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THE 1995 ANNUAL REPORT
OF THE
THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
AND THE
RESOLUTION TRUST CORPORATION

On August 9, 1989, the Financial Institutions Reform, Recovery, and
Enforcement Act (FIRREA) was signed into law. FIRREA was the federal
government’s response to the acute and massive financial crisis of the savings and
loan industry and the Federal Savings and Loan Insurance Corporation (FSLIC),
the industry’s deposit insurer. The Act’s purpose was to restore the public’s
confidence in the thrift industry and to ensure a safe and stable system of
affordable housing finance through major regulatory reforms, strengthened capital
standards, and safeguards for the disposal of recoverable assets.

A key component of this comprehensive reform effort was the creation of
the Resolution Trust Corporation (RTC) to close or sell the failed savings and
loan associations transferred to it by the industry’s new regulator, the Office of
Thrift Supervision (OTS), and to sell the remaining assets. Although the RTC
was an instrumentality of the Federal government, it was designated as a "mixed
government corporation,” which meant it was not subject to some normal
constraints and controls of Federal government departments and agencies.
FIRREA also created the "Oversight Board" to oversee the RTC and its use of
taxpayer funds.'

Under subsequent legislation, the primary role of the Oversight Board was
to review the overall strategies, policies, and goals of the RTC and to approve,
prior to implementation, RTC financial plans, budgets, and periodic financing
requests.

This report recounts the activities of the Oversight Board and the RTC
during 1995. The document is in three sections: Part I is the 1995 Annual
Report of the Thrift Depositor Protection Oversight Board; Part II is the 1995
Annual Report of the RTC; and Part III is the Comptroller General of the United
States Report on the Audit of the RTC’s 1995 and 1994 Financial Statements.

' With passage of the RTC Refinancing, Restructuring, and Improvement Act of 1991,
the Oversight Board’s name was changed to the Thrift Depositor Protection Oversight
Board. The names are used interchangeably in this report.
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BACKGROUND

The RTC Completion Act provided final funding for the RTC and, among
other things, moved its termination date from December 31, 1996, to December
31, 1995. At termination, the RTC’s remaining assets and liabilities were to be
transferred to the FSLIC Resolution Fund, which is managed by the FDIC.

As the RTC worked toward its closing in 1995, the Oversight Board and
its Audit Committee closely monitored transition plans. In this regard, the
Oversight Board reviewed all transition documents, including the July 1
FDIC/RTC Transition Task Force report to Congress. These evaluations of Task
Force activities were conducted to ensure that transition decisions had no adverse
impact on the RTC’s operations in 1995.

The Oversight Board’s Audit Committee held five meetings, focusing on
the importance of the RTC’s maintaining strong internal controls during the
transition and receiving reports and presentations from senior officials of the
RTC, the RTC Inspector General (IG), the Office of Contractor Oversight and
Surveillance (OCOS), the FDIC, the OTS, and the General Accounting Office
(GAO), including the Comptroller General.

Members of the Oversight Board also discussed the transition with the
Congress, as the Board appeared before the Senate Committee on Banking,
Housing, and Urban Affairs and the General Oversight and Investigations
Subcommittee of the House Banking Committee during 1995.

MEMBERS

In 1995, the Thrift Depositor Protection Oversight Board consisted of seven
members. They were: Treasury Secretary Robert E. Rubin, who served as
Chairperson; Alan Greenspan, Chairman of the Board of Governors of the
Federal Reserve System; Ricki Helfer, Chairman of the Board of Directors of
the FDIC; John E. Ryan, Acting Chief Executive Officer (CEO) of the RTC;
Jonathan L. Fiechter, Acting Director of the OTS; and independent members
Robert C. Larson, Chairman of the Taubman Realty Group, and Herbert F.
Collins, Chairman of the Board of Boston Capital Partners, Inc.

Several of these members were new to the Oversight Board in 1995.
Chairman Rubin was named Secretary of the Treasury in January of that year,
replacing Lloyd Bentsen, who had retired from the Cabinet in December 1994.
Mrs. Helfer had been appointed Chairman of the FDIC in October 1994. Mr.
Larson also had joined the Board the previous October -- for a second time, as
he had served as an independent member from 1990-1993 under the Bush
Administration. The Oversight Board’s second independent member, Mr. Collins,
was appointed on August 14, 1995.

Federal Reserve Bank of St. Louis
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MEETINGS

The Thrift Depositor Protection Oversight Board was required by the RTC
Refinancing, Restructuring, and Improvement Act of 1991 to hold at least six
meetings a year that were open to the public. During 1995, the Oversight Board
held open meetings on March 13, April 24, July 17, September 18, October 18,
and December 4. Each was followed by a closed meeting.

Topics Addressed

At each of the Oversight Board’s open sessions, remarks were given by the
Chairman and the Executive Director, as well as by the Acting CEO of the RTC.
The Board also periodically received recommendations and reports from the
National Advisory Board and the Affordable Housing Advisory Board.

At each of its closed meetings, the Oversight Board received detailed
management reports from the Acting CEO of the RTC. Many of these reports
included discussions of transition planning, particularly as it related to ongoing
operations of the RTC. The Oversight Board also received reports from
representatives of the GAO and the RTC IG on relevant activities in their offices.

During 1995, the Oversight Board focused on several key aspects of RTC
operations in its closed meetings. Topics included: the findings and
recommendations of the Audit Committee and other audit-related issues; activities
of the RTC/FDIC Transition Task Force; the RTC Standard Asset Management
and Disposition Agreement program; RTC sales of subsidiaries; environmentally
impacted properties in the RTC portfolio, and the amount of reserves and
contingency funds necessary to be transferred at the transition. The Oversight
Board also discussed the RTC receivership termination program, with Board staff
providing a detailed presentation on this issue.

Actions Taken
Among specific actions taken at its closed meetings, the Oversight Board:

o approved additional financing for the RTC;

) reviewed the RTC’s quarterly budget reports, financial operating plans, and
operating expense budgets, with the Corporation providing detailed
information on its budget variances, loss fund usage, business plan
improvements, resolutions of minority thrifts and acquisitions of offices by
minority institutions, and progress in implementing information systems;

o approved the reallocation of funds among certain categories of the RTC’s
1995 Non-Interest Expense Budget;

) reviewed RTC Business Plan Quarterly Performance Reports;
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o reappointed and appointed members of the Regional Advisory Boards;

0 made appointments to the Directorate of the Resolution Funding
Corporation; and

0 adopted a resolution commending the RTC.
Key Decisions

Final RTC Fundin

An important issue related to the transition was the amount of RTC
reserves and contingency funding needed for losses arising after the RTC’s sunset.
On October 18, 1995, when the Oversight Board authorized its Executive Director
to release $556 million of such funding to the RTC.

The Oversight Board’s approval came after discussions that spanned two
meetings and the submission of a comprehensive analysis of perceived needs by
a joint FDIC/RTC Task Force on RTC Reserves and Contingency Funding (Task
Force). The Task Force, co-chaired by the FDIC and the RTC, was composed
of staff from various divisions of both agencies.

The Task Force analysis provided details regarding items subject to
economic variation, such as assets in liquidation, securitizations, representations
and warranties, impaired investments, and operating expenses. It also covered
items subject to non-economic variation, such as litigation recoveries and losses,
environmental property remediation, payments to receivership creditors, advances
to subsidiaries, discovered liabilities, and miscellaneous accounts receivable.

After initial discussions, the Task Force also supplied the Oversight Board
with materials providing detail on extraordinary items, an update on developments
that had occurred between the two meetings, procedures for monitoring reporting,
and comments concerning the FDIC’s return of funds to the Treasury. These
reports were presented to the Board by Barry Kolatch, RTC Vice President for
Planning, Research and Statistics, and William Longbrake, FDIC Deputy to the
Chairman for Finance and Chief Financial Officer (CFO).

The Oversight Board’s decision to approve the $556 million for reserves
and contingency funds was guided by the results of the extensive work of the
Task Force. That work included valuations of major balance sheet items under
differing scenarios and a recommendation that the Oversight Board accept the
projections provided in the "very pessimistic" scenario.

Staff Budget

Also on October 18, the Oversight Board approved a budget for its staff,
providing funding for up to nine months of operation. The approval of this

4
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budget was the culmination of extensive discussions of the Oversight Board’s post-
RTC reporting duties and a detailed workload analysis provided by Board staff.

FINANCES AND STAFFING

The Oversight Board operates on an October through September fiscal-

year basis. By resolution adopted on September 20, 1994, the Board authorized

$5 186,680 for all expenses of the Oversight Board for the fiscal year 1995 ended

September 30, 1995. The actual obligations of the Oversight Board for that

period were $4 115,743. As noted previously, on October 18, 1995, the Board

authorized $3, 681 503 for all expenses of the Oversight Board until June 30,
1996, at which time its staff offices were scheduled to close.

An audited statement of Oversight Board obligations incurred for the fiscal
year ended September 30, 1995, is included with Part I of this report as Appendix
A. The statement includes the expenses of the National Advisory Board, the
Affordable Housing Advisory Board, and the Regional Advisory Boards.

As of December 31, 1995, the Board had 22 full-time employees, a
decrease from 31 on December 31, 1994. A listing of the Oversight Board staff
as of December 31, 1995, is included with Part I of this report as Appendix B.

AUDIT COMMITTEE

The RTC Completion Act required the Oversight Board to establish an
Audit Committee (the Committee) to monitor RTC internal controls, findings of
audits by the RTC Inspector General (IG) and the General Accounting Office

- (GAO), RTC responses to such audit findings, and RTC financial operations. The
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Committee worked closely with the GAO and the IG, regularly reporting its
recommendations and findings to the Oversight Board.

The Oversight Board chartered the Committee in November 1994, naming
Board member Robert Larson as its chairperson. Chosen by the Oversight Board
to serve as members of the Committee were Jonathan Fiechter, Acting Director
of the Office of Thrift Supervision (OTS), and Frederick M. Struble, Associate
Director of the Banking Supervision and Regulation Division for the Board of
Governors of the Federal Reserve System. Administrative support for these
meetings was provided by the staff of the Oversight Board.

The Committee fulfilled its mandate under the RTC Completion Act and
met five times in 1995, convening in January, April, June, September, and
November. It received reports and presentations from senior officials of the
RTC, FDIC, OTS, RTC IG, RTC Office of Contractor Oversight and
Surveillance (OCOS), and GAO, including the Comptroller General.

During 1995, the Committee emphasized the importance of the RTC
maintaining strong internal controls during the transition. The Committee also
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addressed transition planning as it related to audit matters, as well as the
sufficiency of RTC financial reserves. In April, the group focused priority
attention on the RTC’s response to the findings and recommendations of auditors
by reviewing IG audits of legal billings with unresolved management decisions.

In early 1995, the Committee took the following actions:

o requested that the RTC provide regular reports to track the RTC’s progress
in eliminating the backlog of unresolved management decisions and to
highlight any systemic or recurring problems;

0 requested that the RTC develop a process to prioritize its response to audit
findings to expedite the resolution of outstanding issues;

) asked the RTC and IG to address and resolve a difference of opinion
regarding RTC contracting policies and procedures for legal services, since
a number of unresolved management decisions involved policy and
procedure differences rather than real cost and recoveries; and

0 reviewed the procedures and minutes of the RTC Audit Resolution
Committee to ascertain RTC procedures to address unresolved issues
between management and the auditors.

In response to these Committee actions, the RTC established task forces
and project teams specifically charged with audit resolution, reassigned many
RTC employees to audit follow-up activities after completing their regular duties,
and developed an audit "triage process" - or targeted application of resources -
to address findings that merited immediate attention.

In a June 5 report to the Oversight Board, the Committee noted that
improvements had been made in the RTC’s audit follow-up and internal controls;
a review of outstanding audit issues did not point to the existence of identifiable
systemic problems; the GAO had removed the RTC from its High Risk List; and,
according to the IG, the accomplishment of management reforms and RTC
operations were "going well.”

Presenting its final report at the December meeting of the Oversight Board,
the Committee said it had reviewed the RTC/FDIC internal control certification
plan to help ensure a seamless transition of financial operations. The Committee
also stressed the importance of the RTC insuring adequate staffing during
transition in the areas of asset disposition and contractor oversight, as well as
providing the FDIC with the best information available for RTC assets, liabilities,
and procedures. The report also included recommendations and suggestions for
the FDIC in its assumption of responsibilities for certain surviving RTC matters.

Copies of both Audit Committee reports to the Oversight Board are
included with Part I of this report as Appendices C and D.
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CONGRESSIONAL HEARINGS

The Oversight Board made two appearances before the Congress in 1995.
On May 16, the Executive Director and Board members appeared before the
General Over31ght and Investigations Subcommittee of the House Banking
Committee -- the Board’s first appearance before the Committee since 1993. On
June 20, they testified before the Senate Committee on Banking, Housing, and
Urban Affairs.

At both hearings, Chairman Rubin discussed the tremendous change the
RTC was undergoing as a result of transition planning, field office closings, and
staff reductions. He also reported that total actual loss funds used by the RTC
were expected to be in the range of $87 billion to $95 bxlhon a figure that, in
terms of early estimates, "should be viewed as a success." The Chairman said
the RTC had accomplished a great deal, fulfilling the government’s guarantee of
deposit insurance to millions of Americans, while at the same time undertaking
the largest asset liquidation in the nation’s history and contributing more than
100,000 units to the national goals for affordable housing.

Oversight Board member and FDIC Chairman Ricki Helfer also testified,
providing the perspective of the FDIC on the statutorily mandated, orderly
transfer of the remaining operations of the RTC to the FDIC.

In_addition, Board members answered legislators’ questions regarding
ongoing RTC activities and transition plans, including follow-up inquiries sent
after the hearings.

ADVISORY BOARDS

In 1995, the Oversight Board administered six Regional Advisory Boards,
the National Advisory Board, and the Affordable Housing Advisory Board.

Regional Advisory Boards

FIRREA required the Oversight Board to establish six Regional Advisory
Boards to provide information and advice to the RTC on policies and programs
for the sale or other disposition of real property assets of the RTC. The five-
member panels, which completed their service in December 1995, were comprised
of prominent citizens of the regions who represented the views of low- and
moderate-income consumers and small businesses or who had knowledge and
expertise regarding business, financial, or real estate matters.

National Advisory Board
The National Advisory Board (NAB) was mandated by FIRREA to provide

information to the Oversight Board regarding policies and programs for the sale
or other disposition of real property assets held by the RTC. The NAB consisted
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of a Chairperson appointed by the Oversight Board and the Chairpersons of the
six regional boards. The national panel’s recommendations were conveyed to the
Oversight Board in open session through formal presentations by the NAB
Chairperson.

From December 17, 1993, to December 31, 1995, the NAB was chaired
by Ira D. Hall, IBM Director of International Operations for International
Business Machines. Mr. Hall’s service was marked by recommendations that
sought greater equity in the disposition of RTC assets and institutions.

During this period, the NAB encouraged minority acquisitions of
institutions in predominantly minority neighborhoods and closely monitored
implementation of the RTC Small Investor Program and the disposition of
environmentally significant properties. The NAB also monitored RTC transition
planning, especially as it concerned the transfer of the RTC Affordable Housing
Disposition Program to the FDIC. Mr. Hall worked closely with the Affordable
Housing Advisory Board, attending one of the panel’s meetings and forwarding
to it the NAB’s affordable housing recommendations.

Affordable Housing Advisory Board

In 1993, the Oversight Board took the lead in establishing the Affordable
Housing Advisory Board (AHAB), which was mandated by the RTC Completion
Act. The AHAB was charged with providing advice to the Oversight Board and
the FDIC Board of Directors on policies and programs related to the provision of
affordable housing, including the operation of affordable housing programs. It
also was to review the plan for unification of the RTC and FDIC affordable
housing programs.

The AHAB, which is to function until September 30, 1998, is chaired by
the Secretary of the Department of Housing and Urban Development (HUD).
AHAB’s members are the Chairman of the Oversight Board, or the Chairman’s
delegate; the Chairman of the FDIC Board of Directors, or the Chairman’s
delegate; four persons appointed by the Secretary of HUD to represent the
interests of individuals and organizations involved in using affordable housing
programs, and two persons who were members of the former National Housing
Advisory Board, which provided advice to the Oversight Board on the RTC
affordable housing program. In 1995, the Oversight Board Executive Director
served as Oversight Board Chairman Rubin’s delegate to the AHAB.

Advisory Board Activities in 1995
Affordable Housing Advi
The Affordable Housing Advisory Board (AHAB) met four times in 1995.

Each two-day meeting included a planning session. On February 9-12, it met in
Denver; on April 11-12, the AHAB met in Washington, D.C.; on September 20,
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it met in Chicago, and on December 6, the AHAB met in Arlington, Virginia.
Among the recommendations it presented before the Oversight Board, the AHAB:

0 urged the FDIC and the RTC to examine all options for operating an
affordable housing program without a Congressional appropriation, with
any resulting program preserving the best practices of the RTC and being
consistent with the FDIC CFO’s cost analysis undertaken at the request of
the FDIC Chairman;

o urged that the RTC and FDIC staffs draft authorization language that would
enable the FDIC’s Affordable Housing Program to continue beyond
September 30, 1995;

0 urged the FDIC aggressively to seek Congressional funding for the FDIC
Affordable Housing Program; and

0 encouraged the FDIC to study the feasibility of increasing the number of
affordable housing properties sold using its existing appropriation.

On September 29, the AHAB submitted its Annual Report to the Senate
and House Banking Committees, the FDIC, the RTC, and the Oversight Board,
pursuant to Section 14(b)(7) of the RTC Completion Act and the AHAB’s charter.
The report was prepared with the assistance of Oversight Board staff.

Regional Advi B

In 1995, staff of the Oversight Board coordinated the last four series of
meetings of the Regional Advisory Boards (RABs).

o From January 18 to February 2, the RABs held their 19th series of
meetings in the cities of New York, Miami, Seattle, New Orleans,
Phoenix, and San Bernardino.

o From March 2 to April 7, the RABs held their 20th series of meetings in
the cities of Boston, Charlotte, Milwaukee, Austin, Albuquerque, and San
Francisco.

0 From June 20 to July 28, the RABs held their 21st and 22nd series of
meetings in the cities of Philadelphia, Nashville, Chicago, Dallas, Denver,
San Diego, and Washington.

Although the RABs did not officially end their service until December 31,
the members compressed their 1995 meeting schedule to ensure that the RTC had
time to consider all their recommendations prior to its closure. Board members
also wanted to be available for any questions RTC staff might have regarding
those recommendations. In addition, the regional members and NAB Chairman
Hall needed time to create and refine a comprehensive final report.
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In other 1995 action related to the RABs, the Oversight Board:

0 on March 28, approved the appointments of a new Chairperson and
member for the Region 4 panel;

o on July 17, reappointed those RAB members whose terms expired
August 8, 1995, thereby enabling the Chairpersons and Acting
Chairpersons to attend the final meetings of the NAB; and

o on August 9, renewed the charters of the RABs, as well as the NAB, and
filed them pursuant to Federal Advisory Committee Act requirements.

A listing of all RAB members as of December 31, 1995, is included with
Part I of this report as Appendix E.

The National Advi B

The National Advisory Board (NAB) met four times in 1995 to hear the
reports of the Chairpersons of the Regional Advisory Boards (RABs) and to
formulate recommendations to be presented to the Oversight Board. Meetings
were held on February 16, May 31, September 8, and October 18. All sessions
were held in Washington, D.C.

Among the dozens of advisory board recommendations presented by NAB
Chairman Hall in open meetings of the Oversight Board were proposals regarding
environmentally significant and environmentally impacted properties in the RTC
asset portfolio; RTC properties with special covenants and easements; and a
number of issues regarding the RTC’s Affordable Housing Disposition Program.

On October 18, the NAB and RABs presented their report, "The Role of
Citizen Advisory Boards in the Federal Government’s Resolution of the S&L
Crisis," to the Oversight Board at its open meeting. The 75-page report was
prepared by members of the advisory boards with the assistance of Oversight
Board staff.

In his remarks before the Oversight Board, NAB Chairman Hall said:
"The advisory board members, who came from several different, yet related
business disciplines, provided the necessary local insight into the various markets
in which RTC had to operate. Consequently, the knowledgeable and informed
guidance the Oversight Board and the RTC gleaned from the advisory boards’
recommendations was extremely valuable in determining the best methods of sale
for RTC’s wide-ranging asset inventory."

Among the boards’ significant recommendations, Mr. Hall said, were their
input into the creation and enhancement of RTC initiatives such as seller
financing, securitization, auctions, the Small Investor Program, affordable housing
sales, and minority acquisitions of thrifts in predominantly minority
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neighborhoods. The boards also were integral to improvements in RTC
information systems and contracting processes, he noted.

Discussing "lessons learned,” Mr. Hall said the resolution of the savings
and loan crisis shows that "the government can successfully combine social goals
with asset disposition,” as evidenced by the RTC’s success in selling more than
104,000 units of affordable housing to low- and moderate-income Americans
nationwide. In addition, he said, the RTC experience shows that "a system of
citizen advisory boards is essential to ensure public input where such a large
amount of public funds is involved. Thrifts failed in almost every state in the
nation in the 1980s and 1990s, and there was a potential for impact on real estate
sales throughout the country. The advisory boards provided a forum in the
regions thai( kept close watch on this situation, as well as many other aspects of
RTC’s work."

The report was praised by Oversight Board Chairman Rubin, who called
it "a fitting end" to the advisory boards’ service. Following the Oversight Board’s
open meeting, Chairman Rubin presented individual certificates of appreciation to
Mr. Hall and the advisory board members in attendance.

RESOLUTION FUNDING CORPORATION

The Resolution Funding Corporation (RefCorp) is a mixed-ownership
government corporation established by FIRREA, and its purpose is to issue and
service $30 billion in bonds, the proceeds of which were used to partially finance
the RTC. The RefCorp is subject to the direction of the Oversight Board.
RefCorp-related Oversight Board activities in 1995 included the following:

) On January 4, the Executive Director and Oversight Board staff met with
the Managing Director and staff of the Federal Housing Financing Board
(FHFB) and the President of the Federal Home Loan Bank (FHLB) of San
Francisco and communicated by conference call with outside counsel of
the FHLB of San Francisco to discuss and enlarge upon the Executive
Director’s letter to the FHFB of December 30, 1994. The letter concluded
that materials submitted to the Executive Director by the FHFB on
December 15, 1994, would not support a determination by the Oversight
Board, pursuant to 12 U.S.C. 1441b(f)(2)(B)(i), that proceeds received
from receiverships by the RTC in 1995 would be in excess of funds
-necessary for resolution costs and should be applied to the payment of
interest on RefCorp obligations.

0 On March 10, the Deputy General Counsel of the Oversight Board

provided a detailed legal reply to the FHFB’s December 15, 1994, letter
regarding the proposed use of 1995 receivership proceeds of the RTC for
1995 payments of interest on RefCorp obligations.
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o On March 22, the Executive Director of the Oversight Board, acting under
delegated authority, approved the projections of the Directorate of the
RefCorp of funding of interest payments on the Corporation’s obligations
for the period April 1995 through January 1996.

o On June 16, the Executive Director of the Oversight Board, acting under
delegated authority, approved the projections of the Directorate of the
RefCorp of funding of interest payments on the Corporation’s obligations
for the period July 1995 through April 1996.

0 On June 30, the Executive Director of the Oversight Board submitted the
annual report of the Oversight Board on the RefCorp for calendar year
1994 to the President and the Congress, as required by 12 U.S.C.
1441b(1).

) On September 18, the Oversight Board appointed the President of the
Federal Home Loan Bank of Dallas as a member of the Directorate of the
RefCorp for a three-year term and appointed the President of the Federal
Home Loan Bank of Seattle as Chairperson of the Directorate.

o On November 15, the Executive Director of the Oversight Board, acting
under delegated authority, approved the 1996 budget of the RefCorp.
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BACKGROUND

As of January 1, 1996, the membership of the Oversight Board was
reduced to three persons: the Secretary of the Treasury, the Chairman of the
Board of Governors of the Federal Reserve, and the Secretary of the Department
of Housing and Urban Development (HUD).

FINAL REPORTS

Though most of its RTC-related duties would terminate on December 31,
1995, the Oversight Board in 1996 was charged with fulfilling a number of
statutory reports and other requirements. These included:

) evaluation of Congressionally required audits of the RTC;

) transmittal to the Congress of the audited financial statements of the RTC
for its last fiscal year (calendar year 1995);

0 completion of the final semiannual report and semiannual appearance before
the Congress, covering the RTC’s last three months of operations;

o completion of a joint annual report of the RTC and the Oversight Board,
providing a full report of their respective operations, activities, budgets,
receipts and expenditures for calendar year 1995;

0 completion of a final report on the use of loss funds by the RTC required
under §28 of the RTC Completion Act by the Chairman of the Oversight
Board to the Senate and House Banking Committees; and

) continuation of service by the Chairman of the Oversight Board, or
delegate, as a non-voting member of the Affordable Housing Advisory
Board.

Given the nature of the required reports, it was deemed appropriate to keep
Oversight Board staff offices open for the first half of 1996 to allow for the filing
of reports due June 30, 1996, and any delays in the receipt of data from RTC
computer systems and the final GAO audit of RTC financial statements.

The Chief Financial Officer of the RTC had reported to the Oversight
Board Audit Committee in 1995 that the information necessary for the GAO audit
likely would be provided later than usual because, as it was a final report, the
RTC’s Vice Presidents wanted to be certain to capture all data in their
submissions. The GAO had concurred with this plan. Thus, it was deemed likely
that Oversight Board staff could not complete all legislatively mandated reports
before late June 1996.

13
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RESOLUTTON FUNDING CORPORATION

Following completion of its RTC-related duties and the closing of its staff
offices, the Oversight Board is to continue on to oversee the Resolution Funding
Corporation (RefCorp).

Although RefCorp accomplished its basic purpose of issuing $30 billion in
obligations to obtain and provide funds for the RTC, there remain certain
statutory caretaker duties for the Oversight Board during the remaining life of
RefCorp. They are:

) recurring appointment of two members of the RefCorp Directorate and
selection of its Chairperson;

0 determination of the assessment of the FHLBanks for RefCorp’s
administrative expenses;

o issuance of regulations, orders, and directions as necessary for the
operations of RefCorp; and

o submission to the Congress and the President of an annual report on the
operations of RefCorp, and approval of projected funding for the payment
of interest on RefCorp obligations.

Upon dissolution of RefCorp, which is to occur as soon as practicable after
the maturity and full payment of its obligations (approximately in the year 2030),
the Oversight Board is to exercise any power of RefCorp necessary to settle and
conclude RefCorp’s affairs.
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TRANSITION
Background

When the RTC Completion Act was enacted on December 17, 1993, the
RTC had approximately 6,000 employees who were engaged in a wide variety of
complex functions. Downsizing the RTC in anticipation of its sunset at the end
of 1995 and transferring assets, personnel, and operations from the RTC to the
FDIC was an enormous undertaking that required considerable coordination
between the two agencies.’

The joint FDIC/RTC Transition Task Force (Task Force) was established
on February 25, 1994 to comply with section 6 of the RTC Completion Act. The
statute directed the Task Force, "to facilitate the transfer of the assets, personnel,
and operations of the RTC to the FDIC or the FSLIC Resolution Fund in a
coordinated manner." The five specific duties of the Task Force were to:

o examine the operations of the FDIC and the RTC to identify, evaluate, and
resolve differences in those operations to facilitate an orderly merger;

0 recommend transition procedures to be followed by the FDIC and the RTC
that will promote coordination between the corporations before sunset and
an orderly transfer of asset, personnel, and operations;

0 recommend which of the management, resolution, or asset disposition
systems of the RTC should be preserved for use by the FDIC;

0 evaluate the management enhancement goals applicable to the RTC under
section 21A(p) of the Federal Home Loan Bank Act (FHLBA) and
recommend which should apply to the FDIC; and

0 evaluate the management reforms applicable to the RTC under section
21A(w) of the FHLBA and recommend which should apply to the FDIC.?

Functional Task Groups
and Specialized Committees

Throughout the transition process, the Task Force relied heavily upon the
collaborative efforts of staff from both the FDIC and the RTC in formulating its

*  The Completion Act also shortened by one year the life of the RTC. This resulted in
a larger than anticipated share of the RTC’s workload being transferred to the FDIC.

*  Federal Deposit Insurance Corporation, Final Report on the FDIC/RTC Transition,
submitted to the U.S. House of Representatives Committee on Banking and Financial
Services and the U.S. Senate Committee on Banking, Housing, and Urban Affairs;

p. 3, (FDIC, December 29, 1995).
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recommendations. The Task Force’s recommendations reflected, for the most
part, a consensus between FDIC and RTC senior managers.

To facilitate the participation of both FDIC and RTC staff in transition
planning within their particular areas of expertise, the Task Force established the
functional task groups and specialized committees listed below. These task groups
and committees provided recommendations to the Task Force on a wide variety
of transition issues, and the functional task groups were subsequently responsible
for overseeing the implementation of those recommendations.

Functional Task Gr

asset management and sales resolutions
research and statistics finance
executive secretary legal
corporate communications contracts

legislative/government affairs

corporate ombudsman

corporate/administrative services

minority and wdmen’s programs and
equal employment opportunity

ializ mmi

personnel policy

legal policy

accounting and budget policy

communications

information systems
Inspector General

contractor oversight
and surveillance

personnel

internal controls
facilities planning
best practices review

systems review

Transfer of Assets, Personnel, and Operations to the FDIC

One of the Task Force’s primary responsibilities was to recommend to the
FDIC and the RTC procedures that would promote an orderly transfer of RTC
assets, personnel, and operations, both prior to and at sunset. These
recommendations were made jointly to the RTC and the FDIC and were
documented in a series of joint FDIC/RTC memoranda.
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These recommendations addressed the implementation of procedures to
facilitate pre-sunset coordination, the establishment of personnel policies and
procedures, the early transfer of some RTC functions to the FDIC, and the
placement of RTC functions within the FDIC’s organizational structure. Their
implementation was largely completed by December 31, 1995.

Best Practices, Management Goals/Reforms, and Automated Systems

A very important statutory responsibility imposed on the Task Force by the
RTC Completion Act was to "examine the operations of the FDIC and the RTC
to identify, evaluate, and resolve differences in those operations to facilitate an
orderly merger." The Task Force provided the FDIC with recommendations
dealing with the post-sunset adoption of RTC best practices and management
goals/reforms. It also provided the Secretary of the Treasury recommendations
on the transfer of selected RTC automated systems to the FDIC. In December
1995, The FDIC reported that it had accepted all of the Task Force’s
recommendatlons and their implementation was in process.*

Best Practices

In addition to the eight management enhancement goals and 21 management
reforms that had been statutorily imposed upon the RTC, 76 operating differences
were considered to be significant enough to warrant formal review. The Task
Force recommended that 50 RTC best practices be preserved for use by the
FDIC. Seventeen of them pertained to asset management and sales, four to
various legal functions, nine to accounting and financial management, twelve to
contracting, and five to the minority and women’s contracting program. The
remaining three affected practices in other areas.

Management Goals/Reforms

A process similar to that used in reviewing RTC best practices was used
to evaluate the eight management goals and 21 management reforms. The Task
Force did not attempt to determine whether the FDIC was already in compliance
with a particular goal or reform; rather, it sought to determine whether any
particular goal or reform should be embraced.

Automated Systems

The RTC Completion Act required the Task Force to recommend to the
Secretary of the Treasury which RTC automated systems should be preserved for
use by the FDIC, and the recommendations were submitted on July 31, 1995.
The Secretary of the Treasury concurred in all of the Task Force’s automated
system recommendations, and the FDIC was required to continue to use such

‘* Ibid., p. 4.
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systems as long as they were efficient and cost effective.’ The systems fell into
the following three broad categories.

) Nineteen systems were transferred to the FDIC for its general use:
o Affordable Housing Disposition Program Compliance Monitoring
System

o Audit Management Tracking System

o Asset Tracking and Reporting System

o Correspondence Control Manager

o Collection Policy System

o Conflicts Tracking System

o Derived Investment Value System

o Document Management System

o National Asset Sales Calendar

o National Employee Ethics Tracking System
o Office of Contractor Oversight and Surveillance Status System
o Pension Tracking System

o Professional Liability Section Case Tracking System

o Records Management Tracking System
o Reading Room Information Tracking System
o Seller Financing System

. Subsidiary Information Management System

o Office of Contractor Oversight/Surveillance Investigations Tracking

System
. Warranties and Representations Account Processing System
S Ibid., p. 16.
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0 Twenty-two systems were transferred to the FDIC for use until RTC-
related work is completed:

o Automated Grouping System/Automated Payout System

o Asset Manager System

o Asset Management Disposition Agreement Activity Report
J Book to Bank Reconciliation System

o Claims Administration Reserves Account Tracking System
o Contracting Activity Reporting System

o Contractor Conflicts System

o Creditor Claims Tracking System

o Corporate Information System

o Funds Tracking System

o Invoice Processing System

o Liability Dividend System

o Master Access Control System

o Mega-Portfolio Bid Tracking System

. Management Reporting System

o Minority and Women Owned Business Certification Database
o Principal Tracking System

o Real Estate Owned Management System

o Review Information and Oversight Tracking System
o Seller Financing System, Commercial and Multi-Family
o Thrift Investigation Management System

o RTC Caseload Management/UNIVERSE Database System
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0 Eight systems are to run concurrently with corresponding FDIC systems
until studies of future needs or new systems development projects are
completed:

° Computer Resources Inventory System

. Control Totals Module

o Estimated Cash Recovery

. Financial Management System, Accounts Payable

o Financial Management System, General Ledger

. Loan Loss Reserve

° RTC Legal Information System (RLIS)

° RLIS Data Entry

The remaining fourteen automated systems were discontinued at or near
sunset for one or more of the following reasons: (1) FDIC has a system that
performs the same function as well or better, (2) RTC modified an FDIC system
to accommodate RTC’s unique needs, (3) the RTC system did not support existing
or proposed FDIC functions, or (4) the RTC developed a system with
functionality inconsistent with the FDIC’s needs.

Conclusion

Oversight Board staff carefully reviewed the reports and activities of the

Task Force and concluded that its recommendations were well-documented and

the transition effort was well-executed. Should such a large and complex

transition be required by Federal government agencies in the future, the transition
process utilized by the RTC and the FDIC could be a valuable resource.

INTERNAL CONTROLS
Background
The concept of internal controls is broadly defined as a process, effected
by an entity’s board of directors, management, and other personnel, designed to
provide reasonable assurance regarding the achievement of objectives in the
following categories:

o effectiveness and efficiency of operations,

0 reliability of financial reporting, and
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0 compliance with applicable laws and regulations.®
Five basic components of internal controls for an organization are:

o Control Environment - The control environment sets the tone of an
organization and influences the internal control awareness of its employees.

) Risk Assessment - Risk assessment is the identification and analysns of
relevant risks. It is conducive to achieving the organization’s internal
control objectives by forming a basis for determining how the risks should
be managed. A precondition to risk assessment is the establishment of
objectives that are internally consistent and linked at different levels.

) Control Activities - Control activities are the policies and procedures that
help ensure management directives are carried out.

o Information and Communication - Pertinent information must be identified,
captured, and communicated in a form and time frame that enables people
to carry out their responsibilities. Effective communication also must occur
in a broader sense, flowing down, across, and up the organization.

) Monitoring - This is the process that assesses the quality of the internal
control system’s performance over time.

Development of Internal Controls

From its beginning, the Oversight Board focused on internal controls for
the RTC. The December 31, 1989, Strategic Plan prepared by staff of the
Oversight Board contained the followmg provision:

"The RTC must maintain strong internal controls and an accounting system
in view of the large amount of assets and funds involved. The RTC should
take all appropriate steps to facilitate periodic on-site reviews and general
evaluations of these controls and systems by the Oversight Board as it
fulfills its oversight duties."’

In 1991, even though the RTC had taken affirmative steps toward
improving internal controls and had established the position of Chief Financial

6

Committee of Sponsoring Organizations of the Treadway Commission, Internal Control -

Integrated Framework, Executive Summary, pp. 1-3, September 1992. (The National
Commission on Fraudulent Financial Reporting, commonly known as the Treadway
Commission, is sponsored by the American Accounting Association, American Institute
of Certified Public Accountants, Financial Executives Institute, Institute of Internal
Auditors, and Institute of Management Accountants.)

Resolution Trust Corporation, Strategic Plan for the Resolution Trust Corporation, pp.
64 and 65, (RTC Oversight Board, December 31, 1989).
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Officer (CFO), the Oversight Board decided that additional direction was needed
for the RTC. The Oversight Board passed a resolution on July 25, 1991,
adopting Policy Statement No. 18, RTC Internal Controls. A copy of the policy
is included with Part I of this report as Appendix F. As stated in paragraph 1 (A)
and (B) of Policy Statement No. 18, its objectives were to:

"encourage the Resolution Trust Corporation ("RTC’) to establish and
adhere to internal control standards, including evaluation and reporting
standards, that are no less stringent than those required of certain agencies
pursuant to the Federal Managers’ Financial Integrity Act of 1982
(CFMFIA’);" and

"encourage the RTC to vest in its Chief Financial Officer powers
substantially similar to those provided in the Chief Financial Officers Act
of 1990 "CFO Act’).”

Reports critical of certain aspects of the RTC’s operations continued to be
issued by the General Accounting Office and the Inspector General, and Oversight
Board concerns about the RTC’s internal controls program persisted.
Improvements in the RTC’s internal controls process were closely monitored.

On March 27, 1992, the RTC issued Directive No. 1250.1, Internal
Control Systems, which was to "establish policies, objectives, standards and
responsibilities for the development, maintenance and evaluation of internal
controls for RTC programs and administrative activities.” A copy of this
directive is included with Part I of this report as Appendix G.

The RTC was without a full-time CFO from July 1991 until June 1, 1993,
at which time the new Acting CEO of the RTC appointed a new CFO. Requisite
organizational changes also were implemented to ensure that the new CFO had
the authority to carry out the requirements of the CFO Act of 1990. These
actions provided the impetus for further improvements in the RTC’s internal
control program during the last 30 months of the RTC’s existence.

The RTC filed a report on June 30, 1993, called RTC Annual Management
Report (In Compliance with the CFO Act of 1990). The report stated that risk
rankings of low, moderate, or high had been assigned to each of 51 assessable
units in the National Office of the RTC.

The RTC did not designate assessable units for its field offices because the
headquarters assessable units were expected to incorporate the filed office
programs, conditions, and corrective actions as part of their headquarters
assessable unit activities. The limited term of the RTC also was a factor in not
developing an elaborate system of field assessable units. Internal control
personnel from the National Office did, however, conduct detailed briefings for
field office personnel. The briefings commenced in May 1993 and continued into
1994.
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In 1993 and 1994, Oversight Board staff attended RTC internal control
briefings for field office personnel and found the briefings to be thorough.
Although Oversight Board staff would have preferred to see an expansion of the
RTC’s assessable unit program to the RTC’s field offices, it was recognized that
this could not be achieved in the short time remaining.

Oversight Board staff, as well as staff from the RTC’s Office of
Management Control, visited each RTC field office in 1994 and 1995 to assess
the effectiveness of the RTC’s internal controls system in the field environment.
In all cases, field office program areas were found to be in compliance with RTC
internal control policies and procedures. Some field offices, or program areas
within field offices, actually enhanced their internal control procedures to a level
that exceeded the RTC’s basic system. Also in January 1994, the Office of
Inspector General issued an audit report concluding that the RTC had taken
appropriate steps to adhere to Oversight Board Policy Statement No. 18 and that
the RTC’s internal control evaluation system met the requirements prescribed by
Office of Management and Budget guidelines.

The Audit Committee (Committee) of the Oversight Board emphasized the
importance of the RTC maintaining strong internal controls during the transition.
Further, the Committee focused attention on the RTC’s response to the findings
and recommendations of auditors. The important work of the Committee in
monitoring the RTC’s internal controls was discussed in greater detail in Part I,
Section A, of this report.

The RTC Internal Control Reports and Annual Management Reports for
1993, 1994, and 1995 were more complete than previous reports. High risk areas
were identified, and well-designed corrective actions were implemented to reduce
or eliminate the RTC’s exposure.

The RTC’s internal controls program continued to identify high risk areas
up to the time of the RTC’s termination. The RTC made progress during the last
three years of its existence developing and implementing its system of internal
controls, but due to RTC’s late start in addressing a very complex problem,
certain corrective actions regarding internal controls remained open at closure.

Any unresolved internal control issues that remained when the RTC closed
are being addressed by the FDIC. An example is contained in the response by
the CFO of the FDIC in the recent General Accounting Office financial audit of
the RTC." The CFO of the FDIC stated:

"CONTROLS OVER CONTRACTING The GAO report notes that
although the RTC took numerous actions in recent years to improve

| United States General Accounting Office, Report to the Congress, Financial Audit,

Resolution Trust Corporation’s 1995 and 1994 Financial Statements, Appendix III,
p. 43, B-262036, July 2, 1996.
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controls over its contracting activities, the effects of the RTC’s early
neglect of its contracting operations remained, particularly for contracts
issued prior to the implementation of RTC contracting reforms and
improvements. The result was that the RTC could not be sure that it had
recovered all that is should have recovered from its receiverships.

A large number of active RTC contracts were transferred to the FDIC on
December 31, 1995, and the FDIC has assumed responsibility for closing
out and resolving open audit issues for a much larger number of completed
contracts. During 1995, the RTC intensified its efforts to close out
completed contracts and to resolve open contract audit issues. The FDIC
and the RTC also worked together through the transition process to identify
RTC contracts that would be needed to accomplish remaining RTC work
after the RTC’s termination, and the RTC modified those contracts during
late 1995 to enable their transfer to the FDIC.

In assuming responsibility for the RTC’s remaining contracting work, the
FDIC will make its best efforts to recover any funds due under these
contracts, recognizing the limitations that may exist because of the factors
cited in the GAO report.”

Conclusion

While the internal control system developed by the RTC was a

comprehensive one, a system with the depth necessary to solve some of the
internal control issues encountered by the RTC could not be completed because

of the

temporary nature and early closure of the Corporation.
NTRACT POLI YSTEM
Background

FIRREA required the RTC to maximize its use of the private sector, as

follows:

"Utilization of private sector. -- In carrying out the Corporation’s duties
under this section, the Corporation and the Federal Deposit Insurance
Corporation shall utilize the services of private persons, including real
estate and loan portfolio asset management, property management, auction
marketing, and brokerage services, if such services are available in the
private sector and the Corporation determines utilization of such services
are practicable and efficient.”

The Oversight Board, as one of its major functions, closely monitored the

contracting process. Pursuant to FIRREA, the Oversight Board set forth this
requirement in greater detail in the Strategic Plan for the Resolution Trust
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Corporation.’ 1t instituted annual targets for the use of the private sector and
included in the RTC’s quarterly reports on planning and budgeting a requirement
for a section on the extent to which private contractors were utilized.

Evolution of RTC Contracting Policies and Procedures

The RTC operated without a comprehensive contracting policies and

procedures manual until the appointment of a Director of Contracts in early 1991.
At that time, efforts were initiated to consolidate contracting policies and
procedures into a manual. The evolution of that process is summarized below.

0o

RTC contract policies and procedures began with an eleven-page
contracting memorandum issued in January 1991. This document generated
a series of questions and follow-up memoranda providing clarification and
further guidance.

The first Contract Policies and Procedures Manual (CPPM) was issued on
August 19, 1991, and it reiterated the guidelines set forth in previously-
issued contracting memoranda. The first revision to this manual was issued
on November 11, 1991. It further defined the RTC’s contracting roles and
responsibilities, reflected the RTC’s Contractor Selection and Engagement
Complaint Resolutions procedures, and clarified the role and duties of the
Contracting Officer’s Technical Representative (COTR). On March 16,
1992, a second revision was issued which implemented the Contract
Warrant Program.

On May 7, 1992, the first professionally developed Contract Policies and
Procedures Manual was issued. It provided greater detail about contract
administration and set out specific responsibilities and duties of contract and
program personnel. It also established various levels for the Contract
Warrant Program, as well as the education/training required for each level.

Between September 18, 1992, and February 15, 1995, when the eighth and
final revision was issued, the CPPM evolved into  a concise and
comprehensive guide for the RTC’s contracting policies and procedures.
Major revisions and enhancements included, but were not limited to:

o clarifications of expenditure authorities for task orders,
L parameters for the Contract Warrant Program,
° the introduction of external reviews,

o the addition of the Competition Advocacy Program,
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o a redefinition of the ownership requirements for Minority- and
Women-Owned Businesses,

o reorganizations of the RTC contracting office,
o incorporating the Prompt Payment Act, and

o establishing a new policy for the claims and disputes process
including the roles and function of the Office of Major Dispute
Resolution (OMDR), the Contractor Disputes Resolution Committee
(CDRC), and the Contract Appeals Committee and Office of
Contract Appeals.

These enhancements reflected expressions of Congressional concerns,
Oversight Board suggestions, and the RTC’s own increased refinement of the
contracting process. By the time it closed, the RTC contracting manual more
closely resembled the procurement regulations used by many parts of the of the
Federal Government, but, of course, tailored to the needs of the RTC.

The RTC’s CPPM was one of the "best practices” recommended by the
FDIC/RTC Transition Task Force for use by the FDIC. Specifically, it was
recommended that the FDIC consolidate its Procurement Policy Manual, the
Division of Depositor and Asset Services’ Contracting Procedures Manual, and
other procurement policies contained in the FDIC Directive System into a single
comprehensive document, using the RTC’s Contract Policies and Procedures
Manual as a model.

Contracting Activity Reporting System

The Oversight Board naid particular attention to RTC automated
management information sys'ﬂémﬁ'. Although initially leaving much to be desired,
the RTC achieved considerable success in developing and implementing automated
systems by the time of its termination.

One system that was singled out for careful monitoring by the Oversight
Board staff was the Contracting Activ'i‘?' Reporting System (CARS). This system
was of great importance in eliciting information about the thousands of contracts
entered into over the life of the RTC.

CARS tracked the status of awarded contracts and solicitations for non-
legal contracting activities at RTC offices, RTC-managed institutions, and asset
management contractors working on behalf of the RTC. The system could be
accessed from personal computers by way of each office’s local area network and
the RTC corporate communications network.

The primary function of CARS was to provide the status of awarded
contracts and solicitations. The system tracked the status of contract solicitations
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through the phases of solicitation, evaluation, and award. The system’s other
functions were to record solicitation results, generate reports, and allow
management to structure and control the contracting process.

CARS also serves as the historical database for RTC contracts. It can
generate a wide range of reports summarizing the number of contracts awarded
by office, the extent of competition, MWOB contract data, contract status, and
types of contract services. For example, CARS can provide contract information
on 37 distinct services types. These include accounting, auditing, and financial
services; appraisal reviews; asset due diligence; closing assistance; marketing and
promotion; security services; title searches; and many more.

Contractor Claims and Disputes Process

From inception, the RTC was authorized by statute to utilize the services
of the private sector if such services were available and the RTC determined that
utilization of such services was practicable and efficient. The Oversight Board’s
Strategic Plan for the RTC, issued December 31, 1989, also had as an objective
the placing of RTC assets under private control for management and disposition.

In utilizing the private sector to assist the RTC it in managing and
resolving cases and disposing of the assets of failed depository institutions,
detailed procedures and uniform standards were developed for contracting with
private sector firms. These procedures and standards came to be embodied in the
RTC’s Contract Policies and Procedures Manual (CPPM).

It also became clear over time that procedures were needed for handling
contractor disputes, and by 1994 the RTC began to make substantial progress in
developing such procedures. The RTC’s work on this matter was facilitated by
the deliberations and activities of the Advisory Boards, culminating in a
recommendation of the National Advisory Board on "Internal Dispute Resolution”
adopted at its meeting of June 14, 1994, and presented to the Oversight Board on
September 20, 1994:

“...that the RTC consider instituting an internal dispute resolution body
that would act as an independent party to resolve disputes, on matters such
as audit findings involving SAMDA and other contractors and the RTC."

The RTC responded to the recommendation by noting that it was currently
developing procedures for handling contractor claims and resolving disputes, using
the SAMDA program as a prototype:

"These procedures will provide contractors with two (2) levels of review
regarding dispute determinations. Field office committees will be
established which, at the request of the contractor, will review the initial
decisions made by appropriate contracting and program oversight officials.
In addition, a committee will be established at RTC Headquarters in
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Washington which will, also at the contractor’s request, review decisions
of the field committees for disputes involving larger dollar amounts. The
committees will be represented by senior staff from the Legal Division, the
Office of Contracts, and Program Management, and will not include the
oversight staff responsible for administering the contract(s) in question."

"RTC expects these procedures to provide the contractors with a forum to
air their disputes before a basically neutral panel with the experience and
expertise to render reasonable and impartial decisions. Consistency in
decision-making and application of interpretations regarding contract
provisions will be strengthened by having the RTC Headquarters committee
review the major disputes."”

On October 1, 1994, the RTC established at each field office and in
Washington a Contract Dispute Resolution Committee (CDRC) which reviewed
disputes between contractors and RTC contracting officers. Further, a Contract
Appeals Committee (CAC) also was established in Washington, in order to
provide an independent review office within the RTC for the resolution of major
disputes that arose in the administration of RTC contracts. The procedures

governing these Committees and claim and dispute resolutions generally were set
forth in Revision 8 to the CPPM, issued February 15, 1995.

For the purposes of sections G (Claims Process) and H (Disputes Process)
of Chapter 10 of CPPM, a "claim" was defined as a written demand or assertion
for payment of money, a request for the adjustment of interpretation of contract
terms or for other relief arising under or relating to the contract. Either the RTC
or the contractor could be a claimant. It was RTC policy that contractor claims
be resolved by mutual agreement at the contracting officer level without additional
review or litigation to the maximum extent possible. Successful implementation
of this policy depended upon both pzrties maintaining an objective perspective
with regard to the claim and upon the adequacy of information related to the
claim provided by both the RTC and the contractor.

A claim became a "dispute” if it was unresolved after the contracting
officer had made a final decision on the claim.  The Contractor Dispute
Resolution Committees in the field offices were composed of senior
representatives from the program offices, the Division of Legal Services, and the
Director of the Contracts Office at that location. The CDRC in Washington was
composed of the Director of Contracts, the Senior Counsel - Contracts, and the
director of the program office responsible for the contract in dispute. A CDRC
made the final RTC decision on all contract disputes except where the original
amount in controversy was equal to $100,000 or more and the contractor timely
appealed the CDRC decision to the Contract Appeals Committee.

The CAC had the authority to render final RTC decisions on all appeals

of contract dispute decisions where the original amount in controversy was
$100,000 or more. The three member CAC was composed of designees of the
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Chief Financial Officer, the General Counsel, and the Vice President of
Administration. The CAC provided expeditious and inexpensive resolution of the
disputes and heard appeals from decisions of the CDRC’s in each field office and
in Washington. Staff support for the CAC was provided by the Office of
Contract Ap als headed by a Director who reported directly to the RTC Chief
Financial O At the RTC’s sunset on December 31, 1995, 23 Contract
Appeals had been submitted to the CAC. Decisions had been rendered on 15 of
these Appeals, 1 was withdrawn by the contractor, 3 were dismissed, and 4 were
awaiting decision.

The Office of Major Dispute Resolution (OMDR) was an additional office
established by the RTC in 1995 to handle certain selected claims that might have
a major impact on the Corporation. Claims handled by OMDR had one or more
of the following characteristics: complex issues, large dollar amounts were
involved, RTC national policy was impacted or affected, several program office
jurisdictions or RTC offices were covered, ongoing complex negotiations with
senior members of the contractor’s organization and their legal counsel would
likely be involved, extensive involvement of attorneys representing both parties
would be required, or costly or protracted litigation was the probable outcome if
settlement did not occur.

The OMDR could selectively accept responsibility for resolution of a claim
at any point in the claims process, either on its own initiative or at the request of
the Office of Contracts in Washington or a field office. Upon accepting such
responsibility, OMDR acted in the role of the Contracting Officer in attempting
to settle a claim and the claim was no longer subject to other claims procedures.
Claims might be referred to OMDR due to questions resulting from a GAO audit,
a review of a contractor by the Office of Contractor Oversight and Surveillance,
or an audit of the RTC Inspector General.

Claims accepted by OMDR involved detailed research and analysis on each
issue, and legal advice was sought as appropriate. If OMDR and the contractor
ultimately reached impasse on a claim, the contractor could appeal any final
determination by OMDR to the Contract Appeals Committee. At the RTC’s
sunset on December 31, 1995, 61 disputes had been accepted for review, 22
resolutions of disputes had been completed, two had been transferred, and 37
were awaiting decision. At sunset, OMDR had saved, protected, or recovered
more than $25,000,000.

Conclusion

During its life, the RTC entered into 159,734 contracts with total estimated
fees of approximately $5.3 billion, as tracked on CARS. More than 56,000
contracts were issued to minority-and women-owned busmesses and those
contracts accounted for more than $1.5 billion in estimated fees.' These data do
not include the thousands of other contracts that were issued directly by the RTC

' Resolution Trust Corporation, Semiannual Report of the Resolution Trust Corporation
and the Thrift Depositor Protection Oversight Board, p. 14 and Exhibit 6, (FDIC and
Oversight Board, April 30, 1996).
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Legal Division and individual receiverships, bringing the total estimated fee value
of all contracts to approximately $8.3 billion."

The FDIC/RTC Transition Task Force recommended that CARS remain
fully operational for all existing RTC contracts. Because CARS was highly
flexible and was capable of tracking many categories of contracts, the database
will be preserved as a historical record to facilitate research of RTC contracting
activities. Each contract category tracked by CARS is included with Part I of this
report as Appendix H.

RECEIVER: TE N

In 1995, the Oversight Board closely monitored the RTC’s progress in
terminating its receiverships. The minutes of the Board’s meetings reflect
continuing consideration by Board members of significant issues involved in the
termination process.

During its existence, the RTC managed and resolved 747 cases involving
depository institutions. In most of these cases, an initial pass-through RTC
receivership was established to facilitate the transfer of assets and liabilities to a
successor institution in conservatorship (referred to in the Comptroller General’s
report on his audit of the RTC’s financial statements for 1995 as "the
conservatorship phase.”) The conservatorship phase of a depository institution
was eventually closed by resolution of the case through acquisition by another
depository institution (by purchase of certain assets and assumption of certain
liabilities), an insured deposit transfer, or insured deposit payout. In all cases,
the resolution phase required appointment of the RTC as receiver for the purpose
of liquidating the remaining assets of the depository institution and paying
remaining liabilities from the proceeds of such assets.

Closing out a liquidating receivership involves the disposition of those
assets that have proved most difficult to sell, the satisfaction or transfer of
troublesome liabilities, and the resolution of tax and accounting problems. The
RTC established a methodical system for evaluating the eligibility of receiverships
for termination and proceeding to the close of the process where practicable.
Completed termination normally involved the purchase of remaining assets by the
RTC in its corporate capacity.

The goals of the RTC’s receivership termination program were: termination
of receiverships expeditiously in order not to prolong receivership administrative
expenditures in those cases in which little recovery could be expected from the
remaining assets; final dividend payments to creditors with valid claims;
preventing the transfer of unacceptable financial risks and known financial
liabilities to the RTC in its corporate capacity; management reporting on program

' Resolution Trust Corporation, Historical Expense Summary, 1989-1995, (FDIC, May
21, 1996).
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activity and performance; and the establishment and maintenance of policies,
procedures, and controls.

The RTC established goals annually by field office and reviewed all
receiverships older than one year to determine eligibility for termination.
Receiverships were scheduled for termination when all impediments were resolved
and the book value of the remaining assets was expected to be less than $10
million at the time of purchase by the RTC in its corporate capacity. The RTC
created and used a comprehensive terminations manual containing standard
policies, procedures, and guidelines for the termination process as well as
standard forms, letters, contracts, and certificates. A termination task force was
established at each RTC field office to identify receivership termination
candidates, prepare cases, and coordinate among the program areas involved.

Following receipt of a staff report on the RTC’s receivership termination
program in December, 1994, the Oversight Board continued in 1995 to review
and monitor the progress of the program on a regular basis. In this connection,
the members of the Oversight Board were apprised of the RTC’s efforts to ensure
that receivership-owned environmentally hazardous properties with remediation
costs exceeding the value of the assets were not purchased by the RTC in its
corporate capacity; and a proposed amendment to the RTC’s policy barring the
assumption of defensive litigation by the RTC in its corporate capacity was
reviewed.

The RTC made substantial progress toward termination of its receiverships
during 1995, approving 136 receiverships for termination and issuing 167
certificates of termination. The number of outstanding receiverships not yet
approved for termination was reduced from 536 to 400. A chart of receivership
termination activity is included with Part I of this report as Appendix I.

The FDIC/RTC Transition Task Force Report dated June 30, 1995,
included three "best practice” recommendations of the Task Force concerning the
RTC’s receivership termination program: that the FDIC adopt a formal method
similar to that of the RTC for selecting and scheduling receiverships for
termination, that the FDIC adopt and adapt the RTC manual, and that the FDIC
adopt the termination task force concept of the RTC. The FDIC’s Final Report
on the FDIC/RTC Transition, dated December 29, 1995, indicates that the FDIC
has determined to implement all three of these Task Force recommendations.

RECORD A NT

In 1991, the RTC identified a need to establish an automated system to
track files and provide a research tool for its voluminous records. The RTC
Records Management Tracking System (REMATS) was created to fulfill this
need. The three basic classifications of records in REMATS are institution asset
records, institution administrative records, and RTC generated documents.

For each records classification, REMATS provides a separate module for

the purpose of maintaining a records inventory. A few examples of information
that can be accessed through the system include customer loan abstracts, audit
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files, clpsed asset and predit files, deeds of trust, real estate escrow files, loan
applications, safe deposit records, depository account signature cards, loan history
files, and environmental assessments.

The FDIC/RTC Transition Task Force (Task Force) recommended that
REMATS be transferred to the FDIC. Further, the Task Force recommended
retaining the RTC contract with a commercial vendor for corporate-wide records
management.

A ITI
Background

Asset disposition was key among the major activities of the RTC, and the
Oversight Board carefully monitored the RTC’s asset disposition policies,
procedures, and programs.

From the RTC’s inception in August 1989 through its termination on
December 31, 1995, the RTC took control of assets with a book value of $465
billion."”” FIRREA directed the RTC to maximize recoveries on assets while
minimizing the impact on local markets and preserving the availability of
affordable housing. The RTC also was directed to use private contractors
whenever practicable.

The OB has monitored the RTC’s various methods of asset disposition. A
chart setting forth the amount of sales and the percentages of total book value
reductions for each disposition method is included with Part I of this report as
Appendix J. The largest portion of book value reductions came in the form of
principal payments and loan payoffs, followed by write offs.

Hard-to-Sell Assets

The RTC historically defined readily marketable assets as securities and
performing one-to-four family mortgages. All other types were defined as hard-
to-sell assets.

From inception through RTC’s closure, recovery rates from disposition
activities showed a downward trend. Higher quality assets had been sold, and the
remaining inventory became increasingly dominated by hard-to-sell assets. The
general categories of assets considered to be hard-to-sell are:"

12 The General Accounting Office (GAO) report on the audit of the RTC’s 1995 and 1994
financial statements mentions that the RTC took control of $402 billion (book value) of
assets. The $465 billion figure includes RTC asset purchases, assets discovered after
takeover, loan commitments fulfilled during conservatorship, and short-term securities
purchased in conservatorship with the proceeds of asset sales, whereas the GAO figure
does not.

13 Resolution Trust Corporation, Hard-to-Sell Asset Review Project, Vol. 1, p. 6, RTC,
December 1, 1992).
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o performing business and consumer loans;

0 performing mortgage loans secured by real estate other than 1-4 family
properties, specifically:
o multifamily mortgages,
o commercial real estate mortgages,
o construction mortgages, and
o land mortgages;
) non-performing mortgage loans, further categorized as:
o residential 1-4 family mortgages,
o multifamily mortgages,
o commercial mortgages,
o construction mortgages, and
o land mortgages;
) non-performing business and consumer loans;
0 other assets, including:
o furniture, fixtures, and equipment,
° subsidiaries, and
o mortgage loan servicing rights; and
0 real estate owned, including:
° land,

. 1 to 4 family properties,
o multifamily properties, and

o commercial properties.
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Retail and Wholesale Methods of Asset Disposition

Although the RTC used a mix of "retail” and "wholesale" asset disposition
methods, the December 22, 1992, issuance of Directive 10300.30, Priorities and
Responsibilities for Sales of Mortgages and Other Loan Assets, moved the
emphasis to wholesale methods. The directive stated:

"The RTC’s experience has shown that, with respect to mortgages and
other loan assets, ’wholesale’ programs aimed at a broad national market
have proven the most successful in disposing of assets rapidly and
maximizing recovery values. Such programs include securitization,
multiple investor fund transactions, structured sales, whole loan sales and
national loan auctions."

Directive 10300.30 also established policies and priorities with regard to
specific methods of asset disposition. These included the following:

0 securitization as the primary and priority method of sale of all performing
1-4 family mortgages, multi-family and commercial mortgages, and
consumer and other non-mortgage loans;

) Multiple Investor Fund (MIF) transactions (including both publicly-offered
MIFs and privately placed MIFs or "N" series transactions) as the primary
method of sale of non-performing multi-family and commercial mortgages;

0 structured sales,' whole loan sales, and national loan auctions conducted
by the National Sales Center as the primary methods of disposition of non-
performing 1-4 family mortgages, non-performing consumer loans, and all
other mortgage and loan assets not suitable for securitization or multiple
investor fund transactions.

Structured Transactions

Portfolio sales were frequently used to dispose of large portfolios of assets.
One type of portfolio sale, known as a "structured transaction,” was used
primarily to dispose of non-performing commercial mortgages and problem real
estate. This selling arrangement sometimes gave the RTC a residual interest in
the transaction, and some were partially financed with RTC seller financing. The
RTC, in explaining its structured transactions, asserted:

"Structured transactions were created to achieve a high velocity of sales
since selling the commercial assets of RTC one by one would take many
years. [Equally as important, these widely advertised initiatives were
created to execute sales with much lower costs. The costs in structured
transactions usually does not exceed two percent. In addition, these types

4

Structured sales also were referred to as "bulk sales.”
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of transactions relieve the RTC from dependence upon management
contractors."

"Structured transactions are conducted by the RTC National Sales Center
in Washington and by the consolidated ﬁeld offices. In all cases, the RTC
hires a due diligence contractor, usually a major accounting firm, and a
financial advisor, usually a Wall Strect rm or major real estate investment
banker, to analyze, package and price the offering."’

RTC reported that the number of assets was the most important aspect of
a structured sale, but the book value of the offering also was significant. The
RTC generally set $100-150 million in book value as a floor amount for an
offering, high enough that fixed costs could be spread over a larger base and low
enough to attract sufficient bidders.

An Oversight Board staff review revealed that $14.3 billion (66 percent)
of the $21.7 billion in assets sold by this method were in pools of over $200
million each. Only $2.6 billion (12 percent) was in portfolios under $100 million.

The time necessary to assemble, analyze, and close the sale of such large
pools of assets impacted the duration of structured sales. It generally took up to
nine months to package and close structured transactions.

Critics of the RTC’s portfolio sales strategy pointed to the large size of the
pools offered for sale. Some believed this unduly restricted the number of
bidders, and the RTC itself acknowledged that more bidders participated in pools
that were less than $100 million. This was consistent with assertions made by the
investment commumty that there appeared to be numerous smaller potential buyers
of RTC assets.

Equity Participations

Equity participation sales strategies were designed to dispose of non-
performing loans, and later, certain real estate-related assets. There were three
basic strategies developed for equity participations, although some variations
evolved in the latter years of the RTC’s existence. Multiple Investor Funds
(MIFs) were created first; then N and S Funds emerged; thereafter, the National
Land Funds were developed; and then the National JDC Joint Venture
Partnerships were created to dispose of judgments, deficiencies, and charge-offs.

'* Resolution Trust Corporation, Hard-to-Sell Asset Review Project, vol 1, p. 13, RTC,
December 1, 1992).

% Tbid., p 25.
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A common element to each of the aforementioned equity participation
strategies was that they utilized a form of limited partnership. The RTC, as
limited partner, contributed assets to the limited partnership. Private sector
investors bid competitively for the right to own, as general partner, a percentage
of the limited partnership. The general partner was responsible for the
management and disposition of assets in the limited partnership, and cash flow
(after expenses) derived from the disposition of assets was divided between the
RTC and the general partner on a predetermined basis.

An underlying premise of the equity participation asset disposition strategy
was that it would take several years for the general partner to dispose of all the
assets. The distribution of cash flow to the general and limited partners was
expected to occur after the bonds used to finance the asset pool were retired. As
with net present value calculations, all other factors being equal, the longer the
expected recovery period, the lower the RTC’s "derived investment value” (DIV)
would be for the pools of assets offered in equity participation initiatives. Some
data exist that reflect a quicker disposition of assets by certain N Funds. This
gives rise to questions about whether DIV was too low at the time the assets were
being assigned to N Fund transactions.

A drawback to equity participations is that it takes considerable time to
assemble the assets for the initiatives. Another potential drawback is that the cost
of completing the transactions, including ongoing management fees, is higher than
some other methods of asset disposition. On the other hand, the RTC was able
to dispose of $15.9 billion of hard-to-sell assets in approximately three years using
this method of disposition. The RTC also may benefit from residual cash flow
if total recoveries exceed original expectations.

The general types of equity participations are discussed below, and key
data for each MIF, N Fund, S Fund, NP Fund, and S/N Fund are included with
Part I of this report as Appendix K.

M'ultiplg Investor Funds

MIFs differed from the N Funds essentially in that the investor was bidding
on a pool of assets that were to be selected after the successful bidder was
identified. This was referred to as a "blind pool." Three MIFs were originally
planned, but only two were completed.

A key difficulty with MIFs was that considerable time was required to
produce the pool of assets because the types and locations of loans in the pool had
to be narrowly defined in order to attract bidders. The MIF strategy eventually
was abandoned, and the RTC replaced it with the N Fund methodology.
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N Funds

MIF and N Fund strategies were similar in many ways, but had one
distinct difference. N Fund assets were identified prior to the bid process,
whereas MIF assets were in blind pools to be identified after the bid process was
completed. N Fund transaction were described as:"’

"This initiative is generally modeled on a transaction developed by a buyer
of RTC distressed mortgages which provided an opportunity for the buyer
to offer triple B rated securities to an investor through a private placement
process.”

"The RTC initiative will identify a pool of assets which will be used as
security for the creation and placement of medium-term debt securities and
will sell an equity position in the pool of assets to a qualified asset
management firm. The equity investor will purchase up to a 49% equity
position and act as asset manager for RTC’s up to 51% equity participation
in the transaction. This partnership arrangement will provide the incentive
for the asset manager to hold down costs and increase cash recoveries for
themselves and consequently the RTC. It is envisioned that the RTC equity
position could be sold in the future based on asset performance.”

The first N Fund settled in December 1992, and six others followed in
1993 and 1994. Three of these have disposed of a high percentage of their assets,
with the results summarized below in Table 1.

Table 1

N FUNDS:
Book Value (BV) Sold
(dollars in millions)

Original BV of Per- BV of Non- Total Return Costs Net
BV of forming (P) Performing P&N Assets (% of Recovery

Series _Assets  _Assets = (N) Assets (% of BV) _BV) (% of BV)

92-N1 $345.8 $190.3 $155.6 49% 26% 46.4%
93-N1 617.9 158.7 417.0 50 2.7 47.3
93-N2 ' 701.9 511.2 182.4 67 2.2 64.8

The costs of the N Fund initiatives ranged from 2.2 percent to 2.7 percent
of book value. As a percentage of book value, this was approximately double the

‘7 Ibid., pp. 34 and 35.
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costs of the National Loan Auctions reviewed later in this report. The weighted
average net return for the three N Funds reviewed above, including more than 50
percent of performing assets, was 54.5 percent. The weighted average net return
for the four National Loan Auctions reviewed in this report was 52.7 percent.

S Funds

During its last two years in existence, the RTC developed variations of the
N Fund to address specific programmatic needs. The first variation to be
introduced was the S Fund, which consisted of several smaller pools, and bidders
were allowed to bid on each pool individually or in combination. The first of
these transactions settled on October 13, 1993, as part of the RTC’s newly
introduced Small Investor Program. Seven others settled in 1993 and 1994.

NP Funds and S/N Funds

There were other variations of the standard N Fund. They were called
NP Funds and S/N Funds, and there were only slight differences between them
and N Funds. All eight NP Funds and five S/N Funds settled in 1995.

National Land Funds

On September 29, 1992, the RTC Executive Committee approved the
National Land Fund Plan (Land Fund) as a new initiative designed to dispose of
its large portfolio of land loans and real estate owned. Some of the reasons given
for adopting the strategy were:

0 land assets typically produced no current income, often resulting in negative
cash flow during the carrying period;

() securitization was not a feasible method of disposition due to a lack of cash
flow and the uncertain residual value;

o the structure called for a limited partnership in which an entity with private
sector asset management expertise would be the general partner; and

o the RTC, as limited partner, would be able to participate in residual
recoveries, if any, but would not be liable for future capital calls.

The first Land Fund involved nearly 88,000 assets having a book value in
excess of $1.4 billion. The assets were sold in 1993 to three limited partnerships.
The second initiative (Maco III Land Fund) settled in early 1994 and involved
only 417 assets with a book value of $174 million. The third initiative (Land
Fund TI) involved six transactions with 275 assets having a book value of $415
million. Holding periods may be lengthy before residual values are realized.
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Nation int Ven nershi

The National JDC Joint Venture Partnership strategy (JDC Partnership)
was designed by the RTC to dispose of many of the most difficult receivership
assets, while retaining a residual interest in net recoveries. The assets disposed
of through this program were judgments, deficiencies, and charge-offs.

The RTC’s first transfer of assets to the program occurred in December
1993, and total assets with a book value of $8.3 billion were placed with 30 JDC
Partnerships before the RTC closed two years later. Through December 31,
1995, the RTC had received cash distributions of nearly $28 million from JDC
Partnerships, and additional residual values were anticipated to be recovered in
the future.

Auctions

The auction method of asset disposition enabled the RTC to sell a large
volume of relatively homogeneous assets at a single event. This minimized
market disruption and holding costs. As emphasized in the RTC sales guide,

"...if properly designed and executed, auctions result in sales at market
value for each asset because of the broad marketing of the assets and the
interest generated by the auction environment."

Auctions could be initiated by the RTC Sales Center, SAMDA contractors,
or a field office, but all RTC auctions were coordinated by the RTC Auction
Coordinator. This person acted as a team leader for the event and coordinated
auction activities.

Assets were auctioned according to type, asset size, and location. Loan
assets targeted for auctions could be either performing or non-performing.

Assets with a total book value of $3.6 billion were sold in eight National
LLoan Auctions, representing slightl% less than one percent of total RTC asset
reductions since inception. Table 2 below provides data about these National
Loan Auctions.
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Table 2

NATIONAL LOAN AUCTIONS:
Book Value (BV) Sold
(dollars in millions)

BV of BV of
Auction _Date Total BV Performing Non-performing
I 9/92 $ 382 $ 0O $382
II 3/93 . 501 0 501
III 8/93 673 0 673
| \Y 4/94 319 0 319
A" 9/94 400 175 225
VI 12/94 370 142 228
VII 5/95 353 167 186
VIII 12/95 569 315 254
TOTAL: $3,567 $799 $2,768

Staff of the Oversight Board reviewed the first four of the National Loan
Auctions, in which all assets were non-performing. Table 3 below provides the
book value of the assets sold, gross sales proceeds, sales expenses, and net sales
proceeds. The last three categories for each auction are stated both in dollars and
percentage of book value.

Table 3
NATIONAL LOAN AUCTIONS:

Book Value (BV) Recovered
(dollars in millions)

BV of BV and % BV and % BV and % of
Assets of Sales of Sales Net Sales
Auction Sold Proceeds Costs Proceeds
1 $ 382 $ 232/60.7% $5.2/1.4% $ 226.8/59.4%
II 501 249 / 49.7 3.8/0.8 245.2 / 48.9
III 673 335/ 49.8 45/ 0.7 330.5/ 49.1
v 319 191/599  _28/09 ___188.2/59.0

TOTAL: $1,875 $1,007/53.7% $16.3/09% $ 990.7/52.8%
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For National Auctions I through IV, the weighted average of sales expenses
was less than one percent of book value. The weighted average of net sales
proceeds was 52.8 percent. These results can be compared to the costs and
proceeds from three N Funds that were reviewed earlier in this report.

Standard Asset Management and
Disposition Program

In early 1990, the RTC created the Standard Asset Management and
Disposition Program and drafted an agreement to implement the program which
is referred to as the Standard Asset Management and Disposition Agreement
(SAMDA). Later RTC began to use an agreement known as the Standard Asset
Management Agreement (SAMA) which essentially removed disposition
responsibilities from the agreement. The SAMDA Program was one of the
principal methods by which the RTC managed and marketed its diverse and
burgeoning portfolio. This mode was referred to as a retail method of asset
disposition.

SAMDASs were private companies that handled property disposition under
contract with the RTC. SAMAs were private companies that managed RTC
assets under contract with the RTC, but they did not have the authority to dispose
of assets without first receiving specific authority from the RTC. In most cases,
the RTC retained responsibility for disposing of assets in the SAMA program.

The book value of all SAMDA/SAMA assets was $35.3 billion. By the
end of 1995, SAMDA/SAMA assets had been reduced by $33.5 billion to a
remaining book value balance of $1.8 billion. This reflected a 95 percent
reduction in book value since inception. Appendix L is included with Part I of
this report to illustrate reductions in the total book value of assets held by
SAMDA/SAMA contractors from October 1, 1993 through December 31, 1995.

The challenge of developing an efficient for-profit alliance with the RTC
was not without problems. The assets managed and sold by SAMDAs included
commercial, consumer, credit card, and student loans; performing and non-
performing single family mortgages; commercial and residential real estate; and
subsidiaries assets.

SAMDASs were structured so private contractors could provide several
asset-related services on a fee basis. In some cases there were conflicting
financial incentives that possibly reduced the effectiveness of the SAMDA
program. For example, property fees earned by contractors were structured on
a performance-based incentive system. Incentive formula components included
the speed of asset sales and the amount of cash recovered. The RTC also paid
SAMDA contractors monthly management fees based on the remaining assets in
their portfolios and reimbursed them for expenses associated with maintaining and
marketing the assets. As a result, there were potentially conflicting financial
incentives between property management and asset disposition goals.
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The closeout of SAMDA/SAMA contracts is a complex and time-
consuming task that occurs only after the contract is audited and all outstanding
issues are resolved. While the RTC was in existence, the Office of Contract
Oversight and Surveillance was responsible for managing this contract audit
process.

Those SAMDA/SAMAs that were not closed out prior to the RTC’s sunset
on December 31, 1995, became the responsibility of the FDIC. Out of 199
SAMDA contracts entered into between private companies and the RTC, 16
remained active on December 31, 1995. A total of 154 had completed all
closeout processes except the audit follow-up.

Failed Thrift Investments in Subsidiaries,
Joint Ventures, and Related Assets

Thrifts, many of which failed and came under the purview of the RTC,
invested in and made loans to subsidiaries and joint ventures. Some were wholly-
owned by the thrifts, while others were owned in part with other investors. These
entities had a wide range of activities including real estate development and sales,
real estate ownership and investment, insurance sales and servicing, loan servicing
and consumer lending.

The disposition of these investments was not assigned a high priority in the
early years of the RTC because of their complexity and general lack of liquidity.
The subsidiaries and joint ventures themselves owned assets that were complex
and difficult to sell. The RTC, as receiver of the failed thrifts, could not exercise
direct control over these entities, further complicating the disposition process.
Selling, transferring, or dissolving ownership of subsidiaries and joint ventures
was difficult and time consuming, and the procedures varied among local
jurisdictions. To further complicate the process, many assets owned by these
entities were sub- or non-performing, environmentally impacted, or of
questionable value.

In 1993, the RTC established a task force to standardize procedures for the
management, sale, and dissolution of subsidiaries and joint ventures. An
automated system called the Subsidiary Information Management Network
(SIMAN) was designed to track assets and the disposition of subsidiaries and joint
ventures. SIMAN also facilitated nationwide access to this information.

Disposition of a majority of the investments in subsidiaries and joint
ventures was through the sale or settlement of assets and the liquidation of
liability balances. These activities were followed by the formal dissolution of the
remaining shell entity.

Very few subsidiaries and joint ventures were marketed and sold as "going

concerns.” Stock sales, with both assets and liabilities sold as a package, were
difficult because the market insisted on RTC guarantees in the form of
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representations and warranties. Legal issues involved in the sale of securities
also impeded private placement. Subsidiaries that were marketed on a stock basis
had to comply with the Securities and Exchange Commission and state "blue sky"
statutes and regulations. Those that were sold as going concerns usually were
mortgage banking, mortgage servicing, or special purpose finance companies.

During the final year of its existence, the RTC made considerable progress
is disposing of subsidiaries and joint ventures owned by failed thrifts. Upon the
RTC’s closure, 531 subsidiaries and 210 joint ventures were transferred to the
FDIC for disposition. A chart showing the disposition of subsidiaries and joint
ventures during 1995 is included with Part I of this report as Appendix M.
Appendices N and O, also included with Part I of this report, show the number
of subsidiaries and joint ventures for each major line-of-business and the total
assets for each classification.

Special Resource and Environmental Hazard Properties

The Oversight Board was particularly interested in monitoring the
disposition of assets referred to as special resources and environmental hazard
properties. FIRREA required the RTC to identify properties under its control that
had "natural, cultural, recreational, or scientific values of special significance."
The RTC also was restricted in the sale of real property by provisions contained
in a variety of statutes such as the Coastal Barriers Act of 1990, the Endangered
Species Act, the Emergency Wetlands Resources Act of 1986, the National
Register of Historic Landmarks, and the Safe Water Drinking Act. .

The RTC established uniform procedures to identify special resource and
environmentally impacted properties and published the monthly Special Resources
Clearinghouse to notify conservation groups and agencies of available properties.
The Environmental Branch of the RTC conducted standard assessments of all real
estate owned to identify significant properties or those possessing environmental
hazards. The properties fell into either or both of: (1) fourteen classifications of
special resources, or (2) twelve categories of environmental hazards.

RTC real estate categorized as a "special resource” had federal protection
prescribed by statute or executive order which mandated special asset sales
treatment by the RTC. The properties classified as having special resources
included coastal dunes, barriers, and beaches; sole source aquifers; endangered
species; floodplains; wild and scenic rivers; natural landmarks; wetlands; or
wilderness areas. Special resource REO owned by the RTC predominately
contained endangered species, coastal dunes, barriers and beaches, floodplains,
wetlands, sole source aquifers and archeological or historical significance. The
special resource inventory as of January 1, 1996, is included with Part I of this
report as Appendix P.

The 302 special resources properties referenced above had a total book
value of $569,452,412 on January 1, 1996. Special resource and environmentally
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impacted assets comprise approximately seven percent of RTC assets in liquidation
transferred to the FDIC for final disposition.

Although special resource properties required specialized marketing,
environmentally impacted properties required much more. In October 1995, the
RTC reported concern that its environmentally impacted REO were either: (1)
of negative value because remediation costs could exceed the expected return on
sale or (b) not considered to be salable for other environmental reasons. The
1,091 remaining environmentally impacted properties transferred to the FDIC on
January 1, 1996, had a reported aggregate book value of $577,241,136. A
summary of properties with environmental hazards is included with Part I of this
report as Appendix Q.

REMAINING ASSETS
TRANSFERRED TO THE FDIC

The RTC disposed of $458.5 billion (book value) in assets from its
inception through December 31, 1995, recovering $397 billion for taxpayers.
Nearly $7.7 billion in book value of assets available for liquidation was placed
under the management of the FDIC when the RTC closed on December 31, 1995.

The $7.7 billion in book value of assets available for liquidation that were
placed under the management of the FDIC when the RTC closed included $1.3
billion of cash and securities, $0.5 billion of one-to-four family mortgages, $1.1
billion in multi-family residential and commercial mortgages, $0.2 of construction
and land loans, $0.6 billion in other loans (commercial loans not secured with
real estate and consumer loans), $0.8 billion in real estate owned, $2.5 billion net
investments in subsidiaries, and $0.7 billion in all other assets. An additional
$12.8 billion was placed under FDIC management in the form of cash,
investments, and accounts receivable accumulated by receiverships.'® A summary
of the assets available for liquidation and transferred to the FDIC is included with
Part I of this report as Appendix R.

USE OF LOSS FUNDS

On May 31, 1996, A Report on the Use of Loss Funds by the Resolution
Trust Corporation (Loss Funds Report) by the Oversight Board Chairperson, as
required by the Resolution Trust Corporation Completion Act of 1993, was
submitted to the United States Senate Committee on Banking, Housing and Urban
Affairs and the United States House of Representatives Committee on Banking and
Financial Services. A copy of the Loss Funds Report is included with Part I of
this report as Appendix S.

¥ Resolution Trust Corporation, Summary of RTC Financial Activity - Receivership Asset
Composition as of December 31, 1995, (FDIC, March 15, 1996). Any differences are
due to rounding.
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In brief, the Loss Funds Report estimated total loss funds used by the RTC
from its inception through December 31, 1995, including estimated losses on
remaining assets and related expenses, to be $87.9 billion. This amount also was
reported to the Congress on July 2, 1996, by the General Accountmg Office in
its financial audit of the RTC’s 1995 and 1994 financial statements.

19

United States General Accounting Office, Report to the Congress, Financial
Audit,Resolution Trust Corporation’s 1995 and 1994 Financial Statements, pp. 9-10,
B-262036 (GAO, July 2, 1996).
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BC[-[ Snllth & CO 1401 New York Avenue, N\ Suie 540

Washingron, D.C. 20005

Certified Public Accountants (202) 393-5600 Telephone

REPORT OF INDEPENDENT AUDITOR'S

To the Thrift Depositor Protection
Oversight Board

We have audited the accompanying Statement of Obligations Incurred of the Thrift Depositor Protection
Oversight Board (the Board) for the fiscal year ended September 30, 1995. This financial statement is
the responsibility of the Board’'s management. Our responsibility is to express an opinion on this financial
statement based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and the financial audit
requirements of Government Auditing Standards issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statement is free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statement An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

This statement was prepared on the basis of obligations incurred as discussed in Note 2, and is not
intended to present the Board's financial position or results of operations in accordance with generally
accepted accounting principles.

In our opinion, the statement of obligations incurred presents fairly, in all material respects, the obligations
incurred by the Thrift Depositor Protection Oversight Board for the fiscal year ended September 30, 1995,
on the basis of accounting described in Note 2.

Our audit was conducted for the purpose of forming an opinion on the Statement of Obligations Incurred.
The supplementary information included in Schedules I and II are presented for purposes of additional
analysis and is not a required part of the financial statements. Such information has been subjected to the
auditing procedures applied in the audit of the Statement of Obligations Incurred and, in our opinion, is
fairly stated in all materal respects in relation to the Statement of Obligations Incurred.

Bod S +£7C
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THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD

STATEMENT OF OBLIGATIONS INCURRED

FOR THE FISCAL YEAR ENDED SEPTEMBER 30, 1995

OPERATIONS

Staff Personnel and Benefits
Staff Travel

Other Transportation

Office Rent and Utilities
Other Rental

Printing and Reproduction (Note - 5)

Outside Contractors
Supplies and Publications
Communications and Postage
Leasehold Improvements
Advisory Board Expense

Total Operations

CAPITAL EXPENDITURES

CONTINGENCY ITEMS

Digitized for FRASER
http://fraser.stlouisfed.org/

Annual Leave Lump Sum Payments

Transition Details

Total Obligations Incurred

The accompanying notes are an integral part of this financial statement

Federal Reserve Bank of St. Louis

Actual Budget
$2,996,553 $3,540,040
18,289 28,000

- 20,000
396,979 396,594
19,836 21,500

( 4,557) 25,000
306,954 294,300
87,848 85,000
17,385 22,000

- 2,000
258.032 312.000
4,097,319 4,746,434
7,187 10,000
11,237 200,000

- 230,246
$4.115.743 $5,186,680

22 -

Over(Under)
Budget

$( 543,487)

( 9,711

(. 20,000)
385

(  1,664)

( 29,557)
12,654
2,848

( 4,615)

(  2,000)

(__53968)

( 649,115)

(  2,813)

( 188,763)
(_230,246)

$(1,070,937)
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THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
NOTES TO STATEMENT OF OBLIGATIONS INCURRED
SEPTEMBER 30, 1995

NOTE 1 ORGANIZATION AND BACKGROUND

The Thrift Depositor Protection Oversight Board (the Board), an agent of the United States Government,
was created to oversee and set policy for the Resolution Trust Corporation (RTC), the Federal agency
responsible for resolving all cases involving savings and loan associations for which a conservator or
receiver is appointed.

The Board has general oversight of RTC and the Resolution Funding Corporation (REFCORP). The
Board reviews overall strategies, policies and goals established by RTC, including items that the Board
deems likely to have a material effect upon the financial condition of RTC, the results of its operations
or its cash flows, and items that involve substantial issues of public policy. The Board may require, after
consultation with RTC, the modification of overall strategies, policies and goals and their implementation.
The Board also approves financial plans, budgets and periodic financing requests; reviews all RTC rules,
regulations, standards and procedures; reviews the overall performance of RTC; and establishes and
provides staff and technical support for the National and Regional RTC Advisory and Affordable Housing
Advisory Boards.

The Oversight Board consists of the Secretary of the Treasury, who serves as the Chairman, the Chairman
of the Federal Deposit Insurance Corporation, the Director of the Office of Thrift Supervision, the Chief
Executive Officer of the Resolution Trust Corporation, the Chairman of the Federal Reserve Board, and
two public members of different political parties who serve three ycar terms and are named by the
President of the United States and confirmed by the Senate.

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES

The accounting records of the Board are maintained by the General Services Administration, and the
accompanying statement was prepared by management of the Board from those records and presents the
obligations incurred during fiscal year ended September 30, 1995. This statement is intended to
demonstrate the accountability of the Board's staff in complying with the original budget for the period
as approved by the Board. This statement does not include any assets, liabilities, or operations of RTC,
which is a separate legal entity. The budget for administrative expenses of the Oversight Board incurred
against the obligations of the Board are funded by RTC whose financial statements are reported upon
separately.
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Note 2 - Significant Accounting Policies
(continued)

The accompanying statement is prepared on the basis of obligations incurred, which reflects the basis on
which the budget of the Board is prepared and approved. Further, this statement is not intended to present
the Board’s financial position or results of operations in accordance with generally accepted accounting
principles. Under this basis of reporting, obligations, consisting of contracts, purchase orders and other
commitments to expend funds, as well as commitments for personnel services, are reported in the period
in which such agreements are executed, without regard to the period in which products or services are
received and without consideration as to whether subsequent disbursements result in expenses or otherwise
capitalizable assets. Contingency items are budgeted for possible events which are not experienced in the
ordinary course of the Board's operations. In fiscal year 1995, the Board budgeted for contingency items
(in anticipation of the closure of staff and office) relative to annual leave lump sum payments and
transition details.

NOTE 3 CASH

The Board subsidizes the leasing of off-site parking spaces. In accordance with the budget, employees
who utilize these spaces must contribute $60 per month. The funds collected by the Board are deposited
into a checking account. If the balance permits, the cost of leasing the spaces is paid directly from the
account. When the Board's staff and office close, the balance in the account will be remitted to the
General Services Administration to increase the funds available for the Board obligations. At September
30, 1995, the balance in the account was $3,798.

NOTE 4 TRANSACTIONS WITH FEDERAL AGENCIES

The Board leases office space on a month to month basis from the Resolution Trust Corporation. The
lease obligation for fiscal year 1995 was $390,000. In addition, the Board had on staff two employees
detailed from other government agencies and one Board employee on detail to another government agency.
At the beginning of the fiscal year, $235,000 was obligated for reimbursement of salaries and benefits to
the employing agencies of the two staff members on detail to the Board. For the Board employee on
detail, $83,375 was received for reimbursement of salary and benefits for the first three quarters of fiscal
year 1995; approximately $31,000 is due for fourth quarter fiscal year 1995 salary and benefits.

NOTE 5 PRINTING AND REPRODUCTION

During fiscal year 1994, an adjustment was made to deobligate certain printing and reproductions
obligations related to the Resolution Trust Corporation which had been erroneously charged to the Board.
For fiscal year 1995, the Board asserts that a fiscal year 1994 printing and reproduction obligation was
excluded from this previous adjustment. In fiscal year 1995, an adjustment was made to deobligate
previously excluded obligations for printing and reproduction resulted in a negative obligation (credit) of
$4,557. Pdor to this adjustment, actual obligations incurred for printing and reproduction for fiscal year
1995 were $6.443.
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NOTE 6

UNDISBURSED AND UNOBLIGATED FUNDS

Under the accounting policies adopted by the Board, any unobligated budgetary authority is carried over
and is available for obligation in future years. Additionally, amounts obligated for expenditures are
periodically deobligated, as a result of changes in financial plans, at which time they also become available
for future obligation.

At September 30, 1995, the following budgetary balances are available for future obligation:
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Budgetary Authority

FY 89
FY 90
FY 91
FY 92
FY 93
FY 94
FY 95

Less: Obligated Funds

FY 89
FY 90
FY 91
FY 92
FY 93
FY 94
FY 95

Funds Deobligated

FY 89, FY 90 and FY 91

FY 92
FY 93
FY 94
FY 95

$( 497,857)
(4,738,721)
(4,551,575)
( 4,600,454)
( 4,089,623)
(4,631,223)
(4.115,743)

905,710
168,997
51,026
34,694

___ 70311

Undisbursed and Unobligated at September 30, 1995

$ 1,000,000
5,343,436
5,202,000
6,143,619
4,986,138
5,120,458
5,186,680

32,982,331

(27,225,196)

_1.230,738

56987873



NOTE 7 RECOVERIES OF PRIOR YEARS OBLIGATIONS

During the fiscal year, the Board incurred obligations based on actual costs and estimated costs. Those
obligations incurred based on estimated costs are adjusted when the actual cost is received. Management
asserts that at the end of the fiscal year there were obligations incurred that were more than the actual
costs. Thus, the funds deobligated for fiscal year 1995 included in this report will increase approximately
$29,987 when the actual costs are recorded in fiscal year 1996.

NOTE 8 COMMITMENTS AND CONTINGENCIES

The Board leases office space on a month to month basis. The lease obligation for fiscal year 1995 was
$390,000. Future minimum lease obligations are:

Year Minimum Lease Obligations
1996 $293.536

Future minimum lease obligations have not been projected over a normal 5 year period due to the
anticipated termination of the Resolution Trust Corporation during the Oversight Board's fiscal year 1996
and the closure of the Board's staff and office sometime thereafter. The Board's anticipated staff and
office closure date is June 30, 1996. Therefore, the fiscal year 1996 minimum lease obligation has been
projected through the anticipated closure date.

Due to the pending closure of the Board's staff and office, the Board incurred obligations during fiscal
year 1995 relative to annual lump sum payments of $11,237.
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BC[[: Smltl_l &, CO 1401 I.\'cw York ‘A\'cnu':_. N Sure 540
Washingron, D.C. 20005

Cerutied Public Accouncancs (202) 393-5600 Telephone

REPORT OF INDEPENDENT AUDITOR'S
ON THE INTERNAL CONTROL STRUCTURE

To the Thrift Depositor Protection
Oversight Board

We have audited the Statement of Obligations Incurred of the Thrift Depositor Protection Oversight Board
(the Board) for the fiscal year ended September 30, 1995, and have issued our report thereon dated
December 8, 1995.

We conducted our audit in accordance with generally accepted auditing standards and the financial audit
requirements of Government Auditing Standards issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the statement is free of material misstatement. In planning and performing our audit of the statement, we
considered the Board's intemnal control structure in order to determine our auditing procedures for the
purpose of expressing our opinion on the statement and not to provide assurance on the internal control
structure.

The management of the Board is responsible for establishing and maintaining an internal control structure.
In fulfilling this responsibility, estimates and judgements by management are required to assess the
expected benefits and related costs of intemal control structure policies and procedures. The objectives
of an interal control structure are to provide management with reasonable, but not absolute, assurance
that assets are safeguarded against loss from unauthorized use or disposition, and that transactions,
including those related to obligations and costs are executed in compliance with management's
authorization and are properly recorded and accounted for to permit the preparation of the statement in
accordance with generally accepted accounting principles. Errors or irregularities may nevertheless occur
and not be detected due to inherent limitations in any internal control structure. Also, projection of any
evaluation of the structure to future periods is subject to the risks that procedures may become inadequate
because of changes in conditions or that the effectiveness of the design and operation of policies and
procedures may deteriorate.

For the purpose of this report, we have classified the significant intemal centrol structure policies and
procedures in the following categories:

Obligations Incurred

Payroll/Personnel

Property

Compliance with Laws and Regulations

-7 -
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For all of the intemnal control structure categories listed above, we obtained an understanding of the design
of relevant policies and procedures and determined whether they have been placed in operation, and we
assessed control risk.

Our consideration of the internal control structure policies and procedures would not necessarily disclose
all matters in the intemal control structure that might constitute material weaknesses under standards
established by the American Institute of Certified Public Accountants. A material weakness is a reportable
condition in which the design or operation of a specific internal control structure element does not reduce
to a relatively low level the risk that noncompliance with laws and regulations that would be material and
may occur and not be detected within a timely period by employees in the normal course of performing
their assigned functions. We noted no matters involving the internal control structure and its operations
that we consider to be material weaknesses as defined above.

However, we noted certain matters involving the internal control structure and its operation that are being
reported to management under separate cover.

This report is intended for the information of the Board's members and management of the Board. This
restriction is not intended to limit the distribution of this report, which is a matter of public record.

3@%@9&%@;(}

December 8, 1995
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BC[[ Srrllth & CO 1401 I_\‘ew York Avenue, N, Suite 549
Washington, D.C. 20005

Cernilied Public Accountants (202) 393-5600 Telephone

REPORT OF INDEPENDENT AUDITOR'S
ON COMPLIANCE WITH LAWS AND REGULATIONS

To the Thrift Depositor Protection
Oversight Board

We have audited the accompanying Statement of Obligations Incurred of the Thrift Depositor Protection
Oversight Board (the Board) for the fiscal year ended September 30, 1995 and have issued our repon
thereon dated December §, 1995.

We conducted our audit in accordance with generally accepted auditing standards and the financial audut
requirements of Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statement is free of material misstatement.

Compliance with laws and regulations applicable to the Statement of Obligations Incurred is the
responsibility of the Thrift Depositor Protection Oversight Board's management. As part of obtaining
reasonable assurance about whether the Statement of Obligations Incurred are free of materal
misstatements, we tested those procurement procedures adopted by the Board including the provision that
obligations cannot be entered into in excess of the Board approved budget and that obligations incurred
are approved by the appropriate level of management. However, our objective was not to provide an
opinion on overall compliance with such provisions.

The results of our test indicate that with respect to the items tested, the Thrift Depositor Protection
Oversight Board complied in all material respect with the provisions referred to in the preceding
paragraph. With respect to items not tested, nothing came to our attention that caused us to believe the
Thrift Depositor Protection Oversight Board had not complied, in all material respects, with those
provisions identified above.

This report is intended for the information of the Board members and management of the Board. This
restriction is not intended to limit the distribution of this report, which is a matter of public record.

Lot o s

December 8, 1993

_9.
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SCHEDULE 1

THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
SCHEDULE OF ACCRUED EXPENSES AND LIABILITIES
FOR THE YEAR ENDED SEPTEMBER 30, 1995

September 30, 1995

ACCRUED EXPENSES AND LIABILITIES:

Account Payables $ 67,805
Accrued Travel Expenses 21,926
Accrued Payroll 128,111
Unemployment 3,817
Accrued Annual Leave 193,488
Total Accrued Expenses and Liabilities $415,147

10 -
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SCHEDULE 1]

THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
SCHEDULE OF PROPERTY AND EQUIPMENT
SEPTEMBER 30, 1995

ITEMS TOTAL
Office Fumiture $ 35,857
Office and Computer Equipment 359,953
Other (Appliances) 665
Total © $396.475

NOTE: This schedule include all items inventoried that are $500 or greater.

-1 -
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APPENDIX B:

STAFF OF THE
THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
AS OF DECEMBER 31, 1995
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STAFF OF THE

THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD

Dietra L. Ford
Kenneth S. Colburn

Van B. Jorstad

Neal D. Peterson

Richard H. Farina
Lawrence W. Hayes
Maryann M. Kaswell
Ronald M. Barksdale
Cheryl Clark
Loretta Ferguson
Douglas P. Foster
Darren G. Franklin
Brian P. Harrington
Nadine J. Hartke
Littie M. Hooker
Howard Lee

AS OF DECEMBER 31, 1995

Executive Director

Deputy Executive Director, Government
Affairs/Public Liaison

Deputy Executive Director, Finance

Deputy Executive Director, Oversight and
Evaluation

General Counsel

Deputy General Counsel
Associate General Counsel
Director of Personnel (detailed from FDIC)
Receptionist

Administrative Specialist
Director, Financial Accounting
Contract Specialist

Director, Advisory Board Affairs
Director, Administration
Executive Assistant

Director, Review and Evaluation (Policy)

Bonnie Merrill Limbach Director, Public Affairs

Jill Nevius

Mary Saulsbury
Rosemary S. Shaw
Bruce A. Simon

Teresa C. Stinson

Deputy Director, Advisory Board Affairs

Staff Assistant

Director, Review and Evaluation (Asset Disposition)

Assistant Director, Advisory Board Affairs

Executive Secretariat

60



APPENDIX C:

JUNE 5, 1995 REPORT OF THE
THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD
AUDIT COMMITTEE
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REPORT OF THE THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD AUDIT COMMITTEE

Pursuant to the Resolution Trust Corporation (RTC) Completion Act of 1993 and the Audit Committee
Charter that was adopted on November 10, 1994, the Audit Committee met on November 14, 1994, January
23, 1995, and April S, 1995. Its acuvities and findings are summarized beiow:

Internal Controls

At cach of its three meetings, the Audit Commir*~c addressed RTC internal controls by receiving reports and
presentations from senior officials of the RTC, the RTC Office of Contractor Oversight and Surveillance
(OCQS), the RTC Office of Inspector General (IG), and the General Accounting Office (GAO).

The Committee emphasized the importance of maintaining strong internal controls, especially during the
transition of responsibilities to the FDIC. To this end, the Audit Committee reviewed the proposed audit
schedule of RTC OCOS at its April Sth meetling and has been assured of the adequacy of the proposed

program.

Also at its April 5th meeting, the Audit Committee received the RTC 1994 Internal Control Report. The
Committee intends to discuss this report with the RTC at its next meeting. To date, the Committee has not
been made aware of internal control weaknesses that are not being addressed by the RTC.

Apdit Findings and Recommendations

The Committee has focused priority attention on the RTC's response to the findings and recommendations
of its auditors. The Committee bas expressed its concern that a significant number of audit findings have
been outstanding, without any RTC decision or action, for more than 180 days. ALl its most recent meeting,
the Committee also reviewed the high number of IG audits of legal billings with unresolved management
decisioas.

To help correct these and other outstanding issues, the Committee took the following actions:

- The Committee requested regular summary reports from the RTC to track its progress in
climinating the backlog of uaresolved management decisions and to highlight any systemic or
recurring problems.

- The Committee requested the RTC to develop a process to prioritize its response to the findings and
recommendations of its auditors to expedite the resolution of outstanding issues.

- The Committee asked the RTC and the IG to address and resolve the difference of opinion
regarding certain aspects of RTC contracting policies and procedures for legal services since the
oumber of unresolved management decisions is somewhat misleading, in that many involve policy
and procedure differences rather than real costs and recoveries.

- The Committee reviewed the procedures and minutes of the RTC Audit Resolution Committee to
ascertain the RTC's procedures to address unresolved issues between management and the auditors.

Enhanced attention to these matters has produced results. RTC task forees and spedal project teams
charged specifically with audit resolution have been established. In addition, many employees bave been
reassigned to audit follow-up activities after completing their regular duties with the RTC. Finally, an audit
“Triage Process” -- or targeted application of resources — is being developed to address those findings which
merit immediate attention. Since October 1994, unresolved management decisions over 180 days have
decreased 31%.
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review its system of internal controls: (1) a program compliance review and (2) an internal control
review. These programs identify RTC operations that are vulnerable to internal control weaknesses.

A review of outstanding audit issues does not point to the existence of identifiable systemic
problems;

The GAO has removed the RTC from its High Risk List, and

According to the Inspector General, the management reforms and RTC operation are “going well.”
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FINAL REPORT OF THE THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD AUDIT COMMITTEE
DECEMBER 4, 1995

Pursuant to the Resolution Trust Corporation (RTC) Completion Act
of 1993 and the Audit Committee Charter that was adopted by the
Oversight Board on November 10, 1994, the Audit Committee met on
November 14, 1994; January 23, 1995; April 5, 1995; June 22, 1995;
September 11, 1995; and November 20, 1995. The Committee's
activities and findings since its June 1995 report to the
Oversight Board are summarized below.

Internal Controls

The Committee continued to address RTC internal controls by
receiving reports and presentations from senior officials of the
RTC, the RTC Office of Contractor Oversight and Surveillance
{OCOS), the RTC Office of Inspector General (0OIG), the General
Accounting Office (GAQO), and representatives from the FDIC/RTC
Transition Task Porce's Internal Controls Policy Committee.

The Committee discussed with the Comptroller General the GAO's
audit of the RTC's 1994 financial statements, which found RTC
internal controls to be generally effective. The Committee also
reviewed the RTC's response to the GAO Management Letter issued in
conjunction with its 1994 audit report. The Management Letter
suggested improvements to strengthen the Corporation's internal
control environment in 7 general areas of operation. The
Committee was informed that the RTC and the GAO had worked closely
to determine appropriate corrective actions and the Committee
encouraged the RTC to continue to strengthen its internal
controls.

The GAO informed the Committee that weaknesses in Electronic Data
Processing (EDP) controls had been identified since the 1994 audit
was completed. The GAO also advised the Committee that RTC and
FDIC efforts to correct those weaknesses will continue past
sunset.

The Committee was advised by the RTC Inspector General that the
RTC had addressed or was in the process of addressing all of the
0IG's 116 recommendations to improve cash management procedures.

At all of its meetings, the Committee stressed the importance of
maintaining internal controls during the transition. Further, it
reviewed the RTC/FDIC internal control certification plan to help
ensure a seamless transition of financial operations to the FDIC.
The Committee was not made aware of any control weaknesses that
are not being addressed by the RTC.
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Audit Findings and Recommendationsg

The Committee continued to focus priority attention on the RTC's
response to the findings and recommendations of its auditors. To
help reduce the number of unresolved management decisions and open
corrective actions, the Committee took the following actions:

. Requested and received regular audit follow-up reports from
the RTC and the RTC 0OIG that indicated the progress the RTC
was making in resolving audit issues and highlighted any
systemic or recurring problems.

. Requested that the RTC prioritize open audit issues and
implement an "audit triage" process that would ensure scarce
RTC resources were appropriately assigned to the closure of
audit issues.

. Encouraged the RTC to work with the 0IG to resolve legal
billings issues.

. Requested that auditors and management focus their resources
on audit matters that have implications for ongoing
operations or significant monetary recoveries.

) Asked the RTC OIG to resolve, along with the FDIC 0OIG, the
method of reporting on the RTC 0IG's last quarter of
operation. At the Oversight Board meeting on September 18,
the Inspector General informed the Board that the 0OIG would
submit a three-month report to the Board and the FDIC.

Working Relationships with the Inspector General and the

Comptroller General

The Committee maintained effective working relationships with the
0IG and the GAO. Committee meetings were attended by senior
officials of the 0OIG and the GAO. At all meetings, detailed and
frank discussions took place. The Committee requested that
auditors bring to the Committee's attention any and all
significant issues as they arose, and the auditors agreed to do
so. Further, the Committee staff met from time to time with
representatives from the 0IG and the GAO to gain additional
insight on RTC operations.

The Committee also maintained cooperative working relationships
with RTC and transition officials. Like their auditors, RTC and
transition representatives agreed to inform the Committee of
significant audit-related issues.
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As was the case during the Committee's first six months, which
were covered in the Committee's June 1995 report to the Oversight
Board, formal minutes of each Committee meeting were prepared and
oral reports were made to the Acting CEO of the RTC and all other
Oversight Board members at Oversight Board meetings on July 17,
1995; September 18, 1995; and December 4, 1995.

Financial Operations

The GAO reported that the RTC's 1994 financial statements were
reliable in all material respects and there were no reportable
instances of noncompliance with the laws and regulations they
tested.

The Committee examined the FDIC/RTC Task Forces's request for
reserve and contingency funding. To facilitate Oversight Board
consideration, the Committee discussed audit-related issues such
as the methodology behind the revised balance sheet valuation and
the differences between economic projections and GAAP-based
adjustments.

The Committee emphasized the need for a thorough and complete 1995
audit and stressed that speed should not take precedence over
accuracy in preparing the final financial statements.

Transition Issues

The Committee continued to emphasize the importance of providing
the FDIC with the best information possible on RTC assets,
liabilities, and procedures. The RTC 0IG assured the Committee
that a transition-focused records management program had been
started. The Committee encouraged the RTC to act upon the GAO's
suggestion "to place emphasis and allocate sufficient resources to
complete the needed reconciliations and settlements of the
National Sales transactions" before sunset.

The Committee requested that special attention be devoted to
insuring adequate staffing during transition in the areas of asset
disposition and contractor oversight.

. The Committee recommended that the RTC request FDIC staff to
be involved in asset disposition activities. In June, the
RTC informed the Committee that FDIC personnel had been
assigned to this task.

. The Committee reviewed plans of the RTC 0OIG and FDIC OIG to
assume and complete the work of the RTC OCOS.
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The Committee also emphasized the importance of insuring an
efficient merger of the RTC 0IG with the FDIC 0IG. The Committee
received status reports at each meeting from the Inspector General
regarding attrition and the transfer of work and staff and
assurances that the FDIC 0OIG is prepared to continue and complete
the work of the RTC OIG after sunset.

It should be noted that the Committee invited the FDIC's Chief
Financial Officer to its September 1llth and November 20th meetings
to help familiarize the FDIC with the audit-related issues it
would encounter both during and after the transition of the RTC.
The FDIC CFO and other transition representatives indicated that
they were aware of -- and in many cases already involved in -- the
issues before the Committee and that appropriate steps would be
taken to resolve remaining matters.

nclusion

The Committee continued to see improvements in the RTC's audit
follow-up and internal controls. Reports, presentations, and
discussions revealed the following:

. From inception to October 31, 1995, RTC auditors issued 1,263
audit reports containing over 6,100 recommendations. Of
those recommendations, 5,408 management decisions were
resolved. During the same period, 5,129 of 6,866 corrective
actions were implemented.

. An independent auditor has characterized the RTC/FDIC
internal control certification process as one *with a
reasonable and systematic methodology and consistent
approach.*

. No apparent systemic problems have been identified.

Because certain work of the RTC will continue after sunset, the
Committee suggests that the FDIC pay special attention to the
following as it assumes responsibility for that work:

. Adequate staffing and procedures for contractor oversight,
since that important management function helps to ensure that
assets are being managed and disposed of properly and in the
most economically beneficial manner.

. The number of inactive SAMDA contracts that will be
transferred to the FDIC for closeout will be higher than
originally anticipated. As of November 15, only 42 of 199
SAMDA contracts had been closed out.
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. An established tracking system and regular updates are
necessary for management to effectively monitor audit and
audit follow-up activities. Between November 1 and December
31, 1995, the RTC expects to receive 160 new audit reports.
In addition, 176 reports issued before November 1 are
expected to carry over to the FDIC.

. Persistent weaknesses in EDP controls will likely result in a
reportable condition for the 1995 audit and should receive
priority attention.

. Qualitative differences in contract standards between the
Corporation and its auditors should continue to be addressed
on a priority basis. 1In particular, ambiguity in contract
language and differences of opinion between RTC management
and the RTC OIG regarding legal billing practices should
continue to receive special attention.

Finally, the Committee believes that an FDIC Board-level audit
committee, or its functional equivalent, could provide useful
post-sunset oversight of the remaining RTC work.
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REGIONAL ADVISORY BOARD MEMBERS

REGION I

Region 1 included the states of Connecticut, Delaware, Maine,
Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania, Rhode
Island and Vermont.

Chair: Edward L. Marcus of Branford, CT, senior partner, The Marcus
Law Firm in New Haven.

Members: John D. Atlas of Montclair, NJ, Executive Director of the Passaic
County Legal Aid Society; founder and President of the National
Housing Institute.

Betts J. Gorsky of South Portland, ME, counsel, Van Meer &
Belanger, P.A.

Nancy M. Travers of Yonkers, NY, consultant and former Deputy
Commissioner for Community Development, New York State
Division of Housing and Community Renewal.

REGION II

Region 2 included the states of Alabama, Florida, Georgia, Maryland,
North Carolina, South Carolina, Tennessee, Virginia and West Virginia. It also
included the District of Columbia, Puerto Rico and the U.S. Virgin Islands.

Chair: Edwin S. Crawford of Towson, MD, Senior Vice President of
Ferris, Baker Watts, & Co., Inc. investment bankers, in Baltimore/
Washington, D.C.

Members: Jorge L. Bolaiios of Miami, FL, President and Chief Executive
Officer of Nova Home Health Corporation.

Edwin J. Feiler, Jr. of Savannah, GA, a principal of American
Housing Associates of Arlington, VA, and President of Metro
Developers, Inc., Savannah.

Peter J. Kadzik of Arlington, VA, a partner in the law firm of
Dickstein, Shapiro & Morin in Washington, D.C.

Ernest L. Martin of Miami, FL, Executive Director of the Dade
Partnership for Community and Economic Development.
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REGION III

Region 3 included the states of Alaska, Arkansas, Idaho, Illinois, Indiana,
Iowa, Kansas, Kentucky, Michigan, Minnesota, Missouri, Montana, Nebraska,
North Dakota, Ohio, Oklahoma, Oregon, South Dakota, Washington, Wisconsin
and Wyoming.

Chair: R. Layne Morrill of Kimberling City, MO, founder and President
of Shepherd of the Hills Realty Co., Inc.

Members: William Goolsby of Pullman, WA, professor and Chairman,
Department of Finance, College of Business and Economics at
Washington State University.

Leon T. Kendall of Milwaukee, WI, professor of finance and real
estate at the J.L. Kellogg Graduate School of Management at
Northwestern University.

Michael R. Kramer of Bloomfield Hills, MI, of the Kramer Mellen
law firm in Southfield.

REGION IV
Region 4 included the states of Louisiana, Mississippi and Texas.

Chair: Gilberto S. Ocaiias of Austin, TX, Chief Executive Officer of
WinTex International printing corporation.

Members: Yvonne A. Ewell of Dallas, TX, educator member of the Board of
Education for the Dallas Public Schools.

Gordon V. Hartman of San Antonio, TX, owner and founder of
Gordon V. Hartman Enterprises, Inc.; Nationwide Real Estate
company; Gordon Hartman Homes, and Hartman Custom Homes.

Dary Stone of Dallas, TX, President of Faison-Stone, Inc., real
estate development company.

Estella Trevino of Edinburg, TX, Executive Director of the
Edinburg Housing Authority.
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REGION V

Region 5 included the states of Arizona, Colorado, Nevada, New Mexico
and Utah.

Chair: Sydney R. Fonnesbeck of Salt Lake City, UT, Director of Training
and Communications for the Utah League of Cities and Towns.

Members: Frank B. Gray III of Boulder, CO, Director of the City of
Lakewood Department of Economic Development.

I. L. (Smokey) Sanchez-Davis of Albuquerque, NM, a real estate
broker, property manager, builder/ developer, consultant and
appraiser.
James W. Stretz of Albuquerque, NM, Executive Director of the
New Mexico Mortgage Finance Agency.

REGION VI

Region 6 included the states of California and Hawaii.

Chair: Lilly V. Lee of Los Angeles, CA, Chairperson of Lilly
International, Inc., an international trade and real estate consulting
company.

Members: David F. Ciambrone of Lake Forest, CA, Senior Scientist and
Program Manager, Hughes Aircraft Company, Newport Beach.

Peter Dreier of Los Angeles, CA, E.P. Clapp Distinguished
Professor of Policies at Occidental College.

David N. Lund of Los Angeles, CA, Economic Development
Manager for the City of San Clemente.

John C. MacLaurin of Sherman Oaks, CA, President of the
Encino-based URBATEC, a diversified real estate development firm.
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Policy Statement Number 18
RTC Internal Controls

1. Obijectives.

The objectives of this Policy Statement are:

(A) to encourage the Resolution Trust Corporation ('"RTC')
to establish and adhere to internal control standards, including
evaluation and reporting standards, that are no less stringent
than those required of certain agencies pursuant to the Federal
Managers’ Financial Integrity Act of 1982 ('"FMFIA");

(B) to encourage the RTC to vest in its Chief Financial
Officer powers substantially similar to those provided in the
Chief Financial Officers Act of 1990 ("CFO Act").

2. Purpose.

(A) The purpose of this Policy Statement is to ensure that
the RTC, in its corporate and receivership capacities, has in
pPlace a comprehensive set of internal accounting and
administrative controls, which can provide reasonable assurance
that:

1) obligations and costs are in compliance with applicable
law and Oversight Board resolutiomns;

2) all transactions are executed in accordance with
management’s general or specific authorization, and in accordance
with established policies and procedures;

3) funds, property, and other assets are properly accounted
for and safequarded against waste, loss, unauthorized use, or
misappropriation; and

~ 4) revenues and expenditures are properly recorded and
accounted for in a timely manner to

(a) permit the preparation of accurate and reliable
accounts, financial statements, and management reports and

(b) maintain accountability over assets
3. Internal Control Standards. #*

It is the policy of the Oversight Board that the RTC should
establish and maintain a system of internal accounting and
administrative controls which, at a minimum, meet the standards
prescribed by the Comptroller General pursuant to FMFIA.
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4. Internal Control Evaluation. =

It is the policy of the Oversight Board that the RTC should
establish and maintain an internal control evaluation system
which, at a minimum, meets the requirements prescribed by the
Office of Management and Budget pursuant to FMFIA. 1In
establishing that system, the RTC should, to the extent
practicable, study the evaluation systems used by Executive
agencies and adopt the most effective elements of those systems.
The RTC should alsoc incorporate in such system specific
mechanisms to evaluate compliance with relevant Oversight Boarad
resolutions, policy statements, principles, and other guidance.

S. Designation, Authority, and Function of the Chief Financial
Officer.

It is the policy of the Oversight Board that the RTC should
provide its Chief Financial Officer with authority and functions
substantially similar to those set forth in 31 U.S.C. Sections
902 (a) (1)=-(3), (5)(B)=(E), (7) and (8), and Section 902(b), as
amended by the CFO Act.

6. Reports to the Oversight Board. *

(A) The RTC shall submit to the Chairman of the Oversight
Board the annual management report required by the CFO Act at
least 30 days before the report is due to be submitted to
Congress.

(B) The RTC shall prepare and submit to the Chairman of the
Oversight Board a statement and report on internal administrative
and accounting controls substantially similar to that annually
required of Executive agencies under FMFIA. 8uch report is due
90 days after the end of the reporting period. The reporting
period is the RTC’s fiscal year unless the Chairman of the
Oversight Board determines otherwise. On a one time basis only,
however, the RTC shall submit a statement and report by October
30, 1991, covering the RTC’s fiscal year ended December 31, 1990,
and covering, to the extent possible, the period from January 1
through September 30, 1991.

7. Immediately Effective.

This Policy Statement shall be immediately effective.

* With regard to Section 3 of this Policy Statement, RTC should
develop appropriately rigorous internal control standards for the
internal controls of those of its contractors who act on behalf
of the RTC (e.g., SAMDA contractors and Interim Servicing
Agreement contractors). The internal control evaluation system
referred to in Section 4 of this Policy Statement should be
employed by RTC to evaluate the internal controls of such RTC
contractors in accordance with such standards. Reports required
under Section 6 of this Policy Statement should include the
results of such evaluations of the internal controls of such RTC
contractors.
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TYPE AMD MPRER

m Circular 1250.1
CONTACT TELEPHONE #

Sescision et Corporation
Dean R. Eisenberg 202-416~7344

DATE

DIRECTIVE SYSTEM | facch . 1052

OATE OF CAKCELLATION (Bulletins only)

TO: All Washington, Regional and Consolidated Offices

FROM: Albert V. Casey
President and CEO

/ .
SUBJECT: terpa t Systems - ..

1. Purpose. To establish policies,\abjectives,'standards and
responsibilities for the development, maintenance and evaluation
of internal controls for RTC programs and administrative

activities.

2. Scope. This directive applies to all Washington, Regional
and Consolidated Offices, field sites, and all contractors
performing direct services for RTC.

3. Policy. Internal controls are defined as the overall plan
of organization and the methods employed by the RTC to safeguard
its assets, ensure the reliability of its accounting data,
promote efficient operations, and ensure compliance with
policies. The objectives of internal controls are to provide
management with reasonable, assurance that:

a. Obligations and costs are in compliance with ipplicable
laws and regulations; '

b. All transactions are executed in accordance with
management’s general or specific authorization, and established
policies, procedures and delegated authority;

c. Funds, property, and other assets are properly
accounted for and safeguarded against waste, loss, unauthorized
use, or misappropriation;

d. Revenues and expenditures are properly recorded and
accounted for in a timely manner to:

(1) Permit the preparation of accurate and reliable
accounts, financial statements, and management reports; and

(2) Maintain accountability over assets.
e. Early warning systems are in place to alert management

about emerging problems.

Total No. of Pages 8 Control No. 92-022
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RTC shall maintain effective internal systems of accounting and
administrative controls. All levels of RTC management shall be
involved in assuring the adequacy of these systems by designing,
developing, installing, maintaining, monitoring, reporting and
enforcing internal controls, and by performing vulnerability
assessments and internal control reviews. Managers should use
Inspector General audit and investigative reports, together with
other pertinent reviews, when making reasonable assurance
determinations. Estimates and judgments are required to assess
the expected benefits and related costs of control procedures.
The cost of developing internal control systems should not exceed
the anticipated benefits. All systems will be evaluated on an

on-going basis.

4. Definitions. For purposes of this directive, the following
definitions are provided:

a. Alternative Internal control Review (AICR). An

alternative review would substitute for an ICR and could include
a computer security review, a financial system review, IG and GAO
audits and other management analyses that also evaluate the
effectiveness of internal controls. These reviews include the
testing of controls, preparation of corrective action plans, and
the development of required documentation.

b. Annual Management fﬁﬂ&tﬂl Certification Statement. The
Statement summarizes accomplishments, material weaknesses and

critical milestones for corrective actions from each organization
for the preceding year. The statement is developed from all i
available sources including ICRs, audits and studies. It shall
include a certification that reasonable effort has been made to
ascertain that all existing controls and procedures provide
adequate protection against waste and abuse. It also shall
include a Corrective Action Plan designed to address any

deficiencies.

c. Assessable Unjt. A major program, administrative
activity or function performed by an organization. The RTC’s
inventory of assessable units represents the entire spectrum of
program and operational activities.

d. corrective Action Plan. A plan designed to correct any
deficiencies in response to findings and recommendations from the
review of an assessable unit. The plan should consider the
staffing, ADP and fiscal resources needed for its implementation.
It also establishes a target completion date as well as
significant milestone dates to monitor progress.

e. Internal cControls. In the broadest sense, these

include controls which are categorized as either accounting or
administrative. Accounting controls are concerned with the
safequarding of assets and the reliability of financial records.
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Administrative controls are concerned with operational efficiency
and adherence to managerial policies and usually relate only
indirectly to financial records. The plan of organization of the
RTC delineates program and administrative responsibilities as do
the control methods and measures adopted by the RTC to:

(1) Safeguard its resources;

(2) Assure the accuracy and reliability of its
information; )

(3) Adhere to applicable laws, regulations and
policies; and

(4) Promote operational economy and efficiency.

L. . Documentation includes
organizational charts, written procedures, manuals,
correspondence, - flow charts, spreadsheets, questionnaires, forms,
and software vhich communicate responsibility and authority. The
documentation serves as a reference for persons reviewing
internal controls and their effectiveness.

g. . A plan which summarizes
RTC’s risk assessments, and planned internal control reviews and
alternative internal control reviews to be undertaken by program
managers to provide reasonable.assurance that controls are in
place and working. The MCP is updated annually or as major
program or functional changes occur.

h. Internal control Review (ICRl. A detailed examination
of an assessable unit by a program manager using appropriate
methodology to determine if controls and procedures are current,
adequate and cost effective. It also should identify corrective
actions needed to resolve any inadequate controls or procedural
deficiencies.

i. Interna) control System. The system consists of all

methods and measures Of internal control for the RTC. An
internal control system is not a separate system. It is an
integral part of the programs and administrative functions
performed and the systems used to operate these programs and
functions. They consist of the organization structure, operating
procedures, and administrative practices adopted by all levels of
management to provide reasonable assurance that programs and
administrative activities are properly carried out. Developing
and maintaining internal controls is the responsibility of the
individuals who manage and operate RTC programs and functions.

Je Material Weakness. A specific instance of non-
compliance which would significantly impair the fulfillment of
RTC’s mission; deprive the public of needed service; violate

3
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statutory or regulatory requirements; significantly weaken
safequards against waste, fraud, mismanagement and asset loss; or

result in a conflict of interest.

k. RTC Component. For purposes of this directive, each
RTC office including the Office of Inspector General is a
component.

1. Vulnerabjlity Assessment (VA). A program manager’s
initial assessment of the susceptibility of the assessable unit
to the risks of waste, fraud, abuse or illegal acts. Compliance
with applicable laws, the adequacy of safeguards for funds,
property and other assets, and the proper recording and
accountability of financial transactions must be considered

during this assessment.

S. « Certain basjic standards
shall be adhered to in the systems of internal control
established by RTC. These include: documentation, recording and
executing transactions, separation of duties, adequate
supervision, access to and accountability for resources,
competent and supportive personnel, and reasonable assurance that

the systems of internal controls are operating as intended.
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a. DRocumentation. Internal controls, accountability for
resources, and all financial transactions shall be clearly
documented and available.

b. Recording of Transactions. Transactions, which occur
when management decides to exchange, transfer, use or commit
resources for specified purposes shall be recorded promptly as
executed, and properly classified.

c. e + Independent evidence shall
be maintained that authorizations are issued by persons acting
within the scope of their authority and that transactions conform
with the terms of the authorization.

d. Separation of Dutjes. Key duties such as authorizing,
approving, and recording transactions, issuing or receiving
assets, making payment, and reviewing or auditing shall be
assigned to separate individuals to the degree feasible and cost
effective. Management control depends largely on the elimination
of opportunities to conceal errors or irregularities. This in
turn depends on the assignment of work in such a fashion that no
one individual controls all phases of an activity or transaction
thereby creating a situation that permits errors or
irreqularities to go undetected.

e. Supervision. Qualified and continuing supervision
shall be provided to assure that approved procedures are
followed. Lines of accountability shall be clear and documented.
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£. « Access to

resources shall be limited to authorized personnel. Access
includes both direct physical access and indirect access through
the preparation or processing of documents that authorize the use
or disposition of resources. Periodic comparison shall be made
of the resources and the recorded accountability to determine if
the two agree. The frequency of the comparison shall be a
function of the vulnerability of the asset.

g. « Reasonable care
shall be taken that personnel maintain a high standard of
integrity, a positive attitude towards internal controls and
possess competency including education, training and experience
to accomplish their assigned duties.

h. e The internal

control techniques are to be effective and efficient in
accomplishing the internal control objectives as identified.

i. Reasonable Assurance. Internal control systems should
provide reasonable, but not absolute, assurance that the
objectives of the system will be accomplished. This standard
recognizes that the cost of management controls should not exceed
the derived benefits and that the benefits consist of reductions
in the risks of failing to achieve the stated objectives.
Managers shall certify the efficacy of the internal control

systems.
6. Responsibilities
a. President and Chief Executive Offjcer. The President

and CEO shall:

(1) Establish policies and procedures necessary for
the operation of a RTC-wide program of internal controls.

(2) Submit to the Chairman of the Thrift Depositor
Protection Oversight Board the annual management report on
internal controls required by the Chief Financial Officers Act,
at least 30 days before the report is due to be submitted to

Congress.

(3) Submit to the Chairman of the Oversight Board an
annual statement and report on internal controls substantially
similar to that described in the Federal Managers Financial
Integrity Act within 90 days after the end of the fiscal year.

(4) Act as the final determinant to resolve any and
all disagreements or direct implementation of recommendations

concerning the program.
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b. )
« The Director, OMAE is

responsible for coordinating the overall corporate-wide internal
control program. These responsibilities include:

(1) Developing internal control program procedures,
schedules, and reporting requirements.

(2) Overseeing the establishment of assessable units
and the conduct of risk assessments and internal control reviews.

- (3) cConducting quality assurance reviews and tracking
identified material weaknesses and corrections made in accordance

with corrective action plans.

(4) Preparing required RTC reports and assurance
documents.

(5) Preparing, for the President and CEO, the
consolidated RTC Annual Management Certification Statement
summarizing internal control accomplishments and material
weaknesses and their corrective actions developed during the

preceding year.

(6) Providing the Inspector General an opportunity for
reviewing the consolidated RTC Annual Management Certification
Statement before submitting it to the President and CEO.

(7) Coordinating with program managers and staffs, the
Inspector General, and internal control points of contact on
internal control program matters.

(8) Notifying the President and CEO of any problems
identified by early warning assessments. '

c. eni Vi esj . These corporation executives,
or their designees are responsible for:

(1) Designing, installing, monitoring and’naintaining
effective systems of internal control within their organizations.

(2) Certifying that each internal control system meets
all applicable requirements.

(3) Establishing assessable units and conducting risk
assessments and internal control reviews, or their equivalent.

(4) Certifying that the inventory of assessable units
represents all functional areas, is current, and that VAs, ICRs
and AICRs are performed adequately and their findings are
reported within prescribed time frames.
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(S) Apprdvinq the organization’s Annual Management

Certification Statement and accompanying documentation, and

forwarding these materials to the Director, OMAE for
consolidation into the RTC Annual Management Certification

Statement. (This responsibility may not be delegated.)

' (6) Notifying the Director, OMAE of any problenms
identified by early warning assessments.

d. « The Inspector General, through a

Inspector General
program of audits and investigations, is.an integral part of the
internal control process. These responsibilities include: :

: (1) Evaluating internal controls as part of internal
audits, and providing resulting reports to Corporation managers.

(2) Providing technical assistance in the
Corporation’s efforts to evaluate and improve its internal

control program.

(3) Adéising the President and CEO whether the
internal control review and evaluation process has been conducted

consistent with this Directive. !

7. . The internal control
program involves six basic processes.

a. . Divide the

programs into assessable units accounting for all discrete
functions performed. Each organization maintains its own
inventory. The Director, OMAE maintains the master inventory of

..81l1 RTC Assessable Units. This inventory shall be updated
‘quarterly by each organization and any changes shall be submitted
to the Director, OMAE. OMAE will coordinate with the Office of
Inspector General when establishing and updating the RTC
inventory of assessable units.

b. i i . A VA must be
conducted or recertified for each assessable unit every year.
This will provide RTC with an early warning capability to
identify and correct serious problems.

c. Develop Management Control Plan. Based on the results

of the VA, the program manager will develop a plan to perform an
ICR. There also are studies and audits (AICRs) which may be used
in place of an ICR if they cover the scope of the assessable unit
scheduled for review. Because of their wide scope, AICRs may
satisfy requirements for all or parts of several ICRs.

-- Assessable units with a high vulnerability rating must have an
ICR or an AICR conducted on them within one (1) year following
such a determination. Assessable units with medium ratings must

?
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have ICRs conducted on them within 30 months. The President and
CEO may also require additional ICRs for specific assessable
units or functions based on early warning assessments or for
issues of corporate-wide interest. Copies of the completed ICRs
and AICRs must be retained by the originating organization.

The Director, OMAE must be notified for scheduling and review
purposes when each ICR and AICR is initiated, and again when

completed.

d. condyct Internal cControl Reviews. An ICR (or AICR)
must be conducted to assess the effectiveness and costs of the
internal controls of the assessable unit and to identify any
deficiencies in the controls. Additionally, a corrective action
plan is prepared to resolve the deficiencies.

e. v . Program managers are
responsible for completing the corrective actions developed to
resolve deficiencies noted during the review of their assessable
units. The program manager also is responsible for verifying
that the implemented corrective actions resulted in the desired

outconme.

f. e u a ific
Statement. Each Senior Vice President shall approve an Annual
Management Control Certification Statement. The Statement will
be addressed to the President and CEO, but delivered to the
Director, OMAE by February 15, or the first work day thereafter
of each year. OMAE will consolidate the information into the
RTC’s assurance statement. The Annual Certification Statement
addresses internal control conditions and accomplishments for the
preceding fiscal year.

8. Records Management. Work papers should contain summary
notes to the files; refer to documents used and where to locate
them; provide the names of persons interviewed; and discuss
testing methods used. Documentation will be retained by the
originating organization in accordance with files management and
records disposition guidelines established by the RTC.

9. contact. For further information concerning internal
control program policies, procedures, or guidelines contact the
Director, OMAE.

10. Effective Date. This directive is effective immediately.
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RESOLUTION TRUST CORPORATION
CONTRACTING ACTIVITY REPORTING SYSTEM
FUNCTIONAL BUSINESS AREA BREAKOUT
OF CONTRACT SERVICE TYPES
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Functional Business Area Breakout of CARS Service Types

Major Business Category |Service Code

Service Description

Accounting/Financial Services AA
Loan Servicing/Administration FL
LA
LO
Institution Management FM
CA
Asset Management (SAMDA) AM

Data Processing/Support Services JDB
oC

Administration/Operation/Other Fl

LG
oS
oT
PO

Asset Related Services AE
AP
AR
AS
BK
BR
CcC
co
DD
EC
ES
IN

LS

MP
PM
PT
RE
RM
SE
SuU
TC
TW

Accounting, Auditing, Financial Services

Full Loan Servicing
Loan Administration/Consulting
Loans

Financial Institution Management
Closing Assistance

Asset Management

Computer Systems & Database Management
Other Consulting

».
Financial Investigation
l.egal Services
Operations Supplies & Support Services
Other Services Offered
Purchase Orders - 10/7/94 - New Serv Type

Architecturai/Engineering Consulting
Real Estate Appraisals
Appraisal Review

Other Appraisal Services
Broker's Opinion of Value
Real Estate Brokerage
Construction Consulting
Construction

Asset Due Diligence/File Review
Environmental Consulting
Evicting & Securing Property
Insurance

Leasing
Marketing/Promotion
Property Management
Property Maintenance

Real Estate Consulting

Real Estate Marketing/Sales
Securities

Surveying

Tax Consulting

Title Work

Note: Some overlap exists in all categories.
Source: Resolution Trust Corporation
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APPENDIX I:

RECEIVERSHIP TERMINATION ACTIVITY
OF THE RESOLUTION TRUST CORPORATION
THROUGH DECEMBER 31, 1995
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Receivership Termination Activity
Inception through December 31, 1995

RTC has approved 347 receiverships for termination through December 31, 1995, and
400 receiverships remain. 263 receiverships have received certificates of termination.

! Not Yet Approved

for termination |
—®— | 500

Approved for
termination

454 440

423 421
400

H
o
o

Termination 347

Certificates Issued
——

324 326

263

234

2204 231

211 220

188 189 199

200 |172 172

145 150

Number of Receiverships
w
o
o

100

pigitized orSeumee; Office of Operations, Division of Asset Management and Sales
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APPENDIX J:

RESOLUTION TRUST CORPORATION
ASSET REDUCTIONS BY
DISPOSITION METHOD
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RTC ASSET REDUCTIONS
Book Value, Inception through December 31. 1995
As Tracked by the Oversight Board Staff’
(Dollars in billions)

Bulk Sales:
Portfolio Sales
Book Value <100M $2.6 [0.6%]
Book Value >100M <200M 4.6 [1.0%]
Book Value >200M 13.8 [3.0%]
$21.0 [4.6%]
Equity Participations’ 17.1 [3.7%]
$38.1 [ 83%]
National Loan Auctions (I-VIII): $ 36 [ 08%]
Securitization:
1-4 Family $24 4 [5.3%]
Muiti-Family 4.5 [1.0%]
Commercial 12.4 [2.7%)]
Mobile Homes & 2nd Mortgages 0.9 [0.2%]
$423 [ 9.2%]
Transfers to Purchasers of Thrifts (net of putbacks): $50.8 [ 11.1%)]
Collections:*
During Conservatorship $97.8 [21.3%)]
During Receivership 46.7 [10.2%)]
$144.5 [31.5%]
Cash & Securtties: $45.6 [ 10.0%]
Sales of Subsidiaries: $ 10 [ 02%]
SAMDA Sales: $33.5 [ 7.3%]

Due to the manner in which the RTC accounted for the disposition of assets. it is possibie that some asset
reductions were reported under more than one disposition method. For example, some SAMDA assets were
sold in portfolio and loan auction initiatives and may have been reported in multiple categories.

: Each percentage is calculated as part of Total Asset Reductions from Inception, $458.5 billion.

Equity participations consist of N-Series. S-Series. N/S-Series. NP-Series, S/N-Series, JDCs. Land Funds.
and MIFs.

Collections include such things as principal payments. loan payoffs. compromises on loans. and dividends
from recoveries of cash on the sale of subsidiary assets.
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Losses at Time of Disposition: $61.5 [ 13.4%)]

Other Sales:’ $37.6 [ 8.2%]
Total Asset Reductions from Inception: $458.5 [100.0%]
Sources:

Portfolio Sales Resolution Trust Corporation, MPBTS (FDIC, June

Equity Participations

National Loan Auctions

Securitization
Transfer to Purchasers of Thrifts
user of Putbacks)

Cash and Securities

Sales of Subsidiaries

SAMDA Sales

Losses at Time of Disposition

13. 1996.

Resolution Trust Corporation. Non-Performing
Transactions (at closing) Equitv Partnerships
(FDIC. June 5. 1996, JDC portion revised August
16. 1996.)

Resolution Trust Corporation. .National Loan

Auctions Results (FDIC July 15. 1996) and

National Auction Data (FDIC, June 24. 1994.
revised August 16, 1996).

Resolution Trust Corporation. RTC Securitization

Aggregate Summaries (FDIC. June 5. 1996).

Resolution Trust Corporation, Summary of RTC
Financial Activity (FDIC, March 15, 1996).

Resolution Trust Corporation. Summary of RTC
Financial Activity, Chart 3-B. Receivership Asset
Activity, Inception through December 31, 1995
(FDIC. March 15. 1996).

Resolution Trust Corporation. Subsidiary Sales
(FDIC. June 20, 1996).

Resolution Trust Corporation, SAMDA/SAMA
Activity Report (FDIC. February 23, 1996, revised
July 16, 1996).

Resolution Trust Corporation, Summary of RTC
Financial Activity, Chart 2-B, Conservatorship
Asset Activity, Inception through March 1995
(RTC, May 19, 1995) and Chart 3-B, Receivership
Asset Activity through December 31, 1996 (FDIC,
March 15. 1996).

Other Sales include such things as the disposition of furniture, fixtures, equipment. loans. and real estate
by Field Offices.
Digitized for FRASER
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APPENDIX K:

RESOLUTION TRUST CORPORATION
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93-94

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

RTC EQUITY PARTICIPATIONS

No. of Book Value
Series Assets ($ millions)
AEW MIF 440 1,013
GE MIF 533 1,021
1992-N1 432 345
1993-N1 737 618
1993-N2 180 743
1993-N3 318 324
1994-N1 511 406
1994-N2 405 347
1994-N3/S 286 278
1993-S1 44 74
1993-S2 88 112
1994-S1 86 100
1994-S2 88 90
1994-S3 73 38
1994-S4 181 132
1994-S5 134 107
1994-S6 125 84
1995-NP1A o8 83
1995-NP1B 51 71
1995-NP2A 53 64
1995-NP2B 187 127
1995-NP2C 27 38
1995-NP3-1 78 62
1995-NP3-2 81 51
1995-NP3-3 48 41
1995-S/N1 142 90
1995-S/N2 103 81
1995-S/N3 114 87
1995-S/N4 126 119
1995-S/NS 20 63

Source: Resolution Trust Corporation, RTC Equity Participations

as of 12/20/95, (RTC, December 20, 1995).




APPENDIX L:

STANDARD ASSET MANAGEMENT AND DISPOSITION
AGREEMENT (SAMDA) AND
STANDARD ASSET MANAGEMENT AGREEMENT (SAMA)
BOOK VALUE OF OUTSTANDING ASSETS
OCTOBER 1993 THROUGH DECEMBER 1995
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Outstanding SAMDA & SAMA Book Value - All Offices

October 1993 - December 1995
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APPENDIX M:

RESOLUTION TRUST CORPORATION
NUMBER OF SUBSIDIARIES
AND JOINT VENTURES REMAINING
DECEMBER 31, 1994 THROUGH DECEMBER 31, 1995
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APPENDIX N:

RESOLUTION TRUST CORPORATION
SUBSIDIARIES AND JOINT VENTURES
BY LINE OF BUSINESS
AS OF DECEMBER 31, 1995
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Resoiution Trust Corporation
Subsidiaries and Joint Venture inventory
Line of Business Summary
as of December 31,1995

At! Other Lines

Leasing Reiated _
insurance Retated

Joint Ventures

Hoiding Companies

Rea! Estate Reiated _
Mortgage Reiated

Number by Line of Business

Source: Subsidiary information Management Network (S)MAN)

Line of Business Summary, Division of Asset Management and Sales
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APPENDIX O:

RESOLUTION TRUST CORPORATION
SUBSIDIARIES AND JOINT VENTURES:
ASSETS BY LINE OF BUSINESS
AS OF DECEMBER 31, 1995
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Resotution Trust Corporation
Subsidiaries and Joint Venture inventory
Summary of Totai Assets by Line of Business
as of December 31,1995

Alt Other Lines

tnsurance Retated $7.6

_ _ Joint Ventures
Leasing Reiated $25.1

$1.3

Hoiding Companies
Rea! Estate Related

Mortgage Reiated

Totat Assets by Line of Business
($ in Mittions)

Source: Subsidiary information Management Network (S)MAN)

Line of Business Summary, Division of Asset Management and Sales
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APPENDIX P:

RESOLUTION TRUST CORPORATION
SPECIAL RESOURCE PROPERTIES
AS OF JANUARY 1, 1996
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AVAILABLE PROPERTIES WITH SPECIAL RESOURCES*
As of January 1, 1996

Special Commercial Book Value Land Book Value Residential Book Value Total | Total Book Value
Resource Type
Aquifers 5 $2,254,044 13 $21,160,090 6 $8,029,402 24 $31,443,536
Wetlands 13 $11,143,963 119 $252 455,595 4 $6,731,698 136 $270,331,256
Archaeologica!l 1 $8,739,910 27 $49,938,275 3 $8,833,502 31 $67,511,687
Coastal Dunes
and Beaches 1 $1,027,200 7 $13,839,936 2 $3,926,879 10 $18,794,015
Historical
Sites 22 $25,223,774 7 $26,542,839 22 $2,474,565 51 $54,241,178
Wild and
Scenic Rivers 1 $626,405 2 $20,117 0 $0 3 $646,522
Recreational 4 $20,347,958 15 $104,368,811 11 $69,575,896 30 $194,292 665
Fifty-Acre
Lands 2 $17,320,758 31 $273,461,441 10 $69,469,646 43 $360,251,845
Undeveloped
Floodplains 5 $3,675,854 51 $242,272,810 6 $4,428,670 62 $250,377,334
Endangered
Species 3 $2,220,162 81 $265,505,475 7 $15,571,912 91 $283,297,549
Coastal
Barrier 0 $0 2 $8,223,661 0 $0 2 $8,223,661
Wiiderness
Area 0 $0 1 $2,502,119 0 $0 1 $2,502,119
Natural
Landmarks 0 $0 0 $0 0 $0 0 $0
Scientific
Value 0 $0 2 $1,776,000 0 $0 2 $1,776,000

* Note: Some properties have more than one speclal resource.

Total Individual Properties with Resources = 302 or Approximately 9% of the Remaining REO Portfolio.

Total Book Value of Individual Properties with Resources = $569,452,412 or Approximately 44% of the Remalning Book Value
of the REO Portfolio. '

Source: Resolution Trust Corporation, *Current Resource and Hazardous REO Data’, (FDIC, February 22, 1996).
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APPENDIX Q:

RESOLUTION TRUST CORPORATION
PROPERTIES WITH HAZARDOUS MATERIALS
AS OF JANUARY 1, 1996
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AVAILABLE PROPERTIES WITH HAZARDOUS MATERIALS*

As of January 1, 1996

_Hazard Type | Commerciai | Book Vaiue | Land | Book Vaiue | Residential | Book Vaiue | Total | Totai Book Vaiue
Above-ground T 1 R
__Storage Tanks 25 | $29,596,736 8| $17,384,831 _ .48 |  $3,544,554 81|  $50,526,121
Asbestos 213 | $210,557,259 15 | $17,796,926 74| $4848453 | 302 $233,202,638
Disposal Sites 10 $5,753,839 50 | $55,560,073 2 $128,260 62 | $61,442,172
Hazardous
Substance Management 46 | $60,579,227 41 | $21,943,193 20 $1,536,494 107 |  $84,058,914
Historical Disposal/
Contamination 64 | $34,994,223 23 | $198,769,065 | 4 $295,450 91 |  $234,058,738
Lead 42 | $40,572,023 9| $2,151414 571 | $25,626,788 | 622 __$68,350,225
National Priority
List Sites 1 $797,500 1 $1,013986| 0 $0 2| . $1811,486 |
Pesticides 1 $128,732 | 3| $41,184 1 ~$91,400 51 $261,316
Polychlorinated
Biphenyls 18 | $27,441,491 7 $3,680,550 3 $223,622 28 $31,345,663
Radiological
Hazards 2 $4,497,555 0 $0 17 $1,340,380 19 ] $5,837,935
Radon 16 $6,003,164 6 $7,427,576 9 $4,200,685 31| $17,631,425
Underground
Storage Tanks 80 | $49,150,936 14 | $46,721,724 38 $5,477,152 132 $101,349,812

* Note: Some properties have more than one hazard.

Total individual Properties with Hazards = 1,091 or Approximately 34% of the Remaining REO Portfoiio.

Total Book Value of Indlviduai Properties with Hazards = $577,241,136 or Approximately 44% of the Remaining Book Vaiue

of the REO Portfolio.

Source: Resolution Trust Corporation, “Current Resource and Hazardous REO Data*, (FDIC, February 22, 1996).
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APPENDIX R:

RESOLUTION TRUST CORPORATION
ASSETS AVAILABLE FOR LIQUIDATION
TRANSFERRED TO THE
FEDERAL DEPOSIT INSURANCE CORPORATION
ON JANUARY 1, 1996
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Composition of Asset inventory at Termination of RTC

(Transferred to FD!C on 1/1/96)
($ in biHions)

Construction &

Land Loans i-4Famity Mortgages
All Other Mortgages

Cash & Securities

Other Loans
(Commercial and Consumer)

Rea) Estate Owned All Other Assets

Totat = $7.7 billion
Net investments in Subsidiaries
Digitized for FRASER
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OVERSIGHT BOARD CHAIRPERSON
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A REPORT ON THE USE OF LOSS FUNDS
BY THE RESOLUTION TRUST CORPORATION

A REPORT BY THE
THRIFT DEPOSITOR PROTECTION OVERSIGHT BOARD CHAIRPERSON
AS REQUIRED BY RESOLUTION TRUST CORPORATION COMPLETION ACT OF 1993
PUB. L. NO. 103-204, §28, 107 STAT. 2369, 2410-11 (1993)
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THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD
808 17th Street, N.W., 8th Floor
Washington, D.C. 20232

May 31, 1996

The Honorable Alfonse M. D’ Amato

Chairman

Committee on Banking, Housing and Urban Affairs
United States Senate

Washington, D.C. 20510

Dear Mr. Chairman:

I am pleased to submit for your review the report by the Thrift Depositor Protection Oversight
Board Chairperson required by Section 28 of the Resolution Trust Corporation Completion Act
on the Resolution Trust Corporation’s (RTC) use of funds provided under that legislation.

In brief, total loss funds used, including estimated losses on remaining assets and related
expenses, are estimated to be $87.9 billion. This estimate is lower than originally anticipated
due to year-end 1995 adjustments to reserves.

The General Accounting Office anticipates completion of its audit of the RTC’s financial
statements on or around July 1. Should the certified financial statements produce changes to
this report’s findings which require explanation, a discussion will be included in the joint RTC
and Oversight Board 1995 Annual Report.

Sincerely,

Qe

ohn D. Hawke, Jr.
Acting Chairperson

Thrift Depositor Protection
Oversight Board
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THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD
808 17th Street, N.W., 8th Floor
Washington, D.C. 20232

May 31, 1996

The Honorable Paul S. Sarbanes

Ranking Minority Member

Committee on Banking, Housing and Urban Affairs
United States Senate

Washington, D.C. 20510

Dear Senator Sarbanes:

I am pleased to submit for your review the report by the Thrift Depositor Protection Oversight
Board Chairperson required by Section 28 of the Resolution Trust Corporation Completion Act
on the Resolution Trust Corporation’s (RTC) use of funds provided under that legislation.

In brief, total loss funds used, including estimated losses on remaining assets and related
expenses, are estimated to be $87.9 billion. This estimate is lower than originally anticipated
due to year-end 1995 adjustments to reserves.

The General Accounting Office anticipates completion of its audit of the RTC’s financial
statements on or around July 1. Should the certified financial statements produce changes to
this report’s findings which require explanation, a discussion will be included in the joint RTC
and Oversight Board 1995 Annual Report.

Sincerely,

ohn D. Hawke, Ir.
Acting Chairperson

Thrift Depositor Protection
Oversight Board
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THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD
808 17th Street, N.W., 8th Floor
Washington, D.C. 20232

May 31, 1996

The Honorable James A. Leach

Chairman

Committee on Banking and Financial Services
United States House of Representatives
Washington, D.C. 20515

Dear Mr. Chairman:

I am pleased to submit for your review the report by the Thrift Depositor Protection Oversight
Board Chairperson required by Section 28 of the Resolution Trust Corporation Completion Act
on the Resolution Trust Corporation’s (RTC) use of funds provided under that legislation.

In brief, total loss funds used, including estimated losses on remaining assets and related
expenses, are estimated to be $87.9 billion. This estimate is lower than originally anticipated
due to year-end 1995 adjustments to reserves.

The General Accounting Office anticipates completion of its audit of the RTC’s financial
statements on or around July 1. Should the certified financial statements produce changes to
this report’s findings which require explanation, a discussion will be included in the joint RTC
and Oversight Board 1995 Annual Report.

Sincerely,

O sl

‘\.thn D. Hawke, Jr.
Acting Chairperson
Thrift Depositor Protection
Oversight Board
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THRIFT DEPOSITOR PROTECTION
OVERSIGHT BOARD
808 17th Street, N.W_, 8th Floor
Washington, D.C. 20232

May 31, 1996

The Honorable Henry B. Gonzalez

Ranking Minority Member

Committee on Banking and Financial Services
United States House of Representatives
Washington, D.C. 20515

Dear Congressman Gonzalez:

I am pleased to submit for your review the report by the Thrift Depositor Protection Oversight
Board Chairperson required by Section 28 of the Resolution Trust Corporation Completion Act
on the Resolution Trust Corporation’s (RTC) use of funds provided under that legislation.

In brief, total loss funds used, including estimated losses on remaining assets and related
expenses, are estimated to be $87.9 billion. This estimate is lower than originally anticipated
due to year-end 1995 adjustments to reserves.

The General Accounting Office anticipates completion of its audit of the RTC’s financial
statements on or around July 1. Should the certified financial statements produce changes to
this report’s findings which require explanation, a discussion will be included in the joint RTC
and Oversight Board 1995 Annual Report.

Smcerely,

%vm

hn D. Hawke, Jr.
Acting Chairperson
Thrift Depositor Protection
Oversight Board