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5B A N K R U P T C Y CO U R T DECISIONS

C OVER STORY:TR E N D WAT C H

Private equity firm sees opportunities in lenders’ failures

While experts say that banks, investment banks,and hedge funds are the most likely suspects to scoopup the loan portfolios of troubled subprime lenders,one private equity firm is also keeping a watchful eyeon the bargains on the market.“Most people look at this situation and see dis-tress. We see the market opening up,” said CompassPartners LLC managing partner Boris Piskun. “Oneman’s distress is another man’s opportunity.”In fact, Compass Partners, a private equity firmthat acquires and services distressed mortgage loans,recently entered the bridge loan market by closing onthe sale of the assets of USA Capital on February 16.USA Capital, a private commercial lender of short-term mortgage loans, filed for Chapter 11 in April2006 after quickly growing and losing control overtheir $1 billion loan portfolio. The company was alsoplagued by sloppy underwriting, and is now underinvestigation by state and federal agencies.Compass Partners’ bid won them loan participationsand servicing rights to a portfolio of commercial bridgeloans with an aggregate unpaid principal balance ofapproximately $1 billion.  At least three-quarters of theloans are in default. Additionally, Compass also ac-quired certain percentages on approximately 40 mort-gage loans originated by USA Capital.Compass managing partners PiskunandDavid Blattsaid that the project profiles, as well as the built-inborrower base associated with USA Capital, led to

Compass’ interest in expanding into the short-termbridge lending market. “Here, we bought assets that fitinto our space, but additionally, the servicing rights to allof those loans offered us a strong opportunity to enhanceour business and expand our platform. Our intent isthat once we stabilize the loan portfolio, we will beginoriginating similar bridge type loans that the companyhad been doing before it filed bankruptcy,” said Blatt.Compass sees originating high-risk, short-termbridge loans as an extension of distressed asset buying.“We already underwrite significantly high-risk projectsand we’re accustomed to factoring that kind of ‘whatcan go wrong’ into our equation,” Blatt said.The partners expect to stabilize and obtain resolutionon the outstanding loans in six to 12 months, based ontheir experience of buying and servicing distressedmortgage. Their advantage is that in addition to havingflexibility and creativity in working with the borrowers toget the loans performing again, they are also prepared totake the property back if all else fails. “Our backgroundis in real estate. So, while many lenders don’t like to takethe property back through a foreclosure or a deed in lieu,we’re very comfortable dealing with that kind of collat-eral, so it gives us a much stronger position in reachinga resolution,” Blatt explained.Compass also plans to keep its eye on the marketfor more opportunities — and is seeking to deployover $100 million annually to acquire companies andassets involving distressed mortgage loans.   �

Smith, National Service Line Leader for ReorganizationServices at Deloitte Financial Advisory Services LLP.The lenders’ assets will typically have two compo-nents: whatever mortgage related assets it has; andwhatever platform they have for originating newmortgage products. Buyers for those assets — mostoften banks, investment banks and hedge funds —are eager and plentiful, the attorneys said, despitethe turmoil in the market. “These filings create anopportunity for those who have funds to deploy to buythe assets at a discount. So you are seeing bankspicking it up, because they believe they can generatea good return from their investment.”Time is of the essence to sell the distressed portfolio,White stressed, since what little assets the firm hasare dwindling every minute. Moreover, as is the casewith nearly all troubled companies regardless of in-dustry, denial is rampant among subprime lenders,even now, White said. “If the owners of these compa-nies would come to grips with where they really are, I

think you get these things successfully done. Butmore often than not, they chase the market down.”Michael Milani, a managing director atPricewaterhouseCoopers Corporate Advisory and Re-structuring LLC and leader of its Chicago practiceexpects that these cases will in fact move quickly, at leastthrough the sale. “The front end of the process isn’t goingto be prolonged. It’s the back end that will be prolonged.The company is already out of business and the sale ofthe portfolio will happen rather quickly. I think moreoften than not, the bankruptcy attorneys are going tohave a lot of post-disposal [of the portfolio] mop-up.”One element of that post-disposal mop-up willlikely be litigation revolving around the put-backfeatures on early default loans. Lawyers will likelychallenge the ability of the warehouse lender whobought the originator’s loan portfolio to put it back onthe originator, Pardiwala said.Keep an eye out for smaller lenders focused onsubprime loans. One may be failing near you. �


