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Mortgage lender sparks bid battle

By JOHN G. EDWARDS
REVIEW-JOURNAL

Compass Partners, a New York-based investment company, made the
apparent highest and best bid of $67 million Thursday for the assets of a

mortgage loan fund managed by USA Capital and a contract to service loans

for the bankrupt private lender.

Bankruptcy Judge Linda Riegle conducted a slow-paced auction in her
courtroom taking bids from three companies, Desert Capital Real Estate
Investment Trust of Henderson, hedge fund Silver Point Capital of

Greenwich, Conn., and Compass.

USA Capital solicited investments
from about 6,000 individual investors
around the country and used the
money to make short-term loans to
developers, including USA Capital
majority owners Tom Hantges and Joe
Milanowski.

USA Capital controlled $962 million in
assets for investors when it filed for
Chapter 11 bankruptcy court
protection in April. While USA Capital
was making monthly payments to
investors, many of its loans were not
being repaid.

Some investors bought fractional
interests in the loans. Others invested
through USA First Trust Deed Fund
and USA Diversified Trust Deed Fund,
which served like mutual funds for
these real estate-backed loans.

An interim management team led by
Tom Allison has run USA Capital since
the bankruptcy filing.

Silver Point Capital was approved as a
"stalking horse," or first bidder, with
an offer of $46.5 million to buy out
investors in the First Trust Deed Fund.
In addition, Silver Point agreed to
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The auction started Thursday with
that $46.5 million bid.

Compass came next with an offer of

$57.5 million. The three bidders took

turns usually raising their bid often in

$100,000 increments over the

previous bid, but sometimes by $1

million or more. Bidders often made

higher bids on the spot, but they were Need Homeowner Insurance?

allowed to privately confer for 20 Compare Rates From Top Companies. Protect
. . . Your Home At a Great Price.

minutes before deciding in several

instances.
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In Your Neighborhood.

At the end, both Silver Point and Desert Capital passed, leaving Compass as
the apparent high bidder at $67 million.

Attorneys for investors generally expressed satisfaction with the bidding.
Attorney Frank Merola for the First Trust Deed Fund said he hopes investors
in the First Trust Deed fund will get a check from Compass for the fund's
assets by March. First Trust Deed investors may recover additional money as
a result of anticipated lawsuits against former insiders at USA Capital.

Part of the money goes to USA Commercial Mortgage, which previously
serviced loans. That will help investors in the Diversified fund, attorney Marc
Levinson said.

Levinson said the auction advances efforts to end the bankruptcy, reduce
legal fees and start recovering assets for the benefit of Diversified fund
investors.

During a hearing Thursday morning, the judge allowed Desert Capital Real
Estate Investment Trust to become the third bidder.

Some attorneys were concerned about the perception of allowing Desert
Capital to bid, because Paul Hamilton, Desert Capital's chief investment
officer, formerly was a USA Capital executive.

Hamilton, a director of USA Commercial Mortgage, loan broker for USA
Capital and equity owner in affiliated companies, resigned about one year
before USA Capital filed for bankruptcy court protection in April.

Desert Capital promised to terminate Hamilton's employment and not bring
him back if Desert Capital won the deal.

Merola said: "(Desert Capital's) money is green, and the best we can do for
these investors is get as much money as possible."
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