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Office Memorar sm
Federal Home Loan Bank Board
Eloventh Districi
OMies of Supervisery Agemt
L 2. J. Gray, Chatrmen . Ome:  goptember 25, 1986

VYedaral Rome loen Bsak Board
From: J. M. Cirona, Principsl Supervisory A;u%
Swbiect:  Lincols S4LA (FELIS Bo. 3803)

irvine, California
Allegations Regarding Examinstion Process

This 4s 4n response to your memorandum of September 22, 1986,
regarding the article appesring in the September 20, 1986, edition
of the Washingtom Post. That article coatained asllegations
attributed to officials st Lincola Savings, which focused om the
length of the exsmination and the discloeurs of coufideatial
{aformstios asbowt the eimminatica. This wmemorandum tresponds to

thoee allegstioms.

1. The essociation's lsck of cooperstion has  prolonged the

szasisation.

The regularly scheduled exsnination of Lincols Ssvings commenced
March 12, 1986, end bas continued to the present. During the
initial weeks of the exsaination, routine imvestigstion revesled
a obusber of aresas of concern requiring more indepth review.
These include:

= loan undervriting and appraissl deficiencies (and 4n some
cases no appraisals vhatsoever)

- Hasvy direct imvestmsnt in real estate development

= Originatiom of large real estate acquisition, development
sad construction loans

« Besvy coucentrations of losas and {ovestments by type and
location N

= TRKesentially wuo eingle femily DBome lending (Lincola
originated Just eleven (11) eingle family home mortgages
between January 1905 and the begianing of the exsminmation)

- HBesvy and often speculative investmests in junk bonds,
oquity securitiss, aad partaershipe

~ EXHIBIT
SC-GY 9
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«  Possible violations of the direct isvestment regulsties

A large volume of transections betveen affilisted sntities
ond individuals

«  Speculative trading of forvard commitments snd options
«  Rapid 1iadility grovth aad risky liability composition

= A oeubetantial smegative imterest smargis, eudstantial
opersting lesses, and dependence e ses-opersting (and
poesibly mom-tecurring) revenues

Becouss of th s the pe of the examinstion was
substantially expanded to obtain detailed ammalysis of these
aress. This process required the assigmest of odditicmal
examinars, aa sccountast, and sppraisers te this esxmminatica.
The majority of the sssocistion's lending and teal eetate
imvestasnt activity 1s erigissted by 1its sebeidiaries, which
operste out of the Doldisg company, Amsricas Ceatisental
Corporation, which 1s hesdquartered 1is Phoenix, Arisens. The
associstion's sccounting recerds are also maintsined 4a these
Phoenix offices. This situation obvicwsly wsecessitated the
placement of examiastion crevs im both the assecistion'v Irvine,
California office sad the service corperatiom effices in
Phoenix, which has created a logistics complication.

While Lincoln has sot provided sll of the {aformatiom requested
by the sxaminers, the examination to date has incressed rather
than allayed our 4oitial coucern about each of the areas

sutlined above.

The initial reviev of large loans and resl estate imvestments
disclosed wmaterial enderwriting deficiescies, iocluding
appraissls uot prepared in sccordance with RAlb, and ia the case
of some Teal eststs investwments, a0 appraisals. Our sppraisal
coscerns resulted is the ordering eof 18 outside appraisals, the
nsjority of which have not bdeem received. Our wadervriting
conterns resulted in an expansios of scope to inclwde loans and
real estate imvestusats made since the start of ecamminaticn.
Sisilar deficiencies have been found.

Due to the high comcentraticn of davestments ia lead in the
Phoenix snd Tucoou sress, the district sppraiser performed o
prelinissry study of these markats. Bis study disclosed o
potentisl over-supply of Duildimg lots 1a beth wmarkets.
Consultants were hired to perform formal studiss of these markat
"sress. The results sre yet te be received. .
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The associstisn's 4davestments 1n  Junk bends and equity
securitiss were revieved by our oxmminers mad sccountasts. Dus
to their concerns we have esgaged outside consuwltants with
exportise ia this field to assist in eur review. The results of
their reviev are due in esrly Octeber.

The above described work, which 1s ebviowsly tise-consuming
voder sormal circwmstances, was further dalayed by wacooperative
nensgenent. The sssocistion has been ezcepcionslly slovw 1a
responding to requests for data, such as decuments needed to
facilitate the completion of eutside appraisals and sales
contracts to support alleged sales of lend. Sow:. of this data
wag_ obtained only after the Director of Iminations phoved
senior managesent; some of it has mever been obtained. The
situstion wes aggravated during the summer vhes weeks went by
during which our exsiners wers wnot previded requested
neterisls. The seitus’ion has further Dlees complicated by the
istrusion of ths associstion's outside counmsel.

Yor example, oo Msy 8, 1986, the Supervisory Agent asked the
associstion for iaformstion ou its junk bead holdings (which
eurrently amowat to over $300 millios, includiag $100 mlllice im
a partoership rvm by the well-known corporate vaidur, Ivan
Boesky). Tha association provided 1little if amy of that
information; instead, the examiners received an argumentative
letter (dated June 10, 1986), from a Mev York litigator, Arthur
Liman of Paul, Veiss, Rifkind, Vharton & Carrison (see attached
copies of the May 8 and June 10 letters).

On July 3, 1986, the examiners held a meeting virth macageant to
discuss the previously mentioned undervriting deficiencies. The
examiners never bad & chance to prasent their finding; ‘instead,
the wmeaeting comsinted of sc.acks by Charles B, Keating, Jr.,
(vho 4s mot sa officer or diractor of the association but
pevertheless dominated the weeting) ou the Bank Board.
Mr. Keating's attacks included thrests of 1litigation, such as a
threat to imposs persounsl liasbdility om & representative of the
Bank (sce memorsndus on the meetihg) (copy attached).

On July 13, 1966, the Director of Examinations received a letter
from the association's counsel, Ksys, Scholer, Fierman, Nays and
Handler, asking that all requests for my documents or
information {ros Lincoln should be directed ty
Me. Karen Katzmsn, & 1itigation attornsy of that lav fire,
located 43 Wev TYork City. The asuthor eof this 1letter,
Poter Fishhein, wvas coatacted by telephone by this Rank snd the
0ffice of Inforcement and vas told this arrangewment vwvas
wmaccoptable, Sudbsequent to that comversatiss, representatives
of this Bank, the Office of Ixamination snd Sspervisics, and the
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2.

0ffice of Eaforcenent met with Nr. Fisbbeis s the Fedaral Bome
Lesa Bank Board's Vashisgton eoffices to discuse the szaminatios.

The discussion process Tesulted is an sppreximate two-veek
period during vhich the associatios refused to let exmminers
have access to axy information er documentatiss. Duriag the two
sonths eisce the agreement, the flov of informstiom end
docunestation has Dees sporadic and has stepped again em at
lesst two occasioms, mecessitating couferemcs calls datvesn the
exsainers, the Office of Enforcement, and & represeatative {rom
the {sstitution to resolve slleged difficulties.

Mr. Pishbein's 1letter slso contsined s wumber of sllegstions
about the cxamination end some thinly veiled threats to sue the
Sask Board. Ths vast mejority of these allegations were false
and were refuted im detail 4im the Directsr of Enminstiocn's
August 8 reply. (This Auguet § letter aleo specifics & mumber
of imcidents in which the associstion las fhisdered the
examinsticn.) WVhile Mr. Fishbein has writtem s fwrthor letter
insisting that the Director of Exsmisstions is “uisinformed,”
My, Fishbein's letter lacks amy specifics ond rotreats from s
susber of his earlier allegations (see sttached copies of
letters of July 15, August § and September 10). (We vote that
Ws. Wammsn, the $idley and Austin lavyer quoted 4ia the
Vashington Post article, has wnot previously surfaced ia this
exsaipation; to date Lincoln has chiefly relied on the
Paul Veiss and Kays, Scholer firms).

After the Vashingtoo meeting Lincola sent & Kaye, Scholer lavyer
to Phoenix. Since late July that lavver, vather then
sssociation’ persounel, bas handled most ef the examiners'
inquiries. While some information has been forthcoming (at
lesst sporsdically), many Tequests-—even sisple requasts for
specific files—have gone unfulfilled fer weeks, These
outstanding requests are summsrised 15 Exmiser Titsgerald's
letter of September 13, 1986 (copy attached).

Despite thase problems, the majority of informatios has pow besn
obtained and examiners are in the process eof cowpleting the
exanination.

The Bank Board bas mot "leaked™ information em Lincoln; however
Lincoln bas leaked information oo the exsmisation to at least
one_major Sorrover.

The WVashington Post article comtsined allegations by Limcola
offic t Bank Board is leskisg iafermatiom sbout the
axsmisstion to discredit Mr. Keating. Ia & statemest {ssued
through his sttorsey, MNr. Kestisg isdicatad that Lincols 1s
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worried thet "lesks™ about the examinatios "are being used te
burt Liscela.”

This coscern was expressed to Deputy DPirector Staphen
Bershkovits, Office of [IEanforcement, by 1letter, dated
September 9, 1986, from Pster PFishbein of Kays, Scholer.
Mr, Tishbeia's letter claims that, in early August 1986, aa
employes of Salowon Brothers told an efficer of Lincola thst an
officer of Salomos had beard that Liscoln was having prodless in
Louisisna. This 4inforwetion wvas purportedly givea to Salomoe
Brothers from sa waidentified "top exscutive®™ of a "major
California thrift.”  Nr. Fishbeis's 1letter iadicates that
apparesntly the exscutive's comments relsts te the foreclosurs of
an approximately $15.0 millicn losn is Llowisisns made by
wholly oveed service corporatios of Lincoln asd suggests that it
is bighly walikely that am executive of s Califorsis thrift
wosld knov of such & small and remots situatism (Mr. Fishbein's
characterisation) wnless he was toid by Bask Board persommel
{nvolved in the psading sxmmination at Liacela, We are wmot
svare of facts that support Mr. Fishbein's allegatics, which
quite obvicusly 1s based ov speculation and euppositica. Ve
would further point out that the Louisisoa situation {s w0
sscret, ss it involves extensive federal cewrt litigetion to
which Liscols is & party. In any event, we understand that
Mr. Rershkowit: 41s following up on this matter.

In this regatd, oo two separats occasicus, representatives of
Lincols or 4ite legal counssel have expressed concern that this
Bank's Board of Directors includes Lincola's competitors and
that confidential information would fall iato the hands of such
competitors. At s pre-closing mesting held om July 3, 1986,
Mr. Keating expressed such concern to the ezaminers. It was
claarly repressnted to Vr. Keating by rvepresentatives of
Ixsainations that the dgency function, cousisting of both
Exaninations and Supervision, was a distinctly separate function
of tbe Bank snd that the Bank's Board of Directors does not have
access to sxamination workpapers.

Purther, in responss to Mr. Fishbein's letter of July 15, 1986,
(copy sttacbed) wherein this relationship vas again questioved,
the Director of IExaminstions by letter dated Auguet 8, 1986
(copy attached), clearly indicsted that, while Kxamisstions and
Supervisory persousal are employees of the regiomal Bscks, they
are agents of the Bank Board, sot the San Framcisco Bank, for
the purposss of supervisory and examination ectivities. The
Director slso stated thai the Bank's Board of Directors does mot
direet exsminations snd 13 not Rept informed of the Bask Board

exanination sad supervisoly process.
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Vith zespect to osuch allegatiocns, we nete that representatives
of Lincels "disclosed detatls of the confidential engotng
exsmination to & borrewer (Wolfevinksl Crowp) respectiag the
possidle reclassification of s losa as & jeiat veaturs. This
tesulted 1a & threat eof litigetios by the bdorrower (copy
sttached.)

Te summsrise, the Baak aad Baak Board bsve sot “leaked”
dnformatisa sbout the examinatiss bdut Lincols bae; the Bank sad
Baak Board bave met eagaged is harassment dut Liacols has; and
the Bank Beard las attempted to axpedite the examisation vhile
Lincols bas contimweusly obetructed and delayed it.

JMC/eg/C. A. Deardorff
Attachmests (8) @

ces W, K. Black v'/'o attachments

i

bee: Supervision Staff

Record Copy: Suparvisios
0ffice of the Presileant

CEa
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