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I.
INTRODUCTION

This Reply addresses the objections the Liquidator received from Community Impact
Development II, LLL.C (“CID™), Bishop Roy S. Petitt and Bennie Petitt (“Bishop Petitt™), Los
Angeles Conservancy, and Golden State Mutual Legacy Foundation (*GSMLE”) in response to
the Liquidator’s Applications Nos. 1, 2 and 3 to sell Golden State’s Murals to the Smithsonian
Institution, to sell Golden State’s art collection to Austin C. Moore III and Barbara joe Moore
(“Moores™), and to transfer Golden State’s Archival Collection to the UCLA Library.'

Numerous documents have been submitted; yet the path through the documents is clear:

1. CID is not a bona fide purchaser of the Murals. There is a widely known exception

to bona fide purchaser status where, as here, the owner has a tenant in possession.
Under this exception, CID was on notice of the Golden State’s rights, as tenant, to
certain interests and assets at the Building. CID’s failure to inquire into those
rights is dispositive of its ownership claim because it means the 2005 Purchase
Agreement which excludes the “removable murals” from the Building’s sale is
binding on CID and, thus, CID does not have a colorable claim to the Murals,

2. The Liquidator’s proposed sales to the Smithsonian and the Moores, and the

transfer of the GSM Archival Collection to the UCLA Library, are within the
Liguidator’s discretion and should be approved.

3. The Liquidator is not enjoined to sell and remove the Murals. To the contrary, it is
CID, the Los Angeles Conservancy and the City of Los Angeles who are enjoined
pursuant to the Insurance Code and the Court’s Order of Liquidation from any end-
run attempt around this Court to take the Murals through a landmark application.

4. GSMLF’s Objections are without merit because (a) GSMLF has no standing to

object, (b) its proposals were properly rejected as non-complying and financially

¢ In support of the Applications, the Liquidator received a letter from Ivan Abbott Houston on
behalf of the “Houston Family”, expressing their happiness with the sale of the Murals to the
Smithsonian and the transfer of the historical materials to the UCLA Library. (Reply Ex. 1)
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deficient (see below timeline), and (c) the Murals and Archival Collection cannot
be sold to GSMLF because the Conservator’s former consultant involved in the
RFP and current “consulting attorney”, Joshua Solomon, now is GSMLI’s
attorney and is believed its Interim Executive Director in violation of Government
Code § 1090, Rules of Professional Conduct, the RFP and his consulting
agreements, all of which prohibit such conflicts of interest and self-dealing.

5. GSMLF’s assertion that the Liquidator cannot transfer the Archival Collection
because the items belong to someone else, is baseless.

These conclusions establish that the Liquidator’s three Applications should be granted.

iI.
RESPONSE TO OBJECTIONS
A. CID HAS NO COLORABLE CLAIM TO THE MURALS.

1. Long standing Califorpia law establishes that Golden State’s tenancy in the

Building when CID purchased the Building provided “notice” to CID of all

facts that would be disclesed to it by inquiry; and therefore CID is not a bona

fide purchaser of the Murals.

“Generally, possession of the property by a tenant or vendee imparts notice to subsequent
parties of the occupant’s interest in the premises and of any facts that would be disclosed by a
reasonable investigation. When a person inspects premises that are leased, and he or she knows
that the tenant has attached certain fixtures, the law implies notice of any right the tenant may or
may not have to remove the fixtures.” (Miller and Starr, 2011 California Real Estate 3d, Chapter
17, § 17:57, entitled “Subsequent parties; notice of prior interests”.)

In Beverly Hills Nat. Bank & Trust v. Seres (1946) 76 Cal.App.2d 255, 262-263, the Court
held “It is well settled that the purchaser of real property has constructive notice of the rights of
persons in possession and takes title subject thereto™ and that “It was [the purchaser’s] duty to
know who was in possession of the property before making the purchase, and his purchase
without ascertaining the fact must be regarded as the strongest evidence of bad faith on his part.”

(See also Asisten v. Underwood (1960) 183 Cal. App.2d 304, 309, holding that purchaser of real
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property who knew that plaintiff lived at property was not a bona fide purchaser because he made

no inquiry to the plaintiff of plaintiff’s rights, stating “It is the general rule that possession of

real pronerty is constructive notice to anv intending purchaser or encumbrancer of the

property of all the rights and claims of the person in possession which would be disclosed by

inguirv. This rule is extended to the case of a grantor remaining in possession after

execution and deliverv of a deed to his vendee and a subseguent purchaser of the same

property must inquire into the equitable rights of the original vender.” (Emphasis added.)

CID admits, through its President and CEQ, that it did not inquire of Golden State —- its
tenant in possession — whether the Murals are owned by Golden State, that it had the opportunity

to do so, and that it just “assumed” it acquired the Murals, stating in deposition:

Q: ... At any point in time, did anyone tell you that the purchase of the building
includes the murals?

A: Tdon’t believe so.

Q: At any point in time did anybody tell you that the purchase of the building
does not come with the murals?

A: No. (Harrower Depo. pp. 42:25-43:9, Reply Ex. 2}

Q: ... [D]o you recall any conversations about the twoe murals in the lobby?

A: Tdon’t specifically. I do recall a conversation about artwork and that Larkin
[Teasley, Golden State’s President at the time] had said something to the effect of
selling some of the artwork, the collection. I didn’{ pay terribly much attention at the
time because it — my intention was strictly the lease really, not whether they were
selling artwork or not. So I wasn’t paying much attention. (Harrower Depeo. pp. 49:6-
14, Reply Ex. 2}

Q: Do you remember anybody telling you that the murals were included in the
sale of the building to CID II?

A: ... I'm using the word “assumption” carefully. Not in my own best interest, but in
the interest of trying to be truthful here. I assumed they were. They never said they
were. They never said they weren’t. T just made the assumption,

Q: Okay. But you’re not aware of anybody saying to anybedy at CID II — and it
doesn’t have to be you. If vou're aware of anybody saying to anybody else at CID
11 that the murals are included in the sale of the building?

A: The only conversation that [ was party to where this came up — and this is a grey
area for me, which is why I’m bringing it up again — is the meeting where we had with
Larkin Teasley where he said he was selling artwork. Did he say at that meeting he
was selling the murals? I don’t remember. I don’t want to say yes and [ don’f want to
say no because I don’t remember. Dexter Henderson was with me at that meeting. He
may have a recollection. And again, I’m trying to do my very best here to be open and
forthcoming with you. You know, artwork is artwork. [ don’t —1 don’t remember
murals coming up. (Harrower. pp. 77:8-78:10, Reply Ex. 2)

23
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CID concedes it did not make any inquiry, as it has submitted no contrary evidence. CID
also does not dispute the authenticity of the 2005 Purchase Agreement, which expressly provides
that after the sale of the Building Golden State “shall retain title to and possession of, all personal
property owned by [Golden State], whether located on or about the Building or the Land or
otherwise, including ... artwork (including removable murals).” (Emphasis added, Purchase
Agreement, p. 1, Reply Ex. 3.) Despite the hints of protestation in its opposition, CIID also cannot
credibly argue that the Murals are not artwork. Even Mr. Harrower, as quoted above, states the
Muzals are “artwork.” In sum, the 2005 Purchase Agreement maintaining the Murals as Golden
State’s personal property is valid and binding on CID.

Further, in CID’s 2009 Agreement of Purchase and Sale through which CID purchased the
Building, CID agreed that the property it was purchasing “specifically” excludes “any items of
personal property owned by tenants at or on the Real Property.” (Agreement, p. 3, Article 2.1.3,
Reply Ex. 4.) This provision of CID’s purchase agreement constitutes an admission of CI1D’s
notice and duty to inquire as to Golden State’s property. CID’s admitted failure to inquire
mandates that its ownership claim to the Murals fails as a matter of law.

CID’s citation to Commercial Code § 2107 for the proposition that it had no notice of the
agreement because the agreement was never recorded, is without merit. Section 2107, subd. (3)
merely provides that the “contract for sale may be executed and recorded in the same manner as a
document transferring an interest in land.” There is no requirement that the agreement be
recorded before it becomes binding. (Cone v. Western Trust & Savings Bank (1937) 21
Cal.App.2d 176, 179 (“An agreement that property shall ‘retain its personal character or be
removable as personalty, even though affixed fo the land, is vahid.””).)

2. This Court has jurisdiction to confirm Golden State owns the Murals.

CID raises the threshold issue of whether its ownership claim justifies further proceedings
prior to approval of the sale. It does not. CID has the burden of proof to establish its claim that it
is a bona fide purchaser and that it lacked notice. (Manig v. Bachman (1954) 127 Cal.App.2d
216, 223.) The undisputed evidence is that CID had notice of Golden State’s possession of the

Building as tenant, had notice of Golden State’s ownership of the Murals, and had notice in its
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own purchase agreement that it did not acquire Golden State’s “personal property” through its
purchase of the Building. Based on this evidence, it is long-settled California law that CID
cannot be a bona fide purchaser. Accordingly, CID Joses as a matter of law.

This determination — that CID loses as a matter of law — can be made within this Court’s
summary jurisdiction, because CID is before the Court as an objector, the Murals are assets in
Golden State’s estate, and CID’s competing ownership claim is not colorable based on undisputed
facts. (Gillespie v. Cal. Std. Indem. Co.(1989) 212 Cal.App.3d 1351, 1356-1358 (The Court has
summary jurisdiction over assets within its jurisdiction, unless a colorable claim sufficient to
require a plenary trial is presented); Maloney v. Rhode Island Ins. Co. (1953) 115 Cal. App.2d
238, 249-251 (The Court handling the liquidation of an insurer has “general jurisdiction over even
third parties to determine questions relating to the claims of the insolvent insurance company
which has been taken over by the insurance commissioner™); and Ins. Code § 1057.)

Alternatively, in the event the Court finds CID has a colorable claim, the Court should set
the issues raised by CID for a plenary hearing before the Court on an expeditious schedule.

3. The Murals are not fixtures to the Building.

Because the 2005 Purchase Agreement is dispositive, CID’s assertion that the Murals are
fixtures owned by CID is without merit as a matter of law. In addition, for the reasons discussed
in the Application, the Murals are not fixtures. (See Memo, § III.C.3, p. 22.) Further, CID
submits no evidence they are fixtures. CID’s assertion that Golden State intended to make the
Murals fixtures is negated by Golden State’s expressed intent in its 2005 Purchase Agreement that
the Murals are Golden State’s personal property excluded from the Building’s sale. Such
expressed intent is controlling. CID’s assertion that the Murals are “extremely difficult to
remove” because removal would cost $18,500 per Mural, does not mean removal is difficult. All
it means is that proper removal costs money — which is a cost to be borne by the Smithsonian.

B. THE LIQUIDATOR IS WITHIN HIS DISCRETION IN ACCEPTING THE

SMITHSONIAN’S AND MOORES’ PROPOSALS.

“The trial court reviews the Commissioner’s actions under the abuse of discretion

standard. [Citation]: was the action arbitrary, i.e. unsupported by a rational basis, or is it contrary
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to specific statute, a breach of the fiduciary duty of the conservator as trusiee, or improperly
discriminatory?” (In Re Executive Life Insurance Company (1995) 32 Cal.App.4th 344, 358.)

Bishop Pettit expresses the understandable desire that the RFP generate purchase prices
for the Murals and artworks higher than it did. The Liquidator shares Bishop Pettit’s desire for
higher prices. However, this desire is not sufficient to deny the Liquidator’s Applications.

First, as discussed in the Application, the Smithsonian’s $750,000 proposal exceeds the
appraised liquidation value in the second Appraisal Report for the Murals of $700,000 and is
equal to the price offered by the other highest priced proposal that complied with the RFP. The
Conservator commissioned and received an Appraisal Report dated July 28, 2010, for Golden
State’s art collection including the Murals and artworks from Certified Appraiser Eric Hanks.
The Appraisal Report evaluated the fair market value of the Murals and artworks at “the price at
which the property would change hands between a willing buyer and a willing seller, neither
being under any compulsion to buy or sell and both having reasonable knowledge of relevant
facts,” which was $2.5 million per Mural for a total of $5 million for both Murals. Here,
however, the Liquidator is obligated to sell the Murals and artworks in order to liquidate Golden
State’s assets for distribution to Golden State’s creditors. To estimate the liquidation value of the
Murals and artworks, the Conservator commissioned and received a second Appraisal Report
dated October 8, 2010, from Mr. Hanks which appraised the Murals and art at liquidation vatue --
$350,000 per Mural for a total of $700,000.

Although the Smithsonian’s $750,000 purchase price for the Murals and the Moores’
$40,000 purchase price for the artworks are not the over $5 million market value estimated in the
first Appraisal Report, after 14 months no one bid anywhere near $5 million. The Liquidator is
obligated to sell the Murals and art in order to liquidate Golden State’s assets for distribution to
creditors. Continuing to hold the Murals and artworks in hope of getting a better price over time
or to permit a capital campaign as requested by GSMLF, amounts to speculation in the art market,
which is inconsistent with prudent management of the assets of Golden State in liquidation.
GSMLF’s reference to the other $750,000 proposal as a reason to deny the Mural Application is

irrelevant. The bidder did not object to this Application and has received its 25% deposit.
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Second, the Smithsonian’s financial strength and its written confirmation of authorized
funds to purchase the Murals, assures the Liquidator and Golden State’s creditors that upon the
Court’s approval the Smithsonian will be able to pay the $750,000 purchase price and complete
the purchase. Contrary to GSMLF’s assertion, the Liquidator did not eliminate the financial
assurance requirement for the Smithsonian. Rather, in accordance with the Liquidator’s authority
in the RFP to “take any other action that the Conservator deems appropriate,” he permitted the
Smithsonian to satisty the requirement based on its reputation and written confirmation that 1t has
authorized the funds necessary to purchase the Murals. (Cypress Security, LLC v. City and
County of San Francisco (2010} 184 Cal.App.4™ 1003 (In light of successful bidder’s good credit
standing, its failure to submit a properly certified financial statement was immaterial}.)

Third, the Smithsonian’s intention to display the Murals as signature pieces n its new
NMAAHC Museum with Smithsonian-wide programs enjoying an annual visitorship of over 30
million people, assures the long-term preservation and public display of the Murals. GSMLF’s
proposal to hunt for donors so it can provide access to the Murals in CID’s private building pales
in comparison to the assured public display of the Murais within the Smithsonian Institution.

Finally, GSMLF’s assertion that liquidations take years and the Liguidator is not “under
forced conditions or time constraints,” misunderstands Golden State’s financial situation. All of
Golden State’s in-force life, health and disability insurance policies and annuity contracts have
been transferred to IA American Life Insurance Company. Golden State’s estimated liabilities of
$9,291,895 exceed its estimated remaining assets of $5,721,154 by over $3.5 million as of
September 30, 2010. Delay is not in anyone’s interest except GSMLI and CID.

In sum, the determinations to sell the Murals to the Smithsonian and the artworks to the
Moores are within the Liquidator’s discretion and appropriaie.

C. THE LIOQUIDATOR IS NOT ENJOINED TO REMOVE THE MURALS; RATHER

IT IS CID, THE LA CONSERVANCY AND THE CITY WHO ARE ENJOINED

TO IMPOSE LANDMARK STATUS ON THE MURALS .

The Order of Liquidation, as well as the earlier Order Appointing Conservator, bar CID)’s,

the Conservaney’s and the City’s efforts outside this Court to apply other processes to levy upon
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or impair Golden State’s assets. (W.J. Jones & Son, Inc. v. Independence Indem. Co. (1942) 52
Cal. App.2d 374, 378-379.) Specifically, pursuant to Insurance Code § 1020 entitled
“Injunctions” and the Order of Liquidation, the City of Los Angeles Cultural Heritage
Commission, CID and the Los Angeles Conservancy are enjoined and prohibited from taking or
attempting to take possession of Golden State’s assets including the Murals and from “doing any
act or other thing whatsoever to interfere with the possession of or management by the Liquidator
of” Golden State’s assets, including attempting to impose landmark status on the Murals. (Order
of Liquidation, 19 20-23, Reply Ex. 5.)

The Liquidator was not given notice of the landmark application or the actions taken, and
neither the Court nor the Liquidator have authorized any person or entity to apply for landmark
status for the Murals. CID’s attempted end-run to the City around the Court’s conservation and
liquidation orders violates said orders and is a red herring which should be ignored by the Coust
for purposes of approving the Liquidator’s sale Applications. CID’s involvement with the
Conservancy is confirmed as the Conservancy’s Objection was served by CI’s attorneys
Abelson & Herron.

In addition, the LA Conservancy’s Objection should be overruled because (1) the
Conservancy has no standing to object because it does not own the Murals and is not a creditor or
policyholder of Golden State, and (2) it is untimely, as it was filed with the Court on March 18,
2011 (after the March 15 deadline} and received by the Liquidator’s counsel on March 21.

D.  GSMLF’'S OBJECTION TO THE MURAL APPLICATION IS WITHOUT MERIT.

Nowhere in GSMLEF’s Objections does GSMLF state what it wants. Although it states
that the Applications should be denied or an evidentiary hearing held, GSMLF does not state that
it is ready and able to buy the Murals, does not state that anyone else is ready and able to pay
more than the Smithsonian’s $750,000, and does not state what should happen to the Murals if the
Application is denied. Instead, it appears GSMLF just wants to terminate the sale, so that the
Murals can simply stay in the Building indefinitely to the benefit of GSMLF while it undertakes a

capital campaign to raise money to purportedly buy the Murals and other items, and to CID’s
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benefit given GSMLF’s Mission Statement recites that the Murals, art and Archival Collection
will be housed in CID’s Building - all to the detriment of Golden State’s creditors.

As discussed below, GSMLF’s Objection should be overruled because (1) it has no
standing to object, (2) the Liquidator did not abuse his discretion in rejecting GSMLE’s proposal
and selecting the Smithsonian’s proposal, and (3) the involvement in GSMLF by the Liquidator’s
former consultant and attorney Joshua Solomon mandates that GSMLF cannot buy the Murals.

i. GSMLF has no standing to shject to the Applications.

GSMLF only possesses a rejected offer, which has been held to be insufficient for
standing to object to the selected bidder. In re Pacific Standard Life Insurance Company (1992) 9
Cal.App.4™ 1197, 1203, after the Superior Court appointed the California Insurance
Commissioner as conservator of financially troubled Pacific Standard Life Insurance Company, a
Texas insurer offered to buy a major asset of Pacific Standard. The Superior Court instead
authorized sale of the asset to another buyer on terms more profitable to Pacific Standard. The
Texas insurer appealed. The Court of Appeal dismissed the appeal, holding that the Texas insurer
was not an “aggrieved party” entitled to appeal because as a prospective purchaser who was
outbid, the Texas insurer had no interest in the sale, stating:

Nor did [the Texas insurer] become an aggrieved party with the right to
appeal by objecting to judicial consideration of the offer of {the approved bidder]. .
.. [The Texas insurer’s] only possible role or interest was o make an offer for [the
asset]. That role or interest ended with the court's authorization to sell [the asset]
to another suitor. [Citation.] Having no immediate, pecuniary, and substantial
interest that was injured, [the Texas insurer| has no standing to appeal. [Citation. |
(Pacific Standard, supra, 9 Ca}.AppAth at 1203; see also Estate of Cahoon (1980) 101 Cal.App.3d
434, 437, holding unsuccessful bidder had only a prospective interest that terminated with
approval of another bid, leaving no interest sufficient to support standing as an aggrieved party.)

Here, just like the Texas insurer, GSMLF was outbid, in that it’s non-complying and
financially unsupported proposal (discussed below) was not superior to the Smithsonian’s
proposal. GSMLF only possesses a rejected offer, which has been held to be an insufficient for

standing. As such, GSMLF has no standing to object to the sale of the Murals to the Smithsonian
or the transfer of the Archival Collection to the UCLA Library.
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2. The Liguidator did not abuse his discretion in rejecting GSMLTF’s Proposal.

The trial court reviews the Liquidator’s actions under the abuse of discretion standard.
Here, the Liquidator’s decision to reject GSMLE’s proposal was not an abuse of discretion,
arbitrary, improperly discriminatory or a breach of his duties.

GSMLF is not a creditor of Golden State; rather it is a bidder who submitted a non-
complying proposal in response to the Liquidator’s Request for Proposals (“REFP”) and, when
asked to cure the deficiencies in its proposal, refused to do so stating “GSMLF requests that the
CLO consider our proposal as an alternative to the RFP” and “GSMLF did not intend to ‘comply’
with the RFP.” As shown in the below timeline, and contrary to GSMLF’s assertion that the
Liguidator is operating at “fire sale” speed, the Liquidator has attempted to sell the Murals for
over a year since November 2009 and extended the RFP deadline to submit complying proposals
on at least three occasions over a six month period, due to continuing interest in Golden State’s
artwork and Murals and in a concerted effort to provide all bidders, including GSMLF, with
sufficient opportunities to submit a complying proposal and to correct proposal deficiencies.

GSMLF’s proposal did not comply with the RFP in that (1) it did not identify the person
or persons authorized to contractually bind GSMLF, (2) it did not include payment of the required
25% of its $1 million proposed purchase price, which is $250,000, and (3) it did not provide
financial assurance of its ability to timely pay the $1,000,000 purchase price in that its proposal
expressly stated that GSMLF intends to undertake a “capital campaign” to raise the $1,000,000
purchase price. (October 29, 2010 Proposal, Reply Ex. 6.)

In a final effort to evaluate and clarify GSMLF’s proposal, the Conservator sent GSMLF a
letter requesting that it correct the above deficiencies by November 22, 2010, by submitting to the
Conservator (1) the name, address and telephone number of the person or persons authorized to
contractually bind GSMLF, (2) the required payment of $250,000, and (3) written proof of
GSMLF’s financial ability to timely pay the $1,000,000 proposed purchase price. The
Conservator advised that such proof would include financial statements, personal goarantee(s),
letter(s) of credit and/or other instruments or documents sufficient to establish GSMLF’s financial

strength to complete the purchase. (November 10, 2010 Letter, Reply Ex. 7.) In its written
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response, GSMLF did not include the required $250,000 payment, did not provide proof of

financial ability to pay the purchase price, advised that it “did not intend to comply with RFP”,

and advised that it needed “12 months” to raise the $1 million purchase price. (Nov. 22, 2010

Letter, Reply Ex. 8.) The complete timeline of events is as follows:

DATE
Sept. 30, 2009

Nov. 2009-Feb 2010

June 25, 2010

July 30, 2010

Aug. 9, 2010

Aug. 31, 2010

Oct, 7, 2010

Oct. 14,2010

Oct. 29, 2010

Oct. 29, 2010

TIMELINE OF KEY EVENTS IN RFP PROCESS

Insurance Commissioner appointed Conservator

Conservater extends existing Sales Agreement with Swann Galleries fo
sell the Murals with a reserve price of $2.2 million. Swann Galleries
unable to sell the Murals (Wilson Dec., § 21 and Swann Galleries Sales
Agreement, App. Ex. 13)

Conservator issues RFP to sell Golden State’s artwork, Murals and
historical records (App. Ex. 14)

First deadline to submit proposals to purchase artwork, Murals and/or
historical records (App. Ex. 14)

Letter from Conservator extending deadline to submif propesals to
August 31, 2010 (App. Ex. 15)

Second deadline to submit proposals. Golden State Mutual Foundation
(predecessor to GSMLF) submitted non-complying proposal with a $1
million purchase price, and then withdrew the proposal (App. Ex. 15)

Letter from GSMLF to Conservator requesting Conservator to support its
soon-to-be-submitted proposal that will replace the withdrawn proposal by
Golden State Mutual Foundation (Reply Ex. 9)

Letter from Conservator encouraging all bidders and known prospective
bidders, including GSMLF, to “remove any contingencies imposed by
them on their proposals and ensure that their propesals fully comply
with the RFP’s instructions including payment of 25% of the proposed
purchase price for each item” by Octeber 29, 2010 (App. Ex. 16}

Final deadline for bidders to remove contingencies on their proposals
(App. Ex. 16)

GSMLF submits nen-complying proposal, in that it (1) did not identify

the person or persons authorized to contractually bind GSMLF, (2) did not
include payment of the required 25% of its $1 million proposed purchase
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price, which is $250,000, and (3) did not provide financial assurance of its
ability to timely pay the $1,000,000 purchase price (Reply Ex. 6)

Letter from Conservator to GSMLF requesting it to correct

deficiencies in its proposal and comply with RFP by no later than
Nevember 22, 2010 (Reply Ex. 7)

Additional deadline for GSMLF to correct deficiencies in its proposal
(Reply Ex. 7)

Conservator receives letter from GSMLF, in which it did not include
the required $250,000 payment, did net provide preoof of financial
ability to pay any of the purchase price, advised that it “did not intend
to comply with RFP”, and advised that it needed “12 months” to raise
the $1 million purchase price (Reply Ex. 8)

Liquidator rejects GSMLEF’s non-complying proposal (Reply Ex. 1()

The Liquidator’s statutory charge is, among other things, to protect Golden State’s

creditors and to marshal and monetize Golden State’s assets for distribution to Golden State’s

creditors pursuant to Insurance Code § 1010 ef seq. Due to the deficiencies in GSMLEF’s

proposal, the uncertainty of a capital campaign by a then-unformed entity to raise $1 million, and

unwillingness of its members to provide any assurance of the ability to pay for the Murals, the

Liquidator determined that GSMLI"s proposal was not in the best interests of Golden State’s

creditors and does not further the Liquidator’s statutory obligation to protect Golden State’s

creditors. This determination was not an abuse of discretion, was not arbitrary, was not

improperly discriminatory and was not a breach of any duty.

3.

The Murals can not be sold to GSMLF because the Conservator’s former

consultant, attorney Joshua Sclomon, now is a GSMLF attorney and Interim

Executive Director in violation of Government Code § 1090, Rules of

Professional Conduct, the REP and his Consulting Agreements.

Joshua Solomon, a licensed attorney, was a consultant for Golden State’s Conservator

from November 1, 2009 through September 30, 2010, and currently is a consultant for the

Insurance Commissioner as Receiver of Frontier Pacific Insurance Company. (Consulting

Agreements, Reply Exs. 11 and 12, and website and State Bar website, Reply Exs. 13, 14) As
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part of his duties for the Conservator, Mr. Solomon helped write the RFP, was the Conservator’s
contact person for the RFP who coordinated bidders’ inspections of the Murals, artworks and
Archival Collection, and accepted and reviewed the bid proposals. (RFP, pp. 5-7, App. Ex. 14)
Mr. Solomon now represents GSMLF as an attorney concerning its proposal to purchase
the Murals and has advised that he is “considering accepting the position of Interim Executive
Director of GSMLF,” (and has accepted that position (Reply Ex. 15)), with the primary goal to
raise money for GSMLF to purchase the Murals. (Letter from Solomon, Reply Ex. 16) It also
now appears that Mr. Solomen helped to establish GSMLF and was working with GSMLF
against the Conservator in September 2010 while he was simultaneously employed by the
Conservator to process RFP proposals, and has disclosed to GSMLF other bidders’ proposals and
the Liquidator’s non-public information concerning the RFP process received by Mr. Solomon as

part of his duties as the Conservator’s consultant. He did all this, apparently in the hope 