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II. INTRODUCTION

This report is intended to provide a comprehensive yet concise review of

the conditions, events and decisions which led to the bankruptcy of State

Security Savings Company, a state-chartered industrial loan and investment

company in Lincoln, Nebraska, on July 9, 1984.

The report is structured and written in such a manner which will,

hopefully, promote understanding by those readers who do not have an

extensive background in the management and regulation of financial

institutions. The Committee's inquiry was not intended to be an audit of

State Security Savings, and the Committee's findings purposefully do not

resemble a treatise on financial institution accounting. While no efforts

have been spared in the attempt to make the report accurate and complete,

much of the supporting documentation is not cited or included within the

text. Copies of documents which are either cumulative in effect,

technical in nature, or of marginal relevance have been omitted, and only

supporting materials of demonstrative value have been included or cited.

Furthermore, it is neither practical nor possible to publish all of the

substantiating evidence which was perused by the Committee or its staff.

Some records remain in the custody of the Department of Banking and

Finance or in the financial institutions themselves, while other records

and notes will be forwarded to the Legislature's Executive Board for
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safekeeping and, if it desires, public scrutiny. All recorded testimony

before the Committee will be forwarded to the Executive Board, and the

Committee hereby recommends that the transcripts thereof should be open to

the public for review.

While the Committee originally intended (and indeed was granted the

authority) to conduct a similar inquiry relating to the bankruptcy (on

January 25,. 1985) of American Savings Company of Omaha, Nebraska, the

Committee was unable to do so within the time allotted by the

Legislature's Executive Board. This should not be interpreted to mean

that the collapse of State Security Savings Company was more disastrous

than that of American Savings Company, or that the account holders of

American Savings Company have suffered less individual hardship. Instead,

because of several intervening circumstances, including a general election

and two special sessions, and because of the overwhelming complexity and

abundance of the information presented to the Committee concerning these

financial institutions, the Committee deternlined that it could best carry

out its mandate by concentrating its efforts, and those of its staff, on a

review of State Security Savings Company alone.

This report is followed by a series of brief reports prepared by the

accounting firm which assisted the Committee in its investigation. (See

Exhibit 48) These reports were .provided in response to those questions

from the Committee which warranted a detailed inquiry and a formal reply.

Many portions of the accountants' report are specifically referred to

within the text which follows. However, the reader should be aware that

other segments of the accountants' report are not cited. Furthermore, it

3



should be noted that much of the accountants' efforts during the course of

the Committee's investigation consisted of discovering, compiling or

substantiating figures, values and book entries, which are incorporated in

the text of this report, and for which specific credit is not given when

used.

Parts I through VI of this report have been drafted by Gary L. Rex, Legal

Counsel of the Banking, Commerce and Insurance Committee, who is solely

responsible for errors in substance and form.

III. HISTORY OF THE INVESTIGATION

On September 19, 1985, the 89th Legislature of the State of Nebraska

convened in its first special session of that year. The purpose of the

special session was to correct a bill, originally adopted during the

1985 regular session, to disburse 8.5 million dollars to the creditors of

Commonwealth Savings Company.

On the sixth day of the special session, September 24, 1985, Senator

Jerome Warner, joined by Senators Vickers, Remmers, Lamb, and Nichol,

introduced Legislative· Resolution 1 (Exhibit 1) requesting that the

Legislature convene a panel consisting of the Legislature's Banking,

Commerce and Insurance Committee along with four additional legislators to

"study all aspects of· any potential liability, exposure or responsibility

of the State of Nebraska with regard to the failure of State Security'

4



-
-..
..
..

-

.....

Savings Company and American Savings Company .... 1! LR 1 was debated on the

floor of the Legislature as well as in a meeting of the Legislature's

Executive Board, chaired by Senator Chris Beutler. However, no formal

action was taken on the resolution when the Legislature adjourned on

September 25, 1985 .

Nevertheless, in response to the concern gen~rated by Senator Jerome

Warner's resolution, and in cooperation with Senator Chris Beutler,

Senator John DeCamp, as chairman of the Banking Committee appointed

Senator Bill Harris of Lincoln to chair a special subcommittee of the

Banking Committee to examine the State Security Savings and American

Savings matters. (See Exhibit 2) Shortly thereafter, Senator Beutler

endorsed the appointment of the special subcommittee, but in his directive

to Senator Bill Harris on September 30, 1985 (Exhibit 3), limited the

subcommittee's work to a "preliminary investigation," for the purpose of

determining "whether further "investigation by a larger and more formal ized

investigative committee would be in order." Senator Bill Harris thereupon

appointed seven legislators to the subcommittee, consisting of Senators

Loran Schmit, Emil Beyer, James Pappas, Marge Higgins, Jerome Warner, Gary

Hannibal and R. Wiley Remmers. (1) Between October, 1985, and

(1) Senators Warner, Hannibal and Remmers were appointed as nonvoting

members .

5



July, 1986,(1) the subcommittee held several meetings and deliberated on

the iriformation collected and presented by its legal counsel, Mr. Gary

Rex. (2)

Since the subcommittee did not have subpoena authority, the subcommittee's

inquiry was limited to receiving information made available to it

voluntarily. Nevertheless, a large amo~nt of data was obtained from

review of Banking Department records, State Security Savings records,

public records held by the County Clerk and the Register of Deeds, and

from interviews with key individuals. The subcommittee then issued its

recommendation to the Banking, Commerce and Insurance Committee on July 9,

1986, that nit is appropriate for the Legislature's Executive Board to

take the necessary steps to conduct a formal investigation of the facts

and circumstances leading up to and surrounding the bankruptcies of State

Security Savings Company and American Savings Company, .... " (See

Ex hi bit 4) (3)

Following receipt of the subcommittee's recommendation, that a formal

in-depth examination of State Security Savings Company and American

(1) The subcommittee's progress was interrupted by a Second Special

Session between October 17, 1985 and November 15, 1985, and by the

1986 Regu,lar Session, which ran from January 8 to April 16, 1986.

(2) Who also serves as the Legal Counsel of the Banking, Commerce and

Insurance Committee.

(3) The subcommittee's resolution was erroneously dated n8-9-86. n

6
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Savings Company should be conducted, the Banking Committee met in a

closed-door meeting on July 21, 1986. The Committee thereupon approved a

resolution (Exhibit 5) proposing that the Executive Board authorize the

Banking Committee to conduct such a study. The Committee's resolution

further spelled out the scope of the recommended inquiry, and requested

that $25,000 be allocated for funding of the endeavor.

On July 30, 1986, the Executive Board met to consider the Banking

Committee's proposal. During deliberations on whether to adopt the

Banking Committee's resolution, the Board approved an amendment offered by

Senator John DeCamp that the investigation be open to the public unless a

witness specifically requested that his or her testimony be given· in

closed session .. Ultimately, the Board unanimously adopted the Committee's

request, as amended, and appropriated $25,000 for the Committee's use.

(See Exhibit 6) The Committee and staff immediately set to work

collecting additional information and securing the assistance of an

accounting firm to aid the Committee in accomplishing its task.

August 28, 1986, the accounting firm of Baird, Kurtz, and Dobson was

selected from among several applicants.

The Banking Committee commenced its investigation on September 17, 1986,

with a two-day briefing by its legal counsel on the findings of the

special subcommittee. It was at this point that, because of the large

amount of information involved and the complexity of the issues, the

Committee decided to first examine State Security Savings, and then deal

with American Savings at a later time.

7



Between September 17, and November 21, 1986, the Committee received 7 days

of testimony, while the Committee staff devoted hundreds of hours

reviewing records, conducting interviews an~ preparing information for the

Committee members. The following individuals gave formal testimony to the

Committee:

Paul Amen November 21

James Barbee September 24

Roger Beverage September 24

Eugene Crump September 24

Ken Hake October 17

Mike Heavican September 24

William Hoppner November 16

Jerry Joyce November 7

Robert Kerrey November 6

Wayne Kubert November 6

Barry Lake November 6

Pat O'Brien September 24

Robert Rentfro November 7

Robert Spire September 24

IV. HISTORICAL BACKGROUND OF STATE SECURITY SAVINGS

COMPANY - 1927 to 1984

8
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State Securities Company was chartered in 1927 as an "installment

investment company" by the Nebraska Department of Trade and Commerce. The

charter application, filed under the authority of Nebraska's Installment

Investment Companies Act (originally adopted in 1903) was submitted by

Mr. Frank E. Card and Mr. Walter S. Adams. While the stock in State

Securities Company was held by many individuals in small amounts, two of

the la~ger shareholders were both Mr. Card and Mr. Adams, who also served

as the chief managers of the corporation. The initial capitalization of

the institution was $25,000.

Such institutions were, at that t"ime, similar to "Industrial Plan Banks"

or "Morris Banks,"(l) as they became known in other states, which were

also authorized and regulated by state law. These institutions were

specifically designed to provide credit to wage earners on an installment

loan basis, and were popular for the reason that they furnished credit to

many wage earners to whom such credit would not otherwise be available.

Nebraska was only one of many states in which such institutions were

authorized.

In 1941, the Nebraska Legislature revised its statutes governing

installment investment companies, and essentially caused such institutions

to be rechartered as "industrial loan and investment companies" (LB 389,

(1) Eve'n though such institutions were referred to as "banks," there were

not, and are not, similar in either structure or regulation to "commercial

banks" as we know them today.
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1941). While the new laws significantly tightened up the state's

regulation of these institutions, "industrials" have remained, to this

day, significantly different from other types of financial institutions,

such as commercial banks, trust companies, savings and loans, and credit

unions. Perhaps their most distinguishing feature has been their

relatively unlimited ability to invest the institution's assets in real

estate development ventures. (1)

Industrial loan and investment companies have been further distinguished

by the fact that they do not technically receive "deposits," but instead

exchange "certificates of indebtedness" for funds placed in the

institution by the public. Hence, account-holders become investors and

credi"tors in the institution and in its ventures by reason of such

Il oans ."(2) The industrial basically borrows money from the public, and

then loans such funds back to the public in much the same manner as other

financial institutions. Additionally, certificates of indebtedness are

not payable "on demand" as are deposits in a commercial bank, for example,

but are subject to repayment restrictions in the investment agreement.

As a result of the Legislature1s adoption of LB 389 in 1941, State

(1) At least until the Department of Banking adopted Rule 16 in March,

1981, which restricted such investments.

(2) However, like depositors in other types of financial institutions, the

certificate holders do have first priority in any liquidation of the

institution's assets, ahead of other creditors.

10
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Securities Company converted its charter to an industrial loan and

investment company on August 8, of that year. Many years later, in June

of 1977, the institution changed its name from State Securities Company to

State Security Savings Company. Ownership of the financial institution

remained essentially in the hands of the Adams and Card families until

June 7, 1978, when it was purchased by an entity called Security Financial

Corporation. The majority of the stock of Security Financial was split

among three stockholders:

William F. Wright (32. percent), a partner in the Lincoln

law firm of Wright, Remboldt and Ludtke. Wright's stock

in Security Financial Corporation was not owned personally,

but rather through a corporation named American Consolidated

Corporation,-and then later through Marmat Corporation

(a Wright family corporation).

Leon A. Olson (32 percent), formerly the principal stockholder

and president of Landmark of Lincoln, Ltd., a firm which

specialized in architecture, real estate development

and construction. Mr. Olson also appraised real estate for

State Security before he moved to Santa Barbara, California

in 1977.

Ken Hake (32 percent), a Certified Public Accountant employed

as an accountant and ultimately a partner in the Lincoln

accounting firm of Dana F. Cole and Company from 1962

until 1978. Mr. Hake's stock in Security Financial

11



Corporation was originally held personally, but was later

transferred to Marken Equities, Ltd., a limited partnership

formed in April 1980 whose partners are Ken Hake and"his

wife, Maureen. Mr. Hake became and remains the chief

executive officer of State Security.

The remainder of the stock in Security Financial was held by Mr. Grant

Whitney, who was previously associated with Mr. Olson's firm, and who also

changed his residence to California.

Security Financial purchased the stock of State Security for a total price

of $5,750,000, which was approximately one and three-quarters of its "book

value."(l) The purchase ·was structured as follows:

$4,350,000 was carried by the previous stockholders in a

purchase contract to be paid by Security Financial over a

period of 8 years at 9 percent interest with aggregate

annual payments of approximately $785,000 beginning on

June 7, 1979. The stock was held in escrow in the names

of the original stockholders, and was to be transferred to

the buyers upon final payment of the contract.

(1) As of June 6, 1978, State Security's records reflect that its "book

value" (i.e., the owners~ equity as recorded on the books of the

institution) was $3,285,522. (For further details concerning this matter,

see "Part B" of Exhibit 48.)

12
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$1,408,000 was paid in cash to the previous stockholders.

This sum was raised by individual contributions of the

Security Financial stockholders (Wright-$110,000;

01son-$110,000; Hake-$110,000;(1) and Whitney-$88,000(2)),

. and by a loan from City Bank of Lincoln to Security Financial

in the amount of $1,000,000. The City Bank loan was to be

amortized over an 8-year period at 9 percent interest, with

annual payments of $137,000. Security Financial pledged

its interest in the stock purchase contract as collateral,

and the principals also personally guaranteed the loan.

The annual obligation of Security Financial, to retire the debts incurred

in the acquisition, totalled approximately $922,000. However, the

purchasers had previously concluded, after reviewing the institution's

assets and earnings that Security Financial could make the payments from

dividends issued to Security Financial from State Security. In business

parlance, such an acquisition is termed a "leveraged buyout," which means

that the buyers fund the major portion of the purchase price by incurring

debt (i.e., "leveraging") which is to be paid from the earnings and assets

of the acquired entity.

(1) The majority of Mr. Hake's contribution was borrowed from First

National Bank of Lincoln.

(2) A portion of Mr. Whitney's contribution was through the purchase a

$66,000 debenture.

13



Following the change in ownership of State Security in 1978, the next

major events in the institution's life were State Security's admittance to

the Nebraska Depository Institution Guarantee Corporation in August, 1979,

and then the collapse of Commonwealth Savings Company on November 1, 1983.

At the time of Commonwealth's failure, State Security was the second

largest industrial in the state (with total certificates of indebtedness

of 50 million dollars, compared to 67 million dollars held by

Commonwealth). Then, almost 8 months later, on July 9, 1984, State

Security declared bankruptcy under Chapter 11 of the United States

Bankruptcy Code. Ultimately, following the institution's reorganization

in the Bankruptcy Court, on May 15, 1985, the Nebraska Department of

Banking and Finance issued State Security a new charter to operate as a

stock-owned building and loan corporation under Nebraska law. The

corporation-. opened for business on June 19, 1985, with accounts insured by

the Federal Savings and Loan Insurance Corporation.

Throughout the period of Security Financial's ownership of State Security,

Messrs. Wright, Hake, and Olson served as directors on the holding

company's board of directors. Of the principal owners of Security

Financial, only Mr. Hake has actively engaged in the day-to-day operation

of State Security as chief executive officer. Mr. Clyde Card and

Mr. Alfred Adams, the founders' sons, continued to serve as directors

until January, 1984, when they retired.

The specific details concerning the operation and condition of State

14
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Security between 1977 and the date of its bankruptcy in 1984, will be

discussed in the following chapter of this report .

V. CHRONOLOGICAL REVIEW OF THE OPERATION OF STATE SECURITY SAVINGS

COMPANY - 1977 TO 1984

A. 1977

In 1977, the year before the takeover of State Security Savings by Wright,

Hake and Olson, the members of the Adams and Card families were the

predominant owners and managers of the institution. The Chairman of the

Board was Clyde Card, while Alfred Adams served as President and Jack Card

served as Executive Vice-President. The structure of State Security (see

diagram, Exhibit 7) consisted of State Security Savings, the parent

company, and four subsidiary corporations:

1. STATE SECURITY BUILDING CORPORATION. Incorporated in

1973, the only asset of this entity was the building located

at 1330 "N" Street, L-inco1n, Nebraska. The majority of

the structure was, and still is, used as a parking garage,

with a portion of the first level being leased to several

commercial tenants, including State Security. The real

estate on which the building rests is owned by two

individuals in California, who entered into a long-term

lease arrangement with State Securities Company beginning

15
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in 1955.

2. STATE" SECURITY INSURANCE SERVICES. This on-site

insurance agency, formed in 1955, sold life and casualty

insurance.

3. LANCASTER COMPANY. Originated in 1968 to sell mobile

homes, it had no "inventory at this t"ime, and was being

used to cooperate with Randalwood, Inc. (a corporation

owned and operated by three of State Security's largest

individual borrowers) in a joint venture (called S-K, Ltd.)

to purchase and develop residential real estate in the

vicinity of 70th and "A" Streets (called "Taylor Meadows").

Acquisition and development of the real estate project

began in July, 1977.

4. FIRST NATIONAL LIFE INSURANCE COMPANY OF THE U.S.A.

Acquired by State Securities Company in 1969, this subsidiary

was chartered to underwrite life and health insurance, but

primarily sold credit life insurance policies through a small

number of banks in Nebraska.

In addition to the above-mentioned subsidiaries, State Security owned

50 percent interest in "Western State Company" and "RJS."

1. WESTERN STATE COMPANY. Formed in 1973, and

terminated in early 1978, it engaged in buying

16
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and developing real estate. The other 50 percent

interest was owned by Western Diversified, Ltd., a

corporation whose principal was Mr. Wayne Kubert, a Lincoln

real estate appraiser who performed a substantial amount

of appraisal work for State Security .

2. RJS. Originated in 1976 for the purpose of buying

and developing the Seven Oaks real estate project in

Lincoln, Nebraska. The other 50 percent interest

of this partnership was owned by Mr. Robert Rentfro and

Mr. Jerry Joyce of Lincoln.

In March of 1977, the Nebraska Department of Banking and Finance conducted

an examination of State Security. According to the examiners· report, the

institution·s condition was sound, but not without some areas of concern .

(See comparison chart, Exhibit 8) While the ratio of capital to assets was

satisfactory (10.4 percent -- 8.5 percent being considered a minimum by

Department policy), and net earnings were good ($615,000), yet 8.5 percent

of all loans were delinquent (the Banking Department considered anything

more than 5 percent to be excessive). Furthermore, according to the

examination, the aggregate of State Security·s "classified" assets(l)

(1) A classified asset is a loan or other asset of the institution which

has been rated by the examiner in one of three categories: substandard,

doubtful, or loss. The examiner·s determination is based upon several

criteria, each dealing with the potential of the institution to eventually

17



comprised 41.9 percent of the institution's capital. This figure is

significant because it indicates that a large portion of the institution's

capita1(1) was potentially eroded. The institution's history of growth in

certificates of indebtedness continued into 1977, with total accounts at

27.7 million dollars in March, and 33.1 million dollars by year end.

(In 1960, the total was only $3.9 million, and by 1975, accounts had risen

to $21.4 million.)

B. 1978

The Nebraska Department of Banking and Finance revisited State Security in

early May 1978, for the institution's annual examination, shortly before

collect a debt or realize the institution's investment in the liquidation

of the asset.

(1) Capital is subject to more than one technical definition in the

regulation of financial institutions. However, it basically consists of

the owners' investment in the company (capital stock), along with the

investment of outsiders (capital notes and debentures), and certain

uncommitted funds in excess of the institution's liabilities (e.g.,

surplus funds, reserves, and profits not yet disbursed), all of which are

subordinate to the institution's obligation to repay its account-holders.

Capital is requfred by law as a "cushion" to protect account-holders from

depreciation of the institution's assets in the case of liquidation, and

to insure that the owners have a stake in the successful operation of the

institution.

18
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the State Security's acquisition by Wright, Hake and Olson. The

Department's subsequent report (see Exhibit 8) indicated improvement in

most respects. For example, the capital/asset ratio increased from

10.4 percent to 11.5 percent, and the ratio of classified assets to

capital decreased significantly from 41.9 percent to 29.1 percent.

Accounts grew almost 7 million dollars since the previous year's

examination, and net earnings neared 1 million dollars. However, a most

disturbing and ominous indicator--the percentage of delinquent loans--rose

to 12.1 percent from 8.5 percent. This was, of course, the beginning of

an era of soft real estate sales and escalating interest rates. Because

of State Security's involvement in the funding of real estate development

ventures at that time, it follows that such loans were and would continue

to be a source of increasing delinquencies.

Within a few days after the Department's examination, Wright, Hake and

Olson consummated their acquisition of State Security on June 7, 1978.

(See diagram, Exhibit 9) The new owners of State Security were optimistic

that the institution would be a successful enterprise. They had applied

their considerable experience and expertise toward analyzing the

institution's past performance and its future potential. They were

confident, for example, that State Security could generate sufficient

dividends to the holding company, Security Financial Corporation, to meet

the substantial annual payments due on the acquisition debt. But they did

not, nor could they, foresee the increasingly stagnant condition of the

real estate market that would follow for the next several years. On or

about the date of acquisition, the institution's subsidiary corporations

19



were valued as follows:(I)

SUBSIDIARY

SSBC

BOOK VALUE(2)

$ 856,000

MARKET VALUE

(less indebtedness)

$ 1,300,000

SSIC (3) $ 18,400 $ 37,200

LANC. CO. (3)

FNLIC (3)

TOTAL

$ 15,000

$ 234,000

$1,123,400

$ 1,935,000

$ 780,000

$ 4,052,200

Five months after the acquisition, in October, 1978, State Security

reorganized its corporate structure. (See diagram, Exhibit 10) The

company's rationale for the restructuring was to take advantage of tax

laws which would allow the avoidance of substantial taxes, resulting from

the original acquisition, if ownership of State Security's subsidiaries

(1) Figures compiled from examination reports, tax returns and other State

Security documents.

(2) "Book value" being State Security's equity in the subsidiary as

recorded on the books of the subsidiary.

(3) Spun-off from State Security to Security Financial in October, 1978.

20
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was transferred to the holding company within two years. The result of

the reorganization was that three of the four subsidiaries previously

owned by State Security (i.e., SSIC, Lancaster Co., and FNLIC) were now

owned by Security Financial Corporation, State Security's holding company .

In exchange for the loss of these assets, Security Financial returned to

State Security a total of $500,000 -- which was approximately $233,000

more than the combined book value of these former subsidiaries (resulting

in a net increase in State Security's capital accounts in that amount).

However, the contribution was $2,252,200 less than the total estimated

market value of those entities in 1978 .

FNLIC was sold by Security Financial to an outside party shortly after the

spin-off for $780,000 cash. Hence, Security Financial received a net gain

of $280,000 from the spin-off and sale of FNLIC alone. The real estate

held by Lancaster Company (i.e., Taylor Meadows) was eventually

transferred back to State Security in December, 1983. By that time, the

unsold portion of the project would be valued at $1,770,000, less related

indebtedness on the real estate of $450,000, for a net equity of

$1,320,000. But in 1978, according to Security Financial Corporation's

tax return for that year, the market value of the real estate venture was

$1,935,000, which was based on its estimated retail value when fully

developed less the estimated cost to complete.

The entire spin-off transaction was characterized as a payment in lieu of

21
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a cash dividend to Security Financial Corporation.(I) There was nothing

illegal about the transfers, as the institution continued to maintain the

necessary amount of capital required by law.(2) Moreover, there were

legitimate tax advantages to be gained by Security Financial and State

Security from reorganization. It did result, however, in a significant

reduction of the institution's assets, when looking at the market value of

those assets. Also, at the time of the spin-offs, Lancaster Company and

State Security Building Corporation held capital notes in State Security

totalling $198,000. At the time of the spin-off transaction these capital

notes were cancelled, thus resulting in an additional capital infusion to

State Security of $198,000.

Lastly it must be mentioned that in 1978, State Security had loans

(1) State Security Savings also issued a cash dividend of $124,000 early

in 1978, but this was paid to the former stockholders as a part of the

stock purchase agreement.

(2) Nebraska Statute 8-413 requires total capital of an industrial loan

and investment company to be no less than 10 percent of the institution's

indebtedness, with Section 8-403.02 setting an absolute minimum, in State

Security's case, of capital stock in the amount of $550,000. In May,

1978, certificates of indebtedness were 34.5 million dollars, which meant

State Security's minimum total capital was $3,450,000. State Security's

capital on December 31, 1978, exceeded the statutory min"irnum by

$1,514,000. (For a detailed listing of State Security's capital adequacy

on an annual basis, see "Part III of Exhibit 48.)
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outstanding to S.E. Copple in the amount of $425,000. These loans, on the

books prior to the sale of State Security, were unsecured, and the

proposed use of the loan proceeds was not specified in the loan documents.

C. 1979

The Nebraska Department of Banking and Finance conducted its

1979 examination of State Security in September of that year. Although

the institution's capital position continued to improve (capital/assets

rose from 11.5 percent to 12.2 percent) and accounts grew (from

34.5 million to 40 million dollars), other key indicators showed

deterioration. Classified assets represented almost 108 percent of

capital (up from 29 percent in 1978), and nearly 15 percent of all loans

were classified. More than 26 percent of all loans were labeled as

delinquent, which more than doubled the 1978 figure. Moreover, the

distribution of the institution's loans was also disturbing. The

Department noted that six borrowers held "concentrations" of loans (i.e.,

each borrower's loans exceeded 25 percent of capital), and that the

aggregate of the loans to those borrowers amounted to 28.1 percent of all

loans held by State Security. (These "concentrated loans" involved

financing arrangements for real estate development ventures initiated in

1976 and 1977.) The institution's "liquid" assets totaled 20.6 percent of

liabilities, which was slightly above the Department's recommended minimum

of 20 percent. Notwithstanding any adverse indications, State Security's

earnings were a respectable $586,300. The institution issued a cash

dividend of $150,000 to the holding company in that year.
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Also in 1979, the Department·s records noted:

1. That unsecured loans to S.E. Copple increased to

$625,000;

2. That State Security was admitted to the NDIGC in

August of 1979; and

3. That State Security was cited for two violations of

State Statute 8-409 (Exhibit 11), which prohibits an

industrial loan and investment company from loaning an

amount more than 20 percent of its capital to one person

or corporation. (1)

(1) These were the first of several violations of 8-409. In all but one

case, the limit would be exceeded for example, when a loan to a particular

corporation would become delinquent, thus causing the Department, under

its examination policies, to consider any personal guarantees on the loan

as a part of the credit line. Since the name of the personal guarantor

was usually the same as the person acting for the corporation, the

aggregate would sometimes place the line over the limit. Other than

bringing these violations to the institution·s attention, no enforcement

actions were taken by the Department. At the time of the examinatio~,

State Security·s loan limit was $815,000. (For additional insight

regarding the Banking Department·s perspective on violations of section

8-409, see Exhibit 12.)
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D. 1980

The condition of State Security in 1980 was typical of the previous two

years--improvement in some areas, but marked deterioration in others.

According to the Department of Banking's examination in early

January, 1981, the capital-io-asset ratio decreased slightly from 12.2

percent to the level of 11.7 percent. Accounts grew an additional

4.1 million dollars, and earnings totalled $710,800. However, the

institution's assets demonstrated further decay. Classified assets now

exceeded capital by 44 percent, and classified loans by themselves were

113 percent of capital. Delinquent loans were cut in half from 1979, down

to 13 percent, but were still considered to be excessive. In regard to

"concentrations," seven borrower's now held almost 46 percent of all of

the institution's loans. In fact, the aggregate borrowings of one

borrower alone, through his various enterprises, amounted to 97 percent of

State Security's capital accounts.

The Department's report also noted two statutory violations by State

Security. The first was a violation of section 8-409 (again concerning

the institution's lending limit). The second violation related to the

extension of an existing loan to one of State Security's cashiers without

obtaining prior approval from the board of directors (contrary to state

statute 8-409.01). The original loan to the employee was properly

approved, but the board had neglected to formally ratify the subsequent

extension.
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Also, in May of 1980, State Security spun-off its last remaining

subsidiary corporation, State Security Building Corporation (SSBC), to the

holding company, Security Financial Corporation. (See diagram,

Exhibit 13) According to Banking Department records, the assets of SSBC

(i.e., the building located at 14th and "N" Streets) were listed with a

"book value" of $843,000.(1) On the other hand, the building's "market

value," according to the "pro forma" provided to City Bank by Wright, Hake

and Olson in 1978, was listed at $1,300,000. At the time of the spin-off,

there was no debt or other encumbrance against the building. Following

the transfer of SSBC to Security Financial, three items occurred that are

worthy of note:

1. Ten days after the spin-off to Security Financial,

SSBC renegotiated its lease with State Security.

The lease had previously been scheduled to expire

in 1993, and provided for payments by State Security

of $2,000 per month. According to Mr. Hake, the

lease payments were substantially below the market

rate at that time, which is correct. In any event,

prior to the spin-off, neither SSBC or State Security

would have been injured by the arrangement, since any

(1) The State Security board of directors minutes in December, 1973,

indicate that State Security received approval from the Banking Department

in November, 1973, to carry the building on its books at $843,000.
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profit or loss registered by SSBC ultimately accrued

to its parent, State Security. In other words,

whether State Security's rent to SSBC would have

been $1,000 per square foot or $1 per square foot,

the impact on State Security would have been the

same. The newly renegotiated lease, however, trebled

the rent to $6,000 per month with an annual cost of

living increase, for a term of 15 years. Not surpris­

ingly, the building's net earnings rose from $24,600

in 1979, to $42,300 in 1980 and $77,000 in 1981.

These earnings, of course, now accrued to the holding

company, Security Financial, rather than to the financial

institution, State Security.

Security Financial Corporation borrowed $950,000 from First

National Bank of Lincoln, and pledged the building as

collateral for the loan. First National appraised the

building, exclusive of the real estate, at $1,396,500.

-

3. Security Financial returned $350,000 to State Security in

the form of a capital contribution, and used the remainder

of the $950,000 borrowed from First National to help retire

Security Financial's acquisition debt. The benefit accruing

to Security Financial as a result of the transfer was

registered as a dividend. It should be mentioned that,

when the market value of the building is considered,

Security Financial essentially acquired an asset worth
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approximately $1,400,000 in exchange for a capital

contribution of $350,000 to State Security. Again, this

net depletion of the financial institution's capital

accounts was not illegal, as its capital remained above

the minimum statutory amount by more than $1,350,000.

(For further deta i 1s regardi ng thi smatter, refer to "Part 0" of

Ex hi bit 48.)

E. 1981

The Department of Banking did not conduct an examination of State Security

during 1981. However, according to the Department's next report, issued

in March, 1982, the year 1981 was one in which the condition of the

institution's assets continued to deteriorate. Those details will be

outlined in the following section concerning the year 1982.

In September of 1981, Security Financial Corporation sold its stock in

State Security Building Corporation to a general partnership called Eagle

Landmark Co. Eagle Landmark was formed in September, 1981, and its

partners were William Wright, Marken Equities, Ltd. (i.e., Ken and

Maureen Hake), Leon Olson and Mike Fosdick (an officer of State Security).

Upon acquisition of SSBC, Eagle Landmark liquidated the corporation, but

kept the, building and borrowed $950,000 from First National Bank of

Lincoln, pledging the structure as collateral. Eagle Landmark used the

loan proceeds to fund its purchase of SSBC. In December, 1981, Eagle

Landmark's books recorded the acquisition cost of the building at
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$875,000, and further noted its "fair market value ll at $1,396,500.The

lease between SSBC and State Security, which had been renegotiated

in 1980, was not changed.

F. 1982

Both 1981 and 1982 were typified by further deterioration of State

Security's assets. The Department of Banking's next examination of State

Security, initiated in February, 1982, revealed State Security's loan

portfolio to be of particular concern. Classified loans totalled

312.1 percent of capital. Also, nearly 23 percent of all of the

institution's loans were delinquent, and 42 percent were classified. A

large portion of State Security's loans (44.7 percent) were concentrated

in the hands of only eight borrowers, who also held most of the

institution's classified loans. (Again, these loans originated from real

estate development financing arrangements initiated in 1976 and 1977.)

Nevertheless, accounts grew to 47.5 million dollars, from 44.1 million

dollars at the time of the last examination, and 1981 earnings were

$504,400.

For the first time, State Security's capital-to-asset ratio fell below the

Department's recommended minimum (i.e., 8.5 percent), but remained in

excess of the statutory minimum by approximately $874,000 as of

December 31, 1981. The decrease in capital was due, at least in part, to

State Security's cash dividend to Security Financial in 1981 of $500,000,

which was used to help retire the acquisition debt incurred by Security

Financial.
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The Banking Department examiners additionally noted the following in their

February, 1982, report:

1. Loans to S.E. Copple increased to $875,000; $625,000 of

the amount remained unsecured, while an additional $250,000

loan to S.E. and Marv Copple was secured by the pledge of

corporate stock.

2. The lending to five borrowers exceeded State Security's

loan limit, as proscribed by section 8-409, which occurred

as a result of circumstances previously explained.

3. State Security was in violation of the Department's

Rule 16, which dictated that real estate acquired by an

industrial loan and investment company in satisf~ction

of debt could not exceed 25 percent of the financial

institution's capital without Department approval.

4. State Security was in violation of section 8-407.02,

relating to the deposit of the institution's funds in

a non-Department-approved financial institution. (In

this case, State Security failed to obtain prior

approval from the Department for placing its deposits

in Lincoln State Bank. Approval was subsequently

granted. )
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5. State Security was in violation of the Department's

Rule 72(2) and state statute 8-411(2), regarding

improper advertising (This violation arose from a

brochure regarding the parking facility at 14th and

liN" Streets which mentioned State Security, and

which failed to specify that the institution was an

industrial loan and investment company, and failed

to identify the institution's insuring agency and

the insured amount).

6. Four officers. and employees of State Security were

cited for violation of section 8-409.04, which

requires officers, employees and directors to report
.

their loans from other financial institutions to

State Security's board of directors.

The examiners' report caused sufficient concern in the Department to

precipitate a letter from Charles Mitchell, Deputy Director of the agency,

to State Security's Board of Directors on April 7, 1982. (See Exhibit 14)

The letter mentioned many of the problem indicators which surfaced in the

examination (and which have been discussed in the previous section), but

also:

1. Noted that capital adequacy was "marginal";
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2. Recommended that "restricting dividends, bonuses, pro­

fessional fees and perhaps salaries may be necessary"

until "such time as this crisis passes."; and

3. Required quarterly progress reports from the management

of State Security.

These comments are of particular importance when considered in the context

of later events. For now, however, it should be understood that beginning

in 1982, the stockholders of Security Financial Corporation were facing

the difficult challenge of finding the means to make the large annual

payments on their acquisition debt. They had already spun-off and

liquidated State Security's former subsidiaries, and now, because of the

April 7 letter, Security Financial could no longer depend upon significant

cash dividends from the financial institution without attracting the

attention and perhaps the wrath of the Banking -Department. (1)

In December, 1982, the Department of Banking conducted a "visitation" of

State Security, which was nothing more than an abbreviated examination of

the institution. The resulting report revealed an alarming amount of

delinquent loans (34.2 percent), slightly improving capital (from

8 percent to 8.9 percent)(2), a 1.4 million dollar increase in accounts,

(1) For Mr. Hake's response to Mr. Mitchell's letter, see Exhibit 15.

(2) Although by year end 1982, Stat~ Security's capital accounts were only

$12,485 above the minimum statutory amount.
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and (for the first time) a net loss by year end of $358,600. The report

additionally noted that State Security had issued a cash dividend of

$200,000 to Security Financial in March of that year (i.e., before the

Charles Mitchell letter of April 7, 1982, but after the examination in

February, 1982). When Mr. Hake was asked about the dividend during the

December, 1982, visitation, Hake indicated, according to the examiner,

that no further dividends would be issued by State Security in 1983 unless

profits rose.

The report further reflected that Security Financial Corporation had

obtained a 3.5 million dollar line of credit with First National Bank of

Lincoln. This line was used by Security Financial to refinance its

original acquisition debt.(l) The only collateral provided for the loan

was Security Financial's interest in the stock purchase contract, and no

personal guarantees by the shareholders of Security Financial were given

to, or required by, the bank. When First National Lincoln was asked why

it did not request personal guarantees from the Security Financial

shareholders, it responded:

"From the late 1950's through the early 1980's it was neither

usual nor customary for financial institutions to require personal

guarantees in connection with such transactions. This was because

(1) As a result of State Security's bankruptcy on July 9, 1984, First

National ultimately "charged off" $2,800,000 (plus four months' accrued

interest) of this debt.
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the corporate buyer typically had, as in this case, virtually

unquestioned ability to repay the obligation out of accumulated

earnings. At the time of the Security Financial Company

financing, the banking industry was not experiencing any

difficulty in obtaining repayment of such loans within a period

of several years. Outside guarantees, additional loan collateral

and more conservative loan to value ratios have become more

commonpla~e in the banking "industry in the last several years. 1I

(See Exhibit 16) The visitation report further indicated that Sta~e

Security was in violation of section 8-409 for loans to five borrowers in

excess of the institution's lending limit, for the same reason as stated

concerning previous years. Additionally, State Security was cited as

being in violation of section 8-411(2) for issuing improper advertising

(i.e., failure to identify the institution's insuring agency and the

insured amount on the same brochure previously noted). The report was

followed by another letter to the board of directors from Charles Mitchell

on January 19, 1983. (See Exhibit 17) This letter merely reiterated the

Department's concern over the deterioration of State Security's assets,

and commented that there had been no improvement in the institution's

liquidity ratio since the last examination.

1982 ended with the institution's annual audit by Dana F. Cole and

Company. For the first time since Security Financial's acquisition of

State Security, the auditors "qualified" their opinion for the reason that

"it appears that the allowance for losses may be inadequate to cover

possible loan losses." The report also commented that "the status of
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delinquent loans and consideration of general economic factors, indicates

that the allowance for loan losses should approximate 1 percent of the

outstanding loans, or $385,000. 11 As of December 31, 1982, State Security

had a reserve for loan losses of $101,180, or $283,820 less than the

amount indicated as necessary in the auditor's report.(l)

G. 1983

Following the visitation examination of State Security Savings in

December, 1982, there were no further examinations of the institution

until the Department conducted another II visitation li in February, 1984

three months after the closing of Commonwealth Savings Company on

November 1, 1983. Unfortunately, the Department's report does not isolate

State Security's condition before Commonwealth's disastrous fai1u're. It

is nevertheless clear that 1983 was not a banner year for State Security.

The company's assets remained in dangerous condition, with loan

delinquencies at 23.9 percent, and with 51.1 percent of all loans

concentrated in 9 borrowers. Although the institution's capital position

had improved (it was $452,000 over the statutory minimum by year end),

State Security suffered a net loss of $1,048,000 in 1983.

(1) The auditor's recommended one percent loan loss reserve is not

required by statute or regulation for an industrial loan and investment

company, but rather reflects the auditor's opinion. (For further details

regarding this particular audit, refer to IIPart I" of Exhibit 48.)
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The reason for the improvement of State Security's capital accounts was a

contribution from Security Financial Corporation in December, 1983, of the

holding company's interest in Taylor Meadows, a residential development

near 70th and "A" Streets (which, as an asset of Lancaster Co., had been

spun-off from State Security to Security Financial in October, 1978, with

an estimated retail value when developed, less the estimated cost to

compete, of $1,935,000). The amount of this capital contribution was

valued by State Security and Security Financial at $1,320,000 (i.e.,

$1,770,000 less related debt of $450,000).(1) However, later records show

that the proceeds generated from the eventual sale of Taylor Meadows lots

exceeded the $450,000 debt on the real estate by only $255,000. And, when

considering interest expense and the charge-off of bad loans relating to

the property, State Security and Security Financial ultimately realized a

loss from the Taylor Meadows project.

A large share of State Security's $1,048,000 loss in 1983 was due to the

(1) Without this contribution, State Security's capital accounts would

have been approximately $868,000 below the minimum required by law at year

end, 1983. But according to Mr. Hake, Security Financial transferred the

real estate to State Security upon the recommendation of the Federal

Savings and Loan Insurance Corporation (FSLIC), and only for the purpose

of facilitating State Security's review and approval for insurance by the

federal agency, for which State Security had filed an application on

December 19, 1983.
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write-off of the institution's "investment" of $602,000 in the Nebraska

Depository Institution Guarantee Corporation (NOIGC). The NOIGC Act

requ i red member i nsti tuti ons to ca rry thei r annua 1 assessments for the'

guarantee fund as a credit on their books (section 21-17,135(3)). Once it

became clear, in the wake of the Commonwealth failure that the NOIGC was

insolvent, this "investment" was forfeited and registered as a loss.

In spite of State Security's large net loss in 1983, and its resultant

inability to issue a dividend to its holding company during that year,

Security Financial Corporation nevertheless managed to generate $200,000

in "fee income" through a transaction involving State Security and the

sale of real estate. The transaction through which the fees were

generated has been common 1y referred to as "Shoppe.rs Fa i r," whi ch wi 11 be

thoroughly explained in Part VI~A of this report. At this point, however,

the essential details are as follows.

Two of State Security's largest borrowers, even-before its acquisition by

Security Financial in 1978, were Mr. Robert Rentfro and Mr. Jerry Joyce.

Both Rentfro and Joyce were involved in numerous enterprises relating to

real estate development, for which State Security served as a source of

funding. When Lincoln's real estate market began its downhill tumble in

the late 1970's, Rentfro and Joyce had difficulty liquidating their

properties and generating sufficient cash flow to service their tremendous

debts with State Security. Consequently, Ken Hake, on behalf of State

Security, and Rentfo/Joyce entered into negotiations to liquidate some of

Rentfro's and Joyce's real estate holdings. The negotiations culminated

in a real estate closing on March 31, 1983. At the closing, the ownership
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of two parcels of real estate were transferred (see diagram, Exhibit 18):

1. Shoppers Fair, commercial property located in the vicinity

of East Park Plaza in Lincoln, Nebraska, was sold(l) by "RJW"

(Rentfro's and Joyce's partnership) to American Investment Group

(a partnership, at that time, between James Stuart, Jr., a

Lincoln banker, and Doctor Fred Kiechel, a Lincoln physician).

Part of the purchase price was financed by a loan from State

Security to American Investment Group in the amount of

$750,000.(2) In addition, a "fee" of $150,000 was paid

by AIG to State Security's holding company, Security

Financial Corporation.

2. Pioneer Plaza, an office building located at 33rd and

Pioneers Streets in Lincoln, Nebraska, was sold to State

Security, which simultaneously sold the property to

Transamerican Investment Co. (a partnership between James

Stuart, Jr. and William Wright) on a conditional sales

contract. A portion of the purchase price was financed

by a loan from State Security to Transamerican Investment

(1) The actual sale of the property was not completed immediately, as the

closing documents were held in escrow for several weeks.

(2) The remainder of the financing had been obtained through the National

Bank of Commerce in Lincoln, Nebraska.
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Co. in the amount of $500,000.(1)

As a condition of the sale, Transamerican agreed to pay a "fee"

to State Security's holding company, Security Financial Corpor­

ation, in the amount of $50,000.

The fees, tota 11 i ng $200,000, (2) rece i ved by Secu rity Fi na nc i a1

Corporation, have been variously described by the principals involved as a

"buy-down fee"(3) as a fee for "locat"ing the property and negotiating the

purchase," and as a "fee cha rged for bus i ness reasons. II ~Jh i 1e such

descriptions appear to be merely an issue of semantics, the

characterization is relevant when considering whether, based on customary

practice, either State Security or Security Financial was arguably

entitled to the funds. If a fee is termed a "buy-down," then the funds

customarily go to the lending institution. If, however, the fee is

charged for some other service or reason, then an entity other than a

lending institution may be appropriately entitled thereto.

(1) The remainder of the financing has been obtained through the New York

Life Insurance Company and through the Commerce Savings Company of

Lincoln, Nebraska.

(2) None of which came from the funding supplied by State Security, but

rather were financed through other sources.

(3) A "buy down" fee is an arrangement wherein the borrower pays an agreed

fee to the lender at the time of the transaction in exchange for the

lender charging the borrower a preferential interest rate on the loan.

Such a fee is, in essence, an advance payment of interest on the loan.
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When Mr. Hake testified before the Department of Banking on April 2, 1984

(pursuant to the Department IS investigation of Shoppers Fair), he

characterized the fees as a IIbuy-down":

QUESTION BY DIRECTOR BEVERAGE: So rather than a $150,000

finderls fee, basically what you are saying is that that was

a part of the buy-down arrangement that you and Jim

negotiated?

ANSWER BY MR. HAKE: Absolutely. And at no point did we

ever enter into any agreement to negotiate for or acquire

properties for Jim Stuart.

QUESTION: Or for American Investment Group?

ANSWER: Or for American Investment Group, correct, yeah, which

is what that--

QUESTION: And I donlt mean to testify for you, r just wanted

to make sure that I understand where you were comi~g from

because the letter was signed by Jim Stuart, Jr., on behalf of

American Investment Group.

ANSWER: The only thing that I can add to that is that Jim

Stuart and Bob Nefsky have to relate to the best of their
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ability the circumstances arising to the letter and the manner

in which it was written.

QUESTION: Just to make sure I understand, at no time did you

intend that $150,000 to be a finder's fee for want of a better

term?

ANSWER: Absolutely not. We totally talked about a buy-down

arrangement.

(Pages 63 and 64 of the hearing transcript of April 2, 1984.) On

. April 13, 1984, Mr. Hake repeated his description of the fee as a

II buy-down II when he testified as follows:

QUESTION BY DIRECTOR BEVERAGE: Is it fair to say that the $150,000

which you've previously characterized as a buy-down you would still

characterize it as a buy-down?

ANSWER BY MR. HAKE: I still would, basically, and I have to be

honest about that, that we did not get a fee for putting the deal

together in any way, shape, or form. We were making a 7-year

commitment at 12 percent, and that was going to--that had an

element of risk in it and for that we wanted to be compensated.

And whether you say it's a buy-down--

QUESTION: When you say IIwe " you're talking about the group?
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ANSWER: I'm talking about the corporate group, yeah. We look at

it in terms of the overall, generally speaking. You know it's

hard to divide them for me except with respect to statutory

responsibilities. And this being an unusual transaction, the

timing being such as it was, we just elected to contract for it at

Security Financial Corporation.

QUESTION: Is it fair to say that the $150,000 should have come

through the books of State Security Savings Company?

ANSWER: Had I to do it over again, there is no question in my

mind that that's the way we would have done it and we would have

declared a dividend.

QUESTION: That is basically my next question.

ANSWER: And the net effect would have been identical and,

you know, that's the bottom line to us.

QUESTION: I understand it. My point, Ken, is that because

it wasn't done that way, it has unnecessarily raised a question

about the integrity of a transaction which could have been

avoided simply by making the payment as a buy-down and then

dividending up to the holding company because of an excessive

capital position.

ANSWER: I totally understand that concern, and I'm very
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regretful that it has that indication at all .

(Pages 537 and 538 of the hearing transcript of April 13, 1984.)

Therefore, accordi ng to Mr. Ha ke, not on 1y was the fee a II buy-down, II but

it admittedly should have been paid to State Security, and then issued as

a dividend to Security Financial Corporation. (1) But because of the

Banking Department's letter on April 7, 1982, and because of Mr. Hake's

assurance to the examiner in December, 1982, that no dividends would be

paid in 1983 until profits rose, such a dividend would have been

difficult, if not impossible, to justify to the Department by State

Security's board of directors, of which Mr. Hake was a member.

Hence, it obviously became less of a problem to have the fees paid

directly to Security Financial in order to help pay the holding company's

acquisition debt, rather than possibly draw the Banking Department's

attention with the declaration of a dividend in 1983. Note Mr. Hake's

comments before the Department of Banking on April 13, 1984:

QUESTION BY RICHARD BUTLER (attorney for State Security):

But you believe that your testimony that you have given is

(1) This characterization and conclusion was shared by the Department "in

its order of May 29, 1984, following its investigation, wherein it

condemned payment of the fees to State Securi ty' s ho1di ng company. (See

. Ex h; bit 29)
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accurate to the best of your ability at this time?

ANSWER BY MR. HAKE: Oh, absolutely.

QUESTION: And it is my understanding that as between the

holding company and the institution that you file a consolidated

tax return?

ANSWER: Correct.

QUESTION: And the holding company as a part of the acquisition

of State Security back in 1978 incurred a certain amount of debt,

is that correct?

ANSWER: Correct.

QUESTION: And is that debt rather substantial in terms of the

dollar amounts that have to be paid annually?

ANSWER: To me it is.

QUESTION: And, approximately, how much does that run a year?

ANSWER: Oh, approximately, a half million or so.

QUESTION: And has it been the history of the business that

the monies to pay that debt service of the holding company are

---- -- ~-~--, - ""------

44



.....

-
-
-
-
,...

-

.-

-

funded substantially by the dividends declared from State

Security Savings?

ANSWER: Up to this point, yes.

QU~STION: But in 1983 that did not occur because you

short-circuited the dividend route simply by putting money

into the holding company?

ANSWER: Correct.

(Pages 541 and 542 of the hearing transcript of April 13, 1984.) In this

context, note further that at that time, the Department of Banking' did not

have the statutory authority to examine the books of the holding companies

of state-chartered financial institutions.(l) And in this particular case,

the only accounting entry where the fees were recorded was in the books of

Security Financial Company, the holding company. Even the buyer's closing

statement prepared for the sale of Shoppers Fair to American Investment

Group, for example, did not mention payment of the $150,000 fee. (See

Exhibit 19) As a result, existence of the fees relating to Shoppers Fair

and Pioneer Plaza would not have been apparent to anyone reviewing the

books of State Security. Note Director Beverage's comments:

(1) Such authority was not granted to the Department until 1985, when the

Banking Committee introduced, and the legislature adopted, LB 653.
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QUESTION BY DIRECTOR BEVERAGE: And in your mind which

entity made that contract?

ANSWER BY MR. HAKE: Security Financial Corporation made

the contract for the $150,000.

QUESTION: But in doing so, would it be correct to say that

that money never having entered -- that $150,000 never having

entered the books or have been entered on the books of State

Security, this Department through its auditing and review

function would have never had an opportunity to make an

independent determination as to whether to make, in essence,

the same determination-you say you made with regard to the

compliance of that institution with statutory requirements?

ANSWER: Except for the fact that I have provided holding

company financial statements to the examiners every year and

they have access to the books and records upon their request.

(Page 530 of the hearing transcript on April 13, 1984.) Even though

Mr. Hake has provided Security Financial's financial statements to the

Department's examiners, it cannot be assumed that the examiners would have

realized the significance of an entry merely entitled "fee income."(l) It

(1) Please note page 2 of Exhibit 20, wherein Security Financial's 1983

balance sheet actually reflects $180,000 in "fee income." The $20,000
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is possible, therefore, that Security Financial's receipt of the fees

would not have come to the attention of the Depa~tment but for the

eruption of the dispute between Rentfro/Joyce and State Security.

With regard to the pivotal question of whether the fee paid in the

Shoppers Fair transaction was a IIbuy-down,1I it must be mentioned that the

fee has been characterized differently in a letter by James Stuart, Jr. to

Security Financial, dated March 31,1983, and in Mr. Hake's subsequent

testimony before the Banking, Commerce and Insurance Committee.

In the Stuart letter (Exhibit 21), the fee is described as being paid to

Security Financial for the reason that "You were instrumental in locat"ing

the property and negotiating the purchase on our behalf." According to

Mr. Robert Nefsky, an attorney i~ Mr. Wright's law firm who represented

both State Security and American Investment Group in the transaction and

who also drafted the letter for Mr. Stuart, the letter did not

characterized the fee as a buy-down because it would have been

inappropriate to have done so. In the Banking Department's investigation

of Shoppers Fair, Mr. Nefsky testified as follows:

QUESTION BY DIRECTOR BEVERAGE: Are you familiar with the

term "buy-down"?

discrepancy represents an estimated rent rebate to the lessors of Shoppers

Fair, as required in the purchase agreement. The actual rebate amounted

to $15~564, leaving a balance of $186,436.
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ANSWER BY MR. NEFSKY: Yes, I am.

QUESTION: Tell me what your understanding of that term is.

ANSWER: My understanding of that term is that a payment is

made to a lender in exchange for a lower rate on indebtedness,

lower rate of interest on indebtedness; that the lender can

take that money, the buy-down, and invest it, and increase its

interest income yield on the indebtedness.

QUESTION: To put it in something that perhaps is more

universally understood, would that be similar to paying

points on the purchase of a home?

ANSWER: That would be my understanding.

QUESTION: During that telephone conversation in which you

were in the office of Jim Stuart, Jr., was anything

mentioned, to the best of your recollection, about a

buy-down on the rate?

ANSWER: I don't recall any discussions of that nature.

QUESTION: Had any such discussions been made, would that

have affected how you would have drafted (the
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March 31, 1983, letter)?

ANSWER: Probably not.

QUESTION: Tell me why, please.

ANSWER: Well, as I indicated earlier, the payment of the

$150,000 was to be paid to Security Financial Corporation,

and my perception was that Security Financial Corporation,

as an entity separate from State Security, couldn't lend

money and take interest for it. As a result, I, in

drafting this document, characterized it as a fee.

QUESTION: It was clear to you that the money was to be

paid to Security Financial Corporation?

ANSWER: Yes.

(Pages 410 and 411 of the hearing transcript of April 4, 1984.)

In addition, Mr. Hake emphasized during his testimony before the Banking,

Commerce and Insurance Committee on October 17, 1986, that despite his_

previous comments to the Department of Banking, the fee was not a

buy-down, but rather a fee for specific "business reasons." (Because of

Mr. Hake's extensive testimony in this regard, his comments will not be

quoted in the body of this report. However, a transcript of Mr. Hake's

testimony concerning the fees is provided as Exhibit 22.)
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Lastly, it must be mentioned that in April, 1983, State Security, through

its newly-activated subsidiary, Security Investment Company, was

successful in securing a $1,700,000 loan with the assistance of the

Nebraska Mortgage Finance Fund (which later became a part of the Nebraska

Investment Finance Authority). This funding was handled through First

Federal Savings and Loan of Omaha, and was used to aid Security Investment

Company in its development of an apartment complex, called Villa Tierra,

in Lincoln, Nebraska.(l)

H. 1984

As mentioned in the previous section concerning the -year 1983, the

Department of Banking was not able to conduct an examination of State

Security during that year. Fourteen months passed after the Department's

"visitation" in December,. 1982, until the next "visitation" in February,

1984. (In fact, a full-scale examination of the institution had not

occurred since February, 1982, and no further detailed examinations by the

(1) Security Investment Company was formed by State Security in 1978, but

it remained inactive until 1983. Other than Villa Tierra, which was

originally acquired in lieu of debt from a defaulted borrower, SIC also

received its parent company's interest in Forest Lake Estates and Taylor

Meadows.. Accordi ng to Mr. Hake, thi s subs i di ary was formed express ly for

the purpose of disposing of, and liquidating, the substandard assets of

State Security Savings.
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Department of Banking would take place before State Security's bankruptcy

in July, 1984. Nevertheless, the examiners' abbreviated review of State

Security in February, 1984, revealed some disturbing indications (which

have already been discussed). The examiners noted, in addition, several

statute and rule violations by the institution, to-wit:

1. Five violations of section 8-409, relating to loans in

excess of the institution's lending limit. (All but one

of which arose from the same circumstances as mentioned

in previous years. The one exception will be discussed

in Part VI-A.)

2. Two violations of section 8-409.01, relating to loans

to directors, officers and employees without prior

approval by the institution's board of directors,

(which will be discussed further in Part VI-A).

3. Two violations of Department Rule 16, concerning

the unapproved receipt of real estate in satisfaction

of debt by an industrial loan and investment company.

4. One violation of section 8-411(2) and one violation

of Department Rule 72(2), both relating to improper

advertising.

5. One violation of Department Rule 14, concerning

inadequate cash reserves (resulting from withdrawal
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of certificates following the failure of Commonwealth

Savings Company.

The most important event for State Security Savings in 1984 was, of

course, its declaration of bankruptcy on July 9 of that year. Several

circumstances in 1984 which led up to that event deserve to be mentioned.

The closing of Commonwealth Savings Company by the Nebraska Department of

Banking on November 1, 1983, had a profound effect on the level of

certificates of indebtedness held by State Security. On the same day as

Commonwealth's closing, the Department issued an order partially

"freezing" the certificates held by all industrial loan and investment

companies in Nebraska. (See Exhibit 23) The freeze prohibited

certificates from being paid by the financial institution to its

account-holders unless either 1) the certificate had matured, or 2) the

certificate-holder died or was declared incompetent. The obvious intent

of the Department's action was to prevent an immediate liquidity crisis in

the state's industrials by prohibiting panicked account-holders from

demanding repayment before the maturity of their certificates. However,

the order did not prevent a long-term bleeding of the institutions during

the months to follow as certificate holders withdrew their accounts upon

maturity. Also, the order had the ultimate and arguable effect of

discriminating against the account-holders whose certificates did not

mature -- and were therefore not withdrawable -- until after State

Security declared bankruptcy on July 9, 1984.

Between November 1, 1983 and the date of State Security's bankruptcy on
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July 9, 1984, the institution's accounts dropped by more than 19 million

dollars as certificates matured and were withdrawn. (See Exhibit 24)

This loss represented approximately 38 percent of State Security's total

certificates of indebtedness in only 8 months.

In became evident to State Security's management immediately after

Commonwealth's demise that State Security's assets would not be

sufficiently IIliquid ll to keep pace with the withdrawal of certificates as

they matured. Consequently, State Security entered into an arrangement

with First National Bank of Lincoln whereby First National augmented State

Security's liquidity by purchasing some of State Security's performing

loans. Beginning on November 16, 1983, through June, 1984, First National

purchased loans from State Security totalling $13,652,000.(1) All of the

loans which ·were not paid off while being held by First National were

ultimately repurchased by State Security as a part of its reorganization

plan.

(1) First National Lincoln paid approximately 85 percent of the face

amount of the loans purchased. The remaining 15 percent served as a

reserve to cover First National's collection costs or losses due to

nonpayment, and was eventually returned to State Security when the loans

were repurchased. In addition, First National purch.ased the loans II with

recourse. 'II In other words, if the loans ultimately failed to yield

sufficient funds to equal the purchase price, First National reserved the

right to collect the deficiency from State Security.
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In March, 1984, the Federal Savings and Loan Insurance Corporation

conducted an examination of State Security Savings in response to its

application for insurance. (On December 19, 1983, State Security applied

for FSLIC insurance coverage as a state-chartered stock-owned bUilding and

loan company.) Then in May, State Security's subsidiary, Security

Investment Corporation, successfully obtained a tax-exempt endorsement

from the Nebraska Investment Finance Authority for a 6.8 million dollar

loan to aid in the development of the Villa Tierra apartment complex.(I)

Also in late-1983/early-1984, negotiations took place concerning the

possible acquisition of State Security by a Nebraska financial institution

and by an individual from Texas (which will be explained in detail in

part VI-D of this report). However, neither of those proposed

acquisitions were successful.

Then on July 9, State Security filed for reorganization under Chapter 11

of the United States Bankruptcy Code. As background for this event,

occurrences within the final days before the filing should be noted.

(1) This loan has not, to this date, been finalized, as Security

Investment Corporation has been unable to find a lender to participate in

the arrangement, which is necessary under this particular NIFA program.

Also, according to NIFA's board minutes, Mr. William Wright, as a member

of the board, declared a conflict and abstained from voting on this NIFA

action.
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On July 5, 1984, a letter (Exhibit 25) from Senators Bill Harris, Chris

Beutler, David Landis and Don Wesely was delivered to Mr. Don Nelson,

Governor Kerrey's Chief of Staff, outlining the senators' anxiety

concerning the condition of State Security. The Department of Banking

shared that anxiety, and sent examiners into the institution on or about

July 6 in order to closely monitor the situation. The Department's

pri.mary concern was that State Security was unable to sell any more of its

loans, thus rendering it incapable of maintaining sufficient liquidity to

match withdrawals. Director Beverage was also working to find a buyer for

State Security, but with no success.

On Saturday, July 7, Mr. Hake met with Director Beverage to discuss State

Security's options and the Department's concern over the institution's

condition. Director Beverage informed Mr. Hake that no potential buyers

of State Security had yet been found. On Sunday, July 8, Mr. Hake

consulted with attorneys from an Omaha law firm to discuss possible

bankruptcy. When Monday, July 9, arrived, the Banking Department decided,

based on the exami ner's ' reports, to ta ke over State Secu ri ty after the

institution was closed for business later that day.

On the morning of July 9, Mr. Hake called Director Beverage and invited

him to meet with the State Security board of directors later that day.

Mr. Hake intended to inform the Director at the meeting of the board's

decision to declare bankruptcy. Director Beverage, on the other hand,

intended to inform the board of his decision to close State Security. On

the afternoon of July 9, Director Beverage and two of his staff traveled

to the law office of "Wright, Rembo1t, Milligan and Berger," the attorneys
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representing State Security and Security Financial, to attend the

scheduled meeting. Upon arrival, the Director was advised that State

Security had already filed for bankruptcy earlier in the day.

Following State Security's bankruptcy filing, Director Beverage consulted

with the Nebraska Attorney Ge~eral 's office concerning the matter. Based

upon the advice he received from Attorney General Paul Douglas,the

Department of Banking filed a challenge questioning State Security's

eligibility for protection under the Bankruptcy Code.(I) The basis for the

Department's action was threefold:

1. It was Director Beverage's belief that the Department simply had

an obligation to challenge the ability of a state-chartered industrial

loan and investment company to qualify under the federal bankruptcy laws;

2. It was the Department's understanding that State Security had the

authority under the bankruptcy provisions, and the intent, to receive new

(1) Incidentally, in December, 1983, Banking Director John Miller

solicited an opinion from the law firm of "Wright, Rembolt, Milligan and

Berger" (which firm included William Wright as a partner, and which

represented State Security and Security Financial), regarding whether

Commonwealth Savings Company was eligible for relief under the federal

Bankruptcy Code. The firm's response, dated December 29, 1983, concluded

that Commonwealth, as an industrial loan and investment company, was not

an eligible debtor under the provisions of the Code. (See Exhibit 26)
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accounts during the pendency of the bankruptcy proceedings; and

3. There was no provision in State Security's proposed "plan of

reorganization" for any regulatory supervision over the corporation given

the responsibility of liquidating some of the institution's assets.

Eventually, the challenge was withdrawn as the result of a settlement

between the Department and State Security, which required the amendment of

the institution's proposed plan of reorganization. The amended plan was

submitted to, and ultimately approved by, the bankruptcy court.

VI. ISSUES OF SPECIAL CONCERN

In order to preserve the continuity of the preceding chronicle, the

explanation of certain events and issues, which are relatively complex or

which span a long time period, have been omitted. These items will be

addressed at length in the following sections.

A. SHOPPERS FAIR

The transaction commonly referred to as "Shoppers Fair ll has already been

briefly discussed in part V-G of this report. However, to completely

understand the complexity and ramifications of this real estate transfer,

it is necessary to place the event in historical perspective.- Toward that

end, a "Shoppers Fair Chronology" has been prepared. (See Exhibit 27)
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The content of the chronology has been gleaned from the following sources:

1. Public records

2. Department of Banking records, which include:

a. Examination reports

b. Investigation testimony

c. Investigation exhibits

3. Research of the Banking, Commerce and Insurance

Committee and of the Special Subcommittee.

The reader will note, upon review of the chronology, references to

exhibits and transcribed testimony. Because these documents are so

voluminous, they have not been reproduced to accompany the chronology.

The supporti ng documentati on is, however, wi thi n the. Comrni ttee' s

investigatory files.

In regard to the Shoppers Fair transaction, several matters which have not

yet been discussed are worthy of note:

1. In April of 1984, the Department of Banking and Finance conducted

an investigation into the Shoppers Fair transaction. The inquiry was

launched primarily in response to allegations spawned from a videotape

prepared by Mr. Alan Plessman, the attorney for Messrs. Rentfro and Joyce,

which was sent to Governor Robert Kerrey on March. 16, 1984. (See the

Department's "Order and Notice of Hearing," Exhibit 28) At the close of
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the investigation, Director Roger Beverage issued an order stating:

1I ... that the practice of Security Financial Corporation,

holding company for State Security Savings Company, and of

State Security Savings Company of paying a IIbuy-down ll of an

interest rate by a borrower directly to the holding company,

rather than to State Security Savings Company, is hereby

disapproved and prohibited. 1I

(See Exhibit 29) In conjunction with Director Beverage's order, the

Department also issued a press release which commented that:

IIBased upon the evidence which has been received, the

Department is convinced State Security Savings Company

has not been damaged or harmed financially as a result

of the purchase and sale of Shoppers Fair. The transactions

which were involved with this specific transfer of property

in fact strengthened the financial position of State

Security Savings Company.1I

(See Exhibit 30) Also as a result of the Department of Banking's

investigation, Director Beverage issued an order on May 15, 1984,

requiring Department approval of any settlement between State Security and

Rentfro/Joyce relating to the Shoppers Fair matter. (See Exhibit 31)

Approx ima'te1y seven months 1ater, on December 12, 1984, the Depa rtment

formally approved the final settlement of the Rentfro/Joyce claims against

State Security (see Exhibits 32 and 33), although the Department had given
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its informal approval in June of 1984.(1)

2. The characterization of the "fees" received by Security Financial

from the Shoppers Fair/Pioneer Plaza transactions has been addressed

earlier in part V-G of this report. If the fees were appropriately termed

as "buy-down" fees, then there was the related matter of whether or not

the incident warranted criminal prosecution. The justification for such

prosecution would arguably be based upon the allegation that Security

Financial deprived State Security of funds to which the financial

institution was entitled. The matter was reviewed by the Lancaster County

Attorney's office, and by the Nebraska Attorney General's office, which

determined that no criminal prosecution was justified. Any

reconsideration of possible prosecution would not be feasible, as the

question is now moot. According to Nebraska statute 29-110, the "statute
'---.

of limitations" for a misdemeanor is eighteen months, and is three years

for a felony (except for certain crimes inapplicable in this situation).

Assuming that any arguable felonious criminal activity was involved in the

(1) On July 6, 1984, three days before State Security declared bankruptcy,

the "settlement agreement" was amended by the parties to include a

"covenant not to sue" in regard to the Shoppers Fair and Pioneer. Plaza

transactions. (See Exhibit 34) Also executed on July 6, but not as a part

of the amendment, was an indemnification agreement between Rentfro/Joyce

and State Security to hold each other harmless with respect to any claims

by American Investment Group (the purchaser of Shoppers Fair). (See

Exhibit 35)
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transaction, and that a criminal act occurred as late as June 7, 1983

(when Security Financial received payment of the fees), then the

three-year limitation period expired on June 7, 1986.(1)

3. The Department of Banking's examination of State Security in

February, 1984, recorded that the institution wa$ in violation of two

Nebraska laws relating to its involvement in the Shoppers Fair/Pioneer

Plaza transactions. Both alleged violations stemmed from the loans made

by State Security to Transamerican Investment Co. (the partnership of

.William Wright and James Stuart, Jr., which borrowed $500,000 to assist in

its purchase of Pioneer Plaza), and to American Investment Group (the

partnership of Mr. Stuart and Dr. Fred Kiechel, and later Messrs. Wright,

Kerrey and Rasmussen, which borrowed $750,000 to assist in the acquisition

of Shoppers Fair). Subsequent reviews by the Lancaster County Attorney's

office, and by the Nebraska Attorney General's office, resulted in a

determination that no criminal prosecution was justified.

The first alleged violation concerned the fact that Mr. Wright's aggregate

borrowings from both transactions exceeded State Security's statutory

lending limit (section 8-409), which was at that time $1,035,560.

According to a memorandum from the examiner to Patricia Herstein, the

(1) On May 28, 1986, four members of the Harris Subcommittee conducting

the preliminary inquiry into the State Security bankruptcy, sent a letter

to the Director of Banking outlining their concern in this regard. (See

Exhibits 36, 37 and 38)
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Department's General Counsel, State Security did not consider its funding

of the Pioneer Plaza transaction to be a "loan," since the purchase

involved a conditional sales contract, which left the title to the real

estate in the hands of State Security. (See Exhibit 39) In other words,

since Transamerican Investment Co. used the $500,000 from State Security

to purchase the property by contract, rather than outright, the sum was

not a "loan ll
-- even though the proceeds facilitated the purchase and were

applied to the benefit of Transamerican, which had the obligation to repay

the funds. Furthermore, according to the legal counsel for State Security,

the $750,000 note relating to the Shoppers Fair transaction was not a

IIl oan ll for the purpose of section 8-409, because:

liThe $750,000 note was simply carry-back financ"ing

offered by State Security Savings Co., which converted

the equity that it held in Shoppers Fair over and above

the 1.9 million dollar first mortgage to a negotiable

instrument that was an asset accruing interest. 1I

(Page 5 of the Memorandum Brief submitted to the Department of Banking on

behalf of State Security; see Exhibit 40)(1) Despite the above-mentioned

arguments, it should be observed that in the minutes of the State Security

board of directors' meeting on March 2, 1984, where State Security·s

(1) Note that with regard to State Security's alleged lI equ ity ll in Shoppers

Fair, the institution never too~ title to the real estate. American

Investment Group purchased the property directly from the RJW partnership.
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financing in the Shoppers Fair and Pioneer Plaza transactions were

formally ratified, both financing arrangements were specifically

characterized as "loans." (See Exhibit 41) In any event, the financing

arrangements to both American Investment Group and Transamerican

Investment Co. were eventually sold on a nonrecourse basis by State

Security shortly after the Department's investigation, and were thereby

particular financing arrangements will be henceforth referred to as

"loans," with the caveat that the characterization is disputed.)
-
-

removed from the institution's books. (For ease in reference, these

The second alleged violation related to Nebraska statute 8-409.01

(Exhibit 42), which forbids industrial loan and investment companies from

making loans to officers, directors or employees unless the loan is

expressly approved by the institution's
'--.

board of directors. This

prohibition also requires board approval of loans to an officer-controlled

corporation or to a partnership in which an officer is a member. In Mr.

Wright's case, neither the $500,000 loan to Transamerican Investment

Company (in which he was a partner) or the $750,000 loan to American

Investment Group (in which he subsequently became a partner) received

prior approval by the State Security board of directors. While the

examiner reported the loans as being in violation of section 8-409.01, it

is important to note that the statute does not require board approval of

loans to a director-controlled corporation or to a partnership in which a
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director is a partner.(l) Further, Mr. Wright was not a partner in

American Investment Group on the date the loan was made. The question of

whether the provisions of section 8-409.01 were broad enough, despite the

above considerations, to successfully prosecute Mr. Wright was discussed

between the Banking Department, the Attorney General's office and the

Lancaster County Attorney's office. However, no criminal charges were

ultimately filed.(2)

4. Lastly, the Shoppers Fair transaction peripherally involved

Governor Robert Kerrey, who became a partner in American Investment Group

after the initial arrangements for the purchase were made. When Shoppers

Fair first came to the public's attention in March/April, 1984, and

Governor Kerrey's participation in American Investment Group was revealed,

the relationship aroused" speculation concerning whether Governor Kerrey

improperly used his office to profit from the transfer of the real estate.

According to the testimony given in the Banking Department1s investigation

(1) A legislative bill to remove this exclusion was introduced by Senator

John DeCamp in 1985 (LB 451). The bill was advanced by the Banking

Committee, but was indefinitely postponed by the legislature in 1986.

(2) The loans to American Investment Group and Transamerican Investment

Co. were finally and officially ratified by the State Security board of

directors at a special meeting on March 2, 1984 (Exhibit 42) -- four weeks

before the Banking Department commenced its investigation into the

subject.
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of Shoppers Fair in April, 1984 (see the Shoppers Fair Chronology,

Exhibit 27), Kerrey had been approached by Mr. Wright concerning a

possible unnamed "investment" in mid to late March, 1983. It was not

until April 1, 1983, however, that Wright specifically identified the

investment as being Shoppers Fair. There is no indication that Kerrey was

actively involved in Shoppers Fair until, on April 12, 1983, he signed the

document amending the American Investment Group partnership agreement to

include himself as a partner. (See Exhibit 43) Although, according to

Dr. Fred Kiechel, one of the original AIG partners, Mr. Wright indicated

as early as March 19, that Governor Kerrey would eventually join the

partnership. The transcript of Dr. Kiechel's testimony, while being

questioned by Mr. Patrick O'Brien, Chief Deputy Attorney General, reads as

follows:

QUESTION: The 19th then is the first time

you talked to him (Mr. Wright) about it .

Did he explain what the deal was, what

the price of the building was, what your contribution

would be, who the partners were?

ANSWER: He explained -- He basically explained what my

contribution would be and just said that he and Stuart

had gone over the figures and they thought it would cash

flow without having to put much money into it.

QUESTION: Did he at that time indicate he would be a

partner in this arrangement?

65



ANSWER: He gave me the feeling or impression that he would

be a partner.

QUESTION: Did he indicate that Jim Stuart would be a

partner in this arrangement?

ANSWER: Yes.

QUESTION: Did he tell you that anybody else would be a

partner in this arrangement?

ANSWER: I had the feeling that Kerrey was going to be

a partner. I mean, he mentioned Kerrey.

(Pages 450 and 451 of the hearing transcript of April 5, 1984.)

While American Investment Group acquire the property for a relatively low

price (1), and Governor Kerrey did eventually become a member of the

(1) An appraisal form completed by Mr. Mike Fosdick, an officer of State

Security, dated March 1, 1983, evaluated Shoppers Fair at between

$2,655,009 and $3,250,000. (See Exhibit 44) Realcorp of Chicago, in its

letter of May 11, 1983, offered $2,950,000 cash for the real estate. (See

Exhibit 45) In addition, Ms. Becky Broyles, the real estate broker hired

by Rentfro and Joyce to help find a buyer for Shoppers Fair, stated in the
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partnership, there is no evidence to suggest that Governor Kerrey used his

office to influence the outcome of these events or to otherw~se benefit.

B. DISBURSEMENTS FOR ACQUISITION OF STATE SECURITY SAVINGS CO.

A summary of the disbursements of Security Financial Corporation, State

Security's holding company, for the acquisition of State Security Savings

Co. is provided in "Part K" of Exhibit 48.

C. STATE SECURITY LOANS TO GOVERNOR ROBERT KERREY

During the course of the Banking Committee's inquiry relating to State

Security Savings, the Committee learned of the existence of a lengthy and

significant lender-borrower relattonship between State Security and the

business interests of Governor Robert Kerrey. The existence of the

relationship was not suspect, by itself. However, the Committee concluded

that it was appropriate to obtain the details of the relationship in order

to either lay to rest any suspicion of wrongdoing relating thereto, or to

uncover such wrongdoing, if it existed.

In response to the Committee's request for information, Governor Kerrey

provided the Committee with a summary of his business relationship with

famous videotape prepared by Mr. Plessman, that the property was worth

$3,500,000. American Investment Group paid $2,650,000 for Shoppers Fair,

not including the $150,000 fee to Security Financial Corporation.
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the institution. (See Exhibit 46) The Committee's legal counsel was also

given access to State Security's records documenting that borrowing

history. Legal counsel's review of the supporting documentation verified

the contents and conclusions of the Kerrey summary. Moreover, legal

counsel's scrutiny of records relating to Governor Kerrey's personal

borrowing relationship with State Security revealed no irregularities or

improprieties.

D. ALVEY OFFER TO PURCHASE STATE SECURITY SAVINGS COMPANY

In late-November/early-December, 1983, only weeks after the failure of

Commonwealth Savings Company, Security Financial Corporation was

approached by Mr. Thomas L. Alvey of Midland, Texas, who expressed an

interest in purchasing State Security Savings Co. Mr. Alvey was aware of

·State Security's precarious position in the wake of Commonwealth's failure

and the NOIGC's insolvency, but he represented to the Security Financial

stockholders that he could obtain deposit insurance for the financial

institution from a well-known national insurance company -- thereby

stopping the mounting losses of accounts.

Although not disclosed initially, Mr. Alvey was actually an agent acting

on behalf of a principal, Dr. Joseph Boyd, also of Midland, Texas. Dr.

Boyd owned and operated a multimillion dollar company which developed and

sold condominiums in resort areas, and then held the promissory notes from

the individuals who would purchase the condominium units on a "time-share"

basis. Dr. Boyd planned to first acquire State Security and then solicit

out-of-state deposits for the institution, thus raising its liquidity.
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Next, he intended to use State Security to buy the "time-share paper" from

his company, which would, in exchange, purchase assets (i.e., loans) from

State Security -- all for the benefit and profitability of State Security

Savings and Messrs. Boyd and Alvey.

On January 6, 1984, Security Financial entered into an agreement with

Mr. Alvey granting him the option to purchase State Security for the sum

of $6,750,000. The agreement, as modified by the parties on January 9,

provided for advance payment of a $2,000,000 option price to Security

Financial, with $675,000 of the amount being paid on that date. (See

Exhibit 47)The balance of $1,325,000 was due on January 16, 1984. The

agreement further specified that failure to make the January 16 final

payment would result in Mr. Alvey's forfeiture of the $675,000 down

payment on the option.(l)

The principals of Security Financial were, needless to say, pleased with

the possibility of selling their interest in State Security for a price

that would generate a significant profit, and with the buyer's assurance

that insurance could be obtained for the ins~itution. They were also

encouraged by receipt of the first installment of the option price, which

seemed to indicate the serious intent and and substantial resources of the

purchaser. Hence, Security Financial decided to begin disbursement of the

proceeds to its stockholders as a part of a structured liquidation

(1) Mr. Alvey also paid a $350,000 fee to Mr. Gerald Woody of St. Joseph,

Missouri, for services rendered in connection with the transaction.
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designed to take advantage of certain federal tax provisions.

Upon receipt of the $675,000 installment from Mr. Alvey on January 9,

Security Financial disbursed $200,000 to Marmat Corporation (the Wright

family corporation holding 32 percent of Security Financial's stock) and

$12,500 to Michael Fosdick (an officer of State Security, for the purpose

of redeeming his stock in Security Financial). On the following day,

Security Financial disbursed an additional $200,000 to Marken Equities

(the Hake family partnership holding 32 percent of Security Financial's

stock) as well as $200,000 to Leon Olson (who personally held 32 percent

of Security Financial's stock). The corporation's books reflect that

$100,000 of each of the payments to Marmat, Marken and Olson were termed

as loans. The 'majority of the funds disbursed were eventually returned to

Security Financial, as is explained in detail in ."Part HI! of Exhibit 48.

The January 16 deadline passed without payment of the final installment on

the option by Mr. Alvey. Security Financial therefore considered the

first $675,000 installment to be forfeited, as provided in the contract.

Nevertheless, Mr. Alvey continued his efforts to consummate the purchase.

Mr. Alvey, through his attorneys, communicated with the Nebraska

Department of Banking in late-January/early-February to work ~ut the

regulatory details concerning the takeover. Then on or about February 6,

1984, Director "Beverage learned that Dr. Boyd, who was the principal

behind the proposed acquisition,had been indicted in New Mexico for fraud,

embezzlement and racketeering relating to the sale of "time-share condo

paper" to a state-chartered savings and loan in New Mexico. Now that the
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Department of Banking was aware of the danger involved in approving the

acquisition of· State Security by Alvey/Boyd, it was highly unlikely that

the takeover would have been approved. Regardless, the Department was not

called upon to ratify the transaction, as the prospective purchasers were

unable to obtain private deposit insurance for State Security, and the

deal fell through.(l)

With regard to the ultimate disposition of the $675,000 received by

Security Financial, please refer to the itemization listed in "Part H" of

Exhibit 48.

(1) Subsequent research by the Committee has revealed that Dr. Boyd was

convicted of securities fraud in New York in the early 1970's, and he

remains under an injunction by the court with regard to that matter.

Dr. Boyd's New Mexico indictment in November, 1983, involved his purchase

of a savings and loan company in Clovis, N.M., where he allegedly used the

institution to buy over-valued time-share condo paper from his development

company. Charges against Dr. Boyd relating to that matter remain

unresolved. However, Dr. Boyd has sued the prosecuting attorneys for

damages resulting from, among other things, their interference in his

proposed acquisition of State Security Savings Co. of Lincoln.
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EXHIBIT 1

LEGISLATIVE RESOLUTION 1.

Introduced by Warner, 25th District: Vickers. 38th District
Remmers, 1st District; Lamb, 43rd District; Nichol. 48th District.

WHEREAS. two claims have been filed against the State of
Nebraska as a result of the insolvency of Commonwealth Savings
Company. one of such claims resulting in a settlement appropriation

by the Nebraska Legislature in the amount of $8.500.000. and
\VHEREAS. at least two other state chartered financial

institutions. namely. State Security Savings Company. and American
Savings Company. have failed and. because of their status as
Industrial Loan and Investment Companies, and because the funds
deposit there were guaranteed by the NDIGC. and possibly as a
result of activities by individuals associated either directly or
indirectlv with either or both of the above institutions. future claims
may be flIed against the State of Nebraska based upon the same or
similar circumstances or theories of liability or guilt which supported
the claims filed by the Receiver of Commonwealth Savings Company;
and

WHEREAS. it would be prudent for the Nebraska Legislature to
study all aspects of any potential liability, exposure. or responsibility
of the State of Nebraska with regard to the failure of State Securitv
Savings Company and Americ'an Savings Company and othe-r
financial institutions chartered by the State of Nebraska whose
deposits were insured by the NDIGC.

NOW. THEREFORE. BE IT RESOLVED BY THE MEMBERS
OF THE EIGHTY·NINTH LEGISLATURE OF NEBRASKA.
SPECIAL SESSION:

1. That the Nebraska Legislature's Banking, Commerce and
Insurance Committee together with four additional members of the
Legislature to be appointed by the Legislature's Executive Board
conduct a complete study and investigation to carry out the purposes
of this resolution which are to determine any liability or potential
liability or responsibility of the State of Nebraska with regard to the
failure of State Security Savings Company and American Savings
Company and to determine all aspects of propriety or impropriety
of conduct by any or all public officials who in any way were directly
or indirectly connected to. affiliated with or involved with State
Security Savings Company or American Savings Company: and

2. That this Committee shall have such reasonable and necessary
support from the Legislative Council as is appropriate and necessary
to do the study and investigation sought by this resolution: and

3. That the Committee shall. upon the conclusion of its work,
make a detailed report of its findings. together with any
recommendations for legislation or other official action. to the
Legislative Council and the Legislature of the State of Nebraska: and

4. That this Committee shall have until the 1st day of March, 1986
to complete its work on this matter unless such date is altered or
changed by the Legislature of the State of Nebraska by a majority
vote.
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SENATOR JOHN DECAMP

District No. 40
Box 34

Neligh, Nebraska 68756

Legislative Address:
State Capitol
Room 1116

Lincoln, Nebraska 68509
Telephone (402) 471-2618

MEMORANDUM

Nrbrtt5kn Sttate 1£rgi51nturr
Unicameral

Lincoln, Nebraska 68509

1

EIGHTY-NINTH LEGISLATURE

EXHIBIT 2

COMMITTEES

Chairman. Banking. Commerce and Insurance
CommIttee on Committees

Executive Board
Public Works

Reference
Legislative Council

-
-
-
-

---

TO: All members of the Executive Board, All members of the Banking,
Commerce and Insurance Committee and all interested parties.

FROM: Senator John W. DeCamp

DATE: September 27, 1985

1. As chairman of the Banking, Commerce and Insurance Committee, I am hereby
appointing Senator Bill Harris to act as subcommittee chairman with total
and complete authority as chairman to handle the Banking, Commerce and
Insurance Committee's work on the matter of State Securities and American
Savings Company. This action is effective, should Senator Harris choose
to accept this mission, beginning the 28th day of September 1985.

2. The goal I am assigning to Senator Harris is to complete the work, at least as
far as reasonably possible, by the beginning of the 1986 legislative session.
Such work as is not completed by that time, will of course be completed
during the session and ideally prior to March 1, 1986. Senator Harris,
under this directive, will have sole and complete authority subject only
to a majority vote of all of the other committee members to determine all
aspects of this study.

3. I am taking this action for a variety of reasons. Chief among these reasons
are the following:

a. Governor Robert Kerrey has expressed outward hostility towards my con­
ducting the investigation or study as chairman and has suggested that
if I were to chair. the study, the study would be a "witch hunt."
Lest there be even a shadow of a doubt in the mind of the Governor about
the objectivity of the study or my motives, this action on my part
should clear up that problem. Why? Senator Bill Harris is the
Governor's own appointment to the Legislature. Senator Harris is a
Lincoln Senator who has repeatedly claimed the State is completely
liable in the failure of Commonwealth. Senator Harris is therefore
trusted probably as much by the Commonwealth or State Security depositors
as anybody in this State from the perspective of protecting their interest.
Senator Harris is a Democrat which overcomes the Governor's fear that
there is some kind of a partisan plot against him. Senator Harris has
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the ability to do the job.

b. Approximately· 80 to 90 percent of the study or investigation of State
Securities has already been completed by the Banking, Commerce and
Insurance Committee--and any Senator in the Legislature is welcome
to receive a briefing from committee counsel with the permission of
Senator Harris on the work to date. Therefore, the primary activity
of the study will be to gather information on the American Savings
situation. Some details still have to be completed on State Securities,
but, in my opinion, they are relatively minor.

c. My personal goals in this entire matter and my goals as chairman of
the Banking, Commerce and Insurance Committee ate to get all of this
junk behind us and behind the State. I watched Watergate paralyze
and cripple the United States and I watched Commonwealth paralyze and
cripple the State of Nebraska. There are serious matters this State must
deal with and at this time, the energy and ability of legislators to
deal with the farm crisis, with the budget crisis, with the education
crisis, with the financial crisis, is rendered almost inoperable as
long as the State is obsessed with Commonwealth, State Securities and
who did what or why or how. At some point, these matters haye to be
over. My personal preference is to have them completely over by
January.

d. My own personal analysis of the State Securities matter leads me to
believe that the State of Nebraska has absolutely no liability and
this should be quickly and clearly' settled so that we do not hang out
in the future. The same with American Savings based upon the information
I have gathered thus far. And State liability is the only thing I care
about from my personal perspective in the matter of Commonwealth, State
Securities, and American Savings. What the Governor or Mr. Wright or
anybody else did or did not do is of little concern to me so long as
there is no exposure for State liability. I am satisfied there is none.
And those who fear if I would or should run for Governor that I might
or someone else might use the State Securities matter as a device for
campaigning are living in a fools paradise. That is not my style. When
and if I run for anything I will run based on the issues and my own per­
sonal programs or record and not somebody elses private business dealings.
I am one individual who is so completely familiar with the concept of
witch hunts and have no desire, inclination or anything else to wander
on a witch hunt. It takes too much energy and effort.

e. This matter of liability or potential exposure has to be cleared· up now
because of other situations which are generating additional state liability
and exposure. I speak of the failure of insurance companies in general.
Another one failed and I can see the State is potentially going to be
exposed for five million dollars. There are those who will say that the
other insurance companies have to pick up this potential loss of the
recently failed Iowa National Mutual Insurance Company. But, the law
~n Nebraska is that these other insurance companies can deduct those
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Executive Board
Banking Committee
September 27, 1985
Page 3

amounts directly from their taxes. Thus, the taxpayer is picking up
the tab. We have to get the State out of the business of guaranteeing
insurance companies or banks or anything else. We simply cannot afford
it. And to the degree that there is any lingering question of potential
exposure on State Securities or American Savings or Commonwealth, we
have to get this stopped and resolved once and for all now and get it
behind us as I have said.

\.
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September 30, 1985

Senator Bill Harris
Box 27 State Capitol
Lincoln, NE 68509

Dear Bill:

Having a subcommittee of the Banking Committee do a preliminary
investigation of the State Securities-American Savings situation
appears to be a useful first step~ I understand from Senator DeCamp's
letter that you wi 11 structure and chai r the subcomm~ ttee. It is my
further understanding that the subcommittee will eventually make a
decision as to whether further investigation by a larger and more
formalized investigative committee would be in order. Your report, made
to the Banking Committee as a whole, will be forwarded with endorsement
by the entire Banking Committee to the Executive Board if further .
investigation is believed to be in order. Your report should clearly
recite the facts that indicate further investigation is appropriate
in the event you recommend further investigation.

I understand that Senator Warner and the other introducers of LR 1
are amenable to the use of a Banking Committee subcommittee for
preliminary investigative work.

You asked for clarification on certain legislative rules, Bill.
It is my opinion that voting members of a subcommittee must be
members of the larger committee. Members of the legislature,
including introducers of the resolution, may. be invited to participate
in the work of the subcommittee as non-voting members. Traditionally,
the ch1ef introducers of study resolutions have often been invited
to pa rti ci pa te.

Since all interested parties seem to have agreed to the preliminary
subcommittee investigation I will recommend to the Executive Board

'-
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that LR 1 be held by the committee and not referenced. If Senator Harris'
subcommittee issues a detailed report which indicates further
investigation. is appropriate, ·then the Executive Board will wrestle
once again with the question of the formation of a special investigating
committee with subpeona powers and special counsel. .

Very Truly Yours,

Ch ri s Be ut1er
CB/pu

cc: All Executive Board Members
Senator Jerome Warner
Senator Howard Lamb
Senator William Nichol
Senator R. Wi ley Rerrmers
Senator Tom Vickers
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EXHIBIT 4

RESOLUTION

WHEREAS, the following members of the Legislature's Banking, Commerce and
Insurance Committee have been appointed to a Special Subcommittee to examine
the bankruptcies of State Security Savings Company and American Savings
Company, and the circumstances" relating thereto, namely Senators Bill Harris,
Loran Schmit, Emil Beyer, and James Pappas; and

WHEREAS, the following members of the Legislature have been appointed ex
officio members of the aforementioned Special Subcommittee, namely Senators
Jerome ~arner, Gary Hannibal and Wiley Remmers; and

WHEREAS, six claims were filed with the State Claims Board in October, 1985,
regarding alleged negligent acts and omissions by the State of Nebraska con­
cerning Commonwealth Savings Company, the Nebraska Depository Institutions
Guaranty Corporation, State Security Savings Company, and American Savings
Company, and such claims are still pending before the State Claims Board; and

WHEREAS, the Legislature may be called upon to review a settlement or judgment
in favor of the aforementioned claimants before appropriating funds to pay
such settlement or judgment; and

WHEREAS, during the period since its inception, the Special Subcommittee has
conducted numerous meetings to consider relevant information made available
to it through its legal counsel, and through the Nebraska Department of
Banking and Finance; and

WHEREAS, ba~ed upon consideratiqn of the information made available to it,
the Special Subcommittee finds that it is appropriate to review the adequacy
of existing statutes, relating to the regulation of financial institutions,
to discourage and eliminate possible future wrongdoing by individuals or
financial institutions brought to light by the circumstances leading up to
and surrounding the bankruptcies of State Security Savings Company and
American Savings Company; and

WHEREAS, the Special Subcommittee finds that there is a continued need for
the Legislature to exercise its oversight concerning the resolution of the
State Security Savings Company and the American Savings Company matters which,
because of the ongoing involvement of the United States Bankruptcy Court,
remain as yet unresolved.

\



NOW, THEREFORE, BE IT RESOLVED, that the members of the Special Subcommittee
do hereby recommend to the members of the Banking, Commerce and Insurance
Committee that it is appropriate for the Legislature's Executive Board to
take the necessary steps to conduct a formal investigation of the facts and
circumstances leading up to and surrounding the bankruptcies of State Security
Savings Company and American Savings Company, and to conduct a review of the
continued status of such financial institutions and their related entities.

\

Pappas

t,~~Senator Sc mlt'

DATE: <a - t_-~~---..;b~_

Se .

-2-
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EXHIBIT 5

RESOLUTION

WHEREAS, in September, 1985, a Special Subcommittee of the ~anking,

Commerce and Insurance Committee was appointed to conduct a preliminary

investigation into the matters leading up to and surrounding the bankruptcy

of State Security Savings Company and American Savings Company, and to

determine whether a further investigation by a larger and more formalized

investigative committee would be in order; and

WHEREAS, on July 10, 1986, the Banking, Commerce and Insurance Committee

received a resolution unanimously adopted by the members of the Special Sub.
t

committee recommending that it is appropriate for the Legislature's Execut~e

Board to take the necessary steps to conduct a formal investigation of the

facts and circumstances leading up tq and surrounding the bankruptcies of

State Security Savings Company and American Savings Company, and to conduct

a review of the continued status of such financial institutions and their

related entities; and

WHEREAS, on July 21, 1986, the Banking, Commerce and Insurance Committee

met in a closed meeting to consider and discuss at length the recommendation of

the Special Subcommittee; and

WHEREAS, as a result of the Banking, Commerce and Insurance Committee's

review of the Special Subcommittee's recommendation, the Banking Committee

concluded that an immediate, formal and detailed investigation should be made

of:

1. The facts and circumstances leading up to and surrounding the

bankruptcies of State Security Savings Company and American

Savings Company;
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2. The activities of the Department of Banking and Finance,

its directors, employees, and agents in examining and

monitoring the activities of State Security Savings Company

and American Savings Compan~ their directors, employees and

agents, and their related entities and enterprises;

3. Activities of the Attorney General, Lancaster County Attorney,

and other law enforcement authorities in examining and

monitoring the activities of State Security Savings Company

and American Savings Company, and their related entities and

enterprises, and the directors, employees and agents of each;

4. Involvement of all past and present public officeholders in

the examining and monitoring of, or in their personal trans-

actions with, State Security Savings Company and American

Savings Company, and their related entities and enterprises,

and the directors, employees and agents of each;

5. Potenti.al liability of the State of Nebraska, its employees,

and agents for the losses of depositors, members and creditors

of State Security Savings Company and American Savings Company;

6. Possible legislation to improve, where necessary, public

institutions charged with oversight responsibilities for

financial institutions in Nebraska; and

7. Such other and additional business as may come before the in-

vestigative committee that touches upon any of the foregoing

matters, persons, entities, or issues.

:,

NOW, THEREFORE, BE IT RESOLVED BY THE MEMBERS OF THE BANKING, COMMERCE

AND INSURANCE COMMITTEE that:
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1. There is an urgent need for a formalized, in-depth legislative

investigation of the matters enumerated in this resolution;

2. The members of the Banking, Commerce and Insurance Committee hereby

request and recommend that the members of the Executive Board of the Nebraska

Legislature grant authority to the Banking, Commerce and Insurance Committee,

pursuant to Section 50-404, to conduct an immediate, formal and detailed

investigation into the matters enumerated in this resolution;

3. The members of the Banking, Commerce and Insurance Committee hereby

further request and recommend that, for the purpose of conducting such

investigation:

a. The committee should be vested with legislative power to issue

subpoenas and to take depositions, pursuant to sections 50-406

and 50-407. This power would commence with the committee's

investigation and end upon the conclusion of its investigation .

'If the committee need additional time for issuing subpoenas, it

would return to the Executive Board of the Legislative Council

for authorization. The committee would follow Rule 3, Section

20, of the Rules of the Nebraska Unicameral, regarding subpoena

procedures;

b. $25,000 should be allocated to the committee from Legislative

Council appropriations (specifically from unexpended funds

previously appropriated for the use of the Miscellaneous

Subjects Committee, which will not now be used) for the purpose

'of retaining legal counsel to assist the Banking, Commerce and

Insurance Committee, and its existing legal counsel, in under-

taking the investigation, and to cover any necessary committee
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expenses;

c. A majority of the committee members should constitute a

quorum for all purposes during the investigation;

d. The authority of the 'committee to conduct its investigation

should terminate on December 31, 1986, unless additional time

be granted by the Executive Board, and a final report should

be due upon termination of the committee's investigation.

I
t
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EXHIBIT 6

EXECUTIVE BOARD OF THE LEGISLATIVE COUNCIL

EXECUTIVE SESSION

July 30, 1986

The Executive Board of the Legislative Council met in Executive
Session at 10:00 a.m. on July 30, 1986 in Room 2102 of the State
Capitol. Present were Senator Calvin F. Carsten, Chairman, and
Senators Chambers, DeCamp, Marsh, Morehead, Nichol, Pirsch,
Schmit and Warner. Senator Barrett was absent.

The motion was made by Senator Pirsch, seconded by Senator Marsh,
that the Executive Board authorize an increase in the cost per
computer second which is charged to subscribers to the legislative
computer system. The request was made by Ron Bowmaster'{see his
memo to Executive Board Chairman on July 25, 1986 attached) .
The motion carried unanimously.

Senator DeCamp made the motion, seconded by Senator Marsh, that
the resolution presented by the Banking Committee concerning the
State Security Savings and American Savings matters be adopted.

Senator DeCamp offered an amendment to the ~otion, seconded by
Senator Chambers, that the investigation be open to the public
unless a specific witness requests his testimony be given in closed
session. This amendment was adopted unanimously.

Senator Schmit offered an amendment to the motion, seconded by
Nichol, to change the resolution regarding the $25,000 to say
the specific amount that is available and if more is needed that
the the Banking Committee come back to the Executive Board.
This amendment was unanimously adopted.

Senator Marsh offered an amendment to the motion, seconded by
Senator Nichol, that the Chairman of the Executive Board and one
member of his choice concur with the Banking Committee in their
choice of outside counsel for the inve?tigation. This amendment
was unanimously adopted.

Senator Marsh made the motion, seconded by Senator Chambers, that
the original motion as amended be adopted. This motion carried
by a vote of 8/0/1. Voting aye: Senators Carsten, Chambers, DeCamp,
Marsh, Morehead, Nichol, Pirsch, and Schmit. Absent: Senator
Barrett.

Having no further business, the meeting was adjourned.

-L
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1977 3-11-77 10.4% 41.9% 20.4% 2.8% 8.5% NA $27.7 $615,100 NA 90.1% None

1978 5-5-78 11.5% 29.1% 7.7% 1.1% 12.1% NA $34.5 $944,200 NA 78.3% $280,000*

6 hold

1979 12.2% 107.8% 98.2% 14.9% 26.4% 28.1% of $40.0 $586,300 20.6% 93.9% $150,000
9-14-79 all loans

7 hold

1980 1-5-81 11.7% 144.0% 113.1% 17.2% 13.0% 45.8% of $44.1 $710,800 22% 89.6% $500,000*
all loans

8 hold 25%(old
1981 2-12-82 8.0% 335.8% 312.1% 41.8% 23% 44.7% of $47.5 $504,400 system) 88.7% $500,000

all loans 12.4% (new
system)

8 hold

1982 12-6-82 8.9% NA NA NA 34.2% 40.1% of $48.9 ($358,600) 10.2% 79.3% $200,000
all loans

2-17-84
9 hold ($1,048,000) 4.46%1983/84 9.3% NA NA NA 23.9% 51.1% of $41. 4 78.9% $200,000*

all loans

EXHIBIT 8 -
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SECURITY FINANCIAL CORPORATION

WM. WRIGHT 32%
KEN HAKE 32%
LEON OLSON 32%
GRANT WHITNEY 4%

I ~

STATE
SECURITY
SAVINGS

I ~

SUBSIDIARIES

POST-ACQUISITION STRUCTURE
OF STATE SECURITY SAVINGS

(JUNE TO OCTOBER J 1978)

EXHIBIT 9
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_ EXHIBIT 10

SECURITY
FINANCIAL
CORPORATION

-
-
-
-
-

STATE
SECURITY
INSURANCE
SERVICES

WHOLLY-OWNED

STATE
SECURITY
SA'VINGS

SUBSIDIARIES

LANCASTER

COMPANY

FIRST
NATIONAL
LIFE

INSURANCE
COMPANY

-
-
-
-

WHO LLY OWN ED

STATE
SECURITY
BUILDING
CORP.

WESTERN
STATE
CO.

I,
50% ,I NTEREST

RJS

REORGANIZATION OF STATE SECURITY SAVINGS

(OCTOBER J 1978)



-
-
-
-

-

-
-
-
--
-
---

EXHIBIT 11

8-409. prohibited actiYiti••: banking; acting a. fiduciary: exce.aiv.
loan.: exception. Except as provided in this section, no industrial loan
and investment company shall (1) accept deposits or in any manner
obligate itself to maintain checking accounts or otherwise engage in
the business of banking, or (2) accept any trust, or act as guardian,
administrator or executor, or in any other fiduciary capacity. Any
industrial loan and investment company may accept funds to be held
in escrow and act as an escrow agent with respect to such funds. No
industrial loan and investment company shall make any loan to any
one person or corporation primarily in excess of twenty per cent of its
cOMbined capital, surplus, and capital notes and debentures, issued
pursuant to section 8-404.01, but for purposes of this section the dis­
counting of bills of exchange, drawn in good faith against actually
existing values, and the discounting of commercial paper actually
owned by the persons negotiating the same, shall not be considered as
the lending of money.

Source: Laws 1941. c. 13. § 8, p. 89; C.S.Supp.,1941, § 8-908;
R.S.I943. § 8-409; Laws 1967, c. 27, § 3, p. 138; Laws 1971,
LB 657, § 1; Laws 1978, LB 259, § 4.
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EXHIBIT 12

NEBRASKA

-
STATE OF NE3RASKA

DEPARTMENT OF BANKING &: FINANCE

The Depa:tment of Banking and Finance Wlsnes to cla::ify
recent press reports regarding possi~le criminal violations of
loan lending limits established for State Security Savings
Company. Recent newspaper articles have indicated that loans
to certain individuals exceeded the maximum amount which State
Security could legally loan to one individual or corpo:a:ion:

-
-
-

PRE S S RELE ASE

-
-
-

-
-

The Department has reviewed its 1982 Reports of
Examination, and it is clea~ that all of the loans in questicr
were within the legal lending limits when originally made jy
officials of State Security. Haweve:, after the Qrigina~ :oa~s

were made, later events, such as delinquent payments an
corporate obligations, caused the Department's examine=s to
include such loans with the other individual loan amounts. l"'or
example, for internal examination purposes, the Depart~ent

treats partnership loans as if each loan was made to each of
the general partners. Similarly, the Department treats each
individual guarantor on delinquent corporate borrowings as the
responsible party for the total amount of the corporate loan in
qu es t ion.

While the Department internally aggregates partnership and
cor par ate deo t \II i than in di vi duaI' s per sonalb 0 r row in gsir. some
instances, the issue of whether its audit/examination treatment
will constitute a criminal violation of Section 8-409 has never
been ruled on by the courts.

Dl·:r.\HT'IE:\T OF B.\.'\Kl:"G & fl' ·\~CE. BOX 9~OOtl. LI:\COL.'\. :'.EBR.\SK.-\ 68509-5006. PHO'E (..U)~) ~il-11il
\ "0. .'", \' • r 19, ; \ •• •• ". ~ " ' t \ , , \ I •• f \ '. I" f '1' ,,'\. , .• --
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EXHIBIT 13
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SECURITY
FINANCIAL
CORPORATION

STATE
SECURITY
SAVINGS

STATE
SECURITY
BUILDING
CORP.

~ .. -.
•t
I
I

•
I

I
I

I
I,,,
I
I
I MAY
, 1980
I

I
I

~- ---

,
~

EAGLE
LANDMARK
CO:

WM. WRIGHT
KEN HAKE
LEON OLSON
MIKE FOSDICK

SPIN-OFF OF STATE SECURITY
BUILDING CORPORATION
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CHARLES 7HONE
GO·.."";ANOA

S1:~TE of NEBRASKr\
DEPARTMENT OF BANKING & FINANCE

April 1, 182

Soard of Directors
State Security Savings Company
, 330 n N" Street
Lincoln, HE 68508

Gentlemen:

EYHIBIT 14
P-"UL J. ~MEN

DIRECTOR

-
-
-

-

Enclosed you will find a co.py of our last Report of Examination dated February
12. 1982. We ask that this report be considered L~ its entirety by the Board
and t.~at your mL?1utes reflect such consideration.

Exa::iner-·Davis, beginning at page 1, comments on those areas which concern
him. A major area of concern deals with the preponderant amount of assets
sUbject to adverse comment in one form or another, including concentrations of
credit. . .

Classified assets have dramatically increased since our last examination, with
the total now equaling 335.8S of total capital and subordinated debt. This
represents a stagg er ing 41. 8S of total loans. Add itionall y, $8, 301 ,000 has
been specially mentioned in need of close supervision. Notwithstanding the
depressed real estate mar ket being a major cause of these problem lines, the
Soard needs to work out a plan to assist management in this matter.
Conservation of earnings is in order. Restricting dividends. bonuses,
professional fees and perhaps salaries may be necessary.

Concentration of credit may be one of the most serious problems confronting
mangement. These figures appear to represent 44.71. of total loans. with the
majority sUbject to adverse classification. The most serious appears to be
the line, aggregating $4.206,000, with $850,000 listed as
doubtful. A1 though not yet so serious, the other concentrations do pose a
significant risk in the current depressed market.

Capital adequacy as reflected on page 2 appears marginal 1n light of the large
amount of adversely classified assets. The examiner has adjusted these
figures downward on page 2 in consideration of doubtful and loss items
appearing in the assets. Capital ratios represent a considerable drop since

........... ~.-. ..--... ...,.." .. _.. --. . ~ . ...-. ----".- - .. - .



Soard of Direc tor s
State Security Savings Company
?age 2
April 7. 1982

our last examination. Page 4 reflects a net change in capital at year-end
1981 of a minus $282.100 due to several factors inclUding retirement of
subordinated notes. dividends and transfer of funds for provision for loan
losses. Where on the one hand it seems necessary to set aside funds in a
reserve for loan losses (and even increase ~~is amount), on the other hand
earnings can be conserved by restricting dividends, bonuses. professional fees
paid and salaries until such time as this crisis passes. TIle Board would do
well in considering the merits of these suggestions.

The Department has made arrangements with management to discuss this report
with the members of the Board here in our office April 23, 1982. at 9:00 a.m.
Rather than discussing t.~e problem assets appearing in this report, we would
prefer discussing the Board's plan to address the solut:cn, if any. to these

.probl ems • including ways to conserve earnings and provide stronger reserves to
meet 10 sses. •

!be Department will want a progress report every go days from management which
stould start 90 days after April 23. , 982, the day the Board is to meet in
this office.

Upon receipt of this report, please acknOWledge on the form enclosed for that
purpo se and return it to this 0 ffice •

Sincerely.

Charles W. Mitchell
Deput Y Dir ec tor

pb

encl



-
..

..

-

,. " EXHIBIT 15

1330 N Ste-et • Po. 3vx 80609 • Li:ico!n. Nebraska 585'.]1 • 402/4 7~·J.44.i

Apri 1 30, 1982

Mr. Paul Amen, Director
. Department of Banking &Finance

P.O. Box 95006
Lincoln, Nebraska 68509

Dear ~lr. ,Amen:

This lette~ is written in response to your Department 1 s recent Report
of Examination and accc~panying letter dated Aprii 7, 1982. It repres€~ts

a sU~2riz:tion of policies ~nd decisions made by the officers and
dire~tars of State Sec~rity Savings in our en-going att=~pt to solve.
problems ci:::ed primarily by high interest rates and a depressed real
esta~e econo~v. Concentrations of credit have arown over the last
fe,,, years due" to the c:mni tments to projects whi c;, have not 1iqui dated
out ~s~rojected and to exc22dinalv hiah interest rates and other
holding' costs. Underlying assets co1latera1izing these leans wcuid be
cc~sicered to be ~igh quaiity assets in reasonable ti~es.

- -i.
/

~.ND C.~.P rT.~L ST~UCTUR£

No civ;de~ds will be declared for the balance of i982 unless
our. circumstances and market conditions change substantiaily.
(A regular dividend of $200,000 wcs deciared in March of 1982).

....

-

v/2. Expense reductions for 1982 from that previous1y budgeted will
tota1 $162,000 as ·follows:

A. Compensation and benefits to shareholders wili be reduced
$.66,000 .

B. Marketing expenses wii1 be reduced $55,000.
C. Other controllable costs will be reduced $41 ,000.

These reductions will lower 1982 budgeted operating expenses
over 5200,000 from 1981 actual-expenses nearly 17%.

'- -

3. We anticipate 1982 pretax profits to be in the break-even to
$100,000 range. This projection anticipates the rea1ization of
certain non earning assets during the year and possible loan
losses up to $900,000.

-
CLOfOE =: C':'I'O L:ON A. Ot.SON
C...·••ttn~n crr'~'I'",S & Oir.ctOf' Olrec:or
AlF~:J 101 .:.06,,,S F3ICHAF30 E. l(OSMAN
Cl'\.l.:/T'.~~ 0: :I"e 3.J.la & Ollec:to' SenIO'·l/lc~·Pr~!>ICl'nl

1f:"'LO~!'" "''' ...E LO...·JE!.L. A 'AILL£R
:)'''$ :("\ ~ :I'~:::)' "',ce ,~'e~'c~!",

:.', ~ .• ,.r I .. :" ..... -~• .r.... ~ t •• "'" ,._._. ~~:~.A~. (j;ll_.lSP1~

';:"M~S L ESSAY
Vice· ;)'esloen,
NANCY A OSSENYOP
Vlce·~'e$'Ol'n, .a.om,n.Slraht)n
~:jTV L. JO!'1NSOr,
C.l$n.er

~::.::,.~. ~..;.~~~:.?

~ EXHISIT
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t·1r. Pau1 Amen­
~.pr i 1 3'0, 1982

4. If the reai es~ate market continues to be extremely depressed,
we project 1983 earnings can be maintained at least at a break
even point up to a level of S8~O,OOO of non earning assets,
comprised of real estate held for resale. We do not anticipate
real estate held to equal or exceed that amount except under severe
economic conditions. Our present iiquidation policy reqarding
real estate, however, assumes times will get worse, and that time
is of the essence in the sale of distressed real estate collateralizinq
our loans. -

5. It cont~nues to be our policy to discontinue ccc:ual of interest
en di s t;-essed 1cans when we anti ci pa te di 7f; cui ty ; n co i I e::i ng
the ui:imate balance through liquidation 07 the collate~al. We
are bec:~ing inc;-e~singly conservative in cur estimates of
prcpe;ty vaiues when computing our possible recove':ies·.

6. We fully expect our capital accounts to reflect statutory re­
qU1resents as of the year end,. even considering pote~tiai loan
losses.

DE?DS IT 'G::\O:~TH

1. Rates paid on 30 month certificates have been changed to S1~p;e

in:e~est from dai~y compoundinq and are ~% below maximum rates
- :=--7allowable. ~e eXDect to continue c craaual reduc:ion of u~ to

1~ beiow allowable rates, market permitting, in an effort to
discourage de~osi~ growth and impro~e profitabliiity.

2. Advertising budget has been reduced substantially. Deposit grow:h
totaled S3 million"for the first quarter 1982, far above total
1982 projections.

3. Existing capital r.o~es of Si80,QOO mature beginning in April of
1984. In anticipation of this, we propose a new capital note
offering of S~,OOO, subject to qepart~ent apprcval, utilizing
our annually adjustable, variable-rate note.

LIQUIDITY
1. Marketable liquid assets increased from S5.7 million on January 1,

1982 to $7.6 million on March 31.

2. Actual commitments for loans that will be funded in cash are less
than $400,000 today.

3. Lending activities, if warranted, will be conducted primariiy on
an outside participation basis.

4. First mortgage positions. held by other lenders on distressed leins
(primarily Rock and Van Vliet) have been negotiated by us for
assumption by new buyers at very favorable rates, eliminating
the need for cash -to protect loan equities.
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Page Three
~1 r. P2. U1 Arne !'l

April 30 t 1982

NON-EARNING ASSETS
During the past 30 days, 17 individual property sales have been
consumated, totaling 5900,000. These sales have been ~ade with
at least 10% downpayments in cash t to 17 individuai qualified buyers.
We anticipate this trend continuing for at least the near term.

·CONCEN7KATIONS OF CREDIT
Our present loan policy impiemented several years ago limits lending
to anyone person, including related, controlled corporations, to
an acareoate of 5:00:000. We continue to try to solve our pr:s:nt
ccnce~trations in the following ways: -

i. Property sales by borrowers to streng buyers financed under "buy­
down" arrangements with our Company.

2. Participa:ions with ether lenders of leans secured by inc:~e

pr:cucing properties.-

....

,oJ. Property trades - pcssible exc~ange of cebt en ncn-inc:me
producing land for streng equities in ~ocd income pro~~cing

propert~es. 7his pr:cess couid reduce cur cGnc=nt;at~cn oT
loans in deve1cced r~al estate 5utdivisicns for property whic~

can be said by u~ through public syndic~ticns, priva:e p1ac=~=;.:s,

etc .

'I IaL.;TIC i~

-

--

-
Delinque~t cor~crat= 1ines totaling $1,500,000 OT lownhouse:, Inc. ana
Dakota Piace, Inc. representing the Countryplace development have
been brought current and secured with additional quarantee mortgages
on strong inc:me producing properties having equities of $1.5 million.
These 3 oro2e::ies are scheduled to be sold throuch a Dublic syndication
bei~g arranged with a local brokerage firm. Since we already have
first liens of nearly $1,000,000 on these properties, the sales will
previde at least S2,000,000 of total line reduction to this credit
concentration. We belive it to be a realizable plan.

,VIOLATION .
Additional collateral is being obtained to secure this line. However,
the technical vioiation will not be solved until properties have been
sold. The borrowers have pledged a massive sale effort of all their
properties to accomplish a reduction. The subject loan in violation
was made in 1979 when Department policy did net include partnership
loans in the individuals lending limit. Subsequently, in order to
maximize our return, we capitalized interest due on the loan, increasing
the a~ount, which violated its "grandfatherll status. Property trades
te' exchange debt en developed land for strong equity ;n'income
producing prcperties held by these borrowers are also being contempla~ed.
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Page Four
~i r. Pau1 Arne n
P·,pril 30, i982

LO.A,NS
A settlement has been negotiated on all the interests whereby all
properties will be deeded to an independent trustee. if the properties
are said for values in excess of the loan amount within 6 months, they
will receive the excess. Any properties not soid by October will be
conveyed to our Company. In the interim, the trustee, in the sale
discretion and at the direction of State Security Savings, will make

. any conveyances to accom~odate any saie directed by State Sec~r;ty

Savings.

Two primary assets of this line (Tierra W~20 acres of land, zoned
~or 30~ l~v~ng un~~s and Forest L~~~i!ates-~O ~cres ?~ lcnd~.~o~:d
Tor 14~ living uni~S) are proper~les in excel ie~~ lcca:lons Wl~n nigh
develcoment oot2ntial. We believe the current market can suc~ort

the va'iues necessary to prevent a lass on this credit line..

CU22~~T LOAN OEL!NQUE~C!ES

Cur~en~ loan de1inquenc~es approximate 5~~ compared to 23~ at the
ti~e of t~e excm~nation. During the past year the delinquency rate
r~nsed rrcm 8~~ to i4~%. Several major loans were in the process
of nego~iatian for additicnai c~iic!era1 at :~e time of :~e ex~~inct~cn

whic~ resulted in :ne a:no~aliy high petcent2ge at the: time.

In conclusion, we W®i1: c:nt~ne to report the status of our ~sse: ~=ncge-
""'0"- fll'\r ......·~~.-.ms ~\ eY-·~ '='1'5 "~..;...: -.\ r.osr""'/0'; 'IJ-- -r-\~~or';a·.=. vou""" c:""\"''-~~n'1I ..... .;-:oJ I." ... ll:iil _, ' ....... "'" _ .. .-/1 .. 1 _..,;1 .... w. Ie: C:~~I""_' t..~ .. I ...... ''-_.1_

and your construct{~: suggestions. Our concerns are and have jee~ the
sar.;e • . {fz tJ .
A copy of our firs .. quarter financial statements have been enclosed for
your information.

Yours truly,

STATE SECU TY SAVINGS

--.:..-/ ,-,d~
Ken Hake
President

KH: 1f

Enclosures

cc: Mr'. Jim Moylan
NDrGe
1644 Woocmen Tower
Omaha, Nebraska 68102
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STATE S~CURITY SAV!~GS

8A.L.:')~C:: SHE:::
(In Thcusancs)

cld

Liquid Assets Total

In::::st Receivable:
L:ai:s

Stee ks

- . . - '"
ASS::7S !

Cash &Federal Funds
U.S. Gcve~~~ent A9=:'c es
C::,e!'" Sonds I

.! .•

- :I.

-

-

-

- .
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....
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LLA.8rLITIES
Deposi:s
Res::ve for E~d Oec~s

rnc:~= 7ax:s ?ay:bie &Cefe:r~~

In~=:=s: Oef:;~=d

·In~=~es~ ?aya~le

Other Lia:ilities &Reserves

C.:'.? Ii;.L N07ES

STOCKHOLDE~S EQUITY
Capital Stock
SurjJius
Undiv~ded ?rofits

TOTAL LIA3ILr7I~S &EQUITY

46,CO.1 49,125 47,500
202 119 2Sn
367 205 500

92 85 60
616 702 iOO
53 81 60

4i,3 J S 50,31i 49,0;0

813 ·778 iBO

310 310 310
3,SaO 3,850 3,700

254 407 829
4,654 4,567 4,S3g-

52,225 55,662 5~ t t39
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1

\! Mcnth of 1st Q.&.'- 1st Qtr. Proj 2,::.:ed ,~ve!"~s_~t... •

.. ~c;ch,1982 1922 1981 lc~, ~'ontI·
I

r:lCC;'~~ --
L~=n In :.:::st Incoi7.e 603 I, i51 1,:31 7 ("C~ 591,v __

- ! nves -:::-:ar:: Incor.:e 90 2::':- ? I'l ~ 8?tl 58--'

6'~:
, !""I,-- I, i7 5 i,SIS 6:;-... "'"-,.,..,..",
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135 5~a c.;-'. 2,~~3 203
l~c:'~ ?r:vis~c;'1

1:-._
L,~c.n Lr:ssas 20 ~""l 60 2Lj .... ~--- I \",Ii .... '-' ".,i

1~~ 4 -.;: - "'.-'"Ii 2,205 133_'wI-.i ./_, ~.=~

Oj~;~~'::~C;j F::s 2
,..
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......... 10-.i t.~ it.'~

Ot::e: 2 5 i .'r"'\ ,
~..J ..,
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_.. """...,-~!'-."f'
EX~::iS:5 .......- - - _..l.. .... : :'w"', j ~ ~,~
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'" . 2 1~ :4 ..
( t r- =";1 1 t.::7:S :: .......

?:y:cii T?xas 3 i i ....
2" ,~

Frcfessio~2.1 F::s 12 30
....... 120 10<l ..
oJ oJ

Rent 7 20 18 82 7
Teiephone 1 2 2 10 1
Data Processing 3 7 6 36 3
Printing # Office 5 9 6 -- ,. 3I.:l ~o

Gro!..lp Insurance ~ 4 3 14 1J.
Retirement Plc:.n 5 13 15 54 4
Depr~;a ti en 8 23 16 91 8
Travel 7 9 16 42 3
NOrGe 6 6 12 1
Contributions 15

I

15 12 8 I

Other 3 20 2S 65 ~
oJ

107 293 301 1,156 Q'--,0

OPERATING EARNINGS 1,209 100- -NET 62 196 320

Less Provision for rnco~e Taxes 29 90 l!S S:.i 44

~r·- EAR~: I:·:GS 33 106 175 6iS 56I ~!

Ret~r~ en Ave:~~e E~!..l;ty

Ret~rn en Avera~e ASSets -:J/
• I J

9. 2~
("0,01

• O.~

14.7~ 1-+.2~

1.3~



-
-

-

.. 1~20

u~~~ Yield Cost SDr=~d

1981
Dc:: Yield COS~ Sore:d

1982
Oa ': e Yi e 1C Co s : SDre: d

4. E·~

~ ,-­'- -,........ "-J

4.74

4.83
4.95
5.U3
:>.1:'
~ . 16
4.ge
4.81

16 . 73 1r. 90
16 .88 11.93
16.:~ 1/.92
li.OS 11.~4

17.0~ 11.93
16.9~ 11.94
16. i~ 11.97,
ib.77 11,.97
15.74 12.i9
16 .. 2'~ i2.22
15.:;5 1~.20

16.29 I 2 .. ~1
l5.SS 12.~2

3- -:.)

3- ,
j- S

3-29

1- ...
1-12
1-/9
1-2~

2-1
2- 9
2-16
2-~2

4.~9

.i.40
A .­
"-:.-/

A .... ,..
~.L':;

4.31

4.52
4.81
4.77
t ,...,
.• 00

4.51
4 ~­.. :0
4.5,J

t.. ... ~
•• ~ I

4 ,1,1
.~'"-r

4.40
4.37
4. :;~

4.23

4. !Q

4.45

A ..
~ .... ._....

4.22

4.38

4. 21

4.39

4.30
4.23
4. 12
4.23
4.18
4.09
3.97
4.07
4. 10
4. 14
4.37
4.31
4.32,
4.31
4.41
4.52
4.58
4.62
4.70
4.57

1- 2 1~.5~ 9.92
1- 9 14.54 9.73
1-15 14.59 9.81
1-23 14.59 9.91
1- 30 14.64 10. 02
2- 6 14.55 10.10
2-13 14.65 10.15
2- 20 14.67 10.21
2- 27 14 . 72 10. 30
3- 5 14.iS 10.35
3-13 14.75 10.41
3-20 14.82 10.~3

3-27 14.35 10.~5

4- 3 14.93 10.~5

4-10 14.98 10.52
4-17 15.03 10.59
4-24 15.05 10.65
5- 1 ·'15.09 10.59
5- 8 15. 11 10. 73
5-15 15.10 10.22
5-22 15.12 10.87
5-29- 15.12 iO.91
6- 9 15.18 10.95
6-15 15.25 10.93
6- 23 15 .28 10.97
6-30 15.29 10.93
7- 7 15.37 10.93
7-14 15.36 10.96
7-21 lS.3i 1i.Oa
7-23 15.39 11.05
8- 3 15.48 11.10
8-10 15.52 11.22
8- 1i 15 .56 11.33
8-25 15.56 11.44
9- 1 15.7511.52
9- 8 15.81 11.64
9- 15 15 •82 11. 73
9- 22 15 . 79 11.82
9-29 15.97 11.90
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Firslier Bank, N.A.
P.O. Box 81008
Lincoln, Nebraska 68501-1008
(402) 471-1245

~

=== Firs7ierBank
Lincoln
LEGAL DIVISION

November 21, 1986

Mr. Gary L. Rex
Legal Counsel
Banking, Commerce &

Insurance Committee
Nebraska State Legislature
1116 State Capitol
Lincoln, Nebraska 68509

Dear Mr. Rex:

Thomas B. Fischer
Vice President & General Counsel

G. Roderic Anderson
Associate General Counsel

EXHIBIT 16

-
-
-
-

You have asked us to respond to several inquiries raised in
connection with the Banking, Commerce & Insurance Committee's
~earings on State Security Savings Company.

First, you have asked whether or not our files contain any
information regarding the spin-off of affiliates and other
assets of the company after the acquisition by the Hake­
Wright-Olson Group. Our files do not contain any information
concerning any such spin-off other than a comment indicating
that the company's plans and activities in this area were
discussed. As in the case of other leveraged buyouts, this
buyout provided a method by which the company could be
purchased without seriously impacting the principal activity
of the company -- i.e., an industrial loan and investment
company.

Second, you raised a question regarding the fact that the
loan by First National Bank & Trust Company of Lincoln to
Security Financing Company was not personally guaranteed.
From the late 1950's through the early 1980's it was neither
usual nor customary for financial institutions to require
personal guaranties in connection with such transactions.
This was because the corporate buyer typically had, as in
this case, virtually unquestioned ability to repay the
obligation out of accumulated earnings. At the time of the
Security Financial Company financing, the banking industry
was not experiencing a~y difficulty in obtaining repayment of
such loans within a period of several years. Outside guaran­
ties, additional loan collateral and more conservative loan



Mr. Gary L. Rex
Novemer 21, 1986
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to value ratios have become more commonplace in the banking
industry in the last several years.

Third, you asked about an appraisal on the land and building
occupied by the State Security Savings Company at 14th & "N"
Streets. First National Bank & Trust Company of Lincoln
received an appraisal report prepared by George W. Hancock,
SRA, dated November 1, 1981. This report assigns a fair
market value to the property, including land and building, of
$1,550,000. The land under the building was a leasehold
interest and its separate value was determined to be
$153,500. Accordingly, the building itself had an appraised
value of $1,396,500.

Fourth, you requested information as to the total amount of
the loans purchased by First National Bank & Trust Company of
Lincoln during the period November 16, 1983 through August
22 , 1984 . During this period, the bank purchased loans
totalling $13,652,016.22. These loans were performing loans.
The purchase was for the purpose of augmenting ~he company's
liquidity. Regular payments were received from the indivi­
dual borrowers during the period of time held by the bank.
Ultimately, the company repurchased the unpaid balance of all
such loans and received back the funds held by the bank in a
cash reserve account that had been established by the bank in
conjunction with the transaction. The final payout on the
purchased loans occurred on September 5, 1985.

Finally, you have asked for the amount of the loan that was
charged off by First National Bank & Trust Company of Lincoln
that had originally been made to Security Financial Company
in June of 1981. As was apparently earlier disclosed to the
Committee by Mr. Hake, the amount of the chargeoff was
$2,800,000 plus approximately four months of accrued
interest.

Should you have any questions or need any additional informa­
tion, please do not hesitate to call.

63~1&J~ ---
Thomas B. Fischer

TBF:cb
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Firslier Bank, N.A.
P.O. Box 81008
Lincoln, Nebraska 68501-1008
(402) 471-1245

......
=== Firs7ierBank

Lincoln
LEGAL DIVISION

December 16, 1986

~.r. Gary L. Rex
Legal Counsel
Banking, Commerce &

Insurance Committee
Nebraska State Legislature
1116 State Capitol Building
Lincoln, Nebraska 68509

Dear Mr. Rex:

Thomas B. Fischer
Vice President & General Counsel

G. Roderic Anderson
Associate General Counsel

-

-

Following up on our conversation this morning, I checked with
Dave Patrick and he indicated that approval of the loan by
First National Bank & Trust Company of Lincoln to Security
Financial Company occurred in May of 1982, and not in June of
1981, as originally reported to you.

Should you have any further questions, please call.

Very truly yours,

/ ....,

--,,-

Thomas B. Fischer

TBF:cb

cc: Mr. David L. Patrick
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Ct'f ~,RLE~ THONE
GO\~~RNOR

STATE of NEBRASKA
DEPARTMENT OF BANKING & FINANCE

January 19, 1983

Board of Directors
state Security Savings
P. O. Box 80609
Lincoln, NE 68501

EXHIBIT 17
PI";UL J. AMEN

C' .~ECTr n

-
-
-
-

-

Gentlemen:

Enclosed is a copy of our Report of Examination prepared by Examiner Joel D.
Fanders as of the close of business December 6, 1982. Please review this
report at your next regular board meeting. The enclosed receipt form should
then be signed and returned acknowledging receipt of the report.

You are to be guided by the statement appearing on the cover relating to the
content of this report and the reminder that it be kept strictly confidential.

As you know, the purpose of this visitation was to determine to a limited
extent certain progress made subsequent to our February 12, 1982, Report of
Examination. Examiner Fanders has summarized, beginning on page 1, those
topics which remain of concern to this office. As you might expect, we remain
concerned that further deterioration be prevented with regard to asset
quality. In this regard, we would ask that you continue to submit progress
reports beginning March 31, 1983, covering assets adversely classified and not
subsequently disposed of on our 2-12-82 Report of Examination. We also
request that you follow the enclosed format when submitting your reports,
which, if followed, will be of asistance to us in making a timely analysis of
your report.

Another topic of concern is the fact that the liquidity ratio has shown no
improvement since the most recent examination. Our examiner states management
is aware of the situation, but we would like to remind you of the importance
of maldng full use of every opporttmity to improve the liquidity of this
institution. .

Finally, we ask that you carefully consider the balance of this report in the
hope that the comments and schedules contained therein will be of assistance
to management as they continue. to affec~ needed improvements.

Sincerely,

r .Les W. Mitchell
De puty Director

..
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EXHIBIT 21

Harch 31, 1983

Security Financial Corporation
1330 N Street
Lincoln, NE 68508-

- Attent.ion: Ken Hake, President

-
-
-
-
-
-
-
-
-
-

RE: Sho?pers Fair Shopping Center
Lincoln, Nebraska

Dear Mr. Hake:

The pur?ose of this letter is to set forth our u~cer­

s~anc~ngs Nit~ res?ect to services rendered by Security Fi~ancial

C~rpora~icn in connection with the purchase by t~e unce=sig~ed of
ShcP?e~s ~ai= Shopping Center, 66th & 0 Stree~s, Li~cGl~, ~e~=aska.

You were i~s~ru~ental in locating the p~cperty a~c

negotia~ing the purc~ase on our behalf. For such services, we
agree to pay you the s~~ of $150,000, subject to the follcwi~g

ter~s and ccncitions:

1. ~he confirmation of the closing of t~e tra~saction is
con~inge~t upon the ncnexercise or release by cer~ai~ ?ar~~es o~

a rich~ o~ first refusal to =urchase the pro~e=tv. Yeu have
advi~ed us that the righ~ of·£irst refusal must be exercised by
May 1, 1983. Our ag~eement to pay you any amou~t is conti~se~~

upon t~e nonexercise (a~d te=~ination) or release of the =ig~t of- . . - ,
=~rsl.. re!:usa_.

2. You have arranged with the former owners of the property
to allocate percentage rentals payable by Ardan' 5, 'one of the
tena~t~ of the p=operty, between you, the undersigned, and the
:crrner o~~e=s of the property. The lease year to which suc~

pe=cen~ase =entals are attributable ends on August 31, 1983. We
will be entitled to receive the entire amount of the percentage
ren~als. We agree, however, to pay to you that portion of the
percentage rentals received equal to one-half (1/2) of seven­
twelfths (i/12) the=eof, or approximately 29.17%. You will
contribute a like amount from the fee payable to you, and the
total amount (equal to seven-twelfths (7/12) of the percentage
rentals for the lease year) will be paid by you to the former
owners of the property.

-
3.

1983.
The fee will be payable to yqu on or before May 31,
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I= the foregoing corresoonds with vour understanding of
this matter and you are in agreem~nt with th~ terms hereof,
please signify by signing the enclosed duplicate copy of this
letter where indicated and returning the same to us .

. Yours very truly,

By

A11ERICAN INVESTMENT

By

AGREED AND ACCEPTED:

L---'­
SECURITY FINANC!AL CORPORATION

~

IoJr., Part.ne=

~~- --
- - - --
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EXHIBIT 22

Committee on Banking
October 17, 1986
Page 63

--
-

-
-

-l

SENATOR DECAMP: Okay. However, as you must remember, in
the deposition you gave, under oath presumably, you made it
very clear it was a "buy down" fee, the same as points when
you bought a house or whatever, in which case it would seem
logically that 100 percent entitlement to State Securities
and, of course, then the depositors, a depositor asset.

KEN HAKE: Three reasons why.

SENATOR DECAMP: Which was it ... which would you characterize
it as right now, here today?

KEN HAKE: I still characterize it both ways. Let me
explain the testimony. The testimony simply wasn't broad
enough because I probably wasn't astute enough to identify
that that was even an issue. But, number one, I had made
comments, to Stuart like you ought to pay us 150,000 because
this has good financing, it is lower than market, et cetera,
et cetera. The fact of the matter is that is my marketing
talk to Jim Stuart, things that he can understand. Okay?
But we had said we would offer 12 percent, 7 years financing
on that before we even thought of taking $150,000 fee from
Stuart, number one. Number two, we had done it countless
times before in exactly the same way for State Security
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Savings and did not get a fee. And the record can prove
that. We simply ... I simply did not expound as fully on the
business reasons relating to that fee and all of the
background on it because I simply didn't understand that
that was an issue. Stuart was sitting across the table and
I liked to be somewhat consistent with what I told him. And
I don't think it probably would have made any difference in
the end. I could have said, well it is a finders fee
because that is the document that we signed, and that is
what I believed it was, was a fee for taking risks that I've
already explained and that are legitimate risks and were
real risks. So, those are the reasons that I don't believe
it should have come there. We wouldn't have had to
negotiate for it in the first place even in behalf of State
Security Savings because we never had done it before. But
in this case there were those responsibilities that I
believed Security Financial were going to have to handle
because State Security Savings could not make a loan big
enough. And I made it specifically clear to these folks
when they bought it that that fee cannot come from State
Security Savings in any shape, way, or form, it's got to be
paid in cash.

SENATOR DECAMP: That doesn't ... none of these things change
the ultimate character, as I understand it, the ultimate
character of 150,000 ...

KEN HAKE: I think it has to .

SENATOR DECAMP: ... has to be, has to be fish or fowl.

KEN HAKE: No, it can be both things to different people.
It can be different rationale. What you have to look at is
the business decisions behind the transaction, ...

SENATOR DECAMP: Okay.

KEN HAKE: ... which I've given you.

SENATOR DECAMP: Let us then look at the business decisions
behind the transaction as affirmed by the records, at least
the records I have. Do you have a copy of the transcript?

GARY REX: Not here, it is in the office.

SENATOR 'DECAMP: I would prefer to have a copy.

GARY REX: Okay.

KEN HAKE: Had I even believed in my mind, I thought the
whole hearing was centering around Rentfro-Joyce's extortion
attempt. And I may be awful naive, but if I would have even
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believed that that was suspect in any way I would have
expounded on the business reasons that formulated the
transaction. But those are different reasons than what I
gave Stuart. And Stuart was in the same room, so I gave the
reasons that I gave Stuart. And that is clearly my mistake.
I should have expounded on all assets ... facets of it because
it wasn't until I got the letter from Beverage, on the
conclusion of it, that I said, my God, here is what they are
thinking. And I apologize. You maybe don't think I am that
naive, but I must have been. I'm not sure that anybody
thinks very well when they are just coming off the heals of
the video tape, were beseeched by deposit withdrawals for
six months already and now all of a sudden it is increasing.
I'll guarantee you, I had a lot of things on my mind, and I
probably ... and I didn't do the best job that I should have.
I created my own problem when I emphasized that point.

SENATOR DECAMP: On that I would agree .

KEN HAKE: But I wish people would listen to the realities
of the business transaction as I've also explained them ...

SENATOR DECAMP: That's why I'm having you explain it as
fully and as completely, in your own words and at your own
leisure, as you can .

KEN HAKE: Right, I know that. And there is credibility to
that. The key fact is that State Security Savings. offered
the 7 percent, 12 years financing and had done it to many
others before without a fee, and hadn't intended to get a
fee, and in fact got more than they would have gotten under
the January transaction. So, I made those decisions, I made
them myself and I have to live with them. But that is the
rationale. I can only tell you that.

SENATOR HARRIS: You made the decision on 150,000 yourself?

KEN HAKE: Yes.

SENATOR HARRIS:
that?

You didn't consult with anybody else on

-L

KEN HAKE: I said I think Stuart ought to pay a fee for this
deal and here are the risks, here is why ...

SENATOR 'HARRIS: Did you take that to your board? Did you
take it to your board and say that is, I think we are
entitled to this? Did you go to State Sec~rity's board and
say, I think we are entitled to this?

KEN HAKE: It wasn't State Security's board that I was
addressing, it was Security Financial's board.
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SENATOR HARRIS: Did you go to Security Financial's board of
directors, officers, and say, I think we're entitled to
this?

KEN HAKE: Yes, and here is why.

SENATOR HARRIS: And they agreed to that?

KEN HAKE: And they agreed.

SENATOR HARRIS: So you proceeded on the basis of you were
justified in getting the $150,000 on the basis that it was a
fee?

KEN HAKE: That is precisely the way we documented it. That
is in the agreement that we signed. And the business
reasons I stated to the directors were, again, Security
Financial, because of the tenuous nature of the NBC debt
versus Stuart, what is going to happen there. But State
Security S~vings can't make the loan big enough. The
percentage rents obligation that Security Financial ...

SENATOR HARRIS: So was the obligation on Security Financial
or on State Security for that tenuous part?

KEN HAKE: Security Financial was the one that could have
solved the problem, State Security Savings could not because
they couldn't make a loan of $2.7 million, it was over our
credit line.

SENATOR HARRIS: In what way was Security Financial at risk
or ...

KEN HAKE: Security Financial was going to, if necessary,
would have had to be the borrower through NBC to perhaps
alleviate any potential problem with Stuart in my mind, that
is how I characterized it because State Security Savings
couldn't be. We had to use an entity that was above State
Security Savings.

SENATOR DECAMP: Okay. I'm going to get out the transcript
and read to you your statements. Let me simply use the same
example with you that I've used with the Banking Director
and a number of others. If I go into State Securities and I
say, I want to buy a house, what are your terms? And you
say, our terms are ....

KEN HAKE: Twelve percent, seven years.

l SENATOR DECAMP: Our
30 years and 4 points.

terms are 9.5 percent
I pay the points, but

today, and
instead of
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turning it over to the institution Ken Hake says, I'm
entitled to that myself.

KEN HAKE: You are assuming that every other ...

SENATOR DECAMP: I'm just using this as an example. Would
you agree, in this particular instance, that you are not
entitled to that four points?

KEN HAKE: Yes.

SENATOR DECAMP: As an individual.

KEN HAKE: Because you are assuming that in every other case
of 22 borrowers that they also paid 4 percent and it went to
State Security Savings.

SENATOR DECAMP: I'm assuming that those are the standards
of the loan and that in return for making that loan the
rules apply, the rules being that is the property, those
points are t11e property of the lending institution for
granting it nine and a half.

KEN HAKE: Assuming that, again, other loans of. that same
nature, that was the transaction, yes.

SENATOR HIGGINS: Mr. Chairman.

SENATOR DECAMP: Go ahead.

SENATOR HIGGINS: I hate to bore the committee, ...

SENATOR DECAMP: That's okay.

SENATOR HIGGlr~S: ... but just to recap, to see if I'm
understanding this, could I go through this and you stop me
when I'm wrong .

KEN HAKE: Okay.

SENATOR HIGGlr~S: We are talking about Shoppers Fair, owned
by Rentfro, Joyce, and Torn White?

KEN HAKE: And the Bresters and Harold Sears.

SENATOR 'HIGGINS: And, pardon me?

KEN HAKE: And the Bresters and Harold Sears.

SENATOR HIGGINS: Okay. And Shoppers Fair was sold to
American Investment Group?

--=:--
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KEN HAKE: Correct.

SENATOR HIGGINS: And that is comprised of James Stuart and
Doctor F. Kiechel?

KEN HAKE: Yes.

SENATOR HIGGINS: And did Doctor Kiechel and Stuart pay a
$150,000 fee, or just Mr. Stuart?

KEN HAKE: It came from the partnership.

SENATOR HIGGINS: It came from the partnership.

KEN HAKE: Yes. And Jim Stuart, when I keep referring to
Jim, he was representing the partnership.

SENATOR HIGGINS: Okay. The $150,000 fee did not go. to
Security Financial Corporation?

KEN HAKE: It did.

SENATOR HIGGINS: It did go to them?

KEN HAKE: Yes.

SENATOR HIGGINS: .It didn't go to Ken Hake, personally?

KEN HAKE: Oh, absolutely not.

SENATOR HIGGINS: Now, who again are the officers of
Financial Security Corp?

KEN HAKE: Security Financial Corporation, the directors are
the stockholders, which are essentially Bill Wright, Leon
Olson, myself. I was the president. I think I was probably
the treasurer, and I think Mike Fosdick ~as the vice
president and secretary.

SENATOR HIGGINS: Okay. And Security Financial C6rporation
was owned by or is owned by State Security Savings?

KEN HAKE: No .

SENATOR HIGGINS: No?

KEN HAKE: We got too many securities, I agree.

SENATOR HIGGINS: You have too many corporations.

KEN HAKE: Yes, and we wouldn't have as many as we have if
it wouldn't have been for the reorganization. Security
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Financial Corporation was the holding company for the old
State Security Savings.

SENATOR HIGGINS: Okay.

KEN HAKE: Security Investment Company was a wholly owned
subsidiary that was formed in April of '83 for the purpose
of doing the Villa Tierra project.

SENATOR HIGGINS: And they were a subsidiary of State
Security Savings?

KEN HAKE: Right.

SENATOR HIGGINS: Now, I show State Security Savings
$750,000 loan to American Investment Group.

KEN HAKE: Right .

SENATOR HIGGINS: That would be Stuart and Kiechel again.

KEN HAKE: Yes.

SENATOR HIGGINS: And out of that $750,000 that was used by
American Investment Company?

KEN HAKE:- No. The $750,000 ...

SENATOR HIGGINS: It was loaned to them.

KEN HAKE: ... loaned to them was used to buy the property,
so in that sense it was used by them. The proceeds went to
the sellers. A sellers fee ...

SENATOR HIGGINS: Ex~ept for $150,000 ...

KEN HAKE:
totally.

No, no, no. No, the 150 was outside of that,

-l

SENATOR HIGGINS: I see. So, the 150,000 did not come out
of the $750,000 loan.

KEN HAKE: Absolutely did not. The proceeds of that 750,000
were dispersed to the sellers. And in the case of Rentfro
and Joyce they got credit on their loan. In the case of Tom
White we, in effect, gave him ownership of some townhouses.
We gave ... Bresters' received their portion of the cash, and
Harold Sears received his portion for participation of a
loan ..

SENATOR HIGGINS: And one other thing, the $150,000, is it a
"buy down" fee, or was it a finders fee?
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KEN HAKE: It was a fee charged for business reasons that
I've stated.

SENATOR HIGGINS: A brokers fee?

KEN HAKE: Purely a 5 percent fee.

SENATOR HIGGINS: Well, I mean it's got to have a name,
doesn't it, in financial ....

KEN HAKE: Right, and when we characterized the agreement
for the fee we called it a finders fee, and we said, here
are the things that you are going to do, and specifically
Security Financial's obligation in the agreement was that it
was going to pay whatever percentage rents came up as a
liability. Security Financial also entered into the
transaction because of the fact that I was not certain how
NBC was going to deal with Stuart on that loan, and State
Security Savings couldn~t have managed that because of its
loan limit problem, whereas Security Financial could have
dealt with the situation.

SENATOR HIGGINS: But the $150,000 fee, you just pulled the
name "fee" out of the air.

·KEN HAKE: Correct, that is right.

SENATOR ~IGGINS: It's not a brokers, finders fee?

KEN HAKE: Just called it a fee, I don't remember if we went
any beyond that. But what I first said to Stuart, and these
are my words ...

SENATOR HIGGINS: Was it a commission?

KEN HAKE: Yes, same thing probably. But I don't ...

SENATOR HIGGINS: A commission.

KEN HAKE: I don't know that it makes any difference. I
called it a fee. Some people may equate it to a percentage
because it is calculated on a percentage amount.

SENATOR 1 HIGGINS: Was ita comrni ssion for you to put the
package together then?

SENATOR HIGGINS: Well if it's a risk I understand that is
why you have "buy down" points.

l
KEN HAKE: And to take
Financial had to take.

the business risk
The ... my words ...

that Security
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KEN HAKE: No, no that is different.

SENATOR HIGGINS: That is what I've been told by several
savings and loans, banks ..

KEN HAKE: Sure, sure.

SENATOR HIGGINS: ... that the "buy down" points are to
offset the risk that a financial institution is taking.

KEN HAKE: No, this is a different risk that we are talking
about. We are talking about the risk of the underlying NBC
financing, which has nothing to do with the financing
provided by State Security Savings. State Security Savings
wasn't capable of protecting itself against risk there
because they couldn't make a loan big enough to payoff the
National Bank of Commerce. That was over our loan limit.

SENATOR HIGGINS: What was the loan limit?

KEN HAKE: It was probably about $900,000.

SENATOR HIGG;NS: And you'd already loaned half a million to
TransAmerican Investment Corporation.

KEN HAKE: No, that wasn't a loan. That was a sale on an
installment contract. It might have characteristics of a
loan, but it is legally not a loan. Let me go back again to
the characterization, again, with Stuart. These are the
words that I can remember. I said to Jim, Jim, this is a
good enough deal, I think you ought to pay a fee for it. I
said, interest rates are lower than what are in the
marketplace, but the fact of the matter is it was a
financing arrangement that we had offered on the property
when we said we were going to take it back, 12 percent,
7 years, no points, 100 percent financing. And I can
document that we did it 20 other times in the preceding
year, identically where people did not pay points for
repossessed properties. It was our way of refinancing and
getting State Security Savings in a better position. Now,
we interject into it these additional facts and obligations
for which I believe Security Financial should take a fee.
But yet I justified it to Stuart because he's a banker and
he can understand well, yes, it's probably'a good enough
deal, it's just 'part of my marketing talk. Stuart was there
at the hearing. I emphasized it because that is the reason
that we did it. I could have said the other business
reasons too, but I was naive enough to not understand what
the focus was. I believed this was an extortion attempt
hearing that we were hearing on Rentfro-Joyce.
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SENATOR HIGGINS: Who was extorting what?

KEN HAKE: Rentfro and Joyce were extorting us.

SENATOR HIGGINS: How?

KEN HAKE: This hearing that they are talking
from the video tape incident on Shoppers Fair.

SENATOR HIGGINS: Urn huh.

about
Okay?

arose

KEN HAKE: As soon as Commonwealth failed they came to us
and said, by virtue, first, of a lawsuit that we said get
out of here on, and it went away for three months, then they
found another attorney. They put together this video tape
and accused us of all kinds of improprieties and said,
unless you negotiate right now and absolve us of all this
kind of debt, if you read their demands in that they wanted
to be released of $3 million worth of debt free and clear,
all kinds of things.

SENATOR HIGGINS: What would they do if you didn't do that?

( KEN HAKE:
media.
to ....

They were going to give the video tape to the
And I said, wait a minute, you're going to give it

SENATOR HARRIS: The county attorney looked at it and said
it wasn't extortion.

KEN HAKE: Pardon me?

SENATOR HARRIS: Just for the record, the county attorney
looked at it and said it wasn't extortion.

KEN HAKE: It wasn't chargeable extortion. But I'll
guarantee you that when a borrower does that to a lender,
under the circumstances in which the borrower ... the lender
is in, subsequent to Commonwealth, ...

SENATOR DECAMP:
at it.

We have the tape if anybody wants to look

KEN HAKE: . .. it is bizarre. I mean I can't call it ...

l

SENATOR'~.RRIS: It's done in business every day where you
say, I'm going to do this if you don't do that and that is
common business anyway.

KEN HAKE: Not from a lender ... from a borrower to a lender
to ask for forgiveness of $3 million worth of debt or he's
going to give this video tape to the media because they know
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we can't stand the media at that point. The fact of the
matter is we gave it immediately, that day, to the Attorney
General's office, the Comptroller of the Currency, the
Banking Department, the County Attorney, the FBI as fast as
we could because we thought it was an extortion attempt,
pure and simple.

SENATOR HARRIS: And none of them thought so.

SENATOR HIGGINS: One other question, Mr. Hake.

KEN HAKE: What is the definition of extortion when you are
not trying to get something that doesn't belong to you? Do
you .... You know I ...

SENATOR HARRIS: I'm just trying to keep the record straight
that it was dealt with and it was not called extortion. And
you are continually calling it extortion. That is a charge .

KEN HAKE: If you went to a lender and said, I know
something about you that I'm going to turn over to the media
unless you forgive my $3 million worth of debt, would you
agree that is extortion?

SENATOR HARRIS: I won't even talk ... I'm just trying to keep
the record straight and let's go o~ to the next ...

KEN HAKE: I mean I disagree totally that it was not
extortion, but ~hat is, evidentially, beside the point.

SENATOR HIGGINS: Well, this is my last question. You
stated many times how desperate you were to save the
depositors money to handle this Shoppers Fair. Weren't you
kind of gambling when you kept insisting, with Mr. Stuart,
that he pay $150,000 fee in order to put this deal together
that you'd been trying so desperately, going all the way to
Des Moines and California and everything else?

KEN HAKE: I hadn't done those things, they had done those
things.

SENATOR HIGGINS: Well, but knowing the situation, I mean
you did say that saving the depositors was the ultimate and
primary goal.

KEN HAKE: Correct, correct.

SENATOR HIGGINS: So, why would you risk saying, hey, unless
we get $150,000 no deal?

-l KEN HAKE: I didn't quite say it that way.
guarantee you the deal ...

And I'll
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SENATOR HIGGINS: Well, I'm sure you didn't, but it boils
down to that.

KEN HAKE: I'll guarantee you the deal would have gotten
together if there was no fee.

SENATOR HIGGINS:
(Laughter.)

In other words, you bluffed him.

KEN HAKE: Don't ask me to answer that. (Laughter.)

SENATOR HIGGINS: Well, that is the way it sounds.

KEN HAKE: I will
together regardless.

assure you the deal would have gone
But I thought ... I asked for ...

(
~\

SENATOR HIGGINS: Well then it was a bluff.

KEN HAKE: I asked for what I thought was fair and
reasonable considering the business aspects of the
transaction, and he paid it. He did.... I asked for
225,000. He knocked it down 25.

SENATOR HIGGINS: Okay. Thank you, Mr. Hake.
~ _. _ __ T
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NEBRASKA

- November 1, 1983

TO THE EXECUTIVE OFFICER OF THE INSTITUTION ADDRESSED

The Department has taken over and closed the Commonwealth Savings Company of
Lincoln, Nebraska, this morning for reasons of insolvency and its inability to
meet withdrawals of its certificate of indebtedness holders. This action may
impact upon your institution and as such it would be wise to take
precautionary methods, such as:

1. provide 'for liquidity needs;

2. determine if another type of financial institution with federal
insurance of accounts is available to merge into;

3. take steps to qualify for FDIC insurance;

4. determine ,maturity schedules on all fully .. paid. certificates of
indebtedness. In this regard, you are directed to withhold any
repayment until maturity except those you are required to pay due to
the death of an owner or declaration of incompentency of the
certificate holder.

The Department has visited with the Feder~al Reserve and the FDIC, who have
informed the Department that applications for mergers will be handled
expeditiously through their emergency powers. Applications for insurance
cannot be processed as rapidly.

The Department has authority also to expedite applications for mergers on an
emergency basis.

One word of caution: we ask that no financial institution attempt t·o take
advantage of this situation through any advertising or promotional type
program.

Finally, you soould be aware that the Department has under consideration a
special assessment on all N.D.I.G.C. members to reduce the impact on
Commonwealth Savings Company customers.

pb

DEPARTMENT OF BANKING & FINANCE, BOX 95006, LINCOLN, NEBRASKA 68509-5006, PHONE (402) 471-2171
AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER MIF/H
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DEPOSIT ACTIVITY
BETWEEN NOVEMBER 1, 1983 ANO JULY 9, 1984 .
(Prepared by State Security Savings)

COMPOUND
MONTH WITHDRAWALS DEPOSITS INTEREST BALANCE--

October 1983 $ 50,462,299

Novembe r 1983 $ 5 ,568,201 $ 331,100 $ 260,319 45,485,517

December 1983 2,120,074 4,201,545* 330,007 47,896,995

Jan.ua ry 1984 5,981,913* 434,916 303,139 42,653,137

February 1984 2,542,823 264,363 250,281 40,624,958

Ma rch 1984 3,370,445 508,200 297,366 38,060,079

Apr; 1 1984 4,419,225 526,230 269,670 34,436,754

May 1984 2,239,589 476,458 188,627 32,862,250

June 1984 2,057,403 923, 135 244,101 31 ,972,083

Ju 1y 9, 1984 988,144 95,823 80, 161 31 , 159,923

$29,287,817 $7 ,761 ,770 $2,223,671

Less Special Deposit 3,763,392 3,763,392 -

TOTAL $25,524,425 $3,998,378 $2,223,671
t%j

~
H
bj
H
t-i

*A deposit of $3,763,392 was made by a single customer on December 30, 1983 and withdrawn on N

Jan ua ry 9, 1984.
.s:--



-
--
...
-

f .

Mr. Den Nel son
Chief of Staff
Governor1s Office
State Capitol Building
Lincoln, NE 68509

Dear ~1r. Nelson:

Nebraska §tau 14ryislaturr
Unicameral

July 5, 1984

EXHIBIT 25

-

--

.....

At the request of the Lancaster County Legislative Delegation, Banking
Director Roger Beverage met with Senators Beutler, Harris, Warner, Marsh and
Wesely (Senator Landis was out of town) on June 22, 1984, in regard to our
conce:ns for the depositors of State Security Savings Co. of Lincoln. We
appreciated Roger1s candor and diligence in pursuing a solution to this matter.
However, we were shocked to hear for the first time that the situation is
seriously deteriorating to the point that State Security Savings Co. may soon
be a failed institution.

The facts are that State Security Savings Co. has 57% of its assets
classified as sub-standard by the FSLIC as of March 6, 1984, and the capital
is impaired by 468% due to the large number of classified assets. When asked
how much the institution would be short if closed June 22, 1984, Roger indicated
that State Security Savings Co. would be short $14 million and possibly as high
as $21 million is it were closed immediately . .:.

Our foremost concern is for the remaining depositors. Additionally, we
are concerned that the potential for state liability grows every day. The
lesson of the Commonwealth Savings Co. should be clear to us: delay in dealing
with a failed institution for whatever strategic or well-intentioned reason,

. shifts responsibility from the regulated institution to the regulator. We
cannot allow a repetition of the Commonwealth debacle.

We have daily discussed the options availa61e to deal with this serious
problem sinc,e our meeting June' 22. Here;s a listing of these options and
our reactions to them. We are keeping in mind that Roger presented these
options as IIpos sible, not probable. 1I
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1.

2.

3.

4.

5.

Allow the FSLIC coverafe option to "run its course":
We understand this cou d take another three to six months.
It is not acceptable to simply let it "run its course" when we
are dealing with an essentially failed institution where the
FSLIC itself has classified as sub-standard 57% of the assets.
The deposits are dropping every day, cash is vanishing and the
good loans are being sold to get cash to cover depositors'
withdrawals. (Apparently 50% of the "frozen" deposits when due
were being retained or redeposited. We doubt this infonmation,
which was based on information provided by the institution
itself. This should be checked immediately for verification.)
We would hope that the Governor would personally go to the FSLIC
immedlately and determine if there is in fact any probability
of immediate coverage after explaining the current situation
and the possible disastrous effects that the closure would
have on other Nebraska FSLIC institutions and the basic fiith
in the Nebraska banking system itself. If there is no probability
of in~ediate FSLIC coverage the other options should be considered
immediately.

Investors proposal to package together $20 million in bad
assets to trade for good assets based on a tax deduction
for the receivers of the $20 million in bad assets by
July 1, 1984. 11 Roge .... was unable to explain details of this
proposal to us. Perhaps for that reason it seemed a highly
unlikely proposal. In any event, the result would be known
by the time you determine the probability of FSLIC coverage.

Private insurance on accounts: Under current circumstances
it is highly unlikely that such insurance can be obtained
and would waste valuable time to attempt to obtain it. Even
if it were possible with the $15-20 million shortfall J it is not
an option as there would be no faith in private insurance
(i.e. NOIGC). -We are going to have a h~rd enough time keeping
basic faith in the public insurance (FD1C &FSLIC).

Sale or Merger: With the limitations on potential purchasers,
;t ;s highly unlikely that a Nebraska institution of the
appropriate size will purchase State Security Savings Co.
due to deteriorating conditions and lack of insurance. Why would
anyone want to buy a $15-21 million loss. They were unable to find
a suitable buyer many months ago, let alone now.

" -There is a "special relationship" between the First National
Bank of Lincoln and State Security which makes it unlikely
that First National ~ould allow State Security to close:
Mr. Beverage presented this as an option for keeping State
Security Savings Company open although he said that "They
would not tell him what the special relationship was."
Without further information we find this a highly questionable
reason to keep a "failed" institution open.

--- ..-~--_.----- --

.. .~.
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6. Let it "bleed to death" until it runs out of cash to cover

withdrawals: This is an unacceptable option due to the
deteriorating financial condition of the institution, .the
obligation to protect the interests of the depositors, and
the duty to tell the truth to the depositors about the
condition of the institution. Also, the new depositors
have a right to know the true condition although Mr. Beverage
said there were IIdamn few ll new depositors.

--

,. .

In summary, if the FSLIC is not immediately probable by early July of
this year, there is no option that we are aware of that justifies the
continued operation of State Securities. A failed institution, we have
learned to our cost, should be closed so that the financial we~l-being

of additional depositors is not endangered .. We suggest the following:

1. We would like to meet with the Governor to inform him of
these facts. If we have your assurance that he is currently
aware of the gravity of the situation, we would, in the alternative,
like to meet with you and any other appropriate administration
officials for a discussion. The agenda would include a review
of the facts and an analysis of existing options.

2. We want to offer our assistance in handling the matter, including
bill draft i ng for 1eg i s1at i ve a1terna t i ves.. We th ink compet i t ion
should be as broad as possible to secure the highest price
from a successor-purchaser. We pledge to introduce and
support a measure permitting out of state bidders for the
the purchase of State Securities Co.

We would appreciate an answer to our inquiry within two days so that
we may plan accordingly. Certainly the interests of the Governor1s office,
the depositors and ourselves are the same. We are ready to assist you
to exonerate those interests.

Very truly yours,

Sena to r Do n Wesely

.. :...,,~~

Senator Bill H rr;s
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00nn P. Miller, Director
Nebraska Department of Banking

& Finance
301 Centennial ~all South
Lincoln, NE 68508

Dear John:

December 29, 1983
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T~is is in response to your recent inquiry of whether the
assets of Commonwealth Savings Company are subject to a~uinistration

and whether the entity is eligible for relief under the federal Bank-
r'..lptcy Code. .,'

Our review of exist~ng aut~ority leads us to co~clude that
sho~lc a bankruptcy petition be filed, on eit~er a voluntary or invol­
untary basis, wit~ the United States Bankruptcy Court for the District
of Nebraska, the same ought to be promptly dismissed on the juris­
dictional ground that Co~~onwealth Savings Company is not an eligible
debtor under the provisions of Section 109 of the Bankrupcty Code.

Historically, the federal bankruptcy laws have not been
applicable to banking corporations. Our conclusion is reached on the
basis of legislative history surrounding the enactment by Congress of
the 1978 Bankruptcy Code and the Garn-St. Germain Depository Instituticns
Act of 1982. Our conclusion is also based on case law from the Eiahth
Circuit Court of Appeals in controversies arising under the pre-1978
Bankruptcy Act and by reference to the provisions of Chapter 8 of the
Nebraska Statutes and the Nebraska Depository Institution Guaranty
Corporation Act. Our conclusion is without the benefit of any definitive
decision from the Eighth Circuit Court of Appeals or the United
States Supreme Court applying Section 109 of the Bankruptcy Code to an
entity such as Commonwealth Savings Company.

Historically, banking corporations have been excluded from
the purview of federal bankruptcy administration for the reasons that
(i) they are extensively regulated by well organized departments of
the state and of the United States; (2) they are entities for which
alternate provision is made for their liquidation under various state
or federal regulatory laws; and (3) their business is public or quasi­
pUblic in nature and involves, upon insolvency and liquidation, interests
beyond those of a debtor-creditor relationship.
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Section 109 of the Bankruptcy Code provlces that any person,
including a corporation, may be a debtor under Chapter 7 (liquidation)
or Chapter 11 (rehabilitation) only if such person is not:

a domestic insurance company, bank, savings bank,
cooperative bank, savings and loan association,
building and loan association, homestead association,
credit union, or industrial bank or similar insti­
tution which is an insured bank as defined in section
3(h) of the Federal Deposit Insurance Act. 11
U.S.C. §109(b) (2).

Gar~-St. Germain added to Section 109 t~e phrase "or industrial bank
or similar institution which is an insured bank as defined in section
3 (~) of the Federal Deposit Insurance ;'_ct." F_lthough we fine no case *
law sUP90rting our interpretation of this amendment, we believe the
require~e~t of FDIC insurance a?plies only to an institution which is
a "similar institution" and is not a requirement necessary to exclude
an indus~rial bank from a~~inistraticn under the Bankruptcy Code.

- - --
Historically, in dete~in~ng w~e~ner an entity is a banking

s8=poration to be excluce~ ==om t~e pu=view cf the feeeral bank=uptcy
statutes, the courts have employee a "state classification test" under
which heavy emphasis is placed ~pon the enabling legislation and
~~--~er under' wOn' ;ch t~~ e~~;~~~ i- c-~an;ze~ a~~ o~-r-~in~ T~ ~~;s~_.l,c.~ '- __ .. _ _.l,_ .. _ ,-_ '-1 -;:) ~ ~ .l._..:.. .... .l. ..~ !:",C_ CLI.. __ ~ • _._ _ ... _

connection, 'note must be taken of Section 8-409 R.S. Supp. 1982 which
prohibits an industrial loan and investilient company from accepting
desposits or otherwise engaging in t~e business of banking.

In Gamble v. Daniel 39 F.2d 447 (8th Cir. 1930), the court
held that a trust company organized under Nebraska law was not a
banking corporation notwithstanding the fact that its enabling legis­
lation permitted it to exercise most, if not all of the powers customa=ily
exercised by Nebraska banks. Similar to the statutes applicable to
Commonwealth Savings Company, the trust company's enabling legislation
forbade the entity to receive deposits or to otherwise conduct the
business of banking. In Gamble, the court rejected appellant's arglli~ent

that the entity had "depositors" and was therefore a banking corporation
to be excluded from bankruptcy administration. The court held that
the term "depositor," as used in the entity's enabling legislation,
did not mean the acceptance of deposits in the banking sense, but
rather the conduct of a safety deposit vault business and to act as a
depository for money in court. In stressing the importance of the
acceptance of deposits, the court stated:

Wheri Congress spoke of "banking corporations" it spoke
as of 1910. It used the words in no technical nor
special sense, but as they were then ordinarily under­
stood. At that time, the ordinary conception of a
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bank was of a business which was based primarily on the
receipt of deposits (general or special), whicb deposits
were used by the bank for loans, discounts, buying and
selling commercial pape~, and other business purposes.
None but national banks could then issue bank notes as
currency. The prime incentive for engaging in the busi­
ness was the profit to be made, directly or indirectly,
from the use of deposits. Most of the then existing
state legislation concerning banks had as its principal
purpose the protection of such depositors. Much of the
~ight to regulate banks was the public interest in pro­
tecting depositors. Banking has been a development,
and the above was its status in 1910. Othe~ businesses
might and did, and still do, deal in commercial paper,
make loans or borrow money without anyone thinking of
them as banks. When a business takes deposits and then
coes the above or related things, eve~yone knows it is
coing a banking business. As far back as Oulton v.
German Save & L. Soc., 17 Wall. 109, 118, 21 L. Ed. 618,
it was said: "strictly speaking the term bank implies
a place for t~e deposi t 0= money, as that is the :-most
obvious purpose of such an institution." * * * In
short, while there may be other attributes which a bank
may possess, yet a necessary one is the receipt of
deposits whic~ it may use in its business. Without
attempting a full definition of these words used in
this section of the Bankruptcy Act (as amended), this
necessary element of deposit is stressed because it is
i~portant in this case. Id. at 450-451.

Notwithstanding the prohibitions of Section 8-409 of the
Nebraska Statutes, we believe that Commonwealth Savings Company con­
stitutes an "industrial bank" within the meaning of the 1982 Garn-St.
Germain amendment to Section 109 of the Bankruptcy Code. Garn-St.
Germain also amended the definition of "state bank" set forth in the
Federal Deposit Insurance Act to include industrial banks:

The term "State bank" means any bank, banking asso­
ciation, trust company, savings bank, industrial
bank or similar financial institution which the
Board of Directors finds to be operating substantially
in the same manner as an industrial bank, or other
banking institution which is engaged in the business
of receiving deposits, other than trust funds as here­
in defined, and which is incorporated under the laws
of any State. . 12 U.S.C. §1813(a). (emphasis supplied)
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I::1 ac.C.1.t:lon, Garn-St. Germain amended the definition of "deposit"
under the Federal Deposit Insurance Act to include certificates of
indebtedness. Deposit means:

The unpaid balance of money or its equivalent received
or held by a bank in the usual course of business .
which is evidenced by its certificate of deposit, thrift
ce~tificate, investment certificate, certificate of in-
debtedness, or other similar name. 12 U.S.C. §1813
(1). (emphasis supplied)

The above amendments to the Federal Deposit Insurance Act, together with
the amen~~ent including industrial banks as a part of Section 109 of
the Bankruptcy Code were all included as part of Title VII of Garn-St.
Germain. With ~espect to Title VII, the legislative history states:

The bill also contains an amendment ,making indust=ial
banks and like-type institutions eligible for Federal
Deposit Insurance. Industrial banks, industrial loan
campanies J industrial .loan .. and. thrift-campan~es, lqan
- ... ~ ..: on --00 ,.,.... ~,....,-' - yo 11 .:= c: -. t ; ~:..;..:.- :-.:._v --7 :.. e.:'- ~'?l..t;'c.n~e~ ~~e a - n~es ~or - ~a e :7~

~anclal lnstltu~lcns whlcn extend lnstallmen~ creal~

t8 c~nsu..~ers and accept some form of s~vings deposit
==om their customers. These institutions are char~ered

a~c supervised unde~ state industrial banking or in­
dustrial loan laws. The purpose of these amendments is
to permit this type of financial institution to be eligible
£o~ membership in the FDIC on the same basis as other
state financial institutions which offer the same or
similar services to the public. 1982 u.s. Code of Cong.
and Adm. News, p. 3097.

Notwithstanding the limitations of Section 8-409 of the Nebraska
Statutes prohibiting Commonwealth Savings from accepting deposits or
otherwise engaging in the business of banking, we believe Garn-St.
Germain squarely places the entity within the category of a state bank
whose certificates of indebtedness constitute deposits for purposes of
the Federal Deposit Insurance Act.

In Gamble, supra, the Eighth Circuit distinguished the
business of banking from that of a trust company under Nebraska law by
reference to the fact that bank depositors were afforded protection
under a guarantee fund which was based upon average deposits, whereas
protection was afforded to trust company customers by a deposit of
securities, the value of which was measured by the trust company's
capitalization. The administration of the banking guarantee fund and
the protection afforded by that fund were distinctly diff~rent from
the administration and protection afforded through security deposits
made by tr~st companies. The distinction thus made in Gamble, should
not apply in the case of Commonwealth Savings Company. Under the
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wealth Savings Company is clearly within t~e definition of a "deposit8ry
institution"; and persons holding certificates of indebtedness issued
by the entity are entitled to the s~~e protections afforded the members
and depositors of credit unions, savings and loan associations, building
and loan associations and, in certain instances, banks which have
ac~ui~ed the assets and liabilities of a savings or building and loa~

association or an industrial loan and investment company.

--

---

We trust you will find the above discussion useful.
can be of further assistance, please call.

Respectfully ~ed'

~£e'~"
JSP:lh

If we
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EXHIBIT 27
SHOPPERS FAIR CHRONOLOGY

Prepared by Gary L. Rex, Legal Counsel
Banking, Commerce and Insurance Committee

AIG = American Investment Group
DBF Department of Banking and Finance
EPP East Park Plaza, Inc.
Fosdick = Mike Fosdick
Hake = Ken Hake
Joyce = Jerry Joyce
Kerrey = Robert Kerrey
PP = Pioneer Plaza
Rentfro = Robert Rentfro
RJW = Rentfro, Joyce and Tom White partnership
SF = Shoppers Fair
SFC Security Financial Corporation (holding company of SSS)
SIC = Security Investment Corporation (subsidiary of SSS)
SSS = State Security Savings
Stuart = James Stuart, Jr.
White = Tom White
Wright = William Wright

Ex = Exhibit numbers of documents received in evidence by the Department of
-Banking in it~ formal investigation of SF during April, 1984.

p. Page number of the transcribed testimony given before the Department
of Banking in its formal investigation of SF during April, 1984.

July 23, 1979 Execution of warranty deed to property underlying SF from
Rentro and Joyce to RJW. (Ex 6) The'original const~uction financing was
obtained through NBC on June 16,1980 for $1,675,000 (Exs 30,31, 32), and
by the time SF was sold by RJW in 1983, the balance owed NBC was 1.9
million, with an annual interest rate of 17% •

(Before and during the time that followed, Rentfro and Joyce financed the
development of several properties (but not SF) through SSS. Also during
this time, the bottom fell out of the real estate and construction markets,
which caused Rentfro and Joyce to have serious cash flow problems.
Furthermore, Rentfro and Joyce were allegedly being charged "prime" rate or
above by SSS (contrary to their verbal agreement with SSS, according to
Rentfro). As a result, they were unable to service their loans with SSS,
which continued to grow as unpaid accrued interest was rolled over onto
principle as the notes were renewed. Rentfro and Joyce then began trying
to liquidate their properties in order to service and reduce their debts.)

(Beginning in 1978, and in each year following, the Rentfro/Joyce line of
credit with SSS was listed as a' "concentration" by the Banking Department
in its annual examination reports. (Before 1978, examination reports did
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not note "concentrations.") Furthermore, in the years 1981 through 1984,
loans to Rentfro and Joyce were cited as being in violation of 8-409 (in
excess of loan limits) because, as some of the loans to their corporations
became delinquent, their personal guarantees on those loans caused the
loans to be added to their personal total borrowings under DBF
computations. )

(Also, before the end of 1980, the RJW partnership added the following
partners: Harold & Phyllis Sears, Ronald Brester and Donald Brester.)

January 16, 1981 RJW signed a listing contract with National Investment
Counselors of Kansas City, Missouri, for NIC to act as broker for the sale
of SF. The selling price for SF specified in the contract was $3,200,000.

April 7, 1982 Letter from Charles Mitchell, Deputy Director of DBF, to
SSS commenting on the results of the Department's examination of the
institution in February 1982. Mr. Mitchell advised the board that, because
of the institution's marginal adequacy of capital, "Conservation of
earnings is in order. Restricting dividends, bonuses, professional fees
and perhaps salaries may be necessary." Mr. Mitchell also noted that 41.8%
of all loans were "classified," and that loans totalling $8,301,000
deserved "special mention." Because of the institution's problems,
Mitchell required SSS to submit quarterly reports to the Department.

May 3, 1982 Letter from White on behalf of Cherry Hill Realty Co. to Leon
Olson (of SSS) concerning a possible sale of SF and PP. (Ex 23) Among
other things, the letter included details and figures concerning the
properties' operation, and stated the price of SF to be $3.25 oillion, and
the price of pp to be $2 million. In regard to SF, the document noted the
outstanding loan with NBC (1.9 million for 3 years at 17%), and the
mortgage held by NBC in the same amount dated December 23, 1981.

July 2, 1982 Hake counseled Rentfro and Joyce concerning their debt
problems and requested additional collateral to secure the growing amounts
of unpaid interest on their loans (per Hake, p 100).

Letter from Rentfro and Joyce to SSS (c/o Hake) suggesting that sss
purchase real estate from them, and that a portion of the proceeds from
such sale be used to reduce their indebtedness to SSS.

July 7, 1982 Letter from Rentfro and Joyce to Hake memorializing their
July 2 meeting and making proposals for possible sales of real estate
(including SF) to SSS. (Ex 24) The proposal offered a price of $2,336,000
for Rentfro's and Joyce's 73% interest in SF. (However, according to the
loan agreement signed September 8, Joyce and Rentfro had only a 55%
interest in RJW, which owned SF.)

August 10, 1982
agreed to work

Rentfro met with Hake concerning
to reduce debt to SSS

- 2 -
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properties--including SF and PP--and to use the proceeds of any such sales
to reduce the debt.

August 12, 1982 Letter from Rentfro to Hake memorializing their meeting
of August 10. (Ex 25)

September 8, 1982 Execution of a loan agreement by Joyce and Rentfro in
which they assigned to SSS their 55% interest in RJW (which held SF) and
their 75% interest in PP, as additional collateral to capitalize accrued
interest. Rentfro and Joyce also agreed to use their best efforts to
market their properties to payoff their indebtedness to SSS. SSS agreed
to extend the existing loans and to make new loans to cover accrued
interest (this agreement was finally signed by SSS on October 22). (Ex 9)

October 15, 1982 Offer from American Heritage Service Corporation of
Chicago to buy SF from RJW for cash and real estate totalling $2.8 million.
(Ex 10)

October 26, 1982 Letter from Hake on behalf of SIC (a subsidiary of SSS)
to RJW (c/o Rentfro) offering to buy SF for cash and real estate totalling
$2.8 million. (Ex 12)

Letter from White on behalf of RJW to sss (c/o Hake) clarifying that the
sale would" not be contingent on the ability of the buyer to obtain better
terms on the NBC loan. (Ex 12)

October 28, 1982 Letter from Hake on behalf of SIC (subsidiary of SSS) to
RJW (c/o Rentfro) offering to buy SF from RJW for 2.8 million on similar
terms as the October 26 offer, but with amendment of the terms regarding
the buyer's assumption of the NBC loan. (Ex 11)

November 10, 1982 Offer from Midland Financial Savings and Loan of Des
Moines to buy SF from RJW for cash, discounted mortgages, and real estate
totalling $3 million, with National Investment Counselors acting as broker
(evidenced by proposed real estate contracts, Ex 13 and Ex 14).

December 8, 1982 Date of follow-up examination of SSS by the Department
of Banking (to review some of the problems noted in its February 1982
examination). The examination report notes that Hake told the examiner
that no dividends were expected to be issued by SSS to SFC unless profits
rose.

(Note: According to subsequent DBF examination reports, SSS had net losses
of $358,600 in 1982, and $1,048,000 in 1983 (almost $600,000 of the 1983
loss resulted from SSS's forfeiture of its investment in the NDIGC after
its collapse).)

January 13, 1983 Deed signed by RJW partners to prospectively convey SF·
to Midland Financial Savings. (Ex 7) (The deal then fell through, and

- 3 -
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White instructed David Hunter (of State Title Services) to keep the deed,
on which the "buyer" was never written in, for later use. (per Hake, p. 75,
per Hunter, p. 253 et seq.))

(The offer from Midland was subsequently renegotiated, but never solidified
(as evidenced by notes of Hake, Ex 15) (per Hake, pp. 39-41, per Rentfro,
p. 215).)

26A) signed by the Brester
their discontent with the

260). This Notice was
day. The notice does not
they were discontented, or

February 7, 1,983 "Notice of Nonconsent" (Ex
brothers (partners In RJW) because of
contemplated sale of SF to SSS (per Hunter, p
recorded with the County Clerk on the next
specify any particular offer or terms with which
the buyer making such offer.

February 10, 1983
by the Brester
March 30, 1983.

Execution of "Release of Notice of Nonconsent" (Ex 27)
brothers. This release was not recorded, however, until

Mid February, 1983 Rentfro and Joyce proposed to Hake that SSS buy
property (i.e., SF and PP) from them (per Hake, p. 46). Rentfro and Joyce
also suggested that a SSS subsidiary take title to the properties in any
eventual sale, rather than SSS itself, so that RJW's other lenders would

. not become alarmed (per Rentfro and Joyce, pp. 226, 297-99). (Rentfro and
Joyce later assumed, at the time of the closing, that the buyer of SF
(i.e., AIG) was a subsidiary of SSS (per Rentfro and Joyce, pp. 226,
297-98) .)

During this time, Wright first learned of the proposed sale of SF to SSS
when Hake showed him a letter that SSS planned to send to RJW offering to
buy SF (per Wright, pp. 317 et seq).

Februarv 25, 1983 Letter from Hake on behalf of SSS to RJW (c/o Rentfro)
which made an offer by SSS to purchase SF for 2.65 million, with the offer
to expire on March 2, 1983. (Ex 16) (According to Hake, this offer was
made with the intent to resell the property (p. 49).)

March, 1983 Wright met twice with Stuart to
participation in the purchase of SF from
interest in PP (per Stuart, p. 133, 134).

discuss Stuart's possible
RJW and Rentfro/Joyce's 75%

March 15-20, 1983 Hake advised Wright that SSS would probably be
acquiring SF from RJW, gave Wright a packet of material about SF, and asked
Wright if he knew anyone else who might be interested in information about
the property (per Wright, pp. 320,353).

March 18, 1983 Rentfro and Joyce accepted the offer from SSS to purchase
SF for 2.65 million, and signed a purchase agreement (i.e., the letter of
February 25,1983) (p 52). (According to Rentfro and Joyce, their
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acceptance was based on the assumption and the representation that SSS
would be stuck with the property, that it would have to exert efforts to
market the property, that it might have to help to finance any eventual
purchase, and that it should therefore be given a discount on the purchase
price (pp. 220 et seq., 279).)

March 18-25, 1983 At the request of Wright, Hake contacted Stuart to see
if he would be interested in buying SF (per Hake, p. 58).

March 18-31, 1983 Hake called Wright, Leon Olson, and Ross Wilcox (of
Union Bank) to see if they would be interested in purchasing SF (per Hake,
pp.57, 103). Wright called Kerrey concerning a possible un-named
"investment" (per Kerrey, pp. 8, 9).

March 19, 1983 Fred Kiechel met with Wright at Wright's office concerning
the purchase of SF. Wright informed Kiechel that he would have to invest
$15,000, that Stuart had gone over the figures, and that the property would
cash flow (per Kiechel, p 435 et seq.). Kiechel was also informed that
there would eventually be 4 partners in the partnership acquiring SF
(namely himself, Wright, Stuart, and Kerrey), and that Wright could not
help to arrange the financing because of his relationship to SSS (per
Kiechel, pp 452,467).

March 20-21, 1983 Wright informed Hake that he had possible buyers for SF
(per Hake, p. 58). According to Wright, he specified to Hake that the
possible buyers were Transamerican Investment Co. (i.e., Wright and Stuart)
and another partnership involving Stuart (per Wright, p. 396) .

March 20-28, 1983 Wright contacted Stuart about SF and gave him details
concerning the property. They also discussed possible partners who might
be willing to go in on the acquisition of SF, including Kerrey and Fred
Kiechel (per Wright, pp. 321, 357).

March 24, 1983 At the request of SSS, Dave Hunter (representing State
Title Services, Inc.) supplied SSS with a title insurance commitment (Ex
28) for the sale of SF to AIG (per Hunter, p. 262).

March 27, 1983 RJW gave notice to EPP that it had 45 days to exercise its
first right of refusal with regard to the pending sale of SF. (Ex 18 is a
copy of EPP's option). (Eventually, the notice had to be sent again, as
the first notice had not been sent by registered mail.)

March 30, 1983 The Bresters' "Release of Notice of Nonconsent," which was
originally signed on February 10, 1983, was filed with the County Clerk
(pp . 258 , 259). (Ex 27).

Wright informed Bob Nefsky (an attorney in Wright's law office) of the
terms of a possible purchase of SF and PP. Nefsky admitted that he was
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aware that the original partners of AIG were to be Stuart and Fred Kiechel,
and that additional partners would join later (per Nefsky, pp. 406, 407).

March 31, 1983 Execution of the original general partnership agreement by
Stuart and Fred Kiechel to form AIG (pp. 412, 413, 437). (Ex 4)

Wright met with Stuart (about 1:00 to 3:30) in Stuart's office concerning
the purchase of SF by AIG. While Wright was present, Stuart called Hake on
the speaker phone to discuss the interest rate on the $750,000 loan from
SSS to AIG (which was to be used by AIG to help finance its purchase of SF)
and the $150,000 "fee" which was to be paid by AIG (per Wright, pp. 324 et
seq.). According to Wright, Hake did not know that Wright was a
prospective partner in AIG as Wright admitted that he had not brought up
the possibility since it would have been improper for him to be a partner
in AIG at that time (per Wright, p. 327).

Also present at the above-mentioned meeting was Bob Nefsky, an attorney in
Wright's law office. During the meeting, and while Stuart was speaking
with Hake on the speaker phone, Nefsky obtained the necessary details to
draft the documents for the proposed sale of SF to AIG, and pp to
Transamerican. Nefsky specifically recalls that Stuart and Hake discussed
the $150,000 "-fee" to be paid to SFC (which, according to Hake (p. 537),
was a "buy down" of the interest rate for the loan to AIG). (When Nefsky
later drafted the sale agreement, he characterized the payment as a "fee"
because SFC was not in the business of lending money, so the payment could
not be labelled as an interest "buy down" (per Nefsky, pp. 407 et seq.).)
(Nefsky admitted that at this time, he perceived his role as the attorney
representing both SSS and AIG (per Nefsky, p. 419).)

Date of letter from Stuart on behalf of AIG to SFC (c/o Hake)- spelling out
the terms of the sale of SF to AIG. (Ex 17) The terms in the letter were
acknowledged by Hake's signature as "agreed and accepted." In the letter,
AIG agreed to pay $150,000 to SFC for SFC's "services" of being
"instrumental in locating the property and negotiating the purchase on our
behalf." (This document was actually prepared by Nefsky about a week
later, back-dated, and then signed by Stuart in mid or later April (per
Nefsky, pp. 415 et seq.).)

AT THE CLOSING:

Execution of the note for $750,000 from AIG to SSS. (Ex 2) (Terms: 12% .
for 83 months (7 years), with an additional $150,000 "fee" to be paid to
SFC (per Wright, p. 385). (The funds for the $150,000 fee were eventually
obtained by a loan from Union Bank to AIG on June 6, 1983.) Payments on
the $750,000 note were to be $7,899 per month with a final balloon payment
of $705,871 due on 3-31-90 (after which date, interest was to increase to
17%). ' In exchange, SSS applied about $350,000 toward the reduction of
Rentfro's and Joyce's indebtedness to SSS (per Hake, p. 488). (See Ex 26
and pp. 113-14 concerning the disposition of the proceeds of the loan.)

- 6 -
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Execution of the trust deed from AIG to SSS to secure the above-mentioned
note. (Ex 3)

Completion and execution of the warranty deed transferring SF to AIG from
RJW. (Ex 7) (The deed was originally dated and signed by the RJW partners
on January 13, 1983, for the intended sale to Midland Financial Savings
(per Hake, p. 75, per Hunter, pp. 253 et seq.). The deed was eventually
filed on May 13, 1983.) (Rentfro and Joyce assumed AIG would be subsidiary
of SSS (per Rentfro, p. 226, per Joyce, pp. 297-99).)

According to Hake (p. 78), he suggested to the RJW partners during the
closing that perhaps RJW could work with EPP to have EPP buy SF from SSS by
exercising its option, and then RJW could buy back SF from EPP later.
According to Rentfro and Dave Hunter (pp. 232 et seq., 271 et seq.), Hake
gave Rentfro, Joyce and White an oral assurance that they had until the end
of EPP's option per~od (45 days beginning on May 31) to find a better offer
for SFC and, until then, the closing documents were to be held by Hunter in
escrow, and the deed was not to be recorded.

Hake and Fosdick t9ld Rentfro and Joyce that they may have found a buyer
(other than SSS) for SF (per Rentfro, pp. 218, 248).

Rentfro and Joyce also transferred their 3/4 interest in PP to SSS in
exchange for a $400,000 reduction in their indebtedness to SSS. SSS then
immediately sold PP to Transamerican on a conditional sales contract. (per
Wright, p. 392; per Hake, pp. 488, 517)

April 1, 1983 Wright met with Kerrey to discuss a possible investment in
SF (per Kerrey, p. 9). According to Wright, this was the first time he
would have discussed the purchase of SF with Kerrey (per Wright, pp. 323,
374) •

April 2 or 3, 1983 At Kerrey's request, Wright contacted Dean Rasmussen
concerning the purchase of SF (per Wright, p. 323).

April 5-19, 1983 ~lright personally advised some of the SSS Directors that
he intended to become a partner in AIG (per Wright, p. 331).

April 12-25, 1983 Date of execution of the amendment to AIG partnership
agreement which added the partners of Kerrey, Wright and Dean Rasmussen.
(Ex 5) Wright stated (p. 378) that, unlike the other partners, he made no
financial contribution to the partnership. The document reflects the
following ownership percentages and signature dates:

-

Kerrey
Wright
Stuart
Rasmussen

12.5%
25%
25%
12.5%

April 12
April 13
April 18
April 20
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Kiechel 25% April 25

(The document was not filed with the County Clerk until October, 1983.) (A
"Certificate of Admission of Additional Partners" was not filed until
October 20, 1983.)

April 15 (approx), 1983 Wright and Dean Rasmussen had a luncheon meeting
to finalize Rasmussen's and Kerrey's involvement in AIG ( per Wright, p.
375) •

April 19, 1983 Wright advised the other SSS Directors of his intent to
become involved in AIG (per Hake, pp. 94, 108: per Wright, p. 331).

May 11, 1983 Letter from Realcorp of Chicago to RJW (c/o White) offering
to buy SF from RJW for 2.95 million (per Hake, pp. 79-80, per Hunter, pp.
277-78). (Ex 20) Among other things, the offer required $25,000 earnest
money to be paid upon signing, with the closing date to be before July 30,
1983. Acceptance of the offer was acknowledged on the letter by the
signatures of White, Joyce, Rentfro, and Sears (but not the Bresters) on
May 12, 1983.

May 11-13,·1983 Phone call to Hake from
National Investment Counselors) concerning
Chicago) interest in the purchase of SF.

-property had been sold, and that he was not
the sale of the propert~. (Per Hake, pp. 86,

Becky Broyles (representing
her client's (Realcorp of

Hake advised her that the
interested in negotiating for
et seq.)

May 12, 1983 Release of right of first refusal executed by, and obtained
from, EPP. (Ex 19)

Because of the pending offer from Realcorp, RJW instructed Hunter not to
file the escrowed deed which transferred SF to AIG (per Hunter, p. 279).

Wright recalled that he "could"
documents should be filed since
received (per Wright, p. 344).

have
the

advised
release

Hake that the closing
of EPP's option had been

(4:30 P.M.) Hake told Hunter to file the closing documents concerning the
sale of SF to AIG the follo~ing morning, since the release of the option
was obtained from EPP, because Hake considered the Realcorp letter (of May
11) merely an indication of its intent to provide an offer (and not an
offer, per se), and because it was suspected that Tom White would be
attempting to enjoin the filing of the papers held by Hunter (per Hake and
Hunter,). At Hunter's request, Hake signed an indemnification agreement
(Ex 21), prepared by Hunter's attorney, to hold Hunter harmless should
anyone object to the filing (per Hake and Hunter) .

May 13, 1983 (8:16 A.M.) Hunter filed the documents as directed.
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June 6, 1983 AIG borrowed $150,000 from Union Bank (through Ross Wilcox)
to pay the "fee" to SFC pursuant to the sale arrangement (per ~vright, p.
377, per Director Beverage, p. 553) (as evidenced by the check from Union
Bank to AIG (Ex 42), and by the note (Ex 43». (The note (Ex 43) states
that the purpose of the loan is for "the purchase of SF from SSS.)

June 8, 1983 $150,000 "fee" payment from AIG to SFC deposited in SFC's
account (per Hake, p. 545). {Hake admitted that the payment to SFC was
merely a means of short circuiting the usual method of dividending funds to
the holding company, and that the holding company was in need of the cash
(per Hake, pp. 524 et seq.). Hake further stated that such a payment would
not, ordinarily, be recorded on SSS's books in a manner which would
normally be scrutinized by the examiners from DBF.)

May/June, 1983 Meeting between Hake, Joyce and Rentfro. In response to
Hake's query concerning what unresolved problems thay had had with SSS in
the past, Joyce and Rentfro stated that they had no complaints concerning
the handling of SF (per Hake, pp. 95, 96).

- October 17, 1983
Partners" to AIG.
October 20, 1983.)

Date of "Certificate of Admission of Additional
(The Certificate was recorded with the County Clerk on

November/December, 1983 Rentfro, Joyce and White mention to Hunter that
RJW did not receive a fair shake from SSS with regard to the SF transaction
(per Hunter, p. 283).

February 28, 1984 Date of assignment of the Deed of Trust to SF (which
was originally given from AIG to SSS "to secure the $750,000 loan used to
purchase SF). This document "assigned SSS's interest in the Deed of Trust
to 1st National Lincoln, and cited that the balance of the debt secured by
the deed is $674,560. The document was recorded on February 29, 1984. (Ex
40)

March 2, 1984 Special meeting of SSS Board of Directors to officially
ratify the following transactions on the minutes (as evidenced by the
minutes of the Board, Ex 22):

(1) Loan of $500,000 to Young, Kerrey, Stuart, and Kiechel' on April
14, 1982 (re Quail Valley apartments) •

(2) Loan of to $200,000 Young, Kerrey, Stuart, and Kiechel on January
5, 1983 (re Quail Valley apartments).

(3) Loan of $750,000 to AIG on March 31, 1983 ere SF).

--
(4) Conditional sales contract between SSS and
Investment Co. on March 31, 1983 (re sale of PP) .

- 9 -

Transamerican



page 10

March 16, 1984 Letter from Al Plessman to Kerrey concerning SF (Ex 8),
along with a copy of the videotape.

April 2-5, 13, 1984 DBF conducted hearings concerning the SF transaction.

May 8, 1984 Deed of Trust to SF issued by Wright on behalf of AIG to
Norwest Funding, Inc. to secure a loan of $2,380,000 from Norwest to AIG.

May 15, 1984 Issuance of ~n "Order Requiring Notice and Approval" by DBF
concerning any settlement of the dispute between SSS and Rentfro/Joyce.

National Bank of Commerce releases its mortgage interest in SF (which was
last given to NBC by RJW in December 1981) .

May 29, 1984 Director Beverage issued an Order which disapproved and
prohibited SSS from continuing the practice of transferring "buy down" fees
directly to SFC, SSS's holding company, as a result of loans issued by sss.
The Order also assessed the costs of the hearing ($1,364) to SSS.

June 20, 1984 Settlement Agreement executed by SSS and Rentfro/Joyce.

December 12, 1984 Director Beverage issued an order approving the final
settlement of the Rentfro/Joyce claims against SSS.

12/15/86

OFSPROMT DFILE :E@TEXT

- 10 -



EXHIBIT 28

STATE OF NEBRASKA

DEPART~ENT OF BANKING & FI~ANCE

In the matter of

STATE SECURITY SAVI~GS CO.,

an Industrial Loan and

Inves~~ent Company

ORDER AND NOTICE OF HEARI~G

.... ~~is ~atter cornes on for consider3ticn by t~e Depar~men~ --

3anking anj Finance (~E?ART~E~T) ~ase1 upon t~e following fac~s

and cevelo?ne~ts:

1. On ~1ar=:, 20, 1984, the DEPAR~1E~~T, through its Dir~ct~r

and General Counsel, were i~f~r~ed of an alleged cons9iracy

i~volving some of the principals, officers anc directors of

State Security Savings Company and others. The alleged

conspiracy purports to involve property formerly owned by tHO

borrowers of State Security Savings, Robert Rentfro and Jerry

Joyce. The officers involved allegedly include Ken Hake,

Chairman, and Michael Fosdick, President. One of the Directors

of State Security Savings, William F. Wright, is also alleged

to be involved in the purported conspiracy. The allegations

are that the conspiracy may have included a violation of Neb.--
Rev. Stat. Section 8-409.01 to Section 8-409.06.



2. A videotape, copyrighted by A. Plessman, was delivered

to the DEPART~1E::qT :,y Ken Hake and Leon Olson, a director of

State Security Savings. It was viewed by the Director, t~e

General Counsel ~f the Department, and the Assistant Attorney

General assigned to the DEPARTMENT. Upon viewing t~e film, it

was concluded that a hearing should be held to fully

investigate the charges of conspiracy and insider dealings

which were being made by Robert Rentfro, Jerry Joyce and Alan

Plessman, their attorney. The videotape whic~ was delivered to

the DEPARTMENT, after it ba~ ~een viewed, was delivered to t~e

~ancast~r :ounty Att~rney. The videotaoe sets forth that it

re?rese~ts a settlement demand and, f~rther, i: not accepted by

t~:: news

1~84, suit will be filed and the ma~ter

3. On !1arc~ 27, 1984, L.B. 1039 was signed ~y Gov-:rnor

~er=ey and became effective on March 28, 1984. Pursuant to

L.3. 1039, the Director of the lJepart!nent of 3an:<ing and

Finance is empowered to requir~ that any person or corporation

who has allegedly violated any provision of Chapter 8 of the

Nebraska Revised Statutes shall appear at a ti~e and place

specified to answer the allegations surrounding the alleged

violation. L.B. 1039 further provides that in the event an

emergency is found to exist which requires immediate action to

protect the safety and soundness of the institution involved,

an order may be issued requiring such action as may be deemed

necessary to meet the emergency without the necessity for a

notice to be served at least 10 days before the hearing.



-
.....

--

---

-
-
---

4. On Marc~ 29, 1984, the DEPARTMENT was officially

advised t~at a criminal investigation is being conducted by t~e

Lancaster County Attorney's office. The investigation includes

an alleged extortion attempt by Robert Rentfro, Jerry C. Joyce,

and their attorney, Alan Plessman, as well as an alleged

violation of Section 8-409.03 (involving an insider loan

transaction) by William F. Wright at State Security Savings

Company. The Depart~ent was also advised that an investigation

was ~eing conducted into the alleged conspiracy in which

Wright, Hake, and ot~ers, including Gove~nor Kerrey, were

pur?ort:dly involved.

~fC~REFORE, IT IS ORDERED t~at:

(1) an eme~gency exists, given the nat~re of State Sec~rity

Savings Company as an uninsur:d indus~=ial loan and inve5~~en~

cOwpa~y, whiCh =equires that. iillmediat: ac~ion be taken to

investigat~ the allegations which have been made in order to

protect the safety and soundness of the institution;

(2) State Security Savings Company, by and through its

Chairman, Ken Hake, and its President, Michael Fosdick shall

appear before the Depar~~ent of Banking and Finance on t~e 2~d

day of April, 1984, at 9:30 a.m. and that the DEPARTMENT shall

cond~ct an investigation into the facts and circumstances

surrounding the allegations which have been made; and,

(3) State Securiti Savings Company, by and through its

Chairman, 'Ken Hake, shall provide copies of any and all

documentation concerning the transaction in question as may

exist and shall bring the same to the hearing to be held on

April 2, 1984. These documents shall include the following:



(a) all deeds, mortgages, promissory notes and partnershi?

agreements of ~~erican Investment Group;

(b) all promissory notes, financial statements, deeds,

mortgages or agreements made by or in connection with R. J. W.

Partnership, Robert J. Rentfro, and Jerry C. ·Joyce which forms

the subject of the charge and complaint which has been made by

Messrs. Rentfro and Joyce through their attorney, Alan J.

Plessi!lan.

Dat~d t~is 30th day of March, 1984.

1--------- ----

BY: STATE OF ~E3RASKA

DEPART~'1E~T OF B~_NKI~JG & FI:1A~C3



..... EXHIBIT 29

--
In t~e nattsr 0-:
3:"ri':'E SECUR..I':'Y ;jAVI~TG~ ':m1PAHY
an In~ustrial Loan ann
Invest~ent ~ompany

ORDY:R

....

7~is matter carn~ on for hearing by or~er of the Depart~ent

of Banking and Finance pursuant to the authority granten by

L.D. 10J~ of the Siryhty-eighth Legi31atur~, ~econd Session,

1904. Evidence was a~duce~, an~ ?in~ings of ?act ann

the Depar t::1en t. Pursuant to saie 7in~ings 0: ?act ~n~

--
Conclusions o~ Law, an or~er is her~b7 entere~ to ~rohi~it t~e

paying a "buy-down" o~ an interest rate b~ a borrower ~irect17

to the hol~ing co=?any, rat~er than to ~tate ;jecu:ity ~avings

Company, is hereby nisapproved ann prohibite~.

I~ I~ FUR7HER ORDERED ':'HA~ the cost~ o~ this hearing are

taxed to ~tate 5ecurit7 Saving~ Corn~an: in the amount of

$ 1.364.85

-
1

of ~1ay, 1<J~4.

BY ':'IIE DEPI\P.~!1Ell':' OF nAITKI~TC

AlTO ::!~TAlT~r::
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EXHIBIT 30

STATE OF NEBRASKA
ROBERT KERREY • GOVER~OR • ROGER 'f. BEVERAGE • DIRECTOR

The Depar~~ent of Banking and Finance has conducted a....
PRE S S R E LEA S E

series of hearings into allegations of potential misconduct by

officers and directors of State Security Savings Company in the

purchase and subsequent transfer of a piece of property known

as "Shopper's Fair" in Lincoln, Nebraska. These allegations

were first called t~ the attention of the Department by

Gover~or Kerrey and representatives of State Security Savings

Company. taking several days of testimony, the

--

---

Department has now completed its investigation.

Based upon the evidence which has been received, the

Department is convinced State Security Savings Company has not

been damaged or harmed financially as a result of the purchase

and sale of Shopper's Fair. The transactions which were

involved with this specific transfer of property in fact

strenghthened the financial position of State Security Savings

Company.

In full cooperation with the office of the Attorney General

and the Lancaster County Attorney's office, the Department has

turned over the evidence which it obtained during the course of

these hearings to these offices for their review. From the

standpoint of its regulatory responsibilities, the Department's

investigation is complete.

DEP.\RT"tE:"T OF BA~KI~G & FI~.-\~CE. BOX 95006. ll~COL~. ~EBRASIL-\ 68509-5006. PHO:\E (402) ~71·21il

\" F(~' \ I npon~~' "1-:-' \ n·~ t{'~ \ n\ F \(,T~'" F:'-1P'OY!':R



EXHIBIT 31
STATE O~ NEBRASKA

DEPART~ENT OF 9ANKI~G AND FI~A~~E

-.

In the matter of
State Secur~ty Savings
Company, Lincoln, Lancaster
County, Nebraska.

0RDER
~FQUIRI~G

NOTICE A~D APPR0VAL

and finds tha t :

Finance, by and through the Director of Bank~ng and Finance,

State Sec~rity Savings Comoany is an in~us~=~al ~oa~1 )

COMES NOW the State of Nebraska, Department of 3ank~ng and

--
-
...

of its accounts;

? \
-I

decline in its account level as a resu~~ ~f a)

Commo~wealt~ Savings Co~pan1 and its own ~ninsured s~~t~s a~d

hearing convened ?ursua~t to L.S. 1039 ~n ~?r~: 2, 193 1 ,

......
=ie Ren=~=~/Joyce cla~~s will be ~ace;

- ~~at ?ursuant to Neb. Rev. 3ta,:.-- ---
(Reissue 1983) tie Director of 3ank~~g a~~ :~~ance ~:s ':~e

=es?onsi~ility to constructively aid i~=~s,::i=l loan an~

efficiency, in addition to the general su?ervision and control

of suc~ companies pursuant to ~eb. Rev. Stat. Section 8-401.01

(Reissue 2,983);

5) That the Director has determi~ed t~at it would be in

the public interest and in furtherance of his statutory

responsibilities to review and approve the propose~ final

settlement of the Rentfro/Joyce claims if the mon~es to fund

suc~ are to be taken from any accounts, capital or otherwise,

of State Security Savings Company, its parent holding com?any,

or any of ~ts affiliates, so that a determination may be made

as to whether ~t would affect the safety an~ soundness of th~

institut~on.

1



IT IS, THEREFORE, HEREBY ORDERED that State Secur:ty

Savings Company sh~ll subm:t to the Department of Banking an~

Finance the proposed final settlement of the Rentfro/Jovce

claims for the review and approval of the Director of B~nking

and F~nance ~f the monies to fund such settlement are to be

~~~~n from any acco~~ts, capital or otherwise, of State

Security Savings Company, its parent holding company, or any of

rts affiliates.

Dated this _/L day of ~, 1984.

•

STATE OF ~ES~AS~;

DE?ART~ENT OF 3A~~I~G AND FI~A~C3



---
......

STATE OF NEBRASKA
DF..~r\.RTMENT OF BANKING AND FINA .. CE

EXHIBIT 32

In the Matter of:
STATE SECURITY SAVINGS
COMPANY, Lincoln, Nebraska

)
)
)
)
)

ORDER
OF

A?PROV At

-

-

COMES NOW the State of Nebraska, Department of Banking and

Finance, by and through the Director of Banking and Finance a~d

finds that:

On the 1Sth day 0 f May, 1 984, the De par tm e n t 0 f Ban kin g and

Finance issued an Order to State Security Savings Company

requiring that State Security Savings C~mpany submit to the

Department of Banking and Fi~ance the proposed final settlement

of the Rentfro/Joyce claims for the review and approval of the

Director of the Department of Banking and Finance if tne monies

to fund such settlement ~ere to be taken from any accounts,

capital or otherwise, of State Security Savings Company, its

parent holding company, or any of its affiliates;

That State Security Savings Company complied with the

provisions of that Order by submitting the proposed final

settlement to the Department of Banking and Finance;

That the Department of Banking and Finance reviewed and gave

verbal approval of the proposed final settlement to State

Security Savings Company in early to mid June 1984, and did not

require State Security Savings Company to await a written Order

of Approval from the Department before proceeding with the

se ttlemen t;

That State Security Savings Company has requested a written

Order of Approval notwithstanding the fact that the transaction

has been completed and it has filed a Chapter 11 Petition in

Bankruptcy;



That the Department has determined that it is proper and

necessary to formalize the verbal Order of Approval given to

State Security Savings Company prior to its petition in

Bankruptcy.

IT IS THEREFORE CONSIDERED, ORDERED AND ADJUDGED that the

final settlement of the Rentfro/Joyce claims be, and hereby is,

approved.

DATED this ./;2 day of December, 1984.

S ta te of Nebraska
Department of Banking and Finance

../

BY:.~~-
R~ Beverage, D_rector



-
-

SET T L E MEN T AGREEME!~T

EXHIBIT 33

--
-
...

--

---

---

THIS SETTLEMENT AGREEMENT is entered into by BORROWER whether on~ or
more and LENDER, whether one or more, as identified hereinafter.

1. RJS: LENDER shall purchase from BORROWER all of their interest in a~d

to RJS, a partnership, subj ect to liens, encumbrances and unpaid taxes at a
price of $ 1,400,000. Of that price, $ 973,380 shall be applied to principal
and .$126,100 shall be applied to interest due by BORROWER to LENDER on
obligations incurred in connection with RJS, a partnership. The balance of $
300,520 shall be applied to other obligations of BORROWER to LENDER as
hereinafter set out in paragraph 7. This transaction shall close within 15
days of the date hereof.

2. DJR: LENDER shall purchase from BORROWER all of their interest in and
to 24 townhouse lots: Lots 17-40 .. Block 11, and 5 single family lots to be
selected in Block 1, all in S~vanoaks First Addition, presently held by DJR
subject to liens, encumbrances and unpaid taxes at a price of $ 317,500. That
sum shall be applied to principal and interest due by BORROWER to LENDER on
obligations incurred in connection with DJR, leaving a loan balance of
$578,380 which ~ill be refine~ce:i .i:l acc:crdan~c .itt the terms set out: in
paragraph 8. This transaction shall clcse within 15 days of the date hereof.

LENDER shall give BORROWER construction loans for two spec homes for an ongoing
building program on lots owned by D.JR. These loans will not "exceed 75% of.
appraised value and all plans and specifications must be approved by LENDER'S
management committee. The interest rate will be 12% plus 1 point. These loans
will be made within 15 days after LENDER obtains FSLIC insurance of accounts.

~ 3. WALKWAY: BORROWER will assign their interest in the walkway; provided,
however, that any balances held by East Park Plaza rightfully due to RJW or any
successor at this time shall be released to BORROWER•..

4. TRANQUILITY BASE: LENDER shall purchase from BORROWER all of their
interest in and to Tranquility Base Apartments subject to liens and
encumbrances of record at a price of $ 1,100,000. (An appraisal obtained from
an appraiser acceptable to LENDER within 45 days of the date of this agreement
showing a higher value will accordingly increase the price of said purchase and.
the portions thereof app'.ied to principal and the balance thereof.) Of that
price, $ 647,000 sha:l be applied to principal due by BORROWER to LENDER on
obligations incurred :'n connection with Tranquility Base Apartments and the
balance of $ 453,000 shall be applied to other obligations of BORROWER to
LENDER as hereinafter set out in paragraph 7. The debt mentioned above must be
assumable at 8%. BORROWER must deliver to LENDER the 1983 statement. of cash
flow and the cash flow statement for the first quarter of 1984 for their review
and acceptance prior to any closing. This transaction shall close within 45
days of the date hereof •

. 5. 4701 'PIERCE: LENDER shall purchase from BORROWER all of their interest
in and to 4701 Pierce subject to liens and encumbrances of record at a price of
$300,000. (An appraisal obtained from an appraiser acceptable to LENDER within
45 days showing a higher value will accordingly increase the price of said
purchase and the portions thereof applied to principal and the balance

. thereof.) Of that price, $ 202,000 shAll be applied to principal and the



6. CODDINGTON HEIGHTS: Coddington Heights First Addition shall have the
following release schedule:

,-~~;
~'l'- ~'
'~r'

-~~ balance of $ 98,000 shall be applied to
-~~ . as hereinafter set out at paragraph 7.
Em-:,- .. , days after the date hereof.
7J.Y:-:-·· .­

.. ~- ~~ ..>

other obligations of BORROWER to LENDER
This transaction shall close within 45

:~.'-~-.:;".::-'

-.:--~. -.' ... _0.:, .....~;,

Townhouse lots
Single Family lots
Patio home lots

$ 4,500 per lot
$10,000 per lot
$ 6,500 per lot

As the debt increases the release figures will also increase proportionately,
so loans 77876 and 77878 will be paid in full when the last lot is released.

LENDER will give BORROWER construction loans for two spec homes for an ongoing
building program at Coddington Heights First Addition. These loans will not
exceed 75% of appraised value and all plans and specifications must be approved
by LENDER'S management committee. The interest rate on the loans will be 12 %
plus 1 point. These loans will be made within 15- days after LENDER obtains
FSLIC insurance of accounts.

7•. APPLICATION OF EQUITY: Total equity available to BORROWER produced
from the above described purchases amounts to approximately $ 851,520.00. This
equity will be applied to the BORROWER'S notes with LENDER which are listed
below; provided, however, that at the time of the first closing of anyone of
the transactions described in paragraphs 1, 4 or 5", out of the net sale
proceeds, the sum of $65,000 in cash shall be paid to Robert J. Rentfro, Jerry
C. Joyce and Alan Plessman, rather than have that sum applied on other
obligations of BORROWER in accordance with this list.

AFTER APPLICATION OF $ 317,500

BALANCE DUE

$ 354,448.64 $ 45,072.65

$ 987,954.69 $ 442,335.42

TOTAL

578,380.00

$ 399,521.29

82,444.65

58,751.27

57,637.80

82,458.22

--------

294,184.45

137,792.36
------

$ 1,691,170.04

851,520.00

$ 839,650.04

9,444.65

6,052.42

5,937.72

9,458.22

-PAID--

15,588.52

33 J 281. 24

INTERESTPKIHCIPAL

LESS: APPLICATION OF EQUITY

BOB

DJR

BOB 51,700.15

BOB 73,000.00

JERRY 73,000.00

JERRY 52,698.85

JERRY 260,903.21

JERRY 122,203.84

CHERRY HILL ----------

BORROWER.

TOTALS

LOAN #

77874

77873

77816

77870

77871

77815

77828

77865

77864

. -2-



---

REFINANCING: LENDER will carry the balance due in Paragraph 2 as well
numbered:

=W~~~} . ~HH 77866 ~HH
~~~~~~~~~for two years w1th interest at 12% per annum, with interest payable only on a
~~1,:;¥;semi-annual basis.

_:-: ...~:..:.:' .9. LOAN 75900: BORROWERS will immediately be completely released from
loan numbered 75900.

-

--

---

---

---

---

-

10. LOAN SUBORDINATION: ·LENDER will subordinate its loans numbered: 77875,
77922, 77876, 77878, 77873 and 77881 to short term financing as long as the
terms and rates are reasonable to construct a spec building on any of the
properties securing such loans.

11. NORTHWE~T TERRITORY: LENDER will review with Robert Rentfro and Alfred
Adams. the Northwest Territory Joint Venture Agreement to determine the
liability of Robert Rentfro and Frances Jean Rentfro in relationship to loans
numbered: 77829 and 77830.

12. SATELLITE: LENDER will renew loan numbered: 77866, at 12% interes t
paid at maturity. The loan will mature August 1, 1984, at which time, if the
building securing said loan (the Satellite) is not sold, BORROWER and LENDER
will have one week to agree on a minimum price for the building and auction the
same within sixty (60) days of August 7 J 1984. If the auction proceeds are
insufficient to payoff loan numbered: 77866, LENDER wi 11 reduce said loan
payoff by one-third of the deficiency to be treated as the other BORROWER
loans mentioned in paragraph 8 above.

13. PARK BLVD: BORROWER will provide all income and expense records
pertaining to the Park Blvd. property and all back net rents paid to LENDER to
be applied to loan numbered: 77868. LENDER will then renew the loan for two
years at 12% per annum with monthly payments of interest only or net operating
income less· any payments due to mortgage liens, which are senior to the
mortgage lien of. LENDER, whichever is greater.

14. MOTOR VEHICLE TITLES: LENDER will immediately release as collateral
Jerry Joyce's motor vehicle titles.

"" 15., BOll.TH 28TH STBEET: LENDER will re lease as co llateral the property
situated at 1109 North 28 th Street and at 1121 North 28 th Street if BORROWER
pays down 'on the indebtedness secured by said property, at leas t the sum of
$325,000.

V 16. COVENANT NOT TO SUE: BORROWER shall give to LENDER a covenant not to
sue LENDER and State Title Services, Inc. and their officers on the RJS,
Shoppers' Fair and Pioneer Pl~za transactions immediately after the closings of
all the transactions referred to in paragraphs 1, 4 and 5.

17. REPRESENTATIONS: No statements or representations other than those
expressly recited herein have influenced or induced the parties to execute or
deliver this Settlement Agreement.

-3-
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~~~:{~~~~::::~:~~Gt::::C::ir~~iSsu~~~~~~:::t a::~:::~n~e:::~;l b:ep~~:~~~~t~~~~, e:~~
19. PERFORMANCE OF AGREEMENT: BORROWER and LENDER agree to execute, join

in and acknowledge any and all instruments, conveyances, assignments or
. transfers of whatever nature may be necessary or convenient to carry out the
expressed and intended purposes of this Settlement Agreement.

20. PRESS RELEASE: BORROWER and LENDER may issue a joint pres-s release
concerning the execution of this Settlement Agreement, within 7 days of the
date hereof, the content of which shall be acceptable to all, and shall
constitute the only public release concerning the details of this Settlement
Agreement.

21. All purchases and debt refinancing referred to herein shall be
effective as of June 1, 1984.

~Dated this &0 - day of June, 1984.

Lender: State Security Savings, Co.,
A Corporation, By it President

STATE OF NEBRASKA )
)

COUNTY OF LANCASTER )

The above and foregoing SETTLEMENT AGREEMENT was acknowledged before me this
J3~ day of June, ·1984·, by Robert Rentfro.

-4-
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acknowledged before me this

--
-
-
-
-

STATE OF NEBRASKA )
)

COUNTY OF LANCASTER )

~e above and foregoing SETTLEMENT AGREEMENT was
J day of June, 1984, by

IiEIfEMl.OTAIIT- Itael ......
KATHY FOSTER

_ladsa__IIy_Com_a_ExP-_A,wiI_'Zl_.l"_-.#/l; RiiM.-
Notary Public ~)V

STATE OF NEBRASKA )
)

COUNTY OF LANCASTER )

acknowledged before me this

.....

STATE OF NEBRASKA )
)

COUNTY OF LANCASTER )

The above and foregoing SETTLEMENT AGREEMENT was acknowledged before me this
~ day of June, 1984, by Janet C. Joyce.

...... ~~1Jk~ otary Public

-
STATE OF NEBRASKA )

)
COUNTY OF LANCASTER )

Th,e
L

above and foregoing SETTLEMENT AGREEMENT was acknowledged before me this
dfyrrl day of June, 1984, by Michael Fosdick, as President of State Security

Savings Co., A Corporation, for and on' behalf of said corporation, with full
"authority to do ,so.

IIIE1A1.IOTAIIY-lrl" II N".~
UNDA S. MIUER: -+~~~...,Q,,\,~~~~~"'-'-bl6~-'

.,.... E-.Oct 4.1911

-5-
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EXHIBIT 34

P-.DDEHDUH

~his is a~ adde~dun to a settle~ent agree~ent e~te~ed

~
into b~ Borrower and Lender, d~ted ~une ~, 1984.

closing and exchange of doclli~ents, property, money, etc. on-
1..... ~~ere w~ll be one sinultaneous closing for the

re::erred to ; """-_.I. paragraphs 1, 2, 3, 4, 5,7, 8,

9, ~3, 14 and 16.

1984.

,;.u _-, ...1- / r;..".,Closi~S to occur on or be=ore _ ' ~

2. ~~ere are ~o liens junior to t~ose of Lenoer nor

any i~te~vening lie~s on ?roperties cf Bor=ower.

3 • Paragraph is hereby nodi£~ec to prcviGe t::a t a

---

......

-

rele~se of $325,000 ~n i~ceDtecness on ~~e Ncrt~ 28th Street

property will be provided by t~e Lender so long as the

non·ies applied to the North 28t~ Street inc..ebtec.:les s co:-.:.e

either fro~ the sale proceeds of that property or any other

source of proceeds, except from the sale of other assets

t~a~ are pledged to Le~der as cclla~era: oy ~~e buyer,

unless such sale results in sufficie~t proceeds to pay the

indebtedness on the sold property with net proceeds renaini~g

after the payment of the indebtedness to Lender, ~~~ch net

proceeds then can be applied to the Uorth 28th Street indebted-

ness.

4. Borrower shall execute anc celiver the attached

Covenant Not to Sue.



5. Paraqraph 20 is ~odif~ed in t~at a vress release,

if any, snaIl be wit~in seven (7) days after closing.

6. Borrower hereby agrees not to use any of t~e video

tapes produced in connection with the subject matter of the

settle5ent agreement in any way against the Lender nor to

broadcast or publish the same in any manner except that the

Borrower shall have the right to use the viceo tapes i~

connection with bona =ide litigation anc only for such

litiqation purposes until said litigation is ... . --c.:.s;;osec. 0=, -...::::'1.-

~hich ~~~e all =ig~~ to use sa~a video tapes hereby ceases

and te=::li:la::'es.

DA'l'ED this
#-

" day
of~__, 19U-

30RRCt'IT:~ :
)

f

~ 4/
net C. uoyce

LENDER:

STATE SZC~RITY SriVI~GS CO.

'"" . . "' .......
"...

-2-
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....
S~ATE OF NE3RAS~

SSe

COUNTY OF L~..J."ICASTER

Public

SSe
\)

)
L;'.!,lCASTER )

~~ :he f~r~g Acdendun was acknowledged before me this
~ aay OJ:~ , 19.E::{, by Robert J. Rentfro.

~.O.~~CHAAUS u. HllM81£
! GENE?.Al NO;AiUAL
~ SE.~~

1 STAlE OF NE3RASi<A
• I Co.1\.-nSn Exc!res

• .• AO. • ga'=AST.;'T::: O?-=~~~ !'..; •

COUNT~ OF-

-
-

SSe
COu~?Y OF ~~~ASTER

/~ The fore~ Addendum was acknowledged before me this
~ day of ~ , 19~, by Jerry C. Joyce.

i~o.HUM"L::-""'" ~D.~
~ Ga!I~...~J.T.~RfAL \. No-cary Public
! STAtE:c;",~~aAASKA ~

~isSvn Exc!rP.s i
J July 31. 1984 \
if· '\,... -

STATE OF NEBRASKA
SSe

COUNTY OF LM~CASTER

me this~~The for~~g Addendum ~1 acknowledged before
.3-- day of 'cJ~ , 19irt:...')f Janryyce.

~~....._----...-- .....~-_.-./
Notary Public
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Notary Public

S'!'.;'TE OF NE3R.n.SM
55.

COUl~TY OF L.:~NCASTER

!: T~e fo:e~oing Addendum was acknow17dqed b:=O:~ ~e ~his
a.-m.- cay 01: , 19fi, by H~chael 1: OSC..l.CK, \..~e
Preside~t of Security Savings Co., a Nebraska corporation,
on behalf of the Corporation.

,-.
'.
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COVE~]'.NT NOT ':'0 SUE

KNON ~-LL ~.EN BY THESE PRESENTS:

That Robert J. Rentfro and Frances Jean Rentfro,

husband and wife; Jerry C. Joyce and Janet C. Joyce, husband

and wife, individually and as partners, officers and/or

directors of RJ~~, a partnership; ~entfro-Joyce Enterprises,

a part~ership; DJR, a partnership; Cherry Hill, Inc., a

corporation; RJS, a partnership; Park Boulevard Partners, a

partnership; Cherry Hill Construction, Inc., a corporation;

C~er=y nill ~ealty, Inc., a corporation; anc Marathon E~ter­

prises, Inc., a corporation, hereinafter collectivelv referred

to as "30rrower", ~or t~emselves, t~eir successors, assigns,

heirs, devisees and personal representatives, for good and

valuable consideration, receipt of which is hereby acknow-

ledged, do hereby now and forever covenant and agree not to

sue or make any claim against and not to consent to sue or

make any claim and shall forever refrain from instituting,

pressing, collecting, urging, promoting, participating, or

in any way aiding or proceeding upon any and all claL~s,

demands, causes of action, suits, proceedings or adjudica­

tions whatsoever, which Borrower ever had, now has or may

have for damages, injuries, losses, expenses, costs or any

other claim whatsoever heretofore or hereafter arising out

of any matter, cause or thing relating to any of the following:



1)

2)

3)

Shoooe~s Fair. A certain sale and transfer bv
...... 0.,...:.0·T,'e r 0';: - '-'~oo""'l.·""a ce ........ o ,... '''-own a-- "mho Sh-o,..., ..... e--o _ ... fV - _ C. .::J1 ... ~ _J.,.; ~ .. l.- ...... _ .""'-.J. .• .::> J........... ~ t-"~ _~

Fair Shopping Center", 6800-6810 "P" Street,
Lincoln, Nebraska, which was sold by Borrower to a
thi~d party for approximately $2,650,000 in the
spring of 1983, or any matters related to or
incident to said sale, including but not limited
to sale or assigr~ent of The Walkway, rights of
first refusal, contracts, representations, warranties,
closings and disbursements or receipt of funds.

Pioneer Plaza. A·certai~ sale and transfer by
30rrower of an of=ice and retail center known as
"Pioneer Plaza" located at 33rd and Pioneers,
Lincoln, Nebraska, which was "transferred by 30rrowe=
to Lender in the spring of 1983 or any matters
related or inciden~ t~ereto.

I~terest Rates. A~y and all interest rates or
~~ounts charged prior hereto to Borrower and/or
any partnershi?, co=pora~ion, or other entity wit~

which Borrower is or was a partner, shareholder or
director including but not li~ited to inte=est on
Seven Oaks related loans and prime rate and standari
lending rate loa~s.

4) R.J.S.
a.J.s. ,

The affairs of a par~ne=ship known as
a general partnership.

a 11 as against State Security Savings Co., a corporation,

its holding company, Security Financial Corporation, a

cor?oration, State Title Se~7ice5, Inc., a corporation, and

their officers, employees as of the date of this agreement,

including without limitation Kenlon Hake, Michael Fosdick,

and David Hunter, and any and all successors, assigns,

devisees, heirs, or personal representatives of the foregoing,

and applies to them each individually and collectively as

well, all of the above being hereafter referred to as the

"Covenantee".

-2-
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It is hereby expressly understood and aareed t~at

these presents may be pleaded by Covenantee to bar all suits

or other proceedings whatsoever pending against Covenantee

in breach of this covenant, and that all further proceedings

shall be barred and estopped thereby.

Borrower does hereby expressly represent and

warra~t that the following statements are true: That

Borrower is of legal age; that Borrower has neither made ~cr

suffered any assignments or transfers whatsoever of any Dart

of t~e claims of Borrower identified above; that to ~~e best

of 30rrower's knowledge Borrower is new sole a~d absolute

legal and equitable owner of all claims thereof; ~~at 30=rower

relies solely upon their own judgment, belief a~d knowlecce

of the nature, extent and duration of any damage, injuries

and loss sustained by them by virtue of any and all matters

herein stateq whatsoever; and that no statements or repre-

sentations ~ade by Covenantee or o~~erNise have i~fluenced

or induced Borrower to execute or deliver this covenant.

It is hereby expressly understood and agreed that

the consideration for this agreement has been received by

Borrower in full payment for this Covenant Not to Sue and

that there is no promise, agreement or obligation on the

part of Covenantee to do or omit to do any act or thing not

set forth herein, except as may be contained in the settlement

agreement dated June t2r, 1984.

-3-



It is he~eby expressly understood and agreed that

30r~ower expressly reserves any claL~ against parties that

are not Covenantees herein, and to the effect that Covenantee

hereby purchases peace and is hereby given peace upon any

and all claims and matters above set forth and that Covenantee

has done so solely to obtain such peace and does not hereby

a~~it any liability on account of any said clai~s or ~atters

but expressly denies all such claims whatsoever.

D~.TED "this !~ ~ -,. ~ "
~ cay or: v ~ _

CO Jcvc.e- v

V t2atL-tt:?

STATE OF NEB~~S&; )
) 5S.

COUNTY OF L~~CASTER )

The foregoing
before me this ~ day
Rentfro.

QiARLES 0. HlnMIBU:
GOEW. NOTARW.

.SAI.
STATE OF NEBRASKA

CJMk_ Expns
July 31. 1984

Notary Public

STATE OF NEBRASKA )
) 5S.

COUNTY OF LANCASTER }

-4-

QiARLES 0. HUMBlE
GEHERAL NOTARfAL

8EAL
STAll OF NEBRASKA

Commission Expim
July 31. 1984

The foregoing covenan~tNot to Sue was acknowledged
before me this 6~ day of tr---- 19~, by Frances
Jean Rentfro.

·,fMkO.~
l:Otary Public
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55.
COLrnTY OF L;'-l.~CASTER

ST_:;TE OF NEBR.;..SKA

Notarl Public

The foregoing COVena~Not to Sue was acknowledged
t~is G'" day of ~~ , 19 f:L, by Jerry c.

U v

dko.~CHAR1£S 0. HUWSlE
00ERAl NOTARSAL

seAL.
STATE Of NEBR.fS2(A

0: ". E=irIS
JutySLl984

before me
Joyce.

-
-

-

-

55.
COUNTY 0= ~~BCASTER

?ublic

Covenant Not to Sue was ack~owlecge~

O_oF ~:" d .. a Cd . - +- C
~ ~ "'" , J..."a..:L, oy ,j ane '- .

~_~ ~~~-c. J
\ ...
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EXHIBIT 35

INDEMN!F~CATION

ihe undersigned agree ~a inaeffini~y ana herd nar~less State

Security Savings Co. and its holding company and ail direc:ors,

officers, and employees thereof from any claim by American In-

vestment Group, a partnership, as a result of any suit filed or

claim pursued by RJW and/or Robert Re~tfro and Jerry Joyce against

American Investment Group on the transfer of Shoppers Fair from

RJW, a partne~ship, to American Invest~e~t Grou~.

State Security Savings Co. shall inde~nifj ar.c hold harmless

Robe~: Rentfro and Jerry Joyce from any s~i: or claim made by

Americ~1 Investment Group on the transfer of ShoDDers ~~ir from

RJW, a partnership.

CATEL) this 6~ day of-~~~-- --==:=:..---+-l---- 19 fd.

State Security
Savings Co.



-
-

~£bra!iku ~tutr [rgi51J!urr
UnIcameral

Lincoln, Nebraska 68509
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EXHIBIT 36

-
-
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SENATOR BILL HARRIS

District No. 27
17260toe

Lincoln, Nebraska 68502

Legislative Address:
Room 1017, State Capitol
Lincoln, Nebraska 68509

(402) 471-2632

COMMITTEES

ChaIrperson. Nebraska Retirement Systems
Banking. Commerce and Insurance

Public Works
LegIslative CouncIl

-
-

EIGHTY-NINTH LEGISLATURE

May 28, 1986

Mr. James C. Barbee, Director
Department of Banking
P.O Box 95006
Lincoln, Nebraska 68509

Dear Mr. Barbee:

CONFIDENTIAL

HAND DELIVERED

As you are aware, we, the members of the Special Legislative Sub­
committee examining the matters of State Security Savings Company
and American Savings Company, have been commissioned to recommend
to the Legislature's Banking Committee and Executive Board whether
the Legislature should conduct a detailed, more-formalized in­
quiry into the circumstances surrounding the deterioration and
ultimate failure of those financial institutions. In helping us
to fulfill our responsibilities, you have met with us, and our
counsel Gary Rex, on several occasions and we appreciate your
efforts. While we intend to make our recommendation to the full
Banking Committee within a very short time, we would like to bring
one particular issue to your attention in advance. The justifi­
cation for such early notice will be apparent.

During the course of our study, we became aware of information
relating to the "Shoppers Fair" transaction involving State
Security Savings which disturbs us very much. We learned that
when the partnership entitled American Investment Group (AIG)
purchased Shoppers Fair from the partnership called "RJW" on
March 31, 1983, a portion ($750,000) of the purchase price was
financed by State Security at 12% interest. As a part of that
transaction, and in consideration for the preferential interest
rate charged by State Security, AIG agreed to pay a "buy-down"
fee of $150,000 (see deposition of Ken Hake before the Nebraska
State Department of Banking and Finance, In the Matter of State
Security Savings, April 2, 1984, pages 63 and 64). Normally,



CONFIDENTIAL
Mr. James C. Barbee
May 28, 1986
Page -2-

a "buy-down" fee is paid to the lender in lieu of interest which
the lender agrees to forego during the amortization of the loan.
However, in this case, the fee was actually paid not to State
Security, which was the lender, but instead to State Security's
holding, company, Security Financial Corporation.

Specifically, on June 6, 1983, three of the partners of AIG signed
a note to Union Bank and Trust for $150,000 (at 14% interest), which
proceeds were deposited to the account of Security Financial Corpora­
tion on June 7, 1983. Also, another $50,000 was received by Security
Financial Corporation on June 7, 1983, which represents a buy-down
fee relating to a loan from State Security to TransAmerica Corpora­
tion for the acquisition of Pioneer Plaza.

It is our co 11 ect i ve concern tha t the rece ipt of the above-mentioned
buy-down fees, totalling $200,000 by Security Financial Corporation
was not only improper, but perhaps illegal -- especially when con­
sidering that State Security Savings had been cautioned by the
Department of Banking and Finance in April, 1982, to conserve its
earnings in order to resto~e the institution's marginally adequate
capital. While we do not feel that it is our responsibility to
specify which criminal statute was violated, or by whom, we have
been advised by our legal counsel that three criminal provisions
may apply:

1. 28-519(l)(c) -- involving intentionally or maliciously causing
another to suffer pecuniary loss by deception or threat (a
Class IV felony if the loss exceeds $300).

2. 28-511(2) -- which consists of transferring non-physical items
of another or any interest therein with the intent to benefit
the person making such transfer or another not entitled there­
to (a Class III felony if the theft exceeds $1,000).

3. 28-515(2) -- which involves a person having control over the
disposition of services of others to which he is not entitled,
and who diverts such services to his own benefit or to the
benefit of another not entitled thereto (a Class III felony
if the theft exceeds $1,000).

It is our belief that we have an obligation to bring our concern to
your attention. Admittedly, the announced responsibilities of the
subcommittee do not include making recommendations concerning criminal
prosecution. However, because of the nature of the information which
has been brought to our attention during our inquiry, and because the
statutory limitation on initiating prosecution in this case may ex­
pire on June 7, 1986~ we feel that we have no choice b~t to forward
this request for your consideration of this matter. We urge you to
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CON FI DENT IAL
Mr. James C. Barbee
May 28, 1986
Page -3-

consult immediately with the appropriate law enforcement authorities
to determine whether criminal prosecution is warranted.

If you wish to discuss this matter further, please contact Senator
Bill Harris, the subcommittee's chairman, or the subcommittee's
legal counsel, Gary Rex .

Sincerely,

BH/.at

cc: Robert Spire, Nebraska Attorney General
Michael Heavican, Lancaster County Attorney
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DEPARTMENT OF JUSTICE
STATE OF NEBRASKA
TEL.EPHONE 402/471-2682 STATE CAPITOL

EXHIBIT 37

LINCOLN, NEBRASKA 68509

ROBERT M. SPIRE
Attorney General

A. EUGENE CRUMP
Deputy Attorney General

-
-

-

May 30, 1986

Mr. Michael Heavican
Lancaster County Attorney
555 South 10th Street
County-City Building
Lincoln, Nebraska 68508

RE: Senator Bill Harris' Letter of May 28, 1986

Dear Mr. Heavican:

The Office of the Attorney General previously investigated
not only the matter referred to in the above mentioned letter but
other matters regarding the mentioned institutions. The above
referenced letter does not reveal any information not already
previously made known ,to this office.

As a result, this office will rely upon the Banking
Department to contact you directly regarding any recommendations
that they might have with this matter. If you have any
questions, please do not hesitate to contact our office.

Very truly yours,

ROBERT M. SPIRE
Attorney General

~Y~
LeRoy W. Sievers
Assistant Attorney General

LWS:kmw

cc: James C. Barbee
Patty Herstein

L. Jay Bartet
John M. Boerm
Dale O. Brodkey
MerUIt J. Bundy
J.w c. C8stanede

OMA. Comer
Laura L. Freppel
L.Y'V'e R. Fritz
Ruth Arv1e e. GaIter
Yvonne e. Gates

Jil Gradwohl
CaMn O. Hansen
Royce N. 1-1.".,­
WiIIiem L. t-towtand
Marilyn e. HutcnntlOn

Mef Kammerlohr
Sharon M. Wndaren
Char1es e. Lowe
Hatad I. Mosher
eem.a L. Peckett

Terry R. SChaaf
LeRoy w. Sievers
Men< O. Starr
Jcm R. 'Thornpeon
L..ind8 L. WlIIerd
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ROBERT KERREY • GOVERNOR • JAMES C. BARBEE • DIRECTOR
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Mr. Michael Heavican
Lancaster County Attorney
555 South 10th Street
County-City Building
Lincoln, Nebraska 68508

RE-: State Security Savings Company

Dear Mr. Heavican,

This is with reterence to Senator Bill Harr:f.s' letter of:
May 28, 1986, regarding potential criminal violati.ons
surrounding the 1983 "Shopppers Fair" buydown transactions
which involved State Security Savings Company and Security
Financial Corporation. You and Attorney General Spire have
received copies ot that letter, so I will not repeat its
contents.

I have reviewed the files ot the Department, including the
hearing conducted on the Rentfro/Joyce allegations and the
subsequent orders issued by the Department, and conclude that
no turther evidence has come to ~ight trom the Subcommittee.

" It is also my understanding that these matters were
previously reterred to your otfice. It that is not the case,
or should you decide to re-investigate this matter, please be
advised that the tiles ot the Department will be open to you
and this otfice will provide you with any assistance that you
may require.

Please contact me it you have any questions.

Sincerely,

c::::2~;;:~
~ C. Barbee

Director

cc: Senator Bill Harris
Robert Spire
LeRoy Sievers

0042P

BANKING" FINANCE
PHO~E (401) J~1-21;1

DEPARTMENT OF BANKING" FINANCE
BOX 95006, LINCOL~, NEBRASKA 68509-5006 BUREAU OF SECURITIES

.~" rQt· ~,. OPP()RTl"~'TY'~rF1R'f \Tl\"F. ~CTtO' £'fPlO\"fR PHO~E (J02) 471-3445



ROBERT KERREY • GOVERNOR • ROGER

-
-
-
....

-
.....

- STATE OF

EXHIBIT 39

NEBRASKA
CTOR

- RE: Apparent violatio~s subject to Class IV felony
State Security Savi."1g5 Compa."lY

Patti,

ST;',T~ :FFiCE BLDG.
LiN;2C;"':~, :'J E3R.~SKA

__ ------- ...t

Director William F. Wright's line of credit (via several pa=~~erships of which
he has interest in) is in apparent violation of the cited sections as highlighted
on the attached sheets. These apparent violations are subject to class IV felony
charges.

The extension of credit to Transamerican Investment Company, of which Director
Wright is a partner, is a purchase contract of property from Sta~e Security
Savings Com~y. Chairman Kenlon Hake indicated that the Board of D~ectors had
discUSsed this installment sales contract to Transamerican Inves~~ent Company
and they felt that this transaction would not be considered a lo~~ since title
to the real estate remains in State Security Savings name. C~L-man Hake st.ated
that these extensions of credit in question will be taken out of the sub~ect

company.
.- ,/'

~~,.. / /.(//
'/'/~ (~~~----",,------­
Examiner
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§in.~GU'C.9' ~o~£.n.G£.'C.9' §in.~CU.1..B' Cathcatt, Cu.1.t!:j and §otdon
LAWYE RS-

-
-
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SUITE 320. STUART 3UILoJlNG

TELEPHONE 402-476·1010

LINCOLN. NEa RASKA 68508

April 9, 1984

Roger Beverage
Director of Depar~~ent of Banking

and Finance
301 Centennial Mall South
State Office Building
Lincoln, NE 68508

RE: State Security Savings Co.

HERMAN ~;NSaURG

11903· j 974)

HY"AE:-.l ?!OSENBERG

JOSE?H GINSBURG

R. := ::ATHCART

DOUGLAS L. CURRY

JAMES E. GORDON

CHARLES D HUMBLE

LARRY v ALBERS

RICHARD ~. BUTLER

MARY C. WICKENKAMP

KEN'i L. FROBISH

-
.....

Dear Mr. Beverage:
J

Enclosec please fi~d a Memorancurn 3rief t~at I ~~ submitti~;

on behalf c= ~y clients, State Security Sa7i~gs Co., its
officers and directors, in relation to ~~e ~ea=i~g t~at yo~

are conduc~ing ?ursuant to your Order catec ~a=ch 30, 1984 .

Ve~ truly yours,

-

---

~:£o,N-~P~
Charles D. Humble

CDr:: ju

=:nclosure

/

-

RECEIVED
DEPT. OF 8ANKING

AND FiN:.NCE

..', -...... 09 'lcgJ...,t"K .....

51 ATE ·:.;=r .CE 3L:G.
LiNCOLN, NE8RASKA



OF NEBRASKA

DEP.i\RT~·1ENT OF BANKING .AND FINl41-JCE

IN TEL ~IATTER OF )
)

STATE SECURITY SAVINGS CO., )
an industrial loan and invest-)
rnent company, )

Submitted by:

Charles D. Humble
GINSBURG, ROSENBERG, GINSBURG,

CATHCART, CURRY & GORDON
820 Stuart Building
Lincoln, NE 68508
(402) 476-1010

On behalf of:

STATE SECURITY SAVINGS CO.,
its Officers and Directors
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FACTS

&nv, a partnership, owned Shoppers .Fair. Rentfro

and Joyce, 55% partners in ~v, had extensive borrowings

at State Security Savings Co. These borrowings were secured

in part by an assignment of Rentfro and Joyce's partnership

interest. Beginning at least as early as May of 1982, efforts

were made by the partners to attempt to sell Shoppers Fair.

Nunerous offers and cOQ~terof=ers were made for the property

by various entities. All of those proved to be unfruit=ul

until an offer for t~e property ~de by State Securi~y Savings

Co. on Februarj 25, 1983, was accepted by Rentfro and Jcyce

in March of 1983. Upon learning that Rentfro and Jo~ce

had accepted the~r offer, State Security Savi~gs i~ediate:y

began efforts to find a new owner for the property. Those

efforts were successful. On March 31, 1983, simultaneous

clo~ings occurred. On that date Rentfro and Joyce sold the

property to State Security Savings Co., receiving offsetting

credits to t~eir indebtedness to the extent of proceeds that

~~ey o~~erwise would have realized. In addition, on that

same day State Security Savipgs Co. sold the property to

American Inves~~ent Group, a partnership. State Security

Savings Co. offered the new buyer a carryback second trust

deed on the property. On March 31st American Inves~~ent

Group, a partnership, signed a promissory note to State

Security Savings Co. in ~~e principal amount of $750,000, by

and through its sole partners, James Stuart and Fred Kiechel.
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William Wright, a director of State Security Savings Co.,

later became a partner of American Investment Group.

ARGUMENTS

I.

CRI1·1INAL STATUTES ARE TO BE STRICTLY CONSTRUED AUD NO
ACT IS CRIMINAL m~LESS EXPRESSLY ~ffiDE SO BY THE PLAIN
IMPORT OF THE STATUTE.

State v. Suhr, 207 Neb. 553, 300 N.H.2d 25 (1980);

State v. Ewert, 194 Neb. 203, 230 N.W.2d 609 (1975) ;

State v. Buttner, 180 Neb. 529, 143 N.W.2d 907 (1966) i

Lincol~ Dairv Comoanv v. Finigan, 170 Neb. 777, 104
N. ~; . 2d 227 (1960) ;

Lane v. State, 120 Neb. 302, 232 N.W. 96;

State v. Pielsticker, 118 ~eb. 419, 225 N.W. 51.

II.

TEE NE3~;'SKA STATUTE DOES ~JOT EXPRESSLY PROHIBIT
BO~~OWING OF Fu~DS BY A PP_~TI~ERSHIP AS TO ~mICH A
DIRECTOR IS A PARTI~ER.

-

1. The statute makes it clear that the Legislature was
familiar with distinctions between partnership or
corporation borrowings versus individual borrowings.

Neb. Rev. Stat. §8-409.0l prohibits bor=owi~g-- -- --

-

of funds without prior board approval to the followi~g:

1) a director,
2) an officer,
3) an employee,
4) a corporation in which an officer is the

owner of a controlling interest,
5) a partnership in which an officer is a

member.

The distinctions made in the statute clearly reveal that the

Legislature was familiar with the distinctions between borrowings

by individuals, corporations and partnerships. There are express

-2-



prohibitions for borrowings by part~erships as to which officers

are mecbers. However, there is no express prohibition for

borrowings by a partnership as to which a director or an

employee are members.

2. If the Legislature had intended it could have expanded
the prohibitions to include borrowings by a partnership
as to which a director is a partner.

Neb. Rev. Stat. §8-409.01 was enacted in 1979 and
===== ====== ====-==-

parallels verbatim ~~e language of Neb. Rev. Stat. §8-140, which-
applies to state banks. It is worth noting ~~at prior to

1929 the successor to Neb. Rev. Stat. §8-140 did not contain

a~y express prohibition against borrowi~gs by parL~erships as

to ~Nhic:: a r..e~ber. In Sta~e v. Pielsticker,

118 Neb. 419, 225 N.W. 51 (1929), the Nebraska Supreme Cour~

held that under that statute borrowings by a partnership formed

by bank· officers and directors were not prohibited. In that

case the partnership consisted of Pielsticker, who was an

officer and director of the bank, and an individual named

Scott, who was only.a director of the bank. After the Pielsticker

decision came down the Nebraska Legislature modified the pre-

decessor to Neb. Rev. Stat. §8-l40 to prohibit borrowings by
-- -- ===

partnerships as to which an officer is a member. However, even

though Pielsticker involved a partnership in which a director

only was a partner, no similar statutory prohibition was

created for borrowings by a partnership as to which an individual

who was only a director was a member.

-3-
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3. Any enlargement of the statute should be crea~ec by the
Legislature as 09Posed to construc~ions placed upon t~e

statute by the courts or regulatory agencies.

State v. Pielsticker, supra.

State v. Hesemever, 243 Ia. 154, 79 N.W.2d 755 (1956).

III .

A PAR~RSHIP IS A LEGAL ENTITY DISTINCT ~';D SEPARATE
FROM ITS ~~MBERS.

In the absence of a statute expressly controlling

--
.....

-

t~e ~atter, whether a loan whic~ c~nnot lawfully be made to

an of=icer or director of a bank may be ~ade to a partnership

of which the o=£icer or director is a me~er, de~ends upon

whether the partnership is regard~d as a legal entity distinct

fro~ t~e members composing it. 10 ~~.Jur.2d 3a~~s §241. In

State v. Pielsticker, supra, the court held ~~at borrowings

by a par~,ership were not prohibited because a partnership

is a distinct legal entity. The court noted that "t.~is

court is co~itted to the doctrine that a partnership is a

legal entity by a long line of cases." Id. at 52. This

cornmi~~ent has continued since 1929 to the present and it

continues to be the law in Nebraska that a partnership is an

entity distinct and apart from the members composing it.

State v. Siers, 197 Neb. 1, 248 N.W.2d 1 (1976) i Morse v.

Mayberry, 183 Neb. 89, 157 N.W.2d 881 (1968); Horn's Crane

Service v. prior, 182 Neb. 94, 152 N.W.2d 421 (1967);

In re Svoboda and Hannah, 180 Neb. 215, 142 N.W.2d 328;

Rasmussen v. Trico'Peed Mills, 148 Neb. 855, 29 N.W.2d 641;

In re Zents' Estate, 148 Neb. 104, 26 N.W.2d 793.
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Iowa has recognized the applicability of this

distinction under its banking laws as well. In State v.

Haesemeyer, supra, an officer of a bank was acquitted f~om

a claim that a loan to a partnership as to which he was a

member violated statutory prohibitions against loans to

officers. The co~rt noted that a partnership is an entity

distinct from its menbe~s and that the statute did not ex-

?ressly prohibit loans to part~erships as to which an officer

is a ce~ber. In addition, the court noted that any enlarg~~ent

to ~~e statute should be done by t~e Legislature as opposed

to judicial const~uction.

IV.

THERE \'1AS NO 30?20~·II~G OF FLJNDS, ~';E:CE IS A CONDI':'ION
?!tECZDENT TO T:=..z APPLICABILITY OF TSE i?ROHIBI~ORY

STATUTE.

~Jeit~er ~;illian t;right nor an~· of the other partners

of _~erican Investment Group received $750,000 from State

Security Savings Co. nor any other funds in relation to the

transaction concerning Shoppers Fair. The $750,000 note was

simply carryback financing offered by State Security Savings

Co., which converted the equity that it held in Shoppers

Fair over and above the 1.9 million dollar first mortgage

to a negotiable instrument that was an asset accruing interest.

There were no checks issued to or any other source of funds

issued to American Investment Group or any of its partners.

In essence, all that occurred was a substitution of obligors

on the Rentfro-Joyce line of credit. Instead of Rentfro and

Joyce owing ~oney to State Security Savings Co. to the extent

of their partnership interest in &TI~, that indebtedness was

_::: ..
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-
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-
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simply renewed, converted and substituted over as against

American Investment Group and its partners.

Neb. Rev. Stat. §8-409.0l is specifically linited

to the borrowing of the funds of State Security Savings Co.

The situation is analogous to the following two cases. In

Price v. State, 204 Ind. 316, 184 N.E. 181 (1933), the court

held that where an officer gave a bank a note in exchange for

notes of two debtors and the of=icer did not himself obtain

any ~oney ==om the bank, the court held that there was no

stat~tori violation because there was no evidence t~at the

officer obtained funds of the bank in executing the note.

In State v. Flowers, 187 Minn. 493, 245 N.W. 834

(~932), the court held that a guaranty by an of=icer of a

loan of a bank customer was not prohibitec because there were

no funds parted with by the bank; the guaranty was si~ply a

substitution for worthless securities that were original collateral

to the loan and the officer gave the guaranty in an effo=t to

protect t~e ba~~.

v.

THE NOTE WAS EXECUTED FOR REGULAR CO~~RCIAL PURPOSES
AND THERE WAS NO SUBTERFUGE.

There is absolutely no evidence that there was any

intent by anyone to create a sham transaction or subterfuge.

The evidence is clear that from its inception the $750,000

was going to be a partnership note. The note was used by the

partnership in its usual course of business, i.e. for the

purchase of Shoppers Fair. The recital language to the general

-6-



partnership agreement of American InvesL~ent Group speci-

fically states that the partnership is for "the initial

purpose of acquiring, developing and operating certain real

property". The $750,000 was not used by William Wright or

any of the o~~er partners of American Investment Group for

their own personal use.

VI.

EVEN IF THE NOTE FELL HITEIN THE AJ."1BIT OF THE STATUTE,
TF~ ~2PROPRIATE BOARD APPROVAL WAS GIVEN.

~he Board of Directors of State Securi~y Savings

Co. approved William Wright's involvement with ~~erican

I~ves~~ent Group at t~e ~?=il 19, 1983, board weeting. ~~~~

was ?~ior to the date by which he legally bec~~e a partner

of ~~ue=ican !nves~~ent Group. The amen~~ent to t~e part~er-

ship a~~itting new partners was not fully executed by all of

the parties until April 25, 1983. Dean Rasmussen signed ~~e

dO~uent on April 20, 1983. Fred Kiechel signed the document

on April 25, 1983. The requisite filing of a certificate of

admission of additional partners and pUblication thereof

were also not completed until after the April 19, 1983,

board meeting. Corporate minutes reflecting the board

approval were voluntarily supplied upon the request of the

Department of Banking prior to any complaint of any insider

loan violation or the publication of the videotape.

-7-



reasons:

Stat. §8-409.0l or any reasonable cause to believe that a

violation of that statute has occurred for the following

--
-
-
...

Ins urnrnar! ,

CONCLUSION

there is no violation of Neb. Rev.

....

-

1) the statute does not apply to loans to a
9artnership as to which a director is a partner;

2) t~ere was no borrowing of any funds of State
Security Savings Co. by &~erican Investment Group;

3) the Boa=d of State Security Savings Co. ap~roved

Kright's involve.rnent with American Investment Group prior
to ~~e ti~e that he legally bec~ue a par~ner.

is respect=ully s~nitted that t~e Departnent of Banki~g

and Fina~ce ma~e a fi~di~g ~~at t~ere was no violation of

~eb. ~ev. Stat. §8-409.0l, insider loan laws or any ot~e=
===-== ~ =-

-
ba~~i~g statutes.

DATED this
Cl fY'\

;'.L-: day of

-
Respectfully submitted:

I
,1

// f

U~~ .0. A-k.~~
Charles D. Humble

For: GINSBURG, ROSENBERG, GINSBURG,
CATHCART, CURRY &. GORDON

820 Stuart Building
Lincoln, NE 68508
(402) 476-1010
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EXHIBIT 41

MI~UTES OF BOARD OF DIRECTORS MEETING

OF

STATE SECURITY SAVINGS CO.

A special meeting of the Board of Directors of State
Security Savings Co. was held on the 2nd day of March, 1984 at
10:30 a.m. in the main conference room of Suite 968, NBC Center,
City of Lincoln, State of Nebraska, pursuant to a notice to all the
di~ectors of the Company, which Notice fixed said time and place.

The following, representing Directors of the Company, were
present i~ pe=son:

Kenlon H. Hake
w~.• F. Wright
~ichael L. Fosdick

Leon A. Olson, a Director of the Company, participated in
tte meeti~g by tele;hone. Also present was David A. Ludtke, at~or~ey

fer t11e Company.

Upon motion duly made and carried, Kenlan H. Hake was
c::"osen C~air:nan of t~e meeting and Wm. F. Wright was chose:l Se=retarv
0: ~~e ~eeting. The Secretary presented and read the prior 30ard c=
Directors mi~utes and they were approved as read.

~;TIFICATION OF LO~~~S

President Hake stated that the purpose of the meeting was
to ratify certain loans which the Company had previously made.
President Hake noted that all directors were aware and had previously
approved the loans. However, directors minutes relating to the
rneeti~gs where such loans were approved failed to make special
mention of the~e loans as required by Nebraska statute.

Section 8-409.01 of the Nebraska Revised Statutes provide
that if a director, officer, or employee of an industrial loan and
investment company borrows funds, such borrowing must be approved by
the Board of Directors and that a record of such approval must be
made and kept as a part of the records of the Company.

On April 14, 1982 the Company lent funds to Young, Kerrey,
Stuart and Kiechel. The ~~ount of the loan was $500,000 of which
$400,000 was sold to Commerce Savings. On January 5, 1983 an
additional $200,000 was lent to the aforementioned individuals.
Both loans were secured by Quail Valley Partnership assets. Wm. F.
Wright, a Director of the Company, was a partner in Quail Valley
Partnership.

DAL:ltII
031384
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On approximately March 31, 1983 the Company made a loan of
$750,000 to American Investment Group. This property was secured by
the property known as Shoppe~'s Fair. Wrn. F. Wright, a Director of
t~e Company, was not a partner when the loan was made and did net
sign on the loan.AM. ~r~ght is n~w a part~er in American Investment
Group. t:--/(JI f,.;-;Jl-'"

o ~A>rc."" t J
:i: -:~- s··_.-- r .,: 1983, the Company entered into a conci tional

sales contract with Trans~~erican Investment Co. relating to Pioneer
Plaza. Trans&~erican Invest~ent Co. is a general partnership con­
sisting of Stuart and Wrn. F. Wright, a Director of the Company ..

On February 3, 1983 ths Company acquired from Ma~at

Corporation a Gemini debenture i~ the face ~~ount of $100,000
bearing an interest rate of 10%. The Company surranderec to Ma~at

C~rporation an NBC Co. bond in t~e s~~e face amount beari~; i~terest

at 7.8%. Wm. F. Wright, a Jirector of the Company, is a related
party to Marmat Corporation.

President Hake ~oted that all of the afore~entioned

transactions were made wit~ the approval of the 30ard of Di=ec~ors

w~t~ full k~cwledge of the inte~est in the t=ansac~ion of a Director
of t~e Co~pa~y. ?=esident Eake observed that in each insta~ce Mr.
W=ight was not directly i~volved in t~e loan and, i~ addit~o~, the
co~ditional sa~es ccntrac~ anc the debe~t~~e trade were not con­
sidered as loans. Upon ~otion c~ly made and carried, the following
resolution was unani~ously adopted:

RESOLVED, that the Directors had previously
approved and hereby ratify for the written
record the a=~re~entioned loans involving
the Quail Valley Part~e~ship, ~~erican

Investment Group, Trans~~erican Investment
Co., and the Gemini/NBC Debenture Trade.

c

~' ",,~ He.... ;

#--"47~~

Leon A. Olson

-2-
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EXHIBIT 42

&-a.O!. IDduatrialloan and iD.e.tment compcmy: loan to dlrector,
officer, or employ_: requirement.. No director, officer, or employee of
an industrial loan and investment company, no corporation in which
an officer of the industrial loan and investment company is the owner
of a controlling interest, and no partnership in which an officer of the
industrial loan and investment company is a member, shall bOlTOW
any of the Dlnds of the industrial loan and investment company,
directly or indirectly, without first having secured the approval of the
board of directors of such industrial loan and investment company.
The approval shall be made at a mee~g of the board and a record of
such approval shall be made and kept as part of the records of such
company. The amount of any loan shall be limited as provided in sec­
tions 8-409 and 8-409.02.

Source: Laws 1979, LB 334, § 7.
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EXHIBIT 43
A('lE:-iDME~T TO

GE:iERAL P.l\RT:IERSHIP i\GREE:-1E~T

OF

AHERIC.l\N INVESTrtENT GROUP

and between JAMES STUART, JR., an individual residing in Lincoln,-
THIS AGREEMENT is made as of ________, 1983, by

-
-
-

Nebraska ("Stuart"), FRED KIECHEL, an individual residing in

Lincoln, Nebraska (" Kiechel") (Stuart and Kiechel being herein-

aft.er c:lllectively referred to as the "Original Partners") and

J. RCSER~ ~E~REY, an i~cividual residing in Linccin, Nebraska

V' Kar=ey"), and DE.:l.N F. ?_'\S~'!USSEN, an individual residins- i~ Oinaha,

Nebraska (" Rasmusse~") (~';right, Kerrey and Rasmussen beins- herein-

-
-

af~er collect:":ely refe==ed to as the ".:l.dditional Partr.ers").

W ! T N E SSE T H:------

WH~REAS, on t~e 31st day of ~arch, 1983, the Or:'ginal

?art~ers entered in~o t~at certain Agreenent of Ge~eral Part~e=shi?

"Partnersh:'?") ;

~EE?~~S, t~e Addi~iona~ ?ar~ne=s wish to join t~e

te=~s anc conditions as the O=~;~naL Partners and be =o~nd by a:l

---
ter~s and cc~diticns of the Partnershi9 Agreement:

~EE~EAS, ~he Original Partners desire to ad~it the

Additional ?art~ers to the Partnership.

r 1.

NOt'l, THEREFORE, IT IS AGREED as follows:

Ad~issicn of Additional Partners. The Original Partners

2. Interest of Partners. From and after the date hereof,

and the Addit.ional Partners hereby agree that the Additional

the partners shall have the following interests in the Partner-

Partners shall be admitted to the Partnership, effective immediately.

25%
25~

InterestPartner

Stuart
Kiechel

ship:

r
r
r

RLN:cmcII
040683 = EXHIBIT
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· .-; .

t'ir ~gh t
Kerrey
Rasmussen

25'\
12.53
l2.S~

3. Aareement to be Bound. The Additional Partners hereby

agree to h~ bound by all terms and conditions of the Partnership

Agreement.

4. Miscellaneous.

(a) Ratification. Except as amended hereby, for the

purpose of admitting the Additional Partners to the Partnership

and adjusting the par~~crship ~nterests of all partners, the

Part~ershi? ~qreement is hereby ratified and declared to be in

:u:l force a~= eff9Gt and bindi~g upon all parties hereto.

(0) 3indina E=fect. This Agreement shall be bindi~g

u~cn a~d s~all in~re to t~e bene£i~ of t~e part~ers and t~ei=

res~ective heirs, personal representatives, successors and assigns.

IN WITNESS WHEREOF, t~e parties hereto have executed

this Agreement as of the date and year first above ~ritten.

55:
COUNTY OF LANCASTER

Notary Publ1:C

-2-

Colleen C. Brown ~
GiH'RAL NOT.\I"AL

SE./· r4'.: e~ .~ :,.- ."<-' •

:~~';~~r_2_,_i_~_·_·_t.

The foregoing instrument was acknowledged before me on
'-f - / C{ - 3:' 3 , 1983 by JA4'1ES STUART, JR.

( SEA L

STATE OF NEBRASKA



-
- STATE OF ~E3P~SKA

55:
COUNTY OF LANC~ST£R

n
\ 4,

~= C.~<AQ
Notary Publ~c

The foregoing instrument was acknowledged before me on
~~ ~ , 1983 by FRED KIECHEL.

The foregoing instrument was acknowledged before me on
1..1-( _ , 1983 by ~.1(.1. F. WRIGHT.

ss:

5S:

COUNTY OF LANCASTER

COUN~Y OF LANCASTER

Cl'-f141
~lIeeJS C. Sr'::V/"A
GiN'.AL NO~.\i'~IAL

SEAL
.TATI o~ ~:9~A'KA

0<:,.•..•4 10'" ~."·"I.

ber 2. 1984

-
-

-

-

--

?'.lbl':'c:':c~ary

1"'1"

~" '-,,1" >m

r( ,
I I
\ ........<d

The ~oregoing instrument was ack~cwledced

----... .. '/-1':" 1983 by J. ?OBI:P.T KER.~E:Y.

GiN,A... \. "'iv (, .. \. \

(SE/:l " ., \ )
"'T"T£ ~F ~~ t\ l.. 1.

co'"
Z.l~ i

-
S':'ATE OF (~E3?"';St\A

-....!.; ~ ss:
. '-C:H;~;7Y OF7:! ,,': 1 J 1..2.""

L.~

Caire!" C. or,:,","

GiN'RAL Nv~"~rAI.

SEJ-'~L •
ITAT! O~ ~~!~~SKA

7~e ~o=e;cing instr~~ent was ack~owledced befo==
_./;.,..1....<~ko:-,....' """I....<....( --",,-y..~_,_:; , 1. 9a3 == y D£.;:,1 P-AS~.H.jSSEN •_ ,4;

5

Oct.ber Z. 1984
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EXHIBIT 45

ReaIcorD
~

-
-
-

i ,_...... , 2.983

-
-
-
-

.....

R. J. W. Partnershi~

Tho~as White, Part~er

Golds Galleria
10]] "0" Street
Li~coln, Nebraska 63508

Dear ':"om:

Please consider ~~is as cur let~e= of c::er tQ ?urchase a
shc~?ing cence~ of a?~roxi~a=ely 70,000 square feet,
cc~~only kncw~ as T~e ShO?~2rIS Fa~r, which is located i~

Linc~ln, ~e~raska. T~c S~c??erls Fair Associa~es, a
l~~~~ed pa=~ner5hi~ to SQ f~~e~ (no~ c csn~=~c~ continge~cy)

U?C~ Seller1s ag=ce~e~~ ~8 t~is pro~osal ~o~lc ?urcnase fro~

~~e Seller a fee siw?le ~n~c=2S~ in ~he ShoP?erls Fair
s~oP?ing ce~~er, incl~c~~S b~~ ~ot liQi~2d to all real and
pe=so~al pro?erty ~s~~ in ~~2 o?~ra~ion 0: Sh~~?er's Fair
anc t~e ~en~s, pro:i~s, a~c ~=oceec5 ~~==ef=o~ for a purchase
price of $2,950,000. T~e p~rGh~se price ,would be broke~

cOI.,.,,"n as fo 11oW's :

48

- '1.1_
? •-,-
c.;.S H ;..T CLGS : ~~ G

)~O~ t:-:s
l·~on ::':-'5

36 l·iorl ths
Months

$2,710,000
60,000
60,000
60~OOO

60,00.0

.....

-

Seller will subordinate $240,000 to
underlying financing .

Concurrently with the closing of the transaction, the
Seller would agree to certain .incentive fees, rnaJ1ageroent
fees, and covenants all of which to be de~ermined.

Buyer and seller agree to cooperate in the writing and
signing of a contr~ct in 15 days or sooner from the
tL~e buyer is provided all necessary documentation
from seller for completion of said contract.

Buyer agrees to twenty five thousand ($25,000) earnest
money at L~e time of the signing of the contract.

- EXHIBIT•
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,
Buyer agrees to a closing date on 0= bef~=e Jaly 30, 1983.

I': t h i. s ? r:) 90S a 1 Tn e e t s \..; i L'l you :- C.? ? r 0 val i:J. c ~ r'. C e p t I ? 1 e c.. s e
acknG~ledge below and return a CO?Y to me. As soon as we
ha~e received your acknowled9~~en~, we will pro2eed pron?tly
~l~~ ~~e v:rious verifications ~rocedu=es and ~he

?re?arat:ion 0: the necessc.ry legal docur:'~er.tat.ior..

CO:1ce:;~ tJ: is
:.~.:y, 1 9 8 3 0 n

and aareed to in
/ J--="' de;" of

~c::~alf 0:

cr

Don Brester, Selling Partner
E~/dmk

- S~ace ~i~l~ Services
David Ii t..::1 t.e -= I Esc:-ow J..gen t

Ron Brester, Selling Partner
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· EXHIBIT 46

I. TRANSACTION SUMMARIES OF ROBERT KERREY
AND STATE SECURITIES SAVINGS.

A. General Introduction and Background.

Robert Kerrey's (WKerreyW) involvement in State Security

opened a checking account and savings account with State

Securities in that year. During 1972, Kerrey also

-
--
-

Savings Co. (WState SecurityW) began in 1972. Kerrey first

-
-

-

established a business lending relationship with State

Security when he received a loan to purchase the first

Grandmother's restaurant in Lincoln. This loan was paid off

in 1975. On June 1, 1979, State Security made an unsecured

loan of $8,100 at 12-1/2\ to Kerrey-Rasmussen Enterprises,

payable on August 1, 1979 (Loan No. 75433). This loan was

renewed on August 9, 1979 at the same interest rate (Loan

No. 75580) and was paid off by Robert Development Co. on

June 10, 1980.

After the -November 1982 election, Governor-elect Kerrey

assigned all management responsibilities for his business

interests to Dean Rasmussen. Subsequently, after he took

office, Kerrey placed all of his real estate assets in a

separate trust. The trustee of the trust was Jesse

Rasmussen. Accordingly, Kerrey has had no management

responsibilities or active participation in his business

interests subsequent to his election.



Kerrey was involved in two other financial transactions

with State Security, one relating to real property located at

70th and -A- Streets in Lincoln, Nebraska and one relating to

real property known as the Quail Valley Apartments in

Lincoln. But before those transactions are summarized and

then explained in greater detail, it would be helpful to

define the partnership entities that were involved.

Kerrey-Rasmussen Enterprises, Inc. is a Nebraska

corporation formed by Kerrey and Dean Rasmussen (-Rasmussen")

in 1973 for the purpose of acquiring real estate at

4712 South 82nd Street in Omaha which was developed into a

Grandmother's restaurant. In 1976, Kerrey-Rasmussen acquired

real property located at 201 Sun Valley Boulevard in Lincoln

which was developed into another Grandmother's restaurant.

Kerrey and Rasmussen were equal stockholders in

Kerrey-Rasmussen Enterprises.

Robert Development Company is a Nebraska limited.

partnership formed by Kerrey, Rasmussen, David Putensen and

Steven W. Carveth (the -General Partners-) -on or about

February 15, 1980 for the purpose of acquiring and developing

real property located at South 70th and -A- Streets in

Lincoln. Kerrey was the original managing partner of Robert

Development Co. but turned over that role to Rasmussen in

1982 when he assigned his interest in the company to

Rasmussen.

-2-
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Valley Investment Company is a Nebraska general

partnership formed by TransAmerican Investment Company, a

Nebraska general partnership, P, S & Y, a Nebraska general

partnership, Fred Kiechel and Kerrey on or about June I, 1981

for the purpose of acquiring an interest as a partner in

managing real property known as the Quail Valley Apartments

in Lincoln, Nebraska. At the time Valley Investment Company

was formed, William F. Wright ("Wright") was a partner of

TransAmerican Investment Company and Richard Young and James

Stuart, Jr. were partners of P, S & Y. The Quail Valley

Apartments were later managed by Real Property Services,

Inc., a company formed by Young, Kerrey, Stuart and Kieche1.

With these facts as a general background, the following

is a more specific summary of Kerrey's two financial

transactions with State Security as disclosed by documents

obtained from,State Security.

B. South 70th & "A" Street Property.

On or about September 26, 1978, Kerrey-Rasmussen

Enterprises bought the real property located at South 70th &

"A" Streets in Lincoln from Jeannoutot Farm. The Agreement

for Sale of Real Estate was recorded December I, 1978 as

Instrument No. 78-31934. Kerrey-Rasmussen Enterprises made a
I

collateral assignment of the land contract to State Security,

recorded as Instrument No. 78-32051, in return for a $70,000

loan (Loan No. 75024) at 12\. This collateral assignment was

-3-



later turned into a first real estate mortgage of $254,890.73

on June 1, 1979 (Loan No. 75432) at 12-1/2\ (recorded as

Instrument No. 79-13613). In addition, State Security

received a second mortgage on the real property located at

201 Sun Valley Boulevard in Lincoln. The June 1, 1979 loan

and mortgage was later refinanced and eztended on December 3,

1979 (Loan No. 75947) for a mortgage of $273,882.12 at 16-1/2%

(recorded as Instrument No. 80-1405).

On or about February 15, 1980, Robert Development

Company was formed and it purchased the real estate at 70th &

"A" Streets from Kerrey-Rasmussen Enterprises. In connection

with this purchase the December 3, 1979 loan and mortgage was

refinanced and extended on June 10, 1980 (Loan No. 76162) for

a mortgage of $275,000 at 15-3/4\ (recorded as Instrument

No. 80-10548). Interest was paid up to this date in the

amount of $1,117.88. The June 10, 1980 loan and mortg.age was

refinanced and extended' on December 10, 1980 (Loan No. 76533)

at 18-3/4\. Principal and interest totalling $45,037.22 had

previously been paid up to this date and this amount was

credited to the new loan to bring it up to $275,000.

The December 10, 1980 loan was refinanced and extended

on June 12, 1981 (Loan No. 76811) at 18-3/4\. Principal and
,

interest totalling $31,861.01 had previously been paid up to

this date and this amount was credited to the new loan to

bring it up to $275,000. The June 12, 1981 loan was

-4-
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refinanced and extended on December 14, 1981 (Loan No. 77060)

at 17-1/2\. Principal and interest totalling $10,378.76 had

previously been paid up to this date the amount was again

credited to the new loan to bring it up to $275,000. On

June 24, 1982, a new loan was put in place (Loan No. 77323)

at 18-1/2\ to refinance and extend the December ~4, 1981

loan. Principal and interest totalling $11,560.73 had

previously been paid up to this date and that amount was

credited to the new loan to bring it up to $275,000.

The June 24, 1982 loan was refinanced and extended on

December 24, 1982 (Loan No. 77565) at 17\. Interest in the

amount of $24,657.85 had been previously paid and this was

added along with $308.50 in finance charges and fees to the

loan amount of $270,609.80 as of December 24, 1982 to bring

the current loan amount up to $295,576.15. In connection

with this refinancing, State Security received a first deed

of trust in the property at 70th & "A" Streets (recorded as

Instrument No. 82-20507).

The December 24, 1982 loan was refinanced and extended

on or about March 2, 1983 (Loan No. 77655) at a rate of

interest of 16-1/2\. Principal and interest in the amount of

$4,390.20 had been paid up to that time and this amount was·
f

credited to bring the loan amount up to $275,000.

The e~tire loan, including principal and interest was

paid on or about April 27, 1983 when Robert Development
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Company sold the property at 70th & MA" Streets in Lincoln

back to Kerrey-Rasmussen Enterprises. The mortgages and the

trust deed were released. It should be noted that all of the

loans from State Security to enterprises related to Kerrey

were at prevailing market rates.

C. Quail Valley Apartments Property.

As stated in the General Introduction and Background

section, Kerrey was a partner of Valley Investment Company

when it first acquired an interest as a partner in and became

the manager of the real property known as Quail Valley

Apartments. This property included two separate pieces of

real estate:

(1) Lot I, Block 4, Quail Valley First Addition,
Lincoln, Lancaster County, Nebraska ("Tract
One M); and

(2) Lot 2, Except the East 200 feet thereof,
Block 4, Quail Valley First Addition, Lincoln,
Lancaster County, Neb'raska (MTract Two M).

The first part of this summary will deal with Tract One.

Valley Investment Company first acquired the Quail Valley

Apartments from Leonard R. Rogoff, Earl H. Peters and

Herbert M. Brugh, general partners of Quail Valley Apartments

Limited, a California partnership, on or about June 8, 1981.

According to the Assignment of Partnership Interests and

Agreement, val1ey ' Investment Company paid $306,000 for the

Tract One property and loaned the Quail Valley Apartments,

Ltd. for $175,000 for six months. In return, Valley
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Investment Company received a mortgage on the property

(recorded as Instrument No. 81-10874). The property was

already subject to mortgages of not more than $1,669,870,

plus accrued interest in favor of American Charter Savings

and Loan Association in Lincoln (recorded as Instrument

Nos. 76-25014 and 77-34332), and a mortgage of not more than

$400,000 with no accrued interest in favor of Duane Larson

Construction Company.

Regular payments of principal and interest were made on

the American Charter mortgages. Valley Investment Company's

mortgage provided for future advances.

On or about January 22, 1982, Quail Valley Apartments,

Ltd. executed a $40,000 mortgage (recorded as Instrument

No. 82-1015) and accompanying promissory note in favor of

Valley Investment Company. The mortgage provided for future

advances within ten years up to $200,000 and was subject·to

the previous mortgages of American Charter and Duane Larson.

On or about April 14, 1982, Young, Kerrey, Stuart and

Kiechel borrowed $412,137.75 from State Security (Loan

No. 77214) at 19\ (variable quarterly rate) and State

Security received a guaranty agreement signed by these

individuals, plus a mortgage on Tract One in Quail Valley

(recorded as Instrument No. 82-5773). Valley Investment

Company executed a subordination of mortgage on or about

April 26, 1982 (recorded as Instrument No. 82-5774)
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subordinating its two prior mortgages of June II, 1981 and

January 22, 1982 to State Security.

On or about April 14, 1982, Ouail Valley Apartments,

Ltd. executed a Notice to American Charter (recorded as

Instrument No. 82-5825) notifying American Charter that

future advances made under their mortgages would be junior to

State Security's mortgage of April 29, 1982.

On or about April 14, 1982, Young, Kerrey, Stuart and

Kiechel borrowed $103,093.75 from State Security (Loan

No. 77215) at 19% (variable quarterly rate), and State

Security received a guaranty agreement signed by these
.

individuals, plus a mortgage on Tract Two in Ouail Valley in

the amount of $103,093.75 (recorded as Instrument

No. 82-5451). At this time, Tract Two was encumbered by two

previous mortgages, one executed on or about July 26, 1972 by

Duane Larson Construction Company to State Federal Savings &

Loan Association (which later became American Charter) in the

amount of $705,750 (recorded as Instrument No. 72-13468) and

another mortgage executed on or about July 2, 1980 by Duane

Larson Construction Company to Lincoln State Bank in the

amount of $85,000 (recorded as Instrument No. 80-12482).

On or about May 28, 1982, a number of loan participation
I

certificates were signed in regard to State Security's

mortgages on Tract One and Tract Two. Commerce Savings

Columbus executed a loan participation certificate in the

-8-
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amount of $140,000 at 19\ (variable quarterly rate) secured

by state Security's mortgage of $412,137.75 on Tract One.

Similarly, on or about May 28, 1982, Commerce Savings Lincoln

executed a loan participation certificate in the amount of

~ $180,000 at 19\ (variable quarterly rate) secured by the same

...
-
-
-
-

-

mortgage of St.ate Security. Finally, Commerce Savings

Lincoln executed a loan participation certificate on or about

May 28, 1982 in the amount of $80,000 at 19% (variable

quarterly rate) secured by State Security's mortgage of

$103,093.75 on Tract Two.

On or about January 6, 1983, the April 14, 1982 loan and

mortgage on Tract One were refinanced and extended (Loan

No. 77582) at 16-3/4\ for a mortgage of $200,592 (recorded as

Instrument No. 83-637). The previous mortgages to State

Security were subordinated by a subordination of mortgage

executed by Wright of TransAmerican Investment Company,on or

about January 13, 1983. Once again, a Notice was executed by

Quail Valley Apartments, Ltd. to American Charter that their

previous mortgages were limited to the amount actually

advanced by the date of the Notice (recorded as Instrument

No. 83-939).

The January 6, 1983 loan and mortgage were refinanced

and extended on March 7, 1983 (Loan No~ 77667) at 16-1/4%.

Interest was paid up to this date in the amount of $5,523.14

and it was credited to the new loan to bring it up to

-9-
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$200,592. The March 7, 1983 loan and mortgage were

refinanced and extended on June 6, 1983 (Loan No. 77801). A

payment of $50,000 in principal and $1,931.57 in interest had

previously been paid up to this date and the interest alone

was credited to the new loan to bring it up to $150,592.

The June 6, 1983 loan and mortgage were refinanced and

extended on October 6, 1983 (Loan No. 78031) at 13\.

Interest was paid up to this date in the amount of $8,179 and

this amount was credited to the new loan to bring it up to

$150,592. Finally, the October 6, 1983 loan was refinanced

and extended on February 8, 1984 (Loan No. 78182) at 13\.

In addition to the interest payments mentioned above,

according to a February 17, 1984 letter from State Security

to Wally Brown of Real Property Services, the manager of

Quail Valley Apartments, the principal balance of Loan

No. 77214 (originally $412,'137.75) had been paid down to

$330,461.29 as of December 31, 1983 and $64,543.51 in

interest had been paid on that loan during 1983. The

principal balance of Loan No. 77215 (originally $103,093.75)

had been paid down to $82,727.32 and $16,101.22 in interest

had been paid on that loan during 1983.

State Security's loans to Young, Kerrey, Stuart and

Kiechel were all paid off by Commerce Savings according to a

July 19, 1984 letter sent from State Security to Young,

Kerrey, Stuart and Kiechel, c/o Real Property Services, Inc.
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Accordingly, releases to the mortgages were mailed to

Commerce Savings.

In short, Kerrey and the other partners were loaned

money at prevailing market rates of interest. The loans were

amply secured by real property and participation with other

lenders.
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EXHIBIT 47

--
....

AGREEMENI'

- ~
AGREEMENl' made the L day of January, 1984, be1:'Neen

SroJRITY FINAOCIAL cnRPORATION,

and

TH:MAS L. ALVF:f,

SELLER

BOYER

Buyer and seller acknowledge and agree that the Agreenent

__ dated January 6, 1984, has l:een m:xiified so as to provide for install­

trent E2yrrent of the $2,000, 000 option price. seller acknowledges

receipt of $675,000. Buyer agrees to remit the additional $1,325,000 on

or before 1:00 p.m. on January 16, 1984. Buyer agrees that failure to

make said payrrent on January 16, 1984, shall result in an absolute

forfeiture of the initial paynent as liquidated damages. None of the

warranties and representations of the Agreerrent dated January 6, 1984,

--
s~l apply to any such forfeiture. The parties agree that all other

tines for performance urxier the contract shall run fran January 6, 1984.

David A. IJ.Jdtke, as agent for Buyer am Seller, shall hold the

Aqieeaent dated Ja.nuaz::y 6, 1984, ani letter to David L. Patrick of sane

date until January 16, 1984. t1p=)n payrrent of the secocxi inst.alJ.nent the

executed. Agreeaent ani letter shall. be distributed to the parties. t1p=)n

any failure to make tie secon:i installment, all copies of the AgJ:eeaertt

. and letter shall be delivered to seller.



THIS AGREEME:NI' shall exten:l to and be binding upon the heirs,

executors, administrators, devisees, trustees, successors arrl assigns of

the parties hereto.

SEOJRI'I"l FINAOCIAL OJRPOAATION

By:
IPreSide!lt

Thanas L. Alvey, Buyer
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BANKING COMMERCE & INSURANCE-COMMITTEE

ACCOUNTANTS REPORT

EXHIBIT 48



Baird,
Kurtz&
Dobson

Banking, Commerce & Insurance Committee
Nebraska State Legislature

We have applied certain agreed-upon procedures, as summarized in this report,

to accounting records of State Security Savings Co. & Related Entities, solely

Certified to assist you in connection with your review of certain transactions of the
Public
Accountants above entities. It is understood that this report is soley for your information.

The procedures employed are in accordance with arrangements set forth in our

letter to you of November 10, 1986.

Because the above procedures do not constitute an examination made in accordance

with generally accepted auditing standa~ds, we do not express an opinion on

any of the accounts or items referred to above. Had we performed additional

procedures or had we made an examination of the financial statements in accordance

with generally accepted auditing standards, matters might have come to our

attention that would have been reported to you. This report relates only to

the items specified and does not extend to any financial statements of State

Security Savings Co. and Related Entities taken as a whole.

Lincoln, Nebraska
December 26, 1986

1400 American
Charter Center
Lincoln,
Nebraska 68508
402.474.5000

With Offices In:
Arkansas
Kansas
Missouri
Nebraska
Oklahoma
Texas

-------
-,
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Amounts Received By Security Financial Corporation From Transamerica

Investment Corporation and American Investment Group

Question and Instructions. How were the amounts received by Security

Financial Corporation from Transamerica Investment Corporation and

American Investment Group recorded on the records of Security

Financial Corporation? We were instructed to review the books and

records of the company to determine how Security Financial Corporation

classified these amounts on their books .

Report. We reviewed the deposit and check register of the company

which indicated that on June 8, 1983, the amount of $200,000 was

deposited in the bank account of Security Financial Corporation and

was titled "Fees Income, Transamerica and American Investment

Group". We examined the deposit slip for June 8, 1983 which indicated

the following breakdown: American Investment Group--$150,000;

Transamerica Investment Group--$50,000; for a total of $200,000.

There was no additional description on the deposit slip.

We reviewed the workpapers, financial statements, and income tax returns

of Security Financial Corporation for calendar year 1983 and found that

the above amount was reported as fee income, less a payable to American

Investment Group for $15,564 for a net of $184,436. We examined the

check paid to American Investment Group on January 30, 1984 in the amount

of $15,564 which Mr. Hake informed us was the payment of percentage rents

prorated against the seller on closing.

~tr. Hake informed us that the amounts received represented fees for

services performed and not a loan buy-down, and that he had previously

testified before the Committee on this matter and recommended that

if additional information was needed, we refer to his testimony.
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Computation of Purchase Price Multiple

Questions and Instructions. What was the purchase price multiple

of State Security Savings Co. and Subsidiaries as of the date of

purchase, based upon the books and records of the company?

PART B

-

Report. We obtained a copy of the balance sheet of State Securities

Savings Co. and its subsidiaries as of June 6, 1978 which was

included in the income tax return filed for the period January 1, 1978

to June 6, 1978. The balance sheet indicated the following:

Multiple ($5,750,000: $3,285,522) = 1.75

......

--

Capital Stock
Surplus
Undivided Profits

Total

Purchase Price

$ 310,000
2,025,000

950,522

$3,285,522

$5,750,000

-

The balance sheet included in the 1978 income tax return was prepared

on the cash basis. If accrual adjustments had been recorded, net

worth would change and thereby change the multiple.
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Question and Instructions. Determine how State Security Savings Co.

acquired the Gemini Corporation debentures by inquiring of Mr. Hake as

to the transaction and review supporting documents.

Report. Mr. Hake informed us that State Security Savings Co. owned NBC

Co. bonds notes in the amount of $100;000 bearing an interest rate of

.7.80% and which were due September 1, 1984.

Mr. Hake stated that State Security Savings Co. was interested in

improving their yield on securities and contacted NBC Co. to determined

if NBC Co. would redeem the notes early. Mr. Hake indicated that NBC

Co. responded that they would purchase the bonds for $85,000 or a

discount of $15,000.

Mr. Hake informed us that he discussed the matter with the Board of

Directors and that he did not recommend selling the notes at a $15,000

discount. Mr. Hake indicated that Mr. Wright informed the Board of

Directors that Marmat Corporation owned debentures in Gemini Corporation

in the amount of $100,000 bearing interest at 10% due September 30,

1987. Mr. Wright indicated that Marmat Corporation would be interested

in exchanging the NBC Co. debentures for their Gemini Corporation

debentures.

Mr. Hake indicated that the Board of Directors evaluated the transaction

and determined that they would exchange debentures since they would

increase their yield from 7.8% to 10.0% and they were satisfied that

the risk of ownership of the debentures were similar. Therefore, they

exchanged the NBC Co. bonds with Marmat Corporation for the Gemini

Corporation debentures.

Mr. Hake indicated that the entire transaction was discussed by the

Board of Directors at the time it was in process and approved by the

Board of Directors; however, it was inadvertently omitted from the

February, 1983 minutes of the Board of Directors and subsequently was

documented in the Board of Directors minutes dated March 2, 1984.



-5-

Mr. Hake informed us that State Security Savings Co. continues to own

the Gemini Corporation debentures and have received interest on a

current basis.

We obtained copies of the Gemini Corporation debenture agreement,

selected pages of an audited financial statement of Gemini Corporation,

and copies of the Board of Directors' minutes dated March 2, 1984 in

which the transaction was documented as follows:

"On February 3, 1983, the company acquired from Marmat Corporation,
a Gemini debenture in the face amount of $100,000 bearing an
interest rate of 10%. The company surrendered to Marmat Corporation
an NBC Co. bond in the same face amount bearing interest at 7.8%.
William F. Wright, a director of the company, is a related party

.to Marmat Corporation."



-
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Spin Off of State Security Building Corporation

PART D

-

-

.......

.---

---

-
---

Question and Instructions. What did State Security Savings Co. receive

for the building? A second question was why did State Security Savings

Co. reduce its undivided profits by approximately $843,000 at the time

of the spin off? We were instructed to review the documents supporting

this transaction and to determine the reason that the $843,000 was

charged to undivided profits.

Report. State Security Building Corporation was organized in 1973 as

a wholly owned subsidiary of State Security Savings Co.

The corporation w~s capitalized by an exchange of stock for leasehold

improvements (building on leased ground and furniture and fixtures).

The building had been built by State Security Savings Co. and was

carried on its books at a net depreciated value of approximately

$303,000 prior to the transfer to the subsidiary. The furniture and

fixture book value was approximately $3,500. The tax basis at this

time was approximately $241,000.'

The building was appraised by Western Realty Co. on October 9, 1973 in

the amount.of $840,000.

The appraised value of the building, $840,000 plus the depreciated

value of the furniture and fixtures of $3,508, was recorded on the

books of State Security Savings Co. at the time of the transfer to

State Security Building Corporation. The Board of Directors minutes in

December, 1973, indicate that State Security Savings Co. received

approval of the State Banking Department on November 15, 1973 to carry

the building on the books of State Security Savings Co. at $843,000.

The $843,000 appraised value was charged to undivided profits at the

time of the spin off of the stock of State Security Building Corporation

to Security Financial Corporation.
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In regard to the question of what State Security Savings Co. received

or gave up at the time of the spin off, it is necessary to know

what the fair market value of the property was at the time of the

spin off and what the effect of State Security Savings Co. selling

the property versus the spin off to Security Financial Corporation.

If, we assume, the fair market value of the property was $950,000,

which is the same amount that Security Financial Corporation sold

the building for, the computation of net value is illustrated as

follows:

Selling price of building
Less, tax cost of property,
net of accumulated depreciation

Gain

Less, estimated Federal and
State taxes

Net proceeds, after tax

Less cash contributed to State
Security Savings by Security
Financial Company

Net dividend equivalent on spin off

$950,000

221,000

$729,000

$950,000

233,000

717,000

350,000

$367,000

Our computation resulted in approximately the same amount of net

-dividend as that prepared by Mr. Hake in his anaylsis of State

Security Savings Co. capital transaction which had been previously

provided to the Committee.
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Question and Instructions. What was the policy of State Security

Savings Co. in regard to capitalizing of interest on loans and how

does this compare with generally accepted accounting principles? The

work was to be limited to inquiry of Mr. Hake and review of applicable

generally accepted accounting principles.

Report. Mr. Hake informed us that State Security Savings Co. began

accruing interest on the books in 1978. Interest was accrued on

specific loans until it was deemed that interest on specific loans

could not be collected. As notes were renewed, it was the policy

to capitalize interest if the collateral was sufficient to cover

the principal and accrued interest. This practice allowed the

company to collect interest on interest.

Generally accepted accounting principles define accrual accounting

as "the effects of transactions and other events on the assets and

liabilities of a business enterprise are recognized and reported in

the time periods to which they relate rather than only when cash is

received or paid. Revenue is conventionally recognized at a specific

point in the earning process of a business enterprise, usually when

assets are sold or services are rendered. This conventional recognition

is the basis of the pervasive. measurement principle known as realization.

The realization principle requires that revenue be earned before it

is recorded."

In the case of a financial institution, a bank's right to receive

interest income becomes fixed ratably over the period of a loan as

long as all events have accrued to fix the right to receive income

and the amount thereof can be fixed with a reasonable accuracy.

Notwithstanding this general rule, however, a fixed right to a

determinable amount does not require accrual or allow accrual if

the income item is uncollectible when the right to receive it

arises.
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Recognizing the complexity and uncertainty of economic activity

seldom permit exact measurement, estimates and informed judgment

must often be used to assign dollar amounts to the effects of

transactions and other events that affects a business enterprise.

A financial institutio~ should maintain a reasonable allowance for

loan losses applicable to all categories of loans and, in addition,

the allowance should also be sufficient to cover estimated losses

of accrued interest receivable. A partial list of the items to be

considered in determining the amount of the allowance for losses is

as follows:

1. Evaluation of lending policies, practices and internal
control.

2. Current trend of delinquencies.

3. Listing of loans, aged past due loans, loans on which
interest is not being collected in accordance with the
terms of the loan, and loans whose terms have been modified
by reducing the interest rates or deferring interest.
Such listing should include borrowers' current financial
conditions, collateral value, and any third party reliance.

4. Excessive loan renewals and extensions.

5. General or local economic conditions that might have a
bearing upon the collectibility of loans such as a pronounced
business depression.

6. Available outside information of comparable nature regarding
financial institutions of similar loan portfolio size,
composition, and quality.

7. Historical data relating to the excess or deficiency of
the allowance for possible loan losses over actual amount
of such losses for the past several years.

8. Loan loss experience, charge off, and recoveries in the
past several years in total and by major categories of
loans.

9. Ratio of net charge offs to average loans for several
years.

10. Ratio of allowance for loan and lease loss to average
loans for several years.

Since our procedures were limited to inquiry of the practices

followed by State Security Savings Co., we are unable to evaluate their

application of generally accepted accounting principles.
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In reading a copy of the audited financial statements of State

Security Savings Co. for the year ended December 31, 1982, the Company's

auditors qualified their opinion on the financial statements with

respect to the adequacy of the allowance for loan losses.

The Company's auditors issued an unqualified opinion on the financial

statements for the year ended December 31, 1981.

During our review of information at the Nebraska Department of Banking, we

noted the following comment'in the FHLB examination dated March 6, 1984:

itA Reserve for uncollected interest on loans more than 90 days delinquent
is not maintained on the statement of condition (Ins. Reg. 563(c).11).

"This caused an overstatement Of income and/or net worth of approximately
$700,000 as of April 30, 1984".

The above comment was noted on the eligibility examination at which time

SSS was not subject to FSLIC regulations.
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(1.) Allocation of Income Taxes Between State Security Savings Co. and

Security Financial Corporation

PART F

Question and Instructions. What was the method of allocating income taxes

between State Security Savings Co. and Security Financial Corporation?

Was it consistently followed and how does this compare to generally accepted

accounting principles? Review income tax returns, computation of income

taxes and compare to generally accepted accounting principles.

Report. State Security Savings Co. and Security Financial Corporation

filed consolidated income tax returns for the years ending December 31,

1978 through December 31, 1985. Mr. Hake informed me that the corporations

computed their income tax as if they were filing a separate income tax

return. The amounts due or refundable under this method were then paid to

or received from the parent corporation, Security Financial Corporation.

We asked Mr. Hake if there was a written agreement between the corporations

stating that this method was to be used. He informed me that there was

not. We obtained the income tax returns for the years 1978 through 1985

and the related workpapers used in preparing the income tax returns and

compared the computation of the separate income tax of State Security

Savings Co. with the method described by Mr. Hake. For the years 1978

through 1982, it appears that the computation resulted in the method

described by Mr. Hake and that it was consistently followed. In 1983, it

appears that the manner of computing the separate return tax due or refundable

was not consistent with the prior periods. This occurred due to the net

operating loss of State Security Savings Co. exceeding the amount of

refundable income taxes remaining in the prior consolidated return years.

The unused portion of the net operating loss, the charitable contribution

carryover and the investment tax credit carryovers of State Security

Savings Co. were utilized to reduce State Security Savings Co.'s deferred

income taxes rather than obtain a refund of income taxes previously paid

to the parent.
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We discussed our computation of the separate return income tax liability

or benefit of State Security Savings Co. with Mr. Hake. He agreed in

theory with the approach to the calculation of the benefit, however, he

did not review the specific numbers or computations. Our computation

indicated that under the separate return method for 1983, approximately

$249,000 of income taxes should have been refunded to State Security

Savings Co. reducing deferred income taxes. It should be noted that the

effect of this transaction did not reduce the net worth of State Security

Savings Co. at the time of the transaction. The effect of reducing deferred

income taxes rather than receiving a refund of the income taxes resulted

in State Security Savings Co. having less cash available to be converted

to income earning assets than if the refund had been made.

Mr. Hake reminded us that in 1983, Security Financial Corporation made a

capital contribution to State Security Savings Co. in the amount of

$1,320,000 which was more than sufficient to cover the refundable income

taxes of $250,000.

In regard to generally accepted accounting principles, relative to the

allocation of income taxes between a parent and a subsidiary, the accounting

literature indicates that the method to be used is primarily a legal, not

an accounting, question. When a group of companies have agreed to file a

consolidated tax return, such companies must have agreed explicitly or

implicitly, on how such tax should be paid.

There are two different methods currently used in practice. Under one

method, those companies which show positive taxes would share the total

tax to be paid in the ratio of their separate basis tax returns. In the

other method, each subsidiary would be charged or credited by the parent

with the tax or tax benefits to be shown in a separate return. The parent

company would then enjoy the benefit or incur the loss resulting from a

consolidated filing on the theory that the consolidated return resulted

from the parent's investment in the subsidiaries. The accounting literature

indicates that it is preferable to compute the income taxes using the

second method as if the subsidiary had not been eligible to be included in

this consolidated income tax return with its parent.
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The Internal Revenue Code provides several methods which may be utilized

to allocate the tax between the parent and its subsidiaries when a

consolidated return is filed. If the group of corporations does not

elect a method of allocated income tax liability in its first consolidated

tax return, then it is required to use the following method:

The tax liability shall be apportioned among the members of
the group in accordance with the ratio, which that portion of
the consolidated taxable income attributable to each member of
the group having taxable income bears to the consolidated
taxable income.

We were unable to locate an election in the first consolidated tax

return. Mr. Hake informed us that he was not aware of this election

being made.

While the IRS method would have resulted in different tax allocation of

the liability in the early years, it would also have resulted in different

tax refunds when State Securities Savings Co. incurred a loss. We have

not computed the difference, if any, between the Internal Revenue Code

method and the method utilized by State Securities Savings Co.

Other regulatory bodies such as the Comptroller of Currency and the

Federal Deposit Insurance Corporation generally require that in the

case of a bank and a parent holding company filing a consolidated

income tax return, transfers between the bank and the parent for income

taxes shall not exceed the amount of tax the bank would have paid, had

a tax return been filed on a separate return basis. Regulations also

provide that in the event a bank incurs a taxable loss, it shall be

reimbursed in cash by the holding company to the extent there is a tax

benefit arising from these losses in the consolidated return as determined

in a manner consistent with the allocation of taxes to profitable

subsidiaries. Application of this procedure may result in the parent

owing the bank for income taxes, which the parent may be unable to obtain

current refunds from the taxing authorities.
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(2.) Amount of Income Taxes Paid by State Security Savings Co. to

Security Financial Corporation During 1978 to 1983

Question and Instructions. Review the deposit register of Security

Finanica1 Corporation to determine the amount of income taxes paid

from State Security Savings Co. to Security Financial Corporation.

Report. We obtained the deposit register of Security Financial Cor­

poration form Ken Hake. A summary of the amounts received from State

Security Savings Co. for income taxes is as follows:

1978
1979
1980
1981
1982
1983

Total

138,500
272,200
342,700
368,700
378,000

69,057

1,569,157
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Taylor Meadows - Contribution of Property by SFC to SSS

PAATG

....
....

Question and Instructions. When the Taylor Meadows property was contributed

in December, 1983, at SFC's tax basis of $1,320,000, to State Security

Savings Co./Security Investment Company it was valued by the management

of State Security Savings Co. at approximately $1,334,000. What did

State Security Savings Co. ultimately receive upon disposition of the

property?

The work was to be limited to inquiry of Ken Hake and obtain supporting

documentation.

Report. On November 21, 1986, Mr. Hake informed us that the Taylor

Meadows property was transferred in December, 1983 to SSS/SIC. The

property was valued at approximately 1.3 million by the management of

SSS/SIC based on current lot sales. Mr. Hake provided us with the

following information relative to the values.
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Taylor Meadows - Valuation December, 1983

Original Addition:

18 lots @ $24,000
3 lots @ $28,000
1 lot @$36,000

Less 10% taxes and marketing

$ 432,000
84,000
36,000

552,000
55,000 $ 497,000

Taylor Meadows First and Third Additions:

13 lots @ $36,000
64 lots @$24,000

Less marketing, taxes and
paving assessment

Danville Circle - Net of improvements

Outlot B - 32 Units @$12,500

Taylor Meadows 5th Addition:

9 lots @$36,000
3 SF lots @ $24,000

Less improvements not paid

Open Areas - Preliminary Plated:

13.34 Acres - 30 Units @$40,000
Less paving and utilities

2.5 Acres - 20 Units @ $12,500
16 Acres - 203 Apt./Condo Units

@$8,000

TOTAL VALUE - TAYLOR MEADOWS

Less Joint Venture Debt:

Randa1wood II, Inc.
Randa1wood II, Inc. (LOC)
Cheney Land Dev.
Krueger Ind. Park

Equity to Partners

50% to SSS/SIC
Less NBC Debt

NET VALUE TO SSS/SIC

468,000
1,536,000

2,004,000

462,000

324,000
72,000

396,000
150,000

1,200,000
125,000

978,000
106,000
975,000
133,000

1,542,000

125,000

400,000

246,000

1,075,000

250,000

1,624,000

$5,759,000

2,192,000

$3,567,000

$1,784,000
450,000

$1,334,000

NOTE: Recorded on SSS books in December, 1983 at $1,320,000,
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The following information was obtained from the Disclosure Statement

prepared for the United States Bankruptcy Court for the District of

Nebraska as of July 9, 1984.

Pages 11 and 12:

"Taylor Meadows. Taylor Meadows is a residential development located
near 70th & A Streets, Lincoln, Nebraska. Development of the project
was commenced in 1977 by prior ownership and management of SSS on a
joint venture basis with Randalwood, Inc. and Randalwood II, Inc.,
who serve as the active joint venture partners on this project.
Taylor Meadows consists of single family, townhouse, and apartment
sites. Development of the project is completed and over 50% sold.
Taylor Meadows is located in the vicinity of significant commerical
and residential development and management believes that it is one
of the most desireable local developments. It is anticipated that
the sale of Taylor Meadows will be substantially completed within
two years. The market value of SIC's direct interest in Taylor
Meadows (net of SIC's first mortgage owed to National Bank of Commerce,
Lincoln, Nebraska, in the approximate amount of $235,000) is approximately
$1.3 million. The market value was determined by management of SSS
based on current lot sales and was not determined by an independent
appraisal." EXHIBIT Z

SCHEDULE OF REAL ESTATE TO BE
OWNED BY THE REORGANIZED

SECURITY INVESTMENT COMPANY
(In Thousands)

Appraised
--- Present

Value (1)

Appraised
Net Retl f1
Vilue (2)

2,400
l,~gg

l:~~:

---
FOREST LAKE ESTATES
A townhouse development near 70th • Pioneer Blvd. 2,500

VILLA.TIERRA APARTMENTS
72 completed units located It 27th' Tierra Drive

Less ffrst mortgage debt
Net equity

236 additionll density units

3,802

---

SEVEN OAKS
Single fa~ily and townhouse lots nelr 27th
• Old Cheney

TAYLOR MEADOWS
Sfngle and MUltf-family lots nelr 70th
• A Streets (* No appraisal, esti~tes)

less ffrst mortglge debt
Het equity

WEST 0 INDUSTRIAL TRACT
Located at SW 27th. West 0

INDUSTRIAl SITE
17.6 acres loclted It NW 33rd • Vest 0 (zoned 1-1)

INDUSTRIAL SITE
6.6 Icres located at SV 33rd • West 0 (zoned H-l)

RESIDENTIAL SITE
5.8 acres located It 66th' Vfne (zoned R-4)

COft1ERC IAL SITE
23,100 squire teet located at 12th. K (zoned 8-4)

RURAl ACREAGE SITES
14 Icres loclted at Rokeby Road and South 56th

OTHER REAl ESTATE

TOTAl

1,720

1,250·
Z35

T;n5"

765

200

260

535

380

162

--!E.
10,255

2,800

1,550*
235

r:nr

1,258

200

535

380

183

-!Z.!
13,H9

(1) Value appraised as tt sold to a sin91e buyer in the ordinary course of
bustness.

(2) Yllue appraised IS It sold by lots (Where Ippllcable) tn the ordtnary
course of bustness, net of selltng end improvement costs.
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Ken Hake also provided us with a summary of the net proceeds received by

Security Investment Company upon the sale of the Taylor Meadows property

as follows:

Year

1984
1985
1986

Total received

Less payment of principal on
NBC debt

Net proceeds received by SIC before
interest on NBC debt

Amount Received

$299,785
277,543
127,507 Final

704,835

(450,000)

$ 254,835

Ken Hake did not have readily available the amount of SIC interest expense

on the NBC debt, or the specific amount of. loans charged off by SSS which

related to this property. He informed us that these two items combined

would have been in excess of the $254,835, above, which resulted in SSS

(new institution) realizing a loss from the contribution of the Taylor

Meadows property.

Ken Hake indicated the decline in value resulted from several factors as

follows:

1) The subsequent active market did not sustain the price levels of the
1981 to 1983 market.

2) Because ·of substantial debt load on the project, management elected
rather than continue to hold the property, to sell at prices buyers
were willing to pay.
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Thomas L. Alvey - Option $675,000

PART H

-
-

Question and Instructions. What was the disposition of the $675,000

option money received by Security Financial Corporation from Thomas L.

Alvey? The work was limited to inquiry of Ken Hake and preparation of an

analysis of the use of the funds.

Report. We discussed the transaction with Ken Hake and he also provided

us with copies of the checkbook, deposit slips, and cancelled checks

related to this transaction.

The transaction is summarized as follows:

RECEIPT OF OPTION

Liquidating Distributions Not Returned by Shareholders:

$ 675,000.00

Marmat
Marken EQ
L. Olson
M. Fosdick

$( 29,520.00)
( 29,520.·00)
( 29,520.00)
( 12,500.00) (101,060.00)

Interest Received on Loans to Shareholders:

--

Marmat
Marken EQ
L. Olson

Other Distributions:

$ 9,370.00
1,208.00
1,233.00 11,811.00

Payments in excess of option proceeds

-

NBC - Taylor Meadows debt
SSS - Capital notes
FNL - Payment in settlement of
debt

Wright Rembolt - Legal fees
Nelson Harding - Settlement
University of Nebraska Foundation
Other - Settlements

$( 63,550.00)
( 44,000.00)

(370,000.00)
( 59,801.92)
( 39,002.00)
( 15,002.00)
( 5,950.00) (597,305.92)

$( 11,554.92)

Ken Hake informed us that of the proceeds retained by the shareholders,

that the $12,500 paid to Fosdick was to be for redemption of his stock.

The $29,250.00 was retained by each of the remaining shareholders to

cover future liability and legal fees, if any, in connection with the

Alvey Option.
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Ken Hake indicated that SFC was last contacted by the Alvey group in

July, 1985. No amounts have been paid in relation to matter as of this

date.

A worksheet presenting the detail of the above transactions is on the

following page.
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10% Capital Requirement

Question and Instructions. Did State Security Savings Co. permit its

certificates of indebtedness to exceed in aggregate ten times the amount

of its paid-up capital and surplus and capital notes and debtentures?

This computation was to be made based upon the annau1 reports of condition

and computed in accordance with Section 8-413.

Report. We obtained the annual reports of condition as of December 31,

1978 through 1984 and computed the required ratio of capital to

certificates of indebtedness as follows:

(All information from Reports of Condition)

Certificates of 10%
Year Indebtedness Ratio Capital Excess

12/31/78 $36,159,937 $3,615,994 $5,129,819 $1,513,825
12/31/79 41,001,270 4,100,127 5,604,126 1,503,999
12/31/80 44,057,707 4,405,771 5,756,413 1,350,642
12/31/81 46,004,297 4,600,430 5,474,312 873,882- 12/31/82 48,681,966 4,868,197 4,880,682 12,485
12/31/83 47,900,661 4,790,066 5,242,219 452,153
12/31/84 30,845,983 3,084,598 4,508,676 1,424,078

Based upon the reports of condition as filed, the ratio of capital to

certificates of indebtedness was met in each of the years.

During the course of our work in reviewing documents at the Nebraska

Department of Banking, we obtained a copy of an audited financial statement

of State Security Savings Co. for the year ended December 31, 1982.

---
The auditors (Dana F. Cole & Company) qualified their opinion on the

financial statements because "it appears that the allowance for losses

may be inadequate to cover possible loan losses."

The auditors report stated -- "The status of delinquent loans and consideration

of general economic factors, indicates that the allowance-for loan losses

should approximate 1% of the outstanding loans, or $385,000."

As of December 31, 1982, State Security Savings Co. had a reserve for

loan losses of $101,180 or $283,820 less than the amount indicated as

necessary in the auditor's report.
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Included in the audited financial statement was the following additional

information:

"Reserve for Possible Loan Losses

Except as discussed in Note six (6) the reserve for possible loan
losses is maintained at a level which, in management's judgment, is
adequate to provide for potential loan losses. The reserve is
increased by provisions charged to earnings and reduced by chargeoffs
net of recoveries. The provision is based on past loss experience,
management's study of the loan portfolio and other factors deserving
recognition in estimating possible loan losses."

"6. ALLOWANCE FOR LOAN LOSSES

Management has elected to limit the allowance for loan losses at
December 31, 1982 due to the necessity for maintenance of an adequate
ratio of capital to deposits as required by law.

The changes in the reserve for possible loan losses for years 1982
and 1981 were as follows:

1982 1981

Balance at beginning of year $ 201,756 $237,966

Loans charged off 1,255,092 303,029
Recoveries 7,516 11,819

Net chargeoffs 1,247,576 291,210

Provision charged to operating expense 1,147,000 255,000

Balance at end of year $ 101,180 $201,756"

Ken Hake informed us that the above comment by the auditors of State

Security Savings Co. were not significant for the purpose of computing

the required ratio of capital to certificates of indebtedness because:

1. There is no requirement in the Nebraska law that a reserve for

bad debts be maintained.

2. Management had, prior to year end, evaluated the loans and

charged off all uncollectible loans.

3. Since State Security Savings Co. had maintained a reserve for

bad debts of $101,180 that for purposes of computing the 10%

ratio that the reserve for loan losses, net of the tax effect,

should be added back to capital.
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We discussed our work with Gary Rex and he informed us that the Nebraska

Department of Banking added the reserve for bad debts to capital when

computing the required ratio of capital to certificates of indebtedness •
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Legal & Accounting Expense Analysis - SSS 1978 To 1984

PART J

--

--

---

-

Question and Instructions. What amounts were paid by State Security

Savings Co. for legal and accounting expense for the period January 1,

1978 to December 31, 1984.

Our work was limited to analysis of the general ledger expense account

titled "Legal & Accounting Expense" for all items in excess of $2,000.

The analysis was prepared based upon the description of the payee as

indicated by State Security Savings Co. personnel. We discussed the

analysis with Ken Hake to obtain a general description of the type of

services performed by the payee. We were instructed not to examine the

specific invoice supporting the disbursement.

Report. We 9btained copies of the general ledger cards for the account

titled "Legal and Accounting Expense" from Ken Hake for the period

January 1, 1978 to December 31, 1984.

A summary of the analysis of this account by year and the general

description of services performed is on the following page.



STATE SECURITY SAVINGS CO.
ANALYSIS OF LEGAL & ACCOUNTING EXPENSE

,"j 1-1-78 to 12-31-84

1978 1979 1980 1981 1982 1983 1984 Total

Directors & Consulting Fees
Leon Olson $14,400.00 $32,775.00 $34,200.00 $ 38,928.00 $ 38,000.00 $ 30,900.00 $ 9,575.00 $198,778.00
William Wright 6,000.00 25,775.00 44,200.00 40,928.00 38,000.00 30,900.00 9,575.00 195,378.00
American Consolidated Corp. 8,400.00 7,000.00 15,400.00

Subtotal 28,800.00 65,550.00 78,400.00 79,856.00 76,000.00 61,800.00 19,150.00 409,556.00

Legal Services
Wright & Rembo1t - General Corp. Hatters 5,631.70 3,086.71 1,339.23 19,635.95 29,693.59
Ginsburg, Rosenberg - Loans 3,851.31 19,361.91 6,023.97 16,526.77 66,102.42 71,465.77 82,104.99 265,437.14
NBC - Share of Copple Loan 2,140.97 2,140.97
Cline, Williams - Bank Charter (SBC) 7,681.48 7,681.48
Mike Roster - FSLIC Application 5,000.00 5,000.00
M. Helms - Bankruptcy 25,000.00 25,000.00

Subtotal 9,483.01 19,361.91 6,023.97 19,613.48 67,441.65 81,288.22 131,740.94 334,953.18
I

Audit, Accounting & Tax Returns N
0'

Dana Cole & Co. 8,091.00 2,490.00 - 10,670.00 10,500.00 10,750.00 - 42,501.00 I

Subtotal 8,091.00 2,490.00 - 10,670.00 10,500.00 10,750.00 - 42,501.00

Miscellaneous
Items under $2,000 3,455.97 5,423.11 3,932.05 2,673.49 ( 2,713.58) 6,205.12 6,760.57 25,736.73
T. B. Branze1 - Term Employment Contract 3,000.00 3,000.00
A. Adams - Directors Fees 2,500.00 2;500.00
C. Card - Directors Fees 2,500.00 2,500.00
Various Capitalized Cost - Bank Charter 13,550.50 13,550.50
FHLB Exam 16,650.00 16,650.00
NDGIC 1st 6 Months 1984 Expense 6,159.84 6,159.84
Tews & Radcliffe 10,500.00 --!!!..t 500 •00

Subtotal 3,455.97 . _8,423.11 8,932.05 _2,67_~.42 ( 2 L 713.58) 1~ 755.62 _40,070.41 80,597.07

TOTAL FOR THE YEAR $49.829.98 $95.825.02 $93.356.02 $112.812.97 $151.228.07 $173.593.84 $190 961.35 $867.607.25

I'd

~
Lt
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Disbursements for Acquisition of State Security Savings

PART K

--

Question and Instructions. What amounts were paid by Security Financial Corporation

in connection with the acquisition of State Security Savings Co.? The work was

to be limited to an analysis of Security Financial Corporation disbursements per

the check register for the period June, 1978 to December, 1984.

Report. We obtained the check register for the period. A summary of the disburse­

ments is as follows:

-

Original Acquisition
Debentures
Stock
Interest on Acquisition Indebtedness

$5,708,644.42
73,941.17

104,431.00
1,102,051.21

$6,989,067.80




