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DECLARATION
OF MICHAEL M. STEIN

I'hereby certify I can testify competently to all matters stated herein of my 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 RTWNg (Notes) on an arm’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Wilshire had withdrawn from settlement negotiations and was actively pursuing litigation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 determine that it and not Royal owned the interests in RTWNS.

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had not been consummated and {(b) that the sale if consummated had been rescinded and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 RTWNs. 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 RTWNs 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 of what
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
determination on Royal’s ownership interest in the RIWNs before we could reach any
settlement. Nevertheless, I believed the potential for a settlemnent in excess of confinuing
litigation cost justified continuing to enforce Royal’s rights.

4. 1had participated in or directed all settlement communications and negotiations with
Wilshire from October 1998 through 2003. After Royal reached agreement with the
Bancorp and Sands to proceeds jointly in enforeing their respective interests in the
RIWNSs, 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 RIWNSs and seeking an injunction barring any attempt
by Royal to enforce its claimed interests in the RTWNs. 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 of the 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 RIWNSs and (b) that the Bancorp was not obligated
to share any of the legal expenses incurred in enforcing recovery on the RTWNs.

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
anmounced 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 Royal, as soon as it seemed feasible, make a proposal, to settle for a
reduced amount that would net Royal $250,000 after costs,

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

il B

Michael M. Stein

Dated: Maywz.i))_ 2010
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TABACH-BANK & LEVENSTEIN, a Law Corporation JOH .
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Santa Monica, California 90401-3400 a5 s
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Artorneys for DEFENDANTS ROYAL HOUSING, INC. and FIRST PACIFIC BANCORP,
INC.

SUPERIOR COURT OF THE STATE OF CALIFORNIA

FOR THE COUNTY OF LOS ANGELES

WILSHIRE INVESTMENTS
CORPORATION, a California Corporation

SUMA LIMITED, a Delaware Corporation;
ATLANTIC INVESTORS, L.P., a Delaware

Limited Partnership; ASSOCIATED
HOUSING GROUP, LTD., a California
Limited Partnership; BELMONT
INVESTORS, L.P., a Delaware Limited
Partnership; LOUIS A. CICALESE, an
mdividual; WESTERN HOUSING
ASSOCIATES, a California Limited
Partnership; PACIFIC HOUSING
PARTNERS, L.P., a Delaware Limited
Partnership; C.P. INVESTMENT FUND
1986-1II1; MARTIN HOUSING FUND,
LTD.; PARTNERSHIP INVESTOR
SERVICES, INC; SHERMAN
INVESTMENT FUND, LTD; SHERMAN
INVESTMENT FUND II, LTD., and

WESTPORT HOUSING CORPORATION,

Plaintiffs,
v.

ROYAL HOUSING, INC., a California
Corporation; FIRST PACIFIC BANCORP,
INC., a California Corporation; and DOES
1 through 50, inclusive,

Defendants
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CASENO. SC059793

Date Action Commenced:
December 17, 1995

Assigned to Honorable:

DEFENDANTS ROYAL HOUSING,
INC., AND FIRST PACIFIC
BANCORP’S OPPOSITION TO
PLAINTIFFS APPLICATION FOR
PRELIMINARY INTUNCTION;
MEMORANDUM OF POINTS AND
AUTHORITIES; AND SUPPORTING
DECLARATIONS OF LEONARD
SANDS, WILLIAM HARRISON AND
MICEAEL M. STEIN

DATE: December 23, 1699

TIME: 1:30 p.m.

PLACE: Department g

DISCOVERY CUTOFF: NONE

MOTION CUTOFF: NONE

TRIAL DATE: I%E
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DEFENDANTS ROYAL HOUSING AND FIRST PACTFIC BANCORP'S OPPOSITION TO T/E
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APPLICATION FCR PRELIMINARY INJUNCTION; MEMO CF POINTS & AUTHORITIES
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TO THE HONORABLE COURT, PLAINTIFFS AND THEIR COUNSEL, Defendants
hereby submit their opposition to Plaintiff’s application for prelimiﬁary 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. This opposition is based on the Points and Authorities and the
Declarations of Leonard Sands, William Hamrison 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

MICHAEL M. STED\T INC.

IAEL M. STEII\
Att meys for Defendants

doc/Royal-E3 -2-
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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, [ 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 sgcuring the RIWNS, during the pendency of this litigation such an order
should be conditiéned on an adequ‘ate 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 éubmiﬁed,

TABACH-BANK & LEVENSTEIN
BRADLEY TABACH-BANK

MICHAEL M. STEIN, INC.

4 T~

| ISTEIN
AttortAeys for Defendants

By:

doc/HV-Trial 5
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Law Offices

MICHAEL M. STEIN, INC.

A Professionel Corporation
17609 Ventura Boulevard, Suite 201
Encino. California 91316-3825
Telephone (R18) 788-2700
Facsimilc {818) 788-2788

E-Mgil mmstzising® ool com OUR FILE §

VIA: Facsimile 310: 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:  Royal Housing, Jnc. v, First Pacific Bancorp Wrap Note Claims

Dear Justin:

This will confirm that the UCC 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, 1998
Please be advised that my chients are under no obligation to further postpone the sale.

MMS:bzs

ce: VIA FACSIMILES
E. Jay Gotfredson, Esq.
Brad Tabach-Bank, Esq.
George Kostakos, Esq.
Lconard Sands, Esq.
Royal Housing, Inc.

let/Budared4
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MEMO TO: Miles J. Feldman, Esg. @

MEMO 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 a redraft integrating the Quinn
and Gotfredson comments, it became very apparent that this is a total “whipsaw” situation. To
participate, Quinn wants us to sell him Spencer Street for $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 the refi $200,000 and substantially prejudices our

security if San Martin doesn’t sell. One of two things is going on here. Quinn is continuing to act

as a front man for Rozet. This is just part of the continuing tactic to string out the settiement
negotiations until such time as the properties are sold and then renegotiate & deal with us. On the
other hand, Quinn could be acting as an independent (which I doubt). In any event, I must agree with
Bill Harrisop that we must simply ignore Quinn and present the deal as given to Gotfredson to work
out a dea! with the entire Wilshire Group, or otherwise we have no settlement. In this regard, T 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 2 moving target, or .

b. just 2 ball be is throwing up in the air to see if he can whipsaw us for Rozet/Quinn's
benefit.

With this in mind, I enclose the corrections 1 have made 1o his draft as well as the text of 2
proposed transmittal letter which will start the ball rolling.

It/Fohiment

Appeliant’s Submissinn

Agtachment

Page __f_,w__of £
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July 1, 1999

San Martin Twin Towers Apartments Limited Partnership
a California limited partnership

c/o Partnership Investor Services, Inc.

a California corporation

General Partner

12100 Wilshire Blvd.

Suite 1400

Los Angeles, CA 90025

Re:  San Martin Twin Towers 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 100% interest in that
certain all-inclusive note and residual note ("Note") in the original principai amount of
$9,720,000 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/Sanivartin




It has come to our attention with respect to interests in other notes we hold in
which affiliates of your general pariner 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, iess 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 $5,008,400 (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 counseal 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: WZ/

//



July 1, 1999

Palmdale Limited Partnership

a California limited partnership

c/o Wilshire Investments Corporation
a California corporation

General Partner

12100 Wilshire Blvd.

Suite 1400

Los Angeles, CA 90025

Re: Palmdaie Apartments All-inclusive Note
Gentiemen:

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, 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 2 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.

let/Palmdale
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It has come to our attention with respect to interests in other notes we hoid 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 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. 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 underiying 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 payabie 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,

ROYAL HOUSING, INC.




NOTICE CF DISPOSITION OF COLLATERAL ON DEFAULT

Pursuant to Sectlon 9504 of the California Commerclal Code and the Laws of Pusrto
Rico, First Paciflc Bancorp, Inc., 'a Delaware corporation and Royal Housing, Inc., a
California corporation, the undersigned as secured parties under 2 security agreement
executed by Partnership Investor Services, Inc., a District of Columbia corporation,
Westport Housing Corporation, a Delaware Limited parinership, Martin Housing fund, Ltd.,
a District of Calumbia limited parmership, Sherman Investment Fund, Lid., a District of
Columbia limited partnership, and Sherman Il Investment Fund, Ltd., a District of Columbie
limited partmership, as debtors on September 1, 1983, gives notice to, Partnership [nvestor
Services, Inc., a District of Columbia corporation, Westport Housing Comoration, a
Delaware Limited partnership, Martin Housing fund, Ltd., a District of Columbia limited
partnership, Shemman Investmant Fund, Lt2., a District of Columbla limited partnership, and
Shemman il Investment Fund, Lid., & District of Columbia limited partnership, that, because

of the debtor's default under the security agreement, the caollateral under the security .

agreement will be sold by the undersigned secured parties at a public sale on Septembzer
28,19€8, ar 10:00 o'clock A.M. &t 17608 Ventura Boulevard, Enclne, California 813186,

The colleteral referred o in the preceding paragraph caonsists of: All the right. litle

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

Ltd. |, a District of Calumbia limitad parnership {the "Purchaser”) in accordance with the
Limited Pannership Agreement of the Purchaser, as amended from time to time (the
"Partnership Agreement"), including without 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, ar either of them, in respect of or on account of its interest in
Purchaser, whether due or to become due and whether repressnting profits, distributions
pursuant to complete or partial liquidation or dissolution, or repayment of capital
contributions, and the right to receive, use and enjoy all 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
zssigned tc any general partner or limited partner In the Purchaser and/or any and all
letters of credit in favor of or assigned 1o any general pariner or limited panner in the
Furchaser and exclucing specifically all cash derived from such promissory notes andior
letters of credit !

Dated: pugusiLAN599 FIRST PACISKI BANCORP, |
a Dgla gre {copporaiion
By

) VAE
e
ROYAL HOUSING, INC.,

a California corporation

oy el

doesDigp-SanMartin
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Law Offices

MICHAEL M. STEIN, INC.

A Professional Corporation
17609 Ventura Boulsvard, Suitc 201
Encino. California 91316-3825
Telcphone (8 18) 788-2700
Facsimilc (R18) 788-278%

E-Mail mmsteinint@aolcom OUR FILE #

VIA: Facsimile 310: 284-2025
September 29, 1999

Justin E. Budare, Esg.

Marcus, Watanabe, Snyder & Dave, LLP
1901 Avenue of the Stars

Suite 300

Los Angeles, CA 90067-6005

RE:  Royal Hoysing, Jnc. v, First Pacific Bancorp Wrap Note Claims

Dear Justin:

Ths will confirm that the UCC 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 chients arc under no obligation to further postpone the sale.

MMS:bzs

ce: VIA FACSIMILES
E. Jay Gotfredson, Esq.
Brad Tabach-Bank, Esq.
George Kostakos, Esq.
Lconard Sands, Esq.
Raoyal Housing, Inc.

let/Budare4
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BizValPlus, Inc. JAMES A. BIEDENBENDER, CPA/ABY, CVA

&

Tox Preparation

Tax Planning

Tox Consulting

Accredited Valuation Services
Business and Intangibles Valuation
Discount Reports

June 3, ZQBS

Mr. Jon Vines

Royal Housing, Inc.

7 Marghant 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*s™).

On September 29, 1997, Royal Housing, Inc. (“Royal”, or the “Company”) acquired Package Number
19577 of HUD loans from the Federal Deposit Insurance Corporation (“FDIC™), the RIWN’s. The auditor
suggests that an individual analysis of each RIWN’s fuce value, book value, maturity 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 recsipt notes, and further described them as varied percentage
interests or vendor's interests in unsecured notes wrapped around HUD notes. The FIHNC sold them for
10% of their ostensible face values. As we described in our report:

In the specific instance, & 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 gperating costs,
reserves and other, more senior debt obligations are satisfied, Jf there is no excess or residunl cash flow,
then the nole holders receive nothing,

These notes were further described in the May issue, Volume 57, of The Business Lawyer. In an article
by Richard Sauer, Esquire, and Asgistant Director in the Division of Enforecement of the Securities
Exchange Commissian, ke noted that in one froud case that the SEC examined, First Pacific v. SEC,
had committed securities fraud when it overstmted the values of “residual intersst wrap notes”. The
SEC noted thar these obligntions are not true notes, but are rather unsecured, contingent claims
against partnerships that generated no casi during their terms, and could take many years to repay.
indeed, some notes could last as long as 40 years,

23440 Hawthorne Blvd,, No. 200, Torrance, CA 96505 l ?'
(310) B50-5014 jbvalueplus@msn.com  Fax: (370) 316-6364
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BizValPlus, Inc. JAMES A. BIEDENBENDER, CPA/ABY, CVA

Mr. Jon Vines
Page 2

M. Sauer also noted that many of these HUUD real estate partnerships were tax shelter parierships that
produced little, if any economic benefit aside from the tax benefits produced. Because of this, cash flow

to repay these notes was highly unlikely to be forthcoming.

The SEC ultimately determined that because of the speculative and contingent nature of the notes,
that they had an indeterminate or unascertainable cash value. So, a pre-imminent government body
such as the SEC determined in litigation that these notes were 80 speculative 85 to preciude a finding
85 to their value, that only ultimate collection was available as 2 way to value them, and only at the point
in time of coliection.

We note the enclose term sheet reflects the bagics of sach RIWN. Most had maturity dates of 2011 or
2023, a full 9 years for some and 21 years for the balance. Only one had 2 maturity date of 2003, and its
ostensible payoff amount was only $70,873. We enclose & copy of the signed term sheet along with the
FDIC's Loan Sale sheet. All interest rates were above 10, and were mostly at 12% or higher. Those rates
are equivalent to rates paid or 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 term sheet also indicated the transaction agresment’s
participation rates in future cash flows. As can be seen from the above, RIWN’s do not lend themselvas to
a traditional financial analysis.

The auditor suggests 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 are book valse or book investment for Royal Housing for the low value, total remaining bock
valne of the notes per the FDIC schedule after the initial collection, the value 50 obtained in final
settlement and finally the remaining total book value of the RIWN’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 [ not. It is an assignment of either Jikely or highly unlikely. A 5% weighting suggests
the outcome is highly unlikely. The other two outcomes, the middle valies were deemed to be equally
likely, and thersfore split the remaining available weights.

The values derived are for the entire RIWN’s, of which Royal only has 8 50% intersst, so the values are
reduced by the applicable percentage.

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



BizValPlus, Inc. JAMES A. BIEDENBENDER, CPA/ABY, CVA

«®

Mr, Jon Vines
Page 3

We also note that legal expense of shightly more than $288,000 was incurred for megotiations and
collections in the final settlement. That amount suggests that considerable effort was expended after the
§ Election in order to make the obligations worth acquiring by their maker, AFC and its affiliates. It can
also be argued that without the legal efforls 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 collection was created
after the S election through the iegal process.

Finally, the auditor says the sntire Company was valued and that a discount for built-in gains tax was
applied. That is settled tax law. The vaiue 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 98-3757 (CA-2, 1988) and in Estate of
Jameson, TCM 1999-43. 'The Internal Revenue Service has acquiesced in this matter. There have been a
litany of cases where the methodology to caleulate this unrecorded liability has been scrutinized and
disenssed. '

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

Very truly yours,

e

James A, Biedenbender, CPA/ABY, CVA
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Federal Deposit insurance Corporation - Western Service Center
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Date: August 22, 1987

FEDERAL DEPOSIT INSURANCE CORPCRATION

BULLETIN # 3
BULK SALES 19720, 19721, 19722, 19724, 19726, 19727, & 19577

The Loans Saies Department of the Wastarn Service Center of the Federal Deposit Insurance
Carporation {"FDIC"} has soma pertinent information 1o announces.:

wtees Frivay I
ASSETS
197—2.;- NP Environmental Comi Loans ~ Apts 7 $3,882,838
18721 NP Environmental Comi Loans - Other R/E 4 $2,483,563
19722 NP Environmental Cami Loans- Apts 27 $10,439,577
18724 NP Environmantal Coml Loan - Retail Center 1 58,288,238
19726 NP Environmental Comi Loans - Apts 2 $6,327,025
19727 NP Environmeantal Comi Loan - Apt ﬁ‘l. $1,529,892
/ Residual Recaipt Notes (HUD WRAP NOTES) ; 11 $5,333,522

BID DEADLINE: Wednesday, September 3rd 2:00 PDT

General statement for ail reterenced poals:

Plgase note that any funds being held by a rent receiver for rents and security deposits will be
transferred and forwarded on to the winning bidder.

18722 - gleage nota that two of the Housing Authority of Kern County notas ara being modified and will

be extended and assumed by the party currently making the payments; the modification was approved
by the FDIC in accordance with the terms of the RTC bridge loan (loan to facilitate) and

18726 - a capy of the current appraisal for property address;
19724 - FDIC has just been notifiad that one of the largest tenants fited a Chapter 11 bankruptey;
Please tender your bids with this known infarmation.

It you have any questions regarding bid procedures or about the packages, please contact Kristine
Gisolo of the Wesrern Service Center Loan Sales Department at (714) 263-7824,

The Buyer understands that his/her bidis) sre being submitted in accordance with the terms and
conditions of each respective iogn sale agreement and further acknowledges that the seller salis the
laans without recourse on an "AS IS™, “WHERE I8 basis.

Kristine Gisoio
FOIC
Loan SBales Spacialist

ce: Sale File

TOTAL P.O2
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ROYAL HOUSING, INC.
2001 CALIFORNIA TAX RETURN
EXHIBITS

22



B ——y

#EC'0 sep 1 52002 540

TAXABLE YEAR  ~otifornia Corporation

2001

oo

S iR ' FORM__ l

0201587624

Franchise or Income Tax Return (NoT TO BE USED BY WATER'S-EDGE ELECTORS) 100

1825670

- caiendar year 2001 or fiscal vear beginning month day vear 2001, & ending montn day vear 20
.ormia corporalion number IFederai employer 1T numper (FEIN) A Final return?, . e :‘} Dissolvad U Surrendered {withdrawn)
L D Merged /Reorganized D IRC Section 338 sale E QSub election

Corporation name

B s income included in a combined report of & unitary group? @ D Yes @ No

Rovel Housing. Inc. —— Wyes, wdicate: || wholly witrin CA (R&TG 25101.15) |_within and outside of GA
C If the corp filed on water's-edge basis pursuani to R&TC Sections 25110 & 25117 in
7 Marchant Court previous years, enter the date water's-edge election ended @
City Slae  ZIP Code D Was the corporation's income inciudad in a -
. - consclidated federal retumn? ... oL ® | |Yes f—ﬂNo
?KE’”S?HgtDﬂ, CA 94707-3217 | Questions continued on Side 2 |
T Net.income (ioss) betore state adjustments. See mnstructions. ... .. . oo s J 3,288,
2 Amount deducled for foreign or domestic {ax based onincome or profits.................. ., s 2!
3 Amount deducted for tax under the prowsions of the Bank and Corporation Tax Law.......... ... e 3 500 .
4 interest on government obligalions ... ... le 2
s 5 Net California capital gain from Schedute D, hne 11 ... .. .. .. @ 5
l 6 Deprecration and amortization 1 excess of amount aliowed under Cafifornia jaw. Attach form FTB 3883 . . ... ... .. . ® 6
T 7 Netincome from corporations not included in federal consolidated return. See instructions. .. ..., & 7
£ 8 Other additions. Attach schedule(s). .. .. N e 3
é 9 Total Add ine 1 through fine & ... o ... & 9
¢ 10 iniercompany dividena deduction. Ataach Schedule H (1000, ... e 10
? 11 Other dividend deduction. Attach Schedule H (300)............... io 11
Pé! . 12 Additiona! depreciation allowed under CA law. Attach form FTB 3885 ....... ... . |@ 12
N 13 Capitai gain from federal Form 1120 or rorm 11204, line &.... ... |® 13
¢ 114 Contributions. ... ... e 14
15 E7, LAMBRA, or TTA business expense and net interest deduction . ... ... .. .. e 15
16 Other deductions. Attach schedule(s). . ... .. ... ........ ... ® 16
17 Total Add tine 10 through line 16 . . . e
18 Nelincome (lossy after state adjusiments. Subtract ine 17 from line 9. See instructions. ... ... . ® 18 4,088,
19 Nelincome (joss) for state purposes. Complete Sch R if apportioning mncome . See instructions. . . le 19 4,088,
c o 20 Net operating loss (NOL) carryover deduction. See instructions. ... e 20 B
: g 21 Perce’s disease, EZ, LARZ, TTA, or LAMBRA NOL carryover
E W deduction. See instructions ... ... .. 0 oo e 21
TE 22 Disasler loss carryover deduction. See instructions ... ... « 27
23 Netincome for tax purpeses, Combine fine 20 throuoh hine 22, then subtract from dine 19, ..
24 Tax. 8.84 % X line 23 (not less than minimurn franchise tax. if appiicabie). .. . |E 24 800 .
25 tnter credrt name codenc. _ ant amoun:. .. »- 25 ' : R
. 26 Enter credit name codenc.  and amount, . )
2 27 To clawm more than two credifs, see instructions. .. ... ... . e 27
£ 2B Addline 25 through line 27 .. ... ... . ... . ... . S
s 29 Balance. Subtracl line 28 from line 24 {not less than minimum franchise tax, i appiicable). ... . B 29 800 .
30 Alternative mimimum tax. Attach Schedule P (100). See instructions ... .. ... .. L. u 30
31 Totaltax. Add line 29 and hne 30, . ... E 31 800 .
P 32 Qverpayment from prior vear allowed asacredit ... ... . .. o 32
$ 33 2001 estimated tax payments. See nstructions. ... ....... .. ... M 33
?;" 34 2001 Nonresident Withholding. See instructions ... ... ... u 34
$ 35 Amount paid with extension of ime to file lax return. . ... ... ... .. m 35
s 36 Total payments. Add line 32 through line 35 . .
37 Taxdue. i line 31 15 more than line 35, sublract line 36 from line 31. Go o ine 41, ... .. o
p p | 38 Overpayment. If iine 36 is more than line 31, subtract ine 3T fromime 36 .. ... oo
R E g 3% Amount of line 38 to be credited to 2002 estimated tax ... .. ... ... ® 39
E g o | 40 Refund, Amount of line 38 to be refunded. Line 38 less line 39. See DDOR instructions ... ..., .. K 40
H 1[ R a Fill in the account information to have the refund directly deposiied. Routing number .. ... e 40a
D o ;x" b Type: Checking ® Lrj Sav&ngs . j c Account Number ... ... ... L ® 40¢
o | 41a Penaities and interest. b e ‘:} Checl if estimate penalty computed using Exception B or {. See instructions. . ... B 41a
b § 42 Total amount due, Add line 37 and line 47, Pay with lax return. ... o000 oo oo 42 0.
$00
g 273
|
CACADIIZL 010702 l 10001104051 § rormm 100 C1 20071 Side 1



Roval Housing, Inc. 1825670

Schedule D California Capital Gains and Losses

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

/ga) Kind of property and descriplion | (b) Date acquired| (c) Date sold f (d) Gross saies price | (e) Cost or other basis {fy Gain (loss}
{Example, 100 shares of Z Company} (mo, day, y0) | (mo, day, vr) | plus expense of sale ((d} less (&)
1 ]
T
! ‘ |
2 Short-term capital gain from installment sales from form FTB 3805E, line 26 orline 37 ... .......... ... 2
3 Unused capital loss carryover from 2000.. ... .. .. : 3
4 Net shori-term capital gair (loss). Combine line 1 through line 3., ... . . ... f 4 |
Partll Long-Term Capital Gains and Losses — Assets held More Than One Year. Use additional sheet(s} if necessary.
5 F |
6 Enter gain from Schedule D-1, line @ and/or any capital gain distrioutions. ... ... ... .. L 6
7 Long-term capilal gain from instaliment sales from form FT8 380": line 26 orldine 37 ... ... ... ... . ... ... 7
8 Netlong-term capital gain floss). Combtne iine 5 through iine 7. .. U 8
9 Enter excess of net short-term capttal gain (line 4) over net long-term caolta! loss {line 8) 9
10 Net capital gain. Enter excass of net long-term capital gain (line 8) over net short-term capital loss (line 4} .. 10
11 Total of line @ and line 10. Enter here and on Form 100, Side 1, fine 5. Note: If losses exceed gains, carry
forward losses lo 2002, . T T
Schedule J Add-On Taxns and Recapture of Tax Cremts Ses instructions.
T LIFO recapture due to S corporation election (IRC Sec 1363(d) deferral $ oo, e 1]
2 Interest comouted under the look-back method for compieted fong-term contracts (Attach form FTB 3834) . . 2 |
3 interest on tax attrioutable {o Instaliment: a Sales of certain timeshares and resmem a| fots. ... ... . 3al
b Method for nondeaier instaliment obligations .. ........ .... 3b
4 IRC Section 197(HOB)(i; election. ... ... . . S ® 4
5 Credit recapture name. .. .. e » =)
6 Combine hine i through iine 5, Revise Side 1, line 37 or ine 38, whichever apphes, by this amount.
Write ‘Scheduie J'fo thetefl of line 37 or line 38 ... . . ° 6
Questions (continued from Side 1) M is this corporation apporiicning mcome (o - e
o Lo . oy 7 : i
E  Principal business activify code. (Do not leave Blanky: ... o 531390 Cafifornia using Schedute K7 e | jYes [X|No
Business activity Invesiments N How many affiliates in the combined report are claming immunity
o ; s e ratifomia und Law R6-2777
Product or sarvice Real Fotate from taxauon w California under Public Law 86-2727 . r_q ......... .
Date o . s e p O Carporation headauarters are: & (1) X Within Calriornia
norated: /] ) here: State | v US4 fanas] . . . L =
ncorporated: 9/ 187199 Where: State. CA  Countv US @ [ Joutside of California, within the U.S
G Dare business began in Califormz or date income was first derived 2y | Outside of the U.S
¢ » 1 R e .
from Califerma sources. . ... ..., ... . e 3/31/1993 () [_jOutside of - k ;
f vl ny f o~ i e o
H Firsiretum? e | | Yes X No 1 Yes' and this corporation 15 o successor | P Locailon of principai accounting records  address above
{o 3 previousiy exsting busmoss check the appropriate box. 1Q Accounting method. . . @ (1) FCach (2) _JAC rual (3) 1Other
— ™1 ™ ; .
e (1) . isole oropnetorship (2) [ partnersiup (3) |_{jomiventure | R Did this corporauion of one of its subsiciaries make a feceral
{4y | |corporation 5y | |other giection fo be ireated as a Toreion sales coroo;amn (FSCyor a ‘ 7
e ‘ t | sales ] iy (
(sttach stalement showing name, adoress anc FEIN of orevious busingss) | domestic iternationa! sales corporation (DISCH ... _ Yes [XINo
I 'Doing business as name. .. ® § s this corporation 2 RIC for Cafifernia purposes?. .. e | [ Yes [X|No
J [hd thes corporation or 1fs subadmry( es} have & cnange I T Is this corporation [reatec» as & REMIC for . —
nge T lves [XIN
canirol or ownershig, o acguire ownerstip or conro! of any p— o Califorma purposes?. ... - ® L Tes ._f NO
i y 7 oy TN A ) i ‘
otner legal entity this year?. ® | Yes [X;Noly s ihis sorporaion 4 REIT for California purcoses?. . ... e | JYes [X|Nc
K At any time duning the faxable year, was more than 505 of the voting stocic )
of the i b ; " T ves XN Vs this corporation an LLC or limited parinership slecting —
a corporation owned by any single nterest?. .. .. .. * 1(.._ res = O] 1o be taved as 2 corporation for federal purpooes .. e | Yes [X]No
0f ; Voo | —
b Of ancther corporation owned by this corporatien”. .. ... e | Yes [X]No W Is this corporation to De treated as a credit uni on? ‘‘‘‘‘‘ ® | Yes [X{No
¢ Of ts and one or more ofher coros bt
owned or conlrolled, directiy or indwectly, . | X s the nyDOYaTIOﬂ UF}GE( audt b}z the RS
by the same mterests? .. ... ... .. ® | Yes L& No of has it been audited by the IRS in a — —
It & or c1s 'Yes, emer the country of the PIIGE VBRI . ® | Yes X No
wimaleparent .. ... o o e - o ) — i
If a, b, or ¢1s 'Yes, furnish a statement of ownershig indicatng pertnent names, Y Have ail feﬁ,w-‘eﬁ‘ information rewrns (e.q. Federal
addresses and percentages of stock owned, If tha owner(s) rc an indwigual, provide Forms 1099, 5471, 5472, 8300, 3865, etc) been T n Tl T
the sooal secunty number. filed with the Franchise Tax Board? .. .. ...... _>_<_¢ N/A J Yes Q No
L Was 50% or more of the stock of this corporation ownet o e 2 During the taxable vear, were (ross receipis (leso |'eturn — ~
directly by another corporation dunng this taxablevear?. ... & | | Yes X! No and allowances) of this corporation more than $1 milian? ... | |Yes [X!Neo
Please Under penaliies of pesury, | declare thal | have examined lws return. including accompanywng scheduies and statements, and to the best of my knowsedge and benef, 1t 13 true.
Sign cwrccl and,wrﬁb’léﬁv Declaralibn on arepare) {other than mxoayen 15 based on all nformation of which Drenaret ha.. any knowiedge.
Signature { *-7;74 . Cole T e e
Here of oﬁo:cer B ’*""/\ Date ™" - /’ ;}( 7 Telephone e e et P =
Check

- ?
Prepaters  pu
Paid signatuie X

O sedf-
| emptoved ™ m

-

"’f_ngfﬁr's Fiem's name Cor Suarez Accougtancy Corporation
se Only pu e e | 150 W. 7th Street. Suite 100 _
adoress San Pedro, CA 90731 L (310 832-7887
CACAQ IZLLffO?s‘QZ
pd
Side 2 Form 100 C1 2001 7 10001204051 | For Privacy Act Notice, get form FTE 1131.



Royal Housing, Inc, 1825670

Schedule L Balance Sheets Beginning of taxable yvear End of taxable year
Assets (a) (b) {c) (d)
1 Cashio.. o o o : B : 7,735, e 6,416.
2 a Trade notes and accounts receivable . ... ) Lo
b Less ailowance for bad debts, ... ...
3 Inventories, . ... 0. :
4 Federal and state government obligations. , ., .
5 Otwercurrentassets ... ... ... .. ... .
6 Lloans to stockholders/officers, Aftachsch . .|
7 Mortgage and real estate loans. ... .. (R ) o o , p
8 Otnerinvestments... . ... ....... ... See Stm 4 801,436 B . 323,596,
9 a Buildings and other fixed depreciabie assels , 3 ’ e )

b Less accumulated depreciation. ... . ® .
10a Depletable assets ... ... .. ... ... - ~ ey o
hlLess accumuiated depletion. .. ... ..
11 Land {net of any amortization) ... .. )
12 a Intangible assets (amortizable oniy) . 1,442 1
b Less accumulated amortization. ... .. 1.442.

13 Otherassets .. ... ...

14 Totalassets . ........ ... ... .. T Ce 809,171 330,012,
Liabilities and stockholders' equity ' ‘ SR L
18 Accounis payable. ... ... ... ...

16 onepges, notes, bonds pavabie infess CR

17 Other current hadilities ... ... .......... . See Stm 5. 170,805, . 150,805.
18 Loans fom stockholders. ... ... ... e 83,321, 26,276 .
19 NPfgages, noes. aonos pavavie n T year FRR N 436,955,

20 Other liabilities. ... ... ... ..., S 1. 32,000.
27 Capital stock:  a Preferred stock .. : o e . S e

b Common stock. . .. 42 500, 43 . 500. e 43 500, e 43,500,

22 Paid-in or capitai surplus. Attach reconciiiation ‘ = S = T

23 Retained earnings — Appropriated, . ... ... . )

24 Retained earnings — Unappropriated, . ... .. o 74,589, ¢ 7,431,
25  Adjustments to shareholders’ squity (aitach schy . -

26 Less cost of reasury stock. ... ... _ :

27 Total lishilities and stockholders’ eguity. ... | S 809,171.1 230,012,

Schedule M-1 Reconciliation of income (loss) per books with income (loss) per return
This scheduie does not have to be completed if the amount on Schedule L, line 14, column {d), is less han $25,000.

1 Netincome per Dooxs . ... .. e 2,842 . 7 Income recorded on books this year
2 Federalincometax.... ... .. .. ... . ....... R 446 . not inciuded in this return fiemize)
3 Excess of capital losses over capitai gains ... ... [ a Tax-exemot inierest
4 Taxable income not racorded or books this year o
{itermize) .
. 8 Deductions in this return not charged
5 Expenses recorded on books this year not } o against beck income this year {itemize)
deducted in this retumn (itemize) ool a Depreciation.. 3
aDepreciation .............. .. $ o T b State tax refunds . 3
bState taxes . ............ ... $
C Travel and entertainment . ... $ > .
. 9 Total. Add line 7and iine 8. ... ... 0.
6 Total. Add line 1 throuahline 5. .. .. 3. 238 .1 10 Netinc cer return. Subtract line 9 from line 8 3,288

Schedule M-2  Analysis of unappropriated retamed earnings per books (Schedule L, line 24)
Thus scheduie does not have to be completed if the amount on Schedule L, fine 14, column (d), is less than $25,060.

1 Balance at beginning ofyear. ... ............ . 74 589, 5 Distibutions: aCash....... ..... .
2 Netincome perbooks . ... ... ... .. .. .. e 2,842 bStock. . .......... .
3 Other increases (temize) . ..... .. . ' cProperty ......... [

& (ther decreases {itemize)

* 7 Total. Add line 5 and line 6. .

4 Total. Addine 1 through ine 3. .. ... ... ..., 77,431 . 8 Balance at end of yr. Subtract In 7 from In Y 7,431,

Side 4 Form 100 C1 2007 ] 10001404051 | CATADIZAL 12/30/07




2007 California Statements Page 1
Client 108114 Royal Housing, Inc. 1825670
07/02 04:53PM
Statement 1
Form 700, Schedule F, Line 5(b)
Other Interest
Bank of America . . . . S 162.
ROy al ADar LN S, 2,444,
Total $ 2,606,
Statement 2
Form 100, Schedule F, Line 10
Other Income
Net Income - Royval Aparfments. ... . . b 19.716.
Total § 19 716,
Statement 3
Form 100, Scheduie F, Line 27
Other Deductions
ACCOUNT I NG . $ 1,132.
Bank Charges. . o 84 .
CA T LAng Tee 20,
Legal and Professional . . 37,000.
Total % 38,236,
Statement 4
Form 100, Schedule L, Line 8
Other Investments
Beginning Ending
Irvestment in Roval ApTS.. . . . $ 50,632, % 112,792,
Investment in WRAPS . 529,999. 52,399,
Notes receivable-Roval ADTS.. ... . ... 170.805. 150,805.
fotal § 801.436. 5 323,596,

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

Deferred credit-excess of acqg.

Beginning Ending
$ 170,805, § 150.805.
L% 170,805, 5% 150, 805 .




ROYAL HOUSING, INC.
2002 CALIFORNIA TAX RETURN
EXHIBIT



2002 California Statements Page 1
Client 108114 Royal Housing, Inc. 1825670
Statement 1
Form 100, Schedule A
Taxes Deducted
Total Nondeduct.
Nature of Tax Taxing Authority Amount Amount
Investment expenses $ 466. 3 0.
Licenses and Permits Sec. of State 20. 0.
State Tax Franchise Tax Board 800. 800,
Total $ 1,286, 8 800.
Statement 2
Form 100, Schedule F, Line 5(b)
Other Interest
Bank of AMe T Ca .. 8 104
Roval Apartment s . 2,250
Total $ 2,354
Statement 3
Form 100, Schedule F, Line 10
Other Income
Net Income - Roval Apartments ... ... . . . $ 23,647,
Total $ 23,647.
Statement 4
Form 100, Schedule F, Line 27
Other Deductions
ACCOUN A NI . $ 2,383.
Bank CRarges ... 126.
Legal and Professional . ... 72,660,
SUR D L @S 265.
Total $ 75,434,
Statement 5
Form 100, Schedule L, Line 8
Other Investments
Beginning Ending
Investment in Royal BpLs.. . ..o i 5 112,782, 3 136,002,
Investment in WRAPS ... . « 59,959 59,999.
Notes receivable-Royal Apts............... ... 150,805, 119,780,
Total § 323,596, 3 315,781,




ROYAL HOUSING, INC.
2003 CALIFORNIA TAX RETURN
EXHIBITS



STATE OF CALIFORNIA . N )
FRANCHISE TAY. BOARD NOTICE OF ACTION OR

PG BOX 942857
SACRAMENTO CA 94257-0021 PROPOSED ASSESSMENT

TELEPHONE. (BD0O) B852-5711

SEE THE ENCLOSURE FOR MORE INFORMATION AND AN E){PLANATION OF YOUR RIGHTS AND RESPONSIBILITIES.

Date: Februa*y 27, 2009
2009

_ Appeal By 1 03/307
Mailing address:

Notice #: 8811136080205 Entity 1D . CORP 1825670

ROYAL HOUSING, INC. NPA Number : 00763514

7 MARCHANT CT NPA Date 11271872006

KENSINGTON, CA 9u707-1217 Hef Number
Taxable Year : 12/31,2003
D.L.N. 5004003656001
Amount r $76,647 .00

Revenue Code : 314.31830 CLA
Issued to:

ROYAL HOUSING, INC.

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

follows.
NET INCOME AS REPORTED k % 1,033,339.00
ADJUSTMENTS :

CR&TC SECTION 23802¢(E) -1,033,339.00
'OTAL ADJUSTMENTS -1,033,339.00
REVISED TAXABLE NET INCOME $ 0.00
MINIMUM TAX 8§00.00
CTHER TAX:

TAX FROM SCHDULE D 21,347.00
TOTAL OTHER TAX $ 21,347 .0¢C
TOTAL TAX F 9z,147.0¢
LESSE PREVIOUSLY ASSESSED 15,500.00
TOTAL ADDITIONAL TAX 3 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.
IRC Section 1374(dJ)(23(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 $1,083.,339, vour net taxable income for +the wvear.
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
reated as a recognized built-in gain in any succeeding taxable year in
which yvou have taxable income. See the Hearing Officer's Preliminary
gesigion Letter dated 09182008 and Determination Letter dated 01-08-2009
or 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

3o

T SN2 NALT Y DOONT SN £ 4 e


http:76,647.00
http:76,647.00
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TAXABLE YEAR G Corporation CALIFORNIA SCHEDULE |
2003 Capital Gains and Losses and Built-In Gains D (100S)

Corporation name as shown on Form 100S California corporation number
Roval Housing, Inc. 1825670
SECTION A — 8.84% Tax on Built-In Gains

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

1 @ ®) © | @ @© ®
Description of property Date acquired Date sold Gross Cost of ather basis Gain (loss)
Example: 100 shares 7% preferred of 'Z' Cornpany) | {month, day, year) | (month, day, year) sales price plus expense of sale . ) less (e}
2 Short-term capital gain from form FTB 3805E, fine 26 or line 37 and federal Form 8824. See instructions. . .. .. 2
3a Net short-term capital gain (loss). Combine line 1, column B and line2 ... .. .. ... ... ... ... ... 3a
b Tax on short-term capitai gain(s) included online 12 below. . ... ... . . i i 3b
¢ Subtract line 3b from line 3a. Enter this amount on Form 1008, Schedule K, column (d), line 4d or line & . .. .. 3¢
Part Il Long-Term Capital Gains and Losses — Assets Held More Than One Year. Use additional sheet(s) if necessary.
4 j I i |
5 lLong-term capital gain from form FTB 3805E, line 26 or line 37 and federal Form 8824. See instructions . ... .. l 5
&a Net long-term capital gain (loss). Combine line 4, column Hand line 5. . ... ... . ... ... ... ... .. 6a
b Tax on long-term capital gain(s) included on line 12 below. ... ... ... .. 6h
¢ Subtract line 6b from line 6a. Enter this amount on Form 1008, Schedule K, column (d), line de orfine 6. .. .. 8¢

Part Il  Tax on Built-in Gains. See instructions before completing this part.

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

Attach computation schedule. . .. e 7
8 Taxable income. See the instructions for federal Schedule D (Form 11208).
Use California amounts. .. .. e 8
S Enter the smaller of line 7 or line 8 or computed amount. See instructions .. .......... ... . ... ... .. 9
10 Net operating loss (NOL) carryover deduction from years the corporation was a C corporation.
See NSIUCHONS . . 10
11 For 2003 tax year, enter the amount from line 9. If zero or less, enter -0-here andonline 12....... ... . ... 1
12 Tax on built-in gains. Multiply line 11 by 8.84% (financial S corporations must use 10.84%). Enter here and
on Form 100S, Side 1, line gS ......................................................................... 12

Part IV  Net Capital Gains (Losses)

Combine amounts on Part |, line 3a and Part |l, line 6a. Enter here and on Form 100S, Side 1, lined........ ... . .
SECTION B — 1,5% Tax on Capital Gains

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

1 : 3 ! !
2a Short-term capital gain from form FTB 3805E, iine 26 or ine 37 and federal Form 8824. See instructions. ... .. 1 2a
b Combine fine 1, column (£} and line 2a. Enter here and on Form 100S, Schedule K, column (d), line dd or line6. .. ... .. ... ... ... ... | 2b
c Unused capital loss carryover from 2002 attributable to the S corporation. ... ... ... ... ... 2¢
3 Net short-term capital gain (loss). Combine line Zb andline 2¢. ... ... ... i 3
Partll Long-Term Capital Gains and Losses — Assets Held More Than One Year. Use additional sheet(s) if necessary.
4 Wrap notes | 9/29/97] 10/15/03 1,229,157.! 144,899. 1,084,158,
5 Enter gain from Scheduie D-1, line 9 and/or any capital gain distributions. ... ........... ... .. oL .5
6 Long-term capital gain from form FTB 3805E, fine 26 or line 37 and federal Form 8824. See instructions . ... .. 6
7 Netlong-term capital gain (less). Combine iine 4, column (f) through line 6. Enter here and on Form 100S,
Schedule K, column (d), fine de or ine 6 ... . . 7 1,084,158,
8 Enter excess of net short-term capital gain Section B, Part [ (line 3) over net long-term capital loss Section B, Part i, line 7..... ... .. 8
9 Net capital gain. Enter excess of net long-term capital gain (line 7} aver net short-term capital loss (ine 3)....| 9 1,084,158.
18 Totalline 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 1o year 2004, .. . . 10 1,084,158,
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| 2003 California Statements Page 1
Client 108114 Royal Housing, Inc. 1825670
Statement 1
Form 100S, Line 7
Other Additions
CA Passive Activity Adjustment . ... ... ... ... . 3 80.
Net Income from Rental Real Estate Activities. ... . ... . ... . . ... .. ... ... ... ... 16,748
Total § 16,828
Statement 2
Form 100S, Schedule F, Line 20
Qther Deductions
ACCOUnTING. . 3 1,440.
Bank CRamges. ... o 130.
Legal and Professional . . . . 70,744,
Total $ 72,314,

Statement 3
Form 100S, Schedule K, Line 21
Other tems

S Corporation's Aggregate Gross Receipts ... .. ........ e

$ 1,233,092.

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

Beginning Ending
Investment in Royal ApLs.. .......... ... ... . 5 136,002, 3 153, 482.
Investment in WRAPS ... 59,999, 0.
Notes receivable-Royal Apts... . ... 119,780. 119,784,
Total 3 315,781. S 273,262,
Statement 5
Form 100S, Schedule L, Line 17
Other Current Liabilities
Beginning Ending
Deferred credit-excess of acg. assets...................... ... 5 1198,780. s 119,780.
Total § 119,780. 3§ 119,780,
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TAXABLE YEAR _ California S Corparatfé 0:{§5§?1 AR ? éﬁgt <
2003  Franchise or Income Tax Return 063601 ' "

" Tor calendar year 2003 or fiscal year beginning month da ear 2003, and ending month da ear
Y Y Y A
afifornia corporation number Federal employer identification number A Final tax —
: 70 return? L4 LJ Dissolved D Surrendered (withdrawny E Merged/Reorganized
] l 82 S 6 -—-——-»—————-— D IRC Section 338 sale D QSub election enter date. .. @
Carporation name — ] - . [E——
B Did this S corporation have a change in control or ownership, or
Royal HQUSing, Inc. acquire ownership or control of any other legal entity this year? @ D Yes b-q Na
Address including Suite or Room no. PMB nig. C Principal business activity code. (Do not leave blank) . ... ... @ 531390 !
Business actvity Lnvestments
7 Marchant Court
City State  ZIP Code Product or service  Real Estate
. Is th sian fils ter's- basis I8¢ b
Kensington, CA 94707-1217 D e S B o ot o Pt venz. @ | Jves  [X]no |
1 Ordinary income {loss) from trade or business aclivities from Schedule F (Form 100S, Side 2), line 22 or jederal Form 11203, tine
21. Jf Schedule F (Form 1005, Side 2) was not completed, altach federal Form 11208, page |, and supporting schedules . . .. .. 1 -68 ; 568.
2 Foreign or domestic tax based on income or profits and California franchise or income tax deducted. . .. ... .. .. ... ... ® 2
s 3 interest on government obligations. e ® 3
T 4 Net capital gain from Schedufe D (1008}, Sev ion A and Snc ion B Attach Scheduie D {100S). See instructions, . ... ... ... e 4 1,084,158 .-
'g 5 Depreciation and amortization adjustmenis. Attach Schedule B (100S)..... ... ... .. ... .. ..., e 5
6 Portfolio IMCOMe . . L L ® 5 921.
b 7 - Other additions. Attach schedule(s) ... .. ................ See Statement 1......... .. * 7 16,828.
0 8 Total Add line 1 through HiNe 7. ... ... o o ® B 1,033,339
? % Deductible dividends. Attach Schedule H (100S). .. .............. ® 9
’g 10 Water's-edge dividend deduction. Attach Schedute H (1005). ... .. (e 10
'13 11 Contributions. See instructions ..., ....... .. ... .. ... ... e 11
s 12 E£Z, LAMBRA, or TTA business expense and EZ nel interest deduction . ... . ... ., .. l e 12
13 Other deductions. Attach schedule(s)............ ... ..o . |® 13 |
14 Total. Add line 9 through line 13 .
15 Net income (loss) after state adjustments, Sublractine 14 fromline 8. ... .. .. ... ... ... ... e 15 1,033,339,
¢ 16 1,033,338

16 Net income (loss) for state purposes. Use Schedule R if apportioning income

17 R&TC Section 23802(e) deduction. See instructions. .. ........ .., (e 17
‘i ’5 18 Net operating loss carryover deduction. See instructions ... ..., ! 18
N 8 1§ FPlerce's disease, EZ, LARZ, TTA, or LAMBRA NOL carryover |
16, ’g deduction. See INStructions . . ... .o .voie . ] 19
20 Disaster loss carryover deduction. See instructions ............... @ 20 !
21 Netincome for tax purposes. Combine line 17 and line 20, Subtract the result from line 16.. .. . . e 21 1,033,338,
22 Tax. 1.5 % Xiinen {at least minimum franchise tax phus QSub annual tax(es), if applicable). Seeimstiuctions .. . ... .. .., 1
23 Enter credit name code na, and amount . . = 23 |
24 Enter credit name code no. and amount . .. [P~ 24
25 Toclaim more than two credits, ses instructions. .. ... oL ¢ 25
; 26 Addiine 23 through ine 25 . .
X 27 Balance. Subtract iine 26 from line 22 (not less than minimum franchise tax plus QSub annuaj
£ tax(es), if applicable) .. e 27 15,500.
28 Tax from Scheduie D (TOOSJ Attach Schedu!e D (1008). See instructions. .. ............. ... ...
29 Excess net passive income tax. See instructions . . ... L
30 Total tax. Add line 27 through line 29, . . ..
P 31 Overpayment from prior year allowed asa credit........... ... ... ] 31J
$ 32 2003 estimated tax payments/QSub payments. See instructions. ... | 32 |
’é‘ 33 2003 Nonresident or real estate withholding. See instructions. ... .. o 33
'1'- 34 Amount paid with extension of time to file tax return . ......... ..., m 34
S '35 Total payments. Add line 3] through fine 34 .. ... ... ... ...
Franchise or income tax due. If line 30 is more than line 35, subtract line 35
from Hine 30. Qoo ine B8 . L W 36 15,500.
2 37 Overpayment. If ine 35 is mcre than line 30, subtract ine 30 fromiine 35. .. ... ... ... ... .. .. = 37
‘é g 8 38 Amount of line 37 o be credited to 2004 estimated tax. .. ... ... ... oo m 38
§ 5 A 139 UseTax. See instructions. ... . ... ... . ® 39
g T g“ 40 Refund. If the sum of line 38 and fine 38 is less than 37, then subtract the result from line 37. See DDR instructions. . .. ... m 40
g g Fill in the account information to have the refund directly deposited. a Routing number .. [® 40a
" T bType: Checking e _i Savings @ E’ ¢ Accountnumber. ... .. .. .. ... ® 40¢
g E 8 471 a Penalties and interest. b @ DCheck‘H estimate; penalty com;m.ted using Exception B or C. See instructions . . . ... .. .. W 4la 477 .
T U E | 42 Total amount due. Add line 3¢, line 38, line 39, and line 41a, then _
N sublract ine 37 from the result ... .. L 42 ,—.1:3,3977 .
CASADSI2L  11/28/02 ] 100503104051 | Form 100S C1 2003 Side 1
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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.

3
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CORPORATION TAX mwcs
AND REGULATIONS

PART 11, DIV. 2, REVENUE AND TAXATION CODE

Chapter 1. General Provisions and Definitions
Article 1. General Provisions
Serction 22001

ITitie. ! T hi e N . N el e Y e
Pottle hiy PUHTL IS KTTOWHD anaG may be eited as the Lot POration §ax aednw,

Lenvs 20000 erfective January 1,

(hee 23001 is as amended oy Ch, 3405 (500 11
L0020

(Vincodified Law) [Technical corrections made by T AMRAL Sevtions 1001 (o
2005, inclusive, of the federal Technical und MisceHaneous Revenue ier of 1988
; (Public Law 100-6473 enacted numerous itechnical corrections to provisions of the
' Internal Revenuoe Code, the Tax Reform Act of 1986 (Public Law 88-31d), dhe Dmani-
' bus Budger Reconciliation Act of 1986 (Public Law 96-309), and the Umnibus Budget
: | Reconeiliation Act ni 1987 (Public Law 100-203), seme of which are incorporated into
‘ Pare 10 (commencing with Section 170013 and Part 11 {commencing with secriun
i 23001) of Division 2 of the Revenue and Taxation Code by specific reference, Tinless
! specifically provided otherwise, thoese technical corrections made by Publie Law
i ; 100-647 10 provisions which are incorporaied by reference into Part (0 weommencing
; with Section 17001 and Parr 11 {commencing with Section 23001) are declaratory of
. existing faw und shall he applied in the same munner as specified m Public Law
|

100-647.
; {Uincoditied Sec. 102

3

Cho 13220 Laws 1989

Section 23002
IR §7851]

[Application.] Exceps where olherwise expressiy provided. ztll a1 the provisions of
this gary are .zm)ilumk' o the Laxes imposed respectiv ey under Emmc 2 lcomneng-
ing with Section 23101, Chapter 2.5 (commencing with Section 234000, ar Uhapter 3
I {commencing with Secton 23501), or to the predecessor acts of this part, the Bank and
| Corporation Franchise Tax Act or the Corporation Income Tax Act, respectively,

~Law

(5ec, 23000 i as amended by Cli 877, Laves 1900 applicable 1o inemne vears Deginine
19950 '

o or atter jfanuary 1, 3

: Section 23003
: | [References.) A reference made in this part by sumber without further
identification:

(a) To a division. is n reference to that division ol this codce.

(h) To a part, is a reference to that part in this division.

(<3 To a chapter, is a refercnce o that chapter in which it s made.

() To an article, is a reference to that article in the chapter in which it is made.

Sectien 23004

[IRC §7805]
[Reguiations authovized.] Whenever (his part refers to “regulations ol (he
Franchise Tax Beard,” or makes similar reference, the reference authorizes the
ranchise Tax Board 1o make rules and regudations as ta the subject matier concern-

ing which the reflerence is made.

23004

(¢ ¢2]

: California Income Tax Laws and Regs,
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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. (RHI) 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 determined 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 imvestments.
1891 N. Gaffey Street, Suite 217
San Pedro, California 80731

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 determinable 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
which were almost identical. Add to this the fact that the FDIC, the then willing seller,
sold these notes for approximately the initial asking price. The notes or terms did not
change since this sale. These notes were sold to one of the few parties with the
knowledge and expertise to recognize a potential gain. But that was not certain until the

!GMORES

VAL
NEC LAR ATon
THAr N OTES

sale was actually funded by the owners. They were the only willing sellers. BVE AND
PAVARLE

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 information and call with any questions. I
also would offer to meet with you personally and explain anything in this letter at your
convenience.

Sincerely,

Richard Suarez, Jr.

Enclosures
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ALL~INCLUSIVE RESIDUAL NOTE
AND AGREEMENT

San Martin Twin Towers
Los Angeles, California,
$9,720,000.00

For value received, the undersigned (the "Maker") promises to pay to SAN MARTIN
TWIN TOWERS, LTD. a District of Columbia limited partnership ("Payee™), at 11812 San
Vicente Boulevard, Ste. 600, Los Angeles, California 90048, 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 whieh 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 immediatély due and payable on
the Maturity Date or on a sale or refinancing of the Project or as herein provided,
whichever shall first oceur,

The total amount of 'this Note ineludes the unpaid principal balance of the HUD
Note (as defined herein) together with all acerued 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 deseribed in the Security Agreement of
even date herewith,

ARTICLE 1

Compliance 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 foree, 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
g 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
HUD nor (ii) 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


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

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

Section 2.7. "Improvements" shall mean those improvements and structures located
upon the Land consisting of, among other things, a 360 unit rental housing project
commonly known as San Martin Twin Towers identified among the records of HUD as
FHA Project No. 056-44042-LDP,

Section 2.8. "Land" shall mean that certain tract of real property situated in
Guaynabo, Puerto Rico legally described on Exhibit "A" 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-of-way.

Section 2.3. "Maker" shall mean that entity so designated in the first paragraph
of this Note, its successors and assigns. ,

Section 2.10. "Maturity Date" shall mean the fifth day of December, 2023

Section 2.11. "Monthly Installments"” shall mean the monthly installment payments
of principal and interest due on the Note and a reference to "Monthly Installment" shall
be to mny one of the Monthly Installments.

Section 2.12. "Note" shall mean this AH-Inclgsive Residual Note and Agreement,
Section 2.13. "Payee” 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. "Repulatory Agreement' 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. Y"Section 2.19 Amount" 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
HUD 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

. 4y
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DECLARATION OF WILLIAM HARRISON

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

1. [ am personally familiar with all matters stated herein and could
competently testify thereto if called.

2. [ am and have been since its formation in 1892 the Vice President of Royal
Housing, Inc., a California corporation ("Royal”). From 1984 until 1989, | 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 | have been employed by Eugene
Burger Management Corporation (“EBMC") 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 parinership interest in the Debior
partnership on each of the RIWNs is pledged as collateral. On September 26, 1897, our
bid was accepted by the FDIC and we subseguently 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
ahd 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. | contacted and met with
Rozet to obtain payment as ho!ﬁer of the RIWNs. He refused to recognize Royal had an
interest in the RIWNs ’and repudiated any obligatioﬁ to make any payments to Royal or
any other holder of the RIWNSs. )

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 | work closely with various government
agencies, including the Redevelopment Agency (*Agency”) of the City and County of San
Francisco. | 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”). | was advised that the Agency had reviewed a titie 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 RIWNSs is limited in payment to the holder only out of surpius
cash (i.e., operating revenues that HUD regulations permit to be distributed to owners),
and net sale or refinancing proceeds. | am familiar with the operations of one of the

RIWNs, Paimdale Park (See Exhibit "A”) and am aware that the owners this year have
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distributed $87,403 in surplus cash i the partnership, none of which was paid to Royal or
Bancorp holders of the Paimdale RIWN,

8. in arder fo enforce eolieetion of the Englewood and Spencer receivables,
which matured upon sale or refinancing, Royal filed comglaints ("Cemplaints®) in the
West District of the Superior Court for the County of Los Angeles agalnst the respeotive
Debtor partnerships and their partriers who had pledgesd thair parinership interassts as
collateral for the payment of the loan, being cases entjtied and numbered, Royal Howsing

vg. Engléwood No, SC 053524 and Reyal Hoysing v, Spencer Streef, No. SC 057585.
Each of said actions is being actively pursuefi by Rayal,

| declare under penalty of perjury the foregoing is true and correct of rmy awn

personal knowledge.

DATED: This 21*day of Dagermber, 1895 at Greenbrae, Callfarnia.

bdttes o B

WILLIAM HARRISON

HA,

19003
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A B C D B F G H 1 © K L
Project Name Location FHA No. No.of | Original Note  Estimated Date of HUD Debt Bauity %ol Wrap  Defendants
(ROYAL) : : Units  “Wrap Note  Rate Market Value Market Value Wrup Owned Interest
BANK'S INTEREST
. Allied Gardens FL.Smith, AZ 082-44019 160 ;3,000,000 12% 2,750,000 06/25/97 1,252,200 1,497,800 20.000% 299,560
‘Englewood Chicage 071-44114/55086 167 §3,000,000 11% 4,000,000 04/20/97 307,000 3,693,000  63.000% 2,326,590
Hilfsboro T.H. El Dorado, AR 082-35017 152 .2,800,000 12% 2,500,000 04/24/97 1,245,800 1,254,200 20.000% 250,840 2 {
Jeflerson Manor N. LittleRock, AR~ 082-44018 140 "2,600,000 12% 2,520,000 09/23/92 1,448,600 1,071,400 20.000% 214,280 O%
Northwest Acres Springdale, AR 082-35027 80 :1,400,000 12% 1,450,000 10/12/92 624,100 825,900 20.000% 165,180
Palmdale Apts, Palmdale, CA 122-44082 58 1,538,000 12% 1,740,000 1998 579,600 1,160,400  10.475% 121,552 '
San Martin Puerto Rico 056-44042 360 19,720,000 14% 12,600,000 1998 5,009,400 7,590,600  19.530% 1,482,444
Spencer Streel Las Vegas 125-44026 84 2,120,000 12% 3,276,000 04/15/97 818,900 2,457,100 33.440% 821,654
Temace Green LiltleRock, AR 082-35029 100 ,1,900,000 12% 1,380,000 10/09/92 950,000 430,000 20.000% 86,000
Thomas Paine San Francisco 121-44 146 98 13,749,000 12% 6,860,000 1908 1,488,200 5,371,800 10.975% 589,555
Watkins Manor Meniphis, TN 081-55001 214 ;3,670,000 10% 1,925,000 04/30/97 420,500 1,504,500  35.000%
6,864, 230BANCORP'S INTEREST BA ,JCQ/Z P
Allted Gardens Ft.Smith, AZ 082-44019 160 3,000,000 12% 2,750,000 06/25/97 1,252,200 1,497,800  80.000%
Englewood Chicago’ 071-44114/55086 167 3,000,000 11% 4,000,000 - 04/20/97 307,000 1,693,000  0.000%
Hillsboro T.H. El Dorado, AR 082-35017 152 12,800,000 12% 2,500,000 04/24/97  1,245800 1,254,200 80.000% 1,003,360
Jeflerson 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
MNorthwest 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 11,538,000 12% 1,740,000 1998 579,600 1,160,400 31.425% 364,658
San Martin Puerto Rico 056-44042 360 19,720,000  14% 12,600,000 1998 5,009,400 7,590,600 0.000% 0
Spencer Street Las Vegas 125-44026 84 2,120,000 12% 3,276,000 04/15/97 818,900 2,457,100 0.000% 0
Terrace Green LittleRock, AR" 082-35029 100 71,900,000 12% 1,380,000 10/09/92 950,000 430,000  80.000% 344,000
Thomas Paine San Francisco 121-44146 98 13,749,000 12% 6,860,000 1998 1,488,200 5,371,800 31.868% 1,711,858 67}’( :
Watkins Manor Memphis, TN 081-55001 214 73,670,000  10% 1,925,000 04/30/97 420,500 1,504,500  65.000% 977.925 ’ 0’()
: 7,117,879
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TABACH-BANK & LEVENSTEIN, a Law Corporation

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

SUPERIOR COURT OF THE STATE OF CALIFORNIA
FOR THE COUNTY OF LOS ANGELES

CASE NO. SC059793
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December 17, 1999
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BANCORP’S OPPOSITION TO
PLAINTIFFS APPLICATION FOR
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AUTHORITIES; AIND SUPPORTING
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SANDS, WILLIAM HARRISON AND
MICHAEL M. STEIN
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INVESTMENT FUND II, LTD., and DATE: December 23, 1999
WESTPORT HOUSING CORPORATION, TIME: 1:30 p.m.
~ PLACE: Department B
Plaintiffs,
DISCOVERY CUTOFF: NONE
V. MOTION CUTOFF: WONE
TRIAL DATE: - e®E
ROYAL HOUSING, INC., a California o
Corporation; FIRST PACIFIC BANCORP, oo B
INC., a California Corporation; and DOES e
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TO THE HONORABLE COURT, PLAINTIFFS AND THEIR COUNSEL, Defendants
hereby submit their opposition to Plaintiff’s application for preliminary injunction, Defendants
do not oppose an mjunction 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. This opposition is based on the Points and Authorities and the
Declarations of Leonard Sands, William Hamrison 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

MICHAEL M. STEIN, INC.

a Profeﬁl jjw

JHAEL M. STEIN
Att meys for Defendants
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MEMORANDUM OF POINTS AND AUTHORITIES
[.
INTRODUCTION

This action arises out of the acquisition by three purchase and sale transactions
between First Pacific Bancorp, Inc., ("Bancofp”) and First Pacific Bank ("Bank") as
Purchasers of varying interests in eleven purchase money promissory notes (the
residual interest wrap notes or "RIWN") 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 lnsur‘an.c,je
Corporationi("‘FDIC”), Ten of these projects are owned or controlled by Plaintiffs Aand
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 Bank and Royal's
interest in this RIWN.

Plaintiffs mischaracterize this case as an effort by the Defendants to use
Plaintiff's 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, Plainiffs have engaged in a continuing action to sell and
refinance the HUD projects and pocket the proceeds without acoo'unting to the
Defendants for any amounts due, which were then in excess of $12,000,000. See
Harrison Declaration (“Harmrison” 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: Roval Housing. Inc. v. Englewood apartments. Lid. et._al, case

SC057584 (“Englewood Action”) and Royal Housing, Inc. v. Spencer Street [ imited, et.

al, case SC 057585 (“Spencer Street Action”). The present litigation and the related

doc/HV-Trial 1
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Englewood and Spencer Street actions are an appropriate vehicle to decide the parties
rights and duties on properties already sold or refinanced by the Rozet Group. For this
reason, the Defendants do not object to the interim relief sought by Plaintiffs, provided
there are adequate séfegards 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.

Il.
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 adeguate to address any

‘damages” Defendants mighkt sustain pending the detarmmaﬁ)n of fhis case. The
Defendants face substantial darﬁages 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 unigue 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-Trial 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 RIWNSs, including the
ones involved here, are collateralized by the pledge of the general and limited |
partnership interests in the debtor entity. (Harrison, § 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 all 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 alsc the only funds thét HUD
permits to be paid to the RIWN holder. (Harrison, § 8). In combination, these
restrictions on normal collateralization and payment sources place a RIWN holder at
serious risk if the debtor is inclined to di\}ert surplus cash, sale proceeds, and/or
refinancing proceeds to its own use. The Plaintiffs’ and the Rozet Group’s actions to
date demonstrate beyond guestion this is prec?seiy 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 pay off these

RIWNSs. (Harrison, 9§/ 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,

doc/HV-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”, | 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
RIWNSs, 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 RIWNSs 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); EDIC v. Shain, Schaffer & Rafanello (3rd Circ.

1991) 944 F.2d 129, 131. Moses failed to pursue these remedies and cannot, yea'rs
later, in a state court proceeding attack the ownership interests of the FDIC and its
transferees. The issuance of an injunction without a substantial bbnd 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 payrﬁents for their own benefit.
To maintain the status quo Plaintiffs must bond the outstanding balance of the
remaining RIVWNs (which is at least in excess of $9,000,000, See Harrison, 9 4). Thisis

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

.
CONCLUSION

Defendants’ evidence show that to date the Plaintiffs (1) have disposed of at

doc/HY-Trial 4
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least two of the projects with a combined indebtedness to Royal in excess of
$3,000,000, (2) have pocketed $85,000 of surpius 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, {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 sepurfng the RIWNS, during the pendency of this litigation such an order
should be Conditiéned on an adequ'ate 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 RIWNSs not previously sold

or refinanced by the Plaintiffs and their affiliates.

Respectfully submitted,

TABACH-BANK & LEVENSTEIN
BRADLEY TABACH-BANK

MICHAEL M. STEIN, INC.

i

1 ISTEN
Attorrieys for Defendants

By:
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