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PREA People

Ex-othicial Reviews

the RT'C Experience

Poeter 1, Mouroe, une uf FREA'S newest miembers,
in president uf Sembler Mamagomeni, o dhsivion of The
Sembler Compenrv. Sembler is a veal extate develapment
avel s entent Connpaay based e S Peienbin g,
Flogido.

Previonsty, e seqved as Prevident of the Quersight
Bowrd of the Resolution Trust Corporation, making lim
the senior officer af o cabinet level Board during the
Iush and Clindon admintsivations that pversaw i
fnrgess remd estote fiquidarion progean in hiviory

I than capacity, e was a leading advocate of the
RTCs sevuritivation pragoam and other finam ol
innovalions =

He alse hos served as Geneyal Depute Assistont
Secretury of Howvdng af the VLS Deparimens of Heonsoy

end hiban Devetopmess (HUHY) and Geaenad Degnay
FHA Commnannes AL UL, he ded oftoris to vefoon the

apeertey ur the woke of the " Robie HULY obuves, chading sevietn of the HUD. e foanly
anel o imaesantee pragran Af the FHA, e senced as shuef operating affic e,
Pron 1o theve aonganents, he eld o medver of provate and peblic sedtor povilons i the

resfdentiol eaned conunercial seal esiuie areas

He hadds o kv degree from Hoaowd, 6 mosiee’s degiee from Ovford Umeersity aned au

mndderpraduate degree frosn Willioms Collepe

QUARTERLY: As a backdiop, the
RTC conducied the Targest liguidanan
sale ol ieal estate in history; it was the
Tarpestreal estile compimy in histary
aaed 10 was an istitutional comphany.

My first question sz were the
nimbers so bage, the poopeam equoe
ments so colsudiciory, the pulili
serutiny so preat and the Hme pressures
so preal that the joby was impossible (o
do properly?

MONROE: Yes, according 10 normal
business practices. First of all, you
should understand whal the RTC’s
hamdicaps were, TE was more than just
the quantily ol assets. 1t was also their
condition, They were often ill-conceived
not just in the sense of over-building.
They were typically poorly jocaled, ow
in Ihe hoondocks. Due to inefficiency or
fraud, adeguate information on the
assels was lacking. Due diligence often
begnn from sernich. There was no praper
business plin as PRIZA members know
such a lerm.

QUARTERLY: Wow!

MONROI:; JFor example, in 1990,
neither systems nor monitored plans
were nvailable to tell the RTC whether
money returned 1o came from a sale or
a pre-payment al o morigage How
vould they el which programs wuorked
and which didn’t? The RTC haul little
time 1o develop their systems or busi-
ness plans; howevei, when requesied,
the RTC, under Bilt Seidman, was as
tesponsive as conditians permited.

! just had a two day retieal with my
new company, The Sembler Company.
It has taken them thirty years to develop
cxcellent systems to handle a billion
dollars of shopping centers. The RTC
wag a four hundred billion dollar
operation, so this is fowr hundred limes
as many asscis. | would say if the real
cstate systems of the RTC were rated a
ane or a two, the company | am with
now is n nine or u ten. That's my plug.
But it’s also the truth. The RTC was also
subject to many more regulatory und
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legislutive consiraints than there are
whien you simply develop or own
property in the private seclor — includ-
ing requirements to keep information
which were irrelevant (o our key gonl —
making moncy for the taxpayer.

Yau are correct that many RT°C
program requircnients were contradic-
tory. What was our rcal mission? In
the private seclor you are supposed Lo
maxinuze vidue. When you look at the
lepistation establishing (he RTC, the
agency’s piorities jump ofT ol the
Jepislative pages — maxlmize value.

Yeli, there was tremendous non-
statutory Congressional pressure (o
sell asscls quickly which usoilly was
contriary to mazimizing value, 1 ix
true that sume assels were deteriorat-
ing so that a quick sale had some
advantages. However, that problem
wais snlvable by good manapement.
One ul e hrst portfolios - over 1.2
billrun  was managed aod sold
privively and successtully.

QUARTERLY: Wit there also the
contradictony tequirement of ying lo
maximize prices withoul distorbing real
estale markets?

MONROY: Yes. 1lawever, when you
have an excess of supply over demand in
any market, prices naturally fall Such
clfcel is really not disturbing the market.
Rather, it is the market working efli-
ciently. While prices fell through normal
market Torces, 1 believe lack of pood
business praclices ofien exacerbated the
fall. Many people were learning big-
time real estate un the job. The job itsell
wis monumentad, the scrutiny inlense,
and there was initiably litlde inclination
tor plunmng and performance mensure-
ment. The resull, as stated, was an
obsession to sell assels quickly and
pravide minimal information to the
Oversight Board, Congress and the
public.

You arc also ripht about public
seruliny — much of il is very hostile.
Bureauerals arc afraid 10 act when under
(often unfair) sttack. You don'( have
that constraint in the privaie seclor. In
fact, fear wl being pereeived 1o make
misiakes wus probably one of the
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reasans why Congress and cven a
certain RTC CEO wanted 1o sell assets
quickly — and shut down 1he ageney
premniurely 1o avoid the potentianl of
something terrible being discovered on
their watch.

QUARTERLY: Weie there othe
problems?

MONROL: Yes, Another problem was
that iy leaders were moastate of denial
as o how bad the nunkets readly were, The
real estate markets were terribly over buill,
and the condition uf the financial markets
mdicated a clear credit crunch, which the
Treasury and Federnl Reserve didn't
mittally acknowledge. That is why my
first sict on the reconimendation of my
predecessors was 1o push for a $7 hillion
dollir Tvancing, prograny, so thai sales
prives were less impacted by liquidity. The
RIC used only a small pereentape vl
available seller fancing, which | partly
ascribe w hueaucratic fems thal a loan
would fail with adverse cansequences ol
ihe originator.

There were also very significan
clloue and pender prefarences which the
Oversipght Board, inmy vpiion,
mistakenly had approved carlicer in
creating the R1C’s swrategic plan. Since
we had created the preferences, it was
politically nwkwird 1 undo them cven
though the Bowrd, T'reasuy and Justice
attenneys informally considercd them
unvonsotnbonal Ouor solution was o
lenve the preferences in place, which
were i et resutong innore balaneed
cthinie and gender participation, bat hatd
the hine against the Rainbow Coalition’s
deminds Tor increased preferences ps
well as quotas with specific targets and
umetables. We wanted 1o create o Vlevel
playing field™ for pll program parici-
Mints.

QUARTERLY: Why do you think 1l
Congress pressured you to aceelerate
assel sales?

MONROE: As Limientioned, one of the
reasons why Congress wanted (o sell
fast was to make the problem go nway.,
They haled 10 vole cash for the RTC in
front of un angry cleclorate ) remember

having tw sign a 330 billion check! The
loose term ol the word “bailoul™ vs.
“clean-up™ made it Jook 1o the public as
if Congress were looking (o bail vul
stuckholders, Exactly the opposile was
true. Well inlormed congressmen and
senalors, Mack, Dodd, Pressler, Leach,
Frank ¢t al understood these issues and
often spoke up. Gver a thousand ofTicers
and direetors served hard time; and no
sharcholders were “'bailed oul”,

The wauy that the lederal povern-
incal nccounts for ils expenditures also
didn’t help our efforts. OMB docsn’t use
GAAP accounting. 1t looks al straight
cash in and cash out. Everyone was
focused on how 1o cul the deficit. 11 we
could sell assets quickly, even il in the
Iong run we got less money, we gol
guick cash and Jooked good an the
deficir, 1 thmk that kind of thinking
continues 10 hurt the taxpayer. 1 hope the
presidential candidates hil these issues
head on. We need o leader who uniler-
shnds management ag well os rhctoric,

Furthermore, the RTC wilh all these
problems, lacked a [ull-time CEO. I'm
stre you recil] that Bill Scidimian was
the CLO not ouly Tor the RTC but als
forthe FDIC.

QUARTERLY: Whiat do you think
about the )TCs bulk sales program? s
anctions? When should Jarge institutions
use such fechaigues vs. more normal

asset sales wehniques?

MONROE: Fronn 1989 thiough 1991,
very lew financial institutions were
using bulk sales. The RTC thought the
bulk sales progrim wis manna from
heaven. There is no question the bulk
sales program aceelerated the pace off
assel sales program. Even though it was
done through privine contractors, the
individual usset sales prograny was slow
and burdensome — the so-called
“"SAMDA™ program. Contracling
procedwes were overly complex. The
hig players began wo give up Irying o do
business with ihe RTC. This was very
unfortunate hecause the individual asscl
programs: nuclions, negolinlions, cic.
brought the highesi nssct prices notwith-
standing RTC's convoluled studies

wrying to support bulk sales.

To worsen matters, the R1C ofien
wis nol minaging assels —— allowing
them o deteriorale. Contributing o the
problem was the fact thm S & 1.'s in,
lel's say, Arizona, olien vwned propery
in Florida. Thus, the Arizona RTC
became responsible for assels thousands
of miles away in Florida 1 don't belicve
that problem was ever fully corrected,

From a cynical and burenucratic
puint of view, the RTC liked the bulk
sales program because, il you sold a
bunch of assels all at once, nobody
could ever ligurc out what price you
sold an individual assel for, That way, if
somebody look that asset; flipped i and
made some moncy on i, you would
never know,

I personally saw deals where asselts
were grossly under priced. The bulk
sales advocales would nrpue thal even
though 1he assets were improperly
priced, competition would assuie a
premium Tor the undervalued asscet.

But there is no question that vne of
the big reasons for the bulk sales
[prograny was s a way (o hide the pea. 1
saw and was inforned of imany cx-
amples ol that and they were very
disturbing — yelt very difficult 1o prove,
I know the R'TC lnspector General ind
the U.S. Comptroller General hil
difficulty in such proof, however, the
Chairman of the National Advisory
Bowd, Philip Scarte, o former privite
sector CLEQ, conducted extensive
mlervicws which revealed the rivile
sector’s opinion that the RTC was beng
ripped ofT by the bulk sales progrann.

QUARTERLY: Didthe RTC eve

halimee i1s hooks?

MONROIL: In a brouad sensc the R1C
balunced ils books. That is in the sense
thal the GAO linally gave o clean
apinion that the RTCs reporled losses,
as a whole, were correcl. The Excculive
Director, David Cooke, was the une who
really made that happen — ulthough
others tnke credil for it 1 don't under-
stand why the RTC as of my depariure
in Junc, 1993, hadn'l balanced and

Continued on next page
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audited more than a handful of recciver-
ship books. § received information thal
hasically the RTC just plugged the
numbers which is comiplelely contrary o
pood business praclice. It truly wmazes
e that the RTC gat away with it The
Inspector General and 1 both com-
plained — 1o no avail. You recall, | was
al HUD with Jack Kemp. We would
never have discovered "Robin JUD™ il
we did not have some way of balancing
the books. Bul just one more thing on
bulk sales, if 1 could...

QUARTERLY: Sure.

MONROI: The recason why bulk sales
ofien makes some sense for banks is (that
solvent banks generally have good
wlormation about their assets — much
hetter information than the RTC had. So,
il the ingredient Tor a successlul sale is
goad information about whal you are
selling, so hal buyers have confidence
i your due diligence, and full exposure
ol i wssel 1o the market, it makes much
more sease 1o do bulk sales. In addition,
wilh massive capital Towing into the
weal estate markets through REITS, and
other public vehicles, | belicve thot bulk
siles have become more effeclive. In
fact, | have seen many instances of
REITS overpaying for assels.

QUARTERLY: What lessons dhid you
take from your HUD wnd RTC experi-
eaees md how does it apply to the
e sector?

MONROL: 1 lcamied the best way 1o
sell real estate assets is one by one with
poud informiation and geod compelilion.
Lts mind bopgling to contrast the atitwde
al the RYC sates people with the people
who sell assels i the povake sector, Qur
Company's emphasis is to go beyond
assel numagenient and nxsketing to add
value through changing the lenant mix
and 1hrough renovation, demolition and
even expansion of properties. The RTC
wais truly a different world and 1 think
peaple should be very careful aboul
taking too many lessons from the RTC
and applying them 1o their awn institu-
tions. Sccuritization of performing
nssels 5 an entirely different matter
which | will address below.

QUARTERLY: That brings up o
philosophical guestion it apphies both
to the RTC and 1o the pension real estite
bustness Some people contend that real
ealitle al ils very essence 18 anenbiepic-
neurtal business and 118 just the entrepre-
neurs that make money, The ideais i
institutions are always going lo be
outgunned by sinarier, entreprencurs,
There are other peaple wha think that
institutions have a role not only in the
process hul also in the profi. What do
you think?

MONROE: There were many excellent
people at RTC; many of whom were
from the private scctor. Well over hall
of the employees at RTC were from (he
private real estate sector. But there were
very sharp carcer civil servants from the
FIIC and the serapped Yederal Savings
and Loan lnsurance Corporation
SFSLIC™. So, as a geacral proposition |
don't think person-for-person that the
1T was so outgunned but the proce-
thures of the RTC and the leadership
were olten harmlul o the fickl troops.
As 1 snid cachier, o hiealthy proportion of
the RTC leadership was learming on the
jub.

QUARTERLY: You pul much
emphasts a1 the QOversipht Board on the
RTC improving its business plan. Why
didd you consider that so baportant and
wax iU in fact improved?

MONROILZ: Well, withoul a plan, ne
one had any prioritics, nor benclimarks
to measure performance and adjust
toward policies that made money and
away ram the Josers.

When 1 pot there, the business plan
wats it three month plan. And the primary
resulls bemyg measured were the numbes
ol thiilis being closed and the gross
bouk vilue ol assels disposed of, e the
goals were nol related to saving (ax-
payer dollars. You can sell anyihing for
a nickel,

What we (ried Lo do was 1o get the
RTC to measure pesformance. You can’t
measure performance without a plan -
and the plan should reflect the mission
of the ageney rather than being some
alien instrument as it was when we lirst
got there.
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11's tow bad thal the RTC wasn'i
more Torthright with the Oversigiu
Board which had sicllar members who
understood husiness from Alan
Greenspan and Nick Brady, Tim Ryan,
and B Taylor, 1o one of the country’s
top rcal estate experts Bob Larson, and o
successful former motlgage banker and
lI'ederal Reserve Governor, Phil Jackson.
Jack Kemp was also an excellent board
member, until in a Jate night reorganiza-
tion, his position was unfortunately
climinaied. The Treasury Scerelury was
backed by people like John Robson,
former President of Scarle, and Bob
Glauber, a nationally known manage-
ment consultant and business professor
at Harvard. Greenspan had the support
ol people like Federal Reserve Gavernor
John LaWare, the former head of
Shawmui Bank; David Mullins and
many more of the best business minds,

QUAILTERLY: D)l Seidman ciedits
your 1ol s heing imporlant in encouray-
ing the securitization of RTC Morlgages...

MONRORE: First, may [ try one more
time 1o cmphasize he impuortance of
good managemenl in government,

QUARTERLY: Goyighl abeal.

MONROL: If Republican Stanley Tic
(Climon nominee 1o head the RTC, who
withdrew befare confirmation) had been
conlirmed, things would hove improved.
He's a guy who knew real estale, knew
receiverships and he's one of those
persons who takes his cot and sleeps in
lis office until be 1otally understands
what's going on. 1f you want (o lalk
about spmething that was terrifying to
bureauerals over al 1C, il was Stanley
Tate. And the burcaucrits skilllully
seuttled his nominamion,

Roger Altman was also very gouod
but Altman was both Depuly Sceretary
of the Treasury and the RTC CEEO.
Altman deserves nuch more credil than
he received. The same goes for Frank
Newman, the former Viee Chaiemnn of
the Bank of America. Al least, Newmin
got the respect he deserved. The
Oversight Bourd, if I may say so myself,
also had o terrific stalf — led by a
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former senior epgagement numsger,

fromca top numagement consulting finm,
and an experienced general counsel who
was o former lnw review editor-in-chicl,

But o answer your guestion: The
securitization program was the nrea
where we were both the smartest and the
Juckiest.

1 was oul in Dallas and discovered
that performing morigages that had
never failed were being sold al seventy-
five cems on the dollar, | also found o
specific case where commercial mort-
gages, medical morigages where doctors
weic on the hook, werce sclling for 67
ceits on the dollar and noi one of these
mortpages had missed a payment,
Anybody who knows anything aboul
real esinte knows that il you have »
recourse morigage with i doctor you are
probably going o get paid ol

Smce we couldn't el the kind of
information we wanied from the RTC,
we ofien had to base reconunendations
on examples like this. | found people
would write me and 1ell me horror
stontes ) aceept the old adage, “if i1 ain™t
broke, don’t Nix 1™ Tloweves, il il is
clearly noke, action is mandated 11 was
rccammended by a Tormer Bod
Presudent thal we take a good look at
seeuntization. We clemly weien'|
achieving what the Laxpayer wanted.

My view was that the smartest thing
we could do was o adopt a “hold”
strategy Tor performing montgages,
which s seally whal you wre doing with
secuttizion 1 looked 1w Congress hke
we were selling them because we got
ensh, bui we were really halding them at
a shphtly higher costothan i we had
stply borrowed from the ‘T'easury,
exeepl it was just off budgen. Federal
accountmg made it look like a sale, (lor
once, the federa) accounting rules were
helpful), but if anybody ever lakes s
good look, the reps and warranties of the
securities were hacked by the full faith
and credin of the United States. One
wirranty wias thal the morigage was
origimally prudenily underwritien,
another that 1t had been serviced
properly from day one. How would you
like 1o defend a Lincoln morigage on
those grounds?

Most importanily, the suceess ut

the Fed in redducing interest rates nt
critical lime, caused loan repayments (o
come rolling in and resulicd in billions
of taxpayer savings,

QUARTERLY: low do you compie
and contrast the sceuritization program
ol the RTC witl the securitization in
general that’s occwrring now in the
private seetor?

MONROIJ: The RTC had no choice
but to secwritize because we were so
incpt al selling commenrcinl morigapes
on a bulk basts and everyone was
pushing us (o convert the assels lo cash.
S0 we had 1o do it with minimal
information and maximum reps and
wiarrantics. ‘The motivation for insur-
ance companies and banks is different.
They wie securitizing morigapes for
business reasons such us risk-based
capital rules and interest rae risk. This
is similar 10 Fannic Mac and Freddie
Mac on the residential side, which hold
only & minority of their mortgages. 1's
a way 10 allow banks 1o keep their clicnt
relationshipr and satisfy them by giving
them a commiereial mortpnge while al
the sime time getting it of T their books.
The business is up front. You get the
client relationship. You probably pet
servicing, bul you get rid of the actual
loans the same way mortgage brokers
gel rid of residential morigapes and you
proceed on te the next one, You don't
have 1o carry o Jal of eapital,

The RIC's secoritizalion program
tor perlorming conmmercial mongages
wis one of the RTC's finest legacies. It
lepitimized the secondary markel
miethod of Taking oul commercinl
morigages which, unlike residential
mortgages, are much less uniform and,
therelore, harder o sceuritize, It
developed such innovalive methods as
the vse of Libor rates (o reconcile (he
viricty of interest rate formats of the
underlying mortpages. ‘The program's
suceess is underlined by Wall Street's
difficulty for many yecars in sccurilizing
such muortgages prior to the RTC.

The solid performance of these
instruments, (c.g. no Fitch downgrades
Wrough July, 1994) despile the uniguely
difficult nature of underlying RTC
assels, gave comlont Lo pension funds,

fureign investors wwl other non-trunditional
investors in commercial morigage
securilizalion.

In 1994, 1he RTC’s sceuritization
cfforts wns reduced. The slack was tnken
up by the privale sectur whose aclivities
have more than replnced the RTC.

QUAIRTERLY: So il 1 understand —- yuu
are basically saying in the gase of RTC
secaribiztion, the issugr wis lorced inlo
doing it "The issuer gave maximum
I'R‘])lCSClIllllllHl.‘: HII warrmtics.

MONROI: Yes. We pave the maximum
reps and warranlics (1o people thal trusied
us and righifully so.

QUARTERLY: And yuu had relatively
poor iformatian yoursel! about ihe
mortgages, whereas private issuers act
valuntarily 1o capitalize on an oppornnity
with maxonum inforoution?

MONROE: Yes. But the commercial
seeuritization program holds greal
promise nnd the real estale and finance
orgunizations, notably The Nutional
Renlty Commitice, are continuing 1o
improve the process,

In my opinion, the securitization
program got off track when it was applicd
o non-performing moripapes.

These programs were much like bulk
sales, They were known as the "N Scrics™,
“MII, and Patriol programs. In these
programs, the RTC did not keep the
upside but sold a porion of 11 with very
little knowledpge and competition |
remember one deul for $750 million (ha
had only (wo bidders.

In the long run, | believe the RTC
will be given credit for its creativity in
develaping the true securitization pro-
gram; as well as innovalive auction
approaches and the foundation for a
privale contraclor program Less credil
shovld be given for its bulk sales and non-
performing morlgage sccuritizalion
initiatives.

Alter all is said, the country was
better served by the RTC doing this
massive program than the myriad of other
federal upencies 1 have wilnessed.

QUARTERLY: Thank you. H

M
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