIS INQUIRY COMMISSION

The Financial Crisis Inquiry Commission has been called upon to examine the finan-
cial and economic crisis that has gripped our country and explain its causes to the
American people. We are keenly aware of the significance of our charge, given the
economic damage that America has suffered in the wake of the greatest financial cri-
sis since the Great Depression.

Our task was first to determine what happened and how it happened so that we
could understand why it happened. Here we present our conclusions. We encourage
the American people to join us in making their own assessments based on the evi-
dence gathered in our inquiry. If we do not learn from history, we are unlikely to fully
recover from it. Some on Wall Street and in Washington with a stake in the status quo
may be tempted to wipe from memory the events of this crisis, or to suggest that no
one could have foreseen or prevented them. This report endeavors to expose the
facts, identify responsibility, unravel myths, and help us understand how the crisis
could have been avoided. It is an attempt to record history, not to rewrite it, nor allow
it to be rewritten.

To help our fellow citizens better understand this crisis and its causes, we also pres-
ent specific conclusions at the end of chapters in Parts III, IV, and V of this report.

The subject of this report is of no small consequence to this nation. The profound
events of 2007 and 2008 were neither bumps in the road nor an accentuated dip in
the financial and business cycles we have come to expect in a free market economic
system. This was a fundamental disruption—a financial upheaval, if you will—that
wreaked havoc in communities and neighborhoods across this country.

As this report goes to print, there are more than 26 million Americans who are
out of work, cannot find full-time work, or have given up looking for work. About
four million families have lost their homes to foreclosure and another four and a half
million have slipped into the foreclosure process or are seriously behind on their
mortgage payments. Nearly $11 trillion in household wealth has vanished, with re-
tirement accounts and life savings swept away. Businesses, large and small, have felt
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the sting of a deep recession. There is much anger about what has transpired, and jus-
tifiably so. Many people who abided by all the rules now find themselves out of work
and uncertain about their future prospects. The collateral damage of this crisis has
been real people and real communities. The impacts of this crisis are likely to be felt
for a generation. And the nation faces no easy path to renewed economic strength.

Like so many Americans, we began our exploration with our own views and some
preliminary knowledge about how the world’s strongest financial system came to the
brink of collapse. Even at the time of our appointment to this independent panel,
much had already been written and said about the crisis. Yet all of us have been
deeply affected by what we have learned in the course of our inquiry. We have been at
various times fascinated, surprised, and even shocked by what we saw, heard, and
read. Ours has been a journey of revelation.

Much attention over the past two years has been focused on the decisions by the
federal government to provide massive financial assistance to stabilize the financial
system and rescue large financial institutions that were deemed too systemically im-
portant to fail. Those decisions—and the deep emotions surrounding them—will be
debated long into the future. But our mission was to ask and answer this central ques-
tion: how did it come to pass that in 2008 our nation was forced to choose between two
stark and painful alternatives—either risk the total collapse of our financial system
and economy or inject trillions of taxpayer dollars into the financial system and an
array of companies, as millions of Americans still lost their jobs, their savings, and
their homes?

In this report, we detail the events of the crisis. But a simple summary, as we see
it, is useful at the outset. While the vulnerabilities that created the potential for cri-
sis were years in the making, it was the collapse of the housing bubble—fueled by
low interest rates, easy and available credit, scant regulation, and toxic mortgages—
that was the spark that ignited a string of events, which led to a full-blown crisis in
the fall of 2008. Trillions of dollars in risky mortgages had become embedded
throughout the financial system, as mortgage-related securities were packaged,
repackaged, and sold to investors around the world. When the bubble burst, hun-
dreds of billions of dollars in losses in mortgages and mortgage-related securities
shook markets as well as financial institutions that had significant exposures to
those mortgages and had borrowed heavily against them. This happened not just in
the United States but around the world. The losses were magnified by derivatives
such as synthetic securities.

The crisis reached seismic proportions in September 2008 with the failure of
Lehman Brothers and the impending collapse of the insurance giant American Interna-
tional Group (AIG). Panic fanned by a lack of transparency of the balance sheets of ma-
jor financial institutions, coupled with a tangle of interconnections among institutions
perceived to be “too big to fail,” caused the credit markets to seize up. Trading ground
to a halt. The stock market plummeted. The economy plunged into a deep recession.

The financial system we examined bears little resemblance to that of our parents’
generation. The changes in the past three decades alone have been remarkable. The
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financial markets have become increasingly globalized. Technology has transformed
the efficiency, speed, and complexity of financial instruments and transactions. There
is broader access to and lower costs of financing than ever before. And the financial
sector itself has become a much more dominant force in our economy.

From 1978 to 2007, the amount of debt held by the financial sector soared from
$3 trillion to $36 trillion, more than doubling as a share of gross domestic product.
The very nature of many Wall Street firms changed—from relatively staid private
partnerships to publicly traded corporations taking greater and more diverse kinds of
risks. By 2005, the 10 largest U.S. commercial banks held 55% of the industry’s assets,
more than double the level held in 1990. On the eve of the crisis in 2006, financial
sector profits constituted 27% of all corporate profits in the United States, up from
15% in 1980. Understanding this transformation has been critical to the Commis-
sion’s analysis.

Now to our major findings and conclusions, which are based on the facts con-
tained in this report: they are offered with the hope that lessons may be learned to
help avoid future catastrophe.

« We conclude this financial crisis was avoidable. The crisis was the result of human
action and inaction, not of Mother Nature or computer models gone haywire. The
captains of finance and the public stewards of our financial system ignored warnings
and failed to question, understand, and manage evolving risks within a system essen-
tial to the well-being of the American public. Theirs was a big miss, not a stumble.
While the business cycle cannot be repealed, a crisis of this magnitude need not have
occurred. To paraphrase Shakespeare, the fault lies not in the stars, but in us.

Despite the expressed view of many on Wall Street and in Washington that the
crisis could not have been foreseen or avoided, there were warning signs. The tragedy
was that they were ignored or discounted. There was an explosion in risky subprime
lending and securitization, an unsustainable rise in housing prices, widespread re-
ports of egregious and predatory lending practices, dramatic increases in household
mortgage debt, and exponential growth in financial firms’ trading activities, unregu-
lated derivatives, and short-term “repo” lending markets, among many other red
flags. Yet there was pervasive permissiveness; little meaningful action was taken to
quell the threats in a timely manner.

The prime example is the Federal Reserve’s pivotal failure to stem the flow of toxic
mortgages, which it could have done by setting prudent mortgage-lending standards.
The Federal Reserve was the one entity empowered to do so and it did not. The
record of our examination is replete with evidence of other failures: financial institu-
tions made, bought, and sold mortgage securities they never examined, did not care
to examine, or knew to be defective; firms depended on tens of billions of dollars of
borrowing that had to be renewed each and every night, secured by subprime mort-
gage securities; and major firms and investors blindly relied on credit rating agencies
as their arbiters of risk. What else could one expect on a highway where there were
neither speed limits nor neatly painted lines?
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o We conclude widespread failures in financial regulation and supervision
proved devastating to the stability of the nation’s financial markets. The sentries
were not at their posts, in no small part due to the widely accepted faith in the self-
correcting nature of the markets and the ability of financial institutions to effectively
police themselves. More than 30 years of deregulation and reliance on self-regulation
by financial institutions, championed by former Federal Reserve chairman Alan
Greenspan and others, supported by successive administrations and Congresses, and
actively pushed by the powerful financial industry at every turn, had stripped away
key safeguards, which could have helped avoid catastrophe. This approach had
opened up gaps in oversight of critical areas with trillions of dollars at risk, such as
the shadow banking system and over-the-counter derivatives markets. In addition,
the government permitted financial firms to pick their preferred regulators in what
became a race to the weakest supervisor.

Yet we do not accept the view that regulators lacked the power to protect the fi-
nancial system. They had ample power in many arenas and they chose not to use it.
To give just three examples: the Securities and Exchange Commission could have re-
quired more capital and halted risky practices at the big investment banks. It did not.
The Federal Reserve Bank of New York and other regulators could have clamped
down on Citigroup’s excesses in the run-up to the crisis. They did not. Policy makers
and regulators could have stopped the runaway mortgage securitization train. They
did not. In case after case after case, regulators continued to rate the institutions they
oversaw as safe and sound even in the face of mounting troubles, often downgrading
them just before their collapse. And where regulators lacked authority, they could
have sought it. Too often, they lacked the political will—in a political and ideological
environment that constrained it—as well as the fortitude to critically challenge the
institutions and the entire system they were entrusted to oversee.

Changes in the regulatory system occurred in many instances as financial mar-
kets evolved. But as the report will show, the financial industry itself played a key
role in weakening regulatory constraints on institutions, markets, and products. It
did not surprise the Commission that an industry of such wealth and power would
exert pressure on policy makers and regulators. From 1999 to 2008, the financial
sector expended $2.7 billion in reported federal lobbying expenses; individuals and
political action committees in the sector made more than $1 billion in campaign
contributions. What troubled us was the extent to which the nation was deprived of
the necessary strength and independence of the oversight necessary to safeguard
financial stability.

o We conclude dramatic failures of corporate governance and risk management
at many systemically important financial institutions were a key cause of this cri-
sis. There was a view that instincts for self-preservation inside major financial firms
would shield them from fatal risk-taking without the need for a steady regulatory
hand, which, the firms argued, would stifle innovation. Too many of these institu-
tions acted recklessly, taking on too much risk, with too little capital, and with too
much dependence on short-term funding. In many respects, this reflected a funda-
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mental change in these institutions, particularly the large investment banks and bank
holding companies, which focused their activities increasingly on risky trading activ-
ities that produced hefty profits. They took on enormous exposures in acquiring and
supporting subprime lenders and creating, packaging, repackaging, and selling tril-
lions of dollars in mortgage-related securities, including synthetic financial products.
Like Icarus, they never feared flying ever closer to the sun.

Many of these institutions grew aggressively through poorly executed acquisition
and integration strategies that made effective management more challenging. The
CEO of Citigroup told the Commission that a $40 billion position in highly rated
mortgage securities would “not in any way have excited my attention,” and the co-
head of Citigroup’s investment bank said he spent “a small fraction of 1%” of his time
on those securities. In this instance, too big to fail meant too big to manage.

Financial institutions and credit rating agencies embraced mathematical models
as reliable predictors of risks, replacing judgment in too many instances. Too often,
risk management became risk justification.

Compensation systems—designed in an environment of cheap money, intense
competition, and light regulation—too often rewarded the quick deal, the short-term
gain—without proper consideration of long-term consequences. Often, those systems
encouraged the big bet—where the payoff on the upside could be huge and the down-
side limited. This was the case up and down the line—from the corporate boardroom
to the mortgage broker on the street.

Our examination revealed stunning instances of governance breakdowns and irre-
sponsibility. You will read, among other things, about AIG senior managements igno-
rance of the terms and risks of the company’s $79 billion derivatives exposure to
mortgage-related securities; Fannie Mae’s quest for bigger market share, profits, and
bonuses, which led it to ramp up its exposure to risky loans and securities as the hous-
ing market was peaking; and the costly surprise when Merrill Lynch’s top manage-
ment realized that the company held $55 billion in “super-senior” and supposedly
“super-safe” mortgage-related securities that resulted in billions of dollars in losses.

o We conclude a combination of excessive borrowing, risky investments, and lack
of transparency put the financial system on a collision course with crisis. Clearly,
this vulnerability was related to failures of corporate governance and regulation, but
it is significant enough by itself to warrant our attention here.

In the years leading up to the crisis, too many financial institutions, as well as too
many households, borrowed to the hilt, leaving them vulnerable to financial distress
or ruin if the value of their investments declined even modestly. For example, as of
2007, the five major investment banks—Bear Stearns, Goldman Sachs, Lehman
Brothers, Merrill Lynch, and Morgan Stanley—were operating with extraordinarily
thin capital. By one measure, their leverage ratios were as high as 40 to 1, meaning for
every $40 in assets, there was only $1 in capital to cover losses. Less than a 3% drop in
asset values could wipe out a firm. To make matters worse, much of their borrowing
was short-term, in the overnight market—meaning the borrowing had to be renewed
each and every day. For example, at the end of 2007, Bear Stearns had $11.8 billion in
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equity and $383.6 billion in liabilities and was borrowing as much as $70 billion in
the overnight market. It was the equivalent of a small business with $50,000 in equity
borrowing $1.6 million, with $296,750 of that due each and every day. One can't
really ask “What were they thinking?” when it seems that too many of them were
thinking alike.

And the leverage was often hidden—in derivatives positions, in off-balance-sheet
entities, and through “window dressing” of financial reports available to the investing
public.

The kings of leverage were Fannie Mae and Freddie Mac, the two behemoth gov-
ernment-sponsored enterprises (GSEs). For example, by the end of 2007, Fannie’s
and Freddie’s combined leverage ratio, including loans they owned and guaranteed,
stood at 75 to 1.

But financial firms were not alone in the borrowing spree: from 2001 to 2007, na-
tional mortgage debt almost doubled, and the amount of mortgage debt per house-
hold rose more than 63% from $91,500 to $149,500, even while wages were
essentially stagnant. When the housing downturn hit, heavily indebted financial
firms and families alike were walloped.

The heavy debt taken on by some financial institutions was exacerbated by the
risky assets they were acquiring with that debt. As the mortgage and real estate mar-
kets churned out riskier and riskier loans and securities, many financial institutions
loaded up on them. By the end of 2007, Lehman had amassed $111 billion in com-
mercial and residential real estate holdings and securities, which was almost twice
what it held just two years before, and more than four times its total equity. And
again, the risk wasn’t being taken on just by the big financial firms, but by families,
too. Nearly one in 10 mortgage borrowers in 2005 and 2006 took out “option ARM”
loans, which meant they could choose to make payments so low that their mortgage
balances rose every month.

Within the financial system, the dangers of this debt were magnified because
transparency was not required or desired. Massive, short-term borrowing, combined
with obligations unseen by others in the market, heightened the chances the system
could rapidly unravel. In the early part of the 20th century, we erected a series of pro-
tections—the Federal Reserve as a lender of last resort, federal deposit insurance, am-
ple regulations—to provide a bulwark against the panics that had regularly plagued
America’s banking system in the 19th century. Yet, over the past 30-plus years, we
permitted the growth of a shadow banking system—opaque and laden with short-
term debt—that rivaled the size of the traditional banking system. Key components
of the market—for example, the multitrillion-dollar repo lending market, off-bal-
ance-sheet entities, and the use of over-the-counter derivatives—were hidden from
view, without the protections we had constructed to prevent financial meltdowns. We
had a 21st-century financial system with 19th-century safeguards.

When the housing and mortgage markets cratered, the lack of transparency, the
extraordinary debt loads, the short-term loans, and the risky assets all came home to
roost. What resulted was panic. We had reaped what we had sown.
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o We conclude the government was ill prepared for the crisis, and its inconsistent
response added to the uncertainty and panic in the financial markets. As part of
our charge, it was appropriate to review government actions taken in response to the
developing crisis, not just those policies or actions that preceded it, to determine if
any of those responses contributed to or exacerbated the crisis.

As our report shows, key policy makers—the Treasury Department, the Federal
Reserve Board, and the Federal Reserve Bank of New York—who were best posi-
tioned to watch over our markets were ill prepared for the events of 2007 and 2008.
Other agencies were also behind the curve. They were hampered because they did
not have a clear grasp of the financial system they were charged with overseeing, par-
ticularly as it had evolved in the years leading up to the crisis. This was in no small
measure due to the lack of transparency in key markets. They thought risk had been
diversified when, in fact, it had been concentrated. Time and again, from the spring
of 2007 on, policy makers and regulators were caught off guard as the contagion
spread, responding on an ad hoc basis with specific programs to put fingers in the
dike. There was no comprehensive and strategic plan for containment, because they
lacked a full understanding of the risks and interconnections in the financial mar-
kets. Some regulators have conceded this error. We had allowed the system to race
ahead of our ability to protect it.

While there was some awareness of, or at least a debate about, the housing bubble,
the record reflects that senior public officials did not recognize that a bursting of the
bubble could threaten the entire financial system. Throughout the summer of 2007,
both Federal Reserve Chairman Ben Bernanke and Treasury Secretary Henry Paul-
son offered public assurances that the turmoil in the subprime mortgage markets
would be contained. When Bear Stearns’s hedge funds, which were heavily invested
in mortgage-related securities, imploded in June 2007, the Federal Reserve discussed
the implications of the collapse. Despite the fact that so many other funds were ex-
posed to the same risks as those hedge funds, the Bear Stearns funds were thought to
be “relatively unique” Days before the collapse of Bear Stearns in March 2008, SEC
Chairman Christopher Cox expressed “comfort about the capital cushions” at the big
investment banks. It was not until August 2008, just weeks before the government
takeover of Fannie Mae and Freddie Mac, that the Treasury Department understood
the full measure of the dire financial conditions of those two institutions. And just a
month before Lehman’s collapse, the Federal Reserve Bank of New York was still
seeking information on the exposures created by Lehman’s more than 900,000 deriv-
atives contracts.

In addition, the government’s inconsistent handling of major financial institutions
during the crisis—the decision to rescue Bear Stearns and then to place Fannie Mae
and Freddie Mac into conservatorship, followed by its decision not to save Lehman
Brothers and then to save AIG—increased uncertainty and panic in the market.

In making these observations, we deeply respect and appreciate the efforts made
by Secretary Paulson, Chairman Bernanke, and Timothy Geithner, formerly presi-
dent of the Federal Reserve Bank of New York and now treasury secretary, and so
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many others who labored to stabilize our financial system and our economy in the
most chaotic and challenging of circumstances.

o We conclude there was a systemic breakdown in accountability and ethics. The
integrity of our financial markets and the public’s trust in those markets are essential
to the economic well-being of our nation. The soundness and the sustained prosper-
ity of the financial system and our economy rely on the notions of fair dealing, re-
sponsibility, and transparency. In our economy, we expect businesses and individuals
to pursue profits, at the same time that they produce products and services of quality
and conduct themselves well.

Unfortunately—as has been the case in past speculative booms and busts—we
witnessed an erosion of standards of responsibility and ethics that exacerbated the fi-
nancial crisis. This was not universal, but these breaches stretched from the ground
level to the corporate suites. They resulted not only in significant financial conse-
quences but also in damage to the trust of investors, businesses, and the public in the
financial system.

For example, our examination found, according to one measure, that the percent-
age of borrowers who defaulted on their mortgages within just a matter of months
after taking a loan nearly doubled from the summer of 2006 to late 2007. This data
indicates they likely took out mortgages that they never had the capacity or intention
to pay. You will read about mortgage brokers who were paid “yield spread premiums”
by lenders to put borrowers into higher-cost loans so they would get bigger fees, of-
ten never disclosed to borrowers. The report catalogues the rising incidence of mort-
gage fraud, which flourished in an environment of collapsing lending standards and
lax regulation. The number of suspicious activity reports—reports of possible finan-
cial crimes filed by depository banks and their affiliates—related to mortgage fraud
grew 20-fold between 1996 and 20035 and then more than doubled again between
2005 and 2009. One study places the losses resulting from fraud on mortgage loans
made between 2005 and 2007 at $112 billion.

Lenders made loans that they knew borrowers could not afford and that could
cause massive losses to investors in mortgage securities. As early as September 2004,
Countrywide executives recognized that many of the loans they were originating
could result in “catastrophic consequences” Less than a year later, they noted that
certain high-risk loans they were making could result not only in foreclosures but
also in “financial and reputational catastrophe” for the firm. But they did not stop.

And the report documents that major financial institutions ineffectively sampled
loans they were purchasing to package and sell to investors. They knew a significant
percentage of the sampled loans did not meet their own underwriting standards or
those of the originators. Nonetheless, they sold those securities to investors. The
Commission’s review of many prospectuses provided to investors found that this crit-
ical information was not disclosed.

THESE CONCLUSIONS must be viewed in the context of human nature and individual
and societal responsibility. First, to pin this crisis on mortal flaws like greed and
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hubris would be simplistic. It was the failure to account for human weakness that is
relevant to this crisis.

Second, we clearly believe the crisis was a result of human mistakes, misjudg-
ments, and misdeeds that resulted in systemic failures for which our nation has paid
dearly. As you read this report, you will see that specific firms and individuals acted
irresponsibly. Yet a crisis of this magnitude cannot be the work of a few bad actors,
and such was not the case here. At the same time, the breadth of this crisis does not
mean that “everyone is at fault”; many firms and individuals did not participate in the
excesses that spawned disaster.

We do place special responsibility with the public leaders charged with protecting
our financial system, those entrusted to run our regulatory agencies, and the chief ex-
ecutives of companies whose failures drove us to crisis. These individuals sought and
accepted positions of significant responsibility and obligation. Tone at the top does
matter and, in this instance, we were let down. No one said “no.”

But as a nation, we must also accept responsibility for what we permitted to occur.
Collectively, but certainly not unanimously, we acquiesced to or embraced a system,
a set of policies and actions, that gave rise to our present predicament.

* X %

THIS REPORT DESCRIBES THE EVENTS and the system that propelled our nation to-
ward crisis. The complex machinery of our financial markets has many essential
gears—some of which played a critical role as the crisis developed and deepened.
Here we render our conclusions about specific components of the system that we be-
lieve contributed significantly to the financial meltdown.

o We conclude collapsing mortgage-lending standards and the mortgage securi-
tization pipeline lit and spread the flame of contagion and crisis. When housing
prices fell and mortgage borrowers defaulted, the lights began to dim on Wall Street.
This report catalogues the corrosion of mortgage-lending standards and the securiti-
zation pipeline that transported toxic mortgages from neighborhoods across Amer-
ica to investors around the globe.

Many mortgage lenders set the bar so low that lenders simply took eager borrow-
ers’ qualifications on faith, often with a willful disregard for a borrower’s ability to
pay. Nearly one-quarter of all mortgages made in the first half of 2005 were interest-
only loans. During the same year, 68% of “option ARM” loans originated by Coun-
trywide and Washington Mutual had low- or no-documentation requirements.

These trends were not secret. As irresponsible lending, including predatory and
fraudulent practices, became more prevalent, the Federal Reserve and other regula-
tors and authorities heard warnings from many quarters. Yet the Federal Reserve
neglected its mission “to ensure the safety and soundness of the nation’s banking and
financial system and to protect the credit rights of consumers.” It failed to build the
retaining wall before it was too late. And the Office of the Comptroller of the Cur-
rency and the Office of Thrift Supervision, caught up in turf wars, preempted state
regulators from reining in abuses.
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While many of these mortgages were kept on banks’ books, the bigger money came
from global investors who clamored to put their cash into newly created mortgage-re-
lated securities. It appeared to financial institutions, investors, and regulators alike that
risk had been conquered: the investors held highly rated securities they thought were
sure to perform; the banks thought they had taken the riskiest loans off their books;
and regulators saw firms making profits and borrowing costs reduced. But each step in
the mortgage securitization pipeline depended on the next step to keep demand go-
ing. From the speculators who flipped houses to the mortgage brokers who scouted
the loans, to the lenders who issued the mortgages, to the financial firms that created
the mortgage-backed securities, collateralized debt obligations (CDOs), CDOs
squared, and synthetic CDOs: no one in this pipeline of toxic mortgages had enough
skin in the game. They all believed they could off-load their risks on a moment’s no-
tice to the next person in line. They were wrong. When borrowers stopped making
mortgage payments, the losses—amplified by derivatives—rushed through the
pipeline. As it turned out, these losses were concentrated in a set of systemically im-
portant financial institutions.

In the end, the system that created millions of mortgages so efficiently has proven
to be difficult to unwind. Its complexity has erected barriers to modifying mortgages
so families can stay in their homes and has created further uncertainty about the
health of the housing market and financial institutions.

o We conclude over-the-counter derivatives contributed significantly to this
crisis. The enactment of legislation in 2000 to ban the regulation by both the federal
and state governments of over-the-counter (OTC) derivatives was a key turning
point in the march toward the financial crisis.

From financial firms to corporations, to farmers, and to investors, derivatives
have been used to hedge against, or speculate on, changes in prices, rates, or indices
or even on events such as the potential defaults on debts. Yet, without any oversight,
OTC derivatives rapidly spiraled out of control and out of sight, growing to $673 tril-
lion in notional amount. This report explains the uncontrolled leverage; lack of
transparency, capital, and collateral requirements; speculation; interconnections
among firms; and concentrations of risk in this market.

OTC derivatives contributed to the crisis in three significant ways. First, one type
of derivative—credit default swaps (CDS)—fueled the mortgage securitization
pipeline. CDS were sold to investors to protect against the default or decline in value
of mortgage-related securities backed by risky loans. Companies sold protection—to
the tune of $79 billion, in AIG’s case—to investors in these newfangled mortgage se-
curities, helping to launch and expand the market and, in turn, to further fuel the
housing bubble.

Second, CDS were essential to the creation of synthetic CDOs. These synthetic
CDOs were merely bets on the performance of real mortgage-related securities. They
amplified the losses from the collapse of the housing bubble by allowing multiple bets
on the same securities and helped spread them throughout the financial system.
Goldman Sachs alone packaged and sold $73 billion in synthetic CDOs from July 1,
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2004, to May 31, 2007. Synthetic CDOs created by Goldman referenced more than
3,400 mortgage securities, and 610 of them were referenced at least twice. This is
apart from how many times these securities may have been referenced in synthetic
CDOs created by other firms.

Finally, when the housing bubble popped and crisis followed, derivatives were in
the center of the storm. AIG, which had not been required to put aside capital re-
serves as a cushion for the protection it was selling, was bailed out when it could not
meet its obligations. The government ultimately committed more than $18o billion
because of concerns that AIG’s collapse would trigger cascading losses throughout
the global financial system. In addition, the existence of millions of derivatives con-
tracts of all types between systemically important financial institutions—unseen and
unknown in this unregulated market—added to uncertainty and escalated panic,
helping to precipitate government assistance to those institutions.

o We conclude the failures of credit rating agencies were essential cogs in the
wheel of financial destruction. The three credit rating agencies were key enablers of
the financial meltdown. The mortgage-related securities at the heart of the crisis
could not have been marketed and sold without their seal of approval. Investors re-
lied on them, often blindly. In some cases, they were obligated to use them, or regula-
tory capital standards were hinged on them. This crisis could not have happened
without the rating agencies. Their ratings helped the market soar and their down-
grades through 2007 and 2008 wreaked havoc across markets and firms.

In our report, you will read about the breakdowns at Moody’s, examined by the
Commission as a case study. From 2000 to 2007, Moody’s rated nearly 45,000
mortgage-related securities as triple-A. This compares with six private-sector com-
panies in the United States that carried this coveted rating in early 2010. In 2006
alone, Moody’s put its triple-A stamp of approval on 30 mortgage-related securities
every working day. The results were disastrous: 83% of the mortgage securities rated
triple-A that year ultimately were downgraded.

You will also read about the forces at work behind the breakdowns at Moody’s, in-
cluding the flawed computer models, the pressure from financial firms that paid for
the ratings, the relentless drive for market share, the lack of resources to do the job
despite record profits, and the absence of meaningful public oversight. And you will
see that without the active participation of the rating agencies, the market for mort-
gage-related securities could not have been what it became.

b S o

THERE ARE MANY COMPETING VIEWS as to the causes of this crisis. In this regard, the
Commission has endeavored to address key questions posed to us. Here we discuss
three: capital availability and excess liquidity, the role of Fannie Mae and Freddie Mac
(the GSEs), and government housing policy.

First, as to the matter of excess liquidity: in our report, we outline monetary poli-
cies and capital flows during the years leading up to the crisis. Low interest rates,
widely available capital, and international investors seeking to put their money in real
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estate assets in the United States were prerequisites for the creation of a credit bubble.
Those conditions created increased risks, which should have been recognized by
market participants, policy makers, and regulators. However, it is the Commission’s
conclusion that excess liquidity did not need to cause a crisis. It was the failures out-
lined above—including the failure to effectively rein in excesses in the mortgage and
financial markets—that were the principal causes of this crisis. Indeed, the availabil-
ity of well-priced capital—both foreign and domestic—is an opportunity for eco-
nomic expansion and growth if encouraged to flow in productive directions.

Second, we examined the role of the GSEs, with Fannie Mae serving as the Com-
mission’s case study in this area. These government-sponsored enterprises had a
deeply flawed business model as publicly traded corporations with the implicit back-
ing of and subsidies from the federal government and with a public mission. Their
$5 trillion mortgage exposure and market position were significant. In 2005 and
2006, they decided to ramp up their purchase and guarantee of risky mortgages, just
as the housing market was peaking. They used their political power for decades to
ward off effective regulation and oversight—spending $164 million on lobbying from
1999 to 2008. They suffered from many of the same failures of corporate governance
and risk management as the Commission discovered in other financial firms.
Through the third quarter of 2010, the Treasury Department had provided $151 bil-
lion in financial support to keep them afloat.

We conclude that these two entities contributed to the crisis, but were not a pri-
mary cause. Importantly, GSE mortgage securities essentially maintained their value
throughout the crisis and did not contribute to the significant financial firm losses
that were central to the financial crisis.

The GSEs participated in the expansion of subprime and other risky mortgages,
but they followed rather than led Wall Street and other lenders in the rush for fool’s
gold. They purchased the highest rated non-GSE mortgage-backed securities and
their participation in this market added helium to the housing balloon, but their pur-
chases never represented a majority of the market. Those purchases represented 10.5%
of non-GSE subprime mortgage-backed securities in 2001, with the share rising to
40% in 2004, and falling back to 28% by 2008. They relaxed their underwriting stan-
dards to purchase or guarantee riskier loans and related securities in order to meet
stock market analysts’ and investors™ expectations for growth, to regain market share,
and to ensure generous compensation for their executives and employees—justifying
their activities on the broad and sustained public policy support for homeownership.

The Commission also probed the performance of the loans purchased or guaran-
teed by Fannie and Freddie. While they generated substantial losses, delinquency
rates for GSE loans were substantially lower than loans securitized by other financial
firms. For example, data compiled by the Commission for a subset of borrowers with
similar credit scores—scores below 660—show that by the end of 2008, GSE mort-
gages were far less likely to be seriously delinquent than were non-GSE securitized
mortgages: 6.2% versus 28.3%.

We also studied at length how the Department of Housing and Urban Develop-
ment’s (HUD’) affordable housing goals for the GSEs affected their investment in
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risky mortgages. Based on the evidence and interviews with dozens of individuals in-
volved in this subject area, we determined these goals only contributed marginally to
Fannie’s and Freddie’s participation in those mortgages.

Finally, as to the matter of whether government housing policies were a primary
cause of the crisis: for decades, government policy has encouraged homeownership
through a set of incentives, assistance programs, and mandates. These policies were
put in place and promoted by several administrations and Congresses—indeed, both
Presidents Bill Clinton and George W. Bush set aggressive goals to increase home-
ownership.

In conducting our inquiry, we took a careful look at HUD’s affordable housing
goals, as noted above, and the Community Reinvestment Act (CRA). The CRA was
enacted in 1977 to combat “redlining” by banks—the practice of denying credit to in-
dividuals and businesses in certain neighborhoods without regard to their creditwor-
thiness. The CRA requires banks and savings and loans to lend, invest, and provide
services to the communities from which they take deposits, consistent with bank
safety and soundness.

The Commission concludes the CRA was not a significant factor in subprime lend-
ing or the crisis. Many subprime lenders were not subject to the CRA. Research indi-
cates only 6% of high-cost loans—a proxy for subprime loans—had any connection to
the law. Loans made by CRA-regulated lenders in the neighborhoods in which they
were required to lend were half as likely to default as similar loans made in the same
neighborhoods by independent mortgage originators not subject to the law.

Nonetheless, we make the following observation about government housing poli-
cies—they failed in this respect: As a nation, we set aggressive homeownership goals
with the desire to extend credit to families previously denied access to the financial
markets. Yet the government failed to ensure that the philosophy of opportunity was
being matched by the practical realities on the ground. Witness again the failure of
the Federal Reserve and other regulators to rein in irresponsible lending. Homeown-
ership peaked in the spring of 2004 and then began to decline. From that point on,
the talk of opportunity was tragically at odds with the reality of a financial disaster in

the making.
* % ok

WHEN THIS COMMISSION began its work 18 months ago, some imagined that the
events of 2008 and their consequences would be well behind us by the time we issued
this report. Yet more than two years after the federal government intervened in an
unprecedented manner in our financial markets, our country finds itself still grap-
pling with the aftereffects of the calamity. Our financial system is, in many respects,
still unchanged from what existed on the eve of the crisis. Indeed, in the wake of the
crisis, the U.S. financial sector is now more concentrated than ever in the hands of a
few large, systemically significant institutions.

While we have not been charged with making policy recommendations, the very
purpose of our report has been to take stock of what happened so we can plot a new
course. In our inquiry, we found dramatic breakdowns of corporate governance,
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profound lapses in regulatory oversight, and near fatal flaws in our financial system.
We also found that a series of choices and actions led us toward a catastrophe for
which we were ill prepared. These are serious matters that must be addressed and
resolved to restore faith in our financial markets, to avoid the next crisis, and to re-
build a system of capital that provides the foundation for a new era of broadly
shared prosperity.

The greatest tragedy would be to accept the refrain that no one could have seen
this coming and thus nothing could have been done. If we accept this notion, it will
happen again.

This report should not be viewed as the end of the nation’s examination of this
crisis. There is still much to learn, much to investigate, and much to fix.

This is our collective responsibility. It falls to us to make different choices if we
want different results.
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STATE OF FLORIDA
DEPARTMENT OF BANKING AND FINANCE
AND
OFFICE OF THE ATTORNEY GENERAL

v .

IN RE:
ACE CASH EXPRESS, INC. d/b/a o
ACE AMERICA’S CASH EXPRESS, DBF CASE NO.: 9177-F-9/02
/
SETTLEMENT AGREEMENT

The Florida Department of Banking and Finance, Division of Securities and Finance
(“DBF™), the Office of the Attorney General (““Attorney General”) and ACE Cash Express, Inc.
d/b/a ACE America’s Cash Express (“Respondent” or “ACE”) agree as follows:

1. JURISDICTION. DBF is charged with the administration of Chapter 516, 560,

and 687, Florida Statutes, and the Attorney General is charged with the administration of
Chapters 501, 559, 687, 895, and 896, Florida Statutes. This agreement applies to Florida
transactions only.

2. BACKGROUND.

Attorney General

a The Attorney General moved to intervene as plaihtiff in two civil cases
that were pending against ACE, contending that ACE had violated Chapters 501,
516, 559, 569, 687, 895, and 896, Florida Statutes, in connection with deferred
deposit check cashing services provided by ACE in Florida prior to April 2000.
Those cases are: Eugene R. Clement and Neil Gillespie and State of Flarida;
Office of the Attorney General, Department of Legal Affairs vs. ACE Cash
Express, Inc., Alternative Financial, Inc., JS of the Treasure Coast, Inc., Raymond

C. Hemmig, Donald H. Neustadt, Kay D. Zilliox, Ronald J. Schmitt, and unknown

FINAL 1
EXHIBIT
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entities and individuals, Consolidated Case No. 99 0973&, in the Circuit Court for
the Thirteenth Judicial District of Florida (the “Clement” case); and Belts v. Ace
Cash Exprel%s, 927 So.2d 294 (Fla. 5" DCA 2002), (the “Betts” case). DBF was
not a named party in either case.

b. ACE and the other defendants disagreed with the claims made by the
Plaintiffs and the Attorney General in each of those cases.

c. The Attorney General’s motion to intervene in the Betts case was denied.
d. In the Clement case, the individual Plaintifts’ claims were dismissed with
prejudice, leaving the Attorney General as the sole Plaintiff. The Attorney
General’s RICO claims were dismissed with prejudice and are subject of a
pending appeal before the Second District Court of Appeal of Florida styled State
of Florida, Office of the Atiorney General v. Zilliox, Case No. 2002-2340
(consolidated with Case No. 2002-3113). All of the claims asserted by the
Attorney General in the Clement case are to be settled pursuant to this
Agreement, with the Attorney General voluntarily dismissing their claims.

e. ACE and the individual defendants have denied and continue to deny that
they engaged in any wrongdoing, and this Agreement shall not constitute any
admission of any wrongdoi.ng or liability on the part of ACE or any of the
individual defendants.

f. The Attorney General and ACE wish to avoid the time and expense -

involved in further litigation.
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mbartment of Banking and Finance

g. Go]é‘ta National Bank, a national bank located in Goleta, California
(“Goleta™), has offered loans to residents of Florida since April 2000. ACE has
provided agency services to Goleta related to those loans in Florida. On October
25 and 28, 2002, ACE and Goleta entered into separate consent orders with the
Office of the Comptroller of the Currency of the United States (“OCC”), pursuant
to which Goleta agreed, among other things, to generally cease the origination,
renewal and rollover of its loans in Florida and ACE agreed, among other things,
to generally cease providing services to Goleta related to the origination, renewal
and rollover of such .Goleta loans, both by no later than December 31, 2002.
Goleta, ACE and the OCC agreed that the loans provided by Goleta and serviced
by ACE were made pursuant to 12 U.S.C. §85 and that the interest rate charged
by Goleta was permissible under the laws of the United Sfates for national banks
locéted in the State of California. DBF was not a party to the agreement between
Goleta, ACE, and the OCC.’

h. ACE also offers a bill paying service through which it offers to accept or
receive voluntary utility payments from its Florida customers and, for a fee,
electronically transmit the payment to the utility. The DBF has informed ACE
that to offer this ser\-/ice, ACE should be licensed as a Funds. Transmitter under
Part [1, Chapter 560, Florida Statutes. ACE disagrees with the position taken by
the DBF, but, to avoid the expense and uncertainty of litigation, ACE agreed to

file, and has pending with DBF, an application to act as a Funds Transmitter

LJ
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under Part I, Chapter 560, Florida Statutes. The DBF will issue that license, as
well as the license authorizing ACE to act as a Deferred Presentment Provider
under Part IV Chapter 560, Florida Statutes, on or before the effective date of this
Agreement. Ace agrees that future transactions involving the transmission of
funds will be governed by the provisions of Part I1, Chapter 560, Florida Statutes,
and ACE will comply with those provisions in all future transactions.

i. ACE is licensed with DBF as a Check Casher under Part III, Chapter 560,
Florida Statutes.

Purpose and Intent

J. The parties wish to resolve and to release any claims that were asserted, or
could have been asserted, or could be asserted, because of or arising from the
investigation, Iifigation, or regulatory review conducted by the DBF or the
Attorney General. |

k. The DBF agrees that ACE has fully cooperated with it in this matter.

L It is the intent of the parties that this agreement be implemented promptly,
and without injury or inconvenience to ACE customers.

m. It is the intent of the parties that DBF issue or renew any authorization or
license necessary for ACE to continue to offer services in Florida, including
deferreq presentment transactions, check cashing, bill paying, debit card
transactions, money c.>rders, wire transfers and other products that are autﬂorized
under Florida law.

n It is the intent of tﬁe parties that this agreement be implemented without

causing competitive disadvantage to ACE.



3. CONSIDERATION. ACE, the DBF, and the Attorney General agree as follows:

a. ACE will cease providing agent services to Goleta in connection with the
origination,l'renewal, or rollover of any Goleta loans in the State of Florida by
December 31, 2002. ACE may, however, continue to provide services to Goleta
related to the servicing and collection of Goleta loans originated, renewed, or
rolled over in the State of Florida before January I, 2003, subject to paragraph
3(g) below.

b. ACE has applied for, and DBF agrees to issue upon the issuance of the
final order contemplated by this agreement, a license with an effective date of
December 30, 2002, authorizing ACE to act as a Deferred Presentment Provider
under Part IV, Chapter 560, Florida Statutes. ACE agrees not to enter into any
deferred presentment trapsactions in Florida unless such deferred presentment
transactions are completed in accordance with Part IV, Chapter 560, Florida
Statutes. DBF agrees that ACE may act as a Deferred Presentment Provider under
Part IV, Chapter 560, Florida Statutes, and as a Funds Transmitter under Part II,
Chapter 560, Florida Statutes, between December 30, 2002 and the issuance of
the final order, provided that all such funds transmission and deferred presentment
transactions engaged in during this time period are otherwise completed in
accordance with Part II, Chapter 560, Florida Statutes, and Part IV, Chapter 560,
Florida Statutes. DBF agrees that this is consistent with the public interest and
will not constitute a violation of this Agreement or any applicable law, including
but not limited to, Chapters 501, 516, 559, 560, 687, 895 and 896, Florida

Statutes, or an Rules related to those statutes.
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C. ACE represents and warrants that it has obtained fhe consent of Goleta so
that no Goleta loans entered into before the effective date of this Agreement will
be extended (except for the customers’ five-day extension options that are part of
the terms of outstanding loans) or converted, without full payment by the Goleta
loan customers, to any other type of transaction. Where applicable, ACE agrees
that it will not offer deferred presentment services to a Goleta loan customer
uriless that customer’s Goleta loan is repaid or cancelled in accordance with
paragraph 3(g)-below. DBF agrees that the continued services provided under
the Goleta loan program authorized by this subparagraph and by paragraph 3(a)
above are consistent with the public interest and will not constitute a violation of
this Agreement or any applicable law, including but not limited to, Chapters 501,
516, 559, 560, 687, 895 31|1d 896, Florida Statutes, or any Rules related to those
statutes.

d. DBF agrees to issue to ACE licenses pursuant to Part II, Chapter 560,
Florida Statutes, and Paﬁ IV, Chapter 560, Florida Statutes, with an effective date
of December 30, 2002 upon the issuance of the final order contemplated in this
Agreement. ACE and the DBF agree that, until the issuance of the final order
contemplated in this agreement, ACE will continue to offer its bill paying service
in order to avoid injury to those customers who rely on that service. DBF and the
Attorney Ge:r—leral agree that continuing to offer that service is consistent with the
public interest and wiill not constitute a violation of this Agreement or any
applicable law, inclqding but not limited to, Chapters 501, 516, 559, 560, 687,

895, and 896, Florida Statutes, or any Rules related to those statutes.
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e. DBF acknowledges that no additional information is needed from ACE for
it to issue the licenses contemplated by this Agreement.

f ACE‘. agrees to pay a total of $500,000 in settlement and for issuance by
DBEF of authorizations, licenses, or other approvals necessary for ACE to continue
in business in Florida, and for the releases in paragraphs 7 and 8 below. Of the
$500,000 total settlement, ACE has agreed to pay $250,000 to the DBF
Regulatory Trust Fund in full satisfaction of all attorney’s fees, costs, and other
expenses incurred by the DBF in connection with this matter and, ACE has agreed
to deliver to the Attorney General, a contribution of $250,000 to the Florida State
University College of Law in full satisfac;ion of all attorney’s fees, costs and
other exbenses incurred by the Attorney General in connection with this matter.
These amounts will be pgid by check, and will be delivered to the DBF or the
Attorney General upon entry of the Final Order as provided for herein.

g. ACE represents and warrants that it has obtained the consent of Goleta so
that loans that are delinquent as of October 1, 2002, and remain unpaid as of the
effective date of this agreement, from customers who engaged in Goleta loan
transactions commenced or originated before October 1, 2002 in Florida
(collectively, the “Goleta Loan Customers”) need not be repaid, and the debt
owed to Goleta from Goleta Loan Customers will be cancelled.

h. If Goleta, either directly or through ACE, its ag;nt, has notified a credit-
reporting agency of a Goleta Loan Customer’s delinquent debt to Goleta, then
ACE represents and warrants that it has obtained the consent of Goleta for ACE to

notify the credit agency that the delinquent amount has been cancelled. -



FINAL

i. In addition to the amount specified in paragraph 3(0 above, ACE will pay
up to $15,000 for an independent audit of the loan cancellations provided in
paragraph 3(g) above, the credit reporting notifications provided in paragraph _3
(h) above, and verification of compliance with the transition from the Goleta loan
product to the state licensed product contemplated in paragraph 3(b) and 3(c)
above. DBF will select the independent auditor , after consultation with ACE.
The independent auditor selected will be required to report to the DBF within 90

days of the selection.

j- The entry of a Final Order by DBF in the form of the Attachment to this
agreement.
k. Within 10 days after the entry of the final order contemplated herein, the

Attorney General will digmiss with brejudice its lawsuit, Eugene R. Clement and
Neil Gillespie and State of Florida, Office of the Attorney General, Department of
Legal Affairs vs. ACE Cash Express, Inc., Alternative Financial, Inc., JS of the .
Treasure Coast, Inc., Raymond C. Hemmig, Donald H. Neustadt, Kay D. Zilliox,
Ronald J. Schmitt, and unknown entities and iudividuals, Consolidated Case No.
99 09730, in the Circuit Court for the Thirteenth Judicial District of Florida, as to
all defendants. |

L. Within 10 days after the entry of the final order contemplated in 3(j)
above, the Attorney General will dismiss with prejudice its appeal of any orders in
the Clement case litigation, including State of Florida, Office of the Attorney
General v. Zilliox, Case No. 2002-2240 and State of Florida, Office of the

Attorney General v, Alternative Financial, Inc., Case No. 2002-3113.



4, CONSENT. Without admitting or denying any wrongdoing, Respondent
consents to the issuance by the DBF of a Final Order, in substantially the form of the attached
Final Order, which incorpdrates the terms of this Agreement.

S. FINAL ORDER. The Final Order incorporating this Agreement is issued

pursuant to Subsection 120.57(4), Florida Statutes, and upon its issuance shall be a final
administrative order.
6. WAIVERS. Respondent knowingly and voluntarily waives:
a. its right to an administrative hearing provided for by Chapter 120, Florida
Statutes, to contest the specific agreements included in this Agreement;
b. any requirement that the Final Order incorporating this Agreement contain
separately stated Findings of Fact and Conclusions of Law or Notice of Rights;
C. its right to the isspance of a Recommended Order by an administrative law
judge from the Division of Administrative Hearings or from the DBF;
d. any and all rights to object to or challenge in any judicial proceeding,
including but not limited to, an appeal pursuant to Section 120.68, Florida
.. Statutes, any aspect, provision or requirement concerning the content, issuance,

procedure or timeliness of the Final Order incorporating this Agreement; and
e. any causes of action in law or in equity, which Respondent may have
arising out of the specific matters addressed in this agreement. DBF for itself and
the DBF Released Parties, accepts this release and waiver by Respondent without
in any way acknowledging or admitting that any such cause of action does or may
exist, and DBF, for itself and the DBF Released Parties, expressly denies that any

such right or cause of action does in fact exist.
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7. ATTORNEY GENERAL RELEASE. The Attorney General, for himself and

his predecessors, successors and assigns, hereby waives, releases and forever discharges ACE, its
predecessors, successors, a{’ﬁliates, subsidiaries and parent corporations, shareholders, directors,
officers, attorneys, employees, agents, franchisees and assigns, and Goleta, and its predecessors,
successors, affiliates, subsidiaries and parent corporations, shareholders, directors, officers,
attorneys, employees, agents, franchisees and assigns (collecti,veiy, the “ACE Released Parties”),
from any and all claims, demands, causes of action, suits, debts, dues, duties, sums of money,
accounts, fees, penalties, damages, judgments, liabilities and obligations, both contingent and
fixed, known and unknown, foreseen and unforeseen, anticipated and unanticipated, expected
and unexpected, related to or arising out of Goleta’s or ACE’s operations in Florida prior to the
effective date of this agreement. This release includes, but is not limited to, any claims related to
any loans made, renewed, or rolled over by Goleta in Florida and any services provided by ACE
or its franchisees related thereto, any claims related to any violation of Chapters 501, 516, 559,
560,687, 772, 895 and 896, Florida Statules, any claims related to check cashing services
provided prior to the effective date of Part IV, Chapter 560, Florida Statutes, and any claims
rélated to any licensing requirements for the services provided by ACE to its customers in
Florida prior to the effective date of this agreement. Without limiting the generality of the .
foregoing, this release also includes all claims asserted or that could have been or could be
asserted against the parties named as defendants or that could have been named as defendants in
Eugene R. Clement and Neil Gillespie and State of Florida, Office of the Attorney General, -
Depértment of Legal Affairs vs. ACE Cash Express, Inc., Alternative Financial, Inc., JS of the
Treasure Coast, Inc., Raymond C. Hemmig, Donald H. Neustadt, Kay D. Zilliox, Ronald J.

Schmitt, and unkmown entities and individuals, Consolidated Case No. 99 09730. ACE, for itself
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and on behalf of the ACE Released Parties, accepts this release and waiver by the Attorney
General without in any way acknowledging or admitting that any such cause of action does or
may exist, and ACE, for itgelf and on behalf of the ACE Released Parties, expressly denies that
any such right or cause of action does in fact exist. Respondent hereby waives, releases and
forever discharges the Attorney General and his respective employees, agents, and
representatives (collectively, the “Attorney General Released Parties™) from any causes of action
in law or in equity, which Respondent may have arising out of the specific matters addressed in
this agreement. The Attorney General, for themselves and the Attorney General Released
Parties, accept this release and waiver by Respondent without in any way acknowledging or
admitting that any such cause of action does or may exist, the Attorney General, for himself and
the Attorney General Released Parties, expressly deny that any such right or cause of action does
in fact exist.

L4

8. DEPARTMENT OF BANKING AND FINANCE RELEASE. The DBF, for

itself and its predecessors, successors and assigns, hereby waives, releases and forever
discharges ACE and its predecessors, successors, subsidiaries and parent corporations,
shareholders, directors, officers, attorneys, employees, agents, franchisees and assigns, and -
Goleta, and its predecessors, successors, affiliates, subsidiaries and parent corporations,
shareholders, directors, officers, attorneys, employees, agents, franchisees and assigns
(collectively, the “ACE Released Parties”), from any and all claims, demands, causes of action,
suits, debts, dqes, duties, sums of money, accounts, fees, pvenalties, damages, judgments,
liabilities and obligations, both contingent and fixed, known and unknown, foreseen and
unforeseen, anticipated and unanticipated, expected' and unexpected, related to or arising out of

the conduct of ACE and/or Goleta in connection with the offering of deferred presentment
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services or loans in Florida, where such conduct occurred prior to the effective date of this
Agreement.. This release includes, but is not limited to, any claims related to any loans made,
renewed, or rolled over by Goleta in Florida and any services provided by ACE or its franchisees
related thereto, any claims related to any violation of Chapters 501, 516, 559, 560,687, 772, 895
and 896, Florida Statutes, any claims related to check cashing services provided prior to the
effect.ivé date of Part IV, Chapter 560, Florida Statutes, and any claims related to any licensing
requirements for the services provided by ACE to its customers in Florida prior to the effective
date of this Agreement. ACE, for itself and on behalf of the ACE Released Parties, accept this
release and waiver by the Attorney General and the DBF without in any way acknowledging or
admitting that any such cause of action does or may exist, and ACE, for itself and on behalf of
the ACE Released Parties, expressly denies that any such right or cause of action does in fact
exist. .

9, EXCLUSION. This release does not include any claims under Chapter 560,
Florida Statutes, against franchisees of ACE related to deferred presentment transactions
engaged in after the effective date of Part 1V, Chapter 560, Florida Statutes, uniess such
transactions were under the Goleta loan program.

10. ATTORNEYS’ FEES. Each party to this Agreement shall be solely responsible

for its separate costs and attorneys’ fees incurred in the prosecution, defense or negotiation in
this matter up to entry of the Final Order incorporating this Agreement and the dismissals by the
Attorney General provided for in 3 (k) and 3 (I) above.

11.  EFFECTIVE DATE. The effective date of this agreement is December 30, 2002.

12. FAILURE TO COMPLY. Nothing in this Agreement limits Respondent’s right

to contest any finding or determination made by DBF or the Attorney General concerning
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Respondent’s alleged failure to comply with any of the terms and provisiéns of this Agreement
or of the Final Order incorporating this Agreement.

WHEREFORE, in wnsid§ralion of the foregoing, DBF, the Attorney General, and ACE
execute this Agreement on the dates indicated below.

DEPARTMENT OF BANKING AND FINANCE

By: o"“ﬂ‘h\’(— Date: ¢2 | 3002

DON SAXON
Division Director

OFFICE OF T TTORNEBY GENERAL

By: 19, Date: DJ?D/C”—
RICHARD DORAN, Attorney General

ACE CASH EXPRESS, INC.,d/b/a ,
ACE AMERICA’S CASH EXPRESS

By: : ~ Date:
ERIC C. NORRINGTON
Vice President

STATE OF FLORIDA
COUNTY OF

BEFORE ME, the undersigned authority, personally appeared .
as of ACE CASH EXPRESS, INC., d/b/a ACE AMERICA’S CASH

EXPRESS, who is personally known to me or who has produced

as identification, and who, after being duly sworn, states that he
has read and understands the contents of this Agreement and voluntarily executed the same on
behalf of ACE CASH EXPRESS, INC., d/b/a ACE AMERICA’S CASH EXPRESS.
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Respondent’s alleged failure to comply with any of the terms and provisions of this Agreement
or of the Final Order incorporating this Agreement.

WHEREFORE, in consideration of the foregoing, DBF, the Attomey General, and ACE
execute thi§ Agreement on ';he dates indicated below.
DEPARTMENT OF BANKING AND FINANCE

By: Date:

DON SAXON
Divisian Director

OFYICE OF

[/ 3wjon

By: Date:

RICHARD DORAN, Attorney General

ACE CASH EXPRESS, INC., d/b/a
ACE AMERICA’S CASH EXPRESS*

By: N;C A Date: 2 z 3°/ oL
. ERIC C. NQRRINGTON
Vice President .

STATE OF FLORIDA
COUNTY OF

BEFORE ME, the undersigned authority, personally appeared >
as of ACE CASH EXPRESS, INC., d/b/a ACE AMERICA’S CASH

EXPRESS, who is personally known to me or who bas produced
as identification, and who, after being duly sworn, states that he

has read and understands the contents of this Agreement and voluntarily executed the same on
behalf of ACE CASH EXPRESS, INC., d/b/a ACE AMERICA'S CASH EXPRESS.
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SWORN AND SUBSCRIBED before me this day of , 2002,

NOTARY PUBLIC
State of Florida

Print Name:

My Commission No.:
My Commission Expires:
(SEAL)
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ACE Cash Express, Inc.
1231 Greenway Drive #600

Irving, Texas 75038

A CE  (972) 550-5000 -
INVOICE
NUMBER DATE COMMENT GROSS DEDUCTION AMOUNT PAID
12/23/02 12/23/02 Settiement 250,000.00 250,000.00
»
PAYMENT ADVICE
WELLS FARGO BANK

A-C-

ACE Cash Express, Inc.
1231 Greenway Drive #600
Irving, Texas 75038

Amencas Casw Exmeesse (9 72) 55 0'5 000

PAY Two Hundred Fifty Thousand  00/100 dollarg®** =¥ rrsmiaminmismire

wmeen 005132

DATE AMOUNT

12/19/02 Jremimnint250,000.00

TO THE ORDER OF
Flordia State University College of Law
425 West Jefferson Street Two Signatures Bequirpd Over $5,000.00
Tallahassee, FL 32306 ;s /%/ /M
. Q{n AFTER 120 DAYS )

ro0s5 L3 e

Lai30LTB70L?59 E300OSA8
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IN THE CIRCUIT COURT OF THE THIRTEENTH JUDICIAL CIRCUIT
IN AND FOR HILLSBOROUGH COUNTY, FLORIDA

GENERAL CIVIL DIVISION

NEIL J. GILLESPIE,

Plaintiff, CASE NO.: 05-CA-7205
VSs.

RECEIVED
BARKER, RODEMS & COOK, P.A., DIVISION: G
a Florida corporation; WILLIAM
). COOK. NGV 1 0 2010
CLERK OF CIRCUIT COUR
Defendants. / HILLSBOROUGH COUNTY FTL

PLAINTIFE’S 4TH MOTION TO DISQUALIFY JUDGE MARTHA J. COOK

1. Plaintiff pro se Gillespie moves to disqualify Circuit Court Judge Martha J. Cook
as trial judge in this action pursuant to chapter 38 Florida Statutes, Rule 2.330, Florida
Rules of Judicial Administration, and the Code of Judicial Conduct.

2. This motion is timely and made within ten days of the date Gillespie discovered
the grounds for disqualification pursuant to Rule 2.330(e), Fla.R.Jud. Admin.

Disclosure under Rule 2.330(c)(4), Fla.R.Jud. Admin_

3. Pursuant to Rule 2.330(c)(4), a motion to disqualify shall include the dates of all
previously granted motions to disqualify filed under this rule in the case and the dates of
the orders granting those motions. This information is attached. (Exhibit 1)

Disqualification Mandated by Code of Judicial Conduct, Canon 3E(1)

4. Canon 3E(1) provides that a judge has an affirmative duty to enter an order of
disqualification in any proceeding “in which the judge's impartiality might reasonably be

questioned.” The object of this provision of the Code is to ensure the right to fair trials
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and hearings, and to promote confidence in a fair and independent judiciary by avoiding
even the appearance of partiality.

Introduction
5. On Monday November 1, 2010 Gillespie attempted to close his checking account
at the Community Bank of Manatee in Tampa and learned his account had been flagged.
William H. Sedgeman, Jr. Chairman & CEO of the bank was present and removed the
hold so the account could be closed. Mr. Sedgeman is the husband of Judge Cook. Since
the bank apparently had Gillespie under special surveillance he investigated further. On
November 4, 2010 the Division of Elections provided Gillespie Judge Cook’s Form 6
public disclosure of financial interests for the year 2007 that showed the Judge owned a
beneficial interest in Community Bank of Manatee, information the Judge failed to
disclose September 28, 2010 when Gillespie moved to disqualify based on a financial
relationship with her husband. On November 5, 2010 Gillespie obtained a copy of the
bank’s Consent Order with the FDIC and OFR. The bank lost millions of dollars and
almost failed in 2009. On Monday November 8, 2010 the Florida Commission on Ethics
provided Gillespie Judge Cook’s Form 6 for the years 2008 and 2009. Since 2007 Judge
Cook’s net worth has declined by almost half and she is essentially insolvent. In addition
the bank has not fully complied with the Consent Order. The bank also sold a majority
interest to a foreign entity. All this and more shows Judge Cook must be disqualified for
bias and conflict under Canon 3E(1) which provides that a judge has an affirmative duty
to enter an order of disqualification in any proceeding “in which the judge's impartiality
might reasonably be questioned.” Finally, the events described in this motion call into

question Judge Cook’s fitness to serve as a judge in the State of Florida.
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6. The forgoing information in paragraph 5 shows the following facts sufficient
to produce a reasonable fear that Gillespie cannot obtain a fair trial or hearing before
Judge Cook because the Judge's impartiality might reasonably be questioned:

a. Gillespie was under special surveillance by Judge Cook’s bank and husband.

b. Judge Cook failed to disclose a conflict with Gillespie September 28, 2010.

c. Judge Cook’s personal and business financial affairs violate the Code of
Judicial Conduct for the State of Florida.

d. Judge Cook has a conflict of interest presiding over matters involving financial
institutions and related transactions.

Gillespie’s Financial Relationship With Community Bank of Manatee

7. Gillespie banked at the Tampa branch of Community Bank of Manatee located in
his old neighborhood. Stephanie Zambrana at the Tampa branch referred Gillespie to the
bank’s mortgage specialist Christine Palese since Gillespie’s family home is facing
foreclosure on a reverse mortgage due to the death of his mother last year.

8. Gillespie called Ms. Palese August 20, 2010 but did not qualify for a conventional
mortgage. Ms. Palese advised Gillespie about his current situation and they decided his
best bet was to enforce the terms of the current reverse mortgage. Ms. Palese also said
Gillespie could make a complaint against the bank involved to the Office of the
Comptroller of the Currency (OCC). US Senator Bill Nelson previously contacted the
OCC on his behalf and Gillespie’s discussed the response of the OCC with Ms. Palese.
0. August 23, 2010 Gillespie wrote Ms. Palese and thanked her for speaking with
him and provided copies of the reverse mortgage documents. Gillespie asked Ms. Palese

if he should appeal to the OCC or make an online complaint.
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10.  August 31, 2010 Gillespie called Ms. Palese to discuss his letter of August 23rd
but she was busy and he unilaterally made an appeal to the OCC.

11. Gillespie had a financial relationship with Community Bank of Manatee and it
owed him a fiduciary duty.

Gillespie Under Special Surveillance by Judge Cook’s Bank and Hushand

12.  On Monday November 1, 2010 Gillespie attempted to close his checking account
at the Tampa branch of Community Bank of Manatee and learned his account was
flagged. Other than his initial $50 cash deposit to open the checking account there were
no other transactions on the account.

13. Bank teller Jennifer informed Gillespie that when she accessed his account on the
bank’s computer she was puzzled by a note on the account to contact Maria Luna at the
bank’s headquarters in Lakewood Ranch, Florida. Jennifer telephoned Ms. Luna but was
unable to reach her. Meanwhile Gillespie was unable to close his account. Jennifer then
left the teller window to speak with William H. Sedgeman, Jr. Chairman & CEO of the
bank. Mr. Sedgeman personally authorized Jennifer to close Gillespie’s account.

14.  After obtaining special authorization to access Gillespie’s account Jennifer
completed a “closing account worksheet” that Gillespie signed. Jennifer then provided
Gillespie the $50 closing balance in cash. Gillespie thanked Jennifer and left the bank.
15.  The next day Gillespie telephoned Ms. Luna to learn why his account was
flagged. He spoke with Mary Beth who said Ms. Luna was unavailable. Mary Beth was
also puzzled by the note on the account to contact Maria Luna. Mary Beth told Gillespie

she “doesn’t see what would have triggered that” and would have Ms. Luna cal