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As federal iht 2tigators plow through the financial weckage of Capita

Consul tants LLC, |ooking for evidence of crimnal fraud, clients of the forner
Portl and investnent advisory firmare searching for deep pockets to recoup their
| osses.

Twenty-ei ght |abor union trust funds and 10 union locals fromnine states have
filed three suits against Capital Consultants and its fornmer chief executive,
Jeffrey Grayson, and a host of conpani es and individuals Gayson did business
wi t h.

Menbers of four of the unions, neanwhile, have sued the trustees of their funds,
accusi ng them of recklessly investing mllions of dollars of their retirenment
and benefits nmoney with Capital Consultants.

The battalion of |awers, investigators and accountants now girding for war has
led to anxiety on two fronts. Sone union workers and retirees worry that
professional fees will devour much of what victins hope to recover. Meanwhil e,
law firnms, accountants and others who worked for or with Capital Consultants
face the possibility that they could be named as defendants.

Besi des Grayson and Capital Consultants, the union trusts al so have sued

Portl and financiers Andrew Wederhorn and Larry Mendel sohn, their current
conpany, WIlshire Real Estate Investnent Inc., and nine other WIshire conpanies
that they fornmerly operated. Union menbers and trustees have said in court
filings that they reserve the right to add other businesses that worked with

Capital Consultants to the suit. Sone of those businesses -- including
hi gh-profile professional firms -- already have hired | egal counsel to represent
t hem

The al | eged pension scam the biggest by a U S. investnent manager, according to
federal officials, has spawned nine lawsuits so far involving four federa
agenci es, five federal judges and an estimated 60 attorneys.

"Look around the room and think how nmuch noney is being spent on | awyers and
litigation," U S. District Judge Garr King said at a Dec. 5 hearing attended by
at |east 43 attorneys.

A federal receiver appointed to |liquidate the disgraced Portland company
estimates that Capital Consultants clients have lost nmore than $ 240 mllion
nostly fromunion trust funds. The losses will alnbst certainly take a
significant toll on sone union workers' retirement funds, though authorities
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don't yet know the extent of the danage.

The | egal positioning started Sept. 21 when the U S. Securities and Exchange
Conmi ssion and the Departnent of Labor each filed civil fraud conplaints agai nst
Capital Consultants in U S. District Court in Portland. Those conplaints said
nost of the noney the conpany lost -- $ 160 million -- went into poorly secured
loans to the former Wlshire Credit Corp. Wien Wlshire failed to pay the noney
back, the SEC and the Labor Departnent alleged, G ayson devised a Ponzi-like
schene to pay sone of the trusts back with their own investnent funds.

Conplicating the civil actions is an ongoing crimnal investigation. Agents for
t he Departnment of Labor, Internal Revenue Service, SEC and FBI continue to dig
into the business affairs of G ayson, Wederhorn and Mendel sohn

King made it clear that he will do his best to nmininmze legal bills and not | et
the remai ning Capital Consultants assets be eaten up by lawers "sitting around
and just observing and doing nothing and being paid." After |ast week's hearing,
King di scussed with the gathered attorneys a proposal fromthe Portl and
attorneys representing Oregon union trustees to settle all seven of the lawsuits
filed so far in one global nediation instead of holding trials.

But the case could grow | arger before it gets smaller. Having already enbroil ed
two of Portland s nost flamboyant entrepreneurs in G ayson and W ederhorn, the
case may eventually entangl e some prominent | egal and accounting firns.

Lawyers for both the trustees and the uni on nenbers who are suing the trustees
have served notice that they may sue, for instance, Lane Powel| Spears Lubersky,
Capital Consultants' longtime law firm Also, the |awers are eyei ng Mbss Adans,
a major regional accounting firmthat served Capital Consultants. Both firms
have substantial liability insurance coverage that could be tapped by a verdict,
said Stephen English, a Portland | awer representing nine O egon-based union
trusts.

If the victins' |awers do decide to go after the professional advisers, they
woul d be following a well-established | egal precedent. Government |awyers turned
aggressively toward the law and accounting firns that served failed thrifts in
the savings and |loan crisis on the grounds "they were aware of the unsafe,
unsound conduct," said Steven Bender, a University of Oregon Law Schoo

pr of essor.

Cases agai nst professional advisers can be difficult to prove. Plaintiffs would
have to show that the advisers knew of illegalities and assisted in them Bender
sai d.

In the case of the savings and | oans, many of the institutions parcel ed out
legal work to several firms, so that "no one firmgot a view of the whole

| andscape, " he said. Neverthel ess, he added, nmany of the savings and | oan

advi sers chose to settle their cases with substantial payouts rather than go to
trial

Anong the professional advisers who worked closest with Capital Consultants is
Robert Maloney Jr. and his Portland |aw firm Lane Powel| Spears Lubersky.
Capital Consultants for many years ranked as one of the |largest clients of Lane
Powel | 's 70-enpl oyee Portland office, the sixth largest in the city.

So close is Lane Powell to Capital Consultants that when various litigants
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conpl ai ned about the difficulty of obtaining the investnent firms interna
docunents as part of the discovery process, Judge King directed Lane Powel|l to
make its own conplete set of Capital Consultants records avail able.

Mal oney is keeping a low profile in the current lawsuits, representing neither
Grayson nor Capital Consultants. Instead, M| o Petranovich, Maloney's partner at
Lane Powel |, is defending Capital Consultants. Petranovich said ethica

obl i gations prevented himfromcomenting in detail on the case

"Lane Powel| takes great pride in our integrity, professionalismand the quality
of our work," Petranovich said in a prepared statenent furnished to The
Oregoni an. "W provided advice to (Capital Consultants) on some aspects of the
transacti ons covered by these lawsuits. (Capital Consultants) al so retained

ot her | awyers because of their expertise in ERISA matters. Wl |l -respected
counsel represented all of the parties in these transactions.”

Grayson al so went to Robert Eccles, a | awer at Washington, D.C, powerhouse
O Mel veny & Meyers, for advice on the Enployee Retirement |ncone Security Act
(ERI SA), the federal |aw that governs pension investing.

Eccl es confirned that he has worked for Capital Consultants but declined further
conment .

Anot her promi nent firmthat has done | egal work for the WIlshire group of
conpanies is Stoel Rives, the largest law firmin Oregon, with 300 attorneys and
400 support staff.

Stoel Rives |awyers represented the former Wlshire Credit in a 1994 | oan
transacti on between Wlshire Credit and Capital Consultants and West State Inc.
a now defunct Portland ship repair firm

The Oregon union trustees claimin their lawsuit that the West State | oan was
"the begi nning of a conspiracy involving a series of reciprocal |oans and favors
by and anmong W eder horn, Mendel sohn, WIlshire Credit Corp., WIshire Financial
Services G oup, Grayson and Capital Consultants for their mutual persona

benefit to the detrinent of plaintiffs."

Unli ke some of the other firns, Stoel Rives did not have an attorney of record
for the Tuesday hearing, and it's uncertain whether it ultimately will be drawn
into the case

St eve Babson, Stoel Rives' managi ng partner, declined to conment on the natter

Moss Adans, the largest accounting firmin Oregon and Washington in terns of
nunber of accountants, worked for Capital Consultants in a number of accounting
and busi ness appraisal roles. Myss Adans valued the collateral that Wlshire
Credit Corp. offered up as security for the $ 160 million it borrowed from
Capital Consultants.

The trusts and the court-appointed receiver claimthat the collateral put up by
Wlshire Credit was woeful ly inadequate to secure $ 160 million in |oans.

Attorneys representing Lane Powel |l and Mbss Adans attended the Dec. 5 hearing.

"There are plaintiffs who have said they intend to go after the professiona
advi sers," said Thomnas Tongue, one of two Portland | awers representing Lane
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Powel . "lI'msure nmany law firms, unfortunately, will find thenselves getting
noti ces at sone point."

Portl and | awer John Barker is representing Mboss Adans. "Mss Adans and everyone
el se involved are cooperating to try and figure out where responsibilities |ie,
and we expect to continue to do so and work toward a successful resolution of
this matter," Barker said.

The | awsuits against union trustees also could yield nore defendants.

A handful of union workers claimsonme of the trustees of their funds are guilty
of nore than negligence. Certain trustees "were influenced in their decision to
retain Capital Consultants by gifts . . . including, but not limted to
subsi di zed hunting and fishing trips,” said a conplaint filed agai nst trustees
of the Ofice and Professional Enployees International Union, Local 11, 401(k)
pl an.

Advisers to the trust funds also could be in the line of fire.

Portl and | awer Mort Zal utsky of Zalutsky & Klarquist serves as counsel for the
ni ne Oregon-based uni on pension and benefit trusts.

Davi d Anderson, a trustee for the Ofice and Professional Enmployees

I nternational Union, Local 11, 401(k) fund, proposed at the trusts' Nov. 3
neeting that the trustees fire Zal utsky and nane himas a defendant in their
| awsuit agai nst Capital Consultants.

Anderson's notion was not seconded and did not go to a vote of the entire trust,
according to mnutes obtained by The Oregonian. Anderson w thdrew his notion at
a later neeting and suggested instead that they review all of the trusts'

pr of essi onal advisers. That notion too died for |lack of a second, said David
Bacon, Anderson's Los Angel es attorney.

Zal ut sky chose not to coment. Larry A. Brisbee, a Hillsboro | awer who
represents Zal utsky for the Professional Liability Fund, the attorney

mal practice i nsurance armof the Oregon State Bar, said, "W don't really have
any comment at this point because we haven't really been inplicated other than
it's pretty obvious they're |ooking for anybody" to sue.

"If something is pitched in his direction," Brisbee said, "we'll deal with it at
that time."

The Oregon union trustees have hired the sane Portland law firm-- Bullivant
Houser Bailey -- to prosecute their suit against Capital Consultants and to
defend themin the class-action |awsuits brought by the rank-and-file union
menbers.

The foundation of the trustees' defense is that Grayson was so convincing a
sal esman that the trustees had no hope of detecting the problens.

Capital Consultants, Grayson and the other defendants "secretly schenmed and
conspired to give away collateral, release various defendants from persona

guar antees, nake fal se statenents, prepare and submt false financial reports
and apprai sals, and take other actions in furtherance of their persona
financial gain and to the detrinent of the plaintiffs,” the Oregon trusts claim
intheir lawsuit.
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Chrys Martin, one of the Oregon trusts' |awers, said she hopes that her clients
can recover all of their trusts' |ost noney by going after the defendants
personal assets and insurance. The trustees have spent nore than $ 100,000 in
union funds on their teamof |awers and private investigators.

The potential clainms against the professional advisers beconme inportant to the
trusts and uni on nmenbers because Grayson has |lost his conpany and it's uncl ear
how nmuch noney he has independent of that.

G ayson subnitted to the federal court on Dec. 1 a statement of his renaining
assets, which did not reveal nmuch. The statement listed assets of $ 4.4 nmillion
and liabilities totaling $ 23.6 mllion. However, the statement failed to val ue
many of Grayson's assets and | unped together both his real and conti ngent
liabilities, such as personal guarantees on | oans.

Wlson C. Muhl heim a Eugene |awer who filed Grayson's statenment, acknow edged
t he statenent assigned no value to nost of his hol dings while enphasizing his
liabilities by including contingent as well as current debts. He said he wll
ask the court to let himsubnmt a nore informative financial statenent under
seal, where it would be accessible to the parties in the lawsuit but not to the
public.

But Muhl hei minsisted that Grayson's net worth is nowhere near what the
plaintiffs mght inagine. "Nothing is stashed away in the Caynman |slands," he
sai d.

Barclay Grayson, former Capital Consultants president and al so a defendant,
listed assets of nearly $ 2.2 million in a document filed with the court.

The union trustees are al so taking dead ai mat Wederhorn and Mendel sohn, as
well as their wives. The trustees' conplaints detail what one described as the
"undi scl osed corrupt relationship between G ayson and W ederhorn." The
conplaints alleges that the rel ationship included bribes, kickbacks and a
protracted conspiracy to defraud the trusts.

As the WIlshire conpanies collapsed in 1999, a bankruptcy court w ped out the $
160 million debt. Grayson on behalf of Capital Consultants rel eased W ederhorn

and Mendel sohn fromtheir personal guarantees to repay it. The lawsuits allege

that the Wl shire executives secretly had plied Grayson wi th personal financial
favors to obtain millions fromthe trust funds.

Robert A. Shlachter, a Portland attorney representing Wederhorn, chose not to
answer the charges specifically. "W will try this case in the court, not the
nmedi a," he said.

The personal net worth of Wederhorn and Mendel sohn is difficult to gauge.

W eder horn, current chief executive officer of the Wlshire Real Estate

I nvestment Trust Inc., and his family owmn $ 2.3 million worth of stock or
options in the Portl and-based conmpany. Wederhorn's wi fe, Tiffany, also a
defendant in the lawsuits, has been listed since Cct. 14, 1998, as owner of
their $ 3.6 million, 8 000-square-foot West Hlls nmansion, as well as a $ 4
nmllion beach conmpound in Gearhart.

Mendel sohn, W ederhorn's second-in-command at Wl shire Real Estate, and his
family owmn $ 1.4 nmillion in WIshire Real Estate stock and options. Mendel sohn's
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wife, Joyce, is listed as the ower of a $ 1.6 nillion hone in Portland's
Dunt hor pe nei ghbor hood and anot her house in Arizona valued at $ 1.2 mllion

By Jeff Manning and Janes Long

To see nore of The Oregonian, or to subscribe the newspaper, go to
http://ww. or egoni an. com

LOAD- DATE: Decenber 13, 2000
LANGUAGE: ENGLI SH
KR- ACC- NO PO FI NANCI AL- FI RM
JOURNAL- CODE: PO

Copyri ght 2000 Kni ght Ri dder/Tribune Busi ness News
Copyri ght 2000 The Oregonian



