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PCI MEMO

2864 SOUTH EAGLE ROAD, #343 * NEWTOWN, PENNSYLVANIA 18940 * 215.260-9953 - FAX: 5940

To: John Ervin
From: Michael G. Nathans  215-860-9953

Date:  hme 21,1996 -

Dear Jobn:

&M wquéét of yesterday afternoom, this memo summarizes PCTs contact
with BlackRock and Goldman in comection with HUD’S note sale oppartunities,
as well as other relevant information heard oo the street. :

In‘sdvance of HUD's SE MF note sale, PCI salictted due diligence, advisery, and -
loa work out servicing for EAA from Goldman's Whitehall Fund. My izitial
contacts at Goldman, Yeresa Clatke Booker and Kelly Wachowicz were not
involved with the Whitehall Fond, and my contacts for thig initiztive were made
with Stuart Rothenberg and Xevin Naughton, They were not mterested.

1 contacted GECC on behalf of Cargill after the SE note sale, to oy to purchase
e [oans that Cargil] bid oa from GECC. I do not know if Goldman and GECC
Touts 1o s O, Flowerts even tontgh Conelh s o g e e

to er. , EVen a prompt offer to 2
number of the loans from GECC, Demitd Stockton at GECC told me that they
were negotisting with another party to sell 2 number of the loans, and it appeared
as if GECC did sell 2 mumber of the loans they purchased from HUD o Goldman
even before Cargill had a chance 10 make their offer.

On 10/6/95, 1 called Kevin Namghton to talk about EAA’s SF PFSP in comection
with HUD's SFLS #1. Kevin referred me to Steve Feldman who referred me to
Bob Crists, who in turn referred me to Pete Briger. 1 was told that Pate was in
charge of bidding ca HUD SF notes for Goldman, I called Pete, but gor his voice
mail and left 2 message. He did ot reom my il

I was 10ld later that day by Jeff Toll gt Citicorp that Goldmaa was igvolved in &
bidding consortium for HUDs SFLS #1 with a team comprised of
Ocwen/Berklcy, Cargill/Fairbenks, and Security Naticnal.
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Ou 10/16/95, T called BlackRock to talk about bidding on HUD multifamily notes, .
snd was cormected with Chrds Haspel We talked about EAA's background and
capabilities. Chris said he would pass the information along within his group.

Later that day, I was introduced to Wes Edens; COO of BlackRock Capital
Fiuanes, LLP by Staccy Berger of Midland Loan Services. Stacey bad been

soliciting BlackRock for loan servicing and he imitiated this introduction by
telephane conference call, for the prrpose of discussing the possibility of Midland
an.dEAAtcamingwmdclommvidngandspedﬂserﬁcﬁ:gnfmm gssets
purchased by BlackRock

Wes indicated that BlackRock was bidding cn HUD SFLS #1 aad I infocrged him
of EAA's {nterest in providing due diligence and PFSP. Wes indicated that he
Wwas very concemed about couflicts, antitrust, and collusion, 2ad that he was very
hesitant to talk 10 EAA prior to the bid date. However, he mentioned. thst
Blackkockwuloowngfcrmm.mdmnmdthulmdhfmdmabom
EAA,anc{iudimcdhcmlghtmddchAA’smmhzym

On 10/25/95, John and Lucy called w0 discuss HUD's possible sals of MF gotes to
Statn HFAS, and indicated BlackRock wes a possible player, and that PCT should
-ceatact BlackRock to see if they might want 10 work with EAA,

On 10/31/95 T called Wes Edens to discuss EAA gnd State HFAs, Wes indiested
that :hcymmm.s #1 ;&h Goldman, :I:::t that zlthaughw they were
awaiting notificati were y confident whming Wes said

wue_myinm&dinHUD%lomsdstmeHFA.s,mdMBwﬁwg

BCI 0.mect with him and Goldmen, 2t Goldman's offices it NY within the pext
10 days. iHe requested that we give him three possible dates 1o choose from. I
dd.mda:mﬁngwas:chcdnledforuﬂa:ZPMlnGoldmn'soﬁm

* the Goldman bidding group to cacourage hem 5 saise thete affer e oo n
$0.74, but did not tell Goldman why, cu!ythnlftheyuindme&'bgﬁe:,they
would be the winner, Temy said they refused, and that Cargill dropped om of
the-Goldman bidding group (see camments later). ‘ )
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On 1172 I leamed from Russ Appell at CS First Boston that the Goldman/Cargill -
SFLS #1 bidding team speat $§750k in due diligence, and $250k in legal fees to-
form their bidding parmership.

On 11/7 EAA, PCl, BlackRock, and Goldman met in Goldman's NY offices 10
discass HUD MF loan sales to Stare HFAs. At that meeting, John Ervim, Lucy
Du, and I were introduced to the Goldman group consisting of Pete Briger,
Michael Offit, and Alan Sherman, and the BlackRock.group consisting of Wes
Edens, Randzal Nardone, snd Mark Begeny.

At that meeting we were tald that when it came to HUD, we should consider the
. Goldman and BlsckRock groups as the same extity because they work ou
~ everything regarding HUD together.

Jobn and Lucy explained EAAs background with HUD and experience with

servicing HUD MF loaxs, the HUD %iote sale opportunities, and how EAA would

like to assist Goldman and BfackRock deal with the borrowers and the real estate

{ssues associsted with the loans they might purchase from HUD through State
. HFAs or ctherwise. '

Wes asked how much equity EAA would contribute to such a relationship, and we
were told Goldman had other partners like JE Robert that could put up $20
million in equity per deal: Jobn laid out EAA’s financial positicn and indicated a
willingness to put up a significant perceatage of his campany’s net worth (approx.
$] million) to demonstrate significant risk on a relative basis, but fndicated
EAA's value was not in the moxney it could bring to such & transaction, but rather
the knowledge and experience with effectively managing the real estate issues
associated with this class of HUD ssset (affordable housing), as well as the
borrowers and property managers who own end manage it. John indicated his
desire 10 be compedsated on a basis that covered overhead as a base, but profit
through performance wherein the real estate would be properly maintained and
the property managers would be properly

Our mesting was interrupted by a call from Hamilton notifying Goldwan and
BlackRock that they had been awarded the HUD SF loans that they bid on the re-

ptferdn Both groups were jubilant. Tt was hard to get their attention back cn our
meeting. '

When our meeting resumed, we were told that they were mecting with the PA
State HFA people in Harxisburg that Thursday, and that they would promote the
idea of teaming with EAA with the PA State HFA people. Edens and Briger
cornmented that before they would do a large deal with EAA, especiaily if EAA
wis not contributing a large amount of capital, a smaller getting to know you deal
like the State HFAs would be & good way to understand EAA’s capabillties and
compatibility with BlackRock/Goldman. : |
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John talked about re-structuring loans purchased through State HFAs with good .
owners and bomowers. Wes and Peto indicated an futerest in grabbing the real
estatc. John mentioned that the borrower’s resistimee wouldn't be worth the
aggravation, time, sd cost, especially if HUD contributes to bomower defaults
by not renewing Secticn § contracts or by reducing subsidies. John
mmmudpmmﬁombhmmmemnmgh
thesc projecty, avolding tenant displacement, and that EAA’S chjestive as an asset
mamager is not to fight with the borrowers ualess they are bad owners and
managers, are in violation of the regulstory agreement, and shauld be foreclosed
g:::aucthcyuchnmzmrcalmm,thetmmnvingmmme

My follow up call to Wes Edens on 11/13/95 went unretarned. I learned about 2
week later from John and Lucy that in fact, the BlackRock/Goldman Group
“submarined” EAA with the PA State HFA. Apparcatly, rather than promote

coatracts an these assets. The fact that the sexvicers cligible to participate
&eq\d:msaﬁnpﬁomtwoagmdu-mshonmﬁu)limimdthe campetition to
onhrlOinthemﬁ:ecomy-monwhhomHUDexpedenca.

As I mderstood the overall capits! structare from BlackRock's presentatiog at
KHUD's Bidder's Cmfm!nMnch.aGu:Aeqniwhiddchdbehﬂ!ib'
&wmd(canpcﬁuve)ifthqmmuddubond(debt)biddum
oﬂhcbondbidda’sabimrmlowerlhcmm&cdebuﬁcﬂhe bid was
finalized, mmmvmmmudwmmmmm thereby
lmhmmem'mmcmqbﬁdamh&dhmwch
mkm{immkm'forthemh@d:m thztonlyigﬁbiddasmdwith

Because of BlackRock's stated relationship with Goldman, I wag rised that
Goldman was allowed to bidqu the Partially Assisted sale without a’:ggﬂict of
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‘fnterest prablem because their partaer in the other HUD note sales, BlackRock,
was serving as HUD's advisor in stuctuting this very complex offertng. Of
course [ was not surprised that Goldman wen both the bonds and the equity in the
‘Partially Assisted sale.

On 2/5/96 Glen Minkoff at Bankers Trust wld me that Cargill withdrew from the
BlackRock/Goldman SFLS #1 bidding consortivm after their first bid was thrown
out because of an “ego clash” of the BlackRock/Goldman personalitics with the
‘Cargill people. Reportedly, the Cargill/Fairhanks pecple were 50 offended by
being treatecd like midwest farmers by the New York Wall Stresters 1t BlackRock
and Goldman, that they did not participate in the re~cffering- even after all the
due diligence and legal costs they expended to participste -in the
BlackRock/Goldman bidding consortium.

In this same copversaten, Glen indicated that be still did not understand or
“believe in” the optimizaton madel, and asked me w0 fax him snother copy of
Hamilion's mathematical descrdption  Glen just couldn't accept and/or belicve the
fact that all or nothing bids are heavily favored by the bid award systam becanse
. Hemry Fan assured him that HUD was oot sct on selling all of the loans if they can -
anaximize proceeds from a combination of bids, and because of the ads Hamilton
Pplaced in the WSJ caocouraging lenders to finance smaller biders. .

o - On 5/1/96 I spoke withi from Marvin Marus frem Paine Webber sbout teaming

Bl with EAA to assist State HFAs acquire acd service HUD losns. Marvin told me
that BiackRock/Goldman had the State HFAs tled up, but didn't think they would
be sucesssful buying enything because BlackRock was locking far 26% IRRs, and
that was teo much profit for HUD to tolerate as a seller of these loans.

On 5/3/96 1 spoke with Deborah Kooney at Asset Strategies who told me that
Hamilton'’s bidding award system on the SE notes heavily favors the “big boys”
like “BlackRock/Goldman®. Further, Debarah tald me that Asset Strategies put
HUD and Hamilton on notice that they disagreed sbout the faimess of the SF note
sale program that Haorilton had come up with, aud resigned from their contract
Hamilton when HUD and Hamilton igaored thefr camments.

O $/3/96 Jeff Parker indicated thar the Cargil team lost the HUD SFLS #2 bid
by anly 17 basis points, and thae Cargill was very frustrated with spending a lot
dﬁmcmdmmcym&:%mw,sﬂs.onlywmwwmem

After all the HUD product that BlackRock has woa and has to digest from a
servicing standpoint, I was surprised by Solomon Brothers® Bob McGinnes'
camments that BlackRock was boasting on the streez that they expected to win the

- next two HUD SF loan sales as well.




