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DECLARATION 

OF MICHAEL M. STEIN 


I hereby certify I can testify competently to all matters stated herein ofmy own 

knowledge. 


1. I have reviewed the appeal briefs filed by the staff of the State Board of Equalization in 
this matter. It is clear that they do not understand what was being "valued" as of 
January 1, 2003 or the basis for my valuation. What I valued is Royal's (Appellant's) 
real asset at that time-a claim in litigation against Wilshire that was settled. I did not 
value a portfolio of undivided interests in the RIWNs (Notes) on an ann's length sale 
basis as no such sale could take place. No one would purchase assets from a seller whose 
very title to the assets was the subject of pending litigation. As of January 1,2003 
Wilshire had withdrawn from settlement negotiations and was actively pursuing litigation 
in which it sought to detennine that it and not Royal owned the interests in RIWNs. 

2. As of January 1,2003, Royal's position in the litigation was precarious. Wilshire was 

raising a number of claims to ownership of the RIWNs that Royal had minimal capacity 

to oppose, including (a) that the original sale of the RIWNs to the bank and the Bancorp 

had not been consummated and (b) that the sale if consummated had been rescinded and 

(c) the FDIC improperly blocked Wilshire's efforts to repurchase the RIWNs. As to (a) 
and (b) all of the percipient witnesses, including the bank and Bancorp' s original 
attorneys, were either adverse parties or hostile. If Wilshire's position was sustained, 
Appellant's RIWNs would be valueless. 

3. Based on my experience, knowledge of the parties, and the litigation risks, I would 
have recommended a settlement of the action for a net payment to my clients at that time 
of$250,000. This was the basis of my valuation which reflected the true value ofwhat 
asset Royal had on its books as of January 1,2003. The key factors in my evaluation 
were (a) the prior amounts offered by Wilshire before the Bancorp and its principal, 
Leonard Sands, became adverse parties, (b) the risks and costs of litigation with Wilshire 
and Sands and (c) Wilshire's potential motivation for settlement at that time. I fully 
expected the litigation to be protracted with a high probability of an adverse 
deteffi1ination on Royal's ownership interest in the RIWNs before we could reach any 
settlement. Nevertheless, I believed the potential for a settlement in excess of continuing 
litigation cost justified continuing to enforce Royal's rights. 

4. I had participated in or directed all settlement conununications and negotiations with 
Wilshire from October 1998 through 2003. After Royal reached agreement with the 
Bancorp and Sands to proceeds jointly in enforcing their respective interests in the 
RIWNs, I met with Wilshire's principal, Bruce Rozet, to discuss a settlement. He 
initially rejected the idea that Royal had any interest in the RIWNs and stated he would 
pay nothing for their interests. This was followed in early 1999 with an offer to pay 



$75,000 that was raised to $500,000 in February 1999 when I informed Wilshire that 
Royal and the Bancorp were proceeding jointly to enforce their rights in the RIWNs, 

5. After unsuccessful efforts to obtain a settlement, Wilshire initiated a lawsuit 
contesting Royal's interest in the RIWNs and seeking an injunction barring any attempt 
by Royal to enforce its claimed interests in the RIWNs. Royal had discovered that while 
the FDIC had "owned" the interest sold to Royal, Wilshire had sold the Englewood 
property and refinanced the Spencer Street project without accounting for any of the 
proceeds. Royal also learned that a sale of Thomas Paine Square was imminent. Placing 
this evidence before the court led to Wilshire being forced to share the proceeds of the 
Thomas Paine Square sale as a condition to an injunction. 

6, Immediately following the receipt of the proceeds of the Thomas Paine sale, the 
Bancorp withdrew from its agreement with Royal, contending it was entitled to a higher 
percentage ofthe proceeds from this RIWN and the remaining RIWNs. It then 
substituted its own counsel to represent it in the pending litigation with Wilshire. 
Thereafter, it adopted an adversarial position to Royal. It constantly threatened suit unless 
Royal agreed that (a) the Bancorp was entitled to a share of the RIWNs that was 
disproportionate to its interests in the RIWNs and (b) that the Bancorp was not obligated 
to share any of the legal expenses incurred in enforcing recovery on the RIWNs. 

7. Settlement efforts continued with Wilshire which resulted in a possible tentative 
settlement in mediation in September 2002, The parties worked on documentation until 
early December 2002. At that point, Jay Gottfriedson, Wilshire's attorney announced 
that Wilshire was withdrawing from any settlement efforts and would aggressively 
pursue the litigation. 

8. Wilshire then began to pursue litigation. Suddenly, in April 2003, Gottfriedson 
announced Wilshire had changed its position and would resurrect the settlement talks 
which resulted in a settlement in September 2003. At the time Wilshire withdrew from 
the settlement, I believed the value of Royal's position was a fraction of the settlement 
amount because of its precarious position in the litigation as noted above. I would have 
recommended that Royai, as soon as it seemed feasible, make a proposal, to settle for a 
reduced amount that would net Royal $250,000 after costs. 

I declare under penalty of perjury the foregoing is true and correct. 

Dated: May 7b 2010 

?/LakBtfC:-
Mic el M. Stein 
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MICHAEL M. STEIN, INC. 

MICHAEL M. STEIN (Bar No. 039882) 

17609 Ventura Boulevard, Suite 201 

Encino, California 91316-3825 

Telephone: (818) 788-2700 

Facsimile: (818) 788-2788 


I 	BRADLEY TABACH-B.A.NK (Bar #048769) 
TABACH-RANK & LEVENSTEIN, a Law Corporation 
1453 Third Street, Suite 250 
Santa Monica, California 90401-3400 
Telephone: (310) 394-4777 
Facsimile: (310) 458-2978 

Attorneys for DEFENDANTS ROYi\L HOUSING, INC. and FIRST PACIFIC BANCORP, 

INC. 


SUPERIOR COURT OF THE STATE OF CALIFORNIA 

FOR THE COUNTY OF LOS ANGELES 

\VILSHIRE INVESTMENTS ) NO. SC059793 
CORPORATION, a Califomia Corporation; ) 
SOMA LIMITED, a Delaware Corporation; ) Date Action Commenced: 
ATLANTIC INVESTORS, L.P., a Delaware) December 17, 1999 
Limited Partnership; ASSOCIATED ) 
HOUSING GROUP, LTD., a California ) Assigned to Honorable: 
LirnitedPartnersmp; BELMONT ) 
INVESTORS, L.P., a Delaware Limited ) DEFENDANTS ROY/\..L HOUSING, 
Partnership; LOUIS A. an) INC., AND FIRST PACIFIC 
individual; WESTERN HOUSING ) BANCORP'S OPPOSITION TO 
ASSOCIATES, a Califorria Limited ) PLAINTIFFS APPLICATION FOR 
Partnership; PACIFIC HOUSING ) PRELIMINARY INJUNCTION; 
PARTN"'ERS, L.P., a Delaware Limited ) MEMORANDlJM OF POINTS AND 
Partnership; c.P. INVESTMENT FlJND ) AUTHORITIES; AND SUPPORTING 
1986-III; M.A.RTI2\' HOUSING FlJND, ) DECLARATIONS OF LEONARD 
LTD.; PARTNERSHIP INVESTOR ) SAl'IDS, WILLIAMHARRlSON AND 
SERVICES, INC; SHERMA.N' ) MICHAEL M. STEIN 
INVESTMENT FUND, LTD; SHERMAN ) 
INVESTMENT FUND II, LTD., and ) December 
WESTPORT HOUSING CORPORATION, ) TIME: 1:30 p.m. 


) PLACE: Department B 

) 

) DISCOVERY CUTOFF: 


v. 	 ) MOTION CUTOFF: 

) 
 DATE: 


ROYAL HOUSING, INC., a Califomia ) 

Corporation; FIRST PACIFIC BANCORP, ) 

INC., a California Corporation; and DOES ) 

1 through 50, inclusive, ) 


) 
Defendants ) 

http:TABACH-B.A.NK
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COUNSEL, Defendants 

hereby submit their opposition to Plailltiffs application preliminary injunction, Defendants 

do not oppose an injunction with respect to the pending foreclosure sale of collateral securing 

promissory notes ("Notes") due and payable by the Plaintiffs to Defendants, provided an 

adequate and sufficient bond in the amount of $9,500,000 is ordered to dissuade Plailltiffs from 

continuing their past and continuing practice of disposing of the collateral without accounting to 

the Defenda...'1ts proceeds. This opposition is based on the Points and Authorities and the 

Declarations of Leonard Sands, William Harrison and Michael M. Stein filed herewith and all 

other documentary and oral evidence presented to the Court at the hearing. 

HONORABLE COURT, PLAINTIFFS AND 

December 21, 1999. 

TABACH-BANJ( & LEVENSTEIN 
TABACH-BANK 

doclRoyal-E3 
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least two of the projects with a combined indebtedness to Royal in excess of 


$3,000,000, (2) have pocketed $65,000 of surplus cash and (3) are in the process of 


selling the Thomas Paine Square project in which the amount due Defendants Royal 


and Bancorp is in excess of $2,000,000. Altogether, the total indebtedness as of 1997, 


Royal and Bancorp could have recovered on the ten notes is in excess of $12,000,000 


(see Harrison, 1] 4 and Exhibit A). 


For the foregoing reasons, if the Court concludes that the Plaintiffs are entitled to 

a preliminary injunction prohibiting the Defendants from holding foreclosure sales of 

collateral securing the RIWNs, during the pendency of this litigation such an order 

should be conditioned on an adequate bond as required by CCP Section 529. An 

adequate bond in this case is $9,000,000, which sum is equal to the outstanding 

balances due on the Defendants' interests in the remaining RIWNs not previously sold 

or refinanced by the Plaintiffs and their affiliates. 

Respectfully submitted I 


TABACH-BANK & LEVENSTEIN 
BRADLEY TABACH-BANK 

By: 

doc/HV-Trial 5 
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Law Offices 

MICHAEL M. STEIN, INC. 
A Professional Corpol'lltion 


17609 Vt:ntul'll Boulovard. Suitc·2Dl 


Encino. Califotni8 91316·3825 

Telcphone (818) 1&8·1700 


Facsimile (818) 788-2788 


E·Mail mmsteioinc®AcLcom 

OUR FILE I 

VIA: Facsimile 31 0: 284-2025 

September 29, 1999 

Justin E. Budare. Esq. 

Marcus, Watanabe, Snyder &.Dave, LLP 

1901 Avenue of the Stars 

Suite 300 

Los Angeles, CA 90067-6005 


RE: Roval Housing, Inc v, Fir&p'gc{/k Bancmy; Wrap Note Qaims 

Dear Justin: 

This will confirm that the DeC foreclosure sales that were to take place yesterday at my 
office at 10:00 a.m. have been postponed to Temain at the same location on October 13, 1999. 
Please be advised that my clients are under no obligation to further postpone the; sale. 

MMS:bzs 
cc: VfA FAC,)JMJ/,E5. 

E. Jay Gotfredson, Esq. 
Brad Tabach-Bank, Esq. 
George Kostakos, Esq. 
Leonard Sands, Esq. 
Royal Housing, Inc. 

let/Budare4 



MEMO TO: Miles J. Feldman, Esq. 
MB.\{O FROM: Michael M. Stein, Esq. 
DATE: May 2, 2003 
RE: Royal v. Englewood, Spencer Street 

Miles, as per our telephone conversation, when I started to do aredraft integrating the Quinn 

and Gotfredson comments, it became very apparent that this is a total "whipuw" situation. To 

participate, Quinn wants us to sell him SpencerStrectfur $125,000 and after we get the $1,700,000 

on San Martin, assign our interest to him. Selling Spencer Street for $125,000 is below our claim 

against Quinn fOr our share of the proceeds of tbe reft S200,Ooo and substantially prejudices our 

security if San Martin doesn't selL One oftwo things is: going on here. Quinn is continuing ,to act, 

as a front man for Rozel This is just part of the continuing tactic to string out the settlement 

negotiations until such time as the properties are sold and then renegotiate a deal with us, On the 

other band, Quinn could be acttngas an independent (which I doubt). In any event, rrrn.lSt agree with 

Bill Harrison that we must 3imply ignore Quinn and present the deal as given to Gotfredson to work 

out a deal wi1h the entire Wilshire Group, or othc::rwise we have no settlement In this regard, I have 

found that it is pointless to accept the bulk of Gotfredson's substantive changes as they are either: 

a. part of the: Rozet negotiation technique to always be a moving target, or 

b. just a. ball he is throwing up in the air to see ifhe can whipsaw us for Rozet/Quinn's 

benefit 

With this in: mind, I enclose the corrections 1 have made to his draft as wen as the text of a 

proposed tmnsmittalletter which will start the ball rolling. 

Appeilant's Submission 
2 
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July 1, 1999 

San Martin Twin Towers Apartments Limited Partnership 
a California limited partnership 
cia Partnership Investor Services, Inc. 
a California corporation 
General Partner 
12100 Wilshire Blvd. 
Suite 1400 
Los Angeles, CA 90025 

Re: San Martin Twin Towers Apartrnents'A!I-lnciusive Note 

Gentlernen: 

You and your counsel Roger Hartrnan, Esquire have been advised on several 
occasions that the undersigned are the owners of an undivided 100% interest in that 
certain all-inclusive note and residual note ("Note") in the original principal arnount of 
$9}20,000 dated September 1,1983 of which you are the maker. On several 
occasions through our counsel, we have endeavored (in accordance with the Notes and 
a security agreement and pledge executed in favor of Payee of the Notes) to have you 
execute current financing statements, ("UCC-1 ") and acknowledge the indebtedness 
owing to the underSigned. Through your counsel and direct communications from your 
principals, you have repudiated any obligations to the undersigned or that the 
undersigned has any interest in the Note and have refused to execute such 
documentation. 

Because the Note is currently secured by an unperfected pledge of the 
partnership interests of your general and limited partners, the Note and its security do 
not currently show as a lien on the San Martin Twin Towers Apartment projects. As a 
result our interests are wholly at risk with respect any conveyance of the property, any 
judgment, management or tax liens or other perfected security interests. 

let/SanMartin 
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It has come to our attention with respect to interests in other notes we hold in 
\Nhich affiliates of your general partner act as general partners, that voluntary 
conveyances and refinancing have occurred without notice or accounting for the 
proceeds thereof. We view your refusal as a repudiation of your contractual 
obligations, exposing the undersigned to a total loss of our interest and investment in 
the Note. Accordingly, we herewith declare the Note in default, and the entire balance 
due and payable thereunder. The present balance due and owing on the all-inclusive 
note is $9,720,000 with interest at the rate of 14% per annum, less the outstanding 
balance on the underlying HUD note. Based on the undivided interest due and owing 
to the undersigned and an estimated balance on the HUD note of $5,009.400 (as of 
8/1/98), the amount due and payable to the undersigned is $919,980, plus accrued 
interest. You may make payment by directing a check to the undersigned and 
delivering same to our counsel Bradley Tabach-Bank. 

If payment is not received within 30 days we will commence all action necessary 
to enforce our rights. 

Sincerely, 

ROYAL HOUSING, INC. 

BY~~ 

II 




July 1, 1999 

Palmdale Limited Partnership 
a California limited partnership 
clo Wilshire Investments Corporation 
a California corporation 
General Partner 
12100 Wilshire Blvd. 
Suite 1400 
Los A.nge\es, CA 90025 

Re: Palmdale Apartments All-Inclusive Note 

Gentlemen: 

You and your counsel Roger Hartman, Esquire have been advised on several 
occasions that the undersigned are the owners of an undivided 41.9% interest in that 
certain all-inclusive note and residual note ("Note") in the original principal amount of 
$1,538,000 dated January 1, ~ 983 of Which you are the maker. On several occasions 
through our counsel, we have endeavored (in accordance with the Notes and a security 
agreement and pledge executed in favor of Payee of the Notes) to have you execute 
current financing statements (ltUCC-1") and acknowledge the indebtedness owing to 
the undersigned. Through your counsel and direct communications from your 
principals, you have repudiated any obligations to the undersigned or that the 
undersigned has any interest in the Note and have refused to execute such 
docu mentation. 

Because the Note is currently secured by an unperfected pledge of the 
partnership interests of your general and limited partners, the Note and its security do 
not currently show as a lien on the Palmdale Apartment projects. As a result our 
interests are wholly at risk with respect any conveyance of the property, any judgment, 
management or tax liens or other perfected security interests. 

letIP almdale 

12 



It has come to our attention with respect to interests in other notes 'We hold in 
which affiliates of your general partner act as general partners, that voluntary 
conveyances and refinancing have occurred without notice or accounting for the 
proceeds thereof. We view your refusal as a repudiation of your contractual 
obligations, exposing the undersigned to a totall05s of our interest and investment in 
the Note. Accordingly, 'We herewith declare the Note in default, and the entire balance 
due and payable thereunder. According to our calculations, the present balance due 
and owing on the all-inclusive note is $1,538,000 with interest at the rate of 12% per 
annum. less the outstanding balance on the underlying HUD note. Based on the 
undivided interest due and owing to the undersigned and an estimated balance on the 
HUD note of $579,600 (as of 8/1/98). the amount due and payable to the undersigned 
is $401,570, plus accrued interest. You may make payment by directing a check jointly 
to the undersigned and delivering same to our counsel Bradley Tabach-Bank. 

If payment is not received within 30 days we will commence all action necessary 
to enforce our rights. 

Sincerely, 

By: 

By: 

1.3 




NOTICE OF DISPOSITION OF COLLATERAL ON DEFAULT 

Pursuant to SectJon 9504 of the Callfomla Commercial Code and the Laws of Puerto 
Rico, Firs! Pacific 8ancorp, Inc., 'a Delaware corporation and Royal Housing, Inc .. a 
California corporation. the undersigned as secured partie5 under a security agreement 
executed by Partnership Investor SeiVices, Inc., a District of Columbia corporation, 
Westport Housing Corporation, a Delaware Limited partnership, Martin Housing 1und, Ltd., 
a District of Columbia limited partnership, Sherman Investment Fund, Ltd., a District of 
Columbia limited partnership. and Sherman II Investment Fund. Ltd., a District of Columbia 
limited partnership, as debtors on September 1, 1983, gives notice to, Partnership Investor 
SeNices, Inc., a District of Columbia corporation, Westport HOllsing Corporation, a 
Delaware Limited partnership, Martin Housing fund, Ltd., a District of Columbia limited 
partnership, Sherman Investment Fund, Ltc., a District of Columbia limited partnership, and 
Sherman IJ Investment Fund, Ltd .• a District of Cotumbia limited partnership, that, because 
of the debtor's default under the security agreement, the collateral under the security .. 
agreement will be sold by the undersigned secured parties at 2 public sale on September 

28,1999, at 10:00 o'clock A.M. at 17609 Ventura Boulevard, Encino, Californ~a 91316, 

The colisteral referred to in the preceding paragraph consists of: All the right. title 

and interest of the Debtors as either general or limited partners of San Martin Apartments, 

Ltd. I, a District of Columbia limited partnership (the "Purchaser") in accordance with the 

Limited Partnership Agreement of the Purchaser, as amended from time to time (the 

"Partnership Agreement"), including wtthout limitation. any and all payments or distributions 

of whatever kind or character and whether in cash or in property, at any time made, owing 

or payable to Debtors, or either of them, in respect of or on account of its interest in 

Purchaser, whether due or to become due and whether representing profits, dlstrlbutlons 

pursuant to complete or partial liquidation or dissolution, or repayment of capital 

Gontributions, and the right to receive, use a~d enjoy alf such payment and distributions, 

and all proceeds thereof, in every case whether now existing or hereafter acquired or 

arising, and excluding specifically, any and all promissory notes executed in favor of or 

assigned to any general partner or limited partner In the Purchaser and/or any and aI, 

letters of credit in favor of or assigned to any general partner or limited partner in the 

Purchaser and excluding specificallv all cash ;cJerived from such promissory nates andior 

letters of credit . i 

Dated: AugUS(W999 

a California corporation 

By:! 
:;>
a;;ztd 

By: . 

ROYAL H· SING, INC., 

ILl 
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Law Offices 

MICHAEL M. STEIN, INC. 
A Professional Corporlltion 


17609 VenturIl Boulevard, Suite 201 

Encino. California 9l316·3825 


Telephone (818) 188·2700 


Facsimile (8 i8) 78&-2788 


E-Mail mm5t"i~inc®l1oLcom 

OUR FILE I 

VIA: Facsimile 3.1 0: 284-2025 

September 29, 1999 

Justin E. Budare, Esq. 

Marcus, Watanabe, Snyder &.Dave, LLP 

190 1 Avenue of the Stars 

Suite 300 

Los Angeles, CA 90067-6005 


RE: Royal Housing. Inc v" Firsr Pac{fk; Bancorp Wrap Note Claims 

Dear Justin: 

Tilis will confirm that the DeC foreclosure sales that were to take place yesterday at my 
office at 10:00 a.m. have been postponed to remain at the same location on October 13, 1999. 
Please be advised that my clients arc under no obligation to further postpone the sale. 

MMS:bzs 
cc: FA FA CWMf/.ES 

E. Jay GotfredsoTI, Esq. 
Brad Tabach-Bank, Esq. 
George Kostalcos, Esq. 
Leonard Sands, Esq. 
Royal Housing, Inc. 

1etfBudare4 Is: 

http:CWMf/.ES
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BizValPlus, Inc. JAMES A. BIEDENBENDERt CPAfABV, eVA 

Tax. Preparatlon 
Tax Planning 

Tax Consulting 
Accredited YwuationServices 

13uslnessand IntangIbles Valuation 
Discount Reports 

June 3, 2008 

Mr. Jon Vines 
Royal Housing, Inc. 
7Marchant Court 
Kensington, CA 94707 

Dear Jon: 

This letter and enclosures are in response to the comments listed in the Franchise Tax Board auditor's 
review of the valuation of the HUD Residual Interest Wraps Notes ("RIWN'tt"). 

On September 29, 1997. Royal HOllSing, Inc. ("Royal", or the "Company") acquired Package Number 
19577 ofHUD loans from the Federal Depo~:it Insurance Corporation ("FDle"), the RI\V'N's. The auditor 
suggests that an individual analysis of each lUWN's face value, book value, maturi1y date or value of the 
underlying security should have been done. The description in the listings by the FDIC referred to the 
RIWN's as nonperforming residual receipt notes, and further described them as varied percentage 
interests or vendor's interests in unsecured notes wrapped arolJnd HUD notes. The FDIC sold them for 
lOOA, of their ostensible face values. As we de~cribed in our report: 

In the specific instance, a. pool of notes that wrap FDIC notes on HUD, or low income housing projects 
that are to be repaid out of excess income, or the residual income from the project after ()perating costs, 
reserves and other, more senior debt obligations are satisfied. If litere is no excess or residual cosh flow, 
thentke note holders receive nothing. 

These notes were further described in the May issue, Volume 57, of The Business Lawyer. In an article 
by Riehard Sauer, Esquire, and Assistant Director in tbe Division of Enforcement of the Securities 
Exchange Commission. Ite noted tllO/ in onefraud case that the SEC examined, First Pacific y. SEC, 
/tad committed securities fraud when it overstated the val14es of "residual interest wrap notes", The 
SEC noted tlta! these obligations are not true notes,but are rather unsecured, contingent claims 
against partners/,ips that generated no casb during t!zeir terms, and could take tn4tlY years to repo:y~ 
Indeed, some notes could last as long as 40 Yl,ars. 

23440 Hawthorne Blvd., No. 200, Torrance, CA 90505 
(310) 850-5014 jbvalU/~plus@m;sr..com Fax: (3iD) 316-6364 



BizVa)Plus, Inc. JAMES A. BIEDENBENDERt CPA/ABV. eVA

• 

Mr. Jon Vlnes 
Page 2 

Mr. Sauer also noted that many of tbeseHTJD real estate partnerships were tax shelter partnerships that 
produced little,· if any economi.c benefit aside from the tax benefits produced. Because of this, cash flow 
to repay these notes was highly unlikely to be forthcom jng. 

The SEC ultimately determined that because of the speculative and contingent nature of the notes, 
that they hadlUl indeterminate OT ul1ascertainable cash value. So, a pre-imminent government body 
such as the SEC determined in JitigatiOD that these notes weresospeeulative as to prechlde aftl1ding 
as to their value. that only ultimate collection was available as a way to value them, and only atthe point 
in time ·of collection. 

We note the enclose tenn sheet. reflects the basics of each RJWN. Most had mnturity dates of 2011 or 
2023, a full 9 years for some and 21 years for the balance. OnJy one had a maturity date of2003) and it., 
ostensible payoff amount was only $70,813, We enclose a copy of the signed term sheet along with the 

FDIC's Loan Sale sheet All interest rates were above to. and were mostly at 12% or higher. Those.rates 
are equivalent to rates paid on junk bonds. The exception is that junk bonds at the valuation date traded at 
much higher principal values. Reducing the principal paid increases the potential return, which is what 
investors demand with higher levels of risk. The tennsheet also indicated the transaction agreement's 
participation rates in future cash flows. As cw be seen from the above, RJWN's do not lend themselv6s to 
a traditionaifinanoial analysis. 

The auditorsu~ that the reason for the values selected was not disclosed, and so appears arbitrary. 
We again quote from the report. 

We will use just four possible outcomes: $59,999, $444,290, $1,029,157 and $4,388,220. The values 
herein rue book value or book investment for Royal Housing for the low value, total remaining book 
value of the notes per the FDIC schedule after the initial collection, the value so obtained in final 
settlement and finally the remaining total oo"k value of the RrWN's, 

As seen from the above, we fully describe each value and where the value was derived from, 

The auditor next suggests that the weights assigned to the possible outcomes appear arbitrary, This· may 
appear to be so but I not. It is an assignment of either likely or highly unlikely. A 5% weighting suggests 
the outcome is highly unlikely, The other two outcomes, the middle values were deemed to be equally 
likely) and tberefore split the remaining available weights, 

The values derived are for the entire RIWN's, of which Royal only has a 50% interest:, so the values are 
reduced by the applicable percentage. 

The auditor then suggests that litigation for collection was assumed. Actually it was not assumed it was a 
fact. We quote again. 



SizValPlus, Inc. JAMES A. BIEDENBENDER, CPAIABV, eVA 

Mr, Jon Vinos 
Page 3 

We als{l note that legal expense of slightly more than $188JOOO was incul"l'ed for negotiations and 
eollectioDB in the final settlement. That amount suggests that considerable effort was expended after the 
S Election in order to make the obligations worth acquiring by their maker, AFe and its affiliates. It can 
also be argued that without the legal efforts incurred after the S Election, that the notes would have 
remained as they were,and so the value attributable to the obligations at time of coHection was created 
af:'hlrthe S election through the legaJprocess. 

Finally, the auditor saysfue entire Company was valued and that a discount for built-in gains tax was 
applied. That iuettledtaxlaw, The value of the notes cannot exceed the value of the Company, 

In The Estate of Davis, 110 TC 530 (1996), the Courts approved valuations that took this built-gains tax 
into account. It was also permitted in Eisenberg, 82 AFTR 2d 98-5757 (CA-2, 1988) and in Estate of 
Jameson, TCM 199943. The Internal Revenue Service has acquiesced in this matter. There have been a 
litany of cases where the methodology to l~alcuJate this unrecorded liability has been scrutinized and 
discussed. 

The issue is what is the net built-in gain for the Company, not what the value would be if the Corporate 
ownership were to be disregarded. 

Very truly yours, 

.g~ 



FDIC 
Federal Deposit Insurance Corporation - Western Servioe Center 

$51 ,000,000 LOAN SALE 

PACKAGE 
NUMBER 

.9719 

¥.f .t,. 

f9724~,·· 
.~~, ') ~': 

Non-Pe~~ 

-.~~ :19725 ". 
);''''''' 

Non-Perf Cam' '" 

19726 

19727 $1,354,000 88.50% 

Non-Perf Environmental Camm'] RtE A Officer: Kristine Gisolo 

$ 5,333,533 $ 533,353 10.00% 

Ncn-Perf Residual Receipt Notes (HUO WRAP NOTES) Officer: Kristine Gisolo 

19577 



Date: August 22, 1997 

FEDERAL DEPOSIT INSURANCE CORPORATION 


BULLETIN # 3 


BULK SALES 19720. 19721. 19722. 19724. 19726. 19727. & 19577 


The Loans Sates Department of the Western Service Canter of the Federal Deposit Insurance 
Corporation ("FDIC") has some pertinent information to announce.: 

NUMBERSALE DESCRIPTION 
OFNUMBER BOOK VALUEOF ASSETS 

ASSETS 

7 $3,882,838NP Environmental Coml Loans - Apts19720 

NP Environmental Coml Loans - Other R/E19721 4 $2,483,563 

$10.439,577NP Environmental Coml Loans- Apts 2719722 

NP Environmental Coml Loan - Retail Center 1 $8,288,23619724 

19726 NP Environmental Com I Loans - Apts 2 $6,327,025 

NP Environmental Coml Loan Apt 1 $1,529,892 

I 
19727 

~ 
- Residual Receipt Notes (HUD WRAP NOTES) 11
~i~ 19577 $5,333,522I 

BID DEADLINE: Wednesda V' SePtember 3rd 2:00 PDT 
General statement f<H' aU referenced pools: 

Please note That any funds being held by a ram receiver for rents and security deposits will be 
transferred and forwarded on to the winning bidder. 

19722 - pleasa n019 that two of the Housing Authority of Kern County notas are being modified and will 
be extended and assumed by the party currently making lhe payments: the mOdification was approved 
by the FDIC in accordance with the terms of the RTC bridge loan Iloan to facilltate) and 

19726 - a copy of the current appraisal for property address; 

19724 - FDIC has just been n01lfied that one of the largest tenants filed a Chapter 11 bankruptcy; 

Please tender your bids with this known information. 

If you have any questions regarding bid procedures or about the packages, please contact Kristine 
Gisolo of the Western Service Center Loan Sales Department at (714) 263-7834. 

The Buyer understands that his/her bid(s) are being submitted in accordance with the terms and 
conditions Clf each respective losn sale agreement and further acknowledges that the seller selis the 
loans without recourse on an #AS IS', 'WHERE IS ff basis. 

Kristine Gisolo 

FDIC 

Loan Sales Specialist 


cc: Sale File 

3·9T:JTAL P.02 



ROYAL HOUSING r INC. 


2001 CALIFORNIA TAX RETURN 


EXHIBITS 




it£'f.) SEP 1 5 2002 SAC 
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California Corporation 0201597624 

2001 Franchise or Income Tax Return (NOT TO BE USED BY WATER'S·EDGE ELECTORS) 100 


C 
A 

S 
T 
A 
T 
E 

A 
D 
J 
u 
S 
T 
M. 
E 
N 
T 
s 

C 
N 0 
E M 
T E 

T 
A 
X 
E 
S 

P 
A 
Y 
M 
E 
N 
T 
S 

3 
4 
5 

6 
7 

8 
9 

10 
11 
12 
13 
14 
15 

Amount deducted for tax under the provIsions of the Bank and Corporation Tax Law. 
Interest on government obllgalions .. 

Net California capital gain from Scheduie D, line 1 
DepreclatlO~ and amortizatIOn In excess of amount allowed under Caiifornia law. ,II,tiaet! form FTS 3883 , 
Net Income from corporations not included In federal consolidated return. See Instructions. 
Other adaitions, Attach schedule(s) 

Tolal, Add ilne 1 through line 8 

Iniercompany alvldeno deduction. Attacrl Schedule H (100) . 

Other dividend deductIOn Attach Schedule H (100), 

Additional depreciatIOn allowed under CA law. Attach form FTS 3885, . 

Capital gain from federal Form 1120 or Form 1120A, line 8" 
Contributions. , 

E~, LAMBRA, or ;TA business expense and net Interest deduction, 
Other deductions, Attach schedule(s). 

Total. .Add line 10 through line 16 . 

• 14 
.. ,. 15 

I_ 16 

26 Enter credit name ________ code no. and amount. . 

27 To claim more than two credits. see Instructions .. 

28 Add line 25 through line 27 

29 Balance. Subtract line 28 from line 24 (not less t1an minimum franchise tax, If appiicable) .. 

Alternative minimum tax, Attach Schedule P (100) See Instructions, 

33 2001 estimated tax payments. See Instruc\lons. 

34 200'1 NonreSident Withholding. See Insrruclions .. 

35 Amount paid with extension of time to file tax return, 

36 Total pa ments. Add line 32 through line 35 
37 Tax due. if line 3' IS more than line 36, suhtract line 36 irom Ime 31. GD to Ime 41. ,..:.=---:::..:.--+-______--.:::....:.. 

D D 
E D 

R P R 
E 0 
F S 0 
U I R 
N T 
D A 

r) M 
o 
U 

'\ r{ N 
E E T 
C F 
T U D 

N U 
D E 

38 Overpayment. If Ime 36 IS more than line 31, subtract Irne 3; from Ime 36 (-'._3:-:8-j1_________ 

!~ ~~~~~t. ~~::n~80;~I~: ~~e~t~~ ~:f~~~!des~li~:t;~ I~:~"ne 39. See DDR instruclions .. • • r••..:.•..;..•.:..•.-'.~=:--'!..:..~---L-------
a >=111 In the account Informatron to have refund directly deposited. Routing number, ,1/-e_4_0_a-;-.___________ 

b Type: Checking. Savings. c Account Number. .1_ 40c l 

41 a Penalties and Interest. b _ n Check If eslimate Denaliy computed uSing ExceptlOll B Dr C. See rnstructio'-ns-,-. ...:....:..i-I-.-4-1-a'I-------­
42 Total amount due. Add line 37 and line 41, with tax return. .. 1...1'_'_4..;.2=-.;,_______ O. 

C/.\CAOI12c 01;07102 10001104051 rOlm 100 Cl 2001 Side 1 



Inc. 1825670 

Long-term capiial gam trom Install men; sales from form FTB 3805::':. line 26 or line 37 

8 Net long-term capital gain (loss). Combine line 5 through line 7. .. 
9 ::nter excess of net short-term capital gain (line 4) over net long-term capital loss (line 8). 

10 Net capital gain Enter excess of net long -term capital gain (lIne 8) over net short-term capital loss (line 4) .. 

domestiC international sales corporarion (DISC)? .. Yes("!tach sratement shOWing name, address ane FEIN orevlous busrne::3; I ­

RIC for Califorma purposes;. Yes ~No'DOing business as name. - ---------------4 S 
J Did thiS corporation or Its Subsldiary(ies) .T as REMIC for ­

contrOl or ownershIP, O~ ownerShip or comral I' 
 Yes Ixl No 

- ~ 
othsr legai enlitl thiS No i U Is thiS corporation a REIT fOT California purposes!. - Yes ~NG 

K A: anv time dunng the taxable year, was more than 5C% of the 

Total of line 9 Ime 10. Enter here ant on Form ;00, Side 1, line 5. Note: If losses exceed gains. cariY f---'--;----------

2 Interest comoured under the loo~-back method for compieted long-term contracts (Attash form FTB 3834) .. 

3 interest on tax attrioutaple to Installment: a Sales of certain limeshares and residenlial lois. 

b Method for nondeaier Installment obiigalions . 

IRe Section 197(!)(9)(B)(ii; election 

CredIt recapture Ciame 
Comblr1e line i 

IS 

----
California uSing -

N many affiliates in the combined report are clalmmg ImmuilllY 
-=-'-'-'~~~"-'-'-"-'''-___________....J taxation In California under Public Law 86-2721 _ 

E Prrnclpal bUSiness activity 
BUSiness activity 
Product or service 
Date o Corporation headouarrers are: _ (1) iXl Within Cailiornl-a---

(2) IIOuislue of California, within me U.S.Incoroorated: ~-=-=:c...,.:.:....:::..:::..: 
G Dare DUSlness 

from Caillornl2 
H First rerum? 

te 3 preViously POX. Accounting method. _ (1) Other 

(3) UOutside of the U.S. 

LocatIOn of pnnelpai accounting recoras 

(4) n ccroorailOn e!8ctlon to irearea as a rorelgn saies corDo,aliOn (FSC) or 
- (1) • i sole ;xopnewrshlp (3) 10illt venture iR Did thiS Of one of Its subsidiaries make" federal 

IXI No 

an LLC orimlted partnership eiecting
i.l Of the corporation owned b'.1 any Single rnterest? . !XI, I~O V .to De corporation for federal purposes? Yes No 
b Of another cor Doration oWlled by this corporatiOn) . (Xl No W -Is tnls coroorallon to be treated as J credit union? Yes No 

- X Is the corporation under the IRS ­
Yes No or has It oeen audited Dy Hle In a 

pilar year? . rx: No.... 
• c----,--~-----_f

Y Have aii reqUired information rerurns (e.g. Federal 
and oercentages of stock owned. If the owner(s) rS an indiVidual, proVide Forms 1099,5471,5472. etc) been 

the SOCial secunry numtler. I fiied With the Franchise Tax N/A. \'es No 

L Was 50% or rwre of the stocll of thiS corpcratlo~ owne,i ~ ;,:_ Z DUring (ile taxable year, were gross recelDis (less returns 
directi'l by another corporation dUflnQ (hiS taxabie :18ar7. • i I Yes ~X: No and allowances) of this corporatIOn more than $1 million'! . n Yes IXl No 

Please IU.nder penailres f .'1J!ry, i de.. clare In. al I have mCludrng accomoanyrng scheoules anO slatemenls, and to the 0851 of my knOWledge and be"ef. rl rs lrue.'!J.JlIl.

Sign COlfect, an?~p~e~~f Dec~araUbn o} o~e.~rer oaseo on all Information ot which has any knowieoge, 

C Df 

sc:Jme 
If .3 or C IS 

utlirna1e 
b, or c IS 'Yes,' furmsh a statement of ownership indicating pertlilent mmes, 

H Srgnalure ( ..... Z'-::;L:7< ./ L· ere i of offIcer ~~' ,,-z......,.d (;>::-- ---,.­

Side 2 Form 100 C1 2001 10001204051 



6,416.• 

801.436. 

~oval Housin 	 , Inc. "825670 

12a Intangible assets (amortizable onlY)· r------.!.,...;.....:-:;;:....:...I'---"-------...r-----:::...l......:-.:..::::..~---- ~____ 

Schedule L Balance Sheets 

Assets 
1 Cash, 
2 a Trade notes ana accounts receivable. 

b t...ess aliowance for bad debts. 
3 Inventories. 
4 Feceral and state government obligatIOns, 

5 Ot1er current assets. 

6 Loans to stockholders/ officers. Attach sch . 

7 'v1ortgage and real estate loans. 

8 Other Investments. 

9 a Bui!dings and other 7ixed deprec1abje assets. 

b L.ess accumulated depreciation. 

lOa Depletable assets. 

b Less accumulated depletion .. 

11 Land (net of any amortization) . 

b L.ess accumulated amortization, . 

13 assets 

14 Total assets. . 

Liabilities and stockholders' equity 

15 A.ccounts payable. 

16 IYlor[(Ja(]es. n-ot€S, nonas pavab:e in less 

17 Other current IIJoilitles . 

18 ,"-oans from stocknolders .. 

19 notes, Qonos payable in i 

20 Other liabilities. 

21 Capital stoc~: a Preferred stock. 

b Common stock .. 
22 Paid-In ~r capital surplus. Attach reconCiliation, 
23 Retalneo earnings ,:;ppropna.ed 

24 Retained earnings - Unappropnated, 
25 ~dJustments to sl1areholcers' eqUity (attach se;,} 

26 Less cost of treasury stock .. 
27 Total liabilities and stockholders' equity. 

Schedule M-1 	 Reconciliation of income (loss) per books with income (loss) per return 
This schedule does not have to be 

i\let income per boo"s , 
2 Federal income tax 
3 Excess of capital losses over capltai 
4 Taxable Income not recorded on JOOKS thiS year 

(Itemize) _________________ 

5 Expenses recorded on bOOKS thiS year not 
deducted in thiS return (Itemize) 

a Depreciation 
b State taxes. 
C Travel and entertainment. 

f-----=-..."...",..".--fl 9 Total, Add line 7and ilne 8... , . 
6 Total. Add line 1 throuoh line 5 3.288.110 Net Ir.c oer return, Subtract line 9 from line 6 

Schedule M-2 	 Analysis of unappropriated retained earnings per books (Schedule L, line 2Ll) 
ThiS schedule does not have to be 

1 aa!ance at beginning of year .. 

2 Net Income per books. 

3 Other increases (!temlze) , .. 


4 Total. Add :Ine 1 

Side 4 Form 100 C1 	 2001 10001404051 

If the amount on Schedule L. line 

c Property, 
6 Other decreases (itemize) ______ 

7 Total. Add line and line 6. 
8 Balance at end of yr. Subtract In 7 'rom In 4. 

Beginn ing of taxa-'Cb_'e--"'-e,;,.a...;;r____-+-_______E_n_d_o_f_t_ax_a..,b_'.c..e--'-'e_a_r______ 

~----~(~a)~----+-----~~~~_r----~(~c)~----+------(~d)~~~ 

_I' 
~==========:O:=. 
I 3.288. 

CACA0134l '2130101 

. 

330,0':'2. 

150,805_ 
26,276. 

32,000. 

43,500. 

330,012. 

if the amount on Schedule 

a Tax~exemDt inierest $ _______ 

8 DeduCTions;n thiS return not charged 
against beck Income thiS year (Itemize) 

a Depreciation,. $ _______ 
b State tax refunds. $ ----- ­
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.L001 California Statements Page 1 

Client 108114 Royal Housing, Inc. 1825670 

Statement 1 
Form 100, Schedule F, Line 5(b) 
Other Interest 

Bank of Arne I-I ca.. 

al Apartments. 


Statement 2 
Form 100, Schedule F, Line 10 
Other Income 

Net Income - Royal artments. 

Statement 3 
Form 100, Schedule F, Line 27 
Other Deductions 

Accounting.
Bank Char s. 

filing ee 
Legal and Professional. 

Statement 4 
Form 100, Schedule L, Line 8 
Other Investments 

rvestment 'n Royal ts .. 
nves ~en_ in WRAP~ 

No es receIvable Royal Apt 

04:53PM 

]; 162. 

Total 

Total 

]; 1,132. 
84. 
20. 

Total 

90,532. :1 112,792, 
539.999. 59,999. 

Total I 
Statement 5 
Form 100, Schedule L, Line 17 
Other Current Liabilities 

De erred credit-excess of acq. assets 
Tota' 



ROYAL HOUSING, INC. 


2002 CALIFORNIA TAX RETURN 


EXHIBIT 




2002 

Client 108114 

Statement 1 
Form 100, Schedule A 
Taxes Deducted 

Nature of Tax 

Investment expenses
Licenses and Permits 
State Tax 

Statement 2 
Form 100, Schedule F, Line 5(b) 
Other Interest 

Bank of America. 
Royal Apartments. 

Statement 3 
Form 100, Schedule F, Line 10 
Other Income 

Net Income - Royal Apartments. 

Statement 4 
Form 100, Schedule F, Line 27 
Other Deductions 

Accounting. ................. . 
Bank Charges. . ........... . 
Legal and Professional ...... . 
Supplies .... . .. 

Statement 5 
Form 100, Schedule L, Line 8 
Other Investments 

Investment in Royal Apts ...... . 
Investment in WRAPs.. 
Notes receivable-Royal Apts .. 

California Statements 

Royal Housing, Inc. 

Taxing Authority 

Sec. of State 
Franchise Tax Board 

$ 

Total 
Amount 

Page 1 

1825670 

Nondeduct. 
Amount 

466. $ O. 
20. O. 

800. 800 
Total $ 1 , 286 '"",=$====8:1°,=::1°=,=' 

$ 

Total $ 

., $ 104. 
..... ~25Q

To t al-;;:-­$---"'"2'-C,3;;-;:5:-;;4,-'­

. . • . . . . . . • .. .. -f-$__--=;;-2~3t....;'6;;-,4c-=7,..:.... 
Total $ 23,647. 

====~====== 

.... $ 2,383. 
126. 

72,660. 
265 

Total===$==,7===54:=3=14= 

Beginnina Ending 

112,792. $ 136,002. 
,59,999. 59,999. 
150 805 119 780 
::3 2J 5:16==$_==3=.1===51=8=1:::::: 



ROYAL HOUSING, INC. 


2003 CALIFORNIA TAX RETURN 


EXHIBITS 




STATE OF CALIFORNIA 
FRANCHISE TAX BOARD NOTICE OF ACTION ON 
PO BOX 942857 PROPOSED ASSESSMENT 
SACRAMENTO CA 94257-0021 

TELC:PHONE. (SOD )852-5711 

SEE THE ENCLOSURE FOR MORE INFORMATION AND AN EXPLANATION OF YOUR RIGHTS AND RESPONSIBILITIES. 

Date: February 27, 2009 
Appeal By : 03/30/2009

Mailing address' 

Notice t, 8811136090205 Entity 10 CORP 1825670 
ROYAL HOUSING, INC. NPANumber 00163514 
7 MARCHANT CT NPA Dale 12/18/2006
KENSINGTON, CA 94707-1217 Ref Number 

Taxable Year 12/31/2003
D.L.N. 5004003656001 

Amount : $76,647.00 

Revenue Code: 3431830: CLA 


Issued to: 


ROYAL HOUSING, INC. 

The Franchise Tax Board has considered your protest against the proposed 
assessment. As a result, we have revised the proposed assessment as 
follows. 

NET INCOME AS REPORTED $ 

ADJUSTMENTS, 
CR&TC SECTION 23802(E) -1,033,339.00 

'OTAL ADJUSTMENTS 1,033,339.00 

REVISED TAXABLE NET INCOME $ 0.00 

MINIMUM TAX 800.00 

OTHER TAX, 
TAX FROM SCHDULE D 91,347.00 

TOTAL OTHER TAX $ 91 3L:7.00 

TOTAL TAX $ 92, '14..;7.00 
LESS PREVIOUSLY ASSESSED 15,500.00
TOTAL ADDITIONAL TAX $ 76,647.00 

TOTAL $ 76,647.00 

Based upon the recommendation of the Hearing Officer, we are revising the 
built-in-gain tax related to the sale of the wrap notes per Section 1374 
to which California Revenue and Taxation Code section 23809 conforms. 
IRe Section 1374(d)(2)(A) limits the net recognized built-in gain during 
any year to the corporation's taxable income for that taxable year.
Therefore, the net recognized built-in gain for TYE 12/2003 is reduced from 
$1,084,158 (per audit) to $1,033,339, your net taxable income for the year.
Please note that the remaining built in gain from the sale of the wrap 
notes of $892,181 ($1,925,520-$1,033,339) needs to be carried forward and 
treated as a recognized built-in gain in any succeeding taxable year in 
which you have taxable income. See the Hearing Officer's Preliminary
Position Letter dated 09/18/2008 and Determination Letter dated 01/08/2009
for details. 

This notice includes only additional tax and/or penalties. It does not 
include interest. Interest is assessed from the original due date of 
the return to the date Franchise Tax Board receives payment. When the 

FOLDER 

http:76,647.00
http:76,647.00
http:15,500.00
http:91,347.00
http:1,033,339.00
http:1,033,339.00
http:76,647.00


_______ _ 

CAUFORNIA SCHEDULE YEAR 5 Corporation 

2003 Capital Gains and Losses and Built-In Gains 0(1005) 


Corporation name as shown on Form IDOS California corporation number 

10 a1 Housin , Inc. 1825670 
..5ECTION A ­ 8.84% Tax on Built-In Gains 

P rt I a Short-Term Capital Gains and Losses - Assets Held One Year or Less. Use additional sheet(s) if necessary. 

1 (a)
Description 01 property

(Example: 100 shares 7% preferred of 'Z' Company) 

(b) 
Dale acquired

(month, day, year) 

(c)
Data sold 

(month, day,-year) 

(d) 
Gross 

sales price I 
I 

(e)
Cost 01 other basis 
plus expense of sale 

I 
I 

(I)
Gain (loss)
(d) less (8) 

2 Short-term capital gain from form FTB 3805E, line 26 or line 37 and federal Form 8824. See instructions. .1 2 

3a Net short·term capital gain (loss). Combine line 1, column (f) and line 2 ... , .... .1 3a ' 
b Tax on short·term capital galn(s) Included on line 12 below. 

I
;--3.;;.;c..bt-' 

e Subtract line 3b from line 3a. Enter this amount on Form 100S, Schedule K, column (d), line 4d or line 6. 3el 
Part II Long-Term Capital Gains and Losses - Assets Held More Than One Year. Use additional sheet(s) if necessary. 

4 
5 long-term capital gain from form FTB 3805E, line 26 or line 37 and federal Form 8824. See instructions .. 


6a Net long·term capital gain (loss). Combine line 4, column (f) and line 5 .. 


b Tax on long·term capital gaines) included on line 12 below.. 
 ..~-----­
c Subtract line 6b from line 6a. Enter this amount on Form 100S, Schedule K, column (d), line 4e or line 6 . . I 6e, 

Part III Tax on Built-In Gains. See instructions before this part. 

7 	 Excess of recognized built-in gains over recognized built·in losses attributable to California. 

Attach computation schedule. 
 7 

8 	 Taxable income. See the instructions for federal Schedule D (Form 1120S). 

Use California amounts. 


9 	 Enter the smaller of line 7 or line 8 or computed amount. See instructions. 

10 Net operating loss (NOl) carryover deduction from years the corporation was a C corporation. 

See instructions. . .. .......................................................... . .... . 


11 For 2003 tax year, enter the amount from line 9. If zero or less, enter ·0· here and on line 12 .. 


12 ~~xF~~~~i6~~ g~i~:'1Mrt~~~8ine 11 by 8.84%(fi.nancial.S corporations ~ust u.se10.84~).Enterh.ere and ... 


Part IV Net Capital Gains (Losses) 


Combine amounts on Part I, line 3a and Part II, line 6a. Enter here and on Form 100S, Side 1, line 4 .. 


SECTION B - 1.5% Tax on Capital Gains 

Part I Short-Term Capital Gains and Losses - Assets Held One Year or Less. Use additional sheet(s) if necessary. 

1 ! 
1 J 

2a Short·term capital gain from form FTB 3805E, line 26 or ine 37 and federal Form 8824. See instructions. 2a 
b Combine line 1, column (f) and line 2a. Enter here and on Form 100S, Schedule K, column (d), line 4d or line 6. 2b 

c Unused capital loss carryover from 2002 attributable to the S corporation. 2el 

3 Net short·term capital gain (loss). Combine line 2b and line 2c ... 
1 

3 

Part II Long -Term Capital Gains and Losses - Assets Held More Than One Year. Use addllional sheet(s) If necessary. 

4 Wrap notes i 9/29/97110/15/03[ 1,229,157. 1 144,999.j 1,084,158. 
5 Enter gain from Schedule 0·1, line 9 and/or any capital gain distributions. 1-_5-1­ ________ 

6 long·term capital gain from form FTB 3805E, line 26 or line 37 and federal I='orm 8824. See :nstructions . 1-.:;.6-+________ 

7 Net long-term capital gain (loss). Combine line 4, column (f) through line 6. Enter here and on Form laOS, 
Schedule K, column (d), line 4e or line 6 . 

8 Enter excess of net short-term capital gain Section B, Part I (line 3) over net long-term capital loss Section B, Part II, line 7. 
9 Net capital gain. Enter excess of net long·term capital gain (line 7) over net short-term capital loss (line 3). 

10 Total line 8 and line 9. If line 10 is a gain, enter here and on Form 100S, Side 1, line 4. If line 10 is a loss, 
carry forward losses to year 2004 .. 

1,084,158. 

1,084,158. 

31 
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2003 California Statements Page 1 

Client 1081 14 Royal Housing, Inc. 1825670 

$ 80. 

Statement 1 
Form 1005. Line 7 
Other Additions 

CA Passive Activity Adjustment ... . ... 
Net Income from Rental Real Estate Activities 

Total 

Statement 2 
Form 1005, Schedule F, Line 20 
Other Deductions 

Accounting. 
Bank Charges ... 
Legal and Professional .. 

$ 1,440. 
130. 

Statement 3 
Form laOS, Schedule K, Line 21 
Other Items 

S Corporation's Aggregate Gross Receipts. $ 1,233,092. 

Statement 4 
Form 1005, Schedule L, Line 8 
Other Investments 

Investment in Royal Apts .. 
Investment in WRAPs.. 
Notes receivable-Royal Apts ... 

Total 

$ 136,002. $ 
59,999. 

153,482. 
O. 

Statement 5 
Form 1005, Schedule L, Line 17 
Other Current Liabilities 

Deferred credit-excess of acq. assets. 
Total ~====~==== ~====~==== 



__ ,,~MIT SEP 15 2004 SAC 
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TAXABLE YEAR California S Corpor.atfO~~,6~~,~,~"",,,,,,,,
2003 Franchise or Income Tax Return 

3litornia corporation number 

, '-:or calendar vear 2003 or fiscal _____d~a~y_._r~--L~~--~~~--~~~~--------~da~------L~ea~r-----~ 
Federal employer identification number A Final lax 0 

'1825670 
Cor potation name 

return? • Dissolved Surrendered (withdrawn) 

0 IRe Section 338 sale OSub election enter date. ,. • ______ 

Ro al Housin ,._I_n-'-c-'-,______-r__------i 
Address including Suite or Room no, PMB nc. 

B Did this S corooration have a change in control or ownership, or 
acquire ownership or canlro: of any olher legal enilly this year? 

C Principal business activity code, (uo not leave blank) . , . 

7 Marchant Court BUSiness activity Investments 
City State ZIP Code Product 0' service Real Estate 

Kensin ton, CA 94707-1217 D Is this corporation tHing on a water's-eoge basjs pursuant to 
q&TC Sections 25110 and 25113 tor the current taxable year? 
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Ordinary rncome (loss) Irom trade or bUSiness ad!vities from Schedule F (Form 100S, S,oe 2), line 22 or lederal Form 1120S. 
21. If Schedule F (Form 100S, Side 2) was not completed, altach federal Form 1120S, page 1, and supporling schedules. 

Foreign or domeslic tax based on Income )( profits and California franchise or income tax deducted, 
interest on government Obligations. 

Net capital gain from Schedule D(100S), Section A ano Section B, Attach Schedule D(100S), See instructIOns. , 

Deprecialion and amortization adjustments, Attach Schedule B (lOOS) .. 

Portfolio income. . 
. Other additions. Attach schedule(s) .. See, Statement .1. 
Total. Add line 1 through line 7 . 
Deductible diVidends, Attach Schedule H (1 O~S). 

Water's-edge dividend deduction, Attach Schedule H (100S). , 

Contributions. See instructions. 

EZ, LAMBRA, or TTA business expense and EZ nel interest deduction 

Other deductions, Attach schedule(s). , .. 

Enter cred it name 

Enter credit name 

_________code no, 

no, 

To c.aim more than two credits, see instructions 

and amount. 

and amount. 

1 Add line 23 through line 25 . , .......... , . 
x Balance. Subtract iine 26 from line 22 (not less than minimum franchise tax plus QSub annual 
~ tax(es), if applicable) . , .. , 

[) 

E 
P 0 
0 R 
s 
I A 
T M 

0 
0 U 
F N 

T 

0 
U 
E 

28 Tax from SchedUle 0 (lOOS). Attach Schedule 0 (lOOS), See instructions 

29 Excess net passive income tax See Ins tructlons . 

30 Total tax. Add line 27 line 29. 

31 Overpayment from prior year allowed as a credit. , 

32 2003 estimated tax payments/QSub payments, See instructions, 

37 Overpayment. If line 35 is more than line 30, subtract line 30 from iine 35. 

38 Amount of line 37 to be credited to 2004 estimated tax 

39 Use Tax. See instructions. 

40 Refund. If the sum of Ime 38 anc line 38 is less than 37, then subtrac: the result from Ime 37. See DDR 
Fill In the account information to have the refund directly deposited, a Routing number. 

b Type: Checking _ U Savngs • n c Account number .. , .. ,.".... . .,. 

41 a Penalties and interest. b. 0 Check il estimate penalty computed uSing Exception B or C. See Instructions. 
42 Total amount due. Add line 36, line 38. line 39, and line 41 a, then 

subtract line 37 from the result. 

• DYes [KJNO 
• 531390 

CASA0512L 11/28/03 100S03104051 Form 100S Cl 2003 Side 1 



CALIFORNIA REV. TAX CODE SECTION 24345 




CALIFORNIA REVENUE AND TAXATION CODE SECTION 24345. 

A deduction shall be allowed for taxes or licenses paid or accrued during the taxable 
year, except: 

(a) Taxes paid to the state under this part. 

(b) Taxes on or according to or measured by income or profits paid 

or accrued within the taxable year imposed by the authority of any 

of the following: 


(1) The Government of the United States or any foreign country. 
(2) 
(2) Any state, territory, county, school district, municipality, 

or other taxing subdivision of any state or territory. 
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CORPORATION TAX LAlNS 
AND REGULATIONS 

PART 11, DIV. 2, REVENliE AND TAXATIOl\; DE 

Chapter 1. General Provisions and Definitions 

Article 1. (;eneral Provisions 

Section 23001 

['Title.'! This PHl'l is knotvn and JH.iiY' be cited ;IS dw CorponHlof) Ta:: }J;l\v. 

23001 /S:1" :llllt'{uit'ci i).v Ch. \.~.'<U. j L<lll" 20()). '~Jlr'Cli\:r' J:il1Ut:,I!~\ 

":(I()~.) 

(Ullc(I(iifit:c/ ].;"") [Tvt'ilnic.ilcIIITPt'liolls made IJ\ T.A ..Vl.lL\,J S(,"li"l1~ 1001 ttl 

2005. inclusive. of the r(~dt'rai T(~ehnjc,l/ and :Hi"·,,llalH'otts Rl'\'l'llllt' .·H'j oj 1988 
(Public Law 100·6471 enacted llUIlH,rOl!~ «Timicai l'o1T('nions [0 lJrO\'isj"ll~ ·)f llll' 
Internal f{c"'('l1ne CndC', rhe Tax Refol'Dl ...l,.Cl of 1986 (Public Lilli' 99·514). lill' (Imni· 
bus Dndger Reconciliation .'iCl of 1986 (Puhlic Law 99·509), and lht, Ulllnihus Bud!!,'!! 
R<:COllcili,J[jon ;\Cl 1)11987 (Public Law 100.2(3), S<>I1W or whit'l, art' 11)"OrpOl-al('tI 11110 

Part 10 (coln!TIel1clllt.! witI] St'clioll 17(01) ..lOci Pan 11 (comlll!:'nt'in~ whh Se'ction 
~3001') of Dh'lsion ::.: of tilt-· ~~I"Vf}lllH-' Hnd 'T:lxation lode in' Sf}e('ifk ff'f!:'rP1H'l', 1111jes~ 

'ipeeifieallv pl'ol'ideri othenvise, th"st' u:l'hnicai ('oITeniol1O' mad" h,' l'uhiic L;\\\' 
100·647 to provisions whieh arC' illcorporat('ci ill' retert'IH't' into Pan 10 l<'01llIlH'ndn!i 
with :-i('cliOl1 17001) and Pan 11 (l'flmmenl'in!!, with SeniOlI 23(01) an' (lee/armor:, of 
existing law unci shall he applied in tilt' -.:;anH' m;illll('r a~ ~r)(:'rifipd 111 Puhli{' Law 

100-647 

Se'etion ~3002 

[me 7851] 

["'1)!)iicalioll,j ExcC'pl Wil"H' olit{:rlvisl' expn'ssh provide'l!. all ot';)", PI'OI'IsIons of 
this pan an· applil'abie to the taxes imposed respt'l'liveiy under Cltililler 2IeOlllllWIH" 

in;! with SecrloJ1 2310]), Chapwr ::;,5 (c()mmel1cin~ \l'ilh Sectioll ::;3400." or 'iwpler J 
Icollllllenc'ing with St!clion 23501), or to tlw jJrcdec~ssl)r acts "I' this pan, til<' Bani, anri 
Corporation Franchise Tax .'\Cl or thC' Corporation II1('onw Tax Act. rt'SPt'clIvt'II·. 

(.:';ec. ~JOO,; i..; ;h a111('lulef'i h_\ 
on orntterjal1unry j 1{_J9,.;.) 

Section 23003 

[J{pfpJ'(:llces,j ,\ rl'ferl'll(,(' lllad" in this pan il\' l1umill'1 without furtiwr 

iri('l1lifi(,<ltiol1: 

(il) To a division, is a r<'ferellc(> to Ihar division ()f this ('ode. 

(Il) To a part, is a refe'renee to thal part In lhis division, 

(t') To ;1 Chaf111'l', IS a refr.'I'C'llc(' to that ('hapler ill which il is illilt\(>. 

(d) To an artlc]e, !7) a referencp to that article 'Ill ll1l-' chapter in which it Ih IHilde. 

SeCllOn 23004 

rmc 7805] 

[Hl!guiatiol1s iltlthorizerLj vVhenpvC'r Ihi, part rel'c:rs to "rr:Ltuialiol1~ of lilt' 
l,"ranchist1 T'l.x Hoard," 01' makes sitHiiar reftTenc(::, tht, rt1.ft)n-·flcc ;It1lhori%{-~~ (hr­

Frallchis<.~ Til;\, Board 10 111(11\.(' rules nl1<i re~HI~lriOI1S as tel tilt· suhject 111Htlt-'f t'flIlCt'rn~ 

III!.! which til(> ..('[erenee is made. 

CtdHornj~1 lllCOllH' Tax l.,(n"~ and Regs. § 23004 
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Suarez Accountancy Corporation 
Richard Suarez, Jr. CPA 

(licensed in CA and NV) 

September 25,2006 

Franchise Tax Board 
Ms. Araceli Ponce-Garcia 
Attn: 343:APG:F150 
P.O. Box 1673 

Sacramento, CA 95812-1673 


Re: Royal Housing, Inc. Via UPS Overnight Delivery 

CCN: 1825670 

Year: 2003 


Dear Ms. Ponce-Garcia 

This is a follow up to my original letter dated May 31, 2006. As we discussed, at issue is 
the fair market value as of January 1, 2003, of the wrap notes which were sold by Royal 
Housing during the year. 

Fair market value is defined as the price for which a property would change hands 
between a willing buyer and seller, both knowing all the facts and neither being obligated 
to buy or sell. 

Wrap notes are not like a second trust deed which is collateralized by real estate. Wrap 
notes were a liability of the partnership that owned the property. These particular notes 
were the liability of partnership's controlled by Associated Financial Corporation and its 
owner Bruce Rozet. In the late 1980's, Associated Financial Corporation acquired 
Housing Resources Management (HRM), a property management company specializing 
in HUD properties. Both principals of Royal Housing, Inc. (RBI) were employed by 
HRM at the time, but separated in later years. HRM managed the partnerships with the 
wrap notes. 

At some point in time the notes became property of the FDIC and were offered at 
auction. RHI was detenl1ined to be the highest bidder only after the highest bidder 
(Rozet's firm, AFC) was disqualified because of a conflict of interest. Other lower 
bidders were financial institutions. 

1 have enclosed copies of the FDIC bid solicitation, loan sale agreement, purchasers 
representation letter and sale documents, with sections highlighted regarding the highly 
speCUlative nature of the investments. 

1891 N. Gaffey Street, Suite 217 
San Pedro, California 90731 

310-832-7887 telephone 
310-832-6563 facsimile 



Ms. Araceli Ponce-Garcia 
September 25,2006 
Page two 

Although they eventually did realize a profit, this was hardly detenninable at January 1, 
2003. By nature the notes did not have a due date and were subject to negotiation with 
Bruce Rozet and AFC. Additionally, some of the documentation regarding the notes was 
not available from the seller of the notes (FDIC). Bruce Rozet was described as a 
slumlord and constantly at odds with the U.S. Department of Housing and "Urban 
Development (HUD) and subject of investigation by the HUD office of the Inspector 
General. He was extremely difficult to deal with at any level. I have enclosed articles 
discussing Mr. Rozet and his troubles with HUD. 

It is our argument that the fair market value of the notes remained the same as the initial 
purchase, since the buyer and seller were bidding on the same notes and tendered bids l6I1o{l€S 
which were almost identical. Add to this the fact that the FDIC, the then willing seller, f(5;;YAL. 'J 
sold these notes for approximately the initial asking price. The notes or tenns did not 0 r /. /tR ,\.7)0,," 
change since this sale. These notes were sold to one of the few parties with the t I.- t... 
knowledge and expertise to recognize a potential gain. But that was not certain until the 7}1Ai NO Tff5 
sale was actually funded by the owners. They were the only willing sellers. b vf A-N. f)

PJryIHl> lA~ 
We, the RHI shareholders and I, have significant experience in dealing with HUD 
properties. HUD residual receipts notes are payable only from proceeds of a sale, 
exchange or refinance. Properties usually have use agreements whereby, the properties 
must remain low income for a number of years. Since HUD subsidizes the rents, there is 
usually no incentive to refinance. Even if they did receive refinance proceeds they were 
under no obligation to repay the notes since they were partnerships liabilities not 
collateralized by the real estate. 

A valuation of the 'wrap notes' was not prepared at January 1, 2003 because we 
considered the original purchase price to be the best indication of fair market value. 

I would request that you review the enclosed infonnation and call with any questions. I 
also would offer to meet with you personally and explain anything in this letter at your 
convemence. 

Richard Suarez, Jr. 

Enclosures 



ALL-INCLUSIVE RESroUAL NOTE 

AND AGREEMENT 


San Ylartin Twin Towers 

Los !\ngeles, California, 

For value received, the undersigned (the "Maker!!) promises to pay to SAN MARTIN 
TWIN TOWERS, LTD. a District of Columbia limited partnership (lIPayee!!), at 11812 San 
Vicente Boulevard, Ste. 600, Los Angeles, California 90049, or at such other place as 
Payee may from time to time designate in writing, the sum of NINE MILLION SEVEN 
HUNDRED TWENTY THOUSAND DOLLARS ($9,720,000.00), with interest from the 
Effective Date hereof on such amount of principal as may be unpaid from time to time 
during the term of this Note at the rate of 14% per annum, principal and interest 
payable in equal consecutive monthly installments of ONE HUNDRED THIRTEEN 
THOUSAND EIGHT HUNDRED THIRTY-FIVE DOLLARS ($113,835.00) on the fifth day of 
every month (the "Payment Date"), beginning on the fifth day of December 5, 1983, and 
continuing until the Maturity Date, at which time the then unpaid principal balance of 
this Note together with all accrued and unpaid interest thereon shall be paid in fulL 

This Note and all sums due hereunder shall be immediately due and payable on 
the Maturity Date or on a sale or refinancing of the Project or as herein provided, 
whichever shall first occur. 

The total amount of "this Note includes the unpaid principal balance of the HUD 
Note (as defined herein) together with all accrued but unpaid interest thereon. As of 
December 31, 1982, the unpaid principal balance of the HUD Note is SIX MILLION FIVE 
HUNDRED THIRTY-SIX THOUSAND NINETY-FIVE DOLLARS ($6,536,095.00). 

This Note is secured by the Collateral described in the Security Agreement of 
even date herewith. 

ARTICLE 1 

Complianc.e with HUD Regulations 

Section 1.1. Notwithstanding anything herein contained to the contrary, Payee 
and Maker hereby agree that, so long as the same shall be in force, the RegUlatory 
Agreement, and/or any modification, amendment or replacement thereof, shall control 
the operation of the Project. Moreover, Payee and Maker hereby agree that so long as 
a contract for mortgage insurance continues in effect, and during such further period 
of time as HUD shall be the owner, holder or insurer of the HUD Mortgage, or during 
any time that HUD is obligated to insure a mortgage on the Project, the Project will 
be operated strictly in accordance with the HUD Mortgage and the Regulatory Agreement, 
the applicable provisions of the National Housing Act, as amended, and the regulations 
promulgated thereunder by HUD. No provision of this Note: (i) shall be deemed to 
release Payee from its obligations and responsibilities under its various agreements with 
HU D nor (ij) create additional rights or defenses in the event of a foreclosure by HUD 
other than those rights and defenses existing under the HUD Mortgage. 

Section 1.2. In furtherance of Payee's and Maker'S undertaking that so long as 
the RegUlatory Agreement is in force the Project will be operated strictly in accordance 
therewith, Payee hereby acknowledges that Maker does not have the right to, and shall 
not, use or apply any rents, profits or other income received by the Maker from the 

-1­

http:6,536,095.00
http:113,835.00
http:9,720,000.00


Section 2.6. "HUD Note" shall mean that certain promissory note executed by 
Payee in the original principal amount of DOLLARS 
($ ), secured by the HUD Mortgage. 

Section 2.7. "Improvements!! shall mean those improvements and structures located 
up.)n the Land consisting of, among other things, a 360 unit rental housing proj'2ct 
commonly known us San Martin Twin Towers identified among the records or BUD as 
FB A Project No. 056-44042-LDP. 

Section 2.8. "LandI! shall mean that certain tract of real property situated in 
Guaynabo, Puerto Rico legally described on Exhibit !lA" attached hereto and made a 
part hereof upon which the Improvements are located, together with any and all rights 
and appurtenances thereto, including any right, title and interest of Payee in and to 
adjacent streets, alleys, or rights-ai-way. 

Section 2.9. "Maker!! shall mean that entity so designated in the first paragraph 
of this Note. its successors and assigns. 

Section 2.10. IIMaturity Date ll shall mean the fifth day of December, 2023 

Section 2.ll. lfMonthly Installments" shall mean the montHly installment payments 
of principal and interest due on the Note and a reference to lIMonthly InstaUmentrt shall 
be to anyone of the Monthly Installments. 

Section 2.12. rlNote ll shall mean this All-Inclusive Residual Note and Agreement. 

Section 2.13. nPayee" shall mean the Payee above named. 

Section 2.14. "Payee's Agent" shall mean that person or entity designated by 
Payee pursuant to Section 4.1 to receive payments required to be made hereunder by 
Maker to Payee. 

Section 2.15. "Payment Due Date" shall mean the fifth day of each month after 
the Effective Date. 

Section 2.16. "Personal Property" shall mean all items of tangible and intangible 
personal property owned by the Payee and used on, about or in connection with the 
operation of the Land and the Improvements. 

Section 2.17. "Project" shall collectively mean the Land, the Improvements and 
the Personal Property. 

Section 2.18. "Regulatory Agreement rr shall mean that certain RegUlatory Agree­
ment entered into by and between Payee and HUD which is incorporated by reference 
into the HUD Mortgage and which RegUlatory Agreement Maker agrees to execute as 
required by HUD. 

Section 2.19. rrSection 2.19 Amountll shall mean, on a monthly basis, the amount 
of the gross receipts received by Maker from the operation of the Project which are 
applied as required by the terms of the Regulatory Agreement to the payment of the 
BUD Note along with all applicable reserves and escrows required by HUD to be funded 
pursuant to the Regulatory Agreement and on such a periodic basis as permitted by 
HUD any allowable distribution of Surplus Cash or Residual Receipts pursuant to the 
terms of the Regulatory Agreement. Maker shall apply gross receipts received from 

-3­ 4/ 
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DECLARATION OF WILLIAM HARRISON 


I, William Harrison, under penalty of perjury declares as follows: 


1 . I am personally familiar with all matters stated herein and could 


competently testify thereto if called. 


2. I am and have been since its formation in 1992 the Vice President of Royal 


Housing, Inc., a California corporation ("Royal"). From 1984 until 1989, I was employed 


as the President of Housing Resources Management ("HRM"), a management company 


formed by A. Bruce Rozet ("Rozet") and Dean Ross (the "Rozet Group") to manage 


various HUD-assisted rental projects that were owned by partnerships under the control 


of the Rozet Group entities. From 1989 to present I have been employed by Eugene 


Burger Management Corporation ("EBMcn) in Greenbrae, California. 


3. In 1997, Royal submitted a purchase bid with the Federal Deposit 

Insurance Corporation ("FDIC") to acquire certain residual interest wrap notes ("RIWNs") 

they were offering for sale as part of the liquidation of First Pacific Bank ("Bank"). The 

RIWNs were purchase money instruments received by the Sellers of the eleven HUD 

projects. HUD Regulations preclude any secondary financing on a project, less the 

holder of the HUD-insured first mortgage consents. Such consent is routinely refused 

and so, alterative collateral in the form of 100% of the partnership interest in the Debtor 

partnership on each of the RIWNs is pledged as collateral. On September 26, 1997, our 

bid was accepted by the FDIC and we subsequently purchased the interests in eleven 

RIWNs listed on Exhibit "A" hereto. 

4. Each of the projects on which Royal has an RIWN was appraised in 1992 


by the FDIC. Based on appraisal information in the FDIC files - both the 1992 full 


appraisals and subsequent 1997 valuation letters from local real estate brokers - and 


Royal's own assessments based on knowledge of similar properties, Royal has estimated 


the balance due on the individual RIWNs (column L in Exhibit "A"). The shares of the 


estimated balances due Royal and the Bancorp for their respective interests is shown on 


the top and bottom halves of the exhibit. the balance due Royal and the Bancorp on the 
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Thomas Paine Square RIWN as of this assessment was $2,301,413 and the balance due 

on the remaining RIWNs, other than Spencer Street and Englewood was $8,552,452. 

5. The underlying notes on Englewood and Spencer Street have been paid off 

and the proceeds were not used to satisfy the borrowers' obligations under the RIWNs. 

The pay-off of the Englewood note was ascertained from an August 7, 1996 letter from 

the Chicago HUD office to the FDIC that was found in the FDIC's files. It was 

subsequently confirmed by a title search. The pay-off of the Spencer Street note was 

disclosed during a conversation with Las Vegas HUD staff. I contacted and met with 

Rozet to obtain payment as holder of the RIWNs. He refused to recognize Royal had an 

interest in the RIWNs and repudiated any obligation to make any payments to Royal or 

any other holder of the RIWNs. 

6. In order to protect Royal and the Bancorp's interest in the RIWNs and to 

avoid diversion of the proceeds of sales or refinancings of the remaining properties, 

Royal and the Bancorp delivered to Roger Hartman, counsel for Plaintiffs, financing 

statements (Form UCC-1) covering the collateral pledged to secure the RIWNs. Rozet 

refused to execute the financing statements. 

7. In my employment with EBMC I work closely with various government 

agencies, including the Redevelopment Agency ("Agency") of the City and County of San 

Francisco. I was informed in late 1999 by Sean Spear of the Agency that the Agency had 

a considered and approved the purchase of the Thomas Paine Square project (See, 

Exhibit "A"). I was advised that the Agency had reviewed a title search on the property 

and found no information regarding the RIWN and was looking to pay the entire net 

proceeds of any sale to a Rozet Group partnership which claimed to own the project free 

and clear of any obligation other than the HUD insured first mortgage loan. 

8. Each of the RIWNs is limited in payment to the holder only out of surplus 

cash (i.e., operating revenues that HUD regulations permit to be distributed to owners), 

and net sale or refinancing proceeds. I am familiar with the operations of one of the 

RIWNs, Palmdale Park (See Exhibit "A") and am aware that the owners this year have 



111 ll[ STEIN12121/99 TUE 13:14 FAX 818 2788 
~ t4 b"nHN-~~'~;;; -;;:;;'~' MA ~~ieo (;I.!\I:! 

1 distributed $S7,403 in surplus cash to the partnel'$i)ip, none of Which was paid to Royal or 

2. Bancorp holders of the Palmdale RIWN. 

3 S. In order to enforce c:oneetion af the Englewood ano Spencer receivables, 


4 
 which matured upon sale or refinanoing) Royf:il filed complaints (ltComplaintsl1
) in the 

5 West Distr'lct of 'the SlJperlor CowHor the county of Los AngeleS a9alnstth~ respeotive 

6 Debtor partnerships and their partners who had pledged their partnership interests as 


7 
 collateral fer the payment of the loan, beil'1g cases entitlec and numbered, Bo)@ Housing 

8 v~. EOgl~woQQ No. SC 053'924 and ROYiI Housing VI Spencer Street. No. SC 057585. 
! 

9 EaCh of said actions is being acttv!lly pursue~ by Royal. 

Hl 

11 I declare under penalty of perjury the fc.1regoing is true and correct of my own 

12 personal knDwledge. 

13 
DATED: This 2101day of December, 1999 at Greenbrae. California.14 

15 

16 WILLIAM HARRISON 
17 

18 

IS 

20 

21 

2.2 
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,1l:.j, 

24 

25 

26 

27 
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.l2-oYIl L. QANCORP FDIC WRAP NOTES - Revised 

· 
B C D E F' G H K Lp",j,~N~mJ Location f<llA No, No. of ~ Original Note Estimated Date of HUD Debt Equity % 01' Wrap Dcfcmhlllts 


(ROYAL) Units : Wrnp Note Rate Market Vullle Mar'kct Value Wrap OWl1cd Interes( 

BANK'S INTEREST 


, Allied Gardens FLSmith, AZ 082-44019 160 ;3,000,000 12% 2,750,000 06125197 1,252,200 1,497,800 20000% 299,560 
Englewood Chicago 071-44114/55086 167 i3,0(]0,OOO 11% 4,000,000 04120/97 307,000 3,693,000 63,OOO'X, 2,326,590 
Hillsboro T.H. EI Domdo, AR 082-35017 152 ,2,800,000 12% 2,500,000 04124/97 1,245,800 1,254,200 20.000% 250,840 
Jerrerson Manor N. littleRock, AR 082-44018 140 '2,600,000 12% 2,520,000 09/23/92 1,448,600 J ,071,400 20,000% 214,280 royAl
Northwest Acres Springdale, AR 082-35027 80 ' 1,400,000 12% 1,450,000 10112/92 624,100 825,900 2{),0()()'X. 165,1 flO 
Palmdale Apts, Palmdale, CA 122-44082 58 1,538,000 12% 1,740,000 1998 579,600 ) ,160,400 10.475% 121,552 

San Mm1in Puerto Rico 056-44042 3M ;9,720,000 .t4% 12,600,000 1998 5,009,400 7,590,600 19.530% 1,482,444 

Spenccr Street Las Vegas 125-4402G 84 2,120,000 12% 3,276,000 04/}5/97 818,900 2,457,100 33.440% 821,654 


.<:(Ten ace Green littleRock, AR 082-35029 100 ,1,900,000 12% 1,380,000 10/09/92 950,000 430,000 20,000% 8G,00O 

Thomas PHine San Francisco 121-44146 98 :3,749,000 12% 6,860,000 1998 1,488,200 5,)71,800 10,975% 589,555 

Watkins Manor Memphis, TN 081-55001 214 ; ),670,000 10% 1,925,000 04/30/97 420,500 1,504,500 35.000% 526,575 


13AtJeoRP ~'t /.) ' '., I I. j '}!,'' 'W6,864,230BANCORP'S INTEREST ! ' . 

Allied Gardens Ft.Smith, AZ 082-44019 1(,0 : 3,000,000 12% 2,750,000 06/25197 1,252,200 1,497,800 80.000% 

Englewood Chicago 071-44114/55086 167 · 3,000,000 11% 4,000,000 04120197 307,000 3,693,000 0.000% 

Hillsboro T.R EI Dorado, AR 082-35017 152 ;2,800,000 12% 2,500,000 04/24/97 1,245,800 .1,254,200 80.000% I 

Jefferson Manor N. LittleRock, AR 082-44018 140 '2,600,000 12% 2,520,000 09/23/92 1,448,600 1,071,400 80.000% 857,120 

Northwest Acres Springdale, AR 082-35027 80 1,400,000 12% 1,450,000 10/12/92 624,100 825,900 80.000% 660,720 

Palmdale Apts, Palmdale, CA 122-44082 58 : 1,538,000 12% 1,740,000 1998 579,600 1,160,400 31.425% 364,658 

San Martin Puerto Rico 056-44042 3()0 ~ 9,72Q,OOO 14% 12,600,000 1998 5,009,400 7,590,600 0.000% 

Spencer Street Las Vegas 125-44026 84 2,120,000 12% 3,276,000 04115/97 818,900 2,457,100 0.000% ° 0 

Ten'ace Green LittleRock, AR' 082-35029 100 ' 1,900,000 12% 1,380,000 10/09/92 950,000 430,000 80.000')1, 344,000 

Thomas Paine San Francisco 121-44146 98 3,749,000 12% 6,860,000 1998 1,488,200 5,371,800 31.868% 1,711,858 

Wntkins Manor Memphis, TN 081-55001 214 · 3,670,000 10% 1,925,000 04/30/97 420,500 1,504,500 65.000% t3wlOfP 


7,117,879 

rioclllV,Wwl'li 
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MICHAEL M. STEIN (Bar No. 039882) 

17609 Ventura Boulevard, Suite 201 

Encino, California 9l316-3825 

3 Telephone: (818) 788-2700 

Facsimile: (818) 788-2788 


4 
BRADLEY TABACH-BANK (Bar #048769) 
T ABACH-RA.NK & LEVENSTEIN, a Law Corporation 
1453 Third Street, Suite 250 

6 Santa Monica, California 90401-3400 

Telephone: (310) 394-4777 


7 Facsimile: (310) 458-2978 

8 Attorneys for DEFENDANTS ROYAL HOUSING, INC. and FIRST PACIFIC BANCORP, 
INC. 

9 

SUPERIOR COURT OF THE STATE OF CALIFORNIA 

11 FOR THE COUNTY OF LOS ANGELES 

12 

WILSHIRE INVESTMENTS ) CASE NO. SC059793 


13 
 CORPORATION, a Califomia Corporation; ) 

SUMA LIMITED, a Delaware Corporation; ) Date Action Commenced: 


4 
 ATLANTIC INVESTORS, L.P., a Delaware) December 17,1999 

Limited Partnership; ASSOCIATED ) 

HOUSING GROUP, LTD., a California ) Assigned to Honorable: 

Limited Partnership; BELMONT ) 


16 II\TVESTORS, L.P., a Delaware Limited ) DEFENDANTS ROYAL HOUSING, 

Partnership; LOUIS A. CICALESE, an ) INC., AND FIRST PACIFIC 


17 
 individual; WESTERN HOUSING ) BANCORP'S OPPOSITION TO 

ASSOCIATES, a California Limited ) PLAINTIFFS APPLICATION FOR 


18 
 Partnership; PACIFIC HOUSING ) PRELIMINARY INJUNCTION; 
PARTNERS, L.P., a Delaware Limited ) MEMORANDUM OF POINTS AND 

19 Partnership; c.P. INVESTMENT FUND ) AUTHORITIES; AND SUPPORTING 
1986-IIl; MARTIN HOUSING FUND, ) DECLARATIONS OF LEONARD 
LTD.; PARTNERSHIP INVESTOR ) SANDS, WITLI.AJ\.1 HARRISON AND 
SERVICES, INC; SHERMAN ) MICHAEL M. STEIN 

21 INVESTMENT FUND, LTD; SHERMAN ) 
INVESTMENT FUND II, LTD., and ) DATE: December 23, 1999 

22 WESTPORT HOUSING CORPORATION, ) TIME: 1:30 p.m. 
) PLACE: Department B 

23 Plaintiffs,) 
) DISCOVERY CUTOFF: 

24 v. ) MOTION CUTOFF: 
) TRIAL DATE: 


ROYAL HOUSING, INC., a California ) 

Corporation; FIRST PACIFIC BANCORP, ) 


26 INC., a California Corporation; and DOES ) 

1 through 50, inclusive, ) 


7 
 ) 
Defendants ) 

28 
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TO THE HONORABLE COURT, PLAINTIFFS AND THEIR COUNSEL, Defendants 

hereby submit their opposition to Plaintiffs application for preliminary injunction, Defendants 

do not oppose an injunction with respect to the pending foreclosure sale of collateral securing 

promissory notes ("Notes") due and payable by the Plaintiffs to Defendants, provided an 

adequate and sufficient bond in the amount of $9,500,000 is ordered to dissuade Plaintiffs from 

continuing their past and continuing practice of disposing of the collateral without accounting to 

the Defendants proceeds. TIlls opposition is based on the Points and Authorities and the 

Declarations of Leonard Sands, William Harrison and Michael M. Stein filed herewith and all 

other documentary and oral evidence presented to the Court at the hearing. 

DATED: December 21, 1999. 

TABACH-BANK & LEVENSTEIN 
BRADLEY TABACH-BANK 
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MEMORANDUM OF POINTS AND AUTHORITIES 


I. 


INTRODUCTION 


This action arises out of the acquisition by three purchase and sale transactions 

between First Pacific Bancorp. Inc., ("Bancorp") and First Pacific Bank ("Bank") as 

Purchasers of varying interests in eleven purchase money promissory notes (the 

residual interest wrap notes or "RIWNn) from the sale of eleven HUD-assisted low-

income housing projects ("HUD Projects"). Defendant Royal Housing, Inc. ("Royal") is 

the Bank's successor in interest by purchase from the Federal Deposit Insurance 
. ­

Corporation ("FDIC"). Ten of these projects are owned or controlled by Plaintiffs and 

their affiliates, A. Bruce Rozet, W. Dean Ross and Lawrence F. Penn (the "Rozet 

Group"). The Rozet Group holds no interest in either the project or the maker of the 

RIWN on the eleventh HUD project and no one is contesting the Ban k and Royal's 

interest in this RIWN. 

Plaintiffs mischaracterize this case as an effort by the Defendants to use 

Plaintiffs refusal to execute financing statements (Form UCC-1) as a basis or pretext to 

foreclose on the collateral securing the indebtedness. Actually, what is involved is the 

consequences of Plaintiffs' repudiation of Defendants' interest in the RIWNs and 

collateral securing their payment. Since 1997 after restrictions on sale or refinancing of 

the HUD projects lapsed, Plaintiffs have engaged in a continuing action to sell and 

refinance the HUD projects and pocket the proceeds without accounting to the 

Defendants for any amounts due, which were then in excess of $12,000,000. See 

Harrison Declaration ("Harrison" Exhibit "A"). Already two of the HUD projects have 

been sold and refinanced in this manner. They are the subjects of related actions 

commenced by Defendant Royal and pending in this Court to trace the proceeds and 

recover amounts due: Royal Housing, Inc. v. Englewood apartments, Ltd. et. ai, case 

SC057584 ("Englewood Action") and Royal Housing, Inc. v. Spencer Street Limited, et. 

ill. case SC 057585 ("Spencer Street Action"). The present litigation and the related 

doc!HV -Tn al 1 
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Englewood and Spencer Street actions are an appropriate vehicle to decide the paliies 

rights and duties on properties already sold or refinanced by the Rozet Group. For this 

reason, the Defendants do nat object to the interim relief sought by Plaintiffs, provided 

there are adequate safegards to prevent Plaintiffs from selling or refinancing the HUD 

Projects without paying off Defendants' RIWNs. Accordingly, it is not necessary for the 

Court, at this time, to make a determination as to the probability of success on the 

merits. Specifically, the issues of substantive and procedural defects in the UCC 

foreclosure sales which consume the bulk of Plaintiffs' application can be left to a 

determination on the merits. However, the Court should instead focus on the Plaintiffs' 

continuing activities that are divesting Defendants of their interests in the RIWNs and 

order Plaintiffs to post a bond sufficiently adequate to protect Defendants from further 

injury. 

II. 

SUMMARY OF FACTS 

A. 

THE RIWNS 

Defendants do not oppose a preliminary injunction provided that the undertaking 

required under Code of Civil Procedure Section 529 is truly adequate to address any 

"damages" Defendants might sustain pending the determination of this case. The 

Defendants face SUbstantial damages if the Plaintiffs and their Rozet Group affiliates 

continue to deal with the HUD Projects as if, in effect, the RIWNs do not exist. 

The Defendants' exposure to a substantial loss during the pendency of this 

action is a function of the peculiar legal interests created by the RIWNs. The RIWN is 

an instrument unique to the purchase and sale of HUD Projects. It has certain standard 

features of the all inclusive or so-called "wrap note" in that its principal balance includes 

the outstanding balance of an underlying HUD-insured mortgage. What is unique about 

these instruments is the restrictions on source of payment and collateralization. HUD 

doc/HV-Tnal 2 
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insurance requires that the mortgagee consent to any secondary financing secured by 

the HUD project. These lenders routinely refuse to allow the holders of RIWNs to 

receive a mortgage or deed of trust on the property. Thus, the RIWNs, including the 

ones involved here, are collateralized by the pledge of the general and limited 

partnership interests in the debtor entity. (Harrison, ,-r 3). 

HUD regulations prohibit owners from distributing to themselves any project 

generated funds, except for (a) all or a portion of the net operating revenues remaining 

after the payment of ali operation expenses, debt service, escrows and deposits and (b) 

the net proceeds from the sale or refinancings. The amounts so distributable are 

known as "surplus cash" or "residual interest," and are also the only funds that HUD 

permits to be paid to the RIWN holder. (Harrison,,-r 8). In combination, these 

restrictions on normal collateralization and payment sources place a RIWN holder at 

serious risk if the debtor is inclined to divert surplus cash, sale proceeds, and/or 

refinancing proceeds to its own use. The Plaintiffs' and the Rozet Group's actions to 

date demonstrate beyond question this is precisely what they have done and intend to 

do in the future. Plaintiffs have already sold or refinanced two of the HUD Projects and 

the sale of a third is pending yet Plaintiffs have failed and refused to account for and 

distribute to Royal the surplus cash and/or theproceeds required to payoff these 

RIWNs. (Harrison,~,-r 5 and 8). 

B. 

THE RESCISSION CLAIM 

One final area does deserve comment. Although not referred to in any 

significance in the Plaintiffs' Points and Authorities, Plaintiffs have included declarations 

of Moses and Hartman to establish a rescission claim with respect to the Englewood, 

Spencer Street and San Martin Twin Towers RIWNs acquired by the Bank (and 

subsequently Royal) in the last purchase. The claim is both factually specious and 

legally meritless. This assertion exemplifies how Plaintiffs have, at every opportunity, 

doclHY -Trial 3 
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disregarded the Defendants' ownership once the Bank went into the FDIC receivership. 

Up until the very moment the FDIC was named as receiver, both Hartman and Moses 

made every effort to support the validity of the sale of the RIWNs to the Bank and 

Bancorp (see Leonard Sands Declaration ("Sands", ,-r 7, and Exhibits B and C). 

A year later, without any tender or return of the consideration received by Moses, 

Hartman notified the FDIC of Moses' claim of rescission. See Plaintiffs' Application, 

Roger Hartman ("Hartman") Declaration, Exhibit A. No further action was taken for 

almost five years. When HUD later removed the sale and refinancing restrictions on the 

RIWNs, Hartman conveyed to the FDIC an offer to purchase the RIWNs, including the 

very same ones he claimed to have rescinded. See Hartman, Exhibit "B". His efforts 

were obviously rejected by the FDIC, which one year later sold all of the Bank's 

interests in the RIWNs to Royal. It should be noted that as to the Bancorp, no claim 

was ever made that any of the interests it acquired were rescinded. 

Even assuming grounds for rescission existed, this claim against the Bank and 

the FDIC as its receiver, was subject to the exclusive jurisdiction of the FDIC and 

federal courts. See 12 U.S.C. § 1821(d); FDIC v. Shain, Schaffer & Rafanello (3rd Circ. 

1991) 944 F.2d 129, 131. Moses failed to pursue these remedies and cannot, years 

later, in a state court proceeding attack the ownership interests of the FDIC and its 

transferees. The issuance of an injunction without a SUbstantial bond will allow 

Plaintiffs to accomplish the same result by selling or refinancing the HUD Projects and 

retaining the proceeds of these and other surplus cash payments for their own benefit. 

To maintain the status quo Plaintiffs must bond the outstanding balance of the 

remaining RIWNs (which is at least in excess of $9,000,000, See Harrison, ,-r 4). This is 

especially vital in light of the pending sale of the Thomas Paine Square project. 

III. 

CONCLUSION 

Defendants' evidence show that to date the Plaintiffs (1) have disposed of at 
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least two of the projects with a combined indebtedness to Royal in excess of 


$3,000,000, (2) have pocketed $65,000 of surplus cash and (3) are in the process of 


selling the Thomas Paine Square project in which the amount due Defendants Royal 


and Bancorp is in excess of $2,000,000. Altogether, the total indebtedness as of 1997, 


Royal and Bancorp could have recovered on the ten notes is in excess of $12,000,000 


(see Harrison, ,-r 4 and Exhibit A). 


For the foregoing reasons, if the Court concludes that the Plaintiffs are entitled to 

a preliminary injunction prohibiting the Defendants from holding foreclosure sales of 

collateral securing the RIWNs, during the pendency of this litigation such an order 

should be conditioned on an adequate bond as required by CCP Section 529. An 

adequate bond in this case is $9,000,000, which sum is equal to the outstanding 

balances due on the Defendants' interests in the remaining RIWNs not previously sold 

or refinanced by the Plaintiffs and their affiliates. 

Respectfully submitted! 

TABACH-BANK & LEVENSTEIN 
BRADLEY TABACH-BANK 

By: 

5
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