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Plaimiffs Mary Alston, Kevin Collier and Derrick Saddler (*Plaintiffs”), an

behalf of themselves and a class ;if all others similarly situated, allege as follows:
| INTRODUCTION

1. Countrywide Financial Corporation, including certain participating
subsidiaries (referred to herein collectively as “Counwrywide ” or the “Company™), a
home morigage lender, has violated the Real Estate Settlement Procedures Act of
1974 (“RESPA") wegal referral payments in the form of reinsurance
premiums funneled through Balboa Remsurance Company (“Balbea”), its wholly-
owned subsidiary or “captive” reinsurer,

2. Thisis a proposed national class action brought by Plaintiffs on behalf
of themselves and a class of all other similarly situated homeowners who obtained
residential morigage loans thraugh Countrywide or any of its subsidiaries and paid
for private mortgage insurance issued by insurers with whom Countrywide had
captive reinsurance arrangements.

3. Homeowners who buy a home with less than a 20% down payment are
typically required 10 pay for private mortgage inswance. Private morigage insurance
protects the lender in the event of a defanlt by the borrower. The premium is paid by
the borrower and is usually collected by the lender with the borrower’s monthly

payments. Borrowers typically have no opportunity to comparison-shop or select the
private mortgage insurer.

4. . Section 2607 of RESPA prohibits lenders from accepting kickbacks or
referral fees from any person providing a real estate sentlement service, including
providers of privaie mortgage insurance. Thus, a lender cannot legally accepr a
referyal fee from the insurer issuing the private mortgage insurance policy on the
barrower’s home.

5. Couptrywide has attempted to circumvent RESPA’s prahibition against
accepting kickbacks and unearned fees by arranging for the private mortgage insurer
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to pay an excessive portion of borrowers’ private mortgage insurance prenviums io
i1s subsidiary—Balboa—in the form of purparred reinsurance premiums.

6.  While these payments to Countrywide’s wholly-owned subsidiary were
purportedly for “reinsurance” services, Balhoa received these payments while
assuming very linle or no actual risk. Since 1999, Counrrywide's captive reinsurer
has received nearly $677 million from leading primary mortgage insurers as its
“split” of borrowers’ mortgage insurance premiums--$178 million in 2005 slone. In
stark contrast, its actual insurance josses as reflecred in the toral amount of claims
paid with respect to such premiums were zera. In other words, the mitlions of
dollars collected by Countrywide through its captive reinsurance arrangements far
exceeded the value of any seryices rendered.

7. This scheme constifures disguised, unlawful referral fees in violation of
RESPA's anti-kickback provisions, as well as a violation of RESPA’s ban on

accepting a percentage of seitlement-service fees other than for services actually
performed.

J DICTION AND 1E
~ 8. This Court has subject matter jurisdiction over this action pursuans to 28
US.C. §§ 1331 and 1367 and 12 11.8.C. § 2614. |
9. Venue is proper in this district under 28 U.S.C. § 1391(b) because
Defendants reside in this dismict, a substantial part of the evenis giving rise to the
claims occurred in this district and/or the real property involved in one or more of
Plaintiffs’ mortgage loan transaction is located in this district.
| PARTIES
Plaintiifs
10.  Piaimiff Mary Alston resides in Pennsylvania. Plaintiff Alston obtained
3 residential mortgage loan from"C'oumrywide it April of 20035 for the purchase of a
home, with 2 downpayment of less than 20%, and was required to pay for primary
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mortgage insurance. Plaintiff Alston paid for primary mortgage insurance from an
insurer with whom Countrywide had & captive reinsurance arrangeimeny.

11.  Plaintiff Kevin Collier resides in Warminster, Pennsyivania. Flaintiff
Collier obtained a residential morigage loan from Countrywide in February of 2006
for the purchase of a hame, with a2 downpayment of less than 20%, and was required
to pay for primary mortgage insurance. Plaintiff Collier paid for primary mortgage
insurance from an insurer with whom Counirywide had a capiive reigsurance
arrangement.

12.  Plaintff Derrick Saddler resides in Chula Vista, California, Plaimiff
Saddler obtained a residential morrgage loan from Countrywide for the purchase of 2
home, with a downpayment of Jess than 20%, and was required to pay for primary
mortgage insurance. Flaintff Saddler paid for primary morigage insurance from an
insurer with whom Countrywide had a captive reiRsurance arrangement.

Defendants

13. Defendant Countrywide is a publicly waded corporation, duly formed
and existing under the laws of the state of Delaware. Counwrywide’s corperate
headquarters is located at 4500 Park Granada, Calabasas, Califoraia. Countrywide
operates through its subsidiaies, among which are, without limitation, Countrywide
Home Loans, Inc., Countrywide Bank, N.A., Countywide Insurance Services, Ine.
and Balboa Reinsurance Company.

14.  Defendant Counrywide Home Loans is Countrywide’s flagship
subsidiary and provides home loans nationwide. Counirywide Home Loans is a New
York carporation with jts corporate headquarters is located at 4300 Park Granada,
Calabasas, California. i1 i

1S.  Defendant Balboa {f/k/a Second Charter Reinsurance Company) is
Countrywide’s captive reinsurer, entefing into agreements 1o provide morigage
reinsurance on certam morigage loans originated by Couritrywide. Balboa
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Reinsurance Company is a Vermont corporation. Upon information and belief, its
corporate headquarters is located in Irvine, California.
'FACTUAL ALLEGATIONS
Countrywide's Operations

16. Counwrywide is one of the nation’s fargest residential mortgage lenders,
with approximately $491 billion in loan production in 2005 and a residenial
mortgage servicing portfolio in exces_.s of $1 willion. Its mortgage lending segment
operates in a variety of sectors, including retail, wholesale and correspondent
lending. Italso operates in a number of other areas, including banking, capital
markets, investments and insurance.

17.  Countrywide’s primary focus is its mortgage lending business.

18. Countrywide originates home mortgage Joans directly to consumers.
The company generates mortgage loans through four separate divisions—Consumer
Markets, Wholesale Lending, Carrespondent Lending and Countrywide Full
Specrrum Lending.

19.  In addition 1o aver 15,000 field salespersons pursuing customer leads
and ongmatmg home loans, Coumr,yw:de sources loans through a network of over
30,000 mortgage brokers. ;

20. Balboa is a subsidiary of Countrywide and provides reinsurance
coverage with respect to substantially all of the loans jn Countrywide’s portfolio that
are covered by privat_e mortgage insurance. In 2003, Countrywide’s insurance
segment, of which Balboa is a member, generated nearly $1 billion in net premiums
earned. |

21, In 2008, Countrywide reported over $10 billion in revenues. The
Company has nearly $194 billion in total assets,

Private Mortgage Insarance Industry

22.  In order to lessen risk of defaulr, lenders typically prefer o finance no

more than eighty percent of the value of @ home, with the remaining iwenty percent
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being paid as a down payment by the bowower. In the event of a defaulr, the lender
1s then more likely to completely recover its investment.

23.  Many potential homebuyérs cannot afford to pay 20% ofthe purchase
price as a down payment on a home. Private mortgage msurance allows the lender to
make loans in excess of 80% of the home’s value by providing a. guarantee from a
dependable third party -- the private mortgage insurer -- to protect the lender in the
event of a default by the borrower.

24.  Private mortgage insurers are typically unaffiliated third-party
companies who agree to cover the {irst twenty to thirty percent of the amount of the
poteatial claim, including unpaid principal. interest and certain expenses.

25.  The amount of private morgage insurance coverage required varies
according to the perceived risk of ?éfault. The lower the percentage of the
borrower’s down payment, the more morigage insurance required, For example,
more private mortgage insurance is required with a five percent down payment than
with a fifteen percent down payment. Additionally, more private mortgage insurance
may be required for adjustable-rate morigages than for fixed-rate mortgages.

26,  While the lender is the beneficiary of the private mortgage insurance,
the borrower pays the premiums, usually through an addwmon to the borrower’s
monthly mortgage payment.

27. Borrowers generally have no opporunity vo comparison-shop for
private mortgage insurance. The privaie mortgage insurer is selected hy the lender.
The rerms and conditions of the insurance policy, as well as the cost of the policy, is
determined by the lender and the private mortgage insurer, rather than negotiated
between the borrower and the privae mortgage insurer. _

28, The privare morgage insurance industry began with the founding of
Mortgage Guaranty InSura;idé'Cbi‘fﬁ;'{“MGIC"} in 1957 and is doynated by MGIC
and other companies, including, without fimitation: PMI Mortgage Insurance
Company, Genwarth Morigage Insuré,nce Corporation, Radian Guaranty Inc., United
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Guaranty Residential [nsurance Company, Triad Guaranty Insurance Company and
Republic Mortgage Insurance. Thé industry is represented by a irade association
known as Mortgage Insurance Compames of America (“"MICA”).

29.  Accordingto MICA new private morigage insurance contracts for its
member firms have consistently exceeded $200 billion per year since 1998. MICA
firms issued over 1.5 milljon new certificates of morrgage insurance in 2005,
representing over $225 billion in new insurance written.

30. Private mongége msurance is limited 1o the conventional home loan
marker. Mortgage loans direcily insured by the federal govemment via marrgage
guaranty programs, such as those maintained by the Federal Housing Administration
and the Veterans Adminisiration, maintain their own form of mortgage default
insurance,

RESPA Prohibits Kickbacks for Referrals and Fee-Splitting
Related To Private Mortgage Insurance Policies

31. RESPA is the primary federal law regulating residential mortgage
setilement services. The United States Deparunent of Housing and Urban
Development ("HUD™) is charged \gnth enforcmg RESPA. HUD has promulgated
the implementing rules for RESPA,. Regulanan X, 24 CF.R. § 3500,

32. RESPA was enacted, in part, to curb the problem of k.lckbatks between
real estate agents, Lenders and other raal estate senlement service providers, “Itis
the purpose of this chapter to effect certain changes in the setlement process for
residential real estare that will result...(2) in the elimination of kickbacks or referral
fees thar tend to increase unnecessarily the costs of cerain semlement services.” 12
U.S.C. § 2601(h).

33. A key component of RESPA 1s irs dual prahxbmon of referral fees and
fee-splitting between persons invelved in real estate sertlement services.

34. In12U.S.C. 2607(ay RESPA provides:

CLASS ACTION COMP‘LMNT ' 8
49638




13
1%
20

21

th

4

25
26
27

28

|

No person shall give and no person shall accept any fee,
kickback, or thing of value pursuant to any agreement ar
undersianding, oral or otherwise, that business incidenrto or a
part of a real estate settlement service involving a federally
relared mortgage loan shall be referred to any person.

35. In12U8.C.2607(b) RESPA provides;

No person shall give and no person shall accept any portion, split,
or percentage of any charge made or received for the rendering of
a real estate settlement service in connection with a transaction
involving a federally related mortgage loan other than for services
actually performed.

36.  Regulation X further explains, “A charge by a person for which no or
naminal services are perfaﬁﬁ‘edfbr;{or which duplicative fees are charged is an
unearned fee and viclates this section.” 24 C.F.R. § 3500.14{c).

37.  The term “thing of value” is broad]y defined in RESPA and further
deseribed in Regulation X as including:

without limitation, monies, things, discounis, salaries,
commissions, fees, duplicate payments of a charge, stock,
dividends, diswibutions of partnership profirs, franchise royalties,
credits representing monies that may be paid ar a future date, the
opportunity to participate in a money-making program, refained
or increased earnings, increased equity in a parent or subsidiary
entity... The 1erm payment is used as synonymaus with the giving
or receiving any “thing of value” and does not require wansfer of

mIoney.
24, C.F.R. § 3500.14(d). ,
38. Pd e jnsurance business referred jvae mortgage

insurers by a lender constitutes “busmess incident to or a part of a real estate

setslement service” within the meamng of RESPA 12 US.C. § 2607(a). Theterm

“settlement service” is hberally defmed in RESPA and Regulation X aud includes

the “provision of services mvolvmg mortgage insurance.” 24 CF.R. § 3500.2(b).
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39, Under RESPA, therefore, Countrywide is prohibited from accepting
veferral fees fram a privare mortgage insurer or from splitting private morigage
insurance premiums with the insurer other than for services actually performed by
the captive reinsurer. o |

| Martgﬁg‘é" f!e_insurance Industry

40.  Private mongage insurers may enter inio contracts with reinsurers,
whereby the reinsurer typically agrees 1o assume s portion of the private mortgage
insurer’s risk with respect to a given pool of loans. In retum, the private mortgage
insurer pays to the reinsurer a portion of the premiums i1 receives from borrowers
with respect 10 the Joans invelved.

41, Morrgage reinsurance arrangements generally take two forms: (a)
“quata share” and (b) “excess loss.”

42, Inaquota share reinsurance arrangement, the reinsurer agrees 1o assume
a fixed percentage of all the private mortgage insurer’s insured logses. Thus, if the
private mortgage insurer experiences losses, the reinsurer is certain 1o experience
losses in the percentage agreed upon in the reinsurance coverage.

43,  Inan excess loss reinsurance arrangement, however, the reinsurer is
liable only for claims, ora percentage thereof, above a particular ceiling. Unlike the
quota share arrengement, the excess loss method does not necessarily result in any
loss being shified to the reinsurey. )

44.  The likelihood of the reinsurer experiencing any losses under this
arrangement depends not onfy en the amount of losses by the private morigage
insurance, but also on whether the reinsurance agreement berween the reinsurer ang
the private mortgage insurer sets the excess lass level at an amount where the
reinsurer bears actual risk of loss,
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Captive Mortgage Reinsurance Arrangements and HUD'’s Concern Abous
RESPA Anti-kickbaek Vielations Under Such Arrangements

45.  Lenders produce customers for private morigage insurers. Certain

lenders, secking 1o capitalize on the billions of dollars their borrowers pay 1o these
insurers in premiuims each year, have established their own subsidiary or “captive”
reinsurers. These captive reinsurers provide reinsurance primarily or exclusively for
loans the lender ariginates that require the borrower to pay for private mortgage
imsurance. |

46.  Under “caprive reinsurance arrangements,” the lender refers its
borrawers to a privaie mortgage insurer who agrees to reinsure with the lender’s
captive reinsurer. These ar’réﬁgéﬁiénts require the private mortgage insurer o cede a
percentage of the borrowers’ premiums 1o the lender’s captive reinsurer.

47. (Captive morigage reinsurance arrangements raise obvious RESPA
kickback problems. Private mortgage insurers are dependent on the lender to obtain
business, while the lender is collaborating with the insurer to obtain a share of the
borrower’s premium revenue through its captive reinsurer, The insurer stimulates its
business by providing a lucrative stream of revenue for the lender via the lender’s
captive reinsurer. |

48. Simply pixt, as opposed to.receiving direct payments for referring irs
customers 10 a certain privaie mortgage insurer, an unscrupulous lender can use a
captive reinsurance arrangement 1o funnel such ynlawful kickbacks.

49. Concerned that these transactions would be designed to disguise a
funneling of referral fees back to the lender who arranged for the privare mortgage
insurer 1o obtain the business, HUD issued a letter dated August 6, 1997 (*HUD
lemer”) addressing the problem of taptive reinsurers and RESPA’s anti-kickback
violations, -

50. The HUD letter concluded that captive reinsurance arrangements were
permissibie under RESPA only "if the payments to the affiliated reinsurer: (1) are for
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reinsurance services ‘aetually furnished or for services performed’ and (2) are bona
Lide compensation that does nor exceed the value of such services. (emphasis in
original)” A

51.  The HUD lerter focuses the RESPA anti-kickback analysis on whether
the arrangement between the lender’s captive reinsurer and the private mortgage
insurer represents “a real wansfer of risk.” HUD warned that “The reinsurance
mansaction cannot be a sham under which premium payments. .. are given to the
reinsurer even though there is no reasonable expecration that the reinsurer will ever
have to pay claims.”

32, The HUD Jener stares “This requirement for a real wansfer of risk would
clear]y be sarisfied by 3 quora share arrangement, under which the reinsurer is bound
10 participate pro rata in every claim” (emphasis in original).

53.  The HUD lener contrasts the excess loss method of reinsurance. HUD
states that excess Joss reinsurance contracts can escape characterization as a referral
fee or fee-split only:

_..if the band of the reinsurer’s porential exposure is such that a
reasonable businessjustification would motivate a decision ta
reinsure that band. Unless there is a real wransfer of risk, no real

reinsurance services are actually being pravided. In either case,
the premiums paid...must be commensurate with the risk.

54. Notably, state insyrance commissioners and federal regulators have
investigated and condermned similar caprive reinsurance asrangemens in the title
insurance indusiry as sham transactions designed o funnel unlawful kickbacks for
business referrals. As a result, a number of providers have abandoned such
arrangemenys altogether.

55. The National Association of Insurance Commissioners ("NAIC”) also
has addressed the accounting trearment of premiums ceded to captive mortgage
reinsurers, Under the annual statement requirements of the NAIC, private mortgage
insurers should not treat as authorized reinsurance amounts ceded to lender-captive
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reinsurers where adequate risk is not wansferred. Rather, such amounts should be
accounted for under the less beneficial deposit accounting guidelines and idemified
as though unaothorized accounting was being utilized.

Countrywide’s Captive Reinsurance Arrangements

56.  Inconnection with the hillions of dollars in home Joans originated by
Countrywide, many of its borrowers pay for private mortgage insurance.

57.  Countrywide enters into “cahtive reinsurance arrangements,” whereby it
refers irs borrowers to private mortgage insurers, who agree 1o reinsure with Balboa.
These insurers include ar least: PMI_Mongage Insurance Company, Genworth
Mortgage Insurance Cdrpafétibﬁ; ﬁbﬂgﬁgg Guaranty Insurance Company, Radian
Guaranty Inc., United Guaranty Residential [nsurance Company, Triad Guaranty
Insurance Company and Republic Morrgage Insurance.

58. Countrywide has a strong financial interest in steering business 1o
private mortgage insurers who, in wm, agree to reinsure with Balboa on terms that
will produce significant kickbacks to Countrywide.

59.  Balboa enters into reinsurance agreements solely with respect to loans
originated by Countrywide.

60.  Under Counirywide's caplive reinsurance arrangements, the primary
insurer pays Balboa a percentage of the premiums paid by borrowers on a particular
poal of loans; in remn, Balboa purpartadly agrees o assume a portion of the
insurer’s risk with respect to the Joans i:ivolved.

- 61, Infacy, litle or no risk is actually transferred from the primary insurer to
Balboa in exchange for the insurer payments to Balboa. The acmal risk wransferred
to Balboa is not commensurare wn}'; the premiums it extracts fromythe private
mortgage insurer.

62.  Since 1999, Countrywide, through its captive reinsurer, has collected
from privare morigage insurers approximately $676,948,000, as its “share” of
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berrower’s private mortgage insurance premitims. In contrast, its “share” of paid

insured Josses was zero:
PREMIUNS RECTTVED T OSSES PAID 1Y
Y RESURER IS VIRER

2005 $101,878,000 f0

2004 $169,179,000 %0

2003 $138,470,000 $0

3002 $90,396,000 $C

’ 2001 $52,197,000 $0

2000 ' $34,000,000 $0

TOTAL $676,048,600 30

63.  The numbers speak for themselves.

” 64. AsHUD noted during its recent testimony by Gary M. Cunningham

hefore the United States Congress (referring to analogous captive reinsurance

|| arrangements in the title insurance indnswy): -

“ | [Wlhen thereisa history'ofllitt}e or 1o claims being paid, or the
premium payments to the captive reinsurer far exceed the risk
borne by the reinswrer, there is strong evidence that there s an

' arrapgement consiructed for the purpose of payment of referral

T fees or other things of value in vialation of Section 8 of RESPA.

65.  The millions of dollars collected by Countrywide through its captive
reinsurer have clearty not been commensurate 10 its actual risk exposure.
Countrywide has received millions of dollars in payments, while bearing litile or no

i risk of loss.

49628
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66. Inreality, Counrywide’s captive rejnsurance arrangements were and
are sham transactions for collecting illegal kickbacks in rewrn for referring private
mortgage insurance business to certain insurers.

67. The money Countrywide collected through its captive reinsurer far
exceeded the value of the services, if any, it performed. There was no real transfer of
risk or, at leasr, nota cozhméés’lirétét‘rausfer of risk. The amounts paid were simply
disguised kickbacks to Countrywide for the referral of borrowers to private mortgage
insurers. _

68.  These arrangements keep preminms for private mortgage insurance
artificially inflated because a percentége of borrowers’ premiums are not actually
heing paid 1o cover actual risk, but are simply funding illegal kickbacks 10 lenders.
In other words, because the money collected by a lender through its capiive reinsurer
comes from borrowers’ morigage insurance premiums, borrowers are essentially
required ro pay for both actual private mortgage insurancs coverage and private
mortgage insurers’ unlawful kickbacks to lenders,

69. Amounts paid 1o lenders as unlawful kickbacks have become a part of
the cost of doing business for private mortgage insurers. As a result, private
mortgage insurance premiums inéorporate the payment of such kickbacks -- 1o the
detriment of copsumers,. -+

70. Couutrswidé’:sfgchéinéhas been and continues to be indubitably
successful. During the second quaﬂer of 2006, Balboa generated over $52 million in
revenue, an increase of 43% over the prior-year period; during the third quarter of
2006, Batboa generated over $60 million in revenue, a whopping 49% increase over
the prior-year period. - L
CLASS ACTION ALLEGATIONS

71, Plaintiffs bring this action pursvant to Federal Rules of Civil Procedure
23(a) and 23(b)(1), (b)(2) and/or (b)(3) on behalf of a general class consisting of all
persons wha obtained residential mortgage loans through Countrywide and/or its

CLASS ACTION COMPLATNT 13
29538 _




i0
1
12
13
4
15
16
17
18

n
2l
22
23
4
23
6
27
28

subsidiaries and, in connection therewith, purchased private mortgage insurance and
whaose residential morrgage loans were included within Countrywide’s captive
mortgage reinsurance arrangements (the “Class™),

72.  The Class excludes Defendants and any entity in which Defendants has

a controlling interest, and their officers, directors, legal representarives, successors
and assigns.

73.  The Class is so numerous that joinder of all members is impracticable.

74, A class action is superior to all other available methads for the fair and

efficient adjudication of this controversy.

75.  Plaintiffs’ claims.are typ;cal of the claims of the Class. o

76.  There are questions of law and fact common to the Class, including but

not limited 10:

(8) Whether Defendants’ captive reinsurance arrangements involved
sufficient transfer of risk;

{b) Whether pay'tnen’rs 10 Countrywide’s caplive reinsurer were bona fide
compensation and sotély for services acwwally performed;

(c)  Whether payments to Counwywide's captive reinsurer exceeded the
value of any services actually performed;

(d)  Whether Counrywide’s captive reinsurance arrangemems constimuted
unlawful kickbacks from private mortgage insurers;

(e)  Whether Counirywide accepted a portion, sphit or percentage of
borrowers’ privaie mortgage insurance premiums other than for services
actually performed; and

() Whether Defendants are liable to Plaintiffs and the Class for statutory
damages pursuant 1o RESPA § 2607(d)(2).

77. These and other quesnons of law and/or fact are commeon to the Class

and predominate over any questions affecting only individual Class members.

CLASS ACTION COMPLAINT T : : “
AD638 .




15
16
17
1%
19
20
2)

2
23
24
25
26
27
28

78, Plaintiffs will fairly and adequately represent and protect the inmerests of
the members of the Class. Plaintiffs have retained counse] competent and
experienced in complex rtat'i“buhiﬁi"dé‘f;clas's action litigation. Plaimiffs have no claims
antagonistic to those of the Class. Plaintiffs’ counsel will fairly, adequarely and
vigorously protect the interesis of the Class.

79.  Class action status is warranted under Rule 23(b)(1)(A) because the
prosecution of separate actions by or against indjvidual members of the class would
create a risk of inconsistens or varying édjudications with respect 1o individual
membeys of the class, which would establish incompatible standards of conduct for
Defendants. _

80. Class action staus is also warranted under Rule 23(b)t1)(B) because the
prosecution of separate actions by or against individual members of the class would
create 4 risk of adjudications with respect 1o individual members of the class which
would, as a practical maner, be dispesitive of the interests of the other members not
parties to the adjudications or substantially impair or impede their ability 10 protect
their interests. S

81. Class action'.sﬁi-t;{f?iéiéiis‘o warranied ynder Rule 23(b)(2) because
Defendants have acted or refused to act on grounds generally applicable to the class,
thereby making appropriate final injunctive relief or corresponding declaratory relief
with respect to the class as a whole.

82.  Class action staius is also warranted under Rule 23(b)(3} because
questions of law or fact common to the members of the class predominate over any
questions affecting only individual members, and a class action is superior to other
available methods for the fair and efficient adjudication of this conwoversy,
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CLAIMS FOR RELIEF
COUNT |
VIOLATION OF RESPA, 12 11.8.C. § 26047

83.  Plaintiffs hereby incorporate by reference the preceding paragraphs as if
they were fully ser forth herein.

84. Throughour the Class Period, Defendants provided “settlement services”
in respect of “federal!yérelated morigage loans,” as such terms are defined by
RESPA §§ 2602(1)and (3} . .. |

85. The amounts receivéd'liy Defendants through Countrywide’s captive
reinsyrance arrangements constituted “things of value” within the meaning of
RESPA § 2602(2). |

86. Plainriffs and the Class obtained federally-related residential mongage
loans through Countrywide and paid millions of dollars for private mortgage
insuranee premiums in connection with their real estate closings. Defendanis
arranged for an untawfully excessive split of borrowers’ premiums to be paid 10
Balboa. '

87. The millions of dollars in premiums accepied from private morngage
insurers: (a) were not for services actually furnished or performed; and/or (b)
exceeded the value of such services,

88. The millions of dotlars accepted by Countrywide through its captive
reinsurance arrangements copstimited fees, kickbacks or things of value pursuant to
agreements with private ma‘rigage;g}gurers that business incident to real estate
settlement services hwolving federziljly—related mortgage loans would be referred 1o
such insurers. Such practice violated RESPA, 12 U8.C. 2607(a). Balboa— -
Countrywide’s subsidiary—participated in the scheme and served as the direct
conduit by which the kickbacks were funneled. Balboa agreed to provide purported

“reinsurance” services involving mortgage insurance paid by Plaintiffs and the Class,

CLASS ACTION COMPLAINT o 16
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89, In connection with transactions involving federally related mortgage
loans, Countrywide accepted a portion, split or percentage of charges received by
privaie morigage insurers for the rendering of real estate sertlement services other
than for setvices acrually performed, in violation of RESPA, 12 U.8.C. 2607(b). The
money paid by private mortgage insurers to Countrywide and accepred by
Countrywide through its captive reinsurer was a portion, split or percentage of the
private mortgage insurance premiums paid by Countrywide’s customers, Balboa—
Countrywide’s subsidiary—participated in the scheme and served as the direct party
1o which the split was paid. Balboa agreed to provide purported “reinsurance”
services involving morigage insurance paid by Plainsiffs and the Ciass,

90. Plaintiffs and the Class were harmed by Defendams’ unlawﬁxl kxckback
scheme.

91.  First, Plainiffdnd the Class were overcharged for mortgage insurance.
Under Countrywide’s scheme, the rorigage insurance premiums 'paid by Plaimiffs
and the Class necessarily and wrongly included payments for both: (a) actual
mortgage insurance services; and (b} payments unlawfully kicked back 1o
Countrywide’s caprive reinsurer that far exceeded the value of any services
performed and, were, in fact, illegal referral fees.

92.  Second, regardless of whether Plaintiffs and the Class were overcharged
for private morigage insurance, under RESPA, Plaintiffs and the Class were entitled
to purchase semiement services from providers that did not participate in unlawful
kickback schemes and are entitled 10 recover from Counwywide stannory damages in
an amount equal to three times the amount they paid for private mortgage insurance.

93.  Defendams violated RESPA, 12 U.S.C. 2607. Pursuant 1o RESPA, 12
U.8.C. 2607(d), Defendants are liable to Plaintiffs and the Class in an amoum equal
to three times the amounts they have paid or will have paid for privare morigage
insurance as of the date ofjii&‘g’rﬂeﬁt; In accordance with RESPA, 12 U,S.C.
2607(d), Plaintiffs also seek aﬁom'éys' fees and costs of suit.

C1LASS ACTION COMPLAINT ' 17
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TOLLING OF STA‘I‘UTE OF LIMITATIONS
94. Defendants knowingly and actively concealed the basis for the

Plaintiffs’ claims by engaging in a scheme that was, by its very nature and
purposeful design, self-concealing, Due to the complex, undisclosed and self-
concealing nawre of Couﬁt,gywiq;;i’g;?cheme to collect tllegal kickbacks from private
mortgage insurers, Plaintiffs and tti:: (Class conld not reasonably have discovered the
underlying basis for the claims alléged herein.

85. Furher, Countrywide engaged in afﬁﬁnative acts to conceal the facts
and circumstances giving rise o the'claims asserted herein. Countrywide
affirmatively represented to Plaintiffs and the Class that any amounts it received
from its captive reinsurance arrangements were for services actually pérfunned.
Pursuant to RESPA § 2604{c) and the accompanying regulations set forth in 24
C.F.R. 3500.7, if Countrywide required the use of a particular provider of settlement
service, it was obligated to describe the nature of any relationship between
Countrywide and such provider. Countrywide failed to satisfy its disclosure
obligations by impermissibly misrepresenting the true nature of its captive
reinsurance arrangements with private mdrtgage insurers—particularly the fact that
the amounts that Plaintiffs and the Class would pay to such insurers included
payments to Counu'ywide";s_g captwg, reinsurer in excess of the value of any services
rendered. " :

96. Countrywide prnvidedr misleading information 1o Plaintiffs and the
Class, thus affirmatively acting ro conceal its unlawful kickback scheme. By
funneling kickbacks through Balboa and representing that such payments were for
services actually performed, rather than referral fees, Countrywide acted to conceal
and prevent Plaintiffs from discovering the underlying basis for this action.

97.  Accordingly, Plaintiffs and the Class contend that it would be
mequitable for the Court 10 apply the one-year limitation period set forth in RESPA

ClLASS ACTION COMPLAINT : \8
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§ 16, 12 U5.C. § 2614. Tt would be inequitable to permit the one-year limitation
peried 10 preclude the claim of any Plainiiff or Class member.

PRAYER FOR RELIEF

WHEREFORE, Plaimtiffs request that this Court enter a judgment against

Defendants and in favor of Plaintiffs and the Class and award the following relief:
A,

This action be certified as a class action pursuant to Rule 23 of the

Federal Rules of Civil Procedure, declaring Plaintiffs as representatives

of the Class and Plainriffs’ counse] as interim counsel for the Class;

The conduct alleged herein be declared, adjudged and decreed to be

unlawful; ;

Plaintiffs and the Class be awarded statutory damages pursuant 1o

RESPA § &(d)(2), 12 U.S.C. § 2607d)2);

An order graming Plaintiffs and the Class costs of suit, including

reasonable arorneys’ fees and expenses; and

An order graziiing Plaintiffs and the Class such other, further and

different relief as the nature of the case may require or as may be

determined 10 be just, equitable and proper by this Court.
DEMAND FOR JURY TRIAL

Dated: December 20,2006  SCHIFFRIN & BARROWAY, LLP

Alan R. Phutzik, Of Counsel
Robert M. Bramson, Of Counsel
2125 Qak Grove Road, Suite 120
Walnut Creek, CA 94508
Telephone; (923) 945-0200
Facsnmle. (925) 945-8792

%/‘7

Raobert M. Bramson
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SCHIFFRIN & BARROWAY, LLP
Joseph H. Melzer, Esq,
.- - Edward W, Ciolko, Esq,

Joséph A. Weeden, Esq.

' 280 King of Prussia Road
Radnor, PA 19087
Telephone: (610) 667-7706
Facsiile: (610) 667-7056

BERKE, BERKE & BERKE

Andrew L. Berke, Esq.

: 420 Frazier Avenue

“ Chantanooga, TN 37402
Telephone: (423) 266-5171

Facsimile: (423) 265-5307

TRAVIS & CALHOUN, P.C.
Eric G. Calhoun, Es

!000 Pro vidence Towers East
3001 Spring Valiey Roa
Dailas, Texas 7

Telephone (9‘72) 934-4!00

Facsimile: (972)934-4101

 Anameys for Plaintiffs
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UNITED STATES DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

NOTICE OF ASSIGNMENT TO UNTTED STATES MAGISTRATE JUDGE FOR DISCOVERY

Tis case has been assigned 1o District Judge George King and the assigned discovery
Magistrate Judge is Suzamme H Sega)

The case number on all documents ‘ﬁ}_ed with the Court should read as follows:
CVDE~- B174 GHK (88x)

Pursuant to General Order 05-07 of the United States Disiriet Court for the Central
Dhstricr of California, the Magisirare Judge has been designared to hear discovery related
moiions.

Al] discovery relaied motions should be noticed on the calendar of the Magistrate Tudge

YT T e g — T PPTR WEN NI Sull Whh St i mrmm s e e e . —p e i s St e Sl S e T T vy e — T —
e e e S O o 1o T 1w W i oy vy o ot et Mot i i ol ooy o, S LS L o feist oo o oo v www e e m—

B> NRTICE TO COUNSEL

A copy of this notice mus! be served with Ihe' summbns ard complani an all defendants (i & remavai action is
filed, & copy of this nolice must be Served on ai plaintizs),

Subsequent documents must be filed at the faPowmg location

[X] Western Division [] Southern Division [] Sastarn Division
312 N. Spning S, Rm, G-8 411 Wast Faurth 8t, Rm. 1053 W70 Twelfth ¢, Rm. 134

Los Angeles, CA G002 Santa Arta, GA 27014516 Rivarside, CA 82501

Fapure 10 file 25 18 proper (ccatbon wil resuR It your Sacuments BTG retumed (o you,

Cv-13 (OM08) NOTICE OF ASSIGNMENT TO UNITED STATES MAGISTRATE JUDGE FOR PISCOVERY
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KaME, ADDRERS

Schiffrin & Bemoway LLP

2125 Oak Grove Road, Suitz 120
Welnut Crook, CA 94598

Telophone: (925) 945-0200

avromeverons FIRBHER

A& TREFHORE MUMERK OF ATTORNEY(S) FOR, OF, MLADNTEF? of
PRFENBANT 1 FLAINTFF 0% BRPENTIANT & PRO P2k

Alan R Plutzik, Of Coupes) {Bur No. 077785
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UNITED STATES DISTRICT COURT

CENTRAL DISTRICT OF CALIFORNIA

MARY ALSTON, KEVIN COLLIER and

DERRICE SADDLER

COUNTRYWIDE PINANCIAL
CORPORATLION, et al.

CATE NUMASR

Fuguiile,

Delendzngs)
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CERTISICATION AND NOTICE
OF INTERESTEP PARTIES
(Local Bule 7.1-1)

TO: THECOURT AND ALL PARTIES APPEARING OF RECORD
The undersigned, counse] of record for

¥laingiffa

{or party appearing in pro per), cexifies that the rnlkrwmg Yistedi party (o parties) has (have) a direct, pecuniary

ircersst in the outcome of vis case. These represenralions are made 1o enable the Court o evaluate possible
disqualification or secusal. ({Tse uddivional sheet if necossary.)

PARTY

CONNECTION

{List the names of 9] such prres gnd identify their connserion and Tmcross}

Nore ot thom Ha ganrtrer o e

1
12/22/06 W
Dare Sign R,
- PlafpeiEfs
Anansey of record for oF party BpREATRg in o per

CV-3D {203}

NOVICE OF T TRREETED FARTIER
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UNITED STATE DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA

NOTICE TO COUNSEL

The court has directed that the following rules be specifically called o your agention:

L Continuing Obligation vo Report Related Cases (Local Rule 83+1.3.3)

. Sesvice of Pupers and Pracess (Local Rule 4)

M. Noties of Right 10 Consent to disposition of a Civil Case by 2 United Srates Magisiraie
Judge [28 1J.8.C. §636 (c) and General Order 01.13].

1. CONTINUING OBLIGATION TO REPORT RELATED CASES

Parties are under the cominuing obligation vo promprly advise the Cotrt whenever one or more
civil actions or proceedings previously commenesd and one or more curvently filed appear 1o be related.

Local Rule §3-1.3.3 staes: "It shall be the continuing duty of the anomey in any case promprly 1o
bring to the atention of the Court, by the filing of 4 Novice of Relared Case(s) pursuant to Local Rule
83-1.3, all fasts which in the opinion of the smomey or party appear relevant 1o & determination Whether
such actrion and one or more pending aetions should, under the criteria and procedures set forth in Local
Rule 83-1.3, be heard by the same judgs.” -4 r"* -

SR

Local Rulz 83-1.2.. states: " is not permissible to dismiss and thereafier refile an action for the

purpose of obtaining a different judge.”

Local Rule 83-1.2.2 pravides: Whenever an action is dismissed before judgment and thereafer
the same or essentially the same agtion is refiled, the laner action shall be assigned to the judge 10 whom
the first action was assigned. Ir shall be the continuing duty of every amworney or party appearing in such
a refiled action promptly v bring the prior action to the attention of the Clerk in the Civil Cover Sheeg
and by filing a Notice of Relared Case(s) pursuant o Local Ryle §3-1.3. .

Il.  SERVICE OF PAPERS AND PROCESS

Local Rule 4-2 states: "Excepr as atherwise provided by order of Cougt, or when required by the
wrertics or stanntes of the United States, process shall nov be presented 10 8 United States Marshal for
Service.” Sepvice of process must be accomplished in accordance with Rule 4 of the Federal Rules of
Civil Procedure or in any manner provided by $tate Law, when applicable. Service upon the United
States, an officer or ageney thereof, shall be Served pursuapt to the provisions of FRCP 4 (i), Service
should be prompily made; unressonable delay may result in dismissal of the action under Local Rule 41
and Rule 4(m) of the Federz! Rules of Civil Procedure: Proof of strvice or a waiver of servies of
summens and complainy must be filed with the court.

RN T ROTICE 1O COURERL,
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WL  NOTICE OF RIGHT TO CONSENT TO DISPOSITION OF A CIVIL CASEBY A
UNFTED STATES MAGISTRATE JUDGE

Pursuant 1o Local Rule 73-2, this notice must be served with the Summons or Wailver of Service
of Summons and Complaint on all defendants. : .

In aecordance with the provisions of 28 U.S.C. §636(c), you are hereby notified thar the full-time
United States Magistrare Judges of this Disuiet Court, in addition w thelr other dwties, may, upon the
conseny of all parsies 1o their eivil case, canduct any and all proceedings in a ¢ivil case, including a jury or
non-jury trial, and order the entry of a fina) judgmem. Copies of appraprigte consent forms for this purpose
(Form number CV-11) are available from the Clerk of Count.

Since Magistrate Judges do not handle fejony eriminal wials, civil wial dates are not atrisk of being
preempted by a criminal wial, which hormally has priority, Further, in sowe cases the Magistrate Judge may
b abls to asSign an earler trial date than 8 District Judge. There may be other advantages and disadvantages
which you will want o consider. : » '

Your decision &0 consent or not to consem to the disposition of your ease by a United Srares
Magisware Judge is entirely voluntary and should be communicaied solelyvo the clerk by submitting a joint
form of consent or separate forms of cansent, form CV-11. Please note that the United States Diswricy Court
must approve the consent if it is not submitied ar Jeast thirty (30) days prior Jo the date of the Final Pretrial
Conference. ALL parties must consent beforethe edsé tay proceed before s United States Magistrate Judge.

With the exception noted below, the parties may consent io procesd before any Magistraté Judge
whose name appears on a list mainained by the Clerk of those Magiswate Judaes ciyrently available for
consent cases. A space is provided on the consent form jor use by particy if they desive 1o consept 10 &
Magistrate Judge from the list, ‘

NOTE: In cases which already have been assigned to a Magistrate Judges pursuant o 28 U.S.C.

§636(b)(1)(B) and these Local Rules, the parties may eonsent vo proceed anly before the assigned Magistrate
Judge.

Any appea! from a judgment of the Magisrate Judge shall be waken 1o the Usited States Court of

Appeals in the same manner as an appes] fom any other judgment of the distries court in accordance with
28 11.5.C. §636{c)(3).

CLERK, UNITED STATE DISTRICT COURT
CENTRAL DISTRICT OF CALIFORNIA
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UNTTED STATES DISTRICT COURT

CENTRAL DISTRICT OF CALIFORNIA
GPTICAL SCANNING ENRDLLMENT/UPDRATE FORM
FLEASE FRINT OR TYPE ALL IRFORMATION WHEN COMFLETING TEIS FORM

Name ‘ Telepboat Number
Pl
sy .
B Oatof Stztz Azorney
Criftorms Smre Eat Howber Case WOt GRlegutrad for onamgshatt caariuny)

Area of Prcvice: [ Civil [ Crimima)

0 FIRST TIME FNROLLMENT
T consent and sgres w ressive copiss of jndgmenis, arders snd ather doemprits by electropie ferwodssion ox e
following c-tnafl eddrees: _ . _ md that
1 mdoemznd that sevice by ejacironic TRREMiBsin consaRies notics of eptry a5 equired by FRCiv.P. 77(d) end
" FR.Com.P, 45 in Ben of service by msdt. T Farher wndrrstand vhat 1 et nonfy the Conny within tweairy-fiour (24) hours
when 1 have a chapge of name, finm sssnciation, address, or eyexil eddress I mmIG proper sevie.

[] UPDATE TO PNROLUMENT fCoaplhas s seizzion fyon previcusly ewrolicd tn the Oprizal Soaming Frogrom andwish 1o wpdac she
eyarmaion QNEX)

B Updare my coil-pdfiress 103 o .
F] Change my serollzacus fom servics of docsments by FAX v service by el # the following c-mail address™
Y '

One of the Jollowing boses must be checked if yow et envolting o upidating yowr enrolinem for CIVE, eases:

B 7am evvoling e wpdating my awalimeny for il my sases¥®.

O 1em updming my corofimens for e follawing cass ABmbor(s) (cse mrmbers wmst tactade Sa for Sowrhem
Division cases, B2 for Baveern Division cases). (Auach sspurats sheot if Recessmy.),

A Bst of your Givi casct may be abtainsd by qrerying yow mame in the QM RACER sysiar.
Dae: ‘ Sighature:

Miad} or fiex this eoomplued fommy 101 Volied Stases Divtrict Court
Cenrd Digtrict of Califeoga
312 North Spring Swect, Roamn G-8
Los Angsles, Caltfonnia 500712
Amnton Atternsy Admibssion Clerk
Facsimile 213-894-2342

*Elecmenic Tmsmission (eweil) of dorument i metmmoraded que o 1% sffisionry, wiich resal in quicker reecipr ol §
arders and ovbar domments. Fowever, e eunel] addivess shimld be o 3 comprer tar 8 vecesied op & dafly besu due 1o fie
tmporance wnd timeliness of doamsars et o being wiustiined S e Coart. Prcr 0 SERSRg wp 1 164=ivs docaments by
Tormes gmal], euztact your Eiexmet Sarvive Provider i34 offics spmmadon staff o detamine wheler tere wre iadtons m e
sz of yroachwowats thet may b weecived, Diotammems ws caranly In VIFF foonat, Efective Mardh 3, 2004, Secuments will be
geliversd In PDF formad instesd of 1o TIFF formate. -

b 15 WﬁﬂwmﬂwwmﬁmmmmfamymhﬁmM weewhh s
ﬁﬁmﬂ:ﬁwﬁmhmwmm evznil) weddress if you did pot fic @ schedpmisn of aorney of notics w be
rerenitored 7he case. :

mmmsgnmem?w@mvwa&s{m%ﬁrmmmmmm
JUDGMENTS, ORDERS & DOCUMENTS ARE WB‘&LCASES?DRMYOU AREATTORNEY OF BECORD,
) T R TICAL SN RRCL RN AT PATE PO




