Office Memorsndum ““‘”“"" CONFIDENTIAL
Federal Home Loan Bank Board T |

Eleventh District
Offies of Supervisory Agent

o E. J, Gray, Chairman Osle:  seprember 25, 1986
Paderal Home Loan Bank Board

From: J. M. Circua, Principsl Supervisory Ann%&b-

Subject: Lincola S4LA (FHLIS ¥o. 3803)

Irvine, Califernis
Allegatfons Regarding Exemination Process

This 4s 4in cesposse to your d of Septesmber 22, 1986,
regarding the article appearing in the Septesber 20, 1986, edition
of the Washingtom Post. That asrticle coutsined asllegatiocss
attributed to officials st Lincoln Ssvings, which focused om the
length of the exanfnation and the disclosure of confidentisl
ioformation sbout the exsmination. This semorsndum responds to
those allegations.

1. The association's 1lsck of cooperation has _prolonged the
tion.

The regulsrly scheduled exsminstion of Lincoln Savings commenced
March 12, 1986, and has coutinued to the present. During the
{oittal veeks of the examinstion, routine investigstion revealed
s vusbar of sreas of concern reQuiring wmore indepth review.
These include:

- Loas underwriting and sppreissl deficiencies (and 1o some
csses no spyraisals vhatsoever)

~ Heavy direct investasnt in real estate development

- Oviginacion of large resl estate scquisition, development
end coastrection losns

= Sesvy coacentrations of loans and investmente by type and
location

~ TReesentislly no singls femily bhome lending (Liscoln
originsted just elavem (11) single family home mortgages
betwveen Jamuary 1983 end the begioaing of the szeminstion)

= Besvy aad oftes speculative investasate is juak bosds,
equity securitiss, aad partmershipe
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« Possible violatiows of the direct imvestment regulatioca

= A large volume of treassctions betwees asffiltated entities
and individwale

= Speculative diag of ¢
Rapid 11ability growth sad tisky 1isbility cmtt{a e~

A oudstamtisl wmegative {ntersst wmargis, oubstantial
operating lovess, ond dependence ocu sem-operstiag (and
possidly soa-rvecurriag) reveanss

Because of these coucerns, the ecope of the examiastion wes
sebstantislly cxpended te obtaia detsiled asnalyeis of these
stess. This process required the sssigmmest of additionsl
examiners, a8 sat, snd sppraisers to this examination. -
The majority eof the associstiss's lending ead resl estate

favestasst sctivity is origissted by its swbeidisries, wvhich

Corporation, wvhich 1is hesdquartered ia Phoenix, Arisoss. The
associatisa’s sccounting records are aleo maistsined 1a these
Phoeaix off{_.s. This situation obviously asecessitated the

comad sad optioces

PMwoeaix, vhich hae crested s logistics complicatiocs.

While Liscols has not provided all of the informstios requested
by the exenimers, the éxsmisstios to date has iscressed rather
than allsyed eur {aitfal coacern sdout each of the aress
outlised cheve.
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The sassoctation's {investments 48 funk bonds and equity
securities vare revieved by our exsminers and accountants. Due
to their concerns we have engaged outside consultants with
expertise in this field to aseist in our reviev. The results of
their review are due in early October.

The above described work, which 1s obvicusly time-consuming
under normal circumstances, was further delayed dy uncooperative
sanagemant. The sssociation has beesn exceptionslly slow in
responding to requests for dJata, such as documents needed to
facilitate the completion of outside appraisals and sales
contracts to support alleged sales of land. Some of this dats
vas obtsined only after the Director of Examinstions phoned
senior management; some of it has never baen obteined. The
situation wes aggravated during the summer vhen wveeks wvent by
during which our exsminers wvers not provided reQuested
materisls. The situation has further been complicated by the
intrusion of the associstion's outeide counsel.

For example, on May 8, 1986, the Supervisory Agent asked the
sssociation for informstion on its junk bond holdings (which
cuizently amount to over $300 millfon, including $100 milliom in
s partnership run by the well-known corporate raider, Ivan
Boesky). The association provided 1little 1f any of that
information; instead, the examiners received sa argusentative
letter (dated June 10, 1986), from s Nev York litigator, Arthur
Liman of Paul, Weiss, Rifkind, Wharton & Garrison (see attached
copies of the May 8 and June 10 letters).

On July 3, 1986, the examiners held s meeting vwith mansgement tc
discuss the previously mentioned undervriting deficiencies. The
exsminers Gdver had a chance to present their finding; instead,
the meeting conefsted of sttacks by Charles H. Keating, Jr.,
(vho 1s not an offficer or director of the association bdut
nevertheless dominated the wmeeting) on the Bank Bosrd.
Mr. Keating's attacks included thrests of 1litigetion, such as a
threat to impose personnel liadility on a representstive of the
Bank (sees memorsndum on the mesting) (copy sttached).

On July 15, 1986, the Director of Examinations received a letter
from the association's counsal, Kaye, Scholer, Fierman, Hays and
Handler, asking that all requests for soy documents or
information from Lincola should be directed to
Ms. Kares Ketrman, & litigstion attoroey of that lav firm,
located 1o New York City. The author of this letter,
Peter Fishbein, vas contacted dy telephone by this Bank and the
Office of Enforcemsnt and was told this arrengement vas

ptable. Subsequent to that conversation, representativas
of this Bank, the Office of Examinstion and Supdtvision, snd the
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Office of Enforcement met with Mr. Fishbein 1o the Federal Home
Loao Bank Board's Washington offices to discuse the examination.

The discussion process resulted {n an approximate two-week
period during which the associatfon refused to let examiners
have access to any information or documentation. During the twvo
months eince the agreement, the flov of {information asnd
documentation hss been sporsdic sod has stopped again on at
lesst two occasions, neceseitating conference calls betveen the
exsainers, the O0ffice of Enforcement, and a represesntstive from
the institution to resolve aslleged difficulties. .

Mr. Pishbein's letter also contained a number of allegations
about the examinastion snd some thinly wveiled threats to sue the
Bsok Board. The vast majority of these allegstions vere falee
and were refuted 1in detsil in the . Director of Examinatiou's
August 8 zeply. (This August 8 letter also specifies a number
of 1{incidents in which the association has hinodered the
exemination.) While Mr. Fishbein has vritten s further letter
{csisting that the Director of Examinations 1e¢ "sisinformed,”
Mr. Fishbein's letter lacks any specifics snd retreats from &
number of his earlier sllegations (see attsched copies of
letters of July 15, August 8 and Septesber 10). (We note that
Ms, Waxman, the Sidley and Austin lavyer quoted in the
Washington Post article, has not previously surfaced 1o this
examination; to date Lincoln has chiefly relied on the
Paul Weiss and Kaye, Scholer firms).

After the Washington meeting Lincoln sent s Kaye, Scholer lawyer
to Phoenix. Since late July thet lawvyer, rather then
sssocistion persounel, has hsndled most of the examiners’
inquiries. While some information has been forthcoming (at
least sporadically), many requests--even sisple requests for
specific files—have gone unfulfilled for wveeks. These
outstanding requests are susmarized in Exsminer Fitzgerald's
letter of September 15, 1986 (copy attached).

Deapite these problems, the majority of faformation has now been
obtained and ezaminers are in the process of completing the
exanination.

2. The Bank Board has not "lesked” {nformation on Lincoln; however,
Lincoln has_leaked {nformation on_ the exsmioation to st least
one major borrower.

The Washington Post article contained sllegstions by Lincoln
officiale tk: the Bank Board 1s lesking information sbout the
exsaination to discredit Mr. Kesting. In & statement {ssued
through his attornsy, Mr. Keatfnsg indicated that Lincoln {s
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vorried that "leaks™ sbout the exsaination "are befng used to
hurt liocola.”

This concern was eoxpresssd to Deputy Director Stephen
Hershkowits, Office of [Inforcement, by letter, dated
September 9, 1986, from Peter Pishbein of Ksye, Scholer.
Mr. Pishbein's letter claims that, {im esrly August 1986, an
esployse of Salomon Brothers told aa officer of Lincols that an
officer of Salomon had heard that Liacoln wvas having prodless ia
Loutsiana. This iaformstion wvas purportedly givea to Salowoo
Brothers from asa unidentified "top executive” of a° "msjor
Csliforaia thrife.” Mr. Fishbeia's 1letter {indicates thst
apparently the sxecutive’s comments relsts to the foreclosurs of
an approximately $15.0 million loss is Louisisns sade by s
vholly ovaed service corporation of Lincoln end suggests that 4t
is highly unlikely that aa executive of a Califormia thrift
would kaow of such a smsll and remote situstion (Mr. Pishbein's
characterisstion) unless bhe was told by Bank Board pereommel
iavolved {in the pending examinstion st Lincola. We are not
avare of facts that support Mr. Fishbein's allegstion, which
quite obviocusly 1s based on speculation and supposition. We
wvould further point out that the Louisisas eitustios is no
sscret, as it iovolves extensive federal court litigatiom to
vhich Lincola s a psrty. In eny event, we understsod that
Mr. Hershkowits is folloving up oa this matter.

In this regard, om two separste occasious, represeatatives of
Lincoln or 1its legal 1 exp d that this
Baok's Board of Directors includes Liocols's competitors and
that confidentisl iaforsstion would fall 1ato the hands of such
competitors. At 8 pre-closing mecting held om July 3, 1986,
Mr. Kesting expresssd such concern to the examiners. It was
clearly represeated to NMr. Keating by represeatatives of
Exsminations that the Agescy function, consisting of both
Exsminstions and Supervision, was & distinctly separste function
of the Benk and that the Bank's Board of Directors does not have
sccess to exanisation workyepers.

Turcher, i respomse to Mr. Fishbein's letter of July 15, 1986,
(copy attachel) whereis this relatiouship wes again questioned,
the Director of Examisatiocas by letter dated August 8, 1986
(copy attached), clearly fndicated that, while Examisstions and
Supervisory persomsel are employees of the regiosal Banks, they
ate sgents of the Bank Soard, 0ot the Saa Francisco Benk, for
the purposes of ouwpervisory snd examisstion activitise. The
Director slso stated that the Bask's Board of Directors does not
dizect sxsminstions snd 1s not kept icformed of the Baak Board
sxsmination sad swpervisory process.
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With respect to such sllegations, wve note that representatives
of Lincoln disclosed details of the confidential ongoing
exsmination to & borrover (Wolfswiskel Group) respecting the
possible reclassification of & losn as & joint vanture. This
resulted in a threat of litigatfon by the borrover (copy
attached.)

To summarize, the Bank and Bank Board have not "leaked"
iaformation about the examinaticn but Llincola has; the.Bank aad
Bank Board have not engaged in harsssment but Lincols has; and
the Bank Board has attespted to expedite the examination while
Lincoln has continucusly obstructed aad delayed it.

JMC/cg/C. A. Deardorff

Attachments (8)

ce: W, K, Black w/o attachments
S. Pairbanks " "
S. Hershkowitsz " "
J. C. Price " "
A. W, Ssusynaki " "
R. Stevart " "
M. Patriarca " "
D. S. Adasms " "
B. J. Davie " "

Record Copy: Supervision
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