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FDIC not following banks' increased distressed asset sales 
 
By Nathan Stovall 

Nathan Stovall is a senior writer and columnist with SNL Financial. The views and opinions expressed in this 
piece are those of the author and do not necessarily represent the views of SNL. 

Banks have increased their asset dispositions, but, much to the chagrin of some investors, the FDIC still has 
moved slowly with asset sales and favored keeping assets in the banking system.  

Banks scarcely sold distressed loans for much of 2008 and 2009 as the spread between buyers' bids and sellers' 
asking prices remained wide, and few, if any, institutions could afford to take the capital hit when the sale occurred. 
The FDIC has taken a similar approach, holding on to the vast majority of assets it could not sell to banks through 
assisted transactions. Largely due to the use of loss-sharing agreements, the FDIC has been able to sell most 
failed bank assets to other banks in assisted deals.  

The FDIC has altered structures available to buyers, but the speed with which it has disposed of failed bank assets 
that end up on its balance sheet has not changed substantially. Comparatively, banks have dramatically picked up 
the pace of asset dispositions as pricing improved in the secondary market. 

Banks sold $7.98 billion in nonaccrual assets in the second quarter and $5.08 billion in the first quarter of 2010, 
according to SNL data. The level of sales activity in the first half of 2010 is nearly on pace with the total amount of 
nonaccrual loans sold in 2009 and is already above the total amount sold in 2008.  

BB&T Corp. perhaps best exemplifies the increasing sales activity. BB&T Chairman and CEO Kelly King said at 
an investor conference in November 2009 that he had no intention of selling real estate properties held in other 
real estate owned at deeply distressed prices. After waiting patiently on the sidelines, the company stepped up its 
asset disposition strategy in the second quarter, selling $682 million in problem assets, up from $140 million in the 
first quarter and $287 million in the fourth quarter of 2009.  

King noted in mid-July on the company's second-quarter earnings call that the bidding for distressed assets is now 
materially better than it was a year ago and even than six months ago. BB&T Chief Risk Officer Clarke Starnes III 
added that it does appear to be time for the company to begin a more aggressive asset disposition strategy 
because asset pricing and liquidity for problem assets and real estate has "very much improved" during the past 
two years as clients are now being much more realistic about valuations and their own financial positions.  

While banks' sales activity has increased dramatically as market conditions improved, the FDIC has only picked 
up its activity slightly. The FDIC recently closed on the pilot sale of securitized failed bank assets and it will likely 
use that approach again in the future. To date, though, the agency has favored using structured sales of assets 
acquired through receivership that allow it to participate in any upside on the assets.  

The FDIC has received favorable pricing in some of the structured transactions. For instance, the FDIC sold 
approximately $421 million of assets from Silverton Bank last month at a price a little more than 80% of unpaid 
principal balance, according to Clark Street Capital President Jon Winick.  

Despite the pricing on that deal, Winick wrote in a note to clients that only four to five parties placed bids in the two 
most recent structured sales.  
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"We have been hearing that the interest in these large structured sales has begun to wane, as large parties are 
"tapped out" after successful bids. Moreover, the due diligence costs can be as high as $1 million," Winick wrote 
to clients.  

Winick believes that dispositions will accelerate from current levels, which he said are not sustainable. Through 
2008 and 2009, the FDIC had only sold loans with a book value of a little over $7 billion. Winick said in a recent 
note that the agency's inventory of loans is greater than $80 billion.  

Many investors we've spoken with find such large levels of inventory at the FDIC alarming and disappointing. 
Distressed loan investors have raised billions of dollars to purchase failed banks assets and only put a fraction of 
that to work to date. They complain to us that the FDIC is simply "dragging its feet," "extending and pretending," 
and pushing losses further down the road at the sacrifice of growth in the future.  

Not all investors believe the FDIC is taking the wrong approach, though. One distressed loan investor, who asked 
not to be named, told us that the FDIC is doing a "fabulous job" of handing loan sales and whole-bank sales, 
particularly considering the hand dealt to the agency.  

The investor said the FDIC offered investors good deals early in the cycle, attracting more buyers and interest to 
the bidding process, and has since tightened the screws incrementally on the amount of coverage it offers through 
loss-sharing agreements.  

"I know a lot of people are frustrated and think the volume of the activity is too slow, and I think a lot of it is talking 
their own book. It's a lot of frustrated investors that wish they were doing more deals," the investor told us. "I think 
they have been able to create some buzz and appetite in the market. If you look at where a lot of these portfolios 
have traded, I think we would be more inclined to be the seller than the buyer." 

Maria Tor contributed to this article. 
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