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UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

SECURITIES AND EXCHANGE #s.6v09-039 94 VBF

COMMISSION,
. COMPLAINT FOR VIOLATIONS
Plaintiff, OF THE FEDERAL SECURITIES
vs LAWS
' DEMAN

ANGELO MOZILO, DAVID SAMBOL, D FOR JURY TRIAL _
AND ERIC SIERACKI,

Defendants.
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Plaintiff Securities and Exchange Commission (“Commission”) alleges as

follows:
JURISDICTION AND VENUE

1. This Court has jurisdiction over this action pursuant to Sections 20(b),

'20(d)(1), 20(e) and 22(a) 6f the Securities Act of 1933 (“Securities Act”), 15
U.S.C. §§ 77t(b), 77t(d)(1), 77t(e), and 77v(a), and Sections 21(d)(1), 21(d)(2),

21(d)(3)(A), 21(e), and 27 of the Securities Exchange Act of 1934 (“Exchange
Act”), 15 U.S.C. §§ 78u(d)(1), 78u(d)(2), 78u(d)(3)(A), 78u(e) & 78aa.
Defendants have directly or indirectly made use of the means or instrumentalities
of interstate commerce, of the mails, or of the facilities of a national securities

exchange in connection with the transactions, acts, practices and courses of

|| business alleged in this complaint.

2. Venue is proper in this district pursuant to Section 22(a) of the

{| Securities Act, 15 U.S.C. § 77v(a), and Section 27 of the Exchange Act, 15 U.S.C.

§ 78aa, because defendants reside and transact business within this district and
certain of the transactions, acts, practices and courses of conduct constituting
Violatiéns of the federal securities laws alleged in this complaint occurred within
this district.

SUMMARY

3. This matter involves a disclosure fraud by the three most senior
executives of Countrywide Financial Corporation, a mortgage lender formerly

based in Calabasas, California, and insider trading by Countrywide’s former

| chairman of the board and chief executive officer, Angelo Mozilo.

4. From 2005 through 2007, Mozilo, along with David Sambol, chief
operating officer and president, and Eric Sieracki, chief financial officer, held
Countrywide out as primarily a maker of prime quality mortgage loans,
qualitatively different from competitors who engaged primarily in riskier lending.
To support this false characterization, Mozilo, Sieracki, and Sambol hid from
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investors that Countrywide, in an effort to increase market share, engaged in an
unprecedented expansion of its underwriting guidelines from 2005 and into 2007.
Specifically, Countrywide developed what was referred to as a “supermarket”
strategy, where it attempted to offer any product that was offered by any
competitor. By the end of 2006, Countrywide’s underwriting guidelines were as
wide as they had ever been, and Countrywide was writing riskier and riskier loans.
Even these expansive underwriting guidelines were not sufficient to support
Countrywide’s desired growth, so Countrywide wrote an increasing number of
loans as “exceptions” that failed to meet its already wide underwriting guidelines
even though exception loans had a higher rate of default.

5.  Countrywide was more dependent than many of its competitors on
selling loans it originated into the secondary mortgage market, an important fact it
disclosed to investors. But Mozilo expected that the deteriorating quality of the
loans that Countrywide was writing, and the poor performance over time of those
loans, would ultimately curtail the company’s ability to sell those loans in the
secondary mortgage market. Mozilo and the company’s chief risk officer warned
Sambol and Sieracki about the increased risk that Countrywide was assuming.
Thus, each of the defendants was aware, but failed to disclose, that Countrywide’s
current business model was unsustainable.

6.  Mozilo, Sambol, and Sieracki were responsible for Countrywide’s
fraudulent disclosures. From 2005 through 2007, these senior executives misled
the market by falsely assuring investors that Countrywide was primarily a prime
quality mortgage' lender which had avoided the excesses of its competitors.
Countrywide’s Forms 10-K for 2005, 2006, and 2007 falsely represented that
Countrywide “manage[d] credit risk through credit policy, underwriting, quality
control and surveillance activities,” and the 2005 and 2006 Forms 10-K falsely
stated that Countrywide ensured its continuing access to the mortgage backed

securities market by “consistently producing quality mortgages.”
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7. Infact, the credit risk that Countrywide was taking was so alarming to
Mozilo that he internally issued a series of increasingly dire assessments of various
Countrywide loan products and the risks to Countrywide in continuing to offer or

hold those loans, while at the same time he, Sambol, and Sieracki continued to

‘make public statements obscuring Countrywide’s risk profile and attempting to

| differentiate it from other lenders. In one internal email, Mozilo referred to a

particularly profitable subprime product as “toxic,” and in another he stated that

the company was “flying blind,” and had “no way” to predict the performance of

(its heralded product, the Pay-Option ARM loan. Mozilo believed that the risk was

so high and that the secondary market had so mispriced Pay-Option ARM loans
that he repeatedly urged that Countrywide sell its entire portfolio of those loans.
Despite their awareness of, and Mozilo’s severe concerns about, the increasing risk
Countrywide was undertaking, Mozilo, Sambol, and Sieracki hid these risks from
the investing public.

8. Defendants misled investors by failing to disclose substantial negative
information regarding Countrywide’s loan products, including:

e the increasingly lax underwriting guidelines used by the company in
originating loans;

e the company’s pursuit of a “matching strategy” in which it matched the
terms of any loan being offered in the market, even loans offered by
primarily subprime originators;

o the high percentage of loans it originated that were outside its own already
widened underwriting guidelines due to loans made as exceptions to
guidelines;

e Countrywide’s definition of “prime” loans included loans made to
borrowers with FICO scores well below any industry standard definition
of prime credit quality;

e the high percentage of Countrywide’s subprime originations that had a
loan to value ratio of 100%, for example, 62% in the second quarter of
- 2006; and
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e Countrywide’s subprime loans had significant additional risk factors,
beyond the subprime credit history of the borrower, associated with
increased default rates, including reduced documentation, stated income,
piggyback second liens, and LTVs in excess of 95%.

Mozilo, Sambol, and Sieracki knew this negative information from numerous
reports they regularly received and from emails and presentations prepared by the
company’s chief credit risk officer. Defendants nevertheless hid this negative
information from investors.

9. During the course of this fraud, Mozilo engaged in insider trading in
Countrywide’s securities. Mozilo established four sales plans pursuant to Rule
10b5-1 of the Securities Exchange Act in October, November, and December 2006
while in possession of material, non-public information concerning Countrywide’s
increasing credit risk and the risk that the poor expected performance of
Countrywide-originated loans would prevent Countrywide from continuing its
business model of selling the majority of the loans it originated into the secondary
mortgage market. From November 2006 through August 2007, Mozilo exercised
over 5.1 million stock options and sold the underlying shares for total proceeds of
over $139 million, pursuant to 10b5-1 plans adopted in late 2006 and amended in
early 2007.

DEFENDANTS
10.  Angelo Mozilo, age 70, is a resident of Thousand Oaks, California.

| Mozilo was a founder of Countrywide and was its chairman and chief executive

officer (“CEO”) from its formation in 1969 until Countrywide was acquired by
Bank of America in 2008. |
~11. David Sambol, age 49, is a resident of Hidden Hills, California. He

{| was Countrywide’s president and chief operating officer (“COO”) from September

2006 until its acquisition by Bank of America in 2008. Sambol was Countrywide’s
executive managing director, business segment operations from April 2006 until

September 2006, and executive managing director and chief of mortgage banking
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and capital markets from January 2004 until April 2006. Sambol was a member of

the Countrywide board of directors from 2007 until July 2008. Sambol also held

‘executive positions at certain Countrywide subsidiaries, including Countrywide

Bank.

12. Eric Sieracki, age 52, is a resident of Lake Sherwood, California.
Sieracki was Countrywide’s chief financial officer (“CFO”) from the first quarter
of 2005 until its acquisition by Bank of America in 2008.

RELATED PARTY

13. Countrywide Financial Corporation, a Delaware corporation, was a
mortgage lender based in Calabasas, California. During all times relevant to this

complaint, its stock was registered pursuant to Section 12(b) of the Exchange Act
and was listed on the New York Stock Exchange, and, until the demise of the

Pacific Stock Exchange, it was listed on that Exchange as well. On July 1, 2008,

1| Countrywide merged with Bank of America and is now a wholly owned subsidiary

of Bank of America. Countrywide’s remaining operations and employees have
been transferred to Bank of America, and Bank of America ceased using the
Countrywide name in April 2009. On July 1, 2008, the NYSE filed a Form 25 to

‘|| deregister and delist Countrywide’s common stock, and on July 22, 2008

Countrywide filed a Form 15 deregistering its common stock under Section 12(g)
of the Exchange Act.
FACTS

14. From 2005 through 2007, in Countrywide’s periodic filings with the
Commission and in other public statements, Mozilo, Sambol, and Sieracki held
Countrywide out as primarily a maker of prime quality mortgage loans,
qualitatively different from competitors who engaged primarily in riskier lending.
To support this false characterization, the proposed defendants hid from investors

that Countrywide was engaged in an effort to increase market share and sustain
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/

revenue generation through unprecedented expansions of its underwriting
guidelines, taking on ever-increasing credit risk.

A. Countrywide’s Business

15.  Countrywide originated, sold, and serviced both prime and subprime
(which Countrywide’s periodic filings referred to as “nonprime”) mortgage loans.
By 2005, Countrywide was the largest U.S. mortgage lender in the United States,
originating over $490 billion in mortgage loans in 2005, over $450 billion in 2006,
and over $408 billion in 2007. Countrywide recognized pre-tax earnings of $2.4
billion and $2 billion in its loan production divisions in 2005 and 2006,
respectively, and a pre-tax loss of $1.5 billion in its loan production division in
2007.

16. Countrywide pooled most of the loans it originated and sold them in
secondary mortgage market transactions. Countrywide sold the pooled loans either
through whole loan sales or securitization. In whole loan sales, Countrywide sold
the loans to investors and recorded gains on the sales. In securitizations,
Countrywide sold interests in the pooled loans, i.e., mortgage-backed securities.
Countrywide’s loan sales were run out of its capital markets division. In 2005,
Countrywide reported $451.6 million in pre-tax earnings from capital market sales,
representing 10.9% of its pre-tax earnings; in 2006, it recognized $553.5 million in
pre-tax earnings from that division, representing 12.8% of its pre-tax earnings, and
in 2007 it recognized a mere $14.9 million in pre-tax earnings from that division,
reporting a pre-tax loss overall.

17.  Historically, Countrywide’s primary business had been originating
prime conforming loans that were saleable to the Government Sponsored Entities
(“GSEs”). In the fiscal years 2001, 2002, and 2003, Countrywide’s prime

conforming originations were 50%, 59.6%, and 54.2% of its total loan originations,

A re‘spectively. In 2003, United States residential mortgage production reached a

|lrecord level of $3.8 trillion. Countrywide experienced record earnings in that year,
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withnet earnings of $2.4 billion, an increase of $1.5 billion, or 182%, over 2002.

In 2004, in a market where originations were declining overall, Countrywide

'maintained net earnings of $2.1 billion, and increased its market share from 11.4%

to 12.7%.
18. Countrywide achieved this result in large part by moving away from
its historical core business of prime mortgage underwriting to aggressively

matching loan programs being offered by other lenders, even monoline subprime

lenders. As aresult, as reported in Countrywide’s periodic filings and reflected in

the chart below, in 2004, 2005, and 2006, Countrywide wrote more non-

conforming, subprime, and home equity loans than in any prior period:

/

2001 (2002 |2003 2004 |[2005 |2006

Prime ,
Conforming | 50% 59.6% |54.2% |38.2% |32% 31.9%

Prime Non-
Conforming | 16.5% |24.5% |31.4% |38.7% |47.2% |45.2%

Home
Equity 6.8% 14.6% [42% [85% 19.0% [10.2%
Nonprime
(Subprime) |7.8% |3.7% 14.6% |11.0% [89% |8.7%

FHA/VA 189% |[7.6% |5.6% [3.6% |2.1% |2.8%
‘Commercial [ 0.0% [0.0% [0.0% [0.0% [08% |1.2%

19. In 2004, Countrywide’s reported production of conventional

| conforming loans dropped to 38.2%, its production of subprime loans had risen to

11%, its production of home equity loans had risen to 8.5%, and its production of

conventional non-conforming loans had risen to 38.7%. By 2006, Countrywide

had turned its prior business model on its head: a mere 31.9% of its originations

were conforming, 45.2% were non-conforming, 8.7% were subprime, and 10.2%

were home equity.
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