CHAPTER 16

Securitizations

Introduction

In October 1990, one year after the Resolution Trust Corporation (RTC) was created, a
securitization program was established to facilitate the sale of mortgage loans. This
chapter focuses on the creation, development, and performance of this program.

Overview

Mortgage loans were the largest single category of assets in the RTC’s inventory. In
August 1990, the total volume of those loans held in RTC-controlled institutions was
estimated to be more than $34 billion. The size of this portfolio led the RTC to explore
the concept of securitization as a method for broadening the potential range of mortgage
loan purchasers because the market for mortgage-backed securities was large and well
developed.

Securitization is the process by which assets with generally predictable cash flows
and similar features are packaged into interest-bearing securities with marketable invest-
ment characteristics. Securitized assets have been created using diverse types of collateral,
including home mortgages, commercial mortgages, mobile home loans, leases, and
installment contracts on personal property. The most common securitized product is the
mortgage-backed security (MBS). The following types of mortgage loans are most suit-
able for securitization.
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Conforming Residential Loans

Conforming residential loans are single-family, performing (one-to-four family) mort-
gage loans that conform to Federal National Mortgage Association (Fannie Mae) and
Federal Home Loan Mortgage Corporation (Freddie Mac) guidelines and/or standards.
In 1997, these agencies had more than $3 trillion of outstanding mortgage securities
backed by conforming residential loans.

Nonconforming Residential Loans

Nonconforming residential loans are single-family, performing (one-to-four family)
mortgage loans that do not conform to Fannie Mae or Freddie Mac standards. Private-
sector sellers and government agencies other than FDIC and RTC securitized more than
$159 billion of nonconforming mortgage loans between 1990 and 1997.

Multi-Family Residential and Commercial Loans

Multi-family residential and commercial loans are performing mortgages that secure res-
idential (5+ family) and commercial properties. Although private-sector sellers securi-
tized more than $135 billion of multi-family loans between 1992 and 1997, the market
for these securities is still evolving.

The RTC’s single-family mortgage loan portfolio was unique because most of the
loans did not conform to the standards required by Fannie Mae or Freddie Mac. Because
most of the RTC’s loans were originated for retention in the lender’s portfolio, some of
the loan underwriting criteria deviated from normal secondary market standards. For
example, there were loans with cross-collateralization, loans with nonstandard interest
rate indexes, loans with high loan-to-value ratios, loans with no mortgage insurance, and
many loans that had documentation deficiencies.

The RTC needed not only to maximize the return on its asset sales, but also to liqui-
date assets expeditiously. Early on, the most common method it used to move assets
quickly was to sell mortgage loans through “whole loan” sales. Three types of whole loan
buyers generally bid on these sales packages: (1) portfolio investors, (2) investment
bankers, and (3) junk buyers. The last two categories of buyers tended to heavily dis-
count any product that could not be readily made into investment-grade quality. Portfo-
lio investors usually did not discount as heavily as the investment bankers and the junk
buyers, if the portfolio generated sufficient yield, the loans were collectable, and the doc-
umentation was enforceable. Even though the RTC standardized the review process
implemented by its contractors for due diligence (a thorough review of the individual
loans or properties) and loan sale advisory services, the mortgage loans it held suffered
from credit and delinquency problems and document deficiencies. Consequently, most
buyers of RTC mortgage loan packages tended to be investment bankers and junk
buyers. As a result, the RTC was not generating the return it expected on its whole loan
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sales. Returns were often in the 85 percent to 90 percent of book value range for
performing residential mortgage loans.

One of the RTC’s most successful whole loan sales took place in the summer of
1990. That sale was referred to as the Atlanta Pilot program, in which $17 billion of res-
idential mortgage loans were sold for prices ranging from 93 percent to 99 percent of
book value. Within months of the Atlanta Pilot program sale, officials at the RTC
received calls from Fannie Mae and Freddie Mac about origination standards for various
thrift institutions that were in the RTC conservatorship program. It was discovered that
many of the loans that were sold in the Atlanta Pilot program had documentation defi-
ciencies that were subsequently corrected by the purchaser. These corrections changed
the status of the loans from nonconforming to conforming, and enabled the purchaser
to submit the corrected loans for resale to Fannie Mae and Freddie Mac. Loans that were
conforming except for the loan balance were subsequently resold to investors through
private securitization programs. In both instances, when the loans were resold, the origi-
nal purchasers received prices significantly higher than the original purchase price.
These events made it clear that the RTC could receive higher prices by leaving out the
intermediary. As a result, the RTC began to correct documentation deficiencies itself in
order to sell loans directly to Fannie Mae and Freddie Mac. When that was not possible,
the RTC sold loans through its own securitization program.

RTC Agency Swap Program

In October 1990, the RTC Oversight Board adopted a resolution that encouraged the
RTC to use securitization as a method of disposition for financial assets. The board also
directed the RTC to establish a single procedure for facilitating the securitization of
mortgage loans from multiple receivership and conservatorship institutions. In Novem-
ber 1990, the RTC executed “master” agreements with Fannie Mae and Freddie Mac,
thereby enabling the RTC to sell conforming loans directly to the agencies.

Both Fannie Mae and Freddie Mac are government-sponsored entities that purchase
conforming residential mortgage loans from originators and other sellers, package such
mortgage loans into more liquid securities (such as mortgage-backed securities and
participation certificates), add a guarantee of payment of principal and interest, and sell
the securities to investors. An investor in a Fannie Mae or Freddie Mac security receives
guaranteed monthly payments of principal and interest that are generated by the mort-
gage loans underlying the security. Fannie Mae and Freddie Mac receive a fee from the
mortgage loan seller for guaranteeing the principal and interest payments to the investor,
and also earn interest income on the delay between receipt of principal and interest from
mortgagors and payment to the security investors.

Under the RTC’s Agency Swap Program, the RTC sold for cash, or swapped, for
Fannie Mae or Freddie Mac securities, $6.1 billion of conforming residential mort-
gages in competitive auctions. In a typical cash sale, Fannie Mae and Freddie Mac bid
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to purchase pools of mortgage loans from the RTC for a cash price that is usually
determined by calculating the amount that Fannie Mae or Freddie Mac received on
the sale of their securities created from such pools, minus their guarantee fee and other
costs. In a swap, the RTC received the Fannie Mae or Freddie Mac securities in
exchange for the mortgage loans and then, with the assistance of Fannie Mae or
Freddie Mac, sold such securities from the RTC's capital markets trading desk.

For both cash sales and swaps, the Fannie Mae and Freddie Mac master agreements
required that the RTC supply credit enhancement for the mortgage loans in the form of
cash collateral withheld from the purchase price by either Fannie Mae or Freddie Mac.
The cash collateral was invested for the benefit of the RTC and then returned to the
RTC when certain criteria were met. In addition, under the Swap Program, the RTC
also competitively bid and sold to servicing firms the servicing rights associated with the
underlying mortgage loans.

RTC Private Securitization Program

In December 1990, a private securitization program was established to sell the loans that
did not conform to Fannie Mae and Freddie Mac standards. This program was estab-
lished with the following expectations:

1. Enhanced Asset Recovery Values—Securitization should enable the RTC to
reach a much larger base of investors. The market for whole loan sales was
significantly smaller than the market for investors in mortgage-backed securities.
As a result, private-market participants estimated that securitization should
enable the RTC to increase recovery values, as compared to whole-loan sales,
from 0.5 percent to 1 percent for better quality loans and from 2 percent to 10
percent for lower quality loans. The increase in recovery values translated to an
additional $1 billion to $3 billion for taxpayers.

2. Expedited Asset Sales—The securitization process also should enable the RTC to
close loan sale transactions more quickly. In a whole loan sale, the purchaser
required 6 to 12 weeks between the sale date and the closing date to engage in its
own detailed loan file review, in order to verify the due diligence information
prepared by or on behalf of the RTC. In a securitized loan sale, the purchasers of
the securities did not need to perform a second detailed loan file review, but
instead relied on the credit enhancement’s making it possible to close within two
to three weeks after the sale.

In 1990, the RTC would have preferred to issue securities backed by the full faith and
credit of the U.S. government. This feature would have expanded the “universe” of
investors, including foreign buyers. Foreign governments would not need to issue a spe-
cial ruling to make RTC securities eligible investments for mutual funds, because an
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RTC government-guaranteed security would probably fit the existing exemption avail-
able for Government National Mortgage Association (Ginnie Mae) securities. A direct
guarantee would also enable regulated buyers such as banks and thrifts to be subject to
markedly lower risk-based capital requirements. With a direct government guarantee,
RTC securities would have a zero-risk weight, which is similar to the risk weighting for
Ginnie Mae securities.

The RTC’s Oversight Board did not support the RTC’s issuance of securities backed
by a full government guarantee. That lack of support stemmed partly from concerns
raised by the Department of the Treasury that (1) the government would retain all of the
risk because there was no real asset sale, and (2) issuing a new security with a full faith
and credit guarantee by the U.S. government would compete with the securities issued
by the Treasury. As a result, the RTC did not use a government guarantee to enhance the
credit of RTC securities. Instead, the RTC decided to use cash reserves and other meth-
ods to provide credit support. It issued publicly rated mortgage-backed securities for
which the senior securities were rated in the two highest rating categories by at least two
national credit rating agencies.

Another major issue concerning the RTC’s securitization program was personal
liability. Under the Securities Act of 1933, directors, officers, employees, and “control-
ling persons” of a private corporation may be personally liable for errors or omissions in
a prospectus used to offer and sell securities. Some of the RTC board members were
concerned that they would be sued by investors who purchased RTC securities. The
board obtained a legal opinion stating that RTC directors, officers, and employees have
a strong case for immunity from such personal liability, pursuant to the Federal Tort
Claims Act (FTCA). However, certain ambiguities in the FTCA make it impossible to
render a flat “no liability” opinion. Thus, the securitization program could not begin
until the issue of personal liability was addressed through legislation. In the RTC Fund-
ing Act passed in 1991, the U.S. Senate included a provision that provided absolute
immunity from claims based on the 1933 Securities Act, and granted authority to the
agency to indemnify employees against common law and other liabilities that were
awaiting action by the Supreme Court.

The passage of this legislation enabled the RTC to issue securities. In March 1991,
the RTC Board of Directors authorized the filing with the Securities and Exchange
Commission of a shelf registration statement (the RTC Shelf) for the issuance and sale
of mortgage securities backed by residential loans from one or more RTC institutions.
The board also authorized the RTC staff to use competitive procedures to select private-
sector firms necessary to implement the securitization of mortgage loan sales. To further
encourage the use of securitization as a primary method for asset sales, then-FDIC
Chairman L. William Seidman announced that the RTC would sell at least $1 billion
per month using the securitization sales structure.
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Securitization Process and Participants

The mortgage loan securitization process of creating a trust to acquire mortgages and
issue pass-through certificates to investors typically involves seven key participants.
These participants are the seller, underwriter, trustee, servicer, rating agency, accountant,
and legal counsel.

The seller is the owner of the mortgage loans sold to the trust and the ultimate ben-
eficiary of the proceeds from the sale of the certificates to investors. The seller may pro-
vide some form of guarantee or credit support to enhance the value of the bonds. The
seller will also usually provide certain representations and warranties related to the mort-
gage collateral.

The underwriter receives individual mortgage loan information, analyzes and struc-
tures the portfolio into multiple classes of certificates of varying maturities and interest
rates, and underwrites (purchases) the securities from the seller. The underwriter then
resells the certificates to investors.

The trustee represents the interests of the certificate holders and acts as administra-
tor of the trust. The primary role of the trustee is to compute the amount of monthly
distributions payable to the investors and make appropriate distributions. Each month,
an account statement is prepared by the trustee that summarizes the cash received by the
trust and explains the calculation of the amounts paid to the investors of each class of
securities. The trustee is usually responsible for the preparation of the trust’s income tax
return and the related informational tax filings. The trustee for publicly rated securities
must provide backup servicing for the securitized loans in case the appointed servicer is
unable to service the loans. The trustee must also make advances for delinquent mort-
gage payments if the primary servicer fails to do so. For this reason, the trustee must
have an unsecured debt or deposit rating of no more than one full rating level below that
of the securities issue (that is, if the RTC issues double A rated securities [AA], the
trustee must have an unsecured debt or deposit rating of single A [A]).

The servicer performs the traditional mortgage loan servicing functions of collecting
and accounting for borrower’s payments and resolving delinquent loans. The servicer
prepares special reports for the trustee and forwards the monthly mortgage collection
payments to the trustee so that investors in the securities may be paid. The servicer also
transmits funds and special reports to the trustee.

Rating agencies evaluate the transaction structure, the underlying pool of assets, and
the expected cash flows, and determine the extent of loss protection that should be pro-
vided to investors through various forms of credit enhancement. Securitization transac-
tions typically involve the use of credit enhancement to create securities that have a very
high level of credit quality. To achieve the highest ratings from the national credit rating
agencies, mortgage-backed securities must satisfy cash flow, delinquency, and loss cover-
age tests that make default almost impossible. The rating agencies have developed loan
loss models to estimate the required level of loss protection for a securitized mortgage
loan pool. They use the Great Depression as a benchmark to estimate the level of losses
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that may occur if a mortgage pool is subjected to stressful economic conditions. Cash
flow scenarios are run that subject a pool of mortgages to “stress tests” for which losses
and delinquencies are assumed to be two to three times greater than the losses experi-
enced in the Great Depression. The rating agencies monitor the performance of the
transaction over time and adjust credit ratings as appropriate.

An accounting firm performs initial statistical data and accounting validation. The
firm also provides “comfort letters” to underwriters and investors verifying the accuracy
of information printed in the prospectus supplement to the securities offering.

Legal counsel writes and reviews all materials (including the prospectus and the pro-
spectus supplement in the case of publicly offered certificates) related to the offering of
the securities. Counsel also must ensure that the certificates and the underlying mort-
gage loans satisfy Real Estate Mortgage Investment Conduit (REMIC) eligibility
requirements. In addition, legal counsel prepares the pooling and servicing agreement
and negotiates the terms of the agreement on behalf of the seller, servicer, and trustee.
Counsel also oversees the process of closing the transaction and ensures that all necessary
documentation is prepared and executed.

Transaction Structure

RTC mortgage loans are conveyed to a trust that subsequently issues a series of mort-
gage-backed securities collateralized by the subject loans. These transactions constitute
the sale of the beneficial interest in the loan portfolio. Almost all mortgage-backed secu-
rities are either guaranteed by a government-sponsored entity (Fannie Mae, Freddie
Mac, or Ginnie Mae), or rated by national credit rating agencies (Standard & Poor’s
Rating Services, Moody’s Investors Services [Moody’s], Duff & Phelps Credit Rating
Co., or Fitch Investors Services, L.P) on the basis of private credit enhancement. The
Oversight Board of the RTC authorized the RTC to use various types of credit enhance-
ment: mortgage pool insurance, bond insurance, bank letter of credit, reserve fund or
spread account, overcollateralization, and senior-subordinated structures.

Because of the cost and difficulty of obtaining third-party credit enhancement (such
as bond insurance, pool insurance, and letters of credit), most private-market mortgage
securitization transactions use some form of internal credit enhancement (for example,
overcollateralization, reserve funds, spread accounts, or senior subordinated structures).
The RTC used a number of sources for credit support, including cash reserve funds,
subordination, excess interest, and overcollateralization. Table 1.16-1 illustrates the
structure of a typical RTC securitization transaction using a combination of a cash
reserve fund, subordination, and excess interest as credit enhancements.
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Cash Reserve Funds

For each transaction, cash reserves were funded by the RTC out of the proceeds of the
offering. The funds were held in accounts by a collateral security agent, generally the
same entity as the trustee, and were invested in cash and securities that met the credit
rating agencies’ definition of eligible investments. The reserve fund serves as the
primary and most liquid source of credit support. It is used to protect investors against
all shortfalls and losses, regardless of the cause. The reserve funds cover items such as
delinquent principal and interest, interest rate shortages, and realized losses on
liquidation of assets. The example in table 1.16-1 required a $296 million cash reserve
or 26 percent of the mortgage loan’s unpaid principal balance.

Table1.16-1

RTC Securitization Transaction
1994-C1
($in Millions)

Mortgage Loans

Number of Loans 2,117
Number of Financial Institutions 238
Unpaid Prinicpal Balance $1,138
Cash Reserve Fund Balance
26% of Unpaid Principal Balance $296
Bond Classes
Rating:
AAA $740
AA 57
A 102
BBB 68
BB 125
B 46
$1,138
Interest Rate (%)
Mortgage Loan (WAC)* 9.45
Security (WAC)* 7.45
Excess 2.0

* Weighted Average Coupon
Source: FDIC Division of Resolutions and Receiverships.
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Subordination

RTC securitization transactions contained one or more subordinate classes. Subordina-
tion provides protection to the senior certificate holders by requiring that the junior
certificate holders absorb any shortfalls and losses until the balances are reduced to zero.
Generally, once a senior class of security holders has been paid in full, principal
payments are re-allocated to pay down junior classes of security holders. This feature
preserves the integrity of each transaction and the intention that all senior classes have
priority of payment over the junior classes.

Excess Interest and Overcollateralization

Excess interest is defined as the difference between the interest rate paid to investors by
the security and the interest rate on the underlying mortgage loans. In most RTC trans-
actions, excess interest is used to accelerate the payment of the subordinate security
classes. At the beginning of the transactions, there were significant amounts of excess
interest on RTC securitizations. In some cases, the excess interest is used to replenish the
reserve fund to a certain level before it is distributed to security holders. The result of
using excess interest to retire class balances is that the principal balance of the outstand-
ing securities is reduced relative to the mortgage pool, thus creating overcollateralization.
Such overcollateralization provides an added cushion against losses above the reserve
fund and subordination. Because excess interest is applied to the subordinate classes,
depending on the prepayment experience and the interest rate environment, the prepay-
ment of the subordinate classes may be accelerated. In some instances, the subordinate
classes may pay down at an accelerated rate, some at faster rates than the senior classes.
Changes in the interest rate environment may affect the amount of excess interest avail-
able to pay down securities. In a low-rate environment, higher coupon loans (which
produce the greatest amount of excess interest) prepay at faster speeds, thus reducing the
pool’s ability to generate excess interest and slowing the buildup of overcollateralization.
In a stable- to high-rate environment, prepayments are slower, thus allowing the securi-
ties to generate excess interest and build up overcollateralization. The flow of funds in a
typical securitization transaction is shown in table 1.16-2.

Residuals

The residual cash flow represents the difference between the income stream generated by
a pool of mortgages and the cash flow necessary to fund a series of collateralized
mortgage obligations or real estate trust bonds. Residual value is the economic value or
money received by the bondholder of a transaction when the bonds have been paid off
and cash flows from the mortgage collateral are still being generated. Residual value also
arises when the proceeds amount from the sale of the mortgage collateral as whole loans
is greater than the amount needed to pay outstanding bonds.
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RTC Securitization—Flow of Funds
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Borrower

[1 Makes monthly
payment of principal
and interest.

Maste‘r

Servicer

Collects monthly O
payments.

Holds or forwards O
payments to eligible
accounts.

Tracks payment status []
on each loan.

Advances delinquent [
payments on behalf of
borrowers.

Pursues delinquent [
borrowers, handles
foreclosures and
liquidations of real
estate owned.

Reportsonpoolto  [J
trustee, investors, and
the RTC.

Monitors payments of [
taxesand insurance by
borrowers.

Fil_es insurance claims [J
if insured loans

default.
Performs tax reporting [
for trustee and
investors.

O

Trustee/
Custodian

Holds certificate
account before
distribution date.

Makes payment to
investors.

Holds mortgage note
and security
documents.

Holds and draws on
reserve fund.

Advances on behalf of
master servicer, if
necessary.

Maintains certificates
register.

Oversees master
servicer’s performance.

Represents interest of
all certificate holders.

Holds and reinvests
reserve fund amounts,

pays out excess to the RTC.

Calculates paymentsto
certificate holders.

[nvestors
in
Certificate

Source: Lehman Brothers Completed Transactions Book, Security Series 1991-1 (July 1991).
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The First Transaction—Residential Securitization

In June 1991, the RTC began its securitization program with the issuance and sale of
RTC Series 1991-1. This transaction consisted of $426 million of residential loans that
were originated and serviced by Columbia Savings and Loan Association, Beverly Hills,
California, and were nonconforming to Fannie Mae or Freddie Mac standards. The
portfolio consisted of adjustable rate mortgage (ARM) loans that were tied to either six-
month Treasury bills (T-bills) or the one-year constant maturity Treasury (CMT) index.
The six-month Treasury-indexed loans were adjusted monthly, and the one-year CMT
loans were adjusted on a six-month or an annual basis.

Securitization

During the structuring process for the first RTC securitization transaction, the issue of
whether to include delinquent loans (loans for which payments were more than 30 days
late) in the pool arose. The industry standard is to exclude delinquent loans when form-
ing a collateral pool for any new offering of mortgage securities. This practice exists
because the rating agencies require much higher credit enhancement levels for delin-
guent loans and diverging from this practice might make the securities appear less
attractive to investors. The concern was that there would be a tremendous pricing
concession associated with the inclusion of these loans, in addition to a substantial
increase in the reserve fund. The underwriter for 1991-1 conducted a sensitivity analysis
to determine the impact of including delinquent loans. The analysis used a “delinquency
pricing concession” to estimate the above-market level yield premium that would be
demanded by investors to compensate for the inclusion of those loans in the pool. As a
result of the analysis, which valued the pricing concession at 0.05 percent, the RTC
decided to include loans that were up to 89 days delinquent in the sale pool. This was
the first time mortgage-backed securitization transactions had included delinquent
loans.

There were six classes, or tranches, of security certificates, one for each of the three
interest rate indexes represented in the loan portfolio and one interest-only (10) strip for
each of these indexes. These certificates were rated AA by two credit rating agencies. The
loss coverage requirement (cash reserve) determined by the rating agencies was 12 per-
cent in order to issue AA-rated securities. Table 1.16-3 illustrates the classes of securities
that were issued in securitization series RTC 1991-1.

The underwriter and the financial adviser reviewed various credit enhancement
options and recommended the use of a reserve fund. They determined that the reserve
fund credit enhancement structure would result in the best combination of favorable
execution of the sale of the certificates, limited recourse to the RTC, and maximization
of net proceeds.
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Table 1.16-3

RTC Residential Mortgage Loan Pass-Through Certificates
Series 1991-1

Loan Group A-1 Loan Group A-2 Loan Group A-3
6 month bond equivalent
yield T-bill 1year CMT 1year CMT
(rate adjusted monthly) (rate adjusted semiannually)  (rate adjusted annually)
$380 million $43 million $38.5 million
Class A-1 Class A-2 Class A-3
(0] (0] 10
Class X-1 Class X-2 Class X-3

Note: The residual and the 10 strips were retained by the RTC as receiver of Columbia Savings and Loan
Association, Beverly Hills, California.

Source: Prospectus supplement for RTC 1991-1.

The AA rated securities (tranches A-1, A-2, and A-3) on RTC Series 1991-1 were
sold at a price of 100.50 percent, 100.75 percent, and 100.75 percent, respectively. All
expenses were deducted from the gross sales proceeds. Expenses included, but were not
limited to, the following items: (1) underwriters' fees; (2) due diligence fees; (3)
accounting fees; (4) printing fees; (5) rating agency fees; (6) trustee expenses; (7) finan-
cial adviser fees; and (8) a cash reserve fund. Expenses for this transaction were approxi-
mately $3.5 million, so that the securitization generated net sales proceeds of $425.3
million on $426 million in residential loans.

Subsequent RTC securitization transactions were structured in a manner similar to
the first transaction except for two major differences: (1) the mortgage loans that were
used as collateral for later transactions were originated and serviced by multiple RTC
conservatorship and receivership institutions, as opposed to one institution, and (2) a
cross-index structure was used. In a cross-index structure, the interest rate paid to inves-
tors is not tied to any of the interest rates on the underlying collateral (mortgage loans).
The RTC frequently issued securities bearing an interest rate tied to the London Inter-
bank Offered Rate (LIBOR) when the interest rates on the underlying mortgage loans
were tied to U.S. Treasury indexes or cost of funds indexes.! Use of the LIBOR index
allowed international investors to easily purchase RTC securities, because the securities
were based on a familiar and frequently used interest rate index. International investors
in LIBOR-based RTC securities were able to match their cost of lending to their cost of
funds, thereby boosting international secondary market acceptance of these securities.

1. LIBOR is the interest rate in London that offers “Eurodollars” in the capital markets worldwide. The cost of
funds indexes represent the monthly weighted average cost of funds for depository institutions whose home offices
are in various Federal Home Loan Bank districts.
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Securities issued with cross-index structures created a basis-risk concern for the
rating agencies. Basis-risk occurs when securities are issued on the basis of a single index
while being supported by a collateral pool containing varying indexes. This situation
creates the risk that the interest to be paid on the securities will exceed the net interest
received on the collateral, thus resulting in a payment shortfall. The rating agencies used
very conservative assumptions based on historical index movements to ensure that there
was enough credit support available to investors to cover this risk. In some of the RTC
securitization transactions, this risk was covered in two ways: by requiring that addi-
tional money be added to the cash reserve fund and by using excess interest payments to
accelerate the paydown of classes that were subject to basis-risk.

By October 1991, the RTC completed 12 residential and multi-family securitiza-
tion transactions totaling more than $5 billion. In the four months since the program’s
first sale, the RTC had become one of the largest issuers of mortgage backed securities;
the volume of mortgage securities issued was exceeded only by Fannie Mae and
Freddie Mac. Before its termination in December 1995, the RTC would complete 45
residential securitization transactions totaling $25 billion. The RTC mortgage-backed
securities were an important component of the overall portfolio of securities traded in
the secondary markets of the United States and Europe.

Commercial Securitization

The RTC has been credited with expanding and educating the marketplace by creating
unique and complex securitization structures to sell its commercial mortgage loans. In
the past, securitization structures had been used to sell performing residential mortgage
loans rather than commercial mortgages because commercial mortgages were perceived
to be riskier because of the lack of homogeneity in loan term, size, and structure. The
securitization of commercial loans evolved from a $6 billion market in 1990 to an $80
billion market in 1997. The commercial securitizations that were completed before
1990 were private placements issued by commercial banks and life insurance companies.
Structures were simple, involving the issuance of one or two tranches of rated certificates
that were secured by one or several commercial properties. Because the collateral
involved only a few properties, the analysis of these transactions was very detailed and
“property specific.” Investors attracted to commercial securitization were primarily those
that had a considerable level of commercial real estate expertise and that were able to
conduct their own analysis.

The RTC’s commercial loan portfolio was originated by savings and loan institu-
tions in the 1980s, which was a growth period for the commercial real estate industry.
During this time, commercial mortgage lenders often employed liberal origination
guidelines to compete for loans. Consequently, the quality and integrity of the mortgage
loans suffered. Many lenders did not require borrowers to regularly submit updated
financial or property information for approved loans. Problems in the commercial loan
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portfolios were similar to those in the RTC’s residential portfolio: The loans were origi-
nated by multiple lenders, loan documents were missing, and, in some cases real estate
taxes and insurance premiums were in arrears and were not being addressed by the
lender. These characteristics, coupled with generally lower quality real estate, resulted in
the highest credit enhancement levels ever assessed by rating agencies for commercial
loan securitized pools.

The RTC began its commercial mortgage securitization program in January 1992
with its first issuance of publicly rated commercial mortgage-backed securities. The
structure that was used to issue the commercial securities was similar in many ways to
the structure that was used to issue residential securities. (See table 1.16-4.) Each trans-
action was structured as a multiclass pass-through, backed by fixed rate and adjustable
rate mortgage loans that were divided into multiple loan groups. Each of these loan
groups supported a specific class (or classes) of securities, and usually contained loans
with similar indexes or other similar characteristics. ARMs with high lifetime interest
rate floors often were grouped with fixed rate loans. The existence of several loan groups
greatly contributed to the complexity of RTC commercial mortgage transactions.

The rating agencies required large cash reserve funds to protect classes from experi-
encing losses that may result from the poor performance of their corresponding loan
groups. The cash reserves also take into consideration any losses that might be attributed
to basis-risk and, in some cases, the availability of excess interest.

To alleviate concerns about document deficiencies and uncertainty about collateral
quality, the RTC had to provide extensive representations and warranties for the com-
mercial securitizations. The representations and warranties covered most aspects of the
mortgage loans, the properties, and the documentation. In the event of a breach of any
representation or warranty, the RTC was required to cover any monetary loss or expense
incurred. In addition, the RTC could repurchase a loan that was the subject of a breach
of a representation and warranty. The RTC also provided an environmental indemnifi-
cation for each transaction. If a breach of an environmental representation and warranty
occurred, the RTC had the option of curing the related problem within 90 days’ notice
or of repurchasing the related mortgage loan at its principal balance plus interest.

Many of the early RTC transactions did not allow the servicer much flexibility to
work out delinquent loans. Later, RTC commercial mortgage transactions allowed the
servicers greater latitude to work out delinquent loans. In most of the RTC commercial
transactions, the servicing functions were divided between a master servicer and a special
servicer. The master servicer was responsible for collections and general administration
of all current loans and for those that were up to 59 days delinquent. Loans that were
more than 59 days delinquent were transferred to the special servicer, who was responsi-
ble for resolving delinquent loans and advancing loans through the foreclosure and
bankruptcy process. The special servicer was also responsible for the management of real
estate owned (REQ) properties. The addition of the special servicer was intended to
ensure that an entity was highly experienced in the workout, asset management, and
liquidation of commercial real estate. The special servicer had broad flexibility to
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Table 1.16-4

Commercial Mortgage Loan Pass-Through Certificates
Series 1992-C1

85%
Class A-1
Rating Aa2
Fixed Rate $304mm

Loan Group 1F Loan Group 1A
Fixed rate loans ARMS with 8%+ floors

85%
Class A-2
Rating Aa2
1 Month LIBOR $146mm

Loan Group 2
ARMS with various interest rates

Residual

Reserve Fund
30%
(Funded from sales proceeds)

* Payments to holders of Class B securities are subordinate to holders of Classes A-1 and A-2.
t Payments to holders of Class C securities are subordinate to holders of Classes A-1, A-2, and B.
Source: Lehman Brothers Completed Transaction Book, 1992-C1, February 1992.
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modify, waive, or amend the terms of the mortgage loans. All modifications were sub-
mitted for approval to the RTC, which had to respond to the proposal within 10 days;
otherwise, the servicer’s proposal was automatically approved. The special servicer
received fees tied to a percentage of each loan that was worked out and/or returned to
the master servicer as a performing loan. All servicers for securitization transactions had
to be approved by the rating agencies.

Initially, investors were reluctant to accept the RTC’s commercial mortgage securiti-
zation program. Most market participants remained skeptical after the first few transac-
tions. There were large numbers of delinquent loans, and minimal information was
available about transaction performance. The significant number of delinquencies was
attributable largely to servicing transfers between the prior servicer and the master ser-
vicer. During these transitions, borrowers did not know where to send their payments
and some borrowers used this situation as an excuse not to pay at all. Inaccurate infor-
mation was often transmitted between the servicers and the trustees. In many cases, the
servicers and the trustees had independent internal reporting systems. They also had
their own method for reporting delinquencies.

In response to this scarcity of information, the RTC created the Portfolio Perfor-
mance Report (PPR) to provide monthly information to investors and other market
constituents about the performance of previously issued RTC commercial mortgage
securitization transactions. This report detailed delinquency and loss information on
specific mortgage pools and was the first attempt by an issuer of commercial mortgage-
backed securities to provide monthly performance information in a standardized format.
The report became an industry standard and now is produced by most commercial secu-
ritization issuers. The RTC issued and sold $17 billion of commercial mortgage-backed
securities through 27 transactions. Although high numbers of delinquencies and losses
were initially anticipated by the rating agencies, these transactions have performed better
than expected because of the high level of prepayment activity (many loans were paid in
full before their scheduled maturity date). The successful performance of the RTC secu-
rities was a significant factor in the further development and standardization of this
market. Large commercial banks are now underwriting and originating commercial
mortgage loans specifically for securitization.

The FDIC Securitization Program

FDIC performing mortgage loans were generally sold through whole-loan sales. The
loan sales strategies used by the FDIC were usually determined on the basis of the analy-
sis of a loan sale adviser. The FDIC mortgage loans, which were acquired from hundreds
of receiverships from across the country, had disparate documentation and underwriting
criteria, and generally were considered to be nonconforming.

In 1994, the FDIC managed a large portfolio of performing commercial mortgage
loans with credit and collateral characteristics that had not been well-received in prior
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“whole loan” sales attempts. The FDIC’s loan sale adviser performed an analysis of sales
strategies for this portfolio and determined that the FDIC would maximize their value
by selling the loans through a securitization. The FDIC used a structure that was similar
in many ways to the structure used by the RTC in its securitization program. The major
difference was the mechanism for credit enhancement. The FDIC provided a limited
guarantee in the form of an interest-free demand note through the Bank Insurance Fund
(BIF). The guarantee was based on an amount determined by the credit rating agencies
to obtain investment-grade securities. In consideration for the limited guarantee, the
BIF would receive the excess interest after payment of the securities’ principal and inter-
est. The loan sale adviser compared the use of a note to a cash reserve structure and
determined that the note would be more appropriate for the FDIC because it would be
drawn upon only as needed and would provide the FDIC with potential investment
flexibility in the future. The note would also allow the FDIC to receive the entire sales
proceeds on the date of funding, rather than wait for the delayed return of funds
required to be deposited in a cash reserve fund. The FDIC felt that credit enhancement
in the form of a cash reserve was more appropriately suited to RTC’s funding and sunset
provisions than for BIF receiverships.

In August 1994, the FDIC consummated the sale of $762 million of performing
commercial real estate mortgage loans from 197 failed depository institutions in its first
securitization sale (FDIC REMIC Trust 1994-C1). The offering was well received by
the market, and investor demand resulted in the interest rates being set at lower yields
than were initially offered. The execution of the adjustable rate pool set a record, at the
time, for the tightest spread above LIBOR for this type of securitization.

On December 20, 1996, the FDIC completed its second securitization of commer-
cial mortgage loans (FDIC REMIC Trust 1996-C1). This transaction was similar in
many respects to the first FDIC commercial securitization. The FDIC sold approxi-
mately $723 million of performing mortgage loans from 180 failed depository institu-
tions by issuing ten classes of securities with an FDIC limited guarantee as a form of
credit enhancement. This transaction, like the first one, was well received by investors.

Program Overview

From June 1991 to June 1997, 72 RTC and 2 FDIC securitization transactions closed,
secured by conservatorship and receivership mortgage loans with a book value of $43.7
billion. Almost 500,000 residential, multi-family, commercial, mobile home, and home
equity loans were securitized. Credit support (both cash reserves and the FDIC limited
guarantee) required for those transactions totaled approximately $8 billion.

RTC and FDIC securities are traded in capital markets worldwide. As of June 30,
1997, outstanding securities balances had decreased approximately 65 percent to $15
billion. The most significant decrease was for single-family securitizations, for which the
amount of outstanding securities decreased by more than 68 percent (from $24.4 billion
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securities issued to $7.8 billion securities outstanding). Conversely, the credit reserves as
a percentage of outstanding securities have increased over time. For example, on the
commercial securities, the initial reserves that were required by the rating agencies aver-
aged approximately 25 percent ($3.6 billion coverage for $13.9 billion commercial secu-
rities), while the amount of credit coverage available on the outstanding securities as of
June 30, 1997 was approximately 55 percent ($2.8 billion credit support available to
cover $5.2 billion of securities). Even though the amount of actual dollars of available
credit reserves decreased, the credit support (percent of credit reserves to bond issues)
increased from the original 18.9 percent to 38 percent at June 30, 1997. Statistical infor-
mation on all RTC and FDIC securitizations is displayed in table 1.16-5.

Those securitization transactions involve 14 servicers, 4 trustees, 18 underwriters,
and 4 rating agencies. The RTC established a unit to oversee their interest as seller,
owner of the credit reserve fund, and residual holder for the outstanding securitization
transactions. This unit (which was subsequently transferred to the FDIC) oversees all of
the transaction participants by monitoring and evaluating all information related to
these transactions. They produce the Guide to RTC and FDIC Securities (Guide) which
provides details on the cash flow distributions for each transaction. The Guide is distrib-
uted monthly to more than 900 investors. In addition, the FDIC generates current pro-
files of RTC-FDIC securitization transactions that are displayed daily on the Bloomberg
Financial Network.

The most significant ongoing activity that the FDIC performs in administering
these securities is the “call termination” process. The pooling and servicing agreements
govern the servicing of the RTC-FDIC securitized transactions. Each of these agree-
ments contain “early termination” provisions that vary, but typically provide for termi-
nation of the trust when the current security balance is 25 percent, a benchmark
common in residential transactions, or 10 percent of the original security balance, typi-
cally found in commercial transactions. When the security balances reach these levels,
the trustee for the transaction is responsible for soliciting competitive bids for the
remaining collateral. This process is known as the “auction call.” To the extent that the
proceeds from a prospective auction satisfy the requirements of the termination price
(enough funds are received to purchase outstanding securities), the trustee may com-
plete the sale and retire the trust. If the bids do not satisfy the termination price, the
trustee must decline to complete the sale and will solicit competitive bids from time to
time until proceeds from the sale are sufficient to meet the termination price and to
retire the trust. Upon termination of each trust, funds remaining in the credit enhance-
ment reserves for each transaction are released to the FDIC. The FDIC, as owner of the
residual, has a vested interest in ensuring that the trustee markets and conducts the call
termination process in a manner that provides for maximum return on the remaining
collateral in the trust.

The collateral security agreements, which govern the administration of the cash
reserves, contain language that automatically allows a reduction in the reserve fund
where certain benchmarks are met, as well as at the discretion of the FDIC, if the rating
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agencies that rated the transactions confirm that, in their opinion, such a reduction
would not adversely affect the rating on the certificates. As of June 30, 1997, the negoti-
ations with the rating agencies under that alternative had resulted in the return of $709
million of credit reserve funds to the FDIC.

Program Valuation

The RTC and FDIC securitization programs have been analyzed by numerous entities.
Rating agencies, FDIC staff, and investment banks have conducted in-depth analyses of
these transactions to measure the performance of the program and to provide informa-
tion to the secondary mortgage markets. Each month, the trustee distributes a “State-
ment to Certificate Holders” to investors, rating agencies, underwriters, and the seller
(the FDIC). This statement provides information on the performance of each security
and its underlying collateral. It also includes original and current reserve fund balances;
30-, 60-, and 90-day delinquency data; foreclosure and REQ figures; prepayment infor-
mation; and realized losses. All of this information is categorized by loan group within
each transaction.

Table 1.16-5

RTC & FDIC Securitizations
As of June 30, 1997
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($in Millions)
Bond Issues Number of Loans Credit Reserves

Type and As of As of As of

number of June 30, Percent June 30, Percent June 30, Percent
transactions Original 1997  Decrease| Original 1997 Decrease| Original 1997  Decrease
Single-Family

(41) $24,351.50 $7,77420 681 399,946 168,044 58.0 $3,253.60 $2,124.90 347
Multi-Family

(11) 4,472.20 215840 517 8,385 3198 619 1,283.10 73250 429
Commercial

(18) 13,931.50 515710 630 33870 15850 532 3,596.00 2,84020 21.0
Mobile Home

(3 615.90 9060 853 39,987 16377 59.0 103.70 69.40 332
Home Equity

1) 311.49 0.00 100.0 17,600 0.00 100.0 39.40 0.00 100.0
Totals (74) $43,682.60 $15,180.30 65.2% 499,788 203,469 59.4% $8,275.80 $5,767.00 30.3%

Source: FDIC Division of Resolutions and Receiverships.
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Realized losses are the primary factor used to measure the performance of securitiza-
tions. A realized loss is the unrecoverable amount of money that is deducted from the
reserve fund after a delinquent loan is liquidated. In the RTC single-family securitiza-
tions, the master servicer is required to advance delinquent loan payments to the trustee
until the property securing the loan is foreclosed upon and then sold. In multi-family/
commercial securitizations, delinquent loan advances are funded directly from the credit
reserve. When properties securing loans are liquidated, the sales proceeds are used to pay
off the loan in full and to reimburse advances made by the servicer or through credit
reserves. Payment shortfalls are recovered from the reserve fund. (For example, a servicer
advances $30 on a loan that has remaining an outstanding principal balance [after allow-
ing for the $30 in advances] of $100. The property securing the loan is sold for $85. Of
the $85, $30 is refunded to the servicer for payment advances, and the remaining $55 is
applied to pay off the outstanding loan balance. Forty-five dollars is deducted from the
credit reserve [the amount needed to pay off the loan in its entirety]. The realized loss to
the credit reserve would thus be $45.)

In December 1991, to accurately assess the risk exposure for securitization transac-
tions, the RTC established a loss allowance for credit reserve funds for each transaction
on the basis of Moody’s actual loss experience for similar types of transactions. This
approach provided a good initial methodology for calculating realized losses. From 1992
through 1994, actual losses were compared to estimated losses; it was discovered that
loss estimates needed to be revised because Moody’s methodology had no mechanism
for changing estimates and no provision to incorporate actual loss experience. In 1994,
while reviewing losses, the RTC staff also realized that some of the earlier securitizations
would soon be subject to auction calls, and with the first early termination on the hori-
zon, the RTC needed to ensure that terminations would be executed successfully and
that the value of the residual would be maximized.

Given the importance of careful auction planning, coupled with the need to accu-
rately determine risk exposure, the RTC devised a method to project each transaction
termination date and to estimate realized losses. A model was developed to project cash
flows for each transaction using available information on prepayments, delinquencies,
defaults, and losses. It provides an estimate of credit reserve losses, termination dates,
year-by-year cash flows, reserve funds, and residual values for each securitization. The
model is run periodically using current information to generate up-to-date loss estimates
and transaction terminations. (See table 1.16-6.) The loss estimates are included in the
FDIC’s annual financial statement, which is audited by the General Accounting Office.

At the time of the closing, loss estimates for each securitization were provided by the
RTC-FDIC financial adviser and by the rating agencies. In 1994, the RTC began to gen-
erate loss estimates using the model. In May 1996, the FDIC compared actual and
expected loss estimates from the various sources. The comparison showed that the rating
agencies were extremely conservative in their estimates, when compared to estimates by
the model and the financial adviser. For example, rating agency-expected losses on the
Multi-Family Securitization Program as a percentage of unpaid principal balances
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averaged approximately 29 percent, the FDIC model loss estimates averaged 12 percent;
the financial adviser estimated losses to be 7 percent, and the actual realized losses were
approximately 7 percent. Overall, the losses and recovery rates that were initially
estimated by the rating agencies were severely overstated for the RTC-FDIC securitization
program, as shown in table 1.16-7.

Recovery Rates

Sales price, transaction expenses, realized losses, and expected residuals are factors that
are used to calculate recovery rates for the securitization program. The FDIC uses the
model to estimate losses and to value the residual on transactions that have not been ter-
minated. Actual realized losses and the residual returned to the FDIC are used to calcu-
late recovery rates for terminated securitization transactions. Interest income
(approximately $25 million per month) is not included in the valuation of the cash
reserve because the transaction trustees are directed to invest RTC cash reserve funds in
Treasury securities. Consequently, the Treasury has immediate use of the money, and no
opportunity cost is associated with the reserve funds. Estimated recovery rates for the
single-family securitizations and the multi-family/commercial securitizations that have
not been terminated are displayed in tables 1.16-7 and 1.16-8.

The RTC completed 44 single-family transactions and 27 multi-family and com-
mercial securitization transactions, as well as 1 home equity transaction. As of July 1997,
three securitizations had been terminated: one single-family, one multi-family, and one
home equity loan transaction. In each of those transactions, the call termination provi-
sion was triggered, and the trustee auctioned off the remaining loan collateral. Bids for
the collateral exceeded the outstanding security balance, thus enabling investors in the
remaining bonds to be paid in full and the remaining credit reserve and residual to be
released to the FDIC. Actual recovery rates for single-family and multi-family and com-
mercial securitizations that have been terminated are displayed in table 1.16-9.

By the time the RTC closed in December 1995, approximately $24 billion of
single-family mortgage loans were sold through the securitization structure for a gross
weighted average price of 101.3 percent of the aggregate unpaid principal loan balance.
Expenses constituted approximately 1 percent of the aggregate loan balance, thereby
reducing the proceeds received on single-family securitization transactions to approxi-
mately 100.3 percent. The FDIC model estimated realized losses, residual values, and
transaction termination dates; these figures were included to calculate net recovery rates.
As of September 1997, the estimated net recovery rate on single-family securitizations
that had not been terminated was 98.5 percent of the aggregate unpaid loan balances.

As of June 30, 1997, $17.7 billion of multi-family and commercial mortgage loans
had been securitized by the RTC and the FDIC. The FDIC continued to use securitiza-
tion after the RTC closed in December 1995. The multi-family and commercial loans
were sold through securitization for a gross weighted average price of 99.1 percent of the
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aggregate unpaid principal loan balance. Expenses on commercial securitizations are
approximately 1.5 percent of unpaid principal balances, thus reducing the proceeds
received to approximately 95.6 percent. The inclusion of realized losses (which are gen-
erally expected to be high for commercial loans) produced an estimated net recovery rate
of 90.7 percent. Expected residuals were not included in the recovery rate calculation on
commercial securitizations because of the uncertainty of losses; losses on commercial
mortgage securitization pools may occur in ways other than through loan liquidation.
Loan modifications and discounted mortgage loans may result in reserve fund deduc-
tions. In 1994, the RTC and its special servicers decided that modified or amended
mortgage loans and REO properties should be written down to their realizable value.

Table 1.16-6

Projected Final Call Dates, Reserve and Residual Values

First Ten Residential Transactions
As of March 31, 1997
($in Millions)
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91-01 6/91 $4258 2 6/11 $51.3 $00 $246 $267 $223 $44 $128 $291 20 16
91-02 7/91 5796 10 6/99 1333 844 151 338 297 41 19 192 597 376
91-03 8/91 4762 2 9/10 1286 593 67 625 594 32 184 99 17 08
91-04 8/91 4534 10 10/00 795 443 46 306 295 11 149 57 405 196
91-05 8/91 1838 2 11/08 193 6.1 21 111 10 12 48 33 01 0
91-06 9/91 6063 10 8/01 1273 604 71 598 569 29 182 10 02 01
91-08 9/91 2902 25 10/98 363 0.0 43 32 312 08 5.2 5 15 11
91-09 9/91 2117 12 8/97 175 00 175 0 0 0 26 175 27 24
91-10 10/91 2014 12 3/99 227 00 32 194 188 06 5.7 39 23 15

Source

: FDIC Division of Resolutions and Receiverships.
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Losses on modified loans generally tend to offset or are larger than the expected residu-
als; consequently, expected residuals are not used to calculate net recovery rates.

On the RTC’s single-family transactions, the recovery rates for securitizations were
higher than original estimates by loan sales advisers. The reason for this discrepancy was
that, initially, excess interest payments accelerated prepayments of the tranches in the
security, which in turn created enormous residuals. From the inception of the securitiza-
tion program through 1994, no value was given to the residuals created through securi-
tizations. After 1994, more accurate residual information was generated through the
model. The increase in the value of the residuals, combined with lower-than-expected
losses generated recovery rates that were higher than anticipated for the securitization
program overall.

Conclusion

The RTC managed the liquidation of $402.6 billion (book value) in assets. Of this
amount, approximately $193 billion (about 48 percent) represented residential, multi-
family, and commercial mortgages. More than $42 billion (almost 22 percent of the
mortgages and more than 10 percent of all of RTC’s assets) were sold through the RTC’s
securitization program. When the RTC was dissolved on December 31, 1995, only $8
billion of the original $402.6 billion in assets remained to be liquidated. The RTC’s
liquidation program was therefore deemed successful. Some of that success must be
credited to the securitization process. The securitization disposition strategy used by the
RTC created new markets with strong participants. These strategies also paved the way
for an increasing number and variety of issuers seeking convenient and expedient ways
to recapitalize “nontraditional” mortgage loans.

Although the best disposition method for single-family mortgage loans may be to
sell them directly to Fannie Mae or Freddie Mac, the majority of RTC single-family
mortgage loans were nonconforming; that is, they were not eligible for sale to the agen-
cies because of the stringent underwriting requirements demanded by Fannie Mae and
Freddie Mac. The RTC therefore needed other alternatives.

RTC securitization transactions generally have performed well. As of June 30, 1997,
of the 74 RTC and FDIC securitizations, only 3 experienced significant losses. Most of
the losses were on transactions that were composed of loans that originated from a single
institution with poor loan underwriting standards or from loans concentrated in a single
state, which, in this case, was California. Through June 30, 1997, the credit rating agen-
cies had downgraded five RTC transactions that fit into one of the previously mentioned
categories. Diversification of loan pools for securitization results in better performance
than homogenous pools from few institutions, or pools with loans located in one state.
Although the credit support presently is adequate to cover losses, future adequacy
depends on the losses sustained when the remaining assets are liquidated.
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Table 1.16-7

MANAGING THE CRISIS

Securitization is not a panacea. Market conditions and loan quality appear to be
the primary factors that need to be taken into consideration when determining the best
disposition strategy for selling mortgage loans. In general, however, it appears that
securitization was successful in helping the RTC—and to a lesser extent, the FDIC—
achieve its goals.

Credit Reserve Funds and
Expected and Actual Cumulative Realized Losses

As of March 31, 1997

($in Millions)
Estimated
Realized Losses Actual
Rating Agency Percentage of Cumulative
Credit Reserves OMB Realized Losses
Date % of Financial FDIC | % of

Transaction Issued OMB* Balance OMB Adviser Model | OMB Balance
1991-M1 8/29/91 $373.3 $130.6 35 9 15 10 $37.4
1991-M2 9/24/91 452.6 122.2 27 7 27 24 108.8
1991-M3 9/26/91 183.3 495 27 7 23 13 235
1991-M4 10/30/91 413.2 107.4 26 7 16 11 46.3
1991-M5 11/26/91 386.8 116.0 30 8 6 3 12.6
1991-M6 12/23/91 651.5 162.9 25 6 15 8 50.3
1991-M7 12/30/91 240.5 69.7 29 7 4 2 6.0
1992-M1 1/29/92 290.6 87.2 30 8 9 4 12.6
1992-M2 3/30/92 520.1 156.0 30 8 6 3 13.6
1992-M3 4/29/92 526.7 158.0 30 8 9 3 16.2
1992-M4 5/28/92 4477 120.9 27 7 6 1 55
Multi-Family $4,486.3  $1,280.4 29 7 12 7 $332.8

* Original Mortgage Balance
Source: FDIC Division of Resolutions and Receiverships.

Continued next page
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Table 1.16-7

Credit Reserve Funds and
Expected and Actual Cumulative Realized Losses
As of March 31, 1997

($in Millions)
Continued
Estimated
Realized Losses Actual
Rating Agency Percentage of Cumulative
Credit Reserves OMB Realized Losses
Date % of Financial FDIC | % of

Transaction Issued OMB* Balance OMB Adviser Model | OMB Balance
1992-C1 2/27/92 $496.6 $148.1 30 8 5 2 $9.6
1992-C2 3/30/92 370.8 107.5 29 8 11 4 133
1992-C3 4/30/92 4834 1441 30 4 8 3 15.6
1992-C4 6/30/92 936.0 280.8 30 4 6 2 16.1
1992-C5 7/30/92 8844 2471 28 4 7 2 184
1992-C6 9/30/92 823.1 246.9 30 5 10 7 54.7
1992-C7 9/29/92 892.8 259.2 29 8 9 4 338
1992-CHF 10/29/92 1,464.7 260.9 18 3 8 2 313
1992-C8 11/24/92 863.8 196.9 23 4 9 1 10.0
1993-C1 1/28/93 969.7 193.9 20 4 6 1 130
1993-C2 3/30/93 723.6 166.4 23 4 4 2 131
1993-C3 12/21/93 4457 111.8 25 4 4 2 6.9
1994-C1 9/29/94 1,139.0 296.1 26 4 4 0 31
1994-C2 11/29/94 829.6 199.1 24 4 4 1 6.2
1995-C1 6/27/95 850.5 136.1 16 3 8 0 0.1
1995-C2 12/21/95 326.6 88.2 27 5 11 0 0
FDIC 1994 -C1  8/18/94 762.3 2477 32 18 4 0 34
Commercial $13,262.6  $3,330.8 25 5 7 2 $248.6
Totals $17,748.9 $4,611.2 26% 6% 8% 3% $581.4

* QOriginal Mortgage Balance
Source: FDIC Division of Resolutions and Receiverships.
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Table 1.16-8

Estimated Securitizations
All-In Recovery Rate
As of September 30, 1997

MANAGING THE CRISIS

($in Millions)

Line Single-Family  Multi-Family

1 Initial Mortgage Loan Balance $24,334 $18,470

2 Gross Cash Proceeds 24,659 18,305

3 Credit Reserve Fund (initial) 3,079 4,879

4 Issuance Expenses 232 272

5 Net Cash at Closing 21,348 13,154
(line 5 equals line 2 minus [line 3 + line 4])

6 Residual 140 38

7 Credit Reserve Fund Release 2,490 3,576

8 Total Cash Proceeds $23,978 $16,768
(line 8 equals line 5 + line 6 + line 7)

9 All-In Net Recovery Rate 98.5% 90.7%

(line 9 equals line 8 divided by line 1)

Note: Residual estimates were present valued and discounted back to the transaction date.

Source: FDIC Division of Resolution and Receiverships.
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Table 1.16-9

Actual Terminated Transactions

All-In Recovery Rate
($in Millions)

Line

Single-Family
RTC 1991-7

431

Multi-Family
RTC 1991-M7

Date of Termination

1 Initial Mortgage Loan Balance
2 Gross Cash Proceeds
3 Credit Reserve Fund (initial)
4 Issuance Expenses
5 Net Cash at Closing
(line 5 equals line 2 minus [line 3 + line 4])
6 Residual
7 Credit Reserve Fund Release
8 Total Cash Proceeds
(line 8 equals line 5 + line 6 + line 7)
9 All-In Net Recovery Rate

(line 9 equals line 8 divided by line 1)

February 25, 1997
$863.4
863.4
1740
6.5
682.9

241
161.6
$868.6

100.6%

June 25, 1997
$240.5
240.7
69.7
4.0
167.0

7.8
534
$228.2

94.9%

Note: Residual estimates were present valued and discounted back to the transaction date.

Source: FDIC Division of Resolution and Receiverships.
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