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Currently, before the Court is the re-sentencing of
Defendants Phillip Rennert, Mcheal MIler, and George Jensen.

As required by the Court of Appeals Decision in US. v. Yeanan,

194 F. 3d 442 (3d Cr. 1999), the Court will make factual findings
and conclusions of law as to what loss, if any, was caused by the
Def endants fraud, whether the Defendants’ fraud substantially

j eopardi zed the safety and soundness of a financial institution,
and whether there is a sufficient basis for a one-level upward
departure for | oss of confidence in an inportant institution.?
Additionally, the Court will decide the Mitions for Downward
departure based on the guideline range overstating the

Def endants’ offenses and victim s conduct. These two notions

were raised by all three Defendants either explicitly or via

A full despriction of the facts of this case nmay be found in this
Court’s Menorandum denyi ng Defendants Mdtion for a New Trial, as well as the

Court of Appeals Decision in U S. v. Yeaman, 194 F.3d 442 (3d Cr. 1999).
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r ef erence.

A. Loss Cal cul ation

The Court finds that there is a causal connection
bet ween the m srepresentati ons of the Defendants and the
conti nued paynent of premuns to Wrld Life and correspondi ngly
to Alan Teal e and the Defendants thensel ves. The total | oss
caused Defendants is $3, 164, 882. The Court reaches this
concl usi on based on the follow ng facts:

- The Defendants entered into an agreenent to defraud both
Wrld Life and its policyholders no | ater than August 30, 1990.
By this date, all three of the Defendants had taken overt steps
to further the conspiracy, including the renoval of restrictive
| egends from Ecotech stock, the unlawful transfer of restricted
stock fromJensen to Rennert, and the offering of shares of
various stocks to the Teale Network. The Court of Appeals
clearly held that the Defendants are responsible for the acts of
all others involved in the schene, including Al an Teal e, that
occurred after they commtted to the schene. The date that the
Def endants entered into actual |easing agreenents with Teale is
irrel evant.

- During the course of the conspiracy the Defendants | eased
fraudulently inflated stocks to the network of reinsurance

conpanies referred to as the Teal e Network.



- The Teal e Network represented these inflated stocks as
assets. These representations were nmade to i ndependent auditors,
Net wor k Adm ni strators, and were repeated to World Life.

- The contracts between Wrld Life and the Teal e Network’s
reinsurers would termnate if the reinsurers becane insolvent.

- The fraudulently inflated value of the stocks provided by
the Defendants permtted the Teale Network reinsurers to renmain
sol vent .

- From August 30, 1990, until liquidation of World Life by
t he Pennsyl vani a Departnent of |nsurance, the Teal e Network
continued to maintain that its reinsurance conpani es were
solvent. During this tinme, these conpanies continued to coll ect
prem uns in accordance with the reinsurance contracts.

- Had the true value of the Defendants’ stocks been known,
at the very least, the Pennsylvania Departnent of |Insurance would
have stopped the paynent of premuns to the Teal e Network.

- In addition, because Wrld Life was insolvent, had the
rei nsurance contracts been term nated the conpany woul d have been
i qui dated nuch sooner than it was, and the policyhol ders woul d
have never made those prem um paynents at all.

- From August 30, 1990 until the end of March 1991, the
Teal e Network col |l ected approximately 9.5 mllion dollars in
prem uns.

- During that tine the Teale Network paid approximtely 6.3



mllion dollars in clains to Wrld Life policyhol ders.

- The $3, 164,882 difference between the prem uns received
and the clains paid represents a | oss by the policyhol ders of
Wrld Life that was directly caused by the Defendants
m srepresent ati ons.

- In making the finding that there is a causal
connection between the Defendant’s fraud and the paynent prem uns
to Wrld Life, the Court rejects the Governnent’s contention that
the proper neasure of loss in this case is the anount of unpaid
clains that resulted fromWrld Life's insolvency. The Court
finds that the record does not support the conclusion that Wrld
Life woul d have been able to pay these clainms even if it had not
contracted wwth the Teal e Network. Because it was insolvent,
Wrld Life could not have paid these clains wthout reinsurance,
and the Court cannot conclude that Wrld Life would have been
able to obtain reinsurance from other sources sufficient to cover
t hese cl ai ns.

- The Court also rejects the Defendants’ argunent
regarding the use of gain to neasure relevant conduct in this
case. The Defendants argued that gain in this case would be the
anount of net gain that each individual Defendant received. In
maki ng this argunent the Defendants ask this Court to disregard
the clear statement fromthe Court of Appeals that the Defendants

are responsible for the acts of coconspirator Al an Teale. The



proper neasure of gain in this case would be the total gain of
the conspiracy. |In fact, the Court of Appeals explicitly stated
that the gain would be “an anmount equal to the m ninmum actua

| oss we have held appropriate, i.e., . . . the premuns received
by Teale after [the Defendants] joinder, less any clains paid in
order to maintain the schene.” Accordi ngly, the Court finds
that if it had decided to use gain as a neasure of rel evant

conduct, that gain would be $3, 164, 882.

B. Substantially Jeopardi zed the Safety and Soundness of a
Fi nancial Institution.

- The Court finds that an enhancenent for conduct that
substantially jeopardi zes the safety and soundness of a financi al
institution should not be applied in this case. Although the
Court of Appeals concluded differently, it strains this Court’s
conprehension that it is apparently possible to conclude that the
Defendant’s fraud j eopardi zed t he soundness of a financi al
institution that was clearly insolvent before the fraud occurred.
Nonet hel ess, the Court of Appeals asked this Court to determ ne
whet her the Defendants’ fraud either 1) caused Wrld Life to
substantially reduce benefits to its insureds, or 2) placed Wrld
Life in a position such that it was unable to refund prem uns.
The Court does not find evidence that the Defendants caused

either of these two conditions. First, there is no evidence that



Wrld Life could have provided any nore benefits to its insureds
even if the reinsurance contract wwth the Teal e network had not
been made. As stated above, Wrld Life could not have provided
benefits to its insureds w thout reinsurance and there is no
evi dence that they could have obtai ned ot her reinsurance.
Mor eover, considering the drastically indebted financi al
situation of Wrld Life, the Court finds there is not sufficient
evi dence to conclude that Wrld Life woul d have been in a better
position financially to refund any prem uns even w thout the
Def endant s fraud.

- The Court is aware of the Fifth Grcuit’s decision

in United States v. MDernot, 102 F.3d 1379 (5th CGr. 1996), and

adds that this case is both factually and legally

di stinguishable. First, the Defendants in MDernot were the CEO
and director of the defunct insurance conpany. Their direct
control over the conpany nakes it easier to establish a causal
connection between the fraud and the soundness of the financi al
institution. Secondly, unlike this case, the |oss in MDernot
was made up partially of unpaid clains. A finding that a

def endant’ s conduct causes clains to go unpaid clearly shows a
reduction in benefits going to the insureds. In the case
currently before the Court, the Defendants’ conduct did not cause
any clains to be unpaid that woul d have been paid if the

rei nsurance contracts were never forned.



- Even if the Court were to conclude that the
Def endants’ conduct substantially jeopardi zed the safety and
soundness of a financial institution, it would find that a
downward departure of four levels for all Defendants woul d be
warranted. The Court finds that the factual circunstances of
this case renove it fromthe heartland of what the comm ssion
i ntended when adopting this enhancenent. This enhancenent was
clearly neant to be inposed when the fraud seriously degrades an
ot herwi se sound institution. |f the enhancenment could
linguistically apply, the actual effect on the financial
institution differs fromthe normto the extent that this case

woul d be deened atypical. U S S. G Chap. 1, Part A(4)(b)(1991)

C. Mre than M ninmal Pl anning

- As concluded in the earlier sentencing hearing, the
Defendants’ fraud required nore than m nimal pl anni ng.
Therefore, a two-point upward adjustnment is warranted under
Sentencing GQuideline 8 2F1.1(b)(2)(A). No Defendant appeal ed
this adjustnent, and therefore it wll be reinposed as to al

t hr ee Def endant s.

D. Upward Departure for Loss of Confidence in an Inportant
Institution

- The Defendants’ fraud caused a | oss of confidence in



the stock market. Specifically, as illustrated in a letter to
this Court on January 14, 1998, fromWIIliam R MVLucas, forner
Director of the Enforcenent Division of the SEC, the Defendants
conduct affects the reliability, integrity, and transparency of
our security markets. Based on this letter | conclude that a
one-| evel upward departure for all three Defendants is

appropri ate.

E. Downward Departure Because the Quideline Range Overstates the
Def endants O f ense

- This Court recognizes that it has the authority to
depart downward fromthe sentencing guidelines if the guideline
ranges provi ded seriously overstate the Defendants’ ill egal
conduct. The Court concludes, however, that the facts of this
case do not warrant such a departure. The Court finds that
contrary to the Defendant’s argunents, the | osses incurred by the
victinms of this fraud were reasonably foreseeable to all of the
Def endants. The record supports a finding that the Defendants
were aware of Teale's schene and its operation. They were
further aware that they pledged securities fraudulently val ued at
over “five mllion dollars” that were supposed to be available
to satisfy World Life's policyholders’ clains. They al so knew
that these securities were alnost worthless and attenpts to

liquidate themwould be fruitless. Al though the Court concl udes



that there is not a sufficient causal link to hold the Defendants
responsible for the unpaid clains, it is clear that by pledging
the five mllion dollars of worthless stock, they could have
foreseen |l osses up to that anmount. Considering the magnitude of
the schene the Defendants know ngly forwarded, this Court finds
that the Sentencing Quidelines adequately neasure the Defendants’

of f ense.

F. Downward Departure Based on Victims M sconduct

- This Court recognizes that it may depart fromthe
guideline range in a non-violent case based on the victims
m sconduct under 8§ 5K2.10. Such a departure, however, is
warranted only in unusual circunstances where the victim
m sconduct is substantial.

- The Court does not find such circunstances in this
case. The Defendants base their argunent on the faulty assertion
that the only victimin this case is Wrld Life. The real
victinms to this fraud, however, were Wrld Life's policyhol ders.
These policyholder’s were guilty of no m sconduct at all.
Accordingly, a downward departure on this ground is not
war r ant ed.

APPROPRI ATE ORDERS FOLLOW THESE FI NDI NGS




Cl arence C. Newconer, S.J.
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