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Ranking Minority Member 
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and Urban Affairs 
House of Representatives 

Dear Mr. Wylie: 

Your December 6, 1990, letter requested information on the Resolution 
Trust Corporation’s (KTC) contracting process and practices. As agreed 
with your office, this report addresses whether RTC uses an approach 
that allows it to select between contractors and RTC staff for the most 
advantageous approach to handle asset management and disposition. 
The other contracting issues in which you expressed interest were 
addressed, preliminarily, in our February 20, 1991, testimony before the 
Committee. Those issues are being further addressed in a series of 
ongoing assignments. 

Results in Brief RTC staff do not need to justify hiring private contractors based on a 
comparison of in-house and private sector contractor costs. The appli- 
cable law states that RTC shall use the private sector whenever “prac- 
tical and efficient” and does not require a justification. In practice, GAO 
found that RTC directs its staff to use only private sector asset manage- 
ment and disposition contractors for real estate and problem loan assets. 

We expressed the view that this policy may not be the most effective 
asset management and disposition approach for RTC in some instances. 
However, RTC staff did not believe that the policy needed to be changed 
because of a concern that such a change in its contracting policy would 
divert the staffs attention from the primary goal of contracting out 
asset management and disposition. We recognize that it is necessary for 
RTC to contract out most of its activities; however, there are situations 
where it clearly would be less expensive to use in-house staff. Accord- 
ingly, we believe that RTC'S policy regarding contracting out should be 
clarified to help ensure that it can take full advantage of such 
opportunities. 

Background The Financial Institutions Reform, Recovery, and Enforcement Act of 
1989 (FIRREA) authorized RTC to use the private sector in managing the 
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savings and loan industry cleanup effort. FIRREA states that RTC, in car- 
rying out its duties, shall use the private sector “.if such services are 
available in the private sector and the Corporation determines utiliza- 
tion of such services are practicable and efficient.“’ This FIRREA provi- 
sion was enacted, in part, to promote RTC'S general asset disposition 
objectives and to minimize RTC'S reliance on government sources. 

Based on this authorization, the RTC Oversight Board’s strategic plan for 
RTC emphasized that KTC would extensively use the private sector for 
asset management and disposition. The plan states that “the sheer 
number of assets to be worked out will require that the RTC rely heavily 
on private sector contractors. ” As of June 30, 1991, RTC held assets for 
disposition valued at approximately $158.5 billion.’ As shown in table 1, 
KTC'S inventory included a variety of assets. 

Table 1: RTC’s Asset inventory as of 
June 30,199l Dollars in Billions 

Asset type 
Cash and securities 

Dollar value 
$288 

Mortqaqe loans 825 
Other loans 12.6 

Real estate owned 182 
Other assets 

Total 

16.4 

$158.5 

Source RTC data 

The asset disposition process starts immediately after RTC'S appointment 
as a thrift’s conservator. At that time, RTC develops an integrated mar- 
keting strategy for the thrift’s assets by identifying the assets that may 
be transferred to an acquirer as part of the sale of the thrift, and those 
financial assets to be sold or securitized by RTC." Real estate and problem 
loan assets are identified for inclusion in portfolio sales (e.g., bulk sales, 
structured transactions, and auctions), and they are identified to be 
placed with a private contractor for management and disposition. 

Since its inception in August 1989, RTC has hired many contractors to 
assist with the management and disposal of thrift assets. Through 

‘12 I1.S.C. 1441a(b)il I)(A)(ii). 

“All assets a-p presented at book value. 

“The integrated marketing strategy was issued to WC: regional and consobdated field offices on Feb- 
rnary 28, 199 I. 
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May 31, 1991, KTC had placed $24.2 billion of its assets with contractors 
for management and disposition. Further, according to RTC'S contracting 
information system, from August 1989 through August 1, 1991, RTC had I 
issued 133 asset management contracts with estimated fees of $459 
million. 

Objectives, Scope, and Our objectives were to determine what approach RTC was using to 

Methodology 
manage and sell assets and whether this approach allowed RTC to select 
between contractors and RTC staff for the most advantageous asset dis- ~; 
position approach. As agreed with your office, we did not estimate the 1 

cost of IITC'S operations using only federal employees because, as a prac- 1 
tical matter, RTC could not operate without the extensive use of a 
contractors. \ 

To ascertain whether contracting-out justifications for specific assets 
are developed, we reviewed RTC'S authority to use private sector con- 
tractors We also asked whether justifications are used by RTC officials 
who are responsible for deciding between hiring contractors and using 
RTC staff in 11 of 14 consolidated offices. Further, we discussed the 
decision-making process for contracting out with officials at RTC head- 
quarters and the KTC. Oversight Board. To identify examples of 
contracting-out decisions, we relied on the work of our other ongoing RTC 
contracting assignments. 

We did our work from February through August 1991 in accordance 
with generally accepted government auditing standards. 

/ 
i 

RTC Needs to Use the RTC does not justify decisions to hire private sector contractors on the I 
basis of lower cost or higher returns from asset sales. RTC staff in all j 

Most Efficient Asset D 
offices we contacted told us that justifications are not used because RTC 

Disposition Approach directives require that contractors be used for asset management and ! 

disposition. This policy is based on FIRREA'S authorization for RTC to use j 
private sector contractors. This authorization does not require RTC to /( 

/ 
prepare justifications to support contracting-out decisions. 

However, some RTC field staff have said that a more flexible approach 
for contracting-out decisions can be more effective than RTC'S current 
policy. RTC staff has commented that, in some situations, assets can be 
more effectively managed and disposed of using RTC staff rather than a 
contractor. Generally, these are situations where RTC has developed 
expertise on a complex asset or package of assets, or where RTC expects 
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that an asset could be sold through an RTC-SpOnSOred bulk sale, auction, 
or other expedited selling t.echnique. 

RTC officials at two large conservatorships stated that contracting out 
certain types of assets, such as raw land, could be more costly and time 
consuming than using RTC staff. For example, RTC staff were hired from 
the private sector to monitor and manage a failed institution’s large, 
complex land developments. After several months of developing exper- 
tise on one of the institution’s land developments, RTC intended to place 
it with a private sector contractor. RTC staff stated that the contractor 
then would have to spend time developing the expertise already avail- 
able within RTC. In an environment where selling the land may take sev- 
eral years, RTC staff questioned whether the cost of hiring a private 
sector manager would be offset through higher revenue or a faster sale. 

In another RTC consolidated office, a senior official said that having RTC 
staff manage some assets temporarily may lower the cost of imple- 
menting some in-house sales policies. For example, under existing RTC 
sales policies, assets already in pending or issued asset management and 
disposition packages may also be offered for bulk sale or at auction. If 
the assets were sold by RTC staff through the bulk sale arrangement, RTC 
could owe the asset contractor up to approximately 2.7 percent of the 
asset’s sales price in fees, although RTC staff had completed the sale. In 
fact, 2 months after placing an apartment complex with an asset man- 
agement contractor, RTC paid $29,618 in disposition fees to the con- 
tractor after the property was sold by RTC staff through a bulk sale. 

An official at one office in the western region recognized, in one case, 
that maintaining an ongoing staff to temporarily manage a performing 
loan portfolio was more efficient than hiring a contractor to provide the 
service. He stated that, as required by RTC policy, when the institution 
was sold, the loan portfolio’s servicing would be contracted out for 6 
months until it could be placed in a sales package or with a permanent 
manager. After the bids were received from the potential contractors, 
RTC staff recognized that the conservatorship’s staff had provided high 
quality service and that about $75,000 per month could be saved by 
keeping the staff rather than contracting out. Although it is RTC’S policy 
to contract out in lieu of hiring additional staff, the regional office 
approved the retention of the conservatorship staff rather than con- 
tracting out the function. 
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Conclusions Unless RTC requires its staff to consider the overall benefits and costs of 
contracting out in relation to the costs of its employees’ managing and 
disposing of specific assets or specific groups of assets, RTC cannot be 
certain that its decisions will result in the highest return for the assets. 
HTC has already made initial decisions about the mix of RTC staff and 
contractors needed to manage and dispose of overall categories of 
assets. Until December 1996, and possibly longer, RTC will be managing 
and disposing of assets and should have the flexibility to make decisions 
regarding how those particular assets should be handled. 

Currently, RTC'S contracting procedures do not authorize RTC staff to use 
other options, even when they recognize that an approach other than 
contracting out will be more practical and efficient. We believe RTC 
needs a more flexible policy that would allow RTC staff to deviate from 
RTC'S basic policy of using contractors for the management and disposal 
of real estate, other assets, and problem loans when it can be justified as 
in the best economic interests of the government. 

Recommendation We recommend that RTC clarify its contracting-out policy so that its staff 
clearly understand that they have the flexibility to use their staff 
instead of private contractors when in their judgment an in-house 
approach would be more practical and efficient for a particular need or 
situation. 

Agency Comments and In an earlier draft of this report, we recommended that RTC review its 

GAO’s Analysis 
policies and procedures to determine whether they should be revised to 
allow RTC offices more flexibility to use their staff instead of private 
contractors when in their judgment an in-house approach would be more 
practical and efficient. The RTC officials said they did not believe that 
the policy needed to be changed. They said that any contracting-out 
policy change would encourage deviation from RTC'S use of the private 
sector for asset management and disposition, and would misdirect the 
ti’rc staff’s attention. They also stated that without a change in policy, in 
unusual situations, RTC staff have justified managing and disposing of 
property without the use of contractors. 

After considering HTC'S comments, we continue to believe that at a min- 
imum, RTC'S policy needs to be clarified. We recognize that RTC will need 
to continue to contract out almost all of the services needed to manage 
and dispose of failed institutions’ assets. However, RTC'S current 
contracting-out policy is so restrictive that it may miss opportunities 
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where it is clearly less expensive to use its own staff rather than con- 
tract out for such services, Earlier in this report, we identified an 
example where an in-house approach led to reduced costs. 

We believe that with proper guidance and controls over what is done in- 
house, RTC could attain a more cost-effective mix between t.he use of con- 
tractors and its staff. 

We will send copies of this report to RTC and to interested congressional 
committees. Copies will also be made available to others upon request. 

This report was prepared under the direction of Gaston L. Gianni, Asso- 
ciate Director, Federal Management Issues. Other major contributors are 
listed in the appendix. Please contact me on (202) 27543387 if you or 
your staff have any questions concerning this report. 

Sincerely yours, 

/ J. William Gadsby 
Director, Federal 

Management Issues 
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Appendix I 

Major Contributors to This Report 

General Government Ronald L. King, Assistant Director, Federal Management Issues I 
James Wolbarsht, Expert Consultant 

? 

Division, Washington, Leon H. Green, Evaluator-in-Charge 
i 
E 

DC. , 

Atlanta Regional Kevin C. Handley, Senior Evaluator 

Office 

Dallas Regional Office Joseph M. Raple, Senior Evaluator 

Denver Regional Lowell Hegg, Senior Evaluator 

Office 

Kansas City Regional Jerry W. Pennington, Senior Evaluator 

Office 
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