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THE STATE PROSECUTOR

RE: SUPPORT OF SB 200, Criminal Law-Misconduct in Office
Dear Mr. Chairman and Members of the Judicial Proceedings Committee:

We are writing to express the support of the Office of the State Prosecutor for SB 200, Criminal
Law-Misconduct in Office, which would make several important changes to our State’s ability to
investigate and prosecute public corruption. This legislation comes out of challenges faced by the
Office of the State Prosecutor when investigating and attempting to prosecute cases under a
common-law doctrine that no longer reflects the reality of modern government.

This legislation does two important things: 1) it supplements the common law definition of
“public official” with the definition found in the General Provisions Article Section 3-103, which
guides the Maryland State Ethics Commission’s requirements for financial disclosures; 2) it
provides that two or more acts of misconduct would constitute a “course of conduct” of
misconduct in office and have no statute of limitations and a ten year penalty. !

The Office of the State Prosecutor

The Office of the State Prosecutor is an independent agency within the Executive Branch of
government. The Office is tasked with ensuring the honesty and integrity of State government
and elections by conducting thorough, independent investigations and, when appropriate,
prosecutions of criminal conduct affecting the integrity of our State and local government
institutions, officials, employees and elections.

Defining Public Official
Under the common law, the definition of a public official is rooted in case law:

There are many Maryland cases dealing with the delineation of the public
official concept and the following tests have been set forth: ‘(I)s he
required to take an official oath; is he issued a commission; is a bond
required; is the position called an office; is the position one of dignity and
importance; does the public servant exercise in his own right some of the
sovereign powers of government for the benefit of the public; does he
have a fixed tenure?’

Duncan v. Koustenis, 260 Md. 98, 105, (1970) (quoting Gary v. Board of Trustees, etc., 223 Md.
446, 449 (1960)).

! Similar to Maryland law for Bribery (Criminal Law Section 9-201) and Perjury (Criminal Law Section 9-101)
i



These requirements guide whether an individual can be prosecuted for the crime of “misconduct
in office” which is a common law offense related to official malfeasance, misfeasance and/or
nonfeasance. The jury instructions for misconduct in office are attached as Appendix 1, which
provides definitions of these terms.

The Office of the State Prosecutor has statutory jurisdiction over misconduct in office and has
successfully prosecuted many cases of individuals charged with this offense. Most recently, a
Chief of Police in the Greensboro Police Department pleaded guilty to misconduct in office for
knowingly omitting information related to a subordinate’s internal affairs record in a certificate
to a state agency. Our office also convicted the Deputy Mayor of District Heights for using his
position to acquire $50,000 dollars’ worth of fireworks purportedly on behalf of the City of
District Heights, which was actually for an acquaintance. Another successful prosecution for
misconduct in office was against former County Executive for Anne Arundel County, John
Leopold who misused the executive protection officers detailed to him, and also forced his
secretary to change his catheter bag.

We are able to discuss cases we have charged but are not able to discuss cases we have not. That
being said, we believe this legislation is necessary to help address the challenge that arises when
the individual committing misconduct in office is a high ranking government official who does
not take an official oath and does not receive a commission, but is nonetheless a decision maker
shaping public policies and procurement. For the purpose of illustrating this point here are a few
hypothetical examples of cases where we would not be able to charge the person because of the
common-law definition of misconduct in office.

A) If a Chief of Procurement at a large government agency was being paid $10,000
dollars to help another individual or company with "consulting services.” The
individual or company would then would ask for favors (contracts, bidding
information, etc.) and the Chief of Procurement would use their official capacity for
their personal benefit and the benefit of the individual or company paying them. That
would constitute misconduct in office but the individual would not be a public official
and could not be charged.

B) If a Deputy Secretary of a large government agency owns and operates a nonprofit
and allocates state funds to the non-profit to use for personal profit in the form of a
salary or to avoid government procurement safe-guards to hire personal friends or
business partners.

C) If a Chief of Staff to a high ranking government official was forcing staff to engage in
behavior similar to that of John Leopold, that person could not be prosecuted for
misconduct in Office yet would be exploiting a power imbalance similar to the former
County Executive.

These are just a few hypothetical examples. The other important element is that for individuals
who are not considered public officials our agency would not have jurisdiction over them for
other crimes they may commit such as theft, procurement violations, and other crimes. Qur
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agency is the only agency specifically tasked with this type of investigative work and unique
subject matter expertise (though we have concurrent jurisdiction with local State’s Attorneys and
the Attorney General’s Office). Our inability to prosecute these individuals with theft and
procurement crimes often means that the prosecutions are not feasible elsewhere.

This legislation would allow our office to target the appropriate individuals in modern
government whose inappropriate conduct is contemplated by the crime of misconduct in office,
rather than forcing our office to apply an outdated common law definition to modern
government.

Misconduct in Office

Misconduct in Office, is a common law offense with a statutory two-year statute of limitations.?
Our office receives requests for investigation from the General Assembly, the Governor, and the
Attorney General, and can also investigate cases on our own initiative. We also receive referrals
from other administrative and regulatory agencies throughout the State of Maryland. Our role is
two-fold in conducting thorough and confidential investigations: to ensure that those who have
committed crimes are prosecuted and to ensure that those who did not commit a crime are not
tarnished through false accusations. We work hard to complete thorough and discrete
investigations to ensure that both of these goals are attained.

However, some of the most egregious cases of misconduct in office take place over longer
periods of time and are complex schemes that require more than two years of investigation, much
less investigation and prosecution. Due to the nature of these complex crimes and schemes, they
often do not come to light within the two year statute of limitations provided.

The nature of white collar crime has changed. With advanced technology, online banking and
other technological advancements. investigating someone’s financial footprint can take months.
A two-year statute of limitation for complex misconduct, which is most often a course of conduct
(not a single incident) is not sufficient to bring individuals committing these crimes to justice.

The language “a course of conduct” is borrowed from existing case law in theft scheme and
harassment statutes to ensure that the behavior is connected. Therefore, if an individual took
money improperly on one occasion and then two years later lied on a financial disclosure form,
that would not constitute a course of conduct for misconduct (though both acts could individually
be defined as misconduct). 3

2 Misdemeanors that are criminal offenses under ethics laws or committed by officers of the

State: A prosecution for the commission of or the attempt to commit a misdemeanor constituting:

{1) a criminal offense under the Maryland Public Ethics Law; or (2) criminal malfeasance,

misfeasance, or nonfeasance in office committed by an officer of the State, or of an agency of the

State, or of a political subdivision of the State, or of a bicounty or multicounty agency in the State

shall be instituted within 2 years after the offense was committed. Md. Code Ann., Cts. & Jud.

Proc. § 5-106 (West)

*From the harassment statute: “Course of conduct” means a persistent pattern of conduct, composed of a series of
acts over a period of time, that evidences a continuity of purpose. Pall v. State, 117 Md. App. 242, 245, 699 A.2d
565, 567 (1997); From theft scheme: (f) Course of conduct — Aggregation. - When theft is commiited in violation of
this part under one scheme or continuing course of conduct, whether from the same or several sources:(1) The
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An example of a misconduct scheme that would have been satisfied under the new statute but
was not satisfied under the existing structure is reflected in the Statement of Facts from the guilty
plea of Catherine Pugh, former State Senator and former Mayor of Baltimore. The statement is
attached as Appendix 2.*

Just as when the perjury and bribery statute were codified, we ask that a scheme of misconduct
be codified as a misdemeanor without a defined statute of limitations due to the often secretive
and complex nature of the criminal activity. While regular misconduct is punishable by anything
that is not “cruel and/or unusual”, as this is a new statutory offense we have set the maximum
penalty at ten years (just as with bribery and perjury).

In general, we strongly support reforms in our public corruption laws to ensure that our
investigators and prosecutors have the tools to ensure that we can preserve the integrity of State
government. To that end, we would encourage a favorable report from the Judicial Proceedings
Committee on Senate Bill 200.

Sincerely,

Charlton T. Howard, 11l
State Prosecutor

conduct may be considered as one crime; and (2) the value of the property or services may be aggregated in
determining whether the theft is a felony or a misdemeanor. Bouma v. State, No. 1258, SEPT.TERM,2017,2019
WL 994094, at *2 (Md. Ct. Spec. App. Mar. 1, 2019)

4 Qur office has charged Catherine Pugh for failing to disclose her business relationship to Healthy Holly, LLC on
her financial disclosure form. That case is currently pending in Anne Arundel County Circuit Court and we cannot
comment on pending matters.
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MISCONDUCT IN OFFICE

The defendant is charged with the crime of misconduct in office. Misconduct in office is
corrupt behavior by a public official in the exercise of his duties of office or while acting under
color of office. In order to convict the defendant, the State must prove:

(1) that the defendant was a public officer;

(2) that the defendant acted in his official capacity or took advantage of his public office; and

(3) that the defendant corruptly did a wrongful! act, corruptly failed to do an act required by
the duties of his office, or corruptly did a lawful act.

The State only needs to prove one of these forms of misconduct beyond a reasonable doubt. n
order to convict the Defendant, you all must unanimously agree that he committed misconduct,
but do not have to unanimously agree as to the form of misconduct committed. In other words,
some of you could believe that the evidence proves the first form, some of you could believe it
proves the second form, some of you could believe it proves the third form, or some could believe
it proves all forms.

“Although it is a singular offense, the crime of official misconduct covers three modes of
behavior: (1) misfeasance, (2) malfeasance, and (3) nonfeasance. Nonfeasance is the omission of
an act which a person ought to do; misfeasance is the improper doing of an act which a person
might lawfully do; and malfeasance is the doing of an act which a person ought not to do at all.”
Sewell v. State, 239 Md. App. 571, 601-02 (2018) (internal quotations omitted).

“The corrupt behavior may be (1} the doing of an act which is wrongful in itself—
malfeasance, or, (2) the doing of an act otherwise lawful in a wrongful manner—misfeasance; or,
(3) the omitting to do an act which is required by the duties of the office—nonfeasance.” Duncan
v. State, 282 Md. 385, 387(1978);

“[A] public officer commits malfeasance by corruptly exceeding the scope of his or her
authority and commits misfeasance by acting within the scope of his authority but doing so
corruptly.” Sewell v. State, 239 Md. App. 571, 601-02 (2018).

I MPJI-CR 4:23; See e.g. State v. Carter, 200 Md. 255, 262 (1952)(“malfeasance is the doing of
an act which a person ought not to do at all.”); Duncan v. State, 282 Md. 385 (1978) (defining
malfeasance as “the doing of an act which is wrongful in itself.”) Sewell v. State, 239 Md. App.
571, 604 (2018) (“In the case of malfeasance, then, the conduct in question falls outside of the
official's discretion and authority, and, if done willfully, is corrupt on its face.”) Francis v. State,
208 Md. App. 1 (2012), cert. denied 430 Md. 645 (2013) (upholding a jury instruction that defined
malfeasance as “corruptly did the unlawful or wrongfud act.”).
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Case 1:19-cr-00541-DKC Document 12-1 Filed 11/21/19 Page-+-6H18 _____ Exrteren

——— . LOGGED_____ RECEIVED
NOV 21 2015
Attachment A - Stipulation of Facts CLEHK"JSE%LE%?&%OUHT

The undersigned parties stipulate and agree that if this ease had proceeded to trial,
this Office would have called witnesses and introduced other evidence to prove the following
facts beyond a reasonable doubt. The undersigned parties also stipulate and agree that the
following facts do not encompass all of the evidence that would have been presented had this
matter proceeded to trial,

From approximately 2007 until 2016. the defendant. Catherine Elizabeth Pugh (C"PUGH™),
wats o senator in the Maryland State Senate where she served on various legislative commitiees,
including the Senate Tealth Committee. PUGH won her seat in the Senate after elections held in
2010 and 2014, In 2011, PUGH campaigned to become the mayor of Baltimore City, but lost in
the primary election on September 13, 2011, In September 2015, PUGH announced her intention
to run again for mayor of Baltimore City. After winning the primary election on April 26, 2016,
and the general election on November 8, 2016, PUGH assumed the position of mayor of Baltimore
City on December 6. 2016,

PUGH was the sole owner of Healthy Holly, LLC (“Healthy Holly™). a company formed
in Maryland on January 14, 2011, PUGH used the company Lo publish and sell children’s books
that she had written. Healthy Holly's principal business address was PUGH's residence in
Baltimore, Maryland.

On or about the following dates. Healthy Holly published four illustrated children’s books:
(1) June 21, 201 1, Tlealthy Holly: Exercising is Fun; (2) March 8. 2013, Healthy Holly: A Tealthy
Start for Herbie; (3) August 25, 2015, Healthy Holly: Fruits Come in Colors Like the Rainbow:
and (4) August 18, 2017, Healthy Holly: Vegetables are not just Green. [he cover of cach book
listed “Catherine Pugh™ as the author. The overwhelming number of books published by Healthy
Holly were not sold through retail or wholesale vendors: rather. they were marketed and sold
directly to non-profit organizations and foundations, many of whom did business or attempted to
do business with Maryland staie government and Baltimere City.

Catherine E. Pugh and Company. Inc. (the “Pugh Company™). was a marketing and public
relations consulting company organized in Maryland in 1997. PUGH was the sole proprictor of
the business. and its principal address was her residence in Baltimore, Maryland.

PUGH was the sole signatory on Fealthy lolly’s bank account ending in 8269 and the
Pugh Company’s bank account ending in 1633, PUGIH did not maintain a personal bank account.

choosing instead 1o commingle her personal and business finances in her business accounts.

o DISTHIC@I} RYLAND
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PUGH filed U.S. Individual Income Tax Returns, on orm 1040. for tax years 2013 and
2016. which included Internal Revenue Service ("IRS™) Form Schedule C, Profit or Loss From a
Business (Sole Proprictorship). PUGH used Form Schedule C to caleulate the net taxable business
income she received from Healthy Holly during those years.

From approximately September 2011 until December 2016, Gary Browa, Jr. ("BROWN"),
worked as a legistative aide to PUGH. BROWN actively campaigned for PUGH's reelection o
the State Senate in 2014,

BROWN served as PUGHs campaign aide during her 2016 mayoral election campaign.
Folowing PUGH's clection and inauguration as mayor of Baltimore City in December 2016,
BROWN was hired as the Deputy Director of Special Events in the mayor's office. BROWN and
PUGH had offices on the same floor in City Hall, In December 2016, the Maryland Democratic
Central Committee nominated BROWN to {ill a vacaney in the Maryland House of Delegates
created by PUGH's mayoral victory, Iowever. BROWN never served in that position because
the Governor withdrew his nomination after BROWN was indicted for election law violations in
Junuary 2017

BROWN was the sole owner and operator of Stricker Abstracting, LLC. and GB
Abstracting. LLC, both Maryland companies that purported to be title-abstracting businesses, and
GI3J Consulting. LLC, a Maryland consulting business. BROWN ran all three companies from
his residences in Baltimore, BROWN also freclanced as a tax return preparer.

Between approximately March 2011 until March 2019, BROWN helped PUGH promote
and seli the Healthy THolly books. While PUGH paid an illustrator and a graphic artist to help
publish her books, PUGH and BROWN were the only people who organized the sale and
distribution of the books. As the company’s Chief Operating Officer, BROWN oversaw the
transportation and storage of the books, drafted invoices. and corresponded with purchasers. Much
of BROWN's work on behalf ol Healthy Holly occurred during work hours while serving as
PUGHs legislative aide and mayoral staff member. BROWN was not an employee of Healthy
Holly and received no salary or compensation until approximately mid 2016 when he started o
get sales commissions. None ol his companies received compensation for services purportedly

provided to Healthy Holly.
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I, Count Once - The Scheme to Defraud Book Purchasers

From in or about November 2011 until in or about March 2019, BROWN and PUGH

participated in a scheme to fraudulently sell and distribute tens of thousands of Healthy Holly
books. Overthat period, they executed the scheme in a variety ol ways. First, PUGH and BROWN
promised a certain number of books at a given price to a variety of purchasers and then Kept the
money and did not provide the books to the purchasers as promised. Second, they resold books
that had been previously purchased and donated to the Baltimore City Public Schools.

Al ‘The Fraudulent Conversion of Books Sold to the University of Maryland

Medical System
1. The Printing and Sale of Book One

In or about December 2010, PUGH negotiated the sale of 20,000 Healthy Holly books for
$100.000 to the University of Marvland Medical System ("UMMS™), a nonprotit healtheare
organization based in Maryland. The book was titled Healthv Holly: Exercising is Fun ("Book
One™). ALPUGH"s suggestion, UMMS agreed 10 buy Book One on the condition that the purchase
he on behalf of, and Tor distribution to, school children in the Baltimore City Public School system
("BCPS™). The purchase was also contingent on PUGH delivering the donated books 10 BCPS.
UMMS decided to purchase the book, in part, to further the mission of its community outreach
program.

In or about January 2011, PUGH approached the Chicl Executive Olficer ("CL1EO™) for
BCPS about accepting the donation of Buok One from UMMS. The CEO agreed 1o accept the
books. but first had members of his staiT copy-edit the bovk. They identified various grammatical
and spelling errors for PUGH 1o correct. Ultimately, the CEO decided not to include the book in
BCPS's curriculum: instead, he authorized giving a copy of the book to all age-appropriate
students for them to take home. PUGH helped arrange a letter of agreement between UMMS and
BCPS regarding the purchase and donation of Book One.

On or about February 17, 2011 and March 10, 2011, PUGH accepted two $50,000 checks
from UMMS for the sale of Book One. The checks were deposited into a bank account. On or
about May 10, 2011, BROWN sent an emai! to UMMS stating, “pleasc fi nd attached the corrected
invoice.” On or about March 2, 2011 and June 2, 2011, PUGH paid a printing company a total of
$13.480 1o print and deliver 22,110 copies of Book One, which was the only edition ol Book One

ever printed.

T
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PUGH made arrangements to have approximately 20,020 copies of Book One delivered to
the headquarters for BCPS located at 200 E. North Ave,, Baltimore, MD, and another 2.090 copics
of the books delivered to “Senator Catherine L. Pugh™ at her legislative office focated at 2901
Druid Park Drive. Suite 200C. Baltimore, MD. On or about June 6, 2011, the 20,020 copics of
Book One were delivered to the mail room at 200 E. North Avenue, Baltimore. MD. Pending a
determination about how best to deliver the books to the students. BCPS employees moved the
books to a warchouse used by BCPS, which was located at 3300 Pulaski Highway, Balimore, MD
(City Warchouse™).

Beginning in or about October 2011, PUGH and/or BROWN arranged for thousands of
copies of Book One to be removed from the City Warchouse for resale 1o various organizations,
Sometimes BROWN enlisted the help of other City employees to remove and transport the books.
On other occasions. PUGH paid associates of BROWN to remove and transport the books, PUGH
and BROWN arranged for the books 1o be delivered and stored at various locations in Baltimore
City. including her residence in Baltimore City: her state legislative oflices in Annapolis and
Baltimore City; her mayoral office at City Hall; at BROWN's oftice in City Hall; the War
Memorial building in Baltimore City: PUGH's campaign ofTice on N. Charles Strect in Baltimore;
a public storage locker used by the mayoral campaign; PUGH’s personal and governmental
vehicles: and vehicles belonging to BROWN and other members ol PUGH's stall. BROWN
oversaw the logistics of storing, aceessing, transporting, and delivering the books, Neither UNMMS
nor BCPS authorized the resale of Book One to other organizations.

2. The Fraudulent Delivery of Book Two to PUGH's Legislative Office

On or about August 22, 2012, PUGIH negotiated the sale of 20.000 more Healthy Holly
books 1o UMMS for $100,000. The title of the second book was Healthy Holly: A Healthy Start
for Herbie (“Book Two™). As with the first purchase, UMMS agreed to buy Book Two on behalf
of. and for distribution to. school children in BCPS, The purchase of Book Two was also
contingent on PUGH delivering the donated books to BCPS for distribution to the students. During
discussions with UNIMS about the sale of Book Two, PUGH failed to disclose the fact that Book
One had not been distributed to BCPS students in accordance with the terms of its purchase.

In or about August of 2012, the CEO for BCPS agreed to accept UMMS's donation of
20,000 copies of Book Two. The CEO had members ol his stall copy-edit the book to correct

various grammatical and spelling errors, The CEO decided to give a copy of the non-instructional
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book 1o all age-appropriate students for them to take home. PUGH helped arrange a letter of
agreement between UMMS and BCPS regarding the donation of Book Two.

On or about August 22, 2012, BROWN drafted and sent an invoice to UMMS. Onor about
November 6. 2012, UMMS gave PUG!H a $100,000 check payable to Healthy Holly for the
purchase ot 20,000 copies of Book Two. PUGH deposited the check into Healthy Holly's bank
account on November 19, 2012,

On or about December 12. 2012, PUGH sent an email [rom cepughcoiaol.com with
instructions to the printer about how to split up the order, stating, “Let’s make that 18500 [for thej
schools and 1500 [for] Me.”

On or about December 19, 2012 and March 20, 2013, PUGH issucd .lwu Hcalthy Holly
checks to a printing company totaling $14,323 1o print and deliver 20,100 copies of Book Two,
which was the only edition of Book Two ever printed. PUGH made arrangements to have 18,600
copies of the books delivered BCPS headquarters at 200 E. North Ave,, Baltimore, MD. and
another 1.500 of the books delivered to “Senator Catherine E. Pugh™ at her legislative office
located at 2901 Druid Park Drive, Suite 200C, Baltimore, MD. The books were distributed to the
respective locations on or about March 19 and 28.2013. The boaks delivered 1o BCPS were stored
at the City Warchouse.

UMMS had no knowledge that PUGH had delivered 1,400 of its copies ol Book Two to
her legislative office instead of giving them 1o BCPS. In so doing, PUGH unlawfully converted
£.400 copics to her own bcrsonal use without the consent of UMMS or BCP'S,

3. The Fraudulent Delivery of Book Three to PUGH's Legislative Office

On or about January 24, 2013, PUGH negotiated the sale of 20.000 more Healthy Holly
books to UMMS tor $100,000. The title of the third book was fHealthy Holly: Fruits Come in
Colors Like the Rainbow (“Book Three™). As with the tirst two purchases, UMMS agreed to buy
Book Three on behalt of. and for distribution to, school children in BCPS, and PUGH agreed 1o
deliver them. During discussions with UMMS about the sale of Book Three. PUGH failed to
disclose the fact that Books One and ‘Two were not distributed 1o BCPS students in accordance
with the terms of those purchases.

On or about January 26. 2013, BROWN sent an email with an attached invoice to UMMS
noting that the invoice was “for the purchase of [Book Three] for the Baltimore City Public School

System.” On or about March 18, 2015, UMMS gave PUGHEa 5100,000 check payabie 1o Healthy

n
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[olly for the purchase of Book Three. PUGH negotiated the check an April 23, 2015. and
deposited most of the proceeds of the sale into Healthy Holly's bank account.

On or about June 5. 2015 and October 2. 2015, PUGH paid a printing company a total of
$13.275 10 print and deliver 21,000 copies of Book Three. which was the only edition of Book
Three ever printed. PUGH and BROWN made arrangements to have 19.500 copies of the books
delivered to BCPS headquarters at 200 E. North Ave., Baltimore, MD, and another 1.500 copies
of the books delivered to “Senator Catherine E. Pugh™ at ber tegislative office located at 2901
Druid Park Drive, Suite 200C. Baltimore, MDD, The books were distributed to the respective
locations on or about August 25, 2015, The books delivered to BCPS were stored at the City
Warchouse.

UMMS had no knowledge that PUGIH had delivered 500 copies of its Book Three to her
legislative office instead of giving them to BCPS. In so doing. PUGH unlawfully converted 300
copies of Book Three to her own personal use without the consent of UMMS or BCPS.

3. The Fraudulent Resale of Books Que, Two, und Thiee to

Other Purchasers

Beginning in or about October 2011, PUGH began selling to unwitting purchascrs copics
of Healthy Holly Books One. Two and Three. which had already been sold to UMMS and donated
10 BCPS. To that end. PUGH used Associated Black Charities. a Baltimore-based public charity
(Charity™). to facilitate the resale and distribution of the books to new purchasers. The new
purchasers entered into an agreement with PUGH whereby they agreed to buy Healthy Holly books
through the Charity to support & worthy cause. Neither the Charity nor the new purchasers knew
that PUGIH was double selling the books.

Pursuant to the Charity’s agreement with PUGH. the Charity kept a percentage of the
purchase price paid by the nes purchasers, and forwarded the balance 1o PUGIHL PUGH then had
copies of the books delivered to the Charity. which. in turn, agreed to deliver the books 1o a
worthwhile children’s program on behalf of the new purchasers. BROWN fucilitated the delivery
of the books from either the City Warchouse or PUGHs legislative offices.

1. The Resale of Book One to CareFirst

On or about October 7, 2011, PUGH discussed the sale of llealthy Holly books with

CareFirst, a nonprofit healtheare inswrer based in the Baltimore-Washington. DC, area. As part of

its community outreach program, CareFirst agreed to buy the books through the Charity for $7.000.
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However, PUGH falsely represented to the Charity that Carelirst had agreed that she, PUGH.
wauld receive $6.000 of the $7,000 donativn, when CareFirst had made no such agreement, On
or ubout October 24, 2011, CareFirst sent the Charity a check for $7,000. The Charity retained
$1,000 of the payment and forwarded $6,000 to PUGEL which PUGH used to pay down a home
equity line of eredit. To fill the book order, on or about November 27, 2011, PUGH 100k 1.000
copies of Book One trom the shipment of books that UMMS had purchased and donated to BCPS
in June 2011, Neither UMMS nor BCPS authorized the fraudulent resale of those books to
Carefirst.  BROWN delivered the 1,000 copies of Book One to the Charity, which, in tum,
delivered them to daycare centers.

On or about November 10, 2016, BROWN emailed CarckFirst to solicit the purchase of "an
additional 1000 Healthy Holly Books.™ CareFirst responded by asking BROWN to contact the
Charity about submitting a formal request through its online application system and noting that it
was “late in the vear . . . Jand] it may not be able to accommodate 1,000 books.”

On or about April 5, 2017, BROWN emaifed the Charity to determine if it had contacted
CarcFirst about buving additional books. The Charity ad ised BROWN that it had not and did not
pursue the donation further.

2, ‘I'he Resale of Book Two to the Maryland Automobile Insurance Fund

On or about August 27. 2013, PUGH called the President and CEO of the Charity o say
that threc organizations had agreed 1o purchase copies of PUGIHs “sceond children’s book.”
PUGH told the Charity that CareFirst had agreed to buy 1.000 copies; the Maryland Automobile
Insurance Fund (*MAIF") had agreed w buy 1,000 copies; and a Chicago investment [irm had
agreed to purchase 400 copics.

On or about August 29, 2013, PUGH texted the Charity's CEO to confirm that MAIF
would be sending a check to the Charity to buy “one thousans [sic] books.” PUGH also confirmed
that the Charity would “deduct $1.0007 from the payment for itself and the balance would be given
to PUGH via a check payable to Healthy Holly, which she would “pick up.” Ultimately, MAIF
paid the Charity $3.000 as a “charitable donation™ for the purchase of only 356 copies of Book
Two. The Charity kept $552 ol the payment and gave PUGH the balance via a check for 34,448
payable to Healthy Holly, which PUGH deposited into Healthy Holly's bank account on October

4, 2013,



Case 1:19-cr-00541-DKC Document 12-1 Filed 11/21/19 Page 8 of 19

PUGH advised the Charity that she would deliver MAIF's books to dayeare centers instead
ol having the Charity do it. However, the only source of 1,000 copies of Book Two o £l that
order was the shipment of Book Two that UMMS had purchased and donated to BCPS in March
2013. Neither UNMMS nor BCPS authorized the traudulent resule of those books to MAIF.

3. The Resale of Books One and Two to Ariel Investments

On or about August 6, 2013, a member of PUGH's legislative staft helped coordinate the
sale 0f 400 Healthy Helly books to Ariel Investments (“Ariel™), a Chicago-based investment firm.
Aricl was a co-sponsor of the 2013 Black Corporate Dircctor’s Conference held on September 6-
8. 2013, in Laguna Beach. CA. Ariel wanted to include a copy of the books in its ““swag™ gift bag
1o be handed out to conference attendees.  PUGH told Aricl to order the books through the
Charity’s CLEO.

On or about August 12, 2013, PUGH arranged for the delivery of 400 Healthy Books 1o
Ariel, which included 200 copies of Book One and 200 copics of Book Two. A member of
PUGHs legislative staff sent confirmation of the shipment to Aricl via email account
~Catherine.Pugh@senate.state.md.us.”™ A copy ol cach book, valued at $9 per book, was included
in the gilt bags that were handed out at the conference.  The conlerence agenda listed “State
Senator Catherine E. Pugh™ as one of the panclists. The conference sponsors paid PUGH's travel
and lodging expenses totaling approximately $4.664.

On or about September 12, 2013, PUGH sent a Healthy Holly invoice to Ariel seeking
payment for the shipped copies of “Healthy Holly: Exercising is Fun!” and “Healthy Holiy: A
Plealthy Start For Herbie.” The invoice directed all inguiries to BROWN and requested that a
check be mude payable to “[the Charity] Attn: Healthy Holly.™ On or about September 26, 2013,
a legislative stalt member sent an email to Ariel stating, “Senator Pugh wanted 1o get an update
for the payment that will be going to [the Charity] for the books.™ On or about October 4, 2013.
Ariel sent a cheek to the Charity for $3.680. On or about October 17, 2013, the Charity forw arded
the full amount o PUGH via a check pasable to Healthy Holly, which PUGH deposited into the
company’s bank account on October 24, 2013

To fill the book order for Aricl. PUGH took 200 copies of Book One from the shipment of
books that UMMS had donated to BCPS in June 2011, and 200 copies of Book Two from the
shipment of books that UMMS had donated to BCPS in March 2013. Neither UMMS nor BCPS

authorized the fraudulent resale of the books o Ariel.
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4. The Resale of Book Two to CareFirst

On or about December 3, 2013, and consistent with what PUGH had told the Charity in
August ol that year, PUGH contacted CarcFirst about purchasing 1.000 copies of Buok Fwo
through the Charity for $7.500. Like she did in 2011, PUGH Talscly represented to the Charity
that CareFirst had agreed that she. PUGH, would receive $6,500 of the $7,500 donation, when
CarcFirst had made no such agreement. On or about February 12, 2014, CarcFirst issued a 37.500
check 10 the Charity to buy the books. The Charity kept $1,000 of the puyment. and forwarded
the balance of $6.500 to PUGHT via a check made payvable to Healthy Holly, which PUGH
deposited into the company’s bank account on March 26, 2014, BROWN delivered the 1,000
copics of Book Two to the Charity, which. in turn, delivered most of them 1o youth-related
organizations,

To fill CareFirst’s book order. PUGH took 1.000 copies of Book Two from the shipment
of books that UMMS had donated to BCPS in March 2013, Neither UMMS nor BCPS authorized
the fraudulent resale of those books to CarcFirst.

5. The Resale of Books One, Two, and Three to the Kaiser Foundation

On or about December §7. 2015, PUGH discussed the sale of Teakthy Holly Books with
the Kaiser Foundation Health Plan, Ine. (“Kaiser™). a nonprofit healthcare foundation with offices
in Maryland. Kaiser agreed to purchase the books as part ol its community outreach program,
which included giving away free literature at events that promoted healthy lifestyles. On or about
Pecember 22, 20135, BROWN emailed Kaiser a Healthy Holly invoice secking 525.000 for 5.000
unspecificd Healthy Holly books.

On January 8, 2016, BROWN sent Kaiser an email reminding the company ol the
outstanding balance due and stating, 1 would like ta set up the shipment of books.” Kaiser sent
PUGH a $25.000 check puvable to ealthy Holly on Junuary 21, 2016. which PUGH deposited
into the company’s bank account on February §. 2016,

On or about June 27. 2016, BROWN emailed Kaiser another Healthy Holly invoice seeking
$25.000 for 3,000 more unspecified Healthy Holly books. On or about September 1, 2016.
BROWN sent an email requesting an “updated status™ for the outstanding payment and asking
“where will the books be going 10.™ On or about September |3, 2016, Kaiser sent PUGH a 525,000
check payable to Tlealthy Holly, which PUGH deposited into the company’s bank account on

September 19, 2016.

v
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To fll the foregoing book orders totaling 10.000 books. PUGH and BROWN took
approximately 1,000 copies of Book One from the shipment of books that UMMS had donated 10
BCPS in June 201 1; approximately 1,000 copies of Book Two from the shipment of books that
LINMS lad donated 1o BCPS in March 2013; and approximately 7,500 from the shipment of books
that UMMS had donated to BCPS in August 2015, Neither UMMS nor the BCPS authorized the
fraudalent resale of those books to Kajser. BROWN delivered the books to Kaiser's ofTsite storage
faciliy.

C. False Promises to Induce Advanee Payments for Books Never Delivered

1 The Non-Delivery of Book Two to MAIF

In or about July 2012, PUGH negotiated the sale of 1.000 copics of Book Twa to MAIF
via the Charity for $7.500. On or about July 10,2012, BROWN dralted the invoice for the books.
On August 20, 2012, the Executive Director for MATF sent an internal memo authorizing the
purchase of the books via the Charity using funds from the company’s charitable-distributions
budget. Mowever, on or about August 24, 2012, MAIF sent PUGH a $7,500 check made payable
to Healthy Holly instead of the Charity. PUGH deposited the cheek into | lealihy Holly's account
on September 7, 2012, The Charity did not receive a percentage of the sale. In addition. neither
the Charity nor MAIIT ever received the 1,000 copies of Book Two for further distribution to a
charitable cause.

o The Non-Delivery of Book Three to a Maryland Trust Fund

On or about December 14, 2016, a trust fund based in Maryland (the “Fund’), sent the
Charity a cheek for $50.000, which the Charity allocated for the purchase of 5,000 copies of
Healthy 1lolly books. However, prior to the Charity receiving any money from the Fund, PUGH
learned that the Fund had planned to give the $30.000 donation to the Charity. and PUGH falsely
represented to the Charity that the purpose of the Fund’s donation was to purchase Health Holly
books. Specifically, PUGH told the Charity that the Fund had agreed that she. PUGH. would
receive $45.000 of the $50.000 donation, when, in fact. the Fund had made no such agreement.

On or about December 22, 2016, BROWN emailed an invoice to the Charity requesting
pavment ol $435.000 for an ~assortment of books.” which took into account the price of the books
minus the Charity’s fee of $5.000. In the email, BROWN stated that he could “come pick up the

check when ready.” On December 23, 2016, in reliance on PUGH's misrepresentation, the Charity

1o
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sent PUGTT 2 $435,000 chieck payable to Healthy Hoily, which PUGH deposited into the company s
bank account on December 28, 2016.

PUGH delivered 300 copies ol Book Three to the Charity, which the Charity then
distributed to an affiliate ofTice for further distribution to yvouth-related groups. [n reference to the
other 4.500 bouks purchased with the Fund’s donation. the Charity requested an explanation from
PUGH about how the books were going to be distributed to insure that the Fund’s donation would
be tax deductible. On February 1, 2017, BROWN sent the Charity a letter claiming that “Healthy
Holly LLC will be delivering 5000 [copics of] Hlealthy Holly: Fruit [si¢] Come in the Colors Like
the Rainbow [ Book Three] to the Baltimore City Public Schools.™ The leuer noted that the books
would be delivered 10 the City Warchouse so the school system could “distribut[¢] the books to
their students.”

Despite depositing Purchaser 1575 $43,000 into Healthy Holly's bank account, PUGH never
delivered 5.000 copies of Book Three to the City Warchouse for distribution to BCPS students,
Instead, PUGH kept the money and did not print any more copics.

3. The Non-Delivery of Books Four and Five to Kaiser

On or about October 16, 2017, the Director of Community Health for Kaiser had a
canversation with PUGH about obtaining copies of Book Four, titled Healthy Holly: Vegetables
are not just (sic) Green, to hand out at various community events. That same day, members of
PUGH"s mayoral staff sent an email to the Director discussing how the company could get copics
of the book. The email also discussed Kaiser's request to have PUGH attend the company’s
upcoming community events to sign her books and to conduct a reading. On or about October 16.
2017, BROWN sent an email to Kaiser seeking a chance "o discuss the continuation ot our
partnership with the purchase ot the upcoming Healthy Holly book.™

On or about October 31, 2017, BROWN sent Kaiser an email with an attached invoice
secking pavment of $14.000 for 2.000 copies of Book our. On or about November 24, 2017,
Kaiser sent PUGH a cheek for $14.000 made payable o EHealthy Holly, which PUGH deposited
into the Healthy 1loly bank account on November 30. 2017. However, PUGI [ and BROWN never
defivered the 2,000 copies of Book Four te Kaiser. [n addition. one year later. on or about October
77, 2018, BROWN emailed o new invoice 1o Kaiser secking $25,000 for an unpubiished Healthy
Holly buok to be titled Healthy Holly: Walking with My Family is Fun {Book Five)., On or about

November 20, 2018. not realizing that Book Four had not been delivered. Kaiser sent PUGH &
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$25,000 ACH payment to Healthy Holly's bank account to pay for 4.000 copies of Book Five.
PUGH and BROWN never delivered copies ol Book Five to Kaiser.
4. The Non-Detivery of Books Four and Five to UNVMMS

On or about Octaber 17, 2016, PUGH negotiated the sale of 20,000 copies of Book Four
to UNIMS for $100.000. During discussions with UMMS about the sale of Book Four, PUGH
failedd to disclose the fact that the first three books were not distributed to BCPS students in
accordance with the terms ol those purchases. PUGH and BROWN never told UMMS about the
fraudulent acquisition and use ol thuse books over the preceding five years. including the diversion
ol the books to PUGHTs legislative offices. the use of the books as promotional and political
giveaways, and the resale of thousands of books 1o new purchasers for PUGH's own {inancial
gain.

On or about October 17, 2016, BROWN emailed UMMS an invaice for 20,000 copies of
Book Four on behall of BCPS. On or about November 3. 2016, UMMS sent PUGH a check for
$100.000 payable to Uealthy Holly for the purchase and delivery o 20,000 copies of Book Four,
PUGH deposited the cheek into Healthy Holly's bank account on November 9, 2016, part of which
PUGH used to purchase a new house on December 13, 2016, As of April 2019, PUGH and
BROWN never delivered the 20.000 copics of Book Four for which Healthy Holly had been paid.

On or about September 12, 2018, PUGH approached UMMS about buying 20,000 copies
of a new Lcalthy Holly book (Book Five) for $100.000. During those discussions, PUGH failed
10 disclose the fact that the first four books were not distributed to BCPS students in accordance
with the terms of those purchases. On or about October 12, 2018, BROWN emailed UMMS an
invoice for 20.000 copies of Book Five. On or about November 14, 2018, UMMS sent PUGH o
check for $100.000 payable to Healthy Holly for the purchase and delivery of 20,000 copics af’
Book Four on behalf of BCPS. On or abouwt November 27, 2018, PUGH deposited the checek into
Healthy [olly's account. PUGH and BROWN never delivered the 20,000 copics of Book live
for which Healthy Holly had been paid.
<5 The Non-Delivery of Books to Grant Capital Management

In or about March 2016, approximately one month before the mayoral primary election,
PUGH contacted J.1°. Grant, the owner of Grant Capital Management (“GCM™), a Maryland-based
financing company that did business with Balimore City. GCM had purchased 2,000 copies of
Book One back in 2011 for $14,000. PUGH told Grant that she needed to raise more money lor

12
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her campaign and she asked for Grant's help. PUGH explained o Grant that she had been making
maoniey by selling her Healthy Holly books to various organizations that donated the books 1o BCPS
students. PUGH asked Grant for $30.000 to purchase books lor BCPS students. Grant understood
that PUGH would use the money to produce and distribute the Healthy Holly books, with the
balance of the money going toward her mayoral campaign. Grant knew that providing money to
PUGH's campaign via PUGH's company was a violation of Maryland’s clection laws.

On or about March 7. 2016, BROWN went to Grant's residence and picked up a check for
$50.000 payable to Healthy Holly. BROWN delivered the check to PUGHL and she deposited it
into Healthy Holly's bank account on March 9, 2016. However. PUGH never used any of those
funds to print or deliver Healthy Holly books for BCPS students.

In or about October 2016, approximately one month before the general election. PUGH
told Grant that she wanted to buy a larger house so she could entertain people when she became
mayor. PUGH had a specific house in mind and took Grant to see it. PUGH also told Grant that
she needed money in order 1o buy the house. Grant asked PUGH how he could help. As in March
2016, PUGH sugpested that Grant write a check 1o Healthy Holly. this time for $100,000.
However, PUGH failed 1o disclose the fact that none of the funds provided by Grant in March
2016 were used to print and deliver books to BCPS students.

On or about October 13, 2016, Grant wrote a cheek from GCM's bank account for
$100.000 payable 1o “Heaithy Hully™ with the notation “book donation™ in the meme line of the
cheek. As in March 2016. Grant understood from PUGH's representations to him that PUGH
would use the money to produce and distribute Healthy Holly books. with the balance ol the money
poing toward the purchase of & new house. On or about October 17, 2016, PUGH deposited the
cheek into Healthy Holly's bank account. However, PUGH never used any of those funds to print
or deliver Healthy 1olly books lor BCPS students.

D. Failure to Disclose Financial Interest in Healthy Holly, LLC

During her tenure as an clected State Senator in the Maryland General Assembly, PUGH
served on the Senate’s Finance Committee and the Senate’s Health Subcommittee. Under
Mary land law, state senators are required to disclose their linancial alfairs by annually liling under
oath a financial disclosure statement with the Maryland State thics Commission. While serving
as a State Senator. PUGH knowingly failed to disclose on her financial disclosure statements her

ownership interest in Healthy Holly, LLC. during calendar years 2011 through 2016.
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I1. Count Nine = Conspiracy to Defraud the United States

A The Use of Healthy Holly Money to Fund Straw Doenations

PUGH announced Dier intention to run lor mayor of Baltimore in September 2015, As
PUGH"s campaign aide. BROWN helped organize events and track campaign donations to the
Committee to Eleet Catherine Pugh.

In or about January 2016, PUGH 1old BROWN that she wanted to increase the number of
donors the campaign publicly reported supported her before the next regulardy scheduled
disclosure of campaign finance reports. PUGH belicved that the mayoral candidate supported by
the greatest number of donors would have the best chance of winning the primary election on April
26.2016. PUGH further believed that if the voters learned that PUGH had injected her own money
into the campaign, PUGH would appear desperate and that would hurt her election chances. Asa
result. PUGIT decided 1o use money in Healthy Holly's business account o {fund straw donations.
which is a violation of Maryland’s celection laws. In other words. PUGH wanted to give certain
individuals funds with the express understanding that these individuals would then donate the
funds to PUGH's campaign. The funds included money reecived from book sales.

To that end. PUGI wrote checks pavable 1o BROWN [rom the Healthy Holly bank
account, Instead ol depositing the checks into a bank account. BROWN took the checks to the
bunk where Healthy Holly's account was located and cashed them at the teller’s window. thereby
acquiring untraccable cash to fund the straw donations. BROWN used the untraceable cash to
fund money orders. dehit cards and personal cheeks in the names of straw donors.  Fhe straw
donations funded through the cashing-out scheme were submitted to the Committee o Llect
Catherine Pugh.

In furtherance of the scheme, PUGH issued the following checks to BROWN prior w the

mayoral primary election:

DATE OF HEALTHY HOLLY CHECK AMOUNT OF HEALTHY
HOLLY CHECK
lanuary 11, 2016 $3,025
January 13, 2016 56,000
January 13, 2016 $6,000

14



Case 1:19-¢cr-00541-DKC Document 12-1 Filed 11/21/19 Page 15 of 19

March 9, 2016 S10.000

April 11,2016 SO, 800

BROWN used most of the foregoing funds to make straw donations totaling approximately
$35.800. The balance of the cash not used for straw donations was returned w PUGH. The straw
dunations were submitted in the names of BROWN's and PUGH'S family members, friends, and
associates, including PUGH'S scnatorial administrative assistanl.  Most of the straw donors
allowed BROWN o use their names to make the itlegal contributions and provided him with their
bank account numbers.

13. The Pretense of a Business Relationship between Healthy Holly and

GBJ Consulting

Beginning in or about September 2016, state authorities began to question the source of
the funds for some of the straw donations. To backstop their scheme in case state authorities
discovered that 1lcalthy Holly was the funding source, PUGH continued to issue checks to
BROWN throughout 2016 to ercate the pretense of a legitimate business relationship between
BROWN and Healthy Holly. In furtherance of the pretense. PUGH and BROWN signed an
independent contractor agreement between {ealthy Holly and GBJ Consulting. In addition. at
PUGH"s request. BROWN created a business ledger that misrepresented the Tlealthy Holly checks
as payments for promotional services rendered by BROWN's company. GB Consulting, LLC. on
behalfof Healthy Tolly. Also at PUGH'S urging, BROWN created bogus GB Consulting invoices
and backdated them. BROWN continued cashing out the checks at the teller window at PUGH's
bank. but. instead of funding more straw donations himself. he delivered the cash o PUGHL. In
total, BROWN and PUGH cashed out approximately $62.100 of Healthy Holly checks during
2016, all of which went to straw donors or to PUGH.

On or about January 11, 2017, BROWN was charged with. and ultimately convicted of,
violating Maryland’s clection laws for funncling $18.000 of the above-described straw donations
to PUGH's campaign. Afier the charges became public, the Commitiee to Elect Catherine Pugh
issued five cheeks in the names of three of the straw donors. The memo line on cach ol the checks
stated “returned contribution.” However, none of the persons in whose names the donations had
been made received any of the retumed money,  Instead, PUGH instrucied BROWN to use the
money to pay for his legal defense in the pending state election-law prosecution, a case that had
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legal implications for PUGH. PUGH picked the law finn that BROWN hired. assuring him that
he would be okay because the attorney there would take care of him,

Pursuant to PUGHs request, BROWN arranged to have the five cheeks cashed, then used
the money to fund multiple payments to his atiorneys totaling upproximately $18.000. BROWN
did not cooperate with investigative authorities in the state prosecution, and state authorities were
unable to identify Healthy Holly as the source of the funds for the straw donations.

C. Backstopping the Fictitious Business Relationship to Evade Taxes

In addition to creating fake documents 1o backstop the fictitious business relationship
between Healthy Holly and GBJ Consulting. PUGH and BROWN used the bogus relationship to
defraud the IRS in 2016, More specitically, they coordinated the information contained in their
respective companies™ tax filings to falsely represent the Healthy fHolly checks as deductible
business expenses to reduce PUGH s tax liability.

PUGH and BROWN told an accountant hired to prepare PUGH'S 2016 income tax return
that the checks written o BROWN from the 1lealthy Holly bank account were payments for
services provided by GBJ Consulting to Healthy Holly. As a result. PUGH's accountant issued an
IRS Form 1099 — Miscellancous Income to report $64.325 in payments to BROWN as expenses
incurred during the ordinary course of Healthy Holly™s publishing business. The form was sent to
both the IRS and BROWN.

The false expense of $64.325 was also reported on PUGIFs U.S. [ndividual Income Tax
Return, Form 1040, for tax year 2016, Specilically. the expense was included on PUGII'S
Schedule € for Healthy Holly in the expense category for “outside services.” Deducting the false
expense substantially reduced the income tax due and owing by PUGH.

Consistent with PUGHs treatment of the false expense. BROWN filed a U.S. Individual
Income Tax Return, Form 1040, for tax vear 2016 that listed the $64.325 of Healthy Holly
pavments as business income on his Schedule C for GBJ Consulting. Reporting the fictitious
income on his return meant that BROWN would have 1o pay income taxes on it However, to
avoid paving taxes. BROWN deducted fictitious business expenses on GBJ Consulting’s 2016
Sehedule € inan amount that exceeded the falsely reported business income, thereby creating ¢
nontaxable. net business loss. The fictitious business expenses included fake labor expenses for

nonexistent employees. To substantiate the deduction of those labor expenses, BROWN issued
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fraudulent Form 1099s in the names of various individuals who had never worked for GBJ

Consulting.
T Ten Eleven
fil.  Counts ‘Bhoee und Eowgr — Tax Evasion

A, Tax Year 2010

The sales of Healthy Holly books and other sources of income in 2016 resulted in
approximately $322.365 of taxable income for that tax year, on which an income tax of
approximately $102.444 was owed to the United States Treasury. However, PUGH willfully and
deliberately took allirmative steps to evade IRS's ascertainment of income taxes owed for 2016,
including filing & false U.S. Individual Income Tax Rewrn, on Form 1040 (inclusive of Schedule
C for Healthy Hully). in which she stated on line 43 of that filing that her taxable income for the
calendar year was only the sum of $31,020, and that the amount of tax due and owing thereon as
stated on line 47 was S4,168.

f:urthermore, prior to filing the foregoing false Form 1040 under the penalties ol perjury,
PUGH told her tax preparer that the total cost for printing and graphic expenses for Healthy Hoily
in 2016 was $80.782 when, in truth and fact, the total cost was only $1,250. PUGH overstated
that expense by approximately $79,532, which the tax preparer then included on Healthy Holly's
Schedule C.

PUGH also told her tax preparer that the total cost for outside services to Healthy Holly
was $79.745 when, in truth and fact, she overstated the total cost by apptoximately §64,325, the
amount that Healthy Holly purportedly paid to GBJ Consulting.  As previously noted. GBJ
Cunsulting did not perform any work for Ftealthy Holly. However, PUGH wrote cheeks to
RBROWN to create false business expenses for purported outside services, which resulted in the
ivsuanee of IRS Form 1099 to GBJ Consulting. Based on PUGH's and BROWN's false
representations about an ongoing business relationship between Healthy Holly and GBJ
Consulting. the tax preparer expensed the purported GBJ Consulting payments on Healthy Holly's
Schedule C.

PUGH s intentional reliance on the foregoing fraudulent expenses reduced the amount of
taxes she owed for 2016. She further evaded taxes that year by intentionally not reporting certain
income Healthy Hotly received [rom the sales of books that year. Specitically. she advised her tax
preparer that & $100.000 check Irom a book purchaser was a loan and. thus. not reportable as

wxable income, and that a $43.000 check from the Charity for book sales was a loan repayment to

17



Case 1:19-cr-00541-DKC Document 12-1 Filed 11/21/19 Page 18 of 19

her. PUGH, and, thus. not reportable as taxable income.  The combined total of $145.000 in
unreported sales receipts was not included on Healthy Holly's Schedule C as business income.
thereby Traudulently reducing PUGH tax liability even more.

B. Tax Year 2015

PUGH also took affirmative steps to evade the ascertainment of income taxes in 2015.
PUGH prepared and caused 1o be prepared. and signed under the penalties of perjury. a fulse and
feaudulent 2015 U.S. Individual Income Tax Return, on Form 1040, which was filed with the
Internal Revenue Service. In that false income tax return, she stated on line 43 that her taxable
income for the calendar year was $39.001. and that the amount of tax due and owing thercon as
stated on dine 47 was the sum of $3,530. In fact, but for the affirmative steps PUGH took 10 evade
the payment of taxes that year. and as PUGH then and there knew, her taxable income for calendar
vear 2015 was approximately $76,175, upon which she owed an income tax of approximately
S14,940.

To reduce her tax liability for 2013, PUGH intentionally provided false information about
Healthy Holly's book sales. Specifically. PUGH concealed from her tax preparer the receipt of'a
$100,000 cheek from a book purchaser. She concealed the check by not depositing it into Fealthy
Holly"s bank account so her tax preparer could account for it. Instead, PUGH cashed the cheek at
a bank teller window, and then deposited only $60,000 ol the cash into the Healthy Holly account.
She used the balance of $40,000 in cash to pay down the outstanding balances on a personal credit
card and a home equity line of eredit. Consistent with PUGIH's plan, her tax preparer never learned
about the receipt of the $100,000 check, so the tax preparer only reported the $60.000 as business

income on Healthy Hoby's 2015 Schedule.

I have read this Statement of Facts and carefully reviewed every part of it with my
attorney. | understand it. and [ voluntarily agree to it. [ do not wish to change any part of it

/1] A7 / 14 /lﬂ%whq A

Dute Catherine Elizabeth Pugh / }
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| am Catherine Elizabeth Pugh’s attorney. | have carefully reviewed every part of this
Statement of Facts with her. To my knowledge, her decision to sign it is an informed and

voluntary one.

1/14] 14 . /va/f

Date’  ° Steven D. Silverman, Esq.




