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Commercial Mortgage Originations Way Up
 
Originations of commercial and multifamily mortgages soared in the 4th quarter of 2012, increasing by 
49% from ‘Q3 2012, and ‘Q4 2012.    For the full year, 2012 was 24% higher than 2011. 
 
“During the fourth quarter, commercial and multifamily mortgage borrowing and lending hit the highest 
level since 2007,” said Jamie Woodwell, MBA’s Vice President of Commercial Real Estate Research. 
“Low interest rates are prompting borrowers to finance, and improving property markets are helping 
more deals underwrite successfully. The relative strength of commercial and multifamily mortgages as 
investments continues to fuel lenders’ appetites.”
 
Financing for hospitality increased a whopping 331% from ‘Q4 2011, while office increased by 78%.   
While many banks continue to shrink their CRE portfolios, commercial banks actually are obtaining a 
larger share of the applications.   Many of this was driven by pent-up demand being finally absorbed by 
the market, as well as borrowers taking advantage of low interest rates, and fiscal cliff concerns.
 
FTC: Credit Reports Inaccurate
 
In a recent study mandated by Congress, the Federal Trade Commission found substantial errors in 
consumer credit reports from the three major credit bureaus.     
 
Overall, the congressionally mandated study on credit report accuracy found that one in five consumers 
had an error on at least one of their three credit reports. 
 
“These are eye-opening numbers for American consumers,” said Howard Shelanski, Director of the 
FTC’s Bureau of Economics. “The results of this first-of-its-kind study make it clear that consumers 
should check their credit reports regularly. If they don’t, they are potentially putting their pocketbooks at 
risk.”
 
We are shocked, shocked, to find that there are errors in credit reports!  So much of consumer lending is 
based solely on one number alone – a borrower’s FICO score – which can be way off.   You can’t blame 
banks for relying on this information – it’s critical to have automated underwriting for small consumer 
loans.   As much as people like to blame the rating agencies, the credit bureaus have escaped so much 
blame, especially since many flawed underwriting models were based on a single, potentially widely 
inaccurate, number.
 
The complete report is interesting, and gives some good data on the range of possible FICO scores.   
Ultimately, consumers need to take responsibility, check their credit report annually, and dispute any 
inaccuracies.   
 
California v. Texas
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$24,000 in radio ads, and one four-day trip by Governor Perry, have sparked a debate between high-tax 
California and low-tax Texas.   
 
“Building a business is tough, but I hear building a business in California is next to impossible. This is 
Texas Governor Rick Perry, and I have a message for California businesses. Come check out Texas,” 
Perry says in the 30-second ad. “There are plenty of reasons Texas has been named the best state for 
doing business for eight years running. Visit texaswideopenforbusiness.com and see why our low taxes, 
sensible regulations and fair legal system are just the thing to get your business moving to Texas.”
 
The National Review compared the favorable job creation record of Texas, which added 400,000 in jobs 
in the last five years, while California lost 640,000.  Meanwhile, the Sacramento Bee lashed 
back, pointing out that Texas ranks last in the percent of its population with high school diplomas. 
 
SBA Head Leaving
 
Karen Mills, chief of the US Small Business Administration, announced her resignation this week.    
Karen Mills led the Agency through the credit crisis, and the SBA had record lending volume under her 
watch.  
 
Said Kurt Chilcott, President of the nation’s largest SBA 504 lender in the Coleman Report:
 
"So in my opinion her legacy is going to be that she raised the profile of the Agency, of small business in 
general in our country, and hopefully laid the foundation for a stronger Small Business Association and 
better lending programs moving into the future."
 
With the SBA now officially part of the Cabinet, the SBA’s profile has never been higher.    To our 
knowledge, the SBA has never nominated an SBA head with direct SBA lending experience, and should 
certainly look in that direction.
 
To Own or Not to Own
 
We asked Jason Kuwayama of Godfrey & Kahn to address how banks should approach the various 
strategies in resolving a problem real estate loan that cannot be easily rehabilitated, and when it makes 
sense to own the real estate.   
 
“Every situation is unique, so it’s hard to apply a single strategy to every loan relationship.   But, 
generally, a pre-determined strategy to settle with a borrower and bring assets into REO will increase the 
bank’s losses or decrease the net recovery on its portfolio. 
 
Some people say this, but I witness it:  A bank’s first loss often is its “best” loss.  In the past five years, I 
have assisted clients in the sale of nearly $10 billion of distressed loans.  Some of these loans, which failed 
to sell due to insufficient market prices, subsequently were taken into REO.  This same REO, when it sold 
years later, usually resulted in a net sale price below the original offering price for the loan.  Factor in 
carrying costs and quarterly accounting losses and the REO strategy was misguided.
 
Settling with a borrower can be a good idea if you are concerned about claims being raised against the 
bank or if the settlement will result in a diminished payoff that is satisfactory to the bank.  But, if the 
“settlement” achieves only a token pay down in exchange for a release of a guaranty, then the bank 
simultaneously might have destroyed its path to recovery as well as the market price for the loan by 
removing a secondary source of payment (and, in turn, pricing).
 
When engaging in a settlement/REO strategy, a bank should consider the transaction costs and post-deed 
carrying costs.  Among other things, a REO-centric strategy likely will require a bank to hire a foreclosure 
attorney, file a complaint, potentially respond to counterclaims and affirmative defenses, conduct an 
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environmental survey, obtain an owner’s policy, insure the property, maintain the property, pay past and 
current taxes and assessments, and pay a real estate broker at a relatively high commission rate.
 
Loan sales eliminate most of the carrying costs associated with REO.  A typical loan sale includes many 
assets being sold in a single portfolio, so the transaction costs on an asset-by-asset basis are relatively 
low.  In addition, loan sale brokerage fees often are less than those charged by real estate brokers.  And 
because a bank never takes ownership of the collateral in a loan sale, it avoids having to pay taxes or incur 
other expenses related to the collateral.  So, the prices in loan sales might actually be better than you think 
after adjusting for costs associated with the settlement/REO strategy.
 
Of course, there are some circumstances in which a loan sale simply does not make sense because the 
carrying costs for an asset are projected to be low and the market price for the loan falls well below the 
bank’s ledger balance.  Raw land, for example, is not likely to have a high carrying cost.  So, if a loan 
secured by raw land fails to achieve a sufficient purchase price, then a bank is better off holding that REO 
until real estate prices recover.
 
Also, if a borrower is committing waste, then it leaves the bank with little choice but to take immediate 
control of the asset, including by appointing a receiver or demanding a deed on less-than-favorable terms.  
But, a ‘difficult’ borrower should not be confused with a borrower who is committing waste.  Most 
borrowers can be difficult when negotiating with their lenders; the most difficult of borrowers should be 
warned that they can earn their loans a top spot in your next loan sale.”
 
Clark Street Capital is a full-service bank advisory firm, specializing in the review, management, and 
disposition of complex loan portfolios.   We provide customized solutions for our clients, leveraging our 
organic and deep understanding of banking, commercial real estate, whole loans, loan sales, and 
workouts.   Clark Street Capital offers four primary services:

The Bank Asset Network (“BAN”) is a proprietary asset disposition platform•
Bank Portfolio Management (“BPM”) provides due diligence, valuation, and solutions for loan 
portfolios

•

Specialty Asset Management (“SAM”) provides loan workout services to community and regional 
banks

•

Bank Advisory helps banking organizations with capital plans, strategic plans, management and 
compensation studies, and asset disposition plans

•
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