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FOLLOWING THE MONEY: REPORT OF THE
SPECIAL INSPECTOR GENERAL FOR THE
TROUBLED ASSET RELIEF PROGRAM
[SIGTARP]

TUESDAY, JULY 21, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10 a.m., in room 2154,
Rayburn House Office Building, Hon. Edolphus Towns (chairman of
the committee) presiding.

Present: Representatives Towns, Cummings, Kucinich, Tierney,
Clay, Watson, Lynch, Connolly, Quigley, Kaptur, Van Hollen,
Cuellar, Speier, Driehaus, Issa, Burton, Mica, Duncan, McHenry,
Bilbray, Jordan, Flake, Fortenberry, Chaffetz, and Schock.

Staff present: John Arlington, chief counsel, investigations; Bev-
erly Britton Fraser, counsel; Kwane Drabo and Katherine Graham,
investigators; Jean Gosa, clerk; Adam Hodge, deputy press sec-
retary; Carla Hultberg, chief clerk; Phyllis Love and Christopher
Sanders, professional staff members; Mike McCarthy, deputy staff
director; Jesse McCollum, senior advisor; Leah Perry, senior coun-
sel; Jason Powell, counsel and special policy advisor; Ophelia Rivas,
assistant clerk; Jenny Rosenberg, director of communications; Jo-
anne Royce, senior investigative counsel; Ron Stroman, staff direc-
tor; Lawrence Brady, minority staff director; John Cuaderes, mi-
nority deputy staff director; Jennifer Safavian, minority chief coun-
sel for oversight and investigations; Frederick Hill, minority direc-
tor of communications; Dan Blankenburg, minority director of out-
reach and senior advisor; Adam Fromm, minority chief clerk and
Member liaison; Kurt Bardella, minority press secretary; Chris-
topher Hixon, minority senior counsel; and Brien Beattie and Mark
Marin, minority professional staff members.

Chairman TownNs. We will come to order. Good morning and
thank you for being here.

The Troubled Asset Relief Program [TARP], has evolved into a
program of unprecedented scope, scale and complexity. TARP funds
are being used in connection with 12 separate programs under
which the Treasury has already committed $643 billion and spent
$441 billion.

Today we will hear from the Special Inspector General for TARP,
Neil Barofsky, as he presents his quarterly report to Congress. His
findings, quite frankly, are astonishing.
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According to the IG, “TARP has become a program in which tax-
payers are No. 1, not being told what TARP recipients are doing
with their money; No. 2, have not been told what their investments
are worth; and No. 3, will not be told the full details of how their
money is being invested.”

He found that even though Treasury receives monthly reports on
the value of TARP investments, it will not make that information
public. Incredibly, the Treasury Department has taken the position
that it will not even ask TARP recipients what they are doing with
the taxpayers’ money. In short, taxpayers now have a $700 billion
spending program that is being run under the philosophy of don’t
ask, don’t tell.

However, this committee has been asking a lot of questions about
last fall’s financial meltdown and its consequences. The key ques-
tion is this: Are these programs being run for the benefit of the
American taxpayers who are funding them or for the benefit of
Wall Street? That is the question. Without more transparency in
these programs, we cannot answer that question for sure. But what
we have learned from the IG is not encouraging.

Treasury has hired nine private firms to be asset managers for
the Public-Private Investment Program. All of these large firms are
engaged in extensive private investment activities. According to the
Special IG, this arrangement is vulnerable to conflicts of interest,
collusion, and money laundering. Yet Treasury is allowing these
firms to share information between employees who make invest-
ment decisions on behalf of the Government and those who manage
private funds. This arrangement is further indication that Federal
financial regulation is a bit too cozy with Wall Street.

Meanwhile, lending to American businesses and consumers re-
mains weak. Some firms claim to have used TARP funds to in-
crease lending but others have used it to acquire other businesses
or shore up their own balance sheets and then award bonuses to
employees. There is no evidence that Treasury has made any at-
tempt to determine whether TARP funding has resulted in in-
creased lending and whether that has had any effect on reducing
unemployment.

I also want to voice my deep concern over recent news that
Treasury has requested a legal opinion from the Department of
Justice challenging the Special Inspector General’s independence.
Congress would not have established a Special Inspector General
to oversee the TARP if all we wanted was a yes man or yes woman
that Treasury could ignore. It is critical that oversight, investiga-
tions, and audits of TARP remain unencumbered. Congress may
have given Treasury some leeway when it comes to the TARP but
we didn’t give them a blank check.

The problem is that we can’t even say whether the TARP pro-
grams are working or not because the information that would allow
Congress and the taxpayers to analyze whether they are getting a
good return on their investments has not been made available.

I hope today’s hearing and the Special IG’s report will be a wake-
up call to the Treasury and the Federal Reserve that our financial
system cannot be run behind closed doors. Again, I want to thank
Mr. Barofsky for appearing today. I look forward to his testimony.
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At this time, I yield time to the ranking member from the great
State of California, Congressman Issa.
[The prepared statement of Chairman Edolphus Towns follows:]
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Good morning and thank you for being here.

The Troubled Asset Relief Program — known as TARP
— has evolved into a program of unprecedented scope,
scale, and complexity. TARP funds are being used in
connection with 12 separate programs, under which
Treasury has already committed $643 billion and spent $441
billion.

Today we will hear from the Special Inspector General
for TARP, Neil Barofsky, as he presents his quarterly report
to Congress. His findings, quite frankly, are astonishing.

According to the IG, “the TARP has become a program
in which taxpayers: (1) are not being told what TARP
recipients are doing with their money; (2) have not been told
what their investments are worth; and (3) will not be told the
full details of how their money is being invested.
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He found that even though Treasury receives monthly
reports on the value of TARP investments, it will not make
that information public. Incredibly, the Treasury Department
has taken the position that it will not even ask TARP
recipients what they are doing with the taxpayers’ money.

In short, the taxpayers now have a $700 billion
spending program that’s being run under the philosophy of
“‘Don’t ask, don't tell.”

However, this Committee has been asking a lot of
questions about last fall’'s financial meltdown and its
consequences, and the key question is this: are these
programs being run for the benefit of the American taxpayers
who are funding them, or for the benefit of Wall Street?

Without more transparency in these programs, we
cannot answer that question for sure. But what we have
learned from the IG is not encouraging.

Treasury has hired nine private firms to be asset
managers for the Public-Private Investment Program. All of
these large firms are engaged in extensive private
investment activities.

According to the Special |G, this arrangement is
vuinerable to conflicts of interest, collusion, and money
laundering. Yet Treasury is allowing these firms to share
information between employees who make investment
decisions on behalf of the government and those who
manage private funds.

This arrangement is further indication that Federal
financial regulation is a bit too cozy with Wall Street.
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Meanwhile, lending to American businesses and
consumers remains weak. Some firms claim to have used
TARP funds to increase lending, but others have used it to
acquire other businesses or shore up their own balance
sheets — and then award bonuses to employees.

There is no evidence that Treasury has made any
attempt to determine whether TARP funding has resulted in
increased lending and whether that has had any effect on
reducing unemployment.

| also want to voice my deep concern over recent news
that Treasury has requested a legal opinion from the
Department of Justice challenging the Special Inspector
General's independence.

Congress would not have established a Special
Inspector General to oversee the TARP if all we wanted was
a ‘yes man’ that Treasury could ignore. It is critical that
oversight, investigations, and audits of TARP remain
unencumbered.

Congress may have given Treasury some leeway when
it comes to the TARP, but we didn’t give them a blank check.

The problem is we can't even say whether the TARP
programs are working or not, because the information that
would allow Congress and the taxpayers to analyze whether
they are getting a good return on their investment has not
been made available. | hope today’s hearing, and the
Special IG’s report, will be a wake-up call to the Treasury
and the Fed that our financial system cannot be run behind
closed doors.
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Again, | want to thank Mr. Barofsky for appearing today,
and | look forward to his testimony.

HH#HH
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Mr. IssA. Thank you, Mr. Chairman. Thank you again for this
vigorous oversight.

As you have said so often, all we ask for is transparency. Today
we will hear that all we are not getting is transparency.

Mr. Chairman, because I am going to include them in my open-
ing statement, I would like to ask unanimous consent that three
pieces be put in the record. The first, Mr. Chairman, is your letter
to Tim Geithner asking that he specifically include the rec-
ommendations of the Special IG, something which I am not sure
there is an answer to, but it is from February 5th. The second is
today’s New York Times that says “Big Estimate, Worth Little, on
Bailout.” I suspect that will be referred to many times today.

The third is because it is related to TARP and to a case recently
settled against the Government. I have a letter in response to a let-
ter from myself, on which the chairman has been copied, from
Maurice Hank Greenberg concerning his continued willingness to
arbitrate rather than to litigate the disputes which so far he has
been winning.

Chairman TowNs. Without objection, so ordered.

Mr. IssA. Thank you, Mr. Chairman.

Today we are going to hear about a $23.7 trillion figure related
to the TARP. Additionally, we are going to hear that the full trans-
parency, which we asked for and which this President and this ad-
ministration have promised, is being blocked by the bureaucracy
that often seems to say, “just trust us and we will deliver.” Now,
just trust us and we will deliver, quite frankly, I am not making
the comparison except for the purpose of people understanding why
we can’t trust, Bernie Madoff said, “trust us, we have high re-
turns.”

The fact is Treasury is saying, “trust us because you really don’t
have $23.7 trillion at risk.” As a matter of fact, effectively they are
saying that the only thing at risk is a fraction of the $700 billion
that we have committed. Mr. Chairman, nothing could be further
from the truth. Over my decades in business, one thing I learned
was that insurance policies cost money because the amount insured
is, in fact, at risk.

Anyone who thinks that we mark to market assets to half of
their original value with some regularity, when they include toxic
assets and written-down homes, and then believes that there would
be no risk in guaranteeing those, particularly Freddie, Fannie and
the other guarantees that are out there, is simply living in a dream
world. If we underwrite in various forms over $23 trillion, we will
in fact have losses. There are no gains, for all practical purposes,
in these assurances so they are not offset by profits.

In the case of the TARP directly, and I know we are going to
hear from the Special IG today, there will be some good news.
There already has been some return and some profit on moneys ex-
tended in the TARP. That is not so of many of our guarantees.
Most of our guarantees are, in fact, insurance without cost to both
profit and nonprofit organizations.

Mr. Chairman, I believe that this administration desperately
wants the kinds of transparency that will allow us to uncover po-
tential insider trading or cozy relationships between the part of a
trading organization which is trading for the Government and the
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part which is trading for itself. I believe only through our vigorous
oversight will this administration be able to create a kind of sand-
wich where on one side is the President asking for transparency,
on the other side is the Congress demanding it, and in the middle
is the IG trying to overcome a bureaucracy that has always been
able to outlast administrations and chairmanships.

Mr. Chairman, today we have to make sure that this Special IG
goes back with the clear message that Congress will not be out-
lasted. Our patience is running out for the transparency promised
by the administration, promised by the Congress, and not yet deliv-
ered by the people who transcend administrations one after an-
other.

Mr. Chairman, I look forward to the testimony of the Special IG
and I commend you for continuing this vigorous oversight. I yield
back the balance of my time.

[The prepared statement of Hon. Darrell E. Issa follows:]
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Mr. Chairman, thank you for calling today’s hearing.

[ appreciate Mr. Barofsky’s appearance before the committee today. Congress intended SIGTARP to
provide oversight of the federal government’s bailout efforts, and that’s exactly what Mr. Barofsky and his
staff are doing. SIGTARP’s current report to Congress identifies numerous failures of the Treasury
Department to provide transparency and prevent fraud, and these failures are undermining the American
people’s faith in their government.

When President Obama came to office, he promised to implement TARP “with the highest degree of
accountability and transparency possible.” As a presidential candidate, Mr. Obama criticized the Bush
Administration’s “failure to track how the money has been spent.” Once again, we’ve leamned that this
Administration has abandoned its promise to the American people and is preventing the taxpayers from
accessing information about how their money is being spent.

Mr, Chairman, more than four months ago you wrote Secretary Geithner encouraging him to adopt all of
SIGTARP’s original recommendations prior to awarding any additional TARP funds. Not only has Mr.
Geithner ignored your request, but he has spent billions more of taxpayer money without providing the
transparency that SIGTARP has repeatedly recommended. For example, Treasury has refused repeated
requests from SIGTARP and the Congress to require TARP recipients to report on their use of taxpayer
funds, calling such reporting “meaningless.” However, we've learned from SIGTARPs first completed
audit that almost all banks surveyed by SIGTARP were able to provide meaningful information about how
they are utilizing TARP funds.

One interesting result of this audit is that nearly one-third of the banks reported the use of TARP funds to
purchase mortgage-backed securities primarily insured by Fannie Mae and Freddie Mac, which are now
explicitly backed by the federal government. SIGTARP’s audit notes that the banks targeted these securities
precisely because of the safety associated with them; if the underlying mortgage borrowers default, the
American taxpayers foot the bill.

Treasury’s repeated refusal to require TARP recipients to report on their use of taxpayer money is
particularly troubling in light of the fact that technology exists and is readily available to follow the money.
This Committee has learned through expert testimony that eXtensible Business Reporting Language
(“XBRL”), an XML-based technology standard for business information, has the potential to make financial
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information disclosure more transparent and more accessible to regulators, investors, and the general public.
XBRL is already in place as a ryporting standard in approximately 40 countries around the world, including
China. Banks in the United States are currently required to disclose information to the FDIC in XBRL
format, and the SEC recently approved a final rule mandating the use of XBRL for all public company
reporting, with some companies required to comply starting in June of 2009. I am proud, Mr. Chairman, to
have your support on H.R. 2392, which would mandate the use of a single data standard for the reporting of
financial information and bring real transparency to TARP and financial markets.

SIGTARP’s report also sheds light on several problems related to the Administration’s plan to provide
taxpayer funds to leverage private sector purchases of toxic assets, the so-called “Public-Private Investment
Program,” or PPIP. Treasury has repeatedly refused to adopt SIGTARP's recommendation that Treasury
require the imposition of an informational barrier or “wall” between the private fund managers making
decisions about which toxic assets to purchase using taxpayer-funded leverage and those employees of the
companies who manage non-PPIP funds, Treasury is effectively insisting that not only must taxpayer money
be used to leverage the purchase of toxic assets, but also that the fund managers have the freedom to
manipulate inside information about these purchases for their private profit, through insider trading or by
inflating the value of other assets on their books. This type of market manipulation should be prevented, not
facilitated, by the Treasury Department.

As the Special Inspector General for TARP notes in his written testimony, “TARP has become a program in
which taxpayers (i) are not being told what most of the TARP recipients are doing with their money, (i)
have still not been told how much their substantial investments are worth, and (iii) will not be told the full
details of how their money is being invested.” Treasury’s continued unwillingness to provide basic
transparency despite numerous recommendations of SIGTARP and the intent of Congress is simply
unacceptable and violates one of President Obama’s most basic and fundamental promises to the American
people.

Mr. Chairman, the ramifications of the Treasury Department’s failure to provide transparency could not be
more important. As SIGTARP notes in his written testimony, the total amount of taxpayer money on
the line, across all of the federal government’s bailout efforts, is $23.7 trillion. To put this number in
perspective, total annual US GDP is about $14 trillion. This means that if all of the potential losses of
taxpayer money become a reality, the total amount of goods and services produced throughout our economy
for almost two years would have to be entirely devoted to paying for these bailouts.

What's even more disturbing than the $23.7 trillion figure is the reality that Treasury is actively obstructing
our ability to determine what the true value of the TARP investment is worth, what TARP recipients are
doing with taxpayer dollars and how they are investing it. Until we have full transparency, we will never be
able to know how much risk Treasury is assuming on behalf of the taxpayers.

Thank you again, Mr. Chairman, for calling this hearing. I look forward to continuing to work closely with
you to hold this Administration accountable for its use of taxpayer money through TARP and other
government bailout efforts.
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Big Estimate, Worth Little, on Bailout
By FLOYD NORRIS

Just how much could the bailout of the financial system end up costing American taxpayers?

committee. “The total potential federal government support could reach up to $23.7 trillion,” he stated.

But in the report accompanying his testimony, Mr. Barofsky conceded the number was vastly overblown. It
includes estimates of the maximum cost of programs that have already been canceled or that never got under
way.

Tt also assumes that every home mortgage backed by Fannie Mae or Freddie Mac goes into default, and all
the homes turn out to be worthless. It assumes that every bank in America fails, with not a single asset worth
even a penny. And it assumes that all of the assets held by money market mutual funds, including Treasury

It would also require the Treasury itself to default on securities purchased by the Federal Reserve system.

The sheer unreality of the number did not stop some members of Congress from taking the estimate
seriously.

“The potential financial commitment the American taxpayers could be responsible for is of a size and scope
that isn't even imaginable,” said Representative Darrell E. Issa of California, the ranking Republican on the
House Committee on Oversight and Government Reform, which will hold the hearing. “If you spent a million
dollars a day going back to the birth of Christ, that wouldn't even come close to just one trillion dollars —
$23.7 trillion is a staggering figure.”

Mr. Issa’s staff distributed a briefing memo for Republicans on the committee that quoted the testimony
relating to the $23.7 trillion number, but did not mention any of the qualifications contained in the report.

In an interview Monday evening, Mr. Barofsky said he did not view his testimony as misleading.

“We're not suggesting that we’re are looking at a potential loss to the government of $23 trillion,” he said.
“Our goal is to bring transparency, to put things in context.”

Asked what he thought the maximum total cost could be, he replied that it was not his job to estimate that,
and declined to give a figure.
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Mr. Barofsky has no authority to investigate most of the programs he discussed. He came up with far smaller
numbers for the Troubled Asset Relief Program, known as TARP, that he is charged with monitoring. Of the
$700 billion appropriated by Congress, the Treasury has so far spent $441 billion, and about $70 billion of
that has been repaid.

“TARP does not operate in a vacuum,” Mr. Barofsky said in his prepared testimony. To properly evaluate that
spending, “the context of these broader efforts” must be considered.

That $23.7 trillion figure would amount to about $77,000 for every person in the United States, and would be
almost $10 trillion more than the country’s entire economic output, which is $14.1 trillion.

To reach that figure, Mr. Barofsky added up all possible Federal Reserve programs, and got a total of $6.8
trillion. He figured the TARP program could end up costing $3 trillion, including possible spending by the
Federal Deposit Insurance Corporation and the Fed.

For those totals to be reached, every dollar invested by the government in banks would have to become
worthless, and the banks would have to default on securities guaranteed by the F.D.1.C. All the collateral
posted by the banks to get loans from the Fed would also have to become worthless.

Added to those figures are $4>.4 trillion in other possible Treasury programs, and $2.3 trillion in F.D.L.C.
guarantees of deposits. The final $7.2 trillion comes mostly from various mortgage-related programs.

Even if all those numbers somehow turned out to be accurate, the report conceded that the total would be
smaller because “there is potential for double-counting of exposures where different federal agencies provide
guarantees for the same financial institutions.”

The report does not appear to discuss how total government obligations are increased when the Fed either
guarantees or purchases Treasury securities. In the interview, Mr. Barofsky declined to address that
question.

Andrew Williams, a spokestnan for the Treasury Department, called the figures “distorted” because they did
not consider the value of the collateral posted for loan programs, as well as the value of securities the
Treasury has received from banks.

“These estimates of potential exposures do not provide a useful framework for evaluating the potential cost of
these programs,” Mr. Williams said, according to Bloomberg News. “This estimate includes programs at their
hypothetical maximunm size, and it was never likely that the programs would be maxed out at the same time.”

He added that the United States had spent less than $2 trillion so far, and that much of that was backed by
valuable assets.

It may be the first time that $2 trillion appears to be a small number.

Capyright 2008 The New York Times Company
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Chairman TowNs. Thank you very much. I thank the gentleman
for his statement.

We will now turn to our first and only witness, Mr. Neil
Barofsky. It is the long standing policy that we swear all of our
witnesses in. Will you please stand and raise your right hand?

[Witness sworn. |

Chairman ToOwNs. Let the record reflect that the witness an-
swered in the affirmative.

He is the Special Inspector General for the Troubled Asset Relief
Program [SIGTARP]. Prior to assuming this position on December
15, 2008, Mr. Barofsky was a Federal prosecutor in the U.S. Attor-
ney’s Office for the Southern District of New York for more than
8 years. In that Office, Mr. Barofsky was a senior trial counselor
and headed the Mortgage Fraud Group, which investigated and
prosecuted cases of mortgage fraud and securities fraud with re-
spect to collateralized debt obligations. Notably, Mr. Barofsky led
the broad investigation into the $55 trillion credit default swap
market and is a recipient of the Attorney General’s John Marshall
Award for his work.

We welcome you, Mr. Barofsky. You are allowed as much time
as you may consume. We generally give people 5 minutes. We
thought about giving you 10 minutes but then I thought about the
importance of it and so I said as much time as you may consume.
But try to stay within 10 minutes.

STATEMENT OF NEIL BAROFSKY, SPECIAL INSPECTOR
GENERAL FOR THE TROUBLED ASSET RELIEF PROGRAM

Mr. BAROFSKY. Thank you, Mr. Chairman. Mr. Chairman, Rank-
ing Member Issa, and members of the committee, it is an honor
and privilege to appear before you today and to present to you our
quarterly report to Congress. In my testimony I would like to out-
line what is contained in our quarterly report, section by section,
going over some of the highlights.

In Section 2 of our report, we do as we do in each of our quar-
terly reports to summarize what has happened in the last 3 months
in the TARP. This has been a busy quarter for the TARP. We have
seen the expansion of several programs; the bankruptcy of General
Motors and Chrysler, and the extraordinary Government support of
those industries; and the expansion of the Mortgage Modification
Program with the selection of servicers and the allocation of ap-
proximately $18 billion in support of that program.

We have seen paybacks of TARP money, more than $70 billion
from Capital Purchase Program recipients, and the launch of the
Public-Private Investment Program with the selection of nine asset
managers and the commitment to provide up to $30 billion of tax-
payer funds to fund that program. That is all laid out in Section
2

In Section 3, we have attempted to put the TARP program in
context. Originally started as a $700 billion program to purchase
toxic assets from financial institutions, the TARP has expanded to
12 separate programs involving up to $3 trillion. But it doesn’t
stand alone in the support of the financial system from the Federal
Government. Since 2007, more than 50 different programs from dif-
ferent agencies have been announced, instituted, and implemented.
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A lot of what we have seen when hearing about TARP recipients
and their participation is that it is not a loan. A bank may have
an investment from the TARP but also participate or issue debt
with an FDIC guarantee or borrow money from the Federal Re-
serve.

There are so many numbers flying around that we thought to
further the goal of transparency we wanted to put the TARP in the
necessary context of these other programs. That is what we have
done in Section 3. For each of the 50 programs, we put out three
different numbers. One is the amount of money that is currently
outstanding on each of those programs, which is about $3 trillion.
Two is the high water mark from their inception until January 30,
2009, which is about $4.7 trillion. The third number is the total ex-
posure of each of these programs were they fully subscribed to, if
each of the insurance contracts were used, all of the different pro-
grams were used, and all the support in total, and that number to-
tals $23.7 trillion.

Now, since we have issued this report, there has been some
harsh criticism coming from Treasury. I have seen some public
statements that attack the numbers in our report as being inflated.
One press comment said that a Treasury spokesman described
them as ridiculous. We take offense to that.

I think that if you look at the report, in context it is very clear
where these numbers came from. They came from the Government
itself. These are all open source, public source information. This is
from the Web sites of the Treasury and the Federal Reserve, and
submissions to Congress. If the numbers are inflated, then it was
the Government itself that inflated them, not us.

Second, as far as the suggestion that we are trying to shock and
awe with this number, again, I think that we have made very clear
in this report in black and white what this number means. We ex-
plain that this number involves programs that, yes, have termi-
nated. We explain that some of these numbers are collateralized
and that there is collateral. All that is set forth in black and white.

But one thing is very clear: The number is basically just the ac-
cumulation of what these 50 separate programs are and what the
toi:ial amount of financial support that the Government has commit-
ted to is.

Frankly, this attack is a challenge to the basic transparency that
we try to provide in this report so that Members of Congress and
members of the public understand in total what is going on as part
of the Government’s support of the financial system in this crisis.

That brings us to our next section, Section 5 of the report, where
we talk about our recommendations. One of our primary rec-
ommendations brings us to the same issue of transparency. We
have now been in existence for 7 months, my Office. Over those 7
months we have been pushing, really from my 8th day in my Office
when I made the first recommendation, to push for greater and
greater transparency. That recommendation is one that we con-
tinue to make today, that Treasury require TARP recipients to re-
port on how they are using the money.

Treasury has repeatedly refused to adopt this recommendation.
As a result, in February we sent out letters to each and every fi-
nancial institution to ask them directly to report to us to prove that
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they can provide meaningful information, that there is a purpose
to requiring banks to account for their use of funds. Yesterday we
issued that audit result and the evidence is as we suspected.

Contrary to Treasury’s suggestions, banks can and should be re-
quired to report on how they are using funds. Banks reported a va-
riety of different uses aside from just lending, as the chairman
noted. They used it to acquire other financial institutions, to make
investments in mortgage backed securities, and to pay down debt,
all different forms of use of funds that can and should be verified
and that can be part of the basic transparency of the TARP pro-
gram.

As we note in our recommendations, this is not the only rec-
ommendation regarding transparency that has not been adopted.
We set four different recommendations, including those related to
basic concepts so taxpayers can know the value of the assets that
they are the chief investors for. Treasury receives monthly reports
on those valuation estimates but will not share them with the pub-
lic. We think that, too, is a failure of transparency.

Similarly, we have recommendations related to the TELF Pro-
gram and the Public-Private Investment Program. They involve the
basic concept of transparency so that one, the taxpayers can know
what is going on with their investments; and two, as has been fa-
mously quoted, “sunshine is the best disinfectant,” and it will dis-
courage and deter bad behavior.

In Section 1 of our report, we talk about what we have been
doing for the past 3 months, namely building our Audit and Inves-
tigations Divisions. We are concluding six audits this quarter. We
have announced or are about to announce five separate audits. We
talk about that. Our Investigations Division is continuing. We have
35 open criminal investigations.

We will continue to strive forward with bringing greater trans-
parency to this program. Mr. Chairman, Ranking Member Issa, it
is again a privilege to be here today to present this report, which
we believe is an essential part of continued transparency. We have
had more than 12 million hits to our Web site since we have start-
ed and almost 700,000 downloads of our previous reports. I think
that we act in deed as in word to bring this necessary trans-
parency.

I thank you for your indulgence on time. I look forward to an-
swering any questions you may have.

[The prepared statement of Mr. Barofsky follows:]
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Chairman Towns, Ranking Member Issa and Members of the Committee, I am honored to appear
before you today to deliver to this Committee my quarterly report to Congress.

In the nine months since the Emergency Economic Stabilization Act of 2008 (“EESA”) authorized
creation of the Troubled Asset Relief Program (“TARP”), the U.S. Department of the Treasury
(“Treasury™) has created 12 separate programs involving Government and private funds of up to
almost $3 trillion. From programs involving large capital infusions into hundreds of banks and other
financial institutions, to a mortgage modification program designed to modify millions of mortgages,
to public-private partnerships using tens of billions of taxpayer dollars to purchase “toxic” assets
from banks, TARP has evolved into a program of unprecedented scope, scale, and complexity.
Moreover, TARP does not function in a vacuum but is rather part of the broader Government efforts
to stabilize the financial system, an effort that includes dozens of inter-related programs operated by
multiple Federal agencies. Thus, before the American people and their representatives in Congress
can meaningfully evaluate the effectiveness of TARP, not only must the TARP programs themselves
be understood, but also TARP’s scope and scale must be placed into proper context with the other
Government programs designed to support the financial system.

TARP IN FOCUS, AND IN CONTEXT

TARP, as originally envisioned in the fall of 2008, would have involved the purchase, management,
and sale of up to $700 billion of “toxic” assets, primarily troubled mortgages and mortgage-backed
securities (“MBS”). That framework was soon shelved, however, and TARP funds are being used, or
have been announced to be used, in connection with 12 separate programs that, as set forth in Table 1
below, involve a total (including TARP funds, loans and guarantees from other agencies, and private
money) that could reach nearly $3 trillion. Through June 30, 2009, Treasury has announced the
parameters of how $643.1 billion of the $700 billion would be spent through the 12 programs. Of the
$643.1 billion that Treasury has committed, $441 billion has actually been spent.

As massive and as important as TARP is on its own, it is just one part of a much broader Federal
Government effort to stabilize and support the financial system. Since the onset of the financial crisis
in 2007, the Federal Government, through many agencies, has implemented dozens of programs that
are broadly designed to support the economy and financial system. The total potential Federal
Government support could reach up to $23.7 trillion. Any assessment of the effectiveness or the cost
of TARP should be made in the context of these broader efforts.
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Total Projected | Projected TARP
Program Brief Description or Participant Funding at Risk (§) Funding ($)
Capital Purchase Program {“CPP"} nvestments in 649 banks to date; 8 institutions $218.0 $218.0
total $134 bittion; received $70.1 biltion in &7 {370.1)
capital repayments
Automotive Industry Financing Program GM, Chrysler, GMAG, Chrysler Financiai; 733 79.3
{"AIFP"} received $130.8 million in loan repayments
(Chryster Financial)
Auto Supplier Support Program ("ASSP") | Government-backed protection for auto parts 5.0 50
suppliers
Auto Warranty Commitment Program Government-backed protection for warranties 0.6 0.6
{"AWCP"} of cars sold during the GM and Chryster
bankruptey restructuring periods
Unlocking Credit for Small Businesses Purchase of securities backed by SBA loans 15.0 15.0
{"ucse”)
Systemically Significant Faifing AIG investment 69.8 9.8
institutions {“SSFI")
Targeted Investment Program (“TIP") Citigroup, Bank of America investments 40.0 40.0
Asset Guarantee Program (“AGP"} Citigroup, ring-fence asset guarantee 301.0 5.0
Term Asset-Backed Securities Loan FRBNY non-recourse loans for purchase of 1,000.0 80.0
Facility ('TALF") asset-backed securities
Making Home Affordable ("MHA") Modification of morigage loans 75.0 50.0
Program
Public-Private investment Program Disposition of legacy assets; Legacy Loans 500.0 - 1,000.0 75.0
{*PPIP"} Program, Legacy Securities Program
{expansion of TALF}
Capital Assistance Program ("CAP") Capital to qualified financial institutions; TBD 8D
includes stress test
New Programs, or Funds Remaining for | Potential additionat funding refated to CAP; other 131.4 1314
Existing Programs programs
Total $2,365.0 ~ $2,865.0 $699.0

Note: See Table 2.1 in Section 2 for notes and seurces related to the information contained in this table.

OVERSIGHT ACTIVITIES OF SIGTARP

Since its April Quarterly Report, SIGTARP has been actively engaged in fulfilling its vital
investigative and audit functions as well as in building its staff and organization.
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SIGTARP’s Investigations Division has developed rapidly and is quickly becoming a
sophisticated white-collar investigative agency. Through June 30, 2009, SIGTARP has 35 ongoing
criminal and civil investigations. These investigations include complex issues concerning suspected
accounting fraud, securities fraud, insider trading, mortgage servicer misconduct, mortgage fraud,
public corruption, false staternents, and tax investigations. Two of SIGTARP’s investigations have
recently become public:

» Federal Felony Charges Against Gordon Grigg: On April 23, 2009, Federal felony
charges were filed against Gordon B. Grigg in the U.S. District Court for the Middle District
of Tennessee, charging him with four counts of mail fraud and four counts of wire fraud. The
charges are based on Grigg’s role in embezzling approximately $11 million in client
investment funds that he garnered through false claims, including that he had invested $5
million in pooled client funds toward the purchase of the TARP-guaranteed debt. Grigg
pleaded guilty to all charges and is scheduled for sentencing on August 6, 2009.

s FTC Action Against Misleading Use of “MakingHomeAffordable.gov”: On May 15,
2009, based upon an action brought by the Federal Trade Commission (“FTC”), a Federal
district court issued an order to stop an Internet-based operation that pretended to operate
“MakingHomeA ffordable.gov,” the official website of the Federal Making Home Affordable
program. According to the FTC’s complaint, the defendants purchased sponsored links as
advertising on the results pages of Internet search engines, and, when consumers searched for
“making home affordable” or similar search terms, the defendants” ads prominently and
conspicuously displayed “MakingHomeA ffordable.gov.” Consumers who clicked on this
link were not directed to the official website, but were diverted to sites that solicit applicants
for paid loan modification services. The operators of these websites either purport to offer
loan modification services themselves or sold the victims’ personally identifying information
to others. SIGTARP is providing assistance to FTC during the investigation.

More than 50% of SIGTARP’s ongoing investigations were developed in whole or in part through
tips or leads provided on SIGTARP’s Hotline (877-SIG-2009 or accessible at www.SIGTARP.gov).
Over the past quarter, the SIGTARP Hotline received and analyzed more than 3,200 tips, running the
gamut from expressions of concern over the economy to serious allegations of fraud.

SIGTARP remains committed to being proactive in dealing with potential fraud in TARP. For
example, the previously announced TALF Task Force, which was organized by SIGTARP to get out
in front of any efforts to profit criminaily from the Term Asset-Backed Securities Loan Facility
(“TALF”), has been expanded to cover the Public-Private Investment Program (“PPIP”). In addition
to SIGTARP, the TALF-PPIP Task Force consists of the Inspector General of the Board of
Governors of the Federal Reserve System, the Federal Bureau of Investigation, Treasury’s Financial
Crimes Enforcement Network, U.S. Immigration and Customs Enforcement, the Internal Revenue
Service Criminal Investigation Division, the Securities and Exchange Commission, and the U.S.
Postal Inspection Service.

On the audit side, SIGTARP is in the process of completing its first round of audits. SIGTARP
issued yesterday its first formal audit report concerning how recipients of Capital Purchase Program
(“CPP”) funds reported their use of such funds. In February 2009, SIGTARP sent survey letters to
more than 360 financial and other institutions that had completed TARP funding agreements through
January 2009. Although most banks reported they did not segregate or track TARP fund usageon a
dollar-for-dollar basis, most banks were able to provide insights into their actual or planned future
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use of TARP funds. For some respondents the infusion of TARP funds helped to avoid a “managed”
reduction of their activities; others reported that their lending activities would have come to a
standstill without TARP funds; and others explained that they used TARP funds to acquire other
institutions, invest in securities, pay off debts, or that they retained the funds to serve as a cushion
against future losses. Many survey responses also highlighted the importance of the TARP funds to
the bank’s capital base, and by extension, the impact of the funds on lending. In light of the audit
findings, SIGTARP renews its recommendation that the Secretary of the Treasury require all TARP
recipients to submit periodic reports to Treasury on their use of TARP funds.

SIGTARP also has audits nearing completion examining the following issues: executive
compensation restriction compliance, controls over external influences on the CPP application
process, selection of the first nine participants for funds under CPP (with a particular emphasis on
Bank of America), AIG bonuses, and AIG counterparty payments. In addition, SIGTARP is
undertaking a series of new audits, as follows:

¢ CPP Warrant Valuation and Disposition Process: The audit will seek to determine (i) the
extent to which financial institutions have repaid Treasury’s investment under CPP and the
extent to which the warrants associated with that process were repurchased or sold; and (i}
what process and procedures Treasury has established to ensure the Government receives fair
market value for the warrants and the extent to which Treasury follows a clear, consistent, and
objective process in reaching decisions where differing valuations of warrants exist. This audit
complements a July 10, 2009, report by the Congressional Oversight Panel examining the
warrant valuation process.

e Follow-up Assessment of Use of Funds by TARP Recipients: This audit will examine use
of funds by recipients receiving extraordinary assistance under the Systemically Significant
Failing Institutions program, the Automotive Industry Financing Program, as well as
insurance companies receiving assistance under CPP.

¢ Governance Issues Where U.S. Holds Large Ownership Interests: The audit, being
conducted at the request of Senator Max Baucus, will examine governance issues when the
U.S. Government has obtained a large ownership interest in a particular institution, including:
(i) What is the extent of Government involvement in management of comparies in which it
has made sizeable investments, including direction and control over such elements as
governance, compensation, spending, and other corporate decision making? (i) To what
extent are effective risk management, internal controls, and monitoring in place to protect and
balance the Government’s interests and corporate needs? (iii) Are there performance measures
in place that can be used to track progress against long-term goals and timeframes affecting
the Government’s ability to wind down its investments and disengage from these companies?
(iv) Is there adequate transparency to support decision making and to provide full disclosure to
the Congress and the public?

o Status of the Government’s Asset Guarantee Program with Citigroup: The audit
examining the Government’s Asset Guarantee Program (“AGP”) with Citigroup, based upon
arequest by Representative Alan Grayson, will address a series of questions about the
Government’s guarantee of certain Citigroup assets through the AGP such as: (i) How was the
program for Citigroup developed? (i) What are the current cash flows from the affected
assets? and (iii) What are the potential for losses to Treasury, the Federal Deposit Insurance
Corporation, and the Federal Reserve under the program?
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+ Making Home Affordable Mortgage Modification Program: This audit will examine the
Making Home Affordable mortgage modification program to assess the status of the program,
the effectiveness of outreach efforts, capabilities of loan servicers to provide services to
eligible recipients, and challenges confronting the program as it goes forward.

SIGTARP’S RECOMMENDATIONS ON THE OPERATION OF TARP

One of SIGTARP’s oversight responsibilities is to provide recommendations to Treasury so that
TARP programs can be designed or modified to facilitate effective oversight and transparency and to
prevent fraud, waste, and abuse. SIGTARP details ongoing recommendations concerning PPIP,
TALF, and tracking use of funds and provides an update on the implementation of recommendations
made in previous reports. Two categories of recommendations are worth highlighting in particular:

Transparency in TARP Programs

Although Treasury has taken some steps towards improving transparency in TARP programs, it has
repeatedly failed to adopt recommendations that SIGTARP believes are essential to providing basic
transparency and fulfill Treasury’s stated commitment to implement TARP “with the highest degree
of accountability and transparency possible.” With one new recommendation made in this report,
there are at least four such unadopted recommendations:

o Use of Funds Generally: One of SIGTARP’s first recommendations was that Treasury
require all TARP recipients to report on the actual use of TARP funds. Other than in a few
agreements (with Citigroup, Bank of America, and AIG), Treasury has declined to adopt this
recommendation, calling any such reporting “meaningless” in light of the inherent fungibility
of money. SIGTARP continues to believe that banks can provide meaningful information
about what they are doing with TARP funds — in particular what activities they would not
have been able to do but for the infusion of TARP funds. That belief has been supported by
SIGTARP’s first audit, in which nearly all banks were able to provide such information.

o Valuation of the TARP Portfolio: SIGTARP has recommended that Treasury begin
reporting on the values of its TARP portfolio so that taxpayers can get regular updates on the
financial performance of their TARP investments. Notwithstanding that Treasury has now
retained asset managers and is receiving such valuation data on a monthly basis, Treasury has
not committed to providing such information except on the statutorily required annual basis.

* Disclosure of TALF Borrowers Upon Surrender of Collateral: In TALF, the loans are
non-recourse, that is, the lender (Federal Reserve Bank of New York) will have no recourse
against the borrower beyond taking possession of the posted collateral (consisting of asset-
backed securities (“ABS™)). Under the program, should such a collateral surrender occur,
TARP funds will be used to purchase the surrendered collateral. In light of this use of TARP
funds, SIGTARP has recommended that Treasury and the Federal Reserve disclose the
identity of any TALF borrowers that fail to repay the TALF loan and must surrender the ABS
collateral.

» Regular Disclosure of PPIF Activity, Holdings, and Valuation: In the PPIP Legacy
Securities Program, the taxpayer will be providing a substantial portion of the funds
(contributing both equity and lending) that will be used to purchase toxic assets in the Public-
Private Investment Funds (“PPIFs™). SIGTARP is recommending that all trading activity,
bholdings, and valuations of assets of the PPIFs be disclosed on a timely basis. Not only
should this disclosure be required as a matter of basic transparency in light of the billions of
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taxpayer dollars at stake, but such disclosure would also serve well one of Treasury’s stated
reasons for the program in the first instance: the promotion of “price discovery” in the illiquid
market for MBS. Treasury has indicated that it will not require such disclosure.

Although SIGTARP understands Treasury’s need to balance the public’s transparency interests,
on one hand, with the interests of the participants and the desire to have wide participation in the
programs, on the other, Treasury’s default position should always be to require more disclosure
rather than less and to provide the investors in TARP -— the American taxpayers — as much
information about what is being done with their money as possible. Unfortunately, in rejecting
SIGTARP’s basic transparency recommendations, TARP has become a program in which taxpayers
(i) are not being told what most of the TARP recipients are doing with their money, (ii) have still not
been told how much their substantial investments are worth, and (iif) will not be told the full details
of how their money is being invested. In SIGTARP’s view, the very credibility of TARP (and thus in
large measure its chance of success) depends on whether Treasury will commit, indeed as in word, to
operate TARP with the highest degree of transparency possible.

Imposition of Information Barriers, or “Walls,” in PPIP

In the April Quarterly Report, SIGTARP noted that conflicts of interest and collusion vulnerabilities
were inherent in the design of PPIP stemming from the fact that the PPIF managers will have
significant power to set prices in a largely illiquid market. These vulnerabilities could result in PPIF
managers having an incentive to overpay significantly for assets or otherwise using the valuable,
proprietary PPIF trading information to benefit not the PPIF, but rather the manager’s non-PPIF
business interests. As a result, SIGTARP made a series of recommendations in the April Quarterly
Report, including that Treasury should impose strict conflicts of interest rules.

Since the April Quarterly Report, Treasury has worked with SIGTARP to address the
vulnerabilities in PPIP, and SIGTARP made a series of specific recommendations, suggestions, and
comments concerning the design of the program. Treasury adopted many of SIGTARP’s suggestions
and has developed numerous provisions that make PPIP far better from a compliance and anti-frand
standpoint than when the program was initially announced.

However, Treasury has declined to adopt one of SIGTARP’s most fundamental recommendations
- that Treasury should require imposition of an informational barrier or “wall” between the PPIF
fund managers making investment decisions on behalf of the PPIF and those employees of the fund
management company who manage non-PPIF funds. Treasury has decided not to impose such a wall
in this instance, despite the fact that such walls have been imposed upon asset managers in similar
contexts in other Government bailout-related programs, including by Treasury itself in other TARP-
related activities, and despite the fact that three of the nine PPIF managers already must abide by
similar walls in their work for those other programs.

If nothing else, the reputational risk that Treasury and the program could face if a PPIF manager
should generate massive profits in its non-PPIF funds as a result of an unfair advantage, even if that
advantage is not strictly against the rules, justifies the imposition of a wall. Failure to impose a wall,
on the other hand, will leave Treasury vulnerable to an accusation that has already been leveled
against it — that Treasury is using TARP to pick winners and losers and that, by granting certain firms
the PPIF manager status, it is benefitting a chosen few at the expense of the dozens of firms that were
rejected, of the market as a whole, and of the American taxpayer. This reputational risk is not one that
can be readily measured in dollars and cents, but is rather a risk that could put in jeopardy the fragile
trust the American people have in TARP and, by extension, their Government.
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In addition to these recommendations, SIGTARP also makes additional recommendations,
concerning other aspects of PPIP and concerning the use of ratings agencies in TALF.

Chairman Towns, Ranking Member Issa and Members of the Committee, I want to thank you

again for this opportunity to appear before you, and I would be pleased to respond to any
questions that you may have.
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SIGTARP Hotline

If you are aware of fraud, waste, abuse, mismanagement ot misrepresentations affiliated with the
Troubled Asset Relief Program, please contact the SIGTARP Hotline. )

By Quiine Form:  worw SIGTARP gov By Phone: Call toll free: (877) SIG-2009
By Fax: (202) 622-4559

By Mail: Hotline: Office of the Special Inspector General
For The Troubled Asset Relief Progtam
1801 L. Street, NW, Suite 600
Washington, D.C. 20220

Press Inquiries

Please contact our Press Office if you have any inquires: Kris Belisle,
Director of Communications

Kiis.Belisle@do.treas.gov
202-927-8940

Legislative Affairs

Please contact our Legislative Affairs Office for Hill inquires: Loti Hayman
Director of Legislative Affairs

LoriHayman@do.treas.gov -
202-927-8941

Obtaining Copies of Testimony and Reports

To obtain copies of testimony and reports please log on to our website at www.sigtarp.gov
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Chairman TowNs. Thank you very much. We really appreciate
your being here.

I understand that Treasury collects monthly data showing the
value of its TARP portfolio. Is there any reason why that should
not be made public?

Mr. BAROFSKY. In our view, absent some maybe very limited cir-
cumstances, we believe it should be made public. One of the argu-
ments that was offered against doing this was that it may impinge
upon Treasury’s ability to liquidate some of those assets. But
frankly, we think that just like any asset manager or any mutual
fund, the investors have a right to know what the value of their
assets are. Frankly, the one good example of when you don’t know
is Ranking Member Issa’s example of a Madoff-type hedge fund
where investors can’t see what is behind the numbers. We think
this is an essential part of transparency.

Chairman TowNs. We are concerned about conflicts of interest.
Treasury hired nine private firms to be asset managers for the
TARP Public-Private Investment Program, including large compa-
nies such as BlackRock, GE Capital Real Estate, Invesco, and oth-
ers. All of these large firms are engaged in extensive private in-
vestment activities. Yet Treasury has refused to require these firms
to establish firewalls between their employees who makes invest-
ment decisions on behalf of the Government and those who manage
private funds. Why does Treasury oppose firewalls at these firms
to prevent conflicts of interest and collusion?

Mr. BAROFSKY. We have been pushing this recommendation over
the last couple of months. We have consulted with the Federal Re-
serve Bank of New York, which operates similar programs. They
have asset managers both buying and selling assets. Even Treas-
ury itself, we have taken a look at some of their programs. One
constant is that when asset managers receive market moving infor-
mation and have the ability to or know about information to set
market prices, a firewall comes attached to that responsibility in
every program other than in the PPIP program. We have made this
recommendation.

In our quarterly report, Treasury has detailed, I think, in a
lengthy letter their explanation as to why they are not requiring
this. In short, they say it is not practical in this program for a vari-
ety of different reasons.

We strongly disagree. We think that the taxpayer is entitled to
the exact same protection that the Federal Reserve requires when
it hires an asset manager. We believe the same protections should
and must be part of the TARP program.

Chairman TowNns. Is there a downside to this?

Mr. BAROFSKY. Treasury makes a number of different argu-
ments. One is that it may be more expensive, that there may be
a limit as to the firms that are willing to participate with a wall.

All of these may be valid arguments, but from our perspective,
tilting the scales are the tremendous dangers that come from not
having a wall ranging from being able to take advantage of con-
flicts of interest to wildly recognized profits in different parts of the
firm to the reputational risk. People are going to ask the question,
“why does BlackRock operate under a wall when they are manag-
ing funds for the Federal Reserve but not when they are managing
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for the Treasury?” If there are incredible profits, there is going to
be a lot of explaining that needs to get done.

Chairman TowNs. I find your testimony quite amazing. Do I un-
derstand you correctly? Let me put it this way: Does Treasury ask
TARP recipients what they are doing with the money? Do they ask
them that question?

Mr. BAROFSKY. Overall, no. They have asked Bank of America,
CitiGroup, and AIG. They are the only capital recipients that are
required to report the use of funds. Some of the other extraordinary
assistance recipients also have reporting requirements. But as far
as the rest of the recipients, Treasury says no.

They say they won’t do it because it won’t be meaningful and it
won’t be reliable information. So of course the question we ask is,
if it is a meaningless exercise, why are you doing it with respect
to CitiGroup, Bank of America, and very recently AIG? We haven’t
really gotten an answer to that question.

Chairman Towns. I think it is very, very important because in
creating this in discussions early on, it was about job creation. I
think that we need to have the information in terms of what they
are doing with it. When I look at the fact that in the minority com-
munity the unemployment rate is 15.5 percent, and of course it is
running 9 percent generally, it appears to me that is a legitimate
kind of question that should be raised because we feel and recog-
nize that job creation is important.

Mr. BAROFSKY. Of course, Mr. Chairman. I couldn’t agree with
you more. What Treasury does is it puts out lending survey infor-
mation. So it is already collecting information from each of the fi-
nancial institutions reporting on lending. But as our audit dem-
onstrates, that is only part of the story. It doesn’t talk about all the
other things that banks are doing with TARP funds like invest-
ments, retaining capital cushions against future losses, and all
these types of things which go right to the heart of the question
that you are posing.

Chairman TowNS. Let me ask you: Did the TARP recipients have
any trouble telling you what they were doing with the money?

Mr. BAROFSKY. We had a variety of responses. We had 364 re-
sponses. Nearly every single financial institution was able to pro-
vide us with meaningful information on this survey.

I have to remind you, this is a voluntary survey. What we are
recommending is that Treasury actually require this information.
But we just asked and we still got very meaningful responses.

Chairman TOWNS. Is there any reason why the public should not
be told what is happening with the TARP money or how it is being
used?

Mr. BAROFSKY. I can’t think of one. The one argument that was
presented to us was that it would be a meaningless endeavor. I
think our audit report proves that to be false. I think that banks
can and should be required to report on their use of funds.

I think that this Congress can make better policy decisions.
Frankly, I think it will assist the Treasury in making better deci-
sions if they have a better understanding of what is being done
with funds as we continue in the bailouts and the continuing ad-
ministration of the TARP.
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Chairman TowNs. Thank you very much, Mr. Barofsky. I yield
to the ranking member.

Mr. Issa. Mr. Chairman, before I begin my questioning, I am not
sure that everyone understands that you came here on a day when
others probably would have taken the day off. Mr. Chairman, is it
actually true that today is your birthday? [Laughter and applause.]

Chairman TowNs. Thank you very, very much.

Mr. IssA. That is the power of a chairman if I have ever seen it.

Chairman TowNs. Thank you so much.

Mr. IssA. The coffee will be coming, Mr. Chairman.

Chairman ToOwNS. Thank you very much. I appreciate that.
Thank you.

Mr. Issa. Mr. Chairman, just in case anyone thinks this isn’t a
bipartisan committee, Jimmy Duncan has decided to have his
birthday today just to make sure there was one on each side.
[Laughter and applause.]

Do your part. The chairman blew it out without even showing it.
It is much harder as you go down the dais. Thank you, Mr. Chair-
man. Your coffee is coming.

Mr. Barofsky, I am not sure I can begin to tell you how pleased
we are to have you here today. We are pleased for a number of rea-
sons.

I will read from that New York Times article, if I may. “Andrew
Williams, a spokesman for the Treasury Department, called the fig-
ures “distorted” because they did not consider the value of the col-
lateral posted for loan programs.” I would like you to put this into
perspective. First of all, did you ever say anywhere in your report
or in your findings that we would lose $23.7 trillion?

Mr. BAROFSKY. Of course not. We explicitly point out in the re-
port the existence of collateral.

Mr. IssA. So when you talk about $23.7 trillion—or about 30
times as much money as you would have if you gave away $1 mil-
lion a year from the birth of Christ until today, just for somebody
to try to figure out if that is true or not—that quantity of money,
what you are talking about is the amount other than the $700 bil-
liorl}1 ghat is essentially under assurances and insurance. Is that
right?

Mr. BAROFSKY. If every program is maximized to the greatest ex-
tent possible, that is what that number is. Coming from a slightly
different persuasion, I would say that even if you went back to the
time when Moses parted the Red Sea, you would still be in the
right numbers.

Mr. IssA. I think actually Abraham would be sitting here trying
to figure it out, too. There is no question, this is an amazing
amount of money. When you look at millions over thousands of
years and not getting to that number, it is hard for people to un-
derstand.

But let us look at it another way. If, in fact, just 5 percent of this
$23 trillion or $24 trillion under assurances of various sorts were
to go bad, isn’t that a dramatic amount more than we ever author-
ized or appropriated from Congress?

Mr. BAROFSKY. It is, of course, a staggering large number. The
TARP itself has staggeringly large numbers as it has been ex-
panded through other programs as well.
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Mr. IssA. Now, our previous Neil came before us, Neel Kashkari,
and we asked him about how much money the assets were worth.
He said he didn’t know but he would get it to us in 30 days. Then
30 days later he said he would get it to us in another 30 days. He
is gone now so you are the one we have.

Has the Treasury been willing to cooperate and provide the infor-
mation as to the current value of assets purchased?

Mr. BAROFSKY. This is a recommendation we have made since
early February. They have not yet made this information public.

Mr. IssA. So the assurances made by Neel Kashkari, both in the
last Congress and in this Congress, that this was forthcoming in
fact were not truthful in the sense that it doesn’t appear as though
they were ever forthcoming in a, if you will, mark to market value
of what the assets are worth?

Particularly I am interested in AIG’s assets. Do you have any
idea how much money has evaporated permanently from the $180
billion that AIG has received?

Mr. BAROFSKY. I don’t have that information at my fingertips.
We are doing a couple of audits on AIG where we are going to have
a better sense and be able to report on what is going on in those
portfolios, particularly in the context of its counter-party trans-
actions. But I don’t have that information.

Mr. IssA. Do you think that Congress is overdue to find out how
many dollars have gone out in a manner that can never be re-
funded?

Mr. BAROFSKY. I think it is absolutely essential for transparency
that Congress and the taxpayers who invested in this program
know what Treasury’s best estimate is as to the value of their in-
vestment, absolutely.

Mr. Issa. We own AIG and there is litigation against the founder
of AIG. You are obviously very familiar with the court decision and
apparently follow-on litigation. Do you have any day to day contact
or any ability to find out why we continue to spend my understand-
ing is over gZOO million in legal fees trying to recover initially $4
billion, which the court has said we are not entitled to get back
from C.V. Starr and Co.? As a matter of fact, apparently they said
it in very short time, essentially that the case never had merit. But
we have spent over $2OO million. Is that something that is on your
radar screen?

Mr. BAROFSKY. We haven’t addressed that situation. We have
two ongoing audits of AIG, which are consuming a good chunk of
my audit staff. But, of course, we are always going to be continuing
to look for followup aspects.

That also, though, maybe included as well in an overall audit
that we have just recently announced. We are doing an audit on
corporate governance as a whole, including the Government’s role
in governing and as an 80 percent part owner of AIG. So it may
come in that context as well.

Mr. Issa. Is there any way that we can get an independent as-
sessment of the Federal Government’s pursuit of these lawsuits
rather than going to binding arbitration, which was offered repeat-
edly when Mr. Greenberg was before this committee? Is there any
way to second guess this as $1 million a week is being spent on
legal fees?
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Mr. BAROFSKY. I think what we can bring through our audits is
an explanation of what the Federal Government’s involvement has
been in those decisions. In other words, as an 80 percent owner,
how involved is the Federal Government in making those decisions
versus AIG’s management itself?

Mr. IssA. I want to go back to the firewall question that you have
been working on and that this committee is very concerned about,
I am a member of a public board. I own stock. Actually, my founda-
tion owns stock. I am not allowed to trade that during blind peri-
ods. Is it any different to say that a Member of Congress who hap-
pens to have a foundation which owns stock and who also sits on
the board as an individual, would you say that was unwieldy to say
you can’t trade on behalf of yourself while in fact you have inside
information? Is that any more difficult than what you are dealing
with, with various firms who are being given huge underwriting
and leverage advantages at the Federal Government’s expense in
return for trading primarily on our behalf?

Mr. BAROFSKY. I think that is exactly the right difference. Here,
these fund managers have up to $3 billion of taxpayer money and
the whole design of the program is to encourage them to set prices
in an illiquid market. This is a remarkable amount of power. Once
they make that decision, it is a remarkable piece of inside informa-
tion. I think it would be difficult for any Member of Congress to
replicate because actually the design of the program is to set
prices. So I think it is a far more extreme example in the case of
the PPIP.

Mr. IssA. Thank you. Thank you, Mr. Chairman.

Chairman TOwNS. I now yield 5 minutes to the gentleman from
Maryland, a very active member of this committee, Congressman
Cummings.

Mr. CuMMINGS. Thank you very much, Mr. Chairman. Mr.
Barofsky, it is good to see you again.

Have you had a conversation with Mr. Geithner since you took
office?

Mr. BAROFSKY. I spoke to him in late January.

Mr. CuMMINGS. That is it?

Mr. BAROFSKY. That is it.

Mr. CUMMINGS. For how long was that conversation?

Mr. BAROFSKY. It was a couple of minutes before a larger meet-
ing with Mr. Dinaro and Ms. Warren from the congressional over-
sight panel.

Mr. CUMMINGS. The reason why I ask that question is that as I
listen to the chairman’s questions and our ranking member’s, it
seems to me that you all should be on the same team, to a degree.
I know there is a wall there but I guess a lot of the things that
are coming up should concern all of us.

I want to followup on some of the chairman’s questions. You said
a moment ago that you got 12 million hits. That is a lot of hits to
your system. What that means is that apparently the public is very
interested in what is going on with regard to this money.

I think the thing that concerns me is something that you had
said in the Joint Economic Committee not very long ago regarding
your concern about the appearance of some conflicts. Do you still
have those concerns?
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Mr. BAROFSKY. I think my concerns are greater today than they
were a couple of months ago when I spoke to you in the Joint Eco-
nomic Committee.

Mr. CUMMINGS. Why do you say that?

Mr. BAROFSKY. Because of the absence of walls in this Public-Pri-
vate Investment Program. I think that the danger here is the per-
ception of picking winners and losers, of giving these nine economic
firms out of the 100 that applied the ability to set prices and not
put the right type of restrictions in place to make sure that they
are not going to otherwise profit unfairly at the expense of the
market.

If these firms do start having those types of profits in other as-
pects of their firms, I think the criticism that has previously been
leveled at Treasury, of picking the winners and losers and of the
opaqueness in how decisions are being made, could be potentially
devastating to the program and potentially devastating to the way
the American people view their Government. So it is a very serious
concern of mine.

Mr. CUMMINGS. This morning on Morning Joe they had a fellow
named McDonald who has written a book. He used to work for
Lehman Brothers. He alleged that Mr. Paulson intentionally al-
lowed Lehman to fail. Now, normally I wouldn’t pay too much at-
tention to that. But then he laid out the evidence and it sounded
pretty logical.

The reason why I mentioned the 12 million hits is that—and I
really believe this—in order for us to get past this economic situa-
tion that we find ourselves in, the public has to believe that we are
doing the right thing. They have to believe. I think one of the
things that makes them believe is transparency. I agree with you
on that.

One of the things that I am concerned about is that a lot of times
when we see a report that doesn’t look too favorable, a lot of times
we have a tendency to shoot the messenger and not address the re-
port.

But there is one thing that you said here that is quite telling as
a former prosecutor. I guess you are still a prosecutor now. You
said something about 35 open criminal investigations. I know what
it takes to even get to the point to start investigating. Let us as-
sume only five of them have some legs on them. Are you seeing any
kind of pattern?

I think my concern is that if there is a pattern, maybe this Con-
gress needs to be doing something. I am trying to figure out wheth-
er there is there anything that we need to be doing to give you
more power than what you have to accomplish the things that you
have to accomplish.

One thing is for sure: If we cannot get to a point of the American
people, at 12 million hits, if we can’t show them that we are doing
the right thing with their money, as the chairman has alluded to,
we are going to have problems. I don’t see how we can get past this
because the American people are not going to buy it.

Mr. BAROFSKY. I couldn’t agree with you more about the impor-
tance of transparency for all the reasons that you stated, as well
as just the fundamental fact that the taxpayers are the investors.
I think the reason why we see 12 million hits and more than
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700,000 downloads of our reports is because the American people
want to know what is going on in their investments. They want to
understand these programs.

We serve a role, basically, to translate these programs from the
very, very complicated descriptions that the Treasury puts out. We
try to translate it into English with tutorials and explanations. So
I do agree.

As to your question about the criminal investigations, we haven’t
seen a major pattern. We have a lot of investigations related to the
mortgage modifications. There are a lot of scams out there, people
trying to take advantage of struggling home owners. So there are
a fair number there. But the rest of the investigations really go
across the board. We have some incredibly complex securities and
accounting fraud investigations of banks that have either at-
tempted to or actually applied for and received TARP funds that
may have lied to the Government in order to get that funding. We
have cases of insider trading, trading on inside information they
may have learned about the TARP. Really, almost any type of
white collar crime you can think of, we are touching on in our in-
vestigations. Really, it is what you would expect when you are put-
ting so much money out over such a short period of time and in
]ronang instances with very few conditions. They really do cover the

oard.

Mr. CUMMINGS. Thank you very much.

Chairman TowNs. Thank you very much. I yield now to the gen-
tleman from Florida, Congressman Mica.

Mr. MicA. Thank you. Thank you, Mr. Barofsky.

Let me followup on Mr. Cummings’s questions. Actually, you
stated that TARP and these programs have grown into more than
50 different programs?

Mr. BAROFSKY. Not within the TARP. Within the TARP there are
12 programs. In our report, we talk about approximately an addi-
tional 50 programs that are across the U.S. Government, every-
where from the FDIC to the Fed and FHFA.

Mr. MicA. So there are about 12 TARP. But the 50, are you keep-
ing sort of a watch over those or just the 12 TARP?

Mr. BAROFSKY. Thankfully, we just have the 12. The rest are
being covered by other agencies.

Mr. MicA. Again, some of this seems to have dramatically ex-
panded. Probably the nature of the responsibility required some of
that. But to get to the point Mr. Cummings is raising, do you have
en(i;l%h resources to conduct sufficient investigations and over-
sight?

Mr. BAROFSKY. We are building as an Office. We currently have
70 personnel onboard. We are building to about 160 with a target
date of early next year.

Mr. MicA. I read not all of your report but scanned through it.
You do have recommendations in here. I notice that only 8 of your
32 major recommendations have been implemented; 5 of 32 have
been partially implemented. Is there any way to enforce implemen-
tation? Do you have any recommendations as to how we can put
some teeth into what you are doing or recommending?

Mr. BAROFSKY. Really, we feel like our statutory role is to make
these recommendations.
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Mr. MicAa. We have to pick up the responsibility. But it appears
that a number of your recommendations are not implemented or
that some of your recommendations take a while to get imple-
mented. For example, executive compensation, I guess that was fi-
nally adopted as a rule on June 15th?

Mr. BAROFSKY. That is correct.

Mr. MicA. So that is why we have seen since June 15th a lot of
folks interested in paying back their loans?

. M(Il' BAROFSKY. I think that is an explanation that has been of-
ered.

Mr. MicA. But it took us, what, 6 months to get that rec-
ommendation in place and implemented. Is that correct?

Mr. BAROFSKY. I think it was about 4 months from our February
report.

Mr. Mica. I think part of what you said is you are trying to de-
velop and encourage transparency. Many of the things that deal
with transparency are recommendations that have not, in fact,
been addressed by the various groups that you oversee. That still
remains the case?

Mr. BAROFSKY. It does.

Mr. Mica. That is unfortunate. Finally, maybe you could tell
me—first, I didn’t vote for it—but we started out with about $700
billion that Members of Congress thought they were going to help
bail out financial institutions with. Then you said some of the li-
ability grew to $3 trillion. Maybe you could explain that?

Then it was $4.7 trillion, and now the total exposure is $23 tril-
lion. So how did a little tiny, teeny $700 billion program balloon
into $23 trillion worth of exposure? Maybe you could tell us about
the $3 trillion level you cited and how far we are at risk at that,
followed by the $4.7 trillion, and $23 as the ultimate.

Mr. BAROFSKY. Sure. For the TARP, we start off with $700 bil-
lion. We include a chart that gives the precise numbers for each
program and where they come from. But then that number got ex-
panded to approximately almost $3 trillion from other related Fed-
eral Government programs.

For example, the Public-Private Investment Program, which we
have been discussing, is seeded with about $100 billion of TARP
money. But then the Federal Reserve, and at one point the FDIC,
were going to issue nonrecourse loans from the Federal Reserve.
Those are loans that don’t have to be paid back but are posted with
collateral.

Mr. MicA. So that ballooned it?

Mé BAROFSKY. Right. Then there were also guarantees from the
FDIC.

You have the TELF Program, which has been up to a $1 trillion
program, seeded by $80 billion or $100 billion of TARP funds. So
you have these other Federal Government entities coming in and
supplementing these programs. You have an asset guarantee of
$300 billion from CitiGroup, which is done partly by Treasury,
partly by FDIC, and partly by the Federal Reserve. So that is how
we get to the $3 trillion.

Those other numbers are actually non-TARP programs. The
$23.7 trillion does actually include the $3 trillion from the TARP,
but it also includes other programs that have nothing to do with
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the TARP other than the fact that they are also supporting the fi-
nancial industry and that the same institutions that can take ad-
vantage of the TARP also can take advantage of these other pro-
grams. At times they can use one perhaps to pay off another, some-
thing we have even coined as “bailout arbitrage.”

Mr. MicA. So $700 billion seeded a potential of $23.7 trillion?

Mr. BAROFSKY. I would say the $700 billion seeded the $3 trillion
and then the other $20.7 trillion really comes from other Federal
Government programs that are non-TARP related.

Mr. MicA. They are riding sort of the same saddle?

Mr. BAROFSKY. They are all for the support of the financial sys-
tem.

Mr. MicA. Thank you. Thank you, Mr. Chairman.

Ms. KAPTUR. Will the gentleman yield?

Chairman TowNs. The gentleman’s time has expired.

Ms. KAPTUR. May I just ask, Mr. Chairman——

Chairman ToOwNsS. The gentleman’s time has expired.

Ms. KAPTUR. Is that in your report, sir? What you just stated to
Congressman Mica’s questions, is that summarized, that stair step?

Mr. BAROFSKY. Yes. The $3 trillion and what is there is featured
in the chart in the executive summary.

Ms. KaPTUR. Up to the $23 trillion?

Mr. BAROFSKY. All of that is set forth in Section 3 of our report
with the explanations of what those numbers really mean.

Ms. KAPTUR. Thank you.

Chairman TowNsS. I now yield to the gentleman from Ohio, Mr.
Kucinich.

Mr. KucINICH. Thank you very much.

Mr. Barofsky, I am reading your report about lending where you
talk about how banks have been leveraging TARP funds to support
lending activities. You say on commercial lending, 20 percent of re-
spondents reported that they used TARP funding for commercial
lending activities, 17 percent of respondents deployed TARP funds
for other consumer lending, and 13 percent used it for small busi-
nesses.

You talk about the capital cushion and how some banks are basi-
cally parking their funds to create a cushion against loan losses.
I looked at your report and I want to use that report as a backdrop
for a news report that came in today.

We went back into the TARP history here. We know that the
first intent that Congress had was to purchase toxic assets, which
were mortgage-backed securities. We were told that would keep
people in their homes. Well, the last administration threw that out
the door. Then we were told we are going to switch the TARP funds
to help bail out the banks with a direct capital infusion.

But I think something else has happened here. I want to make
sure it doesn’t escape this committee. I hope that you can tell me
it hasn’t escaped your notice. We are now seeing that we have an-
other switch that has occurred. We actually have the Fed paying
banks not to use their “excess capital” to make loans.

I direct your attention to a news report today which says that
“banks’ excess reserves at the Fed rose to a record $877.1 billion
daily average in the 2-weeks ended May 20th from $2 billion a year
earlier. Excess reserves, money available for lending that banks
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chose to leave with the Fed, instead averaged $743 billion in the
first 2 weeks of this month.” Sir, the Fed is paying banks higher
interest rates now to keep their funds parked at the Fed instead
of loaning the money to the American people. Is that not true?

Mr. BAROFSKY. Yes. The reason I opened up the book is that on
page 142 of our report we actually have a chart that depicts exactly
what you are saying.

Mr. KuciNicH. Tell me about the chart. Tell this committee
about that chart.

Mr. BAROFSKY. It shows the increase in the amount of money
that is being parked at the Federal Reserve over time. We link it
to one of the Fed programs, a different program. But we do think
there is a connection between the Federal programs and the in-
creased reserves that are being held there.

Mr. KuciNicH. If the banks had not received this direct capital
injection as a result of the TARP funds, is it conceivable that they
would have had, according to this news report, an average of $743
billion in reserves parked at the Fed? Is it possible that they could
have had that?

Mr. BAROFSKY. It may be, but only because of all the other pro-
grams that we detail in Section 3 of the report.

Mr. KuciNicH. “All the other programs” meaning Government
programs that have helped to sustain the banks, right?

Mr. BAROFSKY. It would certainly appear to be the case.

Mr. KUCINICH. See, members of the committee, first we started
out with being told that money was going to mortgage-backed secu-
rities. They did a bait and switch on that. Then we were told it is
being used to bail out the banks so we can have a loosening of cred-
it through a direct capital infusion. Now, you and I know that
there are businesses in our communities who are credit starved.
Meanwhile, the Fed is paying banks a premium to keep their
money parked at the Fed instead of loosening it up.

This is one fraud after another on the American people. They
might use the excuse that they are trying to control inflation.
Check it out. Unemployment is skyrocketing. Businesses can’t get
money so they are laying off more people. We are thinking that
somehow we have solved the problem, here.

I want to submit for the record this report out of the Bloomberg
News Service.

Chairman TowNs. Without objection.

Mr. KuciNIicH. Thank you. I want to ask Mr. Barofsky, this
money is fungible, as we know.

Mr. BAROFSKY. Yes.

Mr. KuciNiCH. But, generally speaking, you would agree that
there is just no question that a significant part of the money that
is being parked at the Fed right now is Government money, money
from these Government programs that Congress created?

Mr. BAROFSKY. I think we would have to look institution by insti-
tution. But I think if we did so, I wouldn’t disagree with what you
are saying.

Mr. KuciNicH. Mr. Chairman, I hope that we can get another
hearing on this particular matter because this goes to the heart of
the entire bailout program. This has been one thing after another,
one bait and switch after another.
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Mr. BAROFSKY. Congressman Kucinich, in our audit, I think we
described that the banks have communicated to us this tension
that they feel as well that is really right in line with your com-
ments. On the one hand they are getting pressure to increase lend-
ing and get this capital out there, but they are also getting pres-
sure from the regulators to maintain the capital and increase their
capital cushions.

Mr. KucINICH. “Regulators,” read the Fed?

Mr. BAROFSKY. The Fed, FDIC, OCC, and OTS. Indeed, that is
what a portion of the stress tests were. So I think that is a very
real dichotomy.

Mr. KuciNICH. I thank the gentleman. I thank the chairman.

Chairman TowNs. Thank you very much. I now yield to the gen-
tleman from Tennessee, Mr. Duncan. Happy birthday.

Mr. DUNCAN. Well, thank you, Mr. Chairman. Happy birthday to
you, too.

Mr. Barofsky, thank you very much for your report. I read with
great interest the story in the Washington Post yesterday where
the lead paragraph says, “Many of the banks that got Federal aid
to support increased lending have instead used some of the money
to make investments, repay debts, or buy other banks.” I read at
one point that back a few months ago that the Bank of America
had taken $7 billion of the first $15 billion they got and increased
their investment in the Construction Bank of China. I don’t think
any of us ever intended that this money be spent in that way.

I think a part of the problem was that this legislation was
rushed through. We weren’t given proper hearings on it or a chance
to offer amendments and things like that.

But I can tell you that all of the business people, all of the small
business people in Knoxville and east Tennessee have been telling
me for months that what is being said at the top is not getting
down to that level. The President and the Secretary of the Treas-
ury have been saying under both administrations lend, lend, lend
but these examiners on the local level are saying no, no, no. In fact,
there was a cartoon to that effect in the Congress Daily publication
that we get every day at each of our offices. It shows the President
and the Secretary of the Treasury urging the banks to lend and
shows the banks with huge piles of money and then these examin-
ers on the local level saying no, no, no. I have heard that from real-
tors, home builders, other small business people, and bankers from
all lines.

But I want to read a portion of the letter I received from Robert
S. Talbott, who has been one of the most successful business people
in Knoxville. He wrote to me and said, “I'd never seen anything
like this in almost 30 years I have been in the business world.”

Listen to this: He said, “Holrob Investments”—that is his com-
pany—“is the mother company of over 50 partnerships and limited
liability companies, all of which are involved in commercial and
residential real estate projects. We have been in business for many
years and currently own interest in 18 shopping centers and nu-
merous other retail and residential properties. Our loan obligations
consistently are in excess of $100 million and we have multiple
lenders with which we do business, large life insurance companies,
regional lenders, banks. We are not currently in default with re-
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spect to any monetary obligation, nor have we ever been. Our busi-
ness depends on access to credit and despite public protestations by
our Government to the contrary, it has been our experience this
year that credit is contracting. We have been told by numerous
banks that unsecured lines of credit to developers are being
frowned upon by bank regulators. And, consequently, we have been
informed by SunTrust, Mountain Commerce Bank, and First Bank
that they would not renew personal lines of credit. While Fifth
Third did not technically extinguish our line, it was apparent to us
that they did not want our business and consequently we are in the
process of extinguishing our lines of credit with them.”

This is what I am hearing, except this is a stronger letter. But
is this what you have been finding out in your investigation of all
of this? Is this true around the country or is my area unusual in
this regard? Because I am hearing this from many, many people.

Mr. BAROFSKY. I think this tension does exist. I think we have
seen it across the board. On the one hand is the desire for banks
to do more and more lending and then on the other hand is the reg-
ulators’ desire for banks to buildup capital cushions against further
losses. It is a very real tension.

Mr. DUNCAN. I also have heard this from many bankers who say
that they can’t speak out publicly because they will receive retribu-
tion from the examiners and the situation would grow even worse.

Mr. BAROFSKY. Well, we did see this in response to some of our
survey questions. Our source of information for this is the banks
themselves, who have come forward and have pointed out this ten-
sion. Frankly, it is natural. Part of the results of the stress test
was to encourage the financial institutions to raise an additional
$70 something billion. These additions to capital are that. They are
additions to capital. Now, capital can be leveraged in certain in-
stances to increase lending but there is a tension there. It is one
from conflicting policy concerns.

Mr. DuNcaN. I have written the top banking regulators twice—
and those two letters were several months apart—to tell them that
this situation is occurring in our area. I hope that other members
of the committee who are running into this in their areas will also
write these regulators. This money is not being used, I don’t think,
in the ways in which the Congress really intended for it to be used.

Thank you very much.

Chairman TowNsS. Thank you. I now yield to the gentleman from
Illinois, Congressman Quigley.

Mr. QUIGLEY. Thank you, Mr. Chairman. Good morning.

Sir, you spoke of the extraordinary power placed with the fund
managers. But I think you have more faith in the firewall system
than others do. Given this extraordinary power, almost life and
death over so much money and what can happen to other compa-
nies, are firewalls enough? I guess there are firewalls and then
there are firewalls, but is there anything else that can be done to
protect the trust that is put in them?

Mr. BAROFSKY. A firewall left standing alone would not be
enough. There have to be vigorous and strict enforcement and com-
pliance regimes set up over that firewall.

Mr. QUIGLEY. By whom?
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Mr. BAROFSKY. It should be both by the company itself within
their internal functions and, of course, by Treasury. Our baseline
suggestion where we thought the starting point should be—and
just as a starting point—should be what the Federal Reserve Bank
of New York does with BlackRock and its Maiden Lane facilities
and with its four asset managers in its mortgage-backed security
buying program. We thought that would be a good starting point
because they do have walls and they do have vigorous compliance
set up by FRBNY compliance.

That is a starting point but it isn’t the ultimate goal. We haven’t
gotten to that starting point and that is why our recommendations
are where they are. But we agree. A wall standing alone isn’t going
to 1o}o it if it there is not a vigorous compliance regime in place as
well.

Mr. QUIGLEY. Were you aware of whether these conflicts were
discussed when Treasury made these decisions choosing the nine
out of the over 100?

Mr. BArROFSKY. We were not involved in the formation of this
program before it was publicly announced. We learned about it
really a couple days before it came out. We became involved during
the selection process of the nine managers. One of the members of
my audit team actually sat in on some of the interviews. We have
been engaged in a dialog with Treasury, a back and forth on this
issue, since at least early June.

Mr. QUIGLEY. Did the discussions of the conflicts of interest and
protections that were needed, were those discussed after the fact
to you?

Mr. BAROFSKY. We have been engaged in an ongoing dialog.
There is an amendment to one of the housing bills. It is called the
Ensign-Boxer Amendment because of those two sponsors. It actu-
ally requires Treasury to consult with us in the formation of these
rules. They certainly have abided by that.

Mr. QUIGLEY. Do you have the authority, the desire, and I guess
the %bility to audit Treasury’s decisionmaking process to pick the
nine?

Mr. BAROFSKY. We certainly are going to be doing an audit on
the conflicts issues and many of the issues associated with the
PPIP program. We haven’t announced it yet because the program
itself hasn’t had lift-off but we are going to do that. Frankly, there
would be no way for us to do our job without auditing.

Mr. QUIGLEY. Well, given the lack of cooperation that you are
facing now, how is that audit process going to work?

Mr. BAROFSKY. I would have to say that when it comes to con-
ducting our audits, Treasury has been cooperative. They have pro-
vided the documents that we have asked for. They have made their
personnel available to us for interviews. So I see no reason to
worry that we are not going to be able to conduct our audits as we
have conducted our other audits without interference from Treas-
ury.

Mr. QUIGLEY. Do you suspect that could be completed by the
time you do your next quarterly report and repeat all your rec-
ommendations again?

Mr. BAROFSKY. Because of the timing of the PPIP program, the
final contracts haven’t been written. The time the fund managers
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are being given to raise the funds is up to 12 weeks, which would
take us into the next quarter. I think it is unlikely. We may be able
to do something very quickly depending on what the timeframe of
the program is. But until sort of all the terms are set and the con-
ditions are set, it is difficult to launch an audit. But we are going
to do so.

Mr. QUIGLEY. Very good. Thank you, Mr. Chairman. I yield back.

Chairman TowNs. Thank you very much. I now yield 5 minutes
to Mr. Chaffetz.

Mr. CHAFFETZ. Thank you. Mr. Chairman, I would ask unani-
mous consent to insert into the record the letter that was ref-
erenced in Congressman Duncan’s questioning. He would like to
have this submitted into the record.

Chairman Towns. Without objection, so ordered.

Mr. CHAFFETZ. Thank you.

Thank you for being here. I appreciate your work. This is impor-
tant work. Taxpayers’ money is at hand and we have a role and
responsibility in Government to make sure that it is dealt with in
a responsible manner.

My understanding is that Treasury has formally asked the Office
of Legal Counsel in the Department of Justice to opine on whether
SIGTARP is subject to the supervision of the Secretary of the
Treasury. Can you give us an update as to where that is at and
your understanding of that?

Mr. BAROFSKY. My understanding is that is where it is. Treasury
put in their request. We put in our response, giving our opinion
that the intent of this Congress was quite clear that we be a strict-
ly independent agency within Treasury. They have submitted their
response to our response. The issue is still pending.

Mr. CHAFFETZ. Other than trying to maybe get away from the ob-
ligation that SIGTARP puts upon them, have there been any fur-
ther instances of Treasury attempting to exert control over your Of-
fice or investigations?

Mr. BAROFSKY. Nothing even comes to mind. I think that they
generally have been cooperative with our investigations and audits.

Mr. CHAFFETZ. What would be the implications if they were to
have control over your Office?

Mr. BAROFSKY. I think that in the IG Act and where Treasury
suggests that we fit within that scheme, the Secretary of Treasury
has the ability to shut down an audit or an investigation of the
Treasury IG. We have a great fear. We think that would be a great
threat to our independence if the Secretary had that ability over
us.

By way of an example, obviously the Treasury has very strongly
worded comments about portions of our report that they disagree
with. Theoretically, could they use that type of supervision author-
ity to order us to keep that out of the report and keep that informa-
tion from the American taxpayers and Members of Congress? I am
not sure. But we think that those are the types of dangers that we
see if we are under the supervision of the Secretary. If that type
of authority was asserted, I think that would be a direct threat to
really the reason why we were created.

Mr. CHAFFETZ. I concur with that. I would hope that you would
let this body know, and me in particular, if there is any instance
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or movement toward them trying to exert that control. I think that
the natural tension of having an independent auditor come in is a
healthy one for the process and for the viability and visibility to the
American people.

Let me talk real briefly about the personnel and resources that
you have in place. My question is, do you need more resources? My
understanding is that at the end of June you had 60 personnel
with plans to get to 160 people. You have 35 ongoing criminal and
civil investigations and over 3,200 tips that have come in through
the hotline and what-not. Help me understand what is happening
within your department regarding the stress and workload with
the personnel that you do have.

Mr. BAROFSKY. We have been very busy. We have put together
really an amazing team of auditors and investigators.

Mr. CHAFFETZ. What are you short? What do you need imme-
diately that you don’t have at your fingertips?

Mr. BAROFSKY. I think that right now we are just going through
the normal process of hiring and finding the right people. The one
thing that we identify in our report is that we are projected to basi-
cally run out of money mid-fiscal year 2010. We have a budget
amendment request to Treasury to get the necessary money that
we would need to keep going through the end of fiscal year 2010.
We have been working with them to achieve that, as well as with
OMB. Obviously, if that is unsuccessful, we will have to come back
to Congress and ask for a direct appropriation. But basically, as-
suming we get that necessary money, we will be good through fis-
cal year 2010.

Mr. CHAFFETZ. In my short time that I have left, let me totally
shift gears and talk about the value of the TARP portfolio. There
is very limited exposure to this. Tell me what you are able to see
and not see. What is the value to the public in having that infor-
mation?

Mr. BAROFSKY. Well, we think it is essential from a basic trans-
parency point of view that members of the public, the investors,
know what their investment is worth.

Cll\/Ig CHAFFETZ. But how hard would that information be to pro-
vide?

Mr. BAROFSKY. Treasury is getting monthly estimates right now.

Mr. CHAFFETZ. So they have the information but we don’t?

Mr. BAROFSKY. It would just be a matter of making that informa-
tion public.

Mr. CHAFFETZ. It is just a matter of flipping the switch? I would
urge this committee, I would hope that we would insist that those
evaluations be made public so that the taxpayers can understand
the valuation of their assets.

Mr. IssAa. Would the gentleman yield?

Mr. CHAFFETZ. Yes.

Mr. IssA. Is that something that you believe would be appro-
priate for us to consider subpoenaing under cover so we could at
least see what they see once and then maybe reach the same con-
clusion you have reached?

Mr. BAROFSKY. I don’t think it is necessarily my position to sug-
gest what the committee should or should not subpoena. But cer-
tainly if the committee wanted that information, the committee cer-
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tainly should request it, evaluate it, and make its own determina-
tion.

Mr. CHAFFETZ. I see my time is up. Thank you, Mr. Chairman.
Thank you.

Chairman TOWNS. Let me just say that is something we are con-
sidering as well.

I now yield 5 minutes to the gentleman from Virginia.

Mr. CoNNOLLY. Thank you, Mr. Chairman. Let me add my voice
to happy birthday and good felicitations. I want to thank you for
your leadership of this committee.

Welcome, Mr. Barofsky.

Mr. BAROFSKY. Thank you.

Mr. ConNNOLLY. Let me ask a question. Is the TARP program
working? Has it in fact achieved the ends for which it was de-
signed?

Mr. BAROFSKY. I think that really depends on what your defini-
tion of working is. I think that the goals of the TARP have changed
over time. Different folks have different definitions of what is work-
ing and what is not working. I think if the goal was to remove $700
billion of toxic assets off the books of financial institutions, that
clearly has not happened. If the goal was to increase lending, I
think that, too, unfortunately has not happened. If the goal was to
avoid a complete systematic collapse of the financial industry, that
may very well have happened.

I think that it is impossible to look in the crystal ball and know
exactly what would have happened absent the TARP. But from
what we have seen from what financial institutions have told us,
we were on the precipice of a potential total collapse. Shoring up
the capital may have indeed achieved that goal if that was a goal.

Mr. CoNNOLLY. I haven’t been a big fan of TARP either but I
think you have to give credit where credit is due. I voted against
the release of the second traunch, which was the only vote I got
to have as a new Member of Congress on TARP, because I didn’t
feel that the accountability and transparency standards were in
place. The House, in fact, had a statutory framework to allow that
but the Senate didn’t agree to it.

But having said that, we were facing a systematic financial melt-
down last September, were we not?

Mr. BAROFSKY. In the conducting of our audits and gathering of
information, that is certainly an opinion we have heard many times
from the top regulators as well as members of the industry.

Mr. CoNNOLLY. While the flow of credit may still be impeded, the
fact of the matter is that stability in the financial system, the
stress tests on 19 banks, for example, would seem to suggest that
some stability has returned in the system that was lacking as re-
cently as last fall.

Mr. BAROFSKY. I think we are certainly in a much different situ-
ation than we were last fall. It may very well be that the TARP
is responsible for that, or responsible in part. Again, part of the
reason why we do Section 3 and talk about all these programs is
so that you can have in one place all the different supports that
were out there and that have been in place, of which the TARP is
only a small part. I think GAO has pointed this out. It is hard to
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say specifically whether the effect is from the TARP or from a dif-
ferent program.

Mr. CONNOLLY. But it might be fair to say that had we not had
some intervention of some magnitude such as TARP, we might
have actually faced a much more serious situation?

Mr. BAROFSKY. That is certainly the opinion of the people that
we have spoken to who were there at the time, including Chairman
Bernanke and former Secretary Paulson.

Mr. CoNNOLLY. Let me ask about the $300 billion in TARP fund-
ing was invested directly in systematically important firms through
the Capital Purchase Program, the Target Investment Program,
and the Systematically Significant Failing Institutions Program.
The Bush administration pretty much opposed giving the Federal
Government a voting stake in banks in which the Federal Govern-
ment made equity injections. Do you think oversight and account-
ability capabilities might have been improved if we had not re-
sisted that?

Mr. BAROFSKY. I am sorry. I just missed the last part of your
question.

Mr. CoNNOLLY. I said the Bush administration, in making those
funds available through those programs, opposed giving the Fed-
eral Government a voting stake in banks in which it made equity
injections. Did we make a mistake in that respect? Could oversight
and accountability have been improved if we had a voting stake in
those banks?

Mr. BAROFSKY. I think oversight and accountability certainly
would have been improved if there were more conditions that were
in place and if there were oversight triggering mechanisms that ac-
companied those conditions. There were very, very few conditions
put on the initial output of funds.

I think it is a policy decision that increased transparency, as we
look and see what has happened and as we report, hopefully, and
convince Treasury to give us an accounting on the use of funds, I
think we can be in a better position to make that evaluation by
looking at exactly what has happened.

That is why we push for transparency, so that the Members of
Congress could make those determinations. You will have all the
information available to look back and say, the next time that we
are in a bailout, what worked, what didn’t work, and what was the
impact of the various decisions.

Mr. CoNNOLLY. Let me give an example. The Bank of America
is now attempting to back out of the Federal Reserve’s ring fencing
arrangement. If we had insisted as part of the $118 billion we
pumped into BOA that one of the tools would be to have a voting
stake in BOA in return for that, would that be helpful from an
oversight and accountability point of view from your perspective
today?

Mr. BAROFSKY. It certainly would have an impact on the deci-
sionmaking process and that. I am not sure if voting in particular,
from our perspective in SIGTARP, what difference that would
make. Although it certainly would make a difference from Treas-
ury’s perspective on their ability to control the actions of these fi-
nancial institutions.
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Mr. ConNoLLY. Thank you. My time is up. Thank you, Mr.
Chairman.

Chairman TOwNS. Thank you very much. Now I yield 5 minutes
to the former chairman of this committee, the gentleman from Indi-
ana, Mr. Burton.

Mr. BURTON. Thank you, Mr. Chairman.

I don’t want to be redundant because I got here late so I apolo-
gize if I ask questions that you have already answered. But why
do you think the Treasury Department is dismissive of your cal-
culations?

Mr. BAROFSKY. I don’t know. I hate to try to crawl into the minds
of some of the comments that have been made. I think that if they
had read the report in total and had read some of the charts and
pages they couldn’t be saying some of the things they are saying
with their dismissiveness and their description of numbers that are
inflated when all the numbers came from them. So I am not sure.

Mr. BURTON. You haven’t had a chance yet. I have been told that
you have only been able to spend maybe 1 or 2 minutes with Mr.
Geithner since he took over. Is that right?

Mr. BAROFSKY. I had a several minute meeting with him in Jan-
uary. It was followed by a larger meeting that probably went about
45 minutes that included a number of members of Treasury, GAO,
and the congressional oversight panel. That was all in one occur-
rence in late January.

Mr. BURTON. Did he take into consideration your comments and
your positions?

Mr. BAROFSKY. We didn’t really have that much time in that one
meeting.

Mr. BURTON. Did you make some suggestions to him?

Mr. BAROFSKY. I think we conveyed where we were in late Janu-
ary. At that meeting he actually announced to the press his adop-
tion of one of our recommendations, which was posting TARP
agreements on the Internet. So that was some progress that we
saw at that time.

Mr. BUrTON. Well, do you think he wants to keep any informa-
tion from the people? Do you think there is a deliberate attempt
to do that?

Mr. BAROFSKY. I am not sure, again, of what the intent is. The
effect is that information that the taxpayers and Members of Con-
gress we believe should have as part of transparency is not being
provided.

Mr. BURTON. You said here, and you probably answered this al-
ready, that the total potential Federal Government support could
reach up to $23.7 trillion. Obviously, there is some speculation
there but the liability could reach that amount?

Mr. BAROFSKY. I think the speculation is if every one of these
programs was fully subscribed to, that is the total commitment in
guarantees. But I don’t think there is a speculation as to what the
numbers are. These are numbers that have been provided to us by
the Federal Government. Frankly, every one of these numbers any
member of the public could go find. It is all publicly available infor-
mation.

Mr. BURTON. Well, if even half of that is correct, we have a big
problem.
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Mr. BAROFSKY. I think the important caveat which we set forth
in the report is that we don’t have $23.7 trillion outstanding right
now. Right now the number outstanding is closer to $3 trillion.
Since the inception of the crisis, again as we put out in the report,
the total maximum amount has been about $4.7 trillion. But when
you add up all of the different programs, including programs that
have been paid back, ones that may have been canceled, and
collateralized programs, the total amount of support, which is what
we are trying to capture here, does total $23.7 trillion.

Mr. BURTON. We are concerned about the terrorist problem. That
is one of the top issues that the American people are concerned
about. I understand SIGTARP has recommended that Treasury re-
quire its private fund managers to collect information on whether
any of their investors are involved in organized crime, terrorism,
or fraud in order to prevent such groups from using PPIP to laun-
der money.

As currently designed, are you confident that the Obama admin-
istration has taken steps to prevent organized crime syndicates and
terrorist groups from using PPIP money to launder?

Mr. BAROFSKY. I think they are most of the way there but I think
there is a little bit more that needs to be done. They are requiring
these fund managers to use the normal procedures like KYC and
different procedures to screen for that information. What we have
recommended and what they have not adopted is that Treasury not
only receive all the information about all the different investors in
these programs but also have the unilateral right to kick one out.

To use an example, let us say that a fund manager does all the
right diligence but doesn’t know that a particular investor has a
pending FBI investigation into them being involved in drug traf-
ficking, organized crime, or even terrorism. They would accept that
person, that individual, or that institution into the program but
wouldn’t know any better. But we, Treasury, or our law enforce-
ment partners could run those names in a data base, kick some-
thing out, and then reject that investor. We wouldn’t necessarily
want to tell the PPIP fund manager that we have a pending crimi-
nal investigation into one of their clients because it might be pend-
ing.
But I still think it is important that Treasury have the ability
to unilaterally knock those types of folks out of it. That is a rec-
ommendation that we have made and that has not been adopted.

Mr. BURTON. Well, let me just end up by asking this question:
The TARP funds that have been allocated by Congress do not reach
the $3 trillion level. What do you think is going to happen? Do you
think they are going to ask for another bailout?

Mr. BAROFSKY. Congressman, I don’t have that crystal ball.

Mr. BURTON. Do you think it is going to be needed? Do you think
additional funds will be required to meet their obligations or their
requirements?

Mr. BAROFSKY. I really can’t answer that question. I don’t know.
I think there is a lot in question about what is going to happen in
the economy in the next 3, 4, 5, or 6 months or in the next year.
I am just not in a position to really answer that.

Mr. BURTON. What would your recommendation be?
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Mr. BAROFSKY. I think right now Treasury has stated that they
don’t need additional funds. So at this point I assume that is where
we are.

Chairman TowNs. The gentleman’s time has expired. Now I yield
to a senior Member of Congress, not in age but in years of service,
Marcy Kaptur.

Ms. KAPTUR. Thank you. Thank you, Mr. Chairman, very much.
Happy birthday. This is just the beginning of your life.

Mr. Barofsky, thank you so very much. You have a really impor-
tant job on behalf of the American people and your staff. We thank
you for that.

é\‘/?ly first question is what more can we do to help you do your
job?

Mr. BAROFSKY. Congress has been amazingly supportive of our
agency since we have begun. We really have, I think, all the nec-
essary tools in place right now.

Ms. KAPTUR. All right. Your report came out today. Most Mem-
bers of Congress have not had a chance to digest it and take it
apart. Would you or your staff be willing to come back and help
us ferret out some of the information we feel we still need in its
interpretation? Would you be willing to do that?

Mr. BAROFSKY. Of course. At any time my staff will be available
to brief your staff. Any time this committee or any of the sub-
committees want to hear our testimony, we will always be avail-
able. We are a creation of Congress and part of our job is to inform
the American people through its representatives of everything that
is going on. So of course.

Ms. KapTUR. Now, you have a hotline, 877-SIG-2009. Your re-
port states that you received over 3,200 tips from the American
people. That hotline is available to the American people if they
work for one of these hotshot companies and they were involved in
activity that they have now reflected might not have been cricket
and above board. They can report that to you, can’t they?

Mr. BAROFSKY. Yes. They can and should also go to our Web site
if they don’t want to use the phone, www.sigtarp.gov. This has
been a crucially important aspect of what we do. More than half
of our criminal investigations have been initiated by tips from the
hotline. So people are using it and we really strongly encourage it.

Ms. KAPTUR. So some of those tips are good?

Mr. BAROFSKY. Some of the tips are very good.

Ms. KAPTUR. So the American people have to muscle up here as
well. I think the fact it is a free phone number, 877-SIG-2009,
means people ought to use it. This was networked across the coun-
try. There is knowledge all across America and we need to pull it
together.

I can tell you, in my region of northern Ohio, mortgage fore-
closures are going up. Unemployment is going up. Four businesses
told me this weekend that they can’t get credit, and these are ex-
cellent businesses. The system is not working at the grassroots
level in Ohio.

I voted against the TARP and I voted against the bailout because
I thought that they weren’t the right means to resolve a crisis in-
side the mortgage system. We had done that before back in the
1980’s when we used mark to market accounting. We actually went
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into the books of troubled institutions using FDIC examiners and
SEC accountants. So you had accountants plus bank examiners in
there. The burden was not put on the American people. This was
back when Continental Bank failed in Illinois and when all the
banks in Texas went down but for one.

When they came up with this concoction of these particular
means, investing all this power in Treasury, and ramrodded it
through Congress 6 weeks before an election, I have to tell you I
became very, very suspicious. I still am.

One of my questions to you is this: You have had background in
your own life in mortgage fraud. Have you ever had a background
in control fraud and systemic fraud?

Mr. BAROFSKY. I don’t know how much control fraud or systemic
fraud as sort of cases are concerned. I have certainly been involved
in securities fraud of what would probably today be considered
some systematically significant institutions. I looked at some of the
accounting frauds and frauds that those companies have commit-
ted.

Ms. KAPTUR. I would urge you very much to look at, of course,
the Enron situation. Because this goes to the very highest levels of
finance and of institutional structures in our country. Ultimately,
it had international repercussions. But I would urge you to look at
the Enron situation and to think about the kind of staff that you
might hire up and the additional authorities that you have been
given.

Mr. BAROFSKY. Well, it is funny that you mention that because
we just recently brought on, I prosecuted the Refco matter and we
just recently brought on as one of our attorney advisors one of the
prosecutors on the WorldCom matter. So we are gearing up with
that in mind.

Ms. KAPTUR. Very good. One of the most insightful people I have
read on this is Mr. Bill Black out of I think the University of Mis-
souri, Kansas City. He had worked for the Commodity Futures
Trading Commission back in the early 1990’s. I don’t believe he is
for hire. But I am just saying his way of thinking about what went
on is very, very useful. I wish to share that with you.

I also want to put two issues out there. One is warrants and my
deep concern about, for instance, Goldman Sachs and their war-
rants. It is my understanding that the American people have the
right to 12.2 million shares of Goldman Sachs, according to the
numbers that I have. Goldman Sachs actually has the privilege
under the agreement of determining when our taxpayers have to
sell those warrants and exercise their rights. So they control the
price and they control the timing.

I think it is really important on the warrant issue that you ex-
amine these warrant potentials, sales prices, and the timing of this
for the American people. The other day the price was $1.60 per
share and apparently Goldman was saying they will sell it to us
for $1.229. That difference yields $450 million if we were to sell
today. What if we held it for 9 years? Nobody is asking those ques-
tions, as far as I know.

I am very concerned for the American people if Goldman and all
these other companies get their money back plus.
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Mr. BAROFSKY. We have an ongoing audit into exactly these
issues on the warrant repurchase process. So that is something
that is pending that we are looking at.

Ms. KAPTUR. Mr. Chairman, I just wanted to say for the record—
I don’t have time to ask on the PPIP program—but what troubles
me, Mr. Barofsky is some of the individuals. Forget the company
names like BlackRock. I am concerned about the people who were
involved in inventing the mortgage sub-prime instruments, then
moving it to market, changing it from a bond to a security, and
then creating the derivative instruments. They are changing the
companies they were in so now they are the same people who have
gone to the Fed and have gotten these contracts.

I really think you need to look at people, where they were in the
system over the last 20 years; what impact that has had now on
our economy; and who is in place, in my mind, with the potential
power to cover over some of their own very bad mistakes. I would
urge you to look at those firms closely.

Thank you.

Chairman TOwNS. The gentlewoman’s time has expired. I now
yield to the gentleman from North Carolina, Mr. McHenry.

Mr. McHENRY. Thank you, Mr. Chairman. The tune of $23.7 tril-
lion worth of taxpayer exposure for the bailouts is quite striking
and frightening.

I appreciate your testimony and your frankness. I am grateful
that the President has not fired you like he has fired two other In-
spectors General.

Mr. BAROFSKY. Me, too.

Mr. McHENRY. But I do think it is a big concern that the admin-
istration is choosing to remove Inspectors General. You, as well as
your colleagues within the various Inspector General Offices across
the Government, do a yeoman’s task of making sure the Govern-
ment is accountable to the taxpayer.

With that, I would like to yield to the ranking member the re-
mainder of my time.

Mr. IssA. I thank the gentleman.

In following up on that line, I will bring to your attention that
according to the Wall Street Journal, some of the private fund
managers selected to participate in the PPIP may have consulted
informally to the Obama administration in writing the PPIP itself.
In other words, they wrote what they now participate on, which is
not surprising.

Additionally, the New York Times reports that BlackRock CEO
Laurence Fink, who has been chosen as one of the PPIP fund man-
agers, is a member of Larry Summers’s inner circle. The program
lets him select fund managers that use 75 percent of the taxpayers’
money and assets.

My question to you is if, in fact, these and other activities begin
to look like a cordial relationship where information is being
passed and positions are being given because of friendships of peo-
ple that go in and out of Government, are you in a position to in-
vestigate that?

Mr. BAROFSKY. I think that certainly any type of corruption is
squarely within our mandate. But the points that you raise go so
importantly to what we were discussing earlier as far as the
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reputational risk to Treasury. If, in fact, these individuals had a
hand in writing these programs, it becomes all the more important
that from a perception area alone we have the tightest and most
significant ethical and informational barriers and walls to prevent
them from taking advantage of a program that they may have had
a hand in creating.

Mr. IssA. Mr. Barofsky, you have been criticized a little bit for
this $23.7 trillion, as we entered in the record earlier, partially be-
cause these are assurances and partially because it is outside of
the TARP itself. How many IGs would have to be at your table if
we were to cover all the guarantees, assurances, promises, and un-
derwriting that the Government is doing? How many different
parts of Government would we be dealing with here?

Mr. BAROFSKY. If you go through our chart and count up the in-
stitutions, I don’t have the number at hand, but certainly the
FDIC, Federal Reserve, Pension Guarantee, and the National Cred-
it Union. It would be basically the financial services roundtable of
IGs.

Mr. IssA. So if we can’t fit them all at the present table, and the
chairman has not yet said we are going to increase the size of the
witness table, then is it fair for us to consider here the fact that
when we created your position we were thinking in terms of $700
billion in TARP and today we are thinking in terms of the financial
recovery and oversight process that now has a dozen or more IGs
loosely associated who are not able to coordinate their activities, at
least by design?

Do you believe that either your position or another position
should be created that would be the IG for financial oversight to
bridge all these various IGs so that our systemic risk, which is
$23.")7 trillion of risk, could in fact be overseen in a coordinated
way’

Mr. BAROFSKY. I think the most vital thing that I have as an In-
spector General, being obviously brand new to the Inspector Gen-
eral system, coming here last December:

Mr. IssSA. But not to the Inspector part of it?

Mr. BAROFSKY. The most vital thing is my independence. The
independence is the most vital thing for an Inspector General.

I think it is very important for us to coordinate with one another.
In the TARP, I formed an IG council so all the different IGs that
touch on TARP programs meet monthly and we talk about audits
and investigations. We have subcommittees. I think that type of co-
ordination is very good. In fact, I will be going on Thursday, there
is a monthly lunch for regulatory IGs. So we are coordinating with
each other.

I think putting an umbrella over other Inspectors General, 1
think that almost invariably will impinge on their independence. I
think we are coordinating and will continue to do so.

Mr. IssA. But in fairness, since we are seeing you, it is important
that you be able to give us, if you will, the results of that coordina-
tion so that we are looking at the entire financial oversight as we
are here today.

Let me just ask you one closing question. In the case of Chrysler,
it has been reported, and I believe this to be true, that we have
given up $3.8 billion worth of DIP financing, meaning we gave
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them the money out of TARP in order to go through a process. We
then sold them and took back nothing in return. Is that something
that needs to be investigated, whether or not it was necessary to
write off nearly $4 billion of the last money into Chrysler?

Mr. BAROFSKY. Yes. In our report we detail those numbers of
what has been waived, both in Chrysler and in General Motors,
and what has been received on the other side, including equity in-
terest. I think that sort of the facts are what they are on that and
are certainly open to any fair inquiry as to how we got to that situ-
ation.

Mr. IssA. So perhaps it is for us to decide whether it is worth
investigating now that you have given us the facts?

Mr. BAROFSKY. Yes. It is certainly something that we can look
into potentially, or one of our oversight partners, as part of an
audit as to what that decisionmaking process was.

Mr. IssA. Thank you. Thank you, Mr. Chairman.

Chairman TownNs. The gentleman from North Carolina’s time
has expired. I now yield to the gentlewoman from California, Con-
gresswoman Watson.

Ms. WATSON. Mr. Chairman, I want to say to you on your birth-
day that yesterday is the past, tomorrow is the future, but today
is a gift from God. That is why it is called the present. Happy
birthday, Mr. Chairman.

Cgairman TowNs. Thank you very much. I appreciate your kind
words.

Ms. WATSON. Thank you so much, Mr. Barofsky, for being here
and being so open with us. I want to get back to the Bank of Amer-
ica. According to recent reports, Bank of America is now trying to
avoid paying billions of dollars in fees to the U.S. taxpayers in re-
turn for the $118 billion in guarantees they received from the Fed-
eral Government. According to the Bank of America, the agreement
was never signed but the guarantees have been announced as part
of the assistance they received to complete the acquisition of Mer-
rill Lynch.

Do you believe that the Bank of America benefited from in-
creased investor confidence because of the perception that they had
Federal ring fencing of their toxic assets?

Mr. BAROFSKY. I really am reluctant to comment as Inspector
General on an ongoing negotiation between Treasury and Bank of
America. I think that the events are what they are on that. But
I think we may be crossing a line as an agency if we start publicly
commenting on something that is an ongoing investigation. So re-
spectfully I would ask for your permission not to answer that ques-
tion.

Ms. WATSON. We had the former Secretary of the Treasury, Mr.
Paulson, in here for 5 hours last week. It was like trying to un-
scramble rotten eggs. It is very frustrating to us.

Has the Treasury Department provided an explanation for why
they did not require Bank of America to join the Asset Guarantee
Program agreement? Do you know?

Mr. BAROFSKY. We haven’t gotten that explanation. We have
been monitoring the program since its announcement. We have a
little bit of information basically that there has been ongoing dis-
cussions.



50

We have an audit coming out I think that tracks a lot of the fine
work of this committee on the Bank of America and its participa-
tion in the various TARP programs. We will be presenting that in
September. I would be happy at that time to come back to the com-
mittee and discuss the findings if the committee would think that
would be helpful.

Ms. WATSON. Yes. I would ask the Chair to hold a followup meet-
ing in due time so that we can followup on some of this.

You lead right into my next question I wanted to ask. Have you
discovered any other large scale agreements which the Federal
Government has entered into with financial institutes without
valid contracts to enforce the proper repayment of the taxpayers’
investments? This is a question that you can keep in mind for our
followup meeting. I do hope we can set that sometime in the very
near future.

In your April quarterly report, you noticed the risk of conflicts
of interest and collusion vulnerabilities inherent in the design of
the Public-Private Investment Program [PPIP]. However, the
Treasury Department has declined to adopt your recommendation
to impose an informational barrier between the employees who do
or do not handle PPIP funds at the nine PPIP fund managers. Can
you comment on that or should we wait for a subsequent meeting?

Mr. BAROFSKY. Absolutely. We think that this is a fundamental
deficiency in the current structure of the PPIP program. We think
that it is absolutely essential that there be an informational barrier
or ethical wall that prevents the fund managers’ firm from taking
advantage of confidential market moving information that the fund
managers are going to have. We think it is a problem and we think
it is a deficiency in the program.

Ms. WATSON. Thank you. Why do you believe that the Treasury
Department is unwilling to impose the measure despite having
placed similar restrictions on asset managers in comparable Fed-
eral bailout-related programs?

Mr. BAROFSKY. Treasury has provided to us and we have in-
cluded in our report a very detailed written description of their jus-
tifications and reasoning. In our report, we address each of those
and show why we disagree with them.

One of them is that it is impractical, that the design of the pro-
gram doesn’t make it susceptible to such walls. It may very well
be that the program is fundamentally flawed in its design in such
a way that in its current structure it may be impractical. Our re-
sponse is that, because this is such an important issue for such a
variety of reasons, if it is impractical with the current nine fund
managers then before selecting these nine fund managers Treasury
should have changed its criteria or did what was necessary to put
in the necessary walls to protect the taxpayers.

Ms. WATSON. My time is up. Mr. Chairman, I would hope that
in our subsequent hearing with Mr. Barofsky that we can get these
recommendations and get some ideas about how you would assess
the standard functions of such a department. So thank you.

Are we going to recess?

Chairman TowNsS. No, we are going to continue all the way
through. Just to give you an update, the House is in recess, which
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makes it good for us. We can continue. We are not in recess. When
the House is in recess, that is when we really do our work.

Ms. WATSON. Thank you, Mr. Chairman.

Chairman TOwNS. I now yield to the gentleman from California,
Mr. Bilbray.

Mr. BiLBRAY. Thank you, Mr. Chairman. I would like to join the
committee in congratulating you on your birthday. All of us were
witnesses to how quickly you blew out that candle so maybe we can
negotiate with Mr. Waxman for a carbon credit for you on that
item, OK? [Laughter.]

First of all, I watched this morning, Mr. Barofsky, the way you
were attacked for releasing this report. I would just like to say to
you as one member of this committee, thank you for giving us the
hard, cold facts. I just hope that you remember that when you get
attacked like that, basically because you brought a message a lot
of people didn’t want to hear in this town, that contrary to public
belief the ancient Egyptian tradition was to always send your best
people to give bad news. The guys who were sent with the good
news were sacrificed to thank the gods for the good news.

So it should be a credit to you to understand that you are at-
tacked because you are bringing this up. I want to thank you very
much for that. I am sure that not just this committee but the pub-
lic at large is going to thank you for your report. The hard, cold
facts do get into trouble.

Speaking of footprints, I want to talk about the whole concept of
looking at BlackRock and some of these others, the nine players
here, looking at the footprint of the Federal Government picking
winners in this whole game. Do you have any idea, or if you don’t
and you need to have time I understand because you can get back
to us in writing, how did these nine major players get chosen as
the winners in this game to be blessed not just by the bureaucracy
of the Federal Government but by all the taxpayers in the Federal
Government? How did these nine players become the winners in
this game as opposed to the other losers that were pointed out by
the former Mayor of Cleveland, Mr. Kucinich?

Mr. BAROFSKY. Treasury’s explanation is that they put out appli-
cations. They received about 140 applications. The next step was
to remove duplicative or incomplete applications. That came down
to 102. They then applied the criteria, which they have put out on
their Web site, of what they were looking for in the ideal asset
managers. Basically, those that didn’t meet that cut, I think they
narrowed the number down to 13. They then did a series of inter-
views and ended up with the final nine.

I think those are the numbers. I think the exact numbers are
likely reflected in our report. That is essentially how Treasury has
described their process.

Mr. BiLBRAY. Thank you, Mr. Chairman. I just think this report,
again, really reinforces the fact that we have ventured into a very,
very scary territory. It is a brave new world where Washington de-
cides what happens on Wall Street and Main Street. Hopefully, we
can somewhere in the future find a way to have an exit strategy
and remove ourselves from imposing our footprint over the rest of
American society. I thank you very much for this report because 1
think it is a dose of reality to make all of us work together here.
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I yield back, Mr. Chairman.

Chairman TowNs. Thank you very much. I now yield 5 minutes
to the gentlewoman from California, Ms. Speier.

Ms. SpEIER. Thank you, Mr. Chairman. Thank you, Inspector
General. It is a pleasure to have you before us. In your short time
you have done an extraordinary job. We thank you on behalf of the
American people.

Let me first ask this question: Did any bank you surveyed not
participate by returning the survey?

Mr. BAROFSKY. No, we had 100 percent participation.

Ms. SPEIER. Very good. Should we pass legislation to require the
tracking of TARP funds since evidently it was not required in the
actual providing of the TARP moneys?

Mr. BAROFSKY. We believe that requiring recipients to account
for their use of funds is a fundamentally important part of trans-
parency. It is why we make this recommendation and continue to
make this recommendation.

As a policy, we tend not to cross into the policy recommendations
as to what Congress should do or what Treasury should do. We do
say what Treasury should do but we don’t suggest legislation for
Congress just as a policy matter and to maintain our independence.
We certainly do feel it is our obligation to present to you why we
think it is such an important factor of transparency.

Ms. SpPEIER. Did the contracts that the Treasury devised with the
banks for the distribution of the TARP funds prohibit the use of
the money for any purpose?

Mr. BAROFSKY. There are different contracts and different pro-
grams. There are some restrictions on stock buybacks in the Cap-
ital Purchase Program and certain restrictions on increasing the
level of dividends. So there are some restrictions, although not
many.

Ms. SPEIER. So the fact that they would use the money to make
investments, pay debts, or buy other banks was all legal under the
granting of the TARP funds?

Mr. BAROFSKY. Absolutely.

Ms. SPEIER. Should we change that?

Mr. BAROFSKY. As I said, that is a real policy decision that needs
to get made. I think in making that decision, we should take a look
at both sides of these arguments. Part of the role of transparency,
as the Special Inspector General we think that these debates are
best informed by bringing transparency so we can see what hap-
pened. But I can give you arguments that I have heard on both
sides of any one of these issues. I think one of the more controver-
sial is acquisitions. I have heard some very powerful, strong argu-
ments that is actually good for the banking system and arguments
?n Islhe other side that it would be an inappropriate use of TARP
unds.

Ms. SPEIER. Let us talk about acquisitions. Which banks actually
took the TARP money and made acquisitions?

Mr. BAROFSKY. We are going to be publishing, necessarily in
some redacted form, each of the responses that we received. The
reason why I say redacted is that there is some confidential busi-
ness information that we would be prohibited by law from making
public. Since we are still in the process of that, I am reluctant to
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comment on any specific response that we had. We will be making
that information public hopefully within the next 30 days.

Ms. SPEIER. In terms of alarms that go off in your head because
of what you have been able to ascertain through your surveys,
what are those alarms that we should be particularly focused on?

Mr. BAROFSKY. I don’t think that there are any alarms. I think
when we did this survey we were taking great care not to make
any judgments for all the reasons that I have stated.

The most alarming thing to me is that Treasury continues to
refuse to adopt this recommendation even in light of the proof that
we now have in this audit. They continue to tell us that it is a
meaningless survey even though no one from Treasury has taken
us up on our offer to come look at these survey responses in
unredacted form. We said, “come over, take a look at them, and see
if you think that these are meaningless responses that can’t pro-
vide transparency.” So I think the most alarming thing to me is
this steadfast refusal, this willful refusal to adopt a recommenda-
tion that we think is so important to provide transparency.

Ms. SPEIER. So you are saying that even though you now have
over 360 surveys that provide information on how the TARP funds
have been used, no one from the Treasury Department has come
over to look at this information?

Mr. BAROFSKY. No. Their refusal to adopt our recommendation
was made purely off of our audit report. They have not come over.

Ms. SPEIER. I think that is astonishing. I yield back.

Chairman TowNsS. Thank you very much. I now yield to Con-
gressman Schock from Illinois.

Mr. ScHOoCK. Thank you, Mr. Chairman. Likewise, happy birth-
day on your special day. I am just noticing your election to office
in 1983. As someone who is 28 years old in Congress, that is a life-
time.

Chairman TowNs. I feel it, too.

Mr. ScHOCK. So thank you for your service this Congress and
your country. Happy birthday.

Mr. Barofsky, I am specifically interested in the change in pur-
pose that has occurred under the new administration with the use
of TARP funds and how that might change your role or add addi-
tional responsibilities. How does your responsibility as the Special
Inspector General for TARP interface with our Federal Govern-
ment’s decision to bail out the automakers? Could you speak to
that?

Mr. BAROFSKY. Sure. I think that in the near term we are ad-
dressing that through our audit function. We have announced an
audit of corporate governance, which of course oversees the fact
that we do have a controlling equity interest in General Motors
now and a minority interest in Chrysler Financial. My team is
going to be heading out to Detroit next week, some of my audit
team, to start that process.

We are also going to be sending representatives of our Investiga-
tive Division as well to make the necessary contacts and make sure
that the word is out, including the word about our hotline if anyone
within these companies knows of any misrepresentations. There is
a whole bunch of reporting that is required as a condition of the
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Federal funds. So we are going to keep a very close eye and dedi-
cate the necessary resources to fulfill our oversight role.

Mr. SCHOCK. So you feel you are being given the latitude you
need in terms of allowing your personnel into GM and Chrysler to
oversee the use of those TARP funds?

Mr. BAROFSKY. I will let you know next week. But I don’t antici-
pate that we are going to have a problem.

Mr. ScHOCK. OK. The next question is your opinion. When this
bill was sold to Congress last fall, it was predicated on the idea
that this money, in the words of former Treasury Secretary Hank
Paulson, would be if not all paid back, most of it. And there was
a slim likelihood that we might actually make money on the TARP
money for the taxpayers. Do you believe that the majority of this
money will be paid back?

Mr. BAROFSKY. I think if you look at the way the program has
evolved, I think it is extremely unlikely that we are going to get
$700 billion back. The Mortgage Modification Program alone is $50
billion. There is no anticipation that any of that money will come
back. That money is being directly given to mortgage servicers to
help convince them to lower mortgage payments and payments
they will make on behalf of home owners. So I think it is very un-
likely that TARP will turn a profit significant enough on other ac-
tivities to generate a profit to cover that $50 billion.

In addition, on some of the other programs, as the ranking mem-
ber noted, the money has been written off from Chrysler. We still
have to see what happens with our equity interest in those compa-
nies.

So it is certainly possible that more may be retained or earned
back over time than maybe we even suspect right now. But I think
ic}llie 1idea of getting a dollar for dollar return would be extremely un-
ikely.

Mr. ScHOCK. Then I wonder specifically about your statements
earlier about asking Treasury to detail or to basically collect infor-
mation from TARP recipients and also the use of the taxpayer
funds from those TARP recipients. Treasury kind of gives this re-
sponse that would be meaningless and really is not necessary.
What is your view of that?

Mr. BAROFSKY. First of all, if it were meaningless, I don’t under-
stand why Treasury does this with respect to Bank of America,
Citigroup, and AIG. Recently with AIG, are they including condi-
tions in their contracts that they believe are meaningless? I cer-
tainly hope not.

My view is that sure, money is fungible. That is a true concept.
But just to use a simple example from my own life, I get direct de-
posit of my Federal paycheck. Normally I couldn’t tell you if I buy
some groceries whether it is from 1 week or a different week be-
cause money is fungible it all goes into my checking account. A cou-
ple of years ago when I won the John Marshall Award for my work
on the Refco case, there is a small cash component. I knew that
was going to be direct deposited into my checking account. Before
I got that check, I knew what I was going to do with that money.
I was going to pay off a piece of my student loan. Sure enough, the
money came into my account and then went out to pay off the stu-
dent loan. So sure, money is fungible but I could tell you with a
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great deal of certainty what I did with that bonus money, that
extra money that came in.

What we see is that the financial institutions have been able to
do the exact same thing. The TARP was an extraordinary amount
of money and an extraordinary investment. Banks can tell what
they did with that money. If they are responsible companies, they
are budgeting for the fact that they are increasing the capital by
these amounts. This is all money that can be verified and tested.

So much of Treasury’s compliance system is based on similar
types of self reporting where financial institutions report their com-
pliance and then Treasury comes back and hopefully one day will
test through its compliance function. This is no different. If a bank
says, I used the money to acquire another financial institution
which I wouldn’t have been able to do otherwise because I wouldn’t
have had enough money, that is certainly a verifiable fact. If they
go buy agency mortgage-backed securities and say this is what we
did with the money, we can look at what their total volume of secu-
rities were before the TARP money and afterwards and test that
money.

So we do believe that this is an important part of transparency.
It is important for the Members of Congress, for the American peo-
ple, and for Treasury as well to know what is going on with the
taxpayer funds.

Mr. ScHoCK. I agree. Thank you very much for your testimony.
I hope you will continue to press on. Thank you, Mr. Chairman.

Chairman Towns. Congressman Schock’s time has expired. I now
yield 5 minutes to the gentleman from Massachusetts, Congress-
man Lynch.

Mr. LyNcH. Thank you, Mr. Chairman. Mr. Barofsky, thank you
for your great work. I appreciate the work being done by Mr.
Dodaro and Elizabeth Warren as well. The work that you do obvi-
ously allows us on the Oversight Committee to do a lot of our work.

Let me ask you: One of the programs that Treasury has set up
was this Asset Guarantee Program where Treasury will guarantee
certain toxic assets held by qualifying financial institutions. They
have focused mainly on toxic assets held by Bank of America and
Citigroup. I think those are the two big outfits that they focused
on. Have you been able to get information on the specific assets
that Treasury has acquired from Citigroup and Bank of America?

Mr. BAROFSKY. We are in the process of putting together an
audit that is going to address exactly that question. We received
a letter request from Congress to look into that. We are right now
in the process of putting together the audit structure that is going
to address exactly that issue of what is in there, what the cash-
flows are, and how it came to be. It will be really a thorough audit
on the entire process and what is going on at Citigroup.

For Bank of America, Ken Lewis, the CEO of Bank of America,
indicated that they are withdrawing from that program. The con-
tract was never signed and therefore it is not actually going to be
imposed. We do have a pending audit that we expect to complete
in September that addresses Bank of America and its participation
in the TARP programs. So we will touch on that there but we won’t
be doing a similar study of the assets given the change in status
of that program.
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Mr. LYyNCH. I know this was instituted in November 2008 and I
am just wondering what actually was purchased. My question real-
ly focuses on our potential exposure. If we are providing a guaran-
tee behind a credit default swap or some complex derivative, our
exposure may be greater than what your monetary assessment has
been, even at $3 trillion. I am just worried about our exposure
there.

Let me just shift. I certainly anticipate your report in September.
That will be great.

Let me ask you about your own position here. We originally set
up the Special Inspector General for TARP in connection with the
$700 billion that was allocated. I did not vote for that but it went
through anyway. A lot of us didn’t. Originally you were set up to
oversee and to safeguard the taxpayers’ money. However, recently
I understand that Treasury has challenged your authority as an
independent oversight body. Reportedly, Treasury has requested an
opinion from the Justice Department Office of Legal Counsel ques-
tioning whether your Office in fact falls under Treasury’s authority.

Can you comment on Treasury’s challenge to your independence,
which you talked about earlier as being so important, integral to
your operation there?

Mr. BAROFSKY. Yes. We do think this is potentially an issue that
could impair our independence. Treasury has sought this legal ad-
vice from LLC. We have submitted our own submission detailing
our position. We think it is crystal clear what Congress’s intent
was, for us to be an independent agency operating within the
Treasury Department. We are going to wait and see. But we think
that there is a danger that Treasury could try to assert, depending
upon what the LLC opinion is, the authority to shut down inves-
tigations or audits that we may seek to initiate. We think that
would obviously be contrary to the intent of Congress. Certainly we
will let Congress know if we do get an adverse opinion.

I am pretty confident, though. I think the statute is so clear and
the intent of Congress is so clear. I am hopeful that LLC will see
it the right way, I think really the only way that makes sense
based on how the statute is written and what the statements of
Congress have been both at the time of enactment and since then.
Hopefully this issue goes away. I always thought this was an un-
necessary thing for Treasury to do. I continue to think so.

Mr. LYNCH. Obviously if this challenge is diverting the energies
of your staff to defend itself, perhaps we in this committee can,
there are some vehicles that are going through Congress right now,
we could simply amend one of those just to clarify that our intent
was that you would be independent and that you conduct oversight
over the operations of Treasury in connection with this TARP pro-
gram.

I also heard that Treasury’s decision to challenge this came im-
mediately in response to some of your questions regarding the
bonus payouts at AIG. Is that correct?

Mr. BAROFSKY. That was the timing. I wouldn’t go so far as to
do a causal relationship between the two because I don’t know for
sure. It did come up, the issue, on the eve of an interview that we
were going to have with a member of Treasury’s General Counsel’s
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Office who was involved in the executive compensation issue at
AIG. So it certainly was at that time.

Mr. LYNCH. I only speak for myself and I know my time has ex-
pired. I just want to say that I think it would be a terrible mis-
carriage of what Congress’s intent was to have you hamstrung by
being put under Treasury. We established your Office to oversee
and to protect taxpayer money. We do not expect you to be answer-
ing to Treasury. We expect you to be investigating them and con-
ducting your oversight.

Thank you. I yield back, Mr. Chairman. Happy birthday.

Chairman TowNS. You can’t yield back. You don’t have any time.
[Laughter.]

Congressman Fortenberry.

Mr. FORTENBERRY. Thank you, Mr. Chairman. Mr. Barofsky, wel-
come. Thank you for your testimony today.

You have made the news with your $23.7 trillion pronouncement
in your report. I would like ask you to unpack that further. That
obviously is the fullness of potential taxpayer liability, the poten-
tial exposure to taxpayer liability. Many of us have been operating
off of a working assumption that total taxpayer liability was about
$12 trillion, that between the Fed and the FDIC as well as the
Treasury Department that totaled about $12 trillion. Now, the
other number that I thought was significant that you said was
about $4 trillion of actual realized expenditures.

So I have two questions. Let us just try to break this down into
categories that are manageable. Tell the American people where
that taxpayer liability is located. To whom has it has been gifted,
basically? Then, again, under the $4 trillion actual realized expend-
itures, to whom is that going and in what form, direct expendi-
tures, loans, guarantees? By whom, to whom?

Mr. BAROFSKY. Your question actually encapsulates why I made
this an entire section of our report. It is obvious there are some
very complicated issues here. In Section 3 of this report, we do that
bﬂeakdown. We talk about each of the numbers that we are talking
about.

The $3 trillion that is currently outstanding, the $4.7 trillion
that has been expended or guaranteed in total including money
that has been paid back and canceled programs from the initiation
of the crisis through June 30th, and then the $23.7 trillion number,
which is the maximum number if every one of these programs was
subscribed to to the highest amount, every guarantee was done.

The purpose of this really wasn’t to make the news or to make
a splash. What we did here is we took the 50 programs because we
thought it was important to show what the 50 programs were in
addition to TARP that address the Government’s support of the fi-
nancial system. Really, the $23.7 trillion which has generated so
much controversy and so much comment from the Treasury De-
partment is just adding up the number of what the total high
water mark is for each of those 50 programs. That is what is re-
flected in here.

So it is not that the taxpayer is on the hook right now for $23.7
trillion. We do not say that and we do not suggest it. But that is
the maximum if you take all of the programs that have been initi-
ated since the inception of the financial crisis.
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Mr. FORTENBERRY. That is the total potential exposure. But
again, let us get back, let us try to frame that a little bit more con-
cisely. This is 250 pages, the particular section you are referring
to I do not know how many pages is that, I do not know if you have
a particular chart that categorizes this in broad terms so that we
can all have a working framework that is useable so that we can
understand the total liability that exists and actually where it is
going.

Mr. BAROFSKY. Table 3.4 on page 138. I would say that any tax-
payer or anyone interested, this report is at our Web site
www.sigtarp.gov, anyone can download this and see all the facts.
But if you look at page 138, that has a table which is entitled In-
cremental Financial Systems Support. What we have done here is
some existing programs were increased, so we have not included
the total program but only the increase that is attributable to the
financial crisis.

What we have here is it lists the different sources of where the
guarantees or support are coming from and lists what the current
balance is, the maximum balance from inception, and what the
total potential support is. And that is the phrase that I think is the
right one, it is total potential support. Now each of these entries
in here, and we list the Federal Reserve, the FDIC, Treasury
TARP, Treasury non-TARP, and then others, is supported subse-
quently in the report by other charts.

So, for example, if you wanted to see what the Federal Reserve
portion of this is, you just turn the next page and in Table 3.5 we
list each of the Federal Reserve programs that is described again
with this same information, the current balance, the maximum bal-
ance, and the total support related to the crisis. What you do when
you add up each of these charts and the total support, that is
where the $23.7 trillion number comes from.

Mr. FORTENBERRY. Now, out of this comes about $16 trillion be-
tween the Federal Reserve, Treasury, and the FDIC. Again, the op-
erating assumption that we have been working off of for basically
the balance of this year because there were no numbers available,
easily available, was $12 trillion. So that is a very significant in-
crease.

Mr. BAROFSKY. That is one of the reasons why we have done this.
We have come under some criticism for having done this. But every
time that we would look at a different article or a different news-
paper there would be a different number there. We thought it was
important to put the TARP in context to collect what the major
numbers were, and that is what we have tried to do here.

Mr. FORTENBERRY. What level of detail does it go into in terms
of actual recipients of these various funds between FDIC, Treasury,
as well as the Federal Reserve?

Mr. BAROFSKY. We had a page limit. Ultimately, this is TARP in
context and given the number of these programs, what we have
done is really a one or two paragraph summary of each program.
Also, everything that is in here is based on publicly available infor-
mation. This is all stuff that we got off the Web sites or congres-
sional testimony of the different agencies. Getting into the recipi-
ents would be I think in a large part in many cases beyond what
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is publicly available and, frankly, beyond our jurisdiction or author-
ity because these are non-TARP related.

Chairman TOwNS. The gentleman’s time has expired. Thank you.

I now yield 5 minutes to the gentleman from Massachusetts, Mr.
Tierney.

Mr. TiERNEY. Thank you very much, Mr. Chairman. Thank you,
Mr. Barofsky, for the work that you are doing and for being here
today. I just have two lines of questions, should not take too long.
One concerns the term asset backed securities loan facility, the so-
called TELF. This is an idea where they need a AAA rating from
two of the rating firms and a not less than AAA rating from the
third firm. But we continue to have these rating agencies paid by
the issuers, by the people whose product they are rating.

You made mention of that in your report. You said essentially
they are “paid by the issuers of the very securities that they are
rating. As a result, the agency has an incentive to issue a high rat-
ing to attract future business from that issuer.” That is one of the
problems that got us to where we are today in this whole financial
crisis. It should boggle our minds that we are continuing down that
path and in relying on those as part of this program. So you would
agree, obviously, that we should be concerned about this. Moreover,
what would you suggest that we do as a different methodology for
the TELF program and others?

Mr. BAROFSKY. This is something that we have been pushing for
since our initial report to Congress in February. We have some
suggestions. One of our concerns is a race to the bottom. Moody’s
actually came out, one of the three rating agencies, and has said
basically that they are losing business because they have been
more strict than the other two and, as a result, they have not been
getting enough business.

We have not investigated that. We think that the Federal Re-
serve and Treasury needs to investigate that further. But it sort of
raises the ultimate issue of a potential race to the bottom. And
then it was expanded when the TELF went into commercial mort-
gage-backed securities they added more rating agencies but kept
the number at two that are required to get approval. That only ex-
acerbates the issue of more rating agencies for that race to the bot-
tom to occur.

I think what they need to do is what the Federal Reserve, to
their credit, has started to do, which is, stop relying on rating
agencies to do the work, the diligence, the underwriting that stands
behind these asset-backed securities. The Federal Reserve has
hired a collateral monitor for commercial mortgage-backed securi-
ties to come up with its own evaluations as to what these things
might be worth in a stressed environment. We think that it is im-
portant to keep pushing in that direction, away from reliance or
the importance of rating agencies in this process to make sure
when we are dealing with taxpayer money that the level of protec-
tion is a little bit higher than what has, as you correctly state, got
us into this soup in the first place.

Mr. TIERNEY. What can Congress do to help you push that point?
Obviously, if we are not going to have somebody other than the
issuer pay, then we should do exactly what the Fed is doing with
this program.
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Mr. BAROFSKY. It is not really our policy to advise Congress on
specific legislation on these policy issues.

Mr. TIERNEY. But saying that legislation would be the only thing
we could do or one of the things we could do or whatever, it would
be helpful, generally.

Mr. BAROFSKY. I think it also is sort of worth noting that in the
regulatory reform that this Congress is considering, taking a good
hard look at what the reforms are for the rating agencies and
whether the reforms truly and squarely address these conflicts of
interest that had such disastrous consequences leading into the fi-
nancial crisis.

Mr. TIERNEY. Thank you. My other line of questioning has to
deal with the credit derivative contracts that AIG held with third
party counter-parties. The financial situation when it occurred ob-
viously created a situation where the counter-parties claimed that
the contract terms had been violated. They demanded either pay-
ment or additional collateral from AIG. AIG’s lack of liquidity obvi-
ously made that difficult to come up with, and there was a contest
between AIG and those third party people as to whether or not
there was money owed, if so, how much should it be, and there was
a negotiation that was going on on that.

When Mr. Liddy from the AIG was before the committee we
asked him why it was they paid 100 percent on the claim. He said
he did not believe they necessarily should have, that in fact there
was contention amongst that, and he had been somewhat surprised
because he and the people at AIG had not done it, that in fact it
had been the Fed and the New York branch, in particular, that had
done it. Are you looking at that at all? Are you able to tell us what
happened that all of a sudden in contested claims they just up and
forked over 100 percent?

Mr. BAROFSKY. We are. We are looking at that. We have a pend-
ing audit into that very specific issue, the credit party payments,
the payment of 100 cents on the dollar, and who made that deci-
sion. I expect that audit will be finalized by September.

Mr. TIERNEY. Thank you very much. I yield back.

Mr. IssA. Would the gentleman yield?

Mr. TIERNEY. Yes, I will.

Mr. Issa. I have just one quick followup. Are you familiar with
the XBRL and are you in a position to help get this kind of trans-
parency data base access available to agencies that currently are
not reporting in a transparent fashion?

Mr. BAROFSKY. We are familiar with the XBRL product. I heard
some testimony about it. Actually, my office received a presentation
on it. It does appear to be a useful type of product to track these
types of funds.

Mr. IssA. Thank you. I yield back, Mr. Chairman.

Chairman TOwNS. I yield to the gentleman from Indiana, Mr.
Burton.

Mr. BURTON. Thank you very much. I want to thank Congress-
man Issa for the letter that he gave to me.

We had Mr. Paulson and Mr. Bernanke before the committee just
in the last couple of weeks. They had an epidemic of memory loss
on a number of issues. Mr. Paulson was working of course very
closely with Mr. Geithner, the now Secretary of Treasury, on a
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number of issues, as well as Mr. Bernanke. This whole pattern
really kind of bothers me about how they have appeared to keep
things from the Congress of the United States because they can’t
remember who did what on the Merrill Lynch deal with Bank of
America and now Geithner’s work with Paulson.

Now they are in effect threatening you. I don’t see how anybody
can get anything out of this letter that we received other than they
were putting the hammer to you to back off.

You say here that on April 15th, Mr. Knight wrote to the OLC
over at the Justice Department attaching a copy of SIGTARP’s
April 7th memorandum regarding the presented issues. They were
asking whether or not you should fall under the jurisdiction or con-
trol of the Treasury Department. It is pretty clear I think to every-
body on this committee that you should be independent because
that is what your job is.

But then there was some kind of correspondence between you
and the Department of Justice. They asked you to redact a portion
of the email exchange from OLC. That was to you, right?

Mr. BAROFSKY. I think all of the information that our correspond-
ence that we—oh, yes. I am sorry, yes. The response from OLC to
us, which then generated an additional response from Treasury,
yes. We were asked to redact that.

Mr. BURTON. I wonder why they asked you to redact that. Did
they give you a reason?

Mr. BAROFSKY. The stated reason from OLC is that the informa-
tion was indicative of their current thinking on an uncompleted
matter. Therefore, it was privileged information. Until they came
to a final resolution, they didn’t want

Mr. BURTON. I was chairman of this committee for 6 years and
I worked with the Justice Department on a number of occasions,
a lot of occasions, as a matter of fact. They didn’t give any informa-
tion out or send any correspondence whatsoever that would have
to be redacted. The reason they didn’t is because until they made
a final determination, they didn’t want any information out there
in the hinterlands.

When they sent you this information, and then they tell you that
it has to be redacted, it seems to me that is once again working
with the Treasury Department to kind of keep the hammer on you
and hold things in abeyance so that you will walk the chalk. Do
you have any comment on that?

Mr. BAROFSKY. I really can’t, unfortunately.

Mr. BURTON. I didn’t think you could. I think this is such a bla-
tant attempt to intimidate you. I am so happy that you contacted
Ranking Member Issa and Senator Grassley. What it has done is
it has illuminated this issue so that these people that are trying
to slow you down and not let this information get out in the public
domain, they are going to be threatened by this right now.

The only thing I would admonish you to do is to watch your back.
You, as I understand it, are subject to the President. You serve at
his pleasure. So I think there could be some reason they could
come up with down the road that would get you replaced.

But in the meantime, I want to congratulate you for having the
intestinal fortitude—and I would use some other terminology if I
weren’t in public—to stand up for what you believe in. I think it
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is really great and I am glad you sent this letter to Mr. Issa. Thank
you.

Mr. BAROFSKY. Well, thank you very much. I can assure you and
I can assure this committee that I will not spend a single moment
worrying about my job security or my future. I am just going to
continue to do the job that I have been hired to do, which is bring
as complete transparency as possible and to continue to audit and
investigate to the best of my abilities.

Mr. BURTON. I have not met you before but I like you, man.
hMr. BARrOFsKY. I have had a tough couple of days so I appreciate
that.

Mr. IssA. Would the gentleman yield?

Mr. BURTON. I would be happy to yield.

Mr. IssA. I have one followup question. Much has been said of
this $23.7 trillion plus or minus a trillion here or there. But be-
cause constitutionally we must authorize and appropriate moneys,
wouldn’t it be fair to say that we need to have the transparency
so we can anticipate in each fiscal year the likely outlays of addi-
tional money where risk is beginning to become recognized?
Wouldn’t that be something that this committee has to be able to
access if we are going to allow the appropriators to make those
funds available, presumably because additional losses may still
occur in a number of markets like the housing market?

Mr. BAROFSKY. I have to confess that I don’t have an intimate
knowledge of the emergency authorities that have been invoked by
the Federal Reserve and to a certain extent by the FDIC in author-
izing these maximum amounts and what Congress’s role is for au-
thorizing them. So I am not really sure what the constitutional
structure is.

Mr. IssA. Assuming that we believe that, currently, in your opin-
ion, are we getting that information assuming that we believe that
we should appropriate moneys in the years in which the loss oc-
curs?

Mr. BAROFSKY. I think from a looking back perspective, we have
done our best to bring that information to your attention to the
best that we can based on publicly available information.

Mr. IssA. Thank you, Mr. Chairman.

Chairman TOWNS. Let me just say before I yield to the gen-
tleman from Missouri that I like you, too. Let me just say that you
also serve at the pleasure of the Congress as well. I don’t think you
have a problem because the President has said that he is for trans-
parency. Every conversation I have ever had with him, he talked
about the importance of transparency. So to me, you should be in
good shape.

Mr. BAROFSKY. Thank you, Mr. Chairman. Happy birthday.

Chairman TowNs. Thank you very much. I yield to the gen-
tleman from Missouri, Congressman Clay.

Mr. CLAY. Thank you, Mr. Chairman. Happy birthday also.

Chairman TowNs. I am afraid this is making me even older.
[Laughter.]

Mr. CraY. Mr. Barofsky, thank you for being here. I look forward
to your insight on questions that are asked frequently in Missouri’s
First Congressional District. I did not agree with the original
thrust of TARP and am still troubled by some results that I see.
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One of the most important reasons for the legislation was to pro-
vide liquidity for businesses and home owners as the ultimate ben-
efit of shoring up the banks and investment houses. We are seeing
large banks and investment houses experiencing exorbitant profits
but no relaxation of credit and no significant increase in liquidity.
Why has liquidity not been restored to small businesses and indi-
vidual consumers as a result of stabilizing these lenders? Do you
find that too much of the moneys and profits are invested in Treas-
ury bonds rather than in moneys made available for lending?

Mr. BAROFSKY. I think that the lack of transparency and the fail-
ure to adopt our recommendations regarding requiring the recipi-
ents to report on their use of funds makes answering that question
almost impossible. Until we know with some degree of precision ex-
actly how the financial institutions are using the money, it is hard
to answer the question of why they are not using it to increase
lending. We do not know what they are doing.

In our survey, our audit report, which was just their responses
to our survey, we have a lot of answers that could lead to some con-
clusions. But that survey, of course, was from a certain point in
time, basically March of this year. The banks that responded to the
survey, 75 percent of them, said that they had not yet allocated or
spent all of their TARP funds.

Since the time of this survey, another 200 institutions received
TARP money, including insurance companies, which, frankly, I do
not think anyone expects is going to be using the money as part
of their banking subsidiaries that entitle them to receive TARP
funds.

So it is very difficult to answer the question of why are they not
increasing lending if we do not know what they are actually doing
with the money. The only way we can get that on a more timely
and regular basis is if Treasury adopts our recommendation and
commits itself in deed as well as in word to maximum trans-
parency.

Mr. CLAY. In your crystal ball, do you suspect that they are per-
haps paying out lucrative bonuses or paying off debt? What do you
think is happening?

Mr. BAROFSKY. Based on what we saw from our snapshot back
in March, a certain number are using it to pay off debt, different
types of debt. Some are paying down lines of credit with the Fed-
eral Reserve with TARP funds.

One smaller institution reported to us that, in substance, they
were planning on using the TARP money for one purpose. I think
it was to increase lending but right around the time that they got
their TARP funds they got a line of credit that they had with an-
other financial institution called in and they ended up using sub-
stantially all of the TARP funds to make good on this money that
they had borrowed from another financial institution that they may
have had real trouble paying back but for the TARP funds. So we
get g(liimpses, at least from the dates of our survey, as to what hap-
pened.

Mr. CrAY. On another subject, how do you see the private pro-
gram of AIG, the Systemically Significant Failing Institution Pro-
gram, as having worked to the advantage of the taxpayers? AIG is
the only company to receive funds under this program. We own 80
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percent of the company yet allow fire sales of the most valuable as-
sets, which are on the insurance side of the company. Why do we
do this?

Mr. BAROFSKY. That is a question I think is better addressed to
Treasury than to myself. It is very hard to go back into the old way
back machine and know exactly what would have happened if we
had not bailed out AIG through the Federal Reserve or through
Treasury and what the implications and ramifications would have
been. Certainly from some folks’ perspective, those who were re-
sponsible for the bailout and those at AIG warned that the con-
sequences would have been disastrous. But it is hard to really
know, to go back and know exactly what would have happened.
What we have to do and will continue to do in our audits of AIG
is to try to bring transparency to that decisionmaking process and
transparency to what is happening over there. We are going to con-
tinue to do so.

Mr. CrAY. Who do you think are the recipients of these below
dollar deals?

Mr. BAROFSKY. For AIG to sell the AIG assets?

Chairman TowNns. Yes.

Mr. BAROFSKY. I think AIG has disclosed some of their sale of
assets and, to the extent that they have, those are included in our
report.

Mr. CLAY. Thank you so much for your answers.

Mr. BAROFSKY. Thank you.

Chairman TowNSs. I now yield to Congressman Driehaus.

Mr. DRIEHAUS. Thank you very much, Mr. Chairman. Let me
echo my colleagues in wishing you a happy birthday as well.

Mr. Barofsky, thank you very much for your testimony. I share
the opinion of many of the members of the committee that you
should, in fact, be independent. If there are challenges with Treas-
ury, we should certainly be addressing those because we value your
independence. We certainly value the information that you have
provided us here today.

I, too, like many of my colleagues, am astonished by the potential
exposure that you have identified. I guess I take a little different
view. I go back to how this may have been prevented and am as-
tonished that so few people are willing to look at the inaction and
the failure of regulation to work properly to prevent the almost col-
lapse of our financial markets. I was not serving in Congress last
fall when the markets nearly collapsed but I said at the time that
I would have reluctantly supported the TARP if only to stabilize
the financial institutions. I subsequently voted against the second
round TARP because it did not include many of the conditions on
transparency that so many of my colleagues have talked about here
today.

But I go back to the failure of Congress and the failure of pre-
vious administrations to regulate mortgage-backed securities,
CDOs, and CLOs while at the same time the banking industry was
suggesting that they are the most regulated industry in the coun-
try and there was not any need for us to move forward. Many of
these same folks that are complaining about the exposure are also
working against regulatory reform in financial services. So I am
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struck by some of the comments that have been made by some of
my colleagues.

Specifically, I would like to pursue a line of questioning regard-
ing some of these toxic assets and the valuation of the toxic assets.
There was an article in the Wall Street Journal yesterday that I
think was very interesting when they talked about collateralized
debt obligation and the fact that this was related to the mortgage-
backed securities which allowed the predatory lending to happen.
But trying to pull all of these assets apart and value them in any
real way is a Herculean task. There is so little in terms of collat-
eral, in terms of capital that is actually behind them. From your
perspective, when looking at these toxic assets, how do you believe
we can best value them?

Mr. BAROFSKY. I, too, read the Wall Street Journal article on the
pulling apart of one of these CDOs. I think it was a great illustra-
tion of the problem of these unbelievably complex securities and
the challenge that Congress has in creating the right type of regu-
latory reform that will ensure oversight so that these types of prod-
ucts do not reek the damage that they did.

I think the valuation issue is a very challenging one and I think
it is one that at first instance has to be done by the Treasury itself,
to the extent that they have these assets on their books, whether
it is through an asset guarantee of Citigroup or whether it is in its
own collection of assets. It is a very complicated structure that
needs a great degree of expertise and I think a great degree of
skepticism.

We also have to see what happens with the other programs,
whether these complex derivative products start coming across in
the actual purchase programs or other subsequent TARP programs
where I think that issue will come more to the front.

Mr. DRIEHAUS. I realize your function is in evaluating the way
in which the TARP moneys are being spent. But as you look at it
and as you look at the causes of this financial collapse, can you
offer advice as to moving forward, the type of regulation and the
type of products that we should be looking to regulate as we move
forward?

Mr. BAROFSKY. I think that one is a little bit outside of my lane.
I think I would be uncomfortable offering opinion on that. I think
when it gets to the core issues of regulatory reform it is fair for us
to identify some areas like the role of credit rating agencies be-
cause we are seeing that. But when you get into the nuts and bolts
of regulatory reform, I would be uncomfortable offering my opinion.

Mr. DRIEHAUS. Is it fair to say that much of the exposure that
you have identified is due to a failure to regulate appropriately cer-
tain products?

Mr. BAROFSKY. I do not think that, short of an audit product or
short of a more thorough examination of these causes, I would feel
comfortable offering that opinion.

Mr. DrRIEHAUS. Thank you, Mr. Chairman.

Chairman TowNs. Thank you very much. I now yield to the
ranking member from California, Congressman Issa.

Mr. IssAa. Thank you, Mr. Chairman. I am just going to close. I
realize there is a second round but our side will not be asking for
it. We thank Mr. Barofsky. The fact is that you have been very
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generous with your time and you have given us a lot of food for
thought.

I just want to close, first of all, by thanking the chairman, and
second, by asking the chairman if would he consider bringing the
Treasury Secretary here next to help close the loop on a lot of these
areas of transparency. I think Treasury deserves an opportunity to
t}e;ll us from their perspective why they have not yet implemented
these.

Chairman TOWNS. The gentleman makes a good point. We will
definitely look into it.

Mr. IssA. Finally, in closing, I want to echo your words when you
said, “in deed as well as in word.” President Obama promised us
an unparalleled level of transparency and it is very clear that the
bureaucracy that stands between President Obama and what he
has told both the chairman and myself and all of us is in the way.
So in closing, and we look forward to having you back here again
in a quarter, I want to thank you for doing everything you can do
to bring about that level of transparency.

For myself, and the chairman has already said for himself, we
want to promise that we will be your partners in bridging that bu-
reaucratic nightmare that always exists between a President, like
President Obama who has promised us transparency; the Congress
who begs for transparency; the IGs who help produce it; and the
bureaucracy that stands in the way. So you have our support on
a bipartisan basis. You will continue to have our support because
we agree with you that transparency, this light is the only form of
disinfectant that is going to prevent Government waste.

With that, Mr. Chairman, I thank you again for this series of
very good oversight hearings. I thank our witness and look forward
to seeing you in about 90 days. I yield back.

Chairman TowNS. Thank you very much. I now recognize the
gentlewoman from Ohibo.

Ms. KAPTUR. Thank you, Mr. Chairman. We appreciate this and
we appreciate your endurance, Mr. Barofsky. I wanted to just state
for the record that at least this Member and many of the people
she represents believe that this is the largest transfer of wealth in
American history that we have ever seen from those whose equity
has been moved to Wall Street institutions that now have become
even more concentrated as a result of what has occurred with the
meltdown in the financial sector. I just wanted to again share in-
formation.

It is interesting to me that some of the companies like BlackRock
that are involved in the resolution are headed by individuals who
were heavily involved formerly when they headed other companies
in inventing the sub-prime instrument itself. We do not know
where they did all of their handiwork necessarily, but I find it very
interesting that the Federal Government now rewards them in very
non-transparent processes. I said to myself, could they well be han-
dling paper that they invented and trafficked 10 years ago or 15
years ago? The derivative instrument itself, I understand, was
hea(\j/ily influenced by a gentleman who is now the vice chair of
PNC.

At our home in Ohio, I have just received a notice that our cer-
tificate of deposit that has been with National City Bank is going
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to be transferred to PNC come this November. I do not want PNC
owning our meager assets. That is not my choice and yet I see this
having an impact. Ohio is now left with only three money center
banks. National City is disappearing. I see this power gravitating
elsewhere to the very people who caused this problem in the first
place.

One of my questions really has to do with Freddie Mac, and I
could concentrate on Fannie Mae and FHA, because basically what
has happened is all the bad paper is being dumped on the tax-
payer, as you have well noted in your report, in different ways, put-
ting it here, here, and every place else in the Federal Government
so it is not easily traceable.

But if one looks at Freddie Mac, which is central in terms of
being a dumpster as well as an enabler during the 1990’s, let me
just ask you why, and when I looked at your report I could not find
the word Freddie Mac, but why have Freddie Mac and Fannie
Mae’s paper been hidden behind the walls of Oz over at the Federal
Reserve? Do you have any role at all in unwinding the role of
Freddie Mac in all of this going back into the 1990’s?

Mr. BAROFSKY. We do not have jurisdiction over Freddie Mac in
any aspect other than the fact that Treasury has hired them as a
financial agent to help do compliance for the mortgage modification
program. But other than that, since Freddie Mac is not involved in
TARP specifically, we do not have jurisdiction over them.

Ms. KAPTUR. I do not know if you are aware of this or if the pub-
lic is aware of this, but Freddie Mac had over $500 million of fines
placed on it already for fraudulent activities. The fact is that dur-
ing the heyday of their nefarious activity they had blown up profits
over 30 percent on their books, they underestimated risk, and they
have begun to pay a heavy price for that.

I am very interested in your opinion as an auditor, do you find
it rather interesting that we cannot get at that paper even though
the American people are the recipient of all the mistakes? Our
mortgages are not being worked out at the local level. J.P. Morgan
Chase 1s the worst forecloser in my district, including through one
of its affiliates called Plymouth. Yet they can dump their paper,
and theoretically a lot of it moves through Freddie and Fannie, and
behind these walls of the Federal Reserve we cannot get at that.

As I look at a capable individual like yourself and your staff, I
am saying to myself, you are never going to get at the truth be-
cause they divided up the turf in such a way that you can never
tell us the whole. How do you respond to that concern of mine?
How do we get the whole truth?

Mr. BAROFSKY. I think it should be no surprise at this point that
I agree wholeheartedly that more transparency is better than less,
that the more information that is out there for policymakers and
the American people is better. Because it is not related to a TARP,
it is outside of our scope and our jurisdiction.

Ms. KAPTUR. You are saying it is unrelated yet the Fed has just
hired I believe Black Rock to help to resolve, whatever that means,
the Freddie Mac and Fannie Mae paper. Let me just quote from
the Washington Post: “Freddie Mac’s alleged manipulation and ac-
counting errors caused it to understate profit by 30.5 percent in
2000 and 42.9 percent in 2002 and to overstate profit by 23.9 per-
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cent in 2001. These manipulations include transactions that shifted
windfall earnings into later periods or it might have been hard for
the company to meet Wall Street expectations.”

My point is I do not see how we can know the whole truth and
this troubles me, Mr. Chairman, because even the secret TARP re-
port today, there are so many agencies, it is like they have divided
up into a thousand pieces just like they did the derivatives so we
can never know the truth. How do we get our arms around the
whole? How do we do that? Can you think about that?

Mr. BAROFSKY. I think the question is best addressed to the In-
spector General for the Federal Reserve as well as the Inspector
General for FHFA who oversees the conservatorship of Fannie and
Freddie. They would be in a better position since these things are
under their jurisdiction to help you find the answers.

Ms. KAPTUR. From a Federal Government standpoint, are you
disallowed from working together?

Mr. BAROFSKY. Oh, no, no, no. We do coordinate together. Those
Inspector Generals are both on part of my TARP IG council be-
cause they do have actions that impact the TARP, and I am part
of the Financial Regulatory IG Council and we do talk and do co-
ordinate with one another where our interests intersect. Here, this
is sort of apart from the TARP program so I do not really have an
ability to go in and look at that information.

Chairman TOwWNS. The gentlewoman’s time has expired. But I
think she makes a great case as to why the Inspectors General
should have independence. I agree, when there is $23.7 trillion at
stake it is important that we make certain that they are independ-
ent.

Let me thank you, Mr. Barofsky, for your testimony. I appreciate
the interest of the Members who attended today’s hearing.

Earnings at the largest banks and the bank holding companies,
such as J.P. Morgan, Goldman Sachs, are up yet lending remains
down. It is unacceptable that profits go up while lending goes
down. The taxpayers have invested very large amounts of money
in these banks, but what have we gotten in return? It remains un-
clear. The taxpayers deserve to know how their tax dollars are
being spent. The Treasury Department needs to publish full and
detailed information on the use of TARP funds and publish the
value of TARP portfolio on a monthly basis. They have that infor-
mation and they should make it public.

Moreover, Treasury also requires the largest banks to file month-
ly reports showing the dollar value of their new lending. That
should be made public also. If Treasury does not put this informa-
tion up on its Web site, this committee will. And if Treasury does
not turn over this information voluntarily, Secretary Geithner will
be brought before the committee to explain why not.

What we have heard today convinces me that one of the best
things Congress did when it created the TARP was to also create
the Special Inspector General to oversee TARP spending. I can now
understand why the Treasury Department would like to reign in
SIG TARP. But we are not going to let that happen. You heard
from the members on this committee today in terms of their com-
mitment.
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Again, I thank our witness, Mr. Barofsky. We thank you for your
time and information that you shared with us.

Finally, let the record demonstrate my submission of a binder
with documents relating to this hearing. Without objection, I enter
this binder into the committee record.

Without objection, the committee stands adjourned.

[Whereupon, at 2:40 p.m., the committee was adjourned.]

[The prepared statements of Hon. Gerald E. Connolly, Hon.
Diane E. Watson, and additional information submitted for the
hearing record follows:]
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Opening Statement of Congressman Gerald E. Connolly
Committee on Oversight and Government Reform
“Report of the Special Inspector General for the Troubled Asset Relief Program”

July 21%, 2009

Thank you, Chairman Towns for holding this hearing, in a time that many seem to be suffering from a
severe case of amnesia. At this Committee’s last meeting the minority lambasted the “Bush-Obama”
TARP plan that we are discussing again today. This hearing should serve to remind us that aggressive
intervention was necessary to prevent economic collapse in the fall of 2008, and that only the rigid anti-
government ideology of the Bush administration prevented this rescue from being executed more
effectively. Itis ironic that the minority would tag the President with the TARP slur when in fact it was
the Democratic Congress that demanded changes to the administration’s original TARP proposal that
have allowed the Treasury to wage a more effective economic stabilization campaign, and that it was
the minority’s opposition to a voting stake in banks that now makes TARP investments less transparent
and accountable. Although | voted against the second tranche of TARP funding, it is worth remembering
that Democratic intervention greatly improved the initial TARP legislation.

As s0 many members reminded Mr. Paulson at the last meeting, the Bush administration presented
Congress with a three page bill authorizing the Treasury to purchase “toxic assets,” removing subprime
mortgages and other liabilities from banks’ balance sheets. Upon receiving this ill-conceived bill, many
members of Congress (and economists) noted that it would be a more effective and accountable use of
taxpayer money to make direct equity investments in banks. As Nobel Prize-winning economist Paul
Krugman wrote in October of 2008:

What he [Paulson] should have proposed instead, many economists agree, was direct injection
of capital into financial firms: The U.S. government would provide financial institutions with the
capital they need to do business, thereby halting the downward spiral, in return for partial
ownership. When Congress modified the Paulson plan, it introduced provisions that made such
a capital injection possibie, but not mandatory. And until two days ago, Mr. Pauison remained

resolutely opposed to doing the right thing.

Fortunately, Congress insisted on allowing Treasury to make these direct equity injections in banks, in
addition to granting authority to purchase toxic assets, and former Secretary Paulson ended up using
that authority more frequently than he had originally planned. A week ago many in the minority party
expressed dismay that former Secretary Paulson used equity purchases as the primary means of
economic stabilization through TARP. This view suggests a profound lack of understanding about

economic policy.
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Surely the minority party will recall that the Bush administration categorically rejected many members’
efforts to allow equity injections with voting representation for the Federal government. Obvicusly a
voting stake in the banks receiving equity injections would give Congress and the American people more
oversight and control of funds invested through TARP. The same individuals who decried equity
investments in banks were of the party that explicitly rejected the very mechanism—a voting stake in

banks—that would provide far greater accountability and oversight of taxpayer investments.

Today it is quite easy to look back and claim that TARP was unnecessary, because the catastrophe it
helped avert has indeed been averted. With no disaster, the nihilists say, what was the need for TARP?
Recognizing the difficulty of conveying a nuanced view, | will attempt to propound one anyway: The
TARP represented a necessary economic intervention to prevent economic coflapse. it was more
effective because economists and members of Congress ensured that the Treasury could make direct
investments in banks rather than just buy toxic assets, but it was less effective than it could have been
because anti-government ideology of the Bush administration precluded the kind of oversight and

accountability that would have allowed taxpayers to monitor and recoup their investment more quickly.
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Questions for Neil Barofsky, Special Inspector General for the TARP:

Q: 1am one of many members who represent people who have lost hundreds of thousands of dollars on
their homes. Although there were certainly speculators who lost money when the housing bubble
burst, many homeowners also lost money simply because they happened to buy a house at the wrong
time. How many homeowners have been helped by the $50 billion invested through the Making Home
Affordable program in TARP, and what lessons can we learn about the application of this funding to
inform policy decisions that could both assist stressed homeowners today and avoid housing bubbles in
the future?

Q: It seems that over $300 billion in TARP funding has been invested directly in systemically important
firms through the Capital Purchase Program, Targeted Investment Program, and Systemically Significant
Failing Institutions program. If the Bush administration had not adamantly opposed giving the Federal
government a voting stake in banks in which it makes equity injections, what kind of oversight and

accountability capabilities might we have had that we do not have today?

Q: Bank of America is now attempting to back out of the Federal Reserve’s ring fencing arrangement
that involved an investment of $118 billion without paying the Federal government anything for the
financial benefits of having its assets backed by this ring fencing arrangement. If the Federal

government had acquired a voting stake in Bank of America, what other tools would we have had to

force BoA to return taxpayer funds on order with the benefits it received from ring fencing?
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or

Congresswoman Diane E. Watson
Oversight and Government Reform Committee

Tuesday, July 21, 2009
2154 Rayburn HOB
10:00 A.M.

“Following the Money: Report of the Special Inspector
General for the Troubled Asset Relief Program (SIGTARP)”

Thank you Mr. Chairman for holding today’s
important hearing on the release of the Special
Inspector General for the Troubled Asset Relief
Program, or SIGTARP’s third quarterly report and
first audit report on how recipients have used their
TARP funds. The Emergency Economic Stabilization
Act of 2008 (EESA) authorized the TARP program for
the dispersal of approximately $700 billion of federal
money to attempt to restore liquidity and stability to the

financial system.
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Section 121 of the EESA established SIGTARP to
provide stringent oversight of the TARP program in
conjunction with the Congressional Oversight Panel,
the Government Accountability Office, and Congress.
In this capacity SIGTARP is responsible for reviewing
the TARP-related activities of Treasury and relevant
Federal agencies, for overseeing recipient compliance
with their obligations under various TARP programs,
and for collecting information to present quarterly

reports to Congress.

While I am encouraged by the oversight efforts put
forth, troubling practices have been revealed. For
instance, after receiving $150 billion in direct assistance
and guarantees from the federal government it was

revealed that AIG used that money to pay
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counterparties to the derivatives trades that decimated
the insurance company at 100 cents on the dollar.
While in contrast the first bank, Old National, to buy
back the warrants attached to their federal loans
negotiated a deal with the Treasury to purchase them at
only 8% of their value, paying the taxpayers back at
what analysts estimate to be at least two to three times
less than the market value of such warrants which
represent the only upside for taxpayers on their risky

low-yielding investments in the financial sector.

With the unemployment rate at 9.5% nationally
and 11.4% in my district in Los Angeles it is crucial
that today’s hearing gives us an honest perspective into
the use of TARP funds. If the American people, who

are suffering profoundly in this economy, are to accept
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investing in the banking sector they deserve to know
how their money is being used, and when it will be

returned to them.

I would like to thank today’s witness for his
testimony and for the work his office has done
overseeing and scrutinizing the TARP program on

behalf of American taxpayers.

Thank you Mr. Chairman and I yield back my

time.
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MISSION

SIGTARP’s mission is to advance economic stability by promoting the
efficiency and effectiveness of TARP management, through transparency,
through coordinated oversight, and through robust enforcement against
those, whether inside or outside of government, who waste, steal or abuse
TARP funds.

STATUTORY AUTHORITY

SIGTARP was established by Section 121 of the Emergency Economic
Stabilization Act of 2008 (EESA). Under EESA, the Special Inspector General
has the duty, among other things, to conduct, supervise and coordinate audits
and investigations of the purchase, management and sale of assets under the
Troubled Asset Relief Program (TARP). In carrying out those duties, SIGTARP
has the authority set forth in Section 6 of the Inspector General Act of 1978,
including the power to issue subpoenas.

Office of the Special Inspector General
for the Troubled Asset Relief Program
General Telephone: 202.622.1419
Hotline: 877.5S1G.2009
SIGTARP@do.treas.gov
www.SIGTARP.gov
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In the nine months since the Emergency Economic Stabilization Act of 2008
("El ARP"Y, the
U.S. Department of the Treasury (“Treasury”™) has created 12 separate programs

SA™) authorized creation of the Troubled Asset Relief Program (¢

involving Government and private funds of up to almost $3 trillion, From pro-
grams involving large capital infusions into hundreds of banks and other financial

institutions, o & mortgage modification program designed to modily millions of

mortgages, to public-private partnerships using tens of billions of taxpayer dol-
Tars to purch:

unprecedented

evolved into a program of

cope, scale, and complexity, Moreover, TARP does not function

in a vacuum but is rather part of the broader Government efforts to stabilize the
financial system, an effort that includes dozens of inter-related programs operated
by multiple Federal agencies, Thus, before the American people and their vepre-
of TARP, not
only must the TARP programs themselves be understood, but also TARP's scope

sentativ

n Congress can meaningfully evaluate the effectiveness

and scale must be placed into proper contest with the other Government programs

designed to support the financial system. That is one of the ambitious goals of this
Teport.

In this report, the Office of the Special nspector General for the Troubled

sset Relief Program ("SIGTARP") endeavors to (i) explain the various TARP

programs and how Treasury has used those programs through June 30, 2009, (i)
provide a brief explanation of the numerous other Govermment programs that have
been implemented by Treasury and other Federal agencies to support the financial

and mortgage markets; {iff} describe what SIGTARP has done to oversee the vari-

ous TARDP programs since its April Quarterly Report to Congress, dated April 21,
2009 {the “April Quarterly Report™), and {iv) set forth a series of recommendations
for the operation of TARP.

TARP IN FOCUS, AND IN CONTEXT

TARP, as originally envisioned in the fall of 2008, would have involved the pur-

chase, management, and sale of up to $700 billion of “taxic” assets, primarily
(*MBS™). That framework v

soon shelved, however, and TARP funds are being used, or have been announced

troubled mortgages and mortgage-backed securities

10 be used, in connection with 12 separate programs that, as set forth in Table 1

on the next page, involve a total (including TARP funds, loans and guarantees from
other agencies, and private money) that could reach nearly $3 rillion. Through
June 30, 2009, Treasury has announced the parameters of how $643.1 billion of

the $700 billion would be spent through the 12 programs. Of the $643.1 billion

that Treasury has committed, $441 billion has actually been spent.

As massive and as important as TARP is on its own, it §s just one part of a much

broader Federal Government effort to stabilize and support the financial system.

eral Government, through

Since the ouset of the financial crisis in 2007, the Fe
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TABLE 1

has impl

many s

d dozens of

that are broadly desigred to

support the economy and financial sysiern. As detailed in Section 3 of this report,

the total potential Federal Government support could reach up to $23.7 trillion.

Any as

sment of the effectiveness or the cost of TARP should be made in the

context of these broader elforts. Section 3 also provides a tutorial on the Federal

Reserve System, which administers many of the non-TARP credit and tiquidity

facilities that are providing suppert to the linancial syster.

SIGTARE OVERSIGHT, AS OF 6/30/2008

Total Projected

Projected TARP

Program Brief Description or Participant Funding at Risk {$) Funding ($}
Capital Purchase Program ("CPP"} fnvestments in 649 banks to date; 8 institutions $218.0
total $134 billion; received $70.1 billion in capital ©r0.0)
repayments et
Agtomotive Industry Financing Program GM, Chrysler, GMAC, Chryster Financlal; recelved 79.3 793
{"AFP") $130.8 million in loan repayments (Cheysler
Financial)
Auto Supplier Support Program (ASSPT Government-backed protection for auto parts 5.0 50
stuppliers
Auto Warranty Commitment Program acked protection for es of 06 0.6
{"AWCF™) cars sold duting the GM and Chrysler bankeuptcy
restructuring periods
Unlocking Cradit for Small Businesses Purchase of securities backed by SBA loans 150 15.0
{UCSB™)
Systemically Significant Falling Institutions  AIG investrment 69.8 69.8
{"SSFN
Targeted lvestment Program [T} Citigroup, Bank of America Ivestments 400 40,0
Asset Guarantee Program (AGP™ Citigroup, ringfence asset guarantee 3010 5.0
Term AssetBacked Securiies Loan Facility  FREBNY nonvecourse loans for purchase of asset 1.000.0 80.0
{TALETY backed securities
Making Home Affordable ("MHA™) Program  Modification of mortgage loans 75.0 50.0
Public-Private nvestrient Program ('PPIP")  Disposition of legacy assets; Legacy Loans 500.0 - 1,000.0 75.0
Program, Legacy Securities Program
{expansion of TALF)
Capital Assistance Program {“CAP™} Capital to gualified financial institutions; includes 8D B0
stress test
New Progrars, or Funds Remaining for Potential additional funding refated to CAP; other 1314 1314
Existing Programs programs
Total $2,365.0 ~ $2,865.0 $699.0

Note: See Tabie 2.1 in Section 2 for riotes anvf sources related to the inforation contained it this table.
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QVERSIGHT ACTIVITIES OF SIGTARP

Since the April Quartexly Report, SIGTARP has been actively engaged in fulfill-
ing its vital lnvestigative and audit functions as well as in building its stafl and
organization.

SIGTARP's Investigations Division has developed sapidly and is quickly be-
agency. Through June 30, 2009,
SIGTARP has 35 ongoing criminal and civil investigations
mclude

coming a sophisticated white-collar investigative

These investi

gations

mplex i spected a

1es concerning s ounting fraud, securities fraud,

ider trading, martgage servicer misconduet, mortgage fraud, public corruption,
se and tax jnvestigations, Two of SIGTARP's inv

gations have

recently become public:

® Federal Felony Charges Against Gordon Grige: On April 23, 2009, Federal
felony charges were filed against Gordon B. Grigg in the U.S, District Court for

the Middle District of Tennessee, charging him with four counts of mail fraud

and four counts of wire fraud. The charges are based on Grigg’s role in embez-
zling approximately $11 million in client investment funds that he garnered
through false claims, including that he had jnvested $5 million in peoled client
funds toward the purchase of the TARP-guaranteed debt, Grigg pleaded guilty
ta all charges and is scheduled for sentencing on August 6, 2009,

FIC Action Against Misleading Use of “MakingtomeAffordable.gov’: On

May 15, 2009, based upon an action brought by the Federal Trade Commi

.

on
CFTCY), a Federal district court issued an order to stop an Intemet-based opera-
tion that pretended to operate “MakingHomeAffordable.gov,” the official website

s com-

of the Federal Making Home Affordable program. According to the FIC
plaint, the defendants purchased sponsored links as advertising on the results
pages of Internet search engines, and, when consumers searched for “making

home affordable” or similar search terms, the defendants’ ads prominently and

onspicuously displayed “MakingHomeAffordable.gov” Co who clicked
on this link were not directed to the official website, but were diverted to sites

that solicit applicants for paid loan modification services. The operators of these

s either purport to offer loan modification services themselves or sold

the victims' personally identil

ug information to others. SIGTARP is providing

istance to FTC during the investigation.

More than 50% of SIGTARP's ongoing fnvestigations were developed in whole
ar in part through tips or Jeads provided on SIGTARP's Hotline (877-$1G-2009
or accessible at wiwvw. SIGTARPgov). Over the past quarter, the SIGTARP Hotline
received and analyzed morve than 3,200 tips, running the gamut from expr

ons of
concern over the economy to serious allegations of fraud.

SIG
ARP. For example, the previously announced

RP remains committed to being proactive in dealing with potential frand
LE

k Force, which was



87

SPECIAL INSPECTOR GENERAL ! TROUBLED ASSET RELIEF PROGRAM

organized by SIGTARP to get out in front of any efforts to profit criminally from
the Term Assct-Backed Securities Loan Facility (“FALE"), has been expanded to
cover the Public-Private Investment Program ("PPIP"), In addition to SIGTARP,
the TALF-PPIP Task Force consists of the Inspector General of the Board of
Governaors of the Federal Reserve System, the Federal Bureau of Investigation,
‘freasury’s Financial Crimes Enforcement Network, U.$. Immigration and Customs
¥
Securities and Exchange Commis:
On the audit side, SIGTARP is in the proc
audits. SEGTARP will be issuing, at about the time of this report, its first formal
audit report concerning how recipients of Capital Purchase Progeam (“CPP"} hnds

forcement, the Internal Revenue Service Criminal Investigation Division, the

sion, and the LS. Postal Inspection Service.

first round of

of completing i

repotted their use of such funds. In February 2009, SIGTARP sent survey letters to
mote than 360 financial and other institutions that had completed TARP funding
agreements through January 2009, Although most banks reported they did not seg-

ge on a dollar-for-dollar basis, most hanks were able

regate or track TARP fund us

1o provide insights into their actual or planned [uture use of TARP funds. For some
respondents the infusion of TARP funds helped to avoid a “managed” reduction of
would have come to a

ARP funds to

pay off debts, or that they retained

their activities; others reported that their lending act

standstill without TARP funds; and others explained that they used”

acquire other institutions, invest in securiti

rve as a cushion against future lo Many survey responses also

the funds to 5
highlighted the importance of the TARP funds to the bank’s capital base, and

by extension, the impact of the {funds on lending. In light of the audit findings,
ceretary of the Treasury requive all

SIGTARP rencws its recommendation that the ¢
TARP recipients to submit periodic reports to Treasury on their use of TARP funds.
SIG

executive compensation restriction complance, controls over external influences

ARP also has audits neasing complotion examining the following issues:

on the CPP application process, selection of the first nine participants for funds
under CPP {with a particular emophasis on Bank of America), AIG bonuses, and
AIG counterparty payments. In addition, SIGTARP is undertaking a series of new

audits, as follow:

« PP Warrant Valuation and Disposition Process: The andit will seek to
determine (i) the extent to which financial institutions have repaid Treasur

investment under CPP and the extent to which the warrants associated with that
process were repurchased or sold; and (i) what process and procedures Treasury

has established to ensure the Government receives fair market value for the war-

follows a clear, consistent, and ohjective
process in reaching decisions where differing valuations of warrants exist. This
sional Oversight Panel

rants and the extent to which Treasu

audit complements a July 10, 2009, report by the Congre:
exarnining the wagrant valuation process.
Follow-up Assessment of Use of Funds by TARP Recipients: This audit will

examine use of funds by recipients receiving extraordinary assistance under the
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L

emically Significant Failing Institutions program, the Automotive Industry

Financing Program, as well as D recefving under
PR

Governance Issues Where U.S. Holds Large Ownership Interests: The audit,

°

being conducted at the request of Senator Max Baneus, will examine governance
issues when the U.S. Government has obtained a large ownership inferest ina
patticular institution, including: (i) What s the extent of Government involve-
ment in management of companies in which it has made sizeable investments,
including direction and control over such elements as governance, compensa-
tion,

pending, and other corporate decision making? (if} To what extent are
effectiver

management, internal controls, and monitoring in place to protect
and balance the Government's interests and corporate needs? {jii

e there per-

formance measures in place that can be used to track progress against long-term

goals and timeframes alfecting the Government's ability to wind down its invesi-

ments and di from these panies? (v} Is theve adeg transparency
to support decision making and to provide full disclosure to the Congress and the

pubic?

Status of the Government’s Asset Guarantee Program with Citigronp: The
audit ining the Government’s Asset G Program ("AGP") with

Citigroup, based upon a request by Representative Alan Grayson, will address

series of questions about the Government's guarantee of certain Citigroup as
through the AGP such

sebs

(i) Flow was the program for Citigroup developed? (i)

What are the current cash flows from the affected assets? and (i) What are the

patential for Josses to Treasury, the Federal Deposit Insurance Corporation, and
the Federal Reserve under the program?
Making Home Affordable Mortgage Modification Program: This audit will

examine the Making Home Affordable mortgage modification program to assess

.

the status of the prograr, the effectiveness of outreach efforts, capabilities of
loan servicers to provide services to eligible recipients, and challenges confront-
ing the program as it goes forward.

SIGTARP'S RECOMMENDATIONS ON THE QPERATION OF TARP

One of SIGTARP's oversight responsibiliti

i to provide recommendations to

ilitate effective
oversight and transparency and to prevent fraud, waste, and abuse. In Section 5 of
this report, SIGT:
and tracking use of funds and provides an update on the implementation of recom-

“Treasury so that TARP programs can be designed or modified to £

RP details ongoing recommendations concerning PPIP, TALE,

mendations made fn previous reports. Two categories of recommendation are worth
bigblighting at the outset:

Transparency in TARP Programs
Although Treasury has taken some steps towards improving transparency in TARP
Uiy failed 1o adopt ve fations that SIGTARP

programs, it has
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helieves are essential to providing basic transparency and {ulfill Treasury's stated
commitment to implement TARP “with the highest degree of accountability and
transparency possible.” With one new recommendation made in this report, there

are at least four such unadopted recommendations:

e Use of Funds Generally: One of SIGTARP's lirst recommendations was
that Treasury require all TARP recipients to report on the actual use of TARP
itigroup, Bank of America, and

funds. Other than in a few agreements (with C

AlG), Treasury has declined to adopt this recommendation, calling any such
SICTARP
ve that banks can provide meaningful information about

reporting “meaningless” in Hght of the inherent fungibility of mone

continues to belf

what they are doing with TARP funds ~ in particular what activities they
would not have been able to do but for the infusion of TARP funds. That bekief
has been supported by SIGTARP's first audit, in which nearly all banks were
able 1o provide such fnformation.

Valuation of the TARP Portfolio: SIGTARP has recommended that Treasury
TARP portfolio so that taxpayers can get

°

begin reporting on the values of it

regular updates on the financial performance of their TARP investments.
Notwithstanding that Treasury has now retained asset managers and is recefv-

. Treasury has not committed to

ing such valuation data on a monthly ba

providing such information except on the statutorily required annual bas

Disclosure of TALF Borrowers Upon Surrender of Collateral: In TALL,
the loans are non-recourse, that is, the lender (Federal Reserve Bank of New
York) will have no recourse against the borrower beyond taking possession of
1} Under the

program, should such a collateral surrender occur, TARP funds will be used

the posted collateral (consisting of asset-backed securities (“ABS

to purchase the surrendered collateral, In tight of this use of TARP funds,

SIGTARP has recommended that Treasury and the Federal Reserve disclose

the identity of any TALF borrowers that fail to repay the TALF loan and must

surrender the ABS collateral,
Regular Disclosure of PPIF Activity, Holdings, and Valuation: In the PPIP

Securities Program, the taxpayer will be providing a substantial portion

Legac
of the funds {contributing both equity and lending) that will be used to pur-

. SICTARP
; holdings, and valuations of assets of
Not ont

quired as a matter of basic transparency i light of the billions of taxpayer dol-

chase toxic assets in the Public-Private Investment Funds ("PPIT;

is vecommending that all trading activi

hould this disclosure be re-

the PPIFs be disclosed on a timely b

stated

lars at stake, but such disclosure would also serve well one of Treasury’

veasons for the progeam in the first instance: the promotion of “price discoveny”

in the i

iquid market for MBS, Treasury has indicated that it will not require

such disclosure,




90

QUARTERLY REPORT TO CONGRESS { JULY 21, 2009

Although SIGT:
parency interests, ou one hand, with ihe intevests of the participants and the desire

RP understands Treaswury's need to balance the public’s trans-

10 have wide participation in the programs. on the othen, Treasury's default position

should always be to require more disclosure rather than less and to provide the

investors in TARP - the American taxpayers - as rauch information about what

is being done with their money as possible. Unfortunately, in rejecting SIGTARP's

basic transparency recommendations, TARP has become a program in which

taxpayers (i} are not being told what most of the TARP recipients are doing with

their money, (i) have still not been told how much their substantinl investments are

worth, and (i) will not be told the full details of how their mone
In SIGTARPS

chance of success) depends on whether Treasury will comurit, i deed as in word,

is being jnvested,

iew, the very credibility of TARP (and thus in large measure its

to operate TARP with the highest degree of transparency possible.

imposition of Information Barriers, or “Walls,” in PPIP

In the April Quarterly Report, SIGTARP noted that contlicts of interest and col-
lusion vulnerabilities were juherent in the design of PPIP stemming from the fact
that the PPIF managers will have significant power to set prices in a largely iHliquid

market, These vulnerabilities could result in PPIF managers having an incentive

o overpay significantly for assets or otherwise using the vatuable, proprietary PPIF

rading information to benefit not the PPIE but rather the manager’s non-PPIF

s a tesult, SIGTARP made a series of recommendations in the
April Quarterly Report, including that Treasury should fmpose strict conlicts of
interest rules,

Since the April Quarterly Report, Treasury has worked with SIGTARP to address
the vainerabilities in PPIP, and SIGTARP made a series of specific recommenda-
tians, suggestions, and comments concerning the design of the program. Treasury
adopted many of SIGTARP's suggestions and has developed numerous provisions
that make PPIP

ar better from a compliance and anti-fraud standpoint than when
initially announced.

the program wa

However, Treasury has declined to adopt one of SIGTARP's most fundamental

recommendations - that Treas

1y should require fmposition of an informational
bartier or “wall” between the PPIF fund managers making fnvestment decisions on
behalf of the PPIF and those employees of the fund management company who
manage non-PPIF funds. Treasury has decided not to impose such a wall in this
instance, despite the fact that such walls have been imposed upon asset manag-

ers in similar contexts in other Government batlout-related programs, including by

“Treasury itself in other TARP-related activities, and despite the fact that three of
the nine PPIF raanagers alveady must abide by similar walls in their work for those
other programs.

i nothing else, the reputational risk that Treasury and the program could face

if'a PPIF manager should generate massive profits in its non-PPIF funds as o vesult
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of an unfair advantage, even it that advantage is not strictly against the rules, justi-
fies the imposition of a wall. Failure to impose a wall, on the other hand, will leave
that

Treasury is using TARP to pick winners and losers and that, by granting certain firms

Treasury vulnerable to an accusation that has already beon leveled against it -

the PPIF manager status, it is benefitting a chosen few at the expense of the dozens
of firms that were rejected, of the market as a whole, and of the American taxps

This reputational risk is not one that can be readily measured in doflars and cents,
but is rather a risk that could put in jeopardy the fragile trust the American people
have in TARP and, by extension, their Government.

STGTARP also makes additional recom-
spects of PPIP

In addition to these recommendatior

raendations, described in more detail in Section 3, concerning other

and concerning the use of ratings agencies in TALE

REPORT ORGANIZATION

“The report is organized as follows:

® Section 1 describes the activities of SIGTARP.

* Section 2 describes how Treasury has spent TARP funds thus far and contains
an explanation or update of each pragram, both implemented and recently
announced.

® Section 3 places TARP in the context of the broader bailout efforts by sum-
marizing multiple other Government programs that support the financial system
and the economy.

¢ Section 4 describes the operations and administration of the Office of Financial
Stability (“OFS8™), the office within Treasury that manages TARP.

.

Section 3 lays out SIGTARP's recommendations to Treasury with respect to the
operation of TARE.

® The report also includes numerous appendices containing, among other things,
figures and tables detailing all TARP investments through June 36, 2009,

The goal is to make this report a ready reference on what TARP is and how #t

indable as

been used to date. In the interest of making this report as undes

ssible, and thereby furthering generat transparency of the program itself, certain
technical terms are highlighted in the text and defined in the adjacent margin, In ad-
dition, portions of Sections 2 and 3 are devoted to tutorials explaining the financial
terms and concepts necessary to obtain a basic understanding of the programs’

aperations.
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SIGTARP'S CREATION AND STATUTORY AUTHORITY

Emergency Economic Stabilization Act

The Office of the Special Inspector General for the Troubled Asset Relief

Program ("SIGTARP™) was created by Section 121 of the Emergency Economic
Stabitization Act of 2008 {* ). Under EE

among other things, to conduct, supervise, and coordinate audits and vestiga-

SIGTARP has the responsibility,

tions of the purchase, management, and sale of assets under the Troubled Asset

Relief Program (“TARP™). SIGTARP is required to report quarterly to Congress to
describe SIGTARP's activiti
that preceding quarter. EESA gives SIGTARP the anthorities listed in Section & of

s and to provide certain information about TARP over

the Inspectar General Act of 1978, including the power to obtain documents and

other information from Federal agencies and to subpoena reports, documents, and

other information from persons or entities outside of Government, EESA provided
SIGTARP with an initial allocation of $50 million to fund its operations.
The Special Inspector General, Neil M. Barofsky, was confirmed by the Senate

on December 8, 2008, and sworn into office on December 15, 2008.

SIGTARP Act

On April 24, 2009, the President signed into faw the Special Tnspector General for
the Troubled Asset Relief Program Act of 2009 (the “SIGTARP Act” or the "Act™,
ESA as follows:

which amends

®

provides SIGTARP the authori

with limited exceptions, to conduct, supervise,

and coordinate audits and investigations into any actions taken under I

makes clear that SIGTARP can undertake Jaw enlorcement functions without
Brst obtaining Attorney General approval
o gives SIGTARP the responsibility to coordinate and

spectors general on oversight of

with other in-

¥

RP-related activities

clarifies that SIGTARP's quarterly reports are due 30 days after the end of a fis-

cal quarter

provides SIGTARP with the ability to hire up to 25 Federal retirees, without off~
set of their pension, and, for six months, the authority to hire Federal employees
under 5 U.S.C. § 3161, which gives employees a right to return to their original

agencies once SIGTARP no longer exi

-

requires the Treasury Secretary to take steps to address deficiencies identified by
SIGTARE or certify
mandates that SIGTARP shall provide a report to Congress, by September 1,

to Congress that no action is necessary or appropriate

®

2009, on how TARP recipients have used TARP funds

.

releases SIGTARP's $50 million allocation for immediate use
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SIGTARD believes that the Act makes clear that # has the authorities it needs
to fulfill its mission and will significantly improve its ability to attract and hive expe-
rienced Government auditors and investigators,

Ensign-Boxer Amendment
On May 20, 2009, the President signed into law the Helping Families Save Their
ot of 2009, Public Law No. 111-22. Section 402 of this legislation (the

“Ensign-Boxer Amendment”) is named alter two of its co-spos

Home
sors, Seuators John

Ensign and Barbara Boxer. The Ensign-Boxer Amendment, consistent with recom-

mendations made in SIGTARP's Quarterly Report to Congress, dated April 21,

2009 {the “April Quarterly Report™), requires the U.S. Department of the Treasury
(“Treasury”), in implementing its Public-Private Investment Program ("PPIP™), to:

impose, in consultation with SIGTARP, strict conflicts-of-interest rufes on
Public-Private Investment Fund (“PPIF") managers to ensure arm's-length
transactions, compliance with fiduciary duties, and full disclosure of relevant

facts and financial interests

®

require PPIF managers to file quarterly reports, disclosing the 10 largest posi-
tions of the fund

provide for SIGTARP access to PPIF manager haoks and records

compel PPIF managers to retain all of their books and records

require PPIF managers to acknowledge, in writing, that they owe fiduciary du-

ties to the public and private investors in the fund

provide that PPIF managers must develop robust ethics policies and ensure

compliance with the same

compel PPIF managers to develop and implement strict invesior screening

procedures

require PPIF managers periodically to identify each investor that divectly or
indirectly owns 10% or more of the fund

consult with SIGTARP and iss
with the Term

verning the interaction of PPIP

1e regulations

et-Backed Securities Loan Facility ("TALF") and other similar

public-private investment programs

discussed later in this section and in detail in Section 5 of this report,

SIG
Treasury concerning the design of PPIP. For more detail on PPIP operations,

fons with

TARP has, consistent with this statute, engaged in a series of disci

see the “Public-Private Investment Program” discussion in Section 2: “TARP
Overview.”
The Ensign-13 A } alse made available to SIGTARP an additional

$15 mitkion, but directed that SIGTARP, in expending such funds, prioritize per-

formance audits and investigations of recipients of non-recourse loans made under
A, SIGTARP believes that the Ensign-Boxer

any program that is funded by FE:
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Amendment will assist SIGTARP to fulfill its mission under FESA and that it will
substantially fmprove the controls of PPIP and make it less susceptible to fraud,

waste, and abuse,

Fraud Enforcement Recovery Act

Also on May 20, 2009, the President signed into law the Fraud Enlorcoment
Beonvery Act . Section 2(d) of FE
amends 18 U.S.C. § 1031, entitled “Major Frand Against the United States
clarifying that any fraud related to efforts to obtain Federal financial assistance or

W0, Pablic Law No. 1142

by

economic stimulus made available pursuant to EESA invokes the application of
criminal remedies under that section. SIGTARP helieves that section 2(d) of FERA

will thus enhance deterrence and assis

in the prosecution of persons who are

inclined or attempt to defraud the programs implemented under

SIGTARP'S OVERSIGHT ACTIMITIES SINCE THE
APRIL QUARTERLY REPORT

SIGTARP has continued to fulfill its oversight role in muldiple parallel tracks: from
making recommendations relating to preventing fraud and abuse prospectively; to
auditing aspects of TARP both inside and outside of Government; to investigating
allegations of fraud, waste, and abuse in TARP programs; to coordinating closely
in TARP

with other oversight bodies; all the while trving to promote transparency

programs,

Providing Advice on Compliance and Fraud Prevention

To hurther its goal of fmproving prospectively the compliance and fraud prevention

aspects of TARP programs, SIGTARP has pred to establish and maintain

regular lines of fcations with the 1 primarily responsible for run-
ning TARP, including those working within Treasury’s Office of Financial Stability

{*OFS”) and within other agencies who manage TARP-related programs or activi-
ties, including the bank regulators, the Federal Reserve Board, and the Federal
Reserve Bank of New York ("FRBNY", as follows:

.

SIGTARP personnel generally receive briefings concerning cach new TARD

initiative and new developments in implemented programs when nee

The Special Inspector General and Deputy Special Inspector General typically
meet weekly with the head of OFS, OF8s (

General Counsel to discuss ongoing fssues and new developments.

hicf Compliance Officer, and OFS's

-

SIGTARP has established regular communication with officials from the
Federal Reserve System (staff from the Federal Reserve Board of Governors and
FRBNY) in connection with the Federal Reserve TARP-related programs.

cted to expahd:théﬁgpa

Justice's authority to prose:

icf the economic erisis
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Generally, Treasury and the other agencies have been cooperative in making
their personne] available to SIGTARP and have responded to SIGTARP's requests
for documents and information.

SIGTARP has endeavored, to the extent it has had an opportunity, 1o examine

the planned framework for TARP initiatives before their terms are finalized and to
fations designed to advance sight and internal controls and
Since the April Quarterly

Report, SIGTARP has made sach recommendations with regard to PPIP's Legacy

make r

prevent fraud, wi

ste, and abuse within the programs

Securities Program, among others.

Recommendations Regarding the Legacy Securities Program

As discussed more fully in Section 2 of this report, in PPIP's Leg

Securities

Program, private fund managers will huy and manage porifolio
gage-hack fos (ATRS" with equity i
TARP funds. In the Aptil Quarterly Report, SIGTARP identified several potential
vulnerabilities in the basic structure of PPIP and made a series of recommenda-

ing of both private capital and

tions addressing such vulnerabilities in the areas, among others, of conflicts of

interest, collusion, money laundering, and how PPIP would interact with TALE.

ent with the Ens

Cons

n-Roxer Amendment, SIGTARP and Treasury have
engaged in an active dialogue concerning the compliance and anti-fraud provisions
of the L

consulted extens

gacy Securities Prograr. Tn light of those discussions, and after SIGTARP

oly with the Federal Reserve and FRENY (which administers
several programs in which asset managers are retained fn similar circumstances),
SIGTARP made a series of additional reconumendations in two letters to Treasury,
As discussed in more detail in Section 5 of this report, Treasury has adopted many

of SIGTARP's recommendations, niaking the program far better from a compli-
ance and fraud-prevention standpoint. However, Treasury has not adopted several
fund ally important rec dations, including the need for an information

barrien, or “wall,” between those managing the PPIP funds and those managing

portfolios of simila ts at each fund management company.

SIGTARP Audit Activity
To fulfill SIGTARP's mandate ta promote the economy, efficiency, and effectiveness
of TARP prog

aspects of

ams and operations, SIGTARP's Audit Division has identilied several

RP — some internal to Treasury and some external ~— that will be the
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general focus of its work, SIGTARP's andits generally will be designed to accom-

plish these objectives:

ensure transparency i TARP programs to the fullest reasonable extent to foster
accountability in use of funds and program results

*

examine whether Treasury managers have developed sufficient interal controls
and procedures to manage TARP pragras and the vendors hired to assist in

such management

»

ensure a fafr, equitable, and consistent application and review process for indi-

viduals and entities secking refief under the various TARP programs

test compliance with the policies, procedures, regulations, terms, and conditions

that are imposed on TARP participants

®

coordinate with other relevant audit and ove)

ight entities to maximize aucit

of efforts

coverage while minimizing overlap and dupli

SIGTARP's First Completed Audit: Use of Funds
St
port, concerns how recipients of Capital Purchase Program (“‘CPP") funds reported
Tn February 2009, SIG
than 360 financial and other institutions that had completed TARP funding agree-

ARP's first audit report, which is being released at or about the time of this re-

their use of such Funds

ARP sent survey letters to more

ments through January 2009. In response to those surveys, although most banks
reported that they did not segregate or track TARP fund usage on a dollar-for-doftar
basis, they were able to provide insights into their actual or planned future use of
YARP funds. Over 98% of survey recipients reported their actual uses of TARP
funds. Highlights of the audit include:

®

More than 80% of respondents cited the use of funds for lending; some reported
how it helped them avoid reduced lending, Many banks reported that fending
would have been fower without TARP funds or would have come to a standstill.

Mare than 40% of respendents reported that they used some TARP funds to

help maintain the capital cushions and rescrves requived by their banking regu-

fators to be able to absorb unanticipated logses.

a third of the respondents reported that they used some TARP funds to
invest in MBS, s
Ma
activities of other banks and po:

ch as those backed by Ginnie Mae, Fannie Mae, and Freddie

These actions provided immediate support of the lending and borrowing

itioned the banks for increased Jending later.

A smaller number reported using some TARP funds to repay outstanding loans
~ some because the TARP funds were a more cost-effective source of fonds
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than their outstanding debt and some because of pressure from a creditor to use
the funds for that purpose.
Several banks reported using some TARP funds to buy other banks. One re-

Y

ported that this was a cost-effective way to acquire additional depesits that, in

wurn, would facilitate an even greater amount of lending,

Some banks reported that they had not vet affocated funds for lending and other

activities due to the short time elapsed since the receipt of funds, the weak
demand for credit, and the uncertain economic environment,

As discussed further in Section 5 of this report, in light of the audit findings,

SIGTARP renews its recommendation that the Secretary of the Treasury (*Treasury
Secretary”) require all CPP recipients to submit periodic reports to Treasury on

their use of TARP funds, including reports on their Jending, investments, acquisi-

tions, and other act
TARP funds.
result of TARP funding.

s that were supported by ot resulted frons their receipt of

s well as a description of what actions they were able to take as 2

Audits Nearing Completion
Several additional audits are nearing completion, and SIGTARP plans to issne
reports on the following audits over the next quarter:

RP's

ARP recipients, examines evolving exccutive compensation require-

* Executive Compensation Compliance: This audit, also based on SIG

survey of
ments during the first nine months of TARP and efforts of CPP recipients to
comply with the requirements as known at the time. This report is expected to

be issued in August 2009,

»

External Influences: This audit examines whether, or to what extent, external

parties may have influenced decision making by Treasury or bank regulators in

approving bank applications for funding under GPP, This report is also expected
tobe i

Funding of the First Nine TARP Recipients, with a Special Focus on

ued in August 2009,

°

Bank of America: This audit examines the review and approval process associ-
ated with TARP as
ance to Bank of America subsequently authorized under the
geted Investment and the Asset Guatantee Programs (“TTP” and “"AGP").

tance to the first nine CPP recipients, with emphasis on
additional a

The audit also examines selected

ssues and interactions among Treasury,

Federal Reserve, and Bank of America officials in connection with Bank of

America’s acquisition of Merrill Lynch and the timing of Government assistance

under the latter two programs following the acquisition. This report is expected

to be issued in September 2009,
e Executive C ion Oversight (AIG B ): This audit
payouts of large bonus payments to American International Group {("AIG")
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employees in March 2009, including the extent of knowledge and oversight of
FRBNY in light of their respective

AlG compensation issues by Treasury and
programs involving AIG. This report is expected to be issued in September 2009.
AIG Counterparty Pay This audit ines pay s made to AIG

amount of financial assis-

counterparties, AIG, which has received the Jargest
, reportedly made

tance from the Government during the current financial crisi:
counterparty payments at 100% of face value to other financial institutions,
fucluding some foreign institutions and other financial institutions that had
received financial assistance under TARP. Questions exist whether any efforts

were made to negotiate any reduction in those payments. This report is expected

1o be issued i September 2009.

New Audits Underway or Planned
SIGTARP has a number of recently anmnounced audits and several others are

announced audits includ

planned. Recent)

¢ CPP Warrant Valuation and Disposition Process: This audit secks to deter-
institutions have repaid Treasury's invest-

mine (i) the extent to which financi
ment under CPP and the extent to which the warrants associated with that

process were repurchased o sold; and (i) what process and procedures Treasury

established to ensure that the Government receives fair market value for

ha
the warrants, and the extent to which Treasury follows a clear, consistent, and

uations of warrants

objective process in reaching decisions wheze differing va

exist. This audit complements a Congressional Oversight Panel (“COP”) report
released on July 10, 2009, that examines the warrant valuation proce
Follow-up Assessments of Use of Funds by TARP Recipients: This audit fol-

es on use of funds by

I p

s

Tows up on SIGTARP's earlier use of funds audit. it foc

reciplents recefving extraordinary assi under the Sy

Failing Institutions ("SSFI”) program, the Automotive Industry Pinancing

istance under

Pragram (“AIFP"), as well as insurance companics receiving as
CPP. This review seeks to provide a more complete picture of use of funds
across a broader category of recipionts to meet a Congressional mandate for a
SIGTARP report on use of funds by TARP recipients.

Governance Issues Where U.S. Holds Large Ownership Interests:

»

SIGTARP recently received a request from Senator Max Baucns, Chairman
of the
ing the followin,

Senate Coramittee on Finance, to undertake a body of work examin-

issues: (i) What is the extent of Government involvement in

izeable investments, including

management of companies in which it has made

direction and control over such elements

governance, compensation, spend-

ing, and other corparate decision making? (i) To what extent are effective risk

management, nternal controls, and monitoring in place to protect and balance
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the Government's interests and corporate needs? (i) Are there performance
measures in place that can be used to track progress against long-term goals
and timeframes affecting the Government's ability to wind down its investments
and disengage from these companies? (iv) Is there adequate transparency to
support deciston making and to provide full disclosure to Congress and the
public? SIGTARP is currently engaged in discussions and planning with the

Government Accountability Office ("GAO") directed toward a potential joint or
‘ 1

ing this request.

v effort in

°

Status of the Government's Asset Guarantee Program with Citigroup: This
review, recently requested by Representative Alan Grayson, addresses a serfes of
questions about the Government's guarantec of certain Citigroup assets through
the AGP such as: (i) How was the program for Citigroup developed (i) What
are the current cash flows from the affected assets? (iif) What is the potential

Y, and

for losses to Treasury, the Federal Deposit Insurance Corporation (“FDIC
the Federal Reserve under the program? SIGTARP expects to launch a review of
this program during this coming quarter.

»

Making Home Affordable Mortgage Modification Program: According

to Treasury, approximately three to four million homeowners could benefit

from the Making Home Affordable ("MHA") mortgage modification program.

SIGTARP plans to launch a broad review during this coming quarter fo asses

of

the status of the program, the effectiveness of outreach efforts, capabilities
loan servicers to provide services to eligible recipients, and challenges confront-

ing the program as it goes forward,

SIGTARP Investigations Activity
SIGTARP's Investigations Division has developed rapidly and is quickly becoming a
tigative agency. Through Junc 30, 2009, SIGTARP

35 ongoing criminal and civil inv

sophisticated white-collar fnv

has opened 37 and ha

estigations. These investi-

gations include complex issues concerning suspected accounting fraud, securities

[raud, nsider trading, mortgage servicer misconduct, mortgage fraud, public

T

statement

ruption, fal and tax investigations. Twa of SIGTARP's investigations

have recently hecome public.

Felony Charges Against Gordon Grigg

On April 23, 2009, Federal felony charges were brought against Gordon B. Grigg in
the U.5, District Cowrt for the Middle Di
four connts of mail fraud and four counts of wire fraud. The charges are based on

ict of Tennes

ce, charging Grigg with

1 million in client investment funds.

Grigg's role in embezzling approximately

Grigg pled guilty to all charges and is scheduled for sentencing on August 6, 2009,

According to public documents, Grigg solicited approximately 60 investors to

invest funds totaling approximately $11 million. Grigg never purchased securities
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or managed accounts for clients who invested funds with him: instead, he used
the investor funds for his personal benefit and expenses and to disburse “ficti-

tious” earnings and return of deposits to clients who cashed out or closed their
accounts, As an inducement for clients to invest, Grigg promised that he would

generate and sustain high rates of annualized returns on investment, and, :

s part
aof his solicitation, he falsely claimed that he had the ability to invest client fands
in Government-guaranteed commercial paper and bank debt as part of TARP.

SIGTARP investigate
United

and Exchange Conmi:

provided a e in coordination with the

States Attorney's Office for the Middle District of Tennessee, the Securities
5! gation ("FBI),
the United States Postal Inspection Service ("USPIS™), the Tennessee Department

don (“SEC™), the Federal Bureau of Tovesti

af Coramerce and Insurance, and the Franklin, Tenvessee, Police Departinent.

Supporting FTC's Action Enjoining Improper Use of
“MakingHomeAifordable.gov"

On Friday
a Federal district court issued an order to stop an Interet-based operation that pre-

ay 13, 2009, at the request of the Federal Trade Cormi:

tended to operate “MakingHomeAlfordable.gov,” the official website of the Federal

MHA progeam for mortgage loan assistance. The FTC alleged that the defendants

deceptively diverted consumers who searched online for the free Government-

stance program to commercial websites that offer loan modification services for

afee.

According to the F

7s complaint, the defendants purchased sponsored links
for their advertising on the results pages of Internet search engines, including
yahoo.com, msn.com, altavista.com, and alltheweb.com. When consumers
searched for “making home affordable” or similar search terms, the defendants’ ads

prominently and conspicuausly displayed the website address “makinghomeafford-

ablegow” Consumers who clicked on this advertised hyperlink were not directed to

the official website for the MHA program, but rather were diverted to websites that

solicit applicants for paid loan modification services, These commercial websites,

which are not part of or affiliated with the U5, Government, require consumers to

enter personally identifying and confidential financial information. The operators of
these websites either purport to offer loan modification services themselves or sell

the personally identifying information to others.

The FIC filed an emergency request for a temporary restraining order in the
8 il Case No. 1:09-¢v-00894
(CKK). Judge Colicen Kollar-Kotelly entered a temporavy restraining ordes, barring

3. Distriet Court for the District of Columbia, C

the defendants from using the “Mak

ngHomeAffordable.gov” hyperlink or repre-
senting that they are affiliated with the U.8. Government. The order also requires
the four search engine providers to identify those who paid them to place the

ads and to refuse to place paid ads that contain active hyperlinks that are labeled
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akingHomeAtfordable.gov” or any other domain name containing “.gov”

ARP is providing assistance and support to the FTC during the

investigation.

SIGTARP Hotline

One of SIGTARP's primary investigative priorities

SRP
ilitate the re-

is to operate the SIG
e with the American public to &

Hotline and thus provide an interts

porting of concerns, allegations, information, and evidence of violations of criminal

and civil laws in connection with TARP. Over the past quarter alone, the SIGTARP

Hotline has received and analyzed more than 3,200 contacts on the Hotline. These
contacts run the gamut [rom expressions of concern over the economy to serious
RP's investiga-
ARP Hothine is

capable of receiving information anonymously, and confidentiality can and will be

allegations of fraud involving TARP, and more than half of SIGT:

tions were generated in connection with Hotline tips, The S1G7

provided to the fullest extent possible. The American public can provide informa-

tion by telephone, mail, fax, or online. Sk RP has established a Hotline con-

nection on its website at w8} RP.gov. SIGTARP honors all whistieblower

protections.

TALF-PPIP Task Force
In a proactive initiative to get out in front of any efforts to profit criminally from
the up to $1 trillion TALF progeam, SIGTARP organized a multi-agency task force

1o deter, detect, and investigate any instances o fraud or abuse in TALF. Tn con-

nection with the announcement of the Financial Stability Plan (*FSP”), Treasury
announced the outlines of PPIP to deal with the problems posed by “toxic” legacy
mortgages and MBS, The PPIFs set up through PPIP will be able 1o use TALF 10
abtain Federal Reserve financing to purchase such assets. Because of the expected
use of TALF by PPIP and the significant subject-maiter overlap, SIGTARP and its
partners have expanded the TALF Task Force 1o also address the Jaw enforcement
posed by PPIR.

“The TALF-PPIP Task Force, comprising both civil and criminal law enforce-

challenges

ment agencies, with both investigative and analytical resources, demonstrates
that the agencies involved are meeting that challenge proactively and hefore the
ARP, the TALF-PPIP
Task Force consists of the Inspector General of the Board of Governors of the

bulk of the money has been expended. In addition to SIG

 Crimes Enforcement Network:

Pederal Reserve System, FBI, Treasury'’s Finand
), nternal

and the USPIS,
The members of the TALF-PPIP Task Force combine their shared expertise in

LS. b

ation and Customs Enforcement {("IC

Revenue Service Criminal Investigation Di

securities fraud investigations and maximize their resources to deter potential

criminals, to identify and stop fraud schemes before they can fully develop, and to
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bring to justice those who seek to coramit fraud through TALF or PPIP, Although
participants of these programs who play by the rules have nothing to fear from this
Task Foree, Federal law enforcement is ready now to detect, investigate, and bring

to justice any who would try to steal from these important programs.

Representatives from cach agency participate in regular briefings about TALF
and PPIP, collectively

5

and serve as points of contact within each agency for leads relating to TALF and

identif

areas of fraud vulnerability, engage in the training of

agents and ana with respect to the complex issues surrounding the program,

k Foree ha

any resulting cases that are generated. The TALE-PPIP already

received substantive bricfings from FRBNY, Treasury, and SEC and has further

training sessions scheduled.
The TALE-PPLP Task Force represents # histaric kaw enforcement effort
with an ambitious goal: to redefine the policing of conplex Federal Government

programs by proactively arranging a coordinated law enforcement response before

[raud oceurs.

Coordination with Law Enforcement Agencies

As part of i

s coordination role, $1G

RP has been active in forging partnerships

with other criminal and civil law enforcement agencies. These relationships are de-
signed to benefit both investigations originated by other agencies, when SIGTARP

expertise can be brought to bear, and SIGTARP's awn investigations, which can be

fmproved by tapping into additional resources. In this regard:

o SIGTARP has continued to develap close working relationships with the FB,
IRS-C1, USPIS, ICE, SEC, and the FIC, both with cach agency’s headquarters
and various field offices.

SIGTARP has brought on a full-time detailec from the FBY's Washington Field
Office ("WFO™) to work on 816"
with the FBI-WEO,

The Speci

ABP tnvestigations and to serve as a liaison

! Inspector General and Deputy Special Inspector General recently
met with SEC's new Chief of the Enforcement Division and SIGTARP has

several ongoing investigations with SEC.
o SIGTARP s fn the process of bringing on board a detailee from SEC to assist fn
SIGTARP investig
SIGTARP has continued to develop relationships with the Department of

tions and to serve as a Haison with SEC.

.

Justice ("DOJ™, both at Main Justice and with U.S, Attorney’s Offices across

the country, concemning both criminal and civil enforcement, and s currently

waorking with various DOJ components on many of its open investigations. The
Special Inspector General recently gave the keynote address at DOJ/FDIC an-

nual conference on bank fraud.




105

SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

*  SIGTARP continues to coordinate with more than a dozen States Attomeys
General,

SIGTARP's Deputy Special Inspector General for Investigations established
the As:
Working Group. Its objective is to provide an active forum for heads of investiga-

stant Inspector General for Investigations (“AIGI™) TARP Interagency

tive divisions within the lnspector General ("IG™) community and other law en-
s in some way affiliated with TARP,

forcement agencies whose agency mission

to coordinate and share relevant investigative information at the national level.

with the New York High Intensity Financial
SIGTARP with two dedicated
Agent from ICE, to provide da-

SIGTARP continues to work closel
Crime Area ('NY HIFCA™ NY HIFCA provid:
financial analy:
tabase search and analytical support, and the Special Inspector General recently

s, supervised by a Senior Special

gave the keynote address at the NY HIFCA's annual conference. This refation-
ship has already generated several complex ongoing investigations.

SIGTARP obtains acc Secrecy Act (31 US.CL § 5311 ef seq:) data-
base services through FinCEN. SIGTARP is working with FinCE
an advisory regarding TARP programs that will be sent to thousands of financial

ant

$ to develop

and SIGTARP's Deputy Special Inspector General gave 2 presenta-

Bank

institution

tion at FinC ecrecy Act Working Group annual meeting,

Coordination with Other EESA Oversight Bodies

, as led, is explicit in Jating that SIGTARP coovdinate audits and

investigations into TARP with the other primary oversight bodies: the Financial
Stability Oversight Board (‘FSQB™), COP, and GAO, Numerous other agencies,
both in the IG community and among criminal and civil law enforcement agencies,
ARP as well, SIGTARP takes seri-

ausly its mandate to coordinate these overlapping oversight responsibilities, both to

potentially have responsibilities that touch on

ensure maxi coverage and to minimize duplicative requests of TARP manag-

ant success on this

ers. SIGTARP and its partners have continued to have signific
{ront since the April Quarterly Report, These coordination efforts include:

®  bi-weekly conference calls with stall from FSOB
® regular meetings with staff from COP and the Jaunching of a complements

cffort to address Treasury's repurchase of warrants from TARP recipients

frequent interactions with GAQ to coordinate ongoing and planned work to

ary duplication of elforts and to better facilitate their indi-

avoid any unnec

vidual responsibilities
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TARP-IG Council

Due to the scope of the various programs under TARP, numerous Federal agen-

cies have some role in administering or overseeing TARP programs. To further
facilitate SIG

chaits the TARP Inspector General Council {“TARP-G Coune

ARP’s coordination role, the Special Inspector General founded and

), made up of

the Comptroller General and those 1Gs whose oversight functions are most likely
to touch on TARP issues, The Council meets monthly to discuss developments in
TARP and to coordinate overlapping audit and investigative issues. The TARP-IG

Council currently compris

¢ “The Special Inspector General

* Iaspector General of the Department of the Treasury

* Inspector General of the Board of Governors of the Federal Reserve System
®  Inspector General of the Federal Deposit fnsurance Corporation

© Inspector General of the Securities and fxchange Conunission

o Inspector General of the Federal Housing Finance Agency

o Inspector General of the Department of Housing and Urban Deselopment
o ‘Treasury Inspector General for Tax Administration

o Inspector General for the Small Business Administration

*  Comptrolfer General of the United States (head of GAO) or designee

Communications with Congress
One of SIGTARP's primary functions is to ensure that Members of Congress

are
kept mformed of developments in TARP programs and SIGTARP's oversight activi-
tes. To fullill that role, the Special Tnspector General and SIGTARP staff regularly
brief Members and staff. More formally, over the past quarter, the Special Inspector
General testified before the Joimt Economic Committee (“JEC”) on April 23,

2009, entitled “Following the Money: A Quarterly Report by the Special Inspector
General for the TARP.” the testimony focused on the findings and recommenda-
tions of SIGTARP"

General's written testivoony, hearing transeripts, and a vark

April Quarterly Report. Copies of all of the Special laspector
of other materials

associated with Congressional hearings sinee SIGTARP's inception are posted at
www SIGTARP govireports.

BUILDING SIGTARP'S ORGANIZATION

From the day that the Special Inspector General was confirmed by the Senate,
SIGTARP has worked to build its organization through various complementary

strategies, including hiting experienced senfor executives whe can play multiple
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roles during the early stages of the organization, leveraging the resources of other
agencies, and, where appropriate and cosi-cffective, obtaining services through
SIGTARP's authority to contmct. Since the April Quarterly Report, SIGTARP has
continued to make substantial progress in building its operation.

Hiring
Each of SIGTARP's divisions has continued the process of filling out jts ranks. As

of June 30, 2009, SIGTARP had approsi ly 60 personnel, including detailees

from other agencies

with several new hires to begin over the coming weeks.

SIGTARP's employees hil from many Federal agencies, including DOJ, FBL, IRS-
C1, Air Force Office of Special Investig
€, DOJ, U
dce, U8, Army Criminal Investigation Command, Naval Criminal Investigative

ations, GAO, Department of Transportation,

Department of Energy, ecret Service, United States Postal
Se

Service, Treasury-Office of the Inspector General, Department of Enesgy-Office

of the Inspector General, Department of Transportation-Office of the Inspector
General, Department of Homeland Security-Office of the Inspector General,
FDIC-Office of the fospector General, Office of the Special Inspector General for
Traq Reconstruction, and the Department of Housing and Urban Development
Office of the Inspector General. Hiring is actively ongoing, buikding to SIGTARP's
current goal of approximately 160 full-time employees. The SIGTARP organiza-
tional chart, as of June 30, 2009, is tcluded in Appendix H.

SIGTARP Budget
Section 121() of EESA provided $30 wmiillion in initial operating funds to
SIGTARP. When SIGT:

allocated,

ARP was established and its fitial operating resources were

ARP was envisioned as ;

$700 billion asset-purchase and -guarantee
program. In the months that followed, however, TARP evolved into 12 separate
programs that have been estimated to involve up to approximately $3 trillion, sig-
nificantly expanding the necessary scope of SIGTARP's oversight operations and re-
source needs. SIGTARP anticipates that its total budget for FY 2010 will be $48.4
million, based on the assumption that it will reach its target of 160 staff by carly

2010. Approximately 50% of SIGTARP's non-personuel costs will be payments
to other Government agencies for services provided. For a detafled breakdown of
SIGTARP's FY 2010 budget, see Figure 1.1,

SIGTARP estimates that its initial operating funds will be expended by ap-
proximately the second quarter of FY 2010 and that an additional $28.3 million
will be needed 1o fully fund operations through the fiscal year, Taking into account

a portion of the $15 million in additional funds made available by the Ensign-Boxer
Amendment, which SIGTARP expects to spend over three years (Le., $5 mil-
lion per vear), SIGTARP has submitted a request to Treasury for a $23.3 million

amendment to the FY 2010 budget submission.
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SIGTARP's Physical and Technical Infrastructure

SIGTARP has begun the process of moving into office space at 1801 1 8¢

ot, NW,
in Washington, D.C., the same office building in which the Treasury officials man-
aging TARP arc located. SIGTARP is alfready occupying temporary quarters in that

building while jts two permanent floors are being renovated. SIGTARP anticipates

oceupying its permanent space by early 2010,

SIGTARP operates a website, www. SIGTARP.gov, on which it posts alf of its re-
ports, testimony, andits, investigations (once such investigations are made public),
contracts, and more, The website prominently features SIGTARP's Hotline, which
can alse be accessed by phone at 877-S1G-2009 (877-744-2009).

From the website's inception through June 30, 2009, more than 12 millien visi-
tors have accessed SIGTARP's website, and SIGTARP's first two reports have been

downloaded more than 670,000 times.
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‘This section summarizes the activities of the U.S. Department of the Treasury

{"Treasury”) in its management of the Troubled Asset Relief Program ("TARP™, |t

includes a financial overview and provides updates on established TARP programs,

including the status of TARP executive compensation restrictions.

FINANCIAL OVERVIEW OF TARP

As of June 30, 2009, Treasury had announced commitments o spend $643.,1
billion of the $700 billion authorized by Congress in the Emergency Economic
Stabitization Act of 2008 (“E
had been expended through nine implemented programs to provide support for

U On May 6, 2009,
Congress passed the Helping Families Save Their Home Act of 2009 (Public Law

SA").LOF this amount, approximately $441 billion

s, and individual borrowe;

. financial institutions, compani

No. 111-22),7 which amended and reduced TARP's authorized $700 billion

b

now “has the authority to purchase and hold up to ronghly $699 billion in assets at

1.2 billion.* Therefore, the Secretary of the Treasury {“Treasury Secretary”)

one thme,

ARP,

“outstanding” at any one time,

s autho-

Treasury interprets the $699 billion maximum funding for

rized m ¥ . as a cap on the amount that can he

-authorized

Therefore, as funds are repaid, they become available for other EES/
As of fune 30, 2009
94

purposes. 70.3 billion” in TARP funds had been repaid to

the Government. In total, 46.9% of TARP's available $699 billion was outstanding®

Any interest or dividends received from Treasury's investmonts, as well as revenues
from the sale, exercise, ov surrender of the warrants, are deposited into Treasury's
general fund for the reduction of public debt and are not available to be re-used by

Treasury? As of June 30, 2009, $6.9 billion in interest and dividends had been re-

ceived by the Government, and $20.3 million in profits had been reccived from the

sale of warrants and preferred stock (received as a vesult of exercised warrants).'®

The 12 announced programs within TARP can be categorized in 4 general

groups depending on the type of support they were designed to provide:

®

Financial Institution Support Programs —— These programs share a common,
stated goal of stabilizing the financial market to avoid distuption and provide for
a healthy economy.

-

Asset Support Programs — These programs attempt to support asset values

and liquidity in the market by providing funding to purchase securities.

.

Automotive Industry Support Programs - These programs all have a univer-
sal goal to stabilize the American automotive industry, promoting market stabil-

ity and a vigorous economy.

°

Homeowner Support Programs — These programs encourage homeowner

affordability by providing loan modification and refinancing assistance.

The right but not the obliga:
tioh, to purchase a Certain nlimber of
- shares of cammon stock at & fixed

price: G :
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Financial Institution Support Programs
ARP for a
direct investrent of capital.

ar has been a

The primary tool o sting financial institutions thus
nancial institutions include bank bolding companies
and certain sysiemiclly sig nt institutions, such as American International

Group, Tnc. ("AIG™).

4 : S
counterparties, caii into‘duag ori the
naricial strength of other similarly
_ sifuated Rnancial institutions, disrupt.

fnancial markkets,f raise borrowing
. costs for holseholds and businesse:
ahd reduce household wealth.

Capital Purchase Program (“CPP"). Treasury created CPP to provide funds to

“stabiliz em by increasing the capital base

of an areay of healthy, viable institutions, enabling them [to] fend to consumers

e and strengthen the U.S. financial

and business[es].™ As of June 30, 2009, Treasury had invested $203.2 bil-

ton in institutions through CPP out of & maximum projected funding total of
$218 billion under the program, of which $70.1 billion had been repaid.*? See

the "Capital Purchase Program” discussion in this section for more detailed
information.
Capital Assistance Program (“CAP"). Similar to CPP, the goal of CAP is to

mancial i

itutions to fend to creditwor-

“ensure the continued ability of
thy borrowers in the face of a weaker than expected economic environment and
larger than expected potential losses.™ As originally envisioned by Treasury,
CAP investments were to be targeted to financial institutions with more than
$100 billion in as
mined by a Supewvisory Capital Ass

and would be st

- od to provide a capital buffer to be deter-

ment Program ("SCAP” or “stress test”).
‘Treasury applied SCAP 10 19 of the largest financial institutions and concluded
that 10 of those institutions will be required to seek additional capital.” Those
failing to raise such capital in the private market will be requited to take CAP
funds: however, many financial institutions have ratsed significant funds on
their own, which could seemingly limit thefr need for CAR In addition to the

required participants, all qualifying financial institutions may apply under CAP
of June 30, 2009,

apital Assistance

for additional capital without the stress-test requirement.

Pre no transactions had occurred under this progrars, See the
ustial
- holder a clai on corporate earnings
superior to sommon stock owners sand

v pays afixed d&vidénd; gvesihe Program” part of this section for a detailed discussion of the stress tests and
; o their results.

SFI) Program. Under the

emically significant

Systemically Significant Failing Institutions

S5FT program, Treasury inv

stated terms of the
institutions to prevent thelr failure and the market disruption that would fol-

low.® As of June 30, 2009, Treasury, through $SF1L, had made, and is commit-
ted to make investments in, one fostitution — AIG. This support was provided

stock

through two transactions — $40 billion™ for the purchase of preferred
from AIG and approximately $29.8 billion for an equity capital facility that AIG
s of June 30, 2009, AIG had drawn down $1.15

billion in equity from the capital facility. ¥ See the “Systemically $

can draw on as needed.”

gnificant
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Failing Institutions” part of this section for a detailed discussion of the AIG
transactions.
Targeted Investment Program {(“TIP"). The stated objective of TIP s to

o

make targeted investments in financial institutions “to avoid significant market
s

disruptions from the deterioration of one financial institution that can
threaten other financial mstitutions and fmpair broader financial markets and
RP's Initial Beport

wsury purchased $20

As reported in SIG
&, 2009, Tr

ock and received warrants of common stock from

pose a threat to the overall economy.™

to Congress (“lnitial Report™), dated Februa
forred

Ditlion of
both Citigroup and Bank of America, for a total expenditure of $40 billion in

ar o

TARP funds.® As of June 30, 2009, Treasury had made no additional funding
avaflable under this program. Subsequent to SIGTARP's April Quarterly Repont,
Citigroup finalized an exchange offering that will convert preferred stock,
including preferved shares acquired by Treasury through TIFFAGP and CPP,

to trust preferved shares and common stock, respectively. See the “Targeted

Investment Program and Asset Guarantee Program” portion of this section fora
% &

detailed discussion of Gitibank's exchange offering.

-

Asset Guarantee Program (“AGP"), Through AGP, Treasury's stated goal is to

k Fnancial nstitutions, AGP

use insurance-like protections to help stabilize at-

provides certain loss protections on a select pool of morigage-refated or similar

assets pose a

assets held by participants whase portfolios of distressed or

fu

risk to market confidence.? As discussed i SIGTARP's Initial Report, Treasury,
the Federal Deposit Insurance Corporatfon ("FDIC™), and the Federal Reserve
agreed to provide certain loss protections with respect to $301 billion in trou-
bled assets held by Citigroup.™ Treasury’s projected TARP investment through
this program accounted for $5 billion in protection for Citigroup as of June 30,
2009, A similar arrangement with Rank of America was announced on January

16, 2009; Bank of America, however, vecently requested not to go forward with

See

the program. As of June 30, 2009, the matter had not yet been resolved.”

the “Targeted Investment Program and Asset Guarantee Program” discussion in

this section for more information on Citigroup's transactions.

Asset Support Programs

The purpose of these programs is to support the liquidity and market value of as-

sets owned by financial institutions. These assets may include various classes of
asset-backed securities ("ABS") and several types of loans. These programs seek
10 bolster the balance sheets of the financial firms and help frec up capital so that

linancial institutions can extend more credit 1o support the U8, economy.

® Term Asset-Backed Securities Loan Facility ("TALF"). TALF was originally

vailable for consumer and {k-business loans

designed to inerease the eredit

: 5 S Sihik Shires that
= glve the stockholder prionity dividend
Ad liglidation claims over junior pre
. Terred and common stockholders:

g

‘ : Assets that cannotbe
| quickly converted to cash.. .
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and futures ae E}ought and 50

through a Federal Reserve loam program backed by TARP funds. TALF provides
non-recourse loans to investors secured by certain types of asset-backed secuni-
anded TALF to cover additional asset

ties. Treasury and the Federal Reserve ey

classes, including newly issued and fegacy commer
B

i wilh 1hu potential to expand inio wsidential vy

MBS TALF as originally anncunced was to be a $200 lnﬂmn
program that included $20 billion of TARP funds to be used for purchasing

swrendered collateral.® The facility can be expanded to $1 uillion of lending:

according to Tr

ury, it will provide up to $80 billion of TARP funds to sup-
port this program,” but according to the Federal Reserve, the amount for which
Treasury would be vesponsible would be up to $100 billion. As of June 30,
2009, the Federal Reserve Bank of New York (“FRBNY"} had facilitated four
TALF subscriptions of non-mortgage-related ABS, totating approximately $28.5

biflion of TALF borrowing.”® TALF had also launched a subseription for newly

ued. An overview of T

ved CMBS in June, for which no loans were

s activities.

fater in this section, provides more information on the:
Public-Private Investment Program (“PPIPY). As originally announced,
“Treasury, in coordination with FDIC and the Federal Reserve, intended PPIP
to improve the health of financial institutions and restart [rozen credit markets
aans, CMBS, RMBS)L? In

ities, as discussed

through the purchase of | asels (e.g.,
TALF to include !

. PPIP was intended to involve investments made through multiple

addition to the expansion of

previous

Public-Private Investment Funds ("PPIFs"} in two subprograms — one to pur-

chase real estate-related Joans {“legacy loans™} and the other to purchase real
estate-related securities {*legacy securities™) from financial institutions.
However, as of June 30, 2009, the future of the legacy lvans program is in

doubt because FDIC has shelved the program.** The lega

s 'y securities program
is under development, and Treasury announced the selection of nine PPIF

RP funds,
ntended o involve up to $1 trillion in
See the “Publie-

Private Investment Program” discussion later in this section for detatls about the

managers on July 8, 2009, that will receive up to $30 billion in

Treasury has stated that PPIP, originally

funds, is expected to utilize up to $75 billion of TARP funds

program structure and fund manager terms,

Unlocking Credit for Small Businesses ("UCSB"), Under UCSB, Treasury
announced that it will begin purchasing up to $15 billion in securities backed
by Small Business Administration ("SBA™) loans.™ As damand has diminished

n the secondary mmarket for these securities due o adverse credit conditions,

there has been a reduction in the volume of new small-business loans written by
s of June 30, 2009, no trans

See the discussion of “Unlocking Credit for Small Business

ban

ctions had occurred under this program,
* in this section for

more information on the program.
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Automotive Industry Support Programs

The stated ebjective of TARPs automotive industry support programs is to “prevent
a significant disruption of the American automotive industry, which would pose a
systemic risk to financial market stability and have a negative effect on the econo-

224

my of the United States,

®  Automotive Industry Financing Program (“AIFP"). Under this program,

Treasury made emergen:

¢ Joans to Chryster Holding LLC ("Chry
s LLC (“Chrysler Financial”)
Corporation (*GM”). In addition to these investments, Treasury purchased
1AC"). Subsequent to SIGTARP's
April Quarterly Report, the manufacturers (Chrysler and GM) were unable to

or), Chryster

Financial Services Americ and General Motors

senior preferred stock from GMAC LLC ("G

obtain necessary concessions from key stakebolders and, therefore, filed for
bankruptey on April 30, 2009, and June 1, 2009, respectively. These bankrupt-
As of June 30, 2009, Treasury
130.8
See the discussion of “Autorsotive Industry Financing

cies involved infusion of additional TARP funds

9.3 billion in AIFP investments, of which

had expended or committed $

million had been repaid.

Program” later in th ction for a detailed discussion on the reorganizations of

these companis

Auto Supplier Support Program (“ASSP™). The stated purpose of ASSP is to
provide Government-backed financing to break the adverse credit cycle affect-
ing the auto supphiers and the manufacturers by “providing suppliers with the

confidence they need to continue shipping their parts and the support they need

to help access loans to pay their employees and continue their operations.™

Treasury's commitment under this program was $5 billion as of June 30, 2009

$3.5 billion for GM and $1.5 biltion for Chrysler.’? See the discussion of
“Auto Supplier Support Program” in this section for mere information.
Auto Warranty Commitment Program (FAWCP"). The Auto Warranty

d

3

Commitment Program was

signed by the Administration with the inten-

tion of bolstering consumer confidence i automobile warranties on GM- and

Chrysler-built vehicles,

Under this program, Government-backed financing
was to be provided for the warranties of cars sold during the GM and Chrysler
restructuring periods. As of June 30, 2009, Treasury funded $640.7 million
toward this program — $360.6 million was made available to GM and $280.1
million was made available to Chrysler.™ However, Treasury has stated that the
funds are not expected to be used by the manufacturers, Treasury expects that
after GM and Chrysler fully emerge from bankruptey, the committed funds will

be refunded to Treasu

*# See the discussion of “Auto Warranty Commitment

Program” in this section for more information.
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Homeowner Support Programs

"The homeovner support programs are aimed at assisting troubled homeowners

financial institutions holding the affected assets.

* Making Home Affordable ("MHA") Program. According to Treasury, MHA
is a foreclosure mitigation plan intended to “help bring relief to responsible

homeowners struggling to make their morigage payments while preventing

neighborhoods and communities from suffering the negative spillover offects of

foreclosure, such as lower housing prices, increased crime, and higher taxes.™?
“Treasury, along with ather Federal agencies, “will undertake a comprehensive

multiple-part strategy,” which will provide for (i) a $75 billion loan modifica-
tion program for homeowners fn default on thefr payments or facing fmminent

tined refi for home: s whose loans are

default, (i) a str | Process
serviced by Fannie Mae or Freddie Mac, and (i) approximately $200 billion

to suppart Fanmie Mae and Freddie Mac.” The funds for this offort will be

provided from both TARP- and nou-TARP-related sources, Treasury announced

that up to $50 biflion of TARP funds could be expended for this program.* As
FIGURE 2.1 of June 30, 2009, $18 billion had been allocated to the program. ¥

The following figures and tables provide a status summary of the implemented

and announced TARP and TARP-related inftiatives:

® total potential fund RP oversight (Table 2.1}
s projected TARP funding by program (Figure 2.1)

® expenditure levels by program as of June 30, 2009 (Table 2.2)

subject to 81G

*  cumulative expenditur

and repayments as of June 30, 2009 (Figure 2.2)

®  cumudative expenditures over time for implemented programs {Figure 2.3)

® expenditures by program snapshot as of June 30, 2009 (Figure 2.4)

3 and Table 2.4)

s summary of largest warrant positions held by Treasury by program as of June 30,
ogrars 2009 (Table 2.5)

® summary of dividend and interest payments received by program {Table 2.6)

e summary of terms of TARP agreements (Table

For a reporting of all purchases, obligations, expenditures, and revenues of

TARP, see Appendix C: “Cross-Reference to Reporting Requirements.”

siotes: Mumbers afiected by ounding, As of
Capital Assistance Frogram ('CAPHo be det

372009, harstng for

i,

1 6/30/2008, $70.1 bl of CPF frirg o been repad,
130.8 mion of prisipad pay

s of /207200 .
HIFP oans (Chrysler Finorcizithad been roaid

Seuncas; See final sndnote.
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TABLE 2.1

Total Projected  Projected TARP )

Program Brief Description or Participant Funding at Risk {$} Funding {$}
Capital Purchase Program ("CPP") investments i 649 banks to date; 8 institutions $218.0 $218.0
totat $134 billion; received $70.1 bition in capital SO
repayments R
Automotive Industry Financing Program G, Chrysler, GMAC, Chrysler Financial, received 79.3 793
{"AIFP"} $130.8 million in loan repayments (Chryster
Financial)
Auto Suppliers Support Program ("ASSP} Government-hacked protection for aute parts 5.0 5.0
suppliers
Auto Warranty Commitment Program Governmentbacked protection for warranties of 0.6 0.8
"AWCP") cars sold during the GM and Chrysler bankruptey
restructuring periods
Unfocking Credit for Smali Businesses Purchase of securities backed by SBA Toans 15.00 15.0
{UCsB™
Systemically Significant Failing Institutions AIG Hvestment £9.80 £9.8°
{"SSF{)
Targeted lvestment Program ("TIP"} Citigroup, Bank of America investinents 40.0 40.0
Asset Guarantee Program ("AGP") Citigroup, ringfence asset guarantee 301.0 50
Term AssetBacked Securities Loan Facility  FRBNY nonrecourse loans for purchase of asset: 1,000.0 80.0
{TALEY backed securities
Making Home Affordable ("MHA"Y Program  Mocdlification of mortgage loans 750 50.0
Public-Private Investment Program {PPIP'}  Disposition of legacy assets; Legacy Loans, 500.0 - 1,000.0 750
Program, Legacy Securities Program
{expansion of TALF)
Capital Assistance Program ("CAP"} Capital to qualified financial institutions; includes B TBD
stress test
New Programs, or Funds Remaining for Potential additional funding related to CAP; other 1314 1314
Existing Programs programs
Totat $2,365.0 - $2,865.0 $699.0

o Up o $15 biion i seclities Under the Unlocking Credit for Smal! Busiiesses program
2.

Chisf of Compliance and

ot

/2072009, Treasury,
art Program: Stabi

ancial Stabil

oo/ transactionsreport, 076209 pel, accessed 76/

wpplier. support program._3. 16 ad,
i e, a

Sources: Treasury, Offce of

siaistabiity gow/dacs
/19/2005. hitp 7ones

transactions

i35, elease
ty gouiete stvhp
v, “Haking

¥
005, Treasury.
Program Gescriptl




119

SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELEF PROGRAM

Amount Percent{%}  Section Reference
§700.0
$250.0 35.8%
1000 14.3%
350.0 50.1%
i i) 025
Total Released $698.8 100.0%
Less: Expenditures by Treasury Under TARP®
Capital Purchase Program {"CPP):
Bank of Americab $25.0 3.6%
Citigroup 25.0 3.6%
JPMorgans 25.0 3.6%  “Financial Institution Support
Wells Fargo 250 3.6%  Programs”
Goldman Sachs® 100 1.4%
Morgan Stanley® 10.0 1.4%
Other Qualifying Financial Institutionsd 83.2 11.9%
CPP Total $203.2 28.1%
gfgggxgably Significant Falling Institutions (“SSF") “Financial Instition Support
G $69.8 100y Proerams
SSF Total $69.8 10.0%
- 5 T
largeiesa!::i?tx;:gigogram{ ey $20.0 2.9% “Financial Institution Support
__ Ciligrowp 200 poy,  Trograms
T 540.0 5.8%
Asset Guarantee Program {"AGP™) “Financial Institution Support
Citigraup® $5.0 0.7%  Programs”
RGP Total §5.0 0.7%
Te T;ﬁtFBLa‘cé(ed Securities Loan Facility (“TALF"): 5200 7.9% “Asset Support Programs”
§20.0 2.9%
industry Financing Program ("AIFP"):
49.5 9
?ﬁ/\c $ ; 23 ié“ﬁ “Automalive Indusiry Support
Chrysier 14.9 2y TresEme
Chryster Financiall 15 0.2%
AFP Total $78.3 11.3%
Autornotive Supplier Support Program {"ASSP™): N " .
GM Suppliers Receivables LLOS 3.5 05%  gutomotie fdustry Support
Chryster Helding LLCS 15 0.2% &
ASSP Total $5.0 0.7%
Automcg;;‘e Warranty Commitment Program ("AWCP™): 04 o1n “Butomotive Industry Support
Chrysler 0.3 ogy oS
AWCP Total $0.6 0.1%
Making Hore Affordable ("MHA™:
Countrywide Horne Loans Servicihg LP $5.2 0.7%
Chase Home Finance 3.6 0.5%
Wells Fargo Bank, NA 24 0.3%  “Homeownet Support Programs”
CitiMortgage 11 0.2%
GMAC Mortgage 1.0 0.1%
Other Financial Institufions™ 47 0.7%
MHA Total $18.0 2.5%
Subtotal - TARP Expenditures $441.0 63.1%
TARP Repayments' ${703)  {16.01%
Balance Remaining of Total Funds Made
Available as of 6/30/2009 $328.0 45.9%
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TABLE 2.3

TARP Program Company Date of Agreement Cost Assigned Description of Investment

CPP - Public 282 Qfts 10/14/20087 and later $199.1 billion Senior Preferred Equity
Common Stock Purchase Warrants
CPP — Private 331 Qfts 11/17/2008" and later $3.8 billion Preferred Equity
Preferred Stock Purchase Warrants that are exercised
immediately
SSH AG 4/17/2009 $41.6 billion® NonCumnulative Preferred Equity
Common Stock Purchase Warrants
ssA NG /1772009 $29.8 bilior? Non-Cumulative Preferred Equity
Compmon Stock Purchase Warrants
TP Citigroup 12/31/2008 $20.0 bittion® Trust Preferred Secwities
Watrants
e Bank of America  1/16/2009" $20.0 bilion Seniot Preferred Equity
Warrants
AIFP GMAC LT 12/29/2008 $5.0 billon Senior Preferred Membership Interests
Preferred Stock Purchase Warrans that are exercised
immediately
AFP GMAC LLE 5/21/2009 $7.5 bifion Mandatorily Convertible Preferred Stock
Preferred Stock Purchase Warrants that are exercised
immediately
AIFP GMAC UG 5/29/2009 $0.9 billion Common Equity Inferest

Nates: Phambers affected by roundisg,
‘ emont dete of CPP Public Term Shest.
emmert tate of CCP Private Torm Shest,

exchanged Treas )b

e Equity Caitl Faciiy v

“ Citigraue exchanged its S
Bale a5 of Treasuny's 1/

I¢ sffectivaly canceling the original $40 bilion ineastment,
by e value af e AIGFF Retention Payment At af S165 mition.




122

QUARTERLY REPORT TO CONGRESS 1JULY 23, 2009

Investment information Dividends Term of Agreetnent
1% - 3% of risk-weighted assets, not to exceed $25 billion for each GF 5% for first 5 years, 9% thereatter Perpetuat

15% of senior preferred amount - Upto 10 years
1% - 3% of risk-weighted assets, not to exceed $25 biflion for each QF 5% for first 5 years, 9% thereafter Perpatual

5% of preferred amount 9% Up to 10 years
$41.6 billien aggregate liquidation preference 10% Perpetual

2% of issued and vutstanding common stock on nvestment date; 52.50 — Up to 10 years
exercise price

Up to $29.8 bitlion aggregate iquidation praference. As of 6/30/2009, the  10% Up to 5 years
aggregate liquidation preference was S1.15 billion.

150 common stock warrants ing; S0.00002 exercise price - Up to 10 years
$20 bitfion 8% Perpetual

10% of total preferred stock issued; $10.61 exercise price - Up to 10 years
320 biion 8% Parpetual

10% of total preferved stock issued; $13.30 exercise price — Up to 10 years
$5 billion 8% Perpetual

5% of preferred amount 9% Up o 10 years
87.5 bifion 9% Perpetual

5% of preferred amount - Up to 10 years
This equity interest was obtained by exchanging a prior debt obligation with - Perpetual

General Motors. See “Debt Agreements” table for more information.

Preferred Torms,” 10714/2008:

ck and Wamants, Summary of Sani K
2 Prored S, Sunmary ofYaort T /117208, Toaaury “Securk
s reaziey, ‘AR AIG

008 betwesn Cuw\w
Flighle Aoso Gunte R Stries e Reroamentdoted 24 f o o
1remm/ “Bank of America Summary of Terms, Prefore oy, AR LLC Aomotve Iy
7200 ry, rospansa 1o SIGTARP data Treasiey, "Factsheat on Capital Purchase frogram,”

Sases: sy, Tansactons Rart, /2200, s, “TRP Captl fshaseErogsam foamen S
P C 1

Dmmv o 1( \\1 T‘BaJ Ci ,

America Corposztion ant Uiitedt States Departmen of Treasuy.” 1

Fioancing Program, Preferred bismbersivp Ieterests, Sumrkary of
772008,
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TABLE 2.4

TARP Date of Cost
Program Company Agreement Assigned  Description of Investment
CPP - 36 QFls 171472009 S04 billion  Senior Subordinated Secuyities
S-Corps.
Senior Subordinated Security Warrants that are exercised immediately

AIFP General Motors 12/31/2008 $19.8 bifion®  Debt Obligation with Warrants and Additional Note
AIFP General Motars 1/16/2009 $0.9biion  Debt Obligation
AP Chrysler 1/2/200%° $4.8bilion®  Debt Obligation with Additional Note
AP Chrysler Financiat 1/16/2009 S1.5 biffion  Debt Obligation with Additionat Note
AP Cheysler 5/1/2009 $3.8biion  Debt Obligation with Additional Note
AFP Chrysler 5/27/2009 $6.6 bilfisn Debt Obligation with Additional Note, Equity Interest
AFP General Mators 6/3/2009, S30.1 bilfion  Debt Obligation with Additionat Note

amended

7/10/2009
ASSP GM Supplier 4/9/2009 $3.5bifion  Debt Obligation with Additional Note

Receivables LLC

ASSP Chrysler 4/9/2009 S1.5bifion  Debt Obligation with Additional Note

Receivables SPV £LC

Nates: Muabers affectad by raunding,
* fanouncerment date of CPP SCarporation Torm Sheet.
* pancunt inckides AWCE commitmerts.

* Dete a3 of Treasury's 1727200 Transaciions Report, The Secusity Purchase Agreament has a date of $2/3172008,
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Interest / Term of
Investinent Information Dividends Agreement
Each QFI may issue Senior Securities with an aggregate principal amount of  7.7% for frst 5 years; 13.8% thereafter 30 years
1% — 3% of ifs risk-weighted assets, bul not to exceed 525 bilfion,
Treasuty will receive warrants to purchase an amount equal to 5% of the 13.8% 10 years
Senior Securities purchased on the date of investment,
This loan was funded incrementally; $4 biflion funded on 12/31/2008, $5.4  LIBOR + 3% 12/29/2011
billion funded on 1/21/2009, $4 bilion funded on 2/17/2009. Subse-
quently, this loan was then amended; $2 billion on 4/22/2009 and $4 billion
on 5/20/2009. In addition, on 5/27/2009, $361 milion was set aside in an
SPV for the AWCP.
This loan was exchanged for a portion of GM's common equity interestin UBOR + 3% 1/16/2012
GMAC LLC on 5/28/2009. See “Equity Agreements” table for more
informatian.
Loan of $4 bilfion; additional note of $267 million (6.67% of the maximum 3% or 8% (it the company is indefault of its  1/2/2012
Ioan amount), Subsaquently, this loan was then amended; $500 milfion on terms under the agreement) plus the greater
4/29/2009. In addition, on 4/29/2009, $280 miion was set aside inan  of () three-month LIBOR or (b} LIBOR flnor
8PV for the AWCP. {2.0%)
Loan is funded incrementally at S100 million per week; additional note is LIBOR + 1% for first year /1672014

$75 smiion (5% of total loan size), which vests 20% on closing and 20% on
each anniversary of closing.

LIBOR + 1.5% for reymaining years

Loan of $3 billion cormitted to Chryster for its bankrupiey period. Subse-
qguiently, this loan was amended; $757 million was added on 5/20/2009.
Treasury funded $1.9 bilion during bankruptey period. The remaining
amount wil e de-obligated.

{i) the groater of {a) LIBOR for the related
interest period of (b two percent (2%) plus (i}
three and fvetenths percent (3.5%)

973072009, subject to
certain conditions

Commitrnent to New CarCo Acquisition LLC {renamed Chrysler Group LIC
onor about 6/10/2009) of up to $6.642 billion. The total loan amount is

up to $7.142 billion including $500 million of debt assumed from Treasury's
1/2/2009 credit agreement with Chrysler Holding LLC. The debt obfigations
are secured by a firstpriority lien on the assets of New CarCo Acquisition
LLC {the company that purchased Chrysler LLC's assets in a sale pursuant
o Section 363 of the Bankruptcy Code).

For $5 bilion note:
12/10/2011; provided
that issuer may extend
maturity for up to

For $2 billian: (i) the Eurodoliar Rate, plus ()

{a} 5% o, on loans extended past the original

maturity date, (b} 6.50%. For $5.142 billien

note: () the Eurodollar Rate plus 7.91% and

i} an additional $17 milfion in PIK interest per  $400 milion of principal

«uarter. For other notes: Eurodollar Rate plis 1o 6/10/2017, For other
91% rotes: 6/10/2017

Original $30.1 biion funded. Amended loan documents provided that 5986
iffion of the original DIP loan was left for the ofd GM

HIBOR + 3% Originally 10/31/2009, re-
vised fo remain oulsiand

ing during the pendency of
the Hquidation
Original loan amount was $3.5 bifion, but it was decreased parmanentiyto (i) the greater of (a) LIBOR for the refated 4/9/2010
$2.5 billion on 7/8/2009, interest period of (b} two percent (2% plus (i
three and five-tenths percent (3.5%)
Originat loan amount was $1.5 billion, but it was decreased permanently to (i) the greater of (a) LIBOR for the related 4/9/2010

$1 billion an 7/8/2009.

interest period or (b} two percent (2% plus ()
three and fivedenths percent {3.5%)

Saurces: Freasury, "Loan and Securly Agreens
Department of Treasury as Lender Datedt as of
Summary of Terms for Secured Torm ¢

aan By ang

neral

1o 35 of Decomber
/18/2008; Treasury,

ey F
0/2009; Treasury, Transzactions

o su
of Terma.” 1/16/2008: OFS. response to SIGTARP croft e

response STARP data cal, /2009, Treasury, “Fact o Gapitat Purchase Program.
“freasury fe apital Furchase Progeam Temm,” 114, eas

tion), Senior Gecurities, Summary of Teams.” 1/14/2008

Bamower and The Unit
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¥ f Torms for Secuond T
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G Treasu
2609 Treasury Press Release
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TABLE 2.5

Amount “In
Stock Price Strike Price the Money”
as of Number of as Stated  Stock Price In or Out or “Out of the
Transaction Transaction Warrants inthe asof of the Money” as of
Participant Date Date Qutstanding  Agreements 6/30/2008 Money? 8/30/2008
Capital Purchase Program {“GPP"):
Citigroup 10/28/2008 $13.41 210,084,034 $17.85 $2.97 out
Bapk of America 10/28/2008 23.02 73,075,674 30.79 1320 out
Bank of America 1/9/2009 12.99 48717,116 3079 153.20 our
Wells Fargo 10/28/2008 34.46 110,261,688 34.01 2426 ouT
JPMorgan Chase® 10/28/2008 37.60 88401697 4242 34.11 our
Morgan Stanley® 10/28/2008 15.20 65,245,759 22.99 28.51 LAl

Systemically Significant Failing
Institutions {“SSFI"} Progran:

AGP 11/258/2008 35.40 2,689,938 50.00 23.20 our

AGY 4/17/2009 32.40 150 0.00¢ 23.20 N
Targeted investment Program (“TIP"):

Ciigroup 12/31/2008 671 188501414 1061 297 out

Bank of America 1/16/2009 7.18 150,375,940 13.30 13.20 ouT

Automotive industry Financing
Program {“AIFP"):

GM 12/31/2008 320 122035597 3.47 1.08 QuT {2,381
Asset Guarantee Program {“AGP™):
Citigroup 1/16/2008 3.50 66,531,728 10.61 287 our

Hotes: Mumbers affected by ronding,
*Thes

stitutions repai their CFP faids pursuzr

4o Tile VI, Section 700Lig) of th A

swestment Act of 2009, Treasury ot hol & sramants i its portfolio far these

in:
® Al v and stock data for A1G ase based on the
$0.01 strike price.

003 reverss stock spilt of

Soures: Treasury, Trensaztions Report, 7/2/2009: Treasury, response to SIGTARF duta cal, 7/8/2009: Capitat 19, Ine. {a division of Standlard & Paor's), waw.capitaliy.com.

TABLE 26

i

$5,254.7
SSF1
TP 1,128.9
AGP 107.6
AFP? 3613
Assp 0.7
Total $6,853.2

Hotes: N
ides

lhers affected by rownding. Data as of 6/30/2009.
CP

Sourss: Treasury, response to SIGTAR® data cal, 7/8/2009.
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FINANCIAL INSTITUTION SUPPORT PROGRAMS

Treasury created five TARP programs that involve investment of capital or guaran-
tee of assets in return for equity in financial institutions, Two investment pro-
grams, the Capital Purchase Program (“CPP") and the Capital As
CQEFLY
ailing Institutions (“SSFIY) program,

m (“AGP"} are
made available on a se basis to specific institutions needing exceptional
ince above that of CPP and CAP.

istance Program

(*CAP"™, are open toall @ Imancisl mstitutions The other three

programs, the S\\temxcaﬂx Signif

Targeted Investment Progeam (“TIP"), and Asset Guarantee Progra

apital Purchase Program

ings associations, bank holding compas

nies organized as BHCs), certain

ings and lean holding con

stuad hanks, and mutual he

¥

g companies. According to Treasury, the intention
of CPP is to invest in healthy, viable banks to promote financial stability, maintain
confidence in the financial system, and permit institutions to continue meeting
and

distribution of CPP lunding by participant — not including any repayment — see

the credit needs of ;

# For a summary of the
Figure 2.5,

Program Updates

CPP operations have remained similar to what has been outlined in SIGTARP'
Initial Report and April Quarterdy Report; however, on April 7, 2009, Treasury
announced an extension of the program to mutual holding companies,® and, one
week later, it released a program term sheet for mutual banks.® On May 13, 2009,

“Treasury announced an expansion of CPP known as “CPP for Small Banks.

epository. nst!tutlons that
are owned By thaxr deposntors and do ot

FIGURE 2.5

ronton
g0 = Welks Fargo et Compary:
an Sachs = The Goldan Sachs

dorgen Chose =

PP rapayments. JFMorg:
ard some other natastions Fave repaid teir ;wv oo undbr
PP

Saurce: Treasury, Transactions Sepert, 7/2/2009.




127

SPECIAL INSPECTOR GENERAL 1 TROU

££) ASSET RELIEF PROGRAM

For more information on the CPP
application process, refer to SIGTARPs
ion 3: “TARP

Tnitial Report,

buplementation and Adwinistration.”

iidhied sy ‘ The améqo{ of
ks fotal assels dfter applving an
; appfopriate‘risk factorto eacﬁ asset:

TABLE 2.7

Ann;:r;;j- o A;;)T;:“amonh o ﬁ;?nbe;z;
Type Date Deadline Participants
Publicly Held® 10/14/2008 11/14/2008 282
Privately Held® 11/17/2008 12/8/2008 331
"S" Corporation® 1/14/2008 2/13/2009 36
Mutual 4/7/2009 /7/2009 -
Mutual Banks® 4/1472009 5/14/2009 —
Smalt Banks' (< 350 million in assetsl  5/13/2009 11/21/2009 108
Hotes: Private QFis are thase that ations.

Treasay, "Treamry Anomces TARP s gov, accessed 09,

v
oy e gov, accessed 122/

an. 1071
¥ Treasury, “Process Related FAQs for rchase Program.” no dat:
Treasury. *8 Coraoration FAQS.” o date, s eas.gov, arcessed 1/22/20

# E Related FAQs for t § Purchose Frogs
ty.gov. arcessed 477720
Relaases Capital Purc!
9.

Futual Bokding Company FAQ: 2009,

rogram Term Sheet for Mutuat Ranks,” 4/14/20 wnantialotabiliy. 20,

er fefore the ndependant Communy Bankers of America Ammuaf Hashington Policy Summit,
9,

Tn addition, on May 14, 2009, insurance companies that organized themselves

under the terms of a BHC and applied within the initial application window were
granted preliminary approval to participate in CPP.Y The application process for

for the previously

these qualified financial instinutions is the same as the process
funded QFIs. Key dates for each type of institution that has or may apply for CPP
funding are outlined in Table 2.7.

Unique term sheets provide CPP guidance for these three types of moutual hold-

ing companies:

publicly traded, subsidiary holding compantes

privately held, mid-tier subsidiary holding companies

top-tier, mutual holding companies that do not have subsidiary holding

companies

The terms for the publicly traded and privately held subsidiary holding com-
panies are similar to those of public and private corporations receiving preferred

shares and warrants currently under CPP*

Fon

its CPP investment in mutual banks and mutual holding companies, the

Government will receive senin 1ies that carry a value equal to and not less

spek

veighted assets and not more than $25 biflion

than 1% of the recipient firm?

similar to the amount of

or 3% of the vecipient firm’s risk-weighted assets. Thi
preferred shares that arve received by Treasury from participating public corpora-

tdons. The senior securities have a maturity of 30 vears and carry interest mtes of
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7.7% for the first five yes

tay structures of mutual organizations, these fnterest rates approximate the eco-

- for their remaining fife. Due to the differing

nomics of the 5% and 9% dividends required for many other CPP participants, in-
cluding the publicly held BHCs. Just as it does with a private company under CPP,
Treasury will receive warrants to purc

se senior securities equal to 5% of the value
of the CPP investment.® Additionally, on May 13, 2009, the Freasury Secretary
announced that the CPP application window would be re-cpened for banks with
assets under $500 million until November 21, 2009.5 According to Treasury, it will
be using the repayments of some of the largest banks to fund this expansion, which

will permit small banks to receive an amount up to 5% of their risk-weighted as:

These increases apply to all QFls with assets under $300 miltion, including public

and private corporations, S corporations, and mutual institutions.™

Status of CPP Funds
As of ume 30, 2009, Treasury had purchased $203.2 billion in preferred stock
from 649 different QF

Columbia, and Puerto Rico. Clasings for CPP purchases generally occur each week

and subordinated debentur in 48 states, the Distriet of

on Frid

and information regarding the tramsactions are made publicly available

by the following Tuesd

“or geographical distribution of all the QFls that have
received funding see Figure 2.6. For a full listing of CPP recipients, see Appendix
D “Transaction Detail.

Although the original eight largest investments accounted for $134.2 billion of

the program, CPP has also had many mare modest investments: 301 of 649 rec

ents received $10 million or less.* Table 2.8 and Table 2.9 show the distribution of

the investments by size.

ot Basks i tana sesf Verenord fag st v
73072009,

Souees: Traasy
6

s '@ Gapial Furthass.
19, w Smaciatstalitegoc. acTessed 6302

TABLE 2.8

Largzg;éép;tal Investm‘e?\t_ 825 aﬁon
Smallest Capital investment  $301.000
Average Capital fvestment  $312.1 Milfion
Median Capital fvestment — $11.8 Milion

Nates: Narabers affected by raunding, Data 55 of §/20/2002.

Thess rumbers are nsed an total Treasur imesiment
since 102 Bonk of ion and Sun-
Trust Rawks, Ine,, each rece intwo saparate
teansactions.

Sources; Treasury. Transactions Re
response to STARF draft repoct, 7/

/2509 Treasury,
2.

TABLE 2.9

$10 Billion of More 6

$1 Bithon to $10 Bition 19
$100 Milion 1o $1 Billion 56
Less than $100 Million 568
Total 649

Hotes: Data 55,

8/30/2009. These mumibers are based o0
swestent sice | s of

asury. Transactions Repart, 7/2/2009
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For more information on CPP repu
ment, see Section 2: “TARP Overview" in

SIGTARPS April Quarterly Report,

Repayment of Funds
According to the CPP contracts between Treasury and the institutions, banks

were not permitted to repay their CPP funds, subject to certain limitations, within

the first three years; however, this portion of the agreement was changed by the
enactment of the American Becovery and Reinvestment Act of 2009 "ARRA™),

which required Treasury to permit financial institutions to repay the capital infu-

abject to their consultation with the appropriate Fodera! Banking Agency

Institutions secking to buy back their preferred shares, in essence repay their
TARP funds, must meet the standards required by their respective banking supervi-

ceording to Treasury, FBA supervisors will d ine if the PP

recipient has sufficient equity without the CPP funds, an ability to lend, and a
On June 1, 2009, the Federal

Reserve announced additional specific criteria that it will use to review any request

comprehensive internal capital-assessment proces;

L

Office of Thrift Supetvision

for repayment of CPP funds from the top 19 BHCs included in the Supervisory

AP") proce

Capital Assessment Program (S

s fulfill dts role as an intermediary to provide lending to creditworthy households

FIGURE 2.7 and businesses without TARP capital
N . * maintain levels of capital consistent with supervisory expectations

® serve as financial and managerial support to its subs

» be able to access equity on the private markets

® meet its obligations and lending without reliance on FINC's Temporary
Liquidity Guarantee Program (“TLGP") (For more information on this program,
see “TARP in Context ~ Other Government Programs to Assist the Financial
Sector,” in Section 3 of this report.)

® carry a capital level necessary to meet the more adverse economic scenarios

under the SCAP testing

For further details on SCAP, refer to the “Capital Assistance Program” discus-
ston later in this section,
As of June 30, 2009, 32 bank

Treasury has received $70. 1 billion in principal and an additional $316.1 miltion

LI had repurchased their shares from Treasury.

Q12

in accrued and unpaid dividends.® Figure 2.7 shows the amount of CPP funds

outstanding, adiusted for repayments. For details of share repurchases conducted

as of June 30, 2009, see Appendix D: “Transaction Detail.”

Note: Musnbers affected by rounding

Souses: Treasury. Transactians Report, 7

Repurchase of Warrants
To maximize the benefit to the taxpayer, EE

A mandated that T

asury recefve
warrants when §t invests in troubled assets. ‘The warrants lor publicly traded fnstitu-

tions provide Treasury the right to purchase shares of common stock, or, in the case
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of non-publicly traded institutions, preferred stock or debt at a fixed price.” Under
CPP, the warrants expire in 10 years, As of June 30, 2009, Treasury had not exer-
cised its right under the warrants to purchase common shares in any of the public
institutions but had dove so for non-public institutions. ™

With institutions beginning to vepay their CPP funds, the U.S, Government has
clarified its treatment of warrant repurchases in various ways. Under the standard
CPP Securities Purchase Agreement ("SPA"} and ARRA, publicly traded TARP re-

cipients have the right to repurchase their warrants with proper notice to Treasury

at the fair market value. Non-public TARP recipients have the right to repurchase
the preferred shares and subordinated debt that Treaswry took when it iramediately
exercised the warrants at the time ther CPP tansactions closed.™ ARRA states
that, following the repayment of TARP funding, Treasury “shall liquidate warrants

associated with snch a;

tance at the current market price. On May 20, 2009,
ct of 2009 {Public Law
No. 111-22), which amended the ARRA provision requiring Treasury to liquidate

Congress passed the Helping Families Save Their Home:

its warrants immediately upon TARP repayment. Specifically, the phrase “shall

liquidate” was changed to “may liquidate” — indicating that Treasury has discretion
in deciding when it should sell or exercise its warrants.”

On June 26, 2009, Treasury announced guidance for the wartant repurchase

for publicly traded institutions. i an institution wishes to repurchase war-

sury, it must first take the following step:

Step 1: Notification to Treasury with Determination of Fair Market Value
Any institution wishing to repurchase its warrants must notify Treasury within 15
days of repayment of TARP funds.®* According to the CPP SPA, the notification

must include the number of warrants to be repurchased and the determination of

fair market value from the board of directors. Moreover, the board of directors must
be acting in good faith with reliance on an “independent investment banking firm.”
The independent appraiser must be retained by the TARP recipient and approved

by Treasury®

Step 2: Treasury Evaluates Repurchase Offer

According to the CPP SPA and the guidance announced b
have 10 da
by ARRAS According to Treasury, it will be using three different valuation method-

v Treasury, Treasury will

 to evatuate the

AP recipient’s offer of fair market value as required

ologies to determine market values of the warran

market-price approach — For those warrants listed on a securities exchange,
® ket h - For th ts listed t hange,

current market vaue is used. However, many of the warrants that Treasury
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holds are not listed on a secarities exchange. In these cases, Treasury will use

market prices of securities with similar characterist sess the market value

s 10 &

of the warrants, Secunities with similar characteristics include traded warrants,
traded options, common equity, and secarities listed by similar institutions. Treasury
has stated that it will be using 5-10 market participants, such as investment banks
and asset management [irms, to provide quotes on the value of the warrants.

ated that it will conduct valuations based on
Scholes
well as assumptions about the

fimancial models — Treasury s

such as the binomial and Blac!

well-known, commen financial model

mod

The models use various known inputs a

volatility and dividends of the common stock of the institution to caleulate the

value of the warranis. To measure the volatility and assumptions of the common
stock, Treasury will be using a 60-day trailing volatility for the past 10 years of

the common stock price,

third-party valuation - Treasury will be using the three asset managers that it

has hired to manage TARP assets and other outside consultants to as inde-

pendently the vatue of cach institution’s warrants.

Step 3: Negotiation Peried
Should Tre
Officer (*

o discu

sury reject the TARP recipient’s repurchase offer, the Chief Executive

0" of the TARP recipient and a representative of Treasury shall meet

Treasury’s objections to the valuation proposed by the TARP recipient
and attempt to reach an agreement.”” As of June 30, 2009, all of the warrant repur-

chases have occurred as a product of this negotiation period.®

Step 4: Appraisal Procedure
I, in 10 days, no price is agreed upon, either the institution or Treasury may invoke

the “Appraisal Procedure.” This involves Treasury and the TARP recipient each
choosing an independent appraiser to agree mutually upon the fair market value of
the warrants. If, after 30 days, the two appraisers are not able to agree upon a fair

market value, then a third ndependent appraiser will be chosen with the consent

of the first two appr

5.5 The third appraiser has 30 days to make a deci

on,

and, subject to limitations — such as if one of the three valuations is

gnificantly

different from the other two — a compuosite valuation of the three appraisals is
used to establish the fair market value.™ Treasury and the fnstitution will be bound
by this price determination, but Treasury has stated that if the recipient is not satis-
fied with this price, it may withdraw its notification to repurchase the warrants,™

Under the CPP SPA, the costs of conducting any appraisal procedure “shall be

borne by the Compar

Alternate Disposition of Warrants
17 the institution and Treasury do not invoke the

‘Appraisal Procedure,” or if the

institution decides not to seek to repurchase its warrants, Treasury has various
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aptions as to how it manages these fnvestments over the 10-year exercisable period
it may sell them, exercise thern, or hold them as it sees fit 1o otherwise maximize
henefit to the taxpayers. When selling the warrants on the open market, Treasury
As of June 30, 2009, guid-

Treasury has stated that it

has stated that it will do se through an auction proce:

ance on this auction process has not yet been released. ™

ntends to liquidate the warrants of institutions that have redeemed their CPP pre-

ferred shares quickly™ While under the SPA, Treasury also has the right to auction

50% of the warrants of financial institutions that have not yet vepaid TARP fun
as of Juve 30, 2009, it had not done so.

As of June 30, 2009, 11 banks had repurchased their warrants for a total of
$18.7 million,™ while three private institutions whose warrants were immediately
exercised into preferred shares had repurchased those shares for a total of

$1.6 millior

For a list of institutions, both public and private, that have repaid
their TARP funds and repurchased their warrants as of june 30, 2009, see Table
2.10. These institutions are no longer part of TARR

TABLE 2.10

Number of Amount of
Repurchase Warrants Repurchase as
Date ituti Repurchased of 6/30/2009
5/8/2009 Old National Bancorp 813,008 1.2
5/20/2009 therizhank Corporation® 138490 1z
672772009 Firstherit Corporation 952,260 50
5/27/2009  Sun Bancorp, Inc. 1,543,376 21
5/27/200% independent Bank Corp, 481,664 2.2
6/17/2009 Affiance Financial Corporation 173.069 0.9
6/24/2009 First Niagara Financial Group® 953,096 2.7
6/24/2009 Berkshire Hills Bancorp, inc. 226,330 10
6/24/2009 Somerset Hills Bancorp 163,065 0.3
6/24/2009 SCBT Financial Corporation 303.083 14
B/30/200% HE Financial Corp. 302,419 Q.7

Total Warrants ~ Public 6,049,860 $18.7

CPP WARRANT REPURCHASES (PRIVATE

Number of Amount of
Repurchase Preferred Repurchase as
Date Institution Shares of 6/30/2009
4/15/2009 Centra Financial Holdings, inc./ 750 $0.8
Cantra Bank, Inc.
472272009 First ULB Gorp. 245 0.2
5/27/2009 First Manitowoe Bancorp, Inc. 600 0.6
Total Preferred Shares ~ Private 1,585 $1.6

Aoters: Sambers affeted by rouncing, Data as of 6/30/2009, This doas not isclile the $6 milion warzant repurckase by State Street
Gornoration that poeurved on 7/8/200
These wnstitions retuced i orgaiat amount of warrants issued through 3 uatfied sauity offering.

Source: Traasury. Transactians Report, 7/2/2009.
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For move information on the Capitl

tance Program, refer 1o SIGTARPS

Treasury Lending Snapshots
Treasury snapshots were instituted in January 2009 as a means to track progress
toward the stated goal of CPP: “building a capital base of viable U.S. financial in-

stitutions, enabling them to continue lending to businesses and consumers during

this unprecedented financial crisis and economic downturn,™ Treasury continues

o measure the lending activities of CPP recipients by performing both monthly

and quarterly data analysis.™ There are currently two types of monthly reports is-

sued on CPP. Originally, the monthly intermediation snapshots were conducted for
the 21 largest CPP patticipants. In March 2009, Treasury announced that it would
require all CPP participants to submit data for a new mouthly lending report that
complements the monthly intermediation snapshots, The first monthly lending re-
port for all CPP participants was published on June 1, 2009, and included data for
February and March of 2009, A second monthly lending report with April data was
i

sued on June 19, 2009, Going forward, this report will be released around the
20" of each month.® As of Jane 30, 2009, information from the 21 largest CPP
participants had been collected and released through Aprit 2009,

April 2008 Monthly Intermediation Snapshot

The most recent monthly intermediation snapshot for the 21 largest CPP recipi-
ents was released on June 13, 2009, reporting data for the period of Sprit 1, 2009,
to April 30, 2009, The respons
March o April; the report also included new information on small-business lending

found a decline in total new lending of 7% from

that will be reported in all surveys going forward, Treasury reviewed and analyzed

the data and come to the following conclusions:®!

-

Consumer lending levels decreased as a result of a weakening labor market and

declines in household wealth.

Commercial and industrial lending was reportedly “well below normal levels.”

Banks reported $267 biflion in ding small-business Toan bal with

$8 billion in small-business loan originations over the month,

Capital Assistance Program

sury announced the Capital Assistance Program

(“CAP").% The CAP process has two main steps for the 19 largest BHCs {all other
QFIs need not participate in the first step but have the option to participate in the
second step):*

® a“stress test” {also known as the Supervisory Capital Assessment Progrm
(“SCAP™) to evaluate the 19 largest BHC

stand an adverse economic scenario

capital fevels for their ability to with-
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s an application to Treasury for funding in the form of additional capital infu-

CAP’s stated goal is to “ensure the continued ability of U.S, financial institu-

tions to lend to ereditsorthy borrowers in the face of a weaker-than-expected

. As of June 30,

2009, one institution had applied for but had not vet been approved for CAR.
Since SIGTARP®

CAP and provided recommendations for finther actions that certain in-

economic environment and larger-than-expected potential losse

April Quarterly Report, the Federal Reserve released the

resulis of
stirutions will need to take to meet enhanced capital requirements, Of the 19 insti-

tutions that participated in SCAP, the Federal Reserve determined that 10 needed

approximately $753 billion total in additional capital, and the other 9 institutions

had suflicient capital to cover potential Iosses even in the more adverse scenario.™
Upon publication of the SCAP results, Treasury announced a November 9, 2009,

deadline for those 10 institutions that need to mise additional capital to meet the

enhanced capital vequirements. Treasury also extended the application deadline for
all institutions wishing to participate in CAP to November 9, 2009.% For a timeline

and description of the CAP process, see Figure 2.8 on the next page.

Supervisory Capital Assessment Program (“SCAP"}
SCAP, otherwise known as the “stress test,” was a key component of CAP. The
stress test was conducted by the FBAs with the stated intention of ensuring that
the largest financial institutions have sufficient capital to cover Josses and continue
lending in a more adverse economic scenario than was anticipated at the time the
fests were conducted, All domestic BHCs with assets exceeding $100 billion at the
end of 2008 were required to participate, At the end of 2008, there were 19 BHCs
with assets of more than $100 billion, representing roughly two-thirds of aggregate
U8, BHC assets.”

According to the Federal Reserve, the stress test was a forward-looking exer-
cise utilizing both a baseline and adverse scenatio of the economy for the next two

years. The test was administered by various teams of supervisors and analysts from

the FBAs with specialized knowledge of the patticipating firms or expertise in spe-
s or securities. ™

cific asset ela
On May 7, 2009, the Federal Reserve released the results of the SCAP pro-

cess, reverding that 9 of the 19 BHCs had sufficient capital to withstand the most

adverse scenario of the tests. As of June 30, 2009, eight of the nine institutions

that had sufficient capital under SCAP were approved by their FBAs and had
repaid their CPP funds, but had outstanding warrants owned by the Government.
As of the drafting of this report, State Street Corporation repurchased its related

warrants for $60 million making it the only institution out of the nine ta be out of

a company that
ly entitles the oiwner of the
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FIGURE 2.8
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TARP# The ninth BHC, MetLife, is not a TARP recipient, The other 10 BHCs
need to raise an additional $75 billion total of new capital in order to meet the

capital level deemed nece

ary to withstand a more adverse economie seenario.

Options for raising the needed capital for these institutions include, but are not

Timited to; ing common stock, exchanging preferred shares for common shares,

selling non-core businesses, increasing corporate earnings, or applying for CAP
investments. Those failing to raise private funds would be required to take CAP

funds or convert their CPP funds to mandatory convertible shares: however, many

financial institutions have raised significant funds on their own, which could seem-

ingly limit their need for CAP® Nine of the 10 BHCs needing additional capital
have begun raising this capital in the private markets; the remaining BHC, Morgan
Stanley, has already raised its additional capital and repaid its TARP funding.

SCAP Assumptions
The siress test was designed to determine how much additional capital each insti
wtion may need Lo remain well capitalized in adverse economic conditions until

the end of 2010. Well capitalized was a standard defined as being able to main-

tain a 6% der one vish-based capital ratio and a4

1

one con

watic (T Corsmon Batio”, which is also known as a tangible common

equity ratio ("TCE Ratio™).” Generally, the Federal Reserve’ nsl\bdwd capital
guidelives for BHCs requir

2 minimum 4% Tt Ratio; however, super

expect
BHCs to hald T1 well in excess of the minimum ratio. Supervisors have indicated

that common cquity {the component of Tt most able to absorb losses) should be

the dominant component of T1. The caleslation of a T1 Common Ratio assessed
the composition of the BHCs T1 Ratio to determine whether common equity was
sufficiently dominant. Once these two ratios were calculated, supenisors followed

the normal supervisory evaluation process to determine whether a firm’s current

capital was sufficient in light of its risk profile.”* SCAP's required ratios are higher
than current Federal regulations.

In SCAP, the regulators created two forward-looking economic scenarios. The
first scenario was a bascline forecast for 2009 and 2010 hased on the most recent

projections available from three professional forecasiors prior to the start of the

str i

s test on February 25, 2000.% Although the baseline was intended to [orecast

likely econemic metrics, the unemployment rate eclipsed the bas:

ine assump-
tion of an annual average of 8.4% unemployment with the June 2009 unemploy-
ment rate of 9.5%,” The second scenario evaluated the institutions under worse

economic conditions than those provided in the bascline forecast — an “adverse

scenario, The assumptions for the baseline and adverse case compared to the

demand Federal regulators ook atT

o ca cu!ate the

‘mtere tsA and il tprefen'ed <ecur;tte& ;
il canbelheugh@ ot as the. mmmt that

iyt of capfta! i the senseof oroviding & \;
buffer agamst {oss by claimants n the

- the tier one comman riskd based ratxo
(71 Comimon Rat;o") which determlnes
o wnat percentace of 2 bankstotal assets .

Ul
Stmcture Tu’zonai" 0 SiGTARP Aprt
‘Quarter!y Repo :
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economaic indicators as of June 30, 2009, are in Table 2.11, and demonstrate that
as of June 30, 2009, two of the three indicators (Real GDP and Usemployment)
indicate that the econamic downturmn may he more severe than even the adverse

scenario for 2009,

“to understand how much capital is needed to withstand a certain amount of
lasses and still maintain a capital buffer of at least & 6% T1 Ratio and at least a 4%
't Common Ratio, the BHC
mated losses on loans, securities, and trading-relared exposures based upon 2008

were asked by their FBA regnlators to project esti-

s

vear-end financial dat

ceording to the Federal Reserve, under the mare adverse scenario, together
$837 bitkion in T't, $413 hillion of which was T1
Common. These BHCs estimated their net losses to be $185 billion for 2009 and

the 19 BHCs had approximately

2010. That would leave them with a requived SCAP hulfer of $74.6 billion un-

der the adverse scenario, When calculating the required SCAP buffer, FBAs took
into account financial results and any actions that BHCs may have taken dur-
ing the first quarter of 2009.%¢

E 4 exchange offer on February 27, 2009, The announced offer was 1o

For exanaple, SCAP took inte account Citigroup's

convert private preferred and Treasury’s CPP investments to common equity, which

More More Indicators, as of
Baseline Adverse  Baseline Adverse 6/30/2009

Real GDP

{% Change in Annual Average)
Annual Average Civillan
Unernployment Rate

House Prices

{% Change Relative to Q4

of Prior Year)

2.1% 0.5%

8.4% 8.9% 88%  10.3% 9.5%2

Nntes: As reported by the source d
tans relaased by Sonsensus Farecasts.

% s the annsanfied rate, ot the
E Nwher is hased off of

idverse sconomic scenar

Sources: Federal Rasarve,
Re:

1o Supecvizory C:
Buraais of Eosomic Anal
(37200 nsplagmort %

ST 8/2000: Changs i
Thah sty Repart — Exenonie bt 6
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n effect, increased its T1 Common. The terms of the exchange offer subsequently
were finalized on June 9, 2009, and are deseribed fater i this section.

Table 2.12 shows the SCAP buffer calenlation in aggregate fov all 19 BHCs un-
scenario. Table 2.13 shows the results of SCAP for the 10

der the more “adw
BHCs needing additional capital, and Table 2.14 shows the results of SCAP fox the
9 B
under

hat have sufficient capital to withstand the more adve scenario detailed

P

Post-SCAP Alternatives
On June 8, 2009, the 10 BHCs requiring additional capital to weet the capital
buffer requirement submitted detaited capital plans to their FBAs outlining how

they planned to raise the neces capital. According to the Federal Reserve, these

capital plans, when implemented, “would provide sufficient capital to meet the re-

quired buffer under the ¢ ment’s more adverse scenario.™ The Federal Reserve

has also stated that it will work with the institutions to ensure their plans get

TABLE 213

TABLE 2.12
SCAP RESULTS FOR TH
BH

Tier One Capital $836.7
Tier One Common Capital (inciuded

in above amount) 4as
Total Estimated Losses {599.24
Add Pyrchase Accounting

Adjustiments 643
Add Resources other than Capital to

Absorb Lossas 362.9
SCAP Buffer as of 12/31/2008 $185.0
Less Capital Actions and Effects of 1104
1% Quarter Results 4
Required SCAP Buffer $74.8

Sousce: Board of Govemors of the Federal Rese
e

orvisory Capitol Assessnant Peogam: Ovei
02

e
2w of Reatits,”

Bank of Wealls Sun  Morgan Fifth
America Fargo GMAC Citigroup Regions Trust Stanley KeyCorp Third PNC Total
Tiet One Capital $173.2 $ae.4 5174 $118.8 $12.1 $176 472 $116 8119 $24.1
Tier One Common Capital 745 339 Ll 229 7.6 %4 17.8 6.0 4.9 117
Total Estimated Losses 1366 861 9.2 1047 2.2 118 197 6.7 9.1 188
Purchase Accounting
Adustments 133 237 - - - - - - - 59
Projected NonCapitat . . . P
Resourcest 745 860.0 {©.5) 49.0 33 47 71 2.1 85 96
SCAP Shortfall as of + E o
12/31/2008 465 7.3 6.7 926 2.9 34 83 25 26 23
1 Quarter Results and Actions 12.7 36 4.8} 87.1 04 1.3 6.5 0.6 15 1.7
Additional Capital Reguired $33.9 $13.7  $115 $5.5 $2.5 $2.2 318 $1.8 $1.1 $0.6  $748

Notes: Nembers offected
> Resauross ickide Pre-prwision Net Revenue (PPNR) and the resaurces avadable from the aflowanse for loan end lease losses.

: Board of Govemors of the Fecleral Resarve, “The Supenvisosy Capitat Assessment Frogram: Oversiew of Results,” 5/7/2005.
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TABLE 2.14
American Bank of NY Goldman JPMorgan State

Express BB&T Co. Mellon CapitalOne Sachs Chase Metlife Street UsB
Tier One Capital $10. $13.4 $15.4 $16.8 $55.9  $136.2 $30.1 $ial $24.4
Tier One Common
Capital 10.1 7.8 110 120 344 87.0 27.8 108 118
Total Estimated Losses 112 87 54 134 17.8 97.4 9.6 82 15.7
Purchase Accounting
Adjustments - - - 15 - 19.9 o - -
Projectad Non-Capital .
Resources® 118 55 8.7 9.0 185 724 5.6 4.3 137
SCAP Shortiall as of - B .
12/31/2008
15t Quarter Results and e
Actions 0.2 01 0.2} 0.3) 70 25 0.6 0.2 0.3
Additional Capital
Required o e - e e o e o —

Hates: Nurabers affosted by rourding.

* Resaurces meiue EPNR and the resources avaliable from the allowonce for foan and fease ipsses.

Saurce: Board of Govamors of the Federat Reserve, *The Supesvisory Capiat Assessment Prageany: Ovenview of Resuts

implemented quickly and are completed by the November 9, 2009, capital-raising
deadine.® The capital plan must include the following:®

detatled deseription of the actions that will be taken to raise the amount of capi-
P huffer

internal processes for managing

1al and/or type of capital needed to meet the SCA]

list of steps to address weaknesses in the BHC's
and maintaining effective capital
outline of steps that the BHC will take to repay TARP Tunds over an allotted
TLGP

time and reduce reliance on guarantees through FDIC

Should a BHC not meet its reqaired SCAP bulfer by November 9, 2009, it will
have to take additional capital assistance through CAP. This may include either
Treasury-approved conversion of the BHCs' CPP investment to CAP MCP shares
P MCP share: As of June 30, 2009, many financial

institutions have raised significant funds on their own, which could seemingly lmit

rance of now

or the

their need for CAP. Table 2,15 shows how the following banks have already begun
to raise capital in different ways.
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Status of CAP

According to Treasury, those institutions that were not part of SCAP have until
November 9, 2009, to apply for the CAP program, When applying for CAP, QFTs
can either apply directly for additional TARP funding in the form of CAP MCP
shares or apply to convert their CPP preferred shares in exchange for CAP MCP
shares. "' As of June 30, 2009, only one institution had applied for CAP, and none

had yet been funded.

TABLE 2.15

B
Capital Raised/

For more information on the Capital

ssistance Program termss and condi-
tions, see SIGTARP' April Guarterly
Report, Section 2: "TARP Overview.”

Needed per  Announced as of Capital Needed
Financial SCAP! 6/30/2009 by 11/9/2009 Method of Raising Capital
Bank of America’ $33.9 $33.9 gzﬁgw{;ﬁ g;t;gg‘%ozzmlnon equity offering, reduced dividends,
Citigroup® 5.5 55 —  Expanded already announced exchangs offer
Fifth Third Bancorp® 11 2.2 -~ Exchange offering, tender offering

i 5 o .

e Lo s 3 B0 o AP (5.5 bilon e s et gt eqrement)
Keycorp® 1.8 13 0.5 Exchange offering
Morgan Stanley's 1.8 2.2 -~ Public equity offering
PNC? 0.6 0.6 —  Atthemarket equity offering
Regions Financial Corp! 2.5 25 -~ Exchange offering
SunTrust 2.2 2.1 0.1 Equity offering, tender offering
Wells Fargo® 13.7 8.6 5.1 Equity offering
Total $74.6 $62.5 $13.7

Netes: Neambers atfested by svusding, Dot as of 09,

Sowrses

> Bank of Americs, eloase,” 6/
phpTs=43&iem=5485, accessed 6/23/2009

© Ciigrowp ., “Press Aefease ” 5/7/2009, wer. ciigroup som/oil oress/2009/090507E htm,

rewsroom baniofamarica com/

accessed 6/23/2009.
iafatebity.gov, accessed 7/2/2009,
eweblinex Bl spstiD LIG35430

e

D, 5

Treasuy. Transaction Report
Heycarp. " 52
78932

/472009, vreow.se
08, s

i

¢ Horgan Stanky,©
Bebi o114

eloase,

essed 6/23/2009.
Ralsase,  Gare/abit presy/rticles”
6 2009,

TAR funds on 6/17/2009
9. it //pnc. mediaroam com/index phole=43ditern =635,

accessed 6/23/200¢

Rogio rass Reloase,” 6/18/2009, v regions.com/abou,_regions/iR_newsrelgases.

9.
argo.com fprass/ 2009/ 30050508, 5

Supervisory Canital Assessment Prograrm: Gverviow
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the investors 1 exchange one
- securities for another.

tween a firm and Investors, permitting
classof:

Systemically Significant Failing Institutions Program

According to Treasury, the Systemically Significant Pailing Institutions (¢

SFI}
program was established to “provide stability and prevent disruptions to financial
markets from the failure of institutions that are critical to the functiouing of the
nation’s financial As of June 30, 2009, $69.8 billion has been aflocated
through the SSFI program to American Intemational Group, Inc. ("AIG?), the sole

pstem,”

participant.

American International Group, Inc.

The $69.8 billion of TARP funds allocated to AIG includes $40 bilfion of preferred
stock purchased from AIG on November 25, 2008, and the more recent establish-
it AIG used the proceeds of Treasury's

ment of a $29.8 hillion equity capital fici
initial stock purchase to reduce the amount it had previously berrowed from the
Federal Reserve, '™ On March 2, 2009, Treasury and the Federal Reserve an-

nounced a restructuring and sale of certain assets that will allow the company o
tance packages to AIG. This overall

repay a portion of the Federal Reserve’s a
s included a securitics exe . the

restructuring of the Government's interest s
and an amendment to the

previously mentioned $29.8 billion equity capital facility,

According to Treasury, the restructuring

Federal Reserve’s Revolving Credit Facilit

finances and is a long-term solution for AIG, its

wilt strengthen the company

em as a whole. ™ On Aprl 17, 2009,

tomers, U
Treasury and AlG signed the securities exchange agreement and the equity lacility

taxpayers, and the financial sys

agreement as part of AIG's ongoing restructuring efforts.'”® According to Treasury,
“ordlerly restructuring is essential to Al('s repayment of the support it has received

from U.S. taxpayers and to preserving financial stability: %

Restructuring
AlG's “orderly restructuring” goes beyond the restructuring of its Government

tance to include an internal restructuring plan for the company's assets and

@
sset sales,

visk positions. This internal restructuring, which include: an attempt
by AIG to “protect and enbance the value of its key businesses, and position these
franchises for the future as more independently rum, franspa panies.”™
Subsequent to SIGTARP's Aprit Quarterly Report, the following restructuring

transactions have transpired:™

s Government Agreements: Agreements for a securities exchange and eg-

uity capital facility have been executed, and changes to the Federal Reserve

Revolving Credit Facility have been made.
Separation Activities: Two of AIG's largest foreign life insurance businesses

— American Intermational Company Ltd. (“AIA™) and American Life Insurance
Company ("ALICO") - have been put into special purpose vehicles (S

®
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with signtficant preferred stock interests in those SPVs used to pay down the
Federal Reserve Revolving Credit Facility.

*

Financial Products Corp. Unwind: AIG continues (o reduce the visk of its

subsid

derivatives portfolios held by i Cmancial Products Gorp.

Asset Sales: AIG continues (o sell off subsidiaties that are not part of its care

business.

Government Agreements

The restructuring of the Government's ackage for AIG involved

three new ag with two Government agenci

s. The securities exchange
fod Revelvi

and equity capital facility are Treasury and the g
Credit Facility is with the Federal Reserve. Al three agreements are subject to

Government inspection and control requirements. Provisions for the ALG-Treasury
contracts include, among others, inspection rights, internal control establishment,

executive compensation Hmits, limited lobbying activity, use of funds reporting,

and dividend rate adjustments, Table 2.16 illustrates these provisions in more

detail.
TABLE 2.16
Provision Description
Treasury, SIGTARP, and the Comptroller General of the United States
Inspection Rights have access o personnal, and any books, papers, records, or other
data.
AG must establish internal controls to ensure corapliance with the
Internal Controls terms of the contract, and must report on the implementation of the

internal controls quarterly.

AG must comply with all EESA executive compensation requirements
and any amendments. AIG must also make its best efforts to comply
with the executive compensation restrictions to nonl.S.based
sepior employess.

Exacutive Compensation

AIG shalt continue to maintain and implement its policy on lobbying,

Limited Lobbying Activity governmental, ethics, and polftical activities.

Dividend Rate Adiustment  Treasury can change the dividend rate with the abjective of
protecting the U.S. taxpayer.

Preferred Stock Directors in the event that the hoard does not declare dividends for four
quarters {does not need to be consacutive), Treasury has the right
to elect the greater of {a) two members of the board of directors or
{b) 20% of the entire board {currently there are 11 directors). Upon
the receipt of four consecutive full dividend payments, the board
mambers will step down.

Siote: The exscative compensation requirements released o 2008 apoly 0 AL,
Souse *Sequnties Exchangs Agrenm das of April 17, 2009, betess
Urited States Department of the Treasuey,”
Agreement. p, actessed 6/5/2008,

fonel Group, e, and
E Secur han
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k. that iequxres g deﬁned dividend:
i1 iHhe company oes not pay

‘corpora ofisito e duce the: n\lmber 0\‘
sh1res outskandmg and mcrease the:

Securities Exchange Agresment
The securities exchange allows AIG to replace the 4 million shares of cun
s issued to Trea eries D stock”) worth $40
bitlion with 400,000 shares of non sk (“Serdes E stock”)

1.6 hillion."® The price of the Series

rudative

rredd sto

ury in November 2008

i

stock was set at the total vahue of

10 The Series 1D stock paid a 10
: stock will pay a 10% dividend

the Series D stock plus amy napaid dividends i

nual dividend (paid quarterly), and the new Series
it the board of divectors declares dividends. ' ATG may only repurchase the new

Series E stock with the proceeds of new sources of private capital. " In addition

sued warrants to Trea

1o the newly issued preferved stock, AIG has sury. These

warrants are exercisable for 2,689,938.3 shares of common stock, which represent
2% of AIG's outstanding common stock as of June 30, 2009." The warrants have
a strike price of $30, and, on June 30, 2009, the current price of AIG stock was
$23.20. On June 30, 2009, AIG had a 1-for-20 reverse stock split, which increased

ares outstanding by a quo-

the stock price by a multiple of 20 and reduced the s
tient of 20. The warrants adjust by the same multiple as the stock; the previously
stated terms of the warrants reflect this reverse stock split.

Equity Capital Facility
The equity capital facility was announced as a five-year, $30 billion agreement
between ALG and Treastry.'™* Under the agreement, AIG agrees to issue and sel o
Treasury 300,000 shares of 10% non-cumulative preferred stock (“Series F stock™,
plus warrants to purchase 150 shares of common stock. '™ Dividends on the Series
¥ stock do not accumulate and are only owed when declared by the board of direc-
tors. The strike price of the warrants is $0.00002 per share." On June 30, 2009,
AIG’s common stock price was $23.20 per share. The agreement terms reflect the
June 30, 2009, reverse siock split.

Technically, Treasury has already acquired all 300,000 shaves of Series F stock,

but the shares had no value until cash was disbursed from Treasury to AIG. Upon

sries

such disbursemants, the facility is said to be “drawn upon,” and the value of S

the amount of the drawdown.’” In order to draw down the

ock increases

equity capital facility, AIG must provide an outline of the expected uses of the

s of June 30, 2009, AIG has drawn down $1.15 billion to tmprove the
9

us

funds,

c life Insurance and retirement services businesses.!

capitalization of its domes
In March 2009, AIG made $165 rillion in retention payments to ceriain

employees in its Pinancial Products Corp. and Trading Group Inc, subsidiaries
(“AIGFP Retention Payment Amount”)." In an attempt to recoup the $165 mil-
lion from AIG, Treasury reduced the amount of capital available through the equity
capital facility by $ 165 million, This reduced the $30 biflion value of the facility to
$29.835 billion. In addition to the AYGFP Retention Payment Amount, Treasury
The

assigned a $165 million commitment fee to AIG for the use of the facility.
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commitment fee is due in three instaliments of $55 million on each of the foltow-
ing dates: December 17, 2010; August 17, 2012; and April 17, 2014, and must be

paid from the operational capital of AIG.

Federal Reserve Revolving Credit Facility
The Federal Reserve will make several madifications to the Revolving Credit

Facility established in Septemaber 2008:

® The credit facility will he repaid and reduced in exchange for up to approxi-
mately $26 billion in preferred imterests in two special purpose vehicles ereated
to hold all of the outs

n

anding common stock ALICO and Al

~ The total amount available nnder the Revolving Credit Facility will be reduced

to $25 billion.

‘The Federal Reserve will make up to $8.5 billion in new foans 10 AIG. The loans
will be repaid by the cash flow received from designated blocks of the domestic
life insurance subsidiaries of AWG.

lity is the three-month London Interbank Offered
Rate ("LIROR") plus 300 hasis point
will be removed from the credit f:

The interest rate on the fa

The previous interest rate Hoor of 3.5%

AG Financial Products Corp. Unwind
AlG Financial Products Corp. {"AIGFP") is
business is trading in dorhvatives of stocks, bonds, credit, and commoditie

subsidiary of AIG whose primary

well

as energy

trading and trading in the foreign exchange markets, Derivatives are
financial instruments that “derive” their value from something else (residential
mortgage-backed securities, commercial mortgage-backed securities, ete.). AIG's fi-
nancial woes were largely a result of AIGFP's position as underwriter of one type of

5
 agaihstihe fallire
;however. does

i swaps O

derivative, vredit
AIGFPS C 4
alone accounted for approximately $19 bilfion of the $24.5 billion in lmsu, \K,

}, that sustained subsmmml losses in 2008,

DS exposure on multi-sector coflate

announced in the third quarter of 2008,

“The downgrade of AIG's AAA credit rating by the rating agencies triggered a
This event required AIGFP to
2008, AIGFP had

counterparties. These col-

credit event under many of its derivative contract

post additional collateral to its counterparties, As of November 5

posted or agreed fo post $37.3 billion in collateral to its

lateral postings payments exceeded the funds AIG had available, and that is when
the Federal Reserve and Treasury began providing assistance to stabilize the com-
pany. Part of AIG's restructuring plan involves the unwinding of AIGFP's derivative
cxposure. According to AIG's first-quarter financial statements, released May 7,
2009, AIGFP has begun to reduce the exposed risk of AIG; the notional amount
of AIG's derfvative portfolio exposure has been reduced by more than 40% - from

approximately triflion to approximately $1.5 wrillion.

i
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Asset Sales

AIG has also begun a Jarge-scale asset divestiture plan in a move to “protect and

enhance the value of its key busin AIG has completed the sale ol cight sub-
sidiaries and one farge office building in Tokyo, When AIG sells an asset, the total

sale price could be in the form of cash or AIG debt assumed by the purchaser. The

total sales price of the nine completed sales is approximately $5.3 billion, includ-

ing approxtmately $4.6 billion cash and notes and $726 million debt assumed by

the purchasers, Table 2.17 lists the assets and the respective sale prices with the

17

applicable debt assumptions by the purcha

TABLE 2,17

Debt Assumed Total Sale
Subsidiary Cash by Purchaser Price

AIG PhilAm Savings Bank, PhilAm Auto Financing

and Leasing, and PFL Holdings 543 S— 43
Hartford Steam Boiler 739 76 815
AIG tnsurance Company of Canada 263 — 263
AiG Retail Bank Public Company Lirnited and its

credit card operations, AIG Card (Thailand) 45 495 540
Company Lirnited, in Thailand

AIG Private Bank Limited 253 58 308
Deutsche Versicherungsund 2% _ %
Rickversicherungs-Aktiengeselischaft

AGFP Commaodity Index Business 150 — 150
21 Century Insurance Group 1,300 100 2,000
Tokyo Office Building 1,200 — 1,200
Total $4.619 $728 $5,345
fiote: Thes ] rorm the Gncudted auasterly report and press seleases

Sources: dmenican btemati
fet of 16347 3/31,/2900,
2002, pp. 34; AG

al Group, Tnc., 10, “(uarterly Report Pursuznt 26 Section 13 or 150

) of the Securiies Exchange

$ Estate Assot 10 Npoon L
55 7asighlghts. acossced 77102005
7772003 iraigeorporate.com’

5 9, "
NG Press Release, "AIG Financ
1157

Sale of Camemodity Index Susiness. 5
phoenix,zhim 2

18highigtt=.
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Targeted Investment Program and Asset Guarantee Program

Under the Targeted Investment Program (“FIP"), Treasury had invested, as of
June 30, 2009, $40 billion of TARP funds in Citigroup and Bank of America,
Furthermore, under the Asset Guarantee Program ("AGP"), Treasury had commit-
ted a total of $5 billion to support $301 billion of asscts hetd by Citigroup. As of
June 30, 2009, Citigroup is the sole participant in AGP.

* Stated goal of TIP: To invest funds, on a case-by-casc basis, “to strengthen the
economy and protect American jobs, savings, and retirernent security” where
“the loss of confidence in a financial fnstitution conld result in significant mar-
ket disruptions that threaten the financial strength of similarly situated financial
nstitutions,"H

a

Stated goal of AGP: To use insurance protections to help stabilize at-visk
financial institutions, Treasury insures a sclect pool of troubled assets and col-
lects premaiums in return. This program differs from other financial fnstitution
ARP funds in the institu-
ARP funds are reserved to cover a portion of the possible

solvency progras in that Treasury does not invest

tion directly; rathes

losses in the selected assets.

Citigroup Inc.

Treasury has provided no financing to Citigroup beyond its earlier CPP, TIP, and
AGP funding. Citigroup has received a total of $50 billion in TARP funding over
three instaflment
® CPP: $25 billion on October 28, 2008

e TP $20 billion on December 31, 2008

® AGP: $5 hillion loss protection on January 15, 2009

“The $5 billion AGP commitment is for Treasury's portion of the loss exposure
an the ringfencing of approximately $301 billion worth of roubled Citigroup
assets. This amount has not been paid directly to Citigroup, but rather, bas been

placed in reserve against the possil

hility of future losses on the ass

in the ring-
fence.'™ There have been no additional TARP funds allocated 1o Citigroup since
SIGTARP's Aprit Quarterly Report, However, Tre

have been modified through a set of exchange offerin

1y's fnvestments in Citigroup

s that were finalized on

June 9, 200953 The effects of these exchange olfers are mixed. The CPP exchange
will reduce the dividends payable to Treasury, and Treasury will receive 2 more
Junior position on the conversion of those shares in the event of a bankruptey. The

1P and AGP exchange to trust preferred securities will result in Treasury having a

lea Fening Se‘gtegaﬁpg‘assets from
 therest of a financial inst often s
that asset problems can be addresse

. ;re‘f‘erehc‘e to.Citigroup
~agreement, taking one tybe of stocke
e o
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For more information on Treasarys ovigh

fnvestments in Citigroup, see SIGTARPS
Fnitial Report and SIGTARPS April
Quarierly Report,

iCompr‘ses CP preferred stock; AGP
prefen’ed stock and TR preferred

more senfor claim in bankruptey and Treasury will have a higher priority to receive
regular interest payments.'* Additionally, Citigroup is implementing a Tax Benefit
Preservation Plan to protect its shareholders from the potential loss of value of
tax benefits through the dilution that is caused by the exchanges. If followed by
sharcholders, this plan will protect a large amount of tax benefits — such as loss

Forw * A more detailed

avdds — that Citigroup can use 1o offset future income.

dumplmn of this plan is provided later in this section.

Citigroup Exchange Offering

On June 9, 2009, Citigroup finalized several private and public preferred securi-
ties exchange offers that were announced on February 27, 2009, These exchanges
generally involve arranging for preferred sharcholders, including Treasury, to trade

in their shares for new jnts vitios that can be converted to commeon stock at

the request of Citigroup.™ This will permit the interim securities to be counted as

“tangible common equity,” thas strengthening Citigroup’s capital structure. When

f

non-Treasury held preferred secur

Citigroup originally announced this exchange offering in February 2009, it intend-

s, and

Treasury had announced that it would match up to $25 billion of the non-‘lrozrsnry

ed to exchange up to $27.5 billion of

held shares exchanged with its CPP preferred shares { Freasury-owned peeforced

Since then, Citigroup participated in Treasury's stress test {Supmﬂs(m

et Program, or SCAP) to determine an appropriate capital buffer for the

firm in case of adverso ecanomic conditions. Treasury concluded that Citigroup

needed to raise $5.5 billion in tangtble common equity, even after receiving credit,
$52.5 biflion to be exchanged. On May 7, 2009,

Citigroup announced it will expand the original private portion of its exchange

during the § »\P testing, for the

offering by $5.5 billion to meet the required buffer under SCAP.'* Refer to the

“apital Assistance Program” discussion in this section for more detail on SCAP,
“Capital Prog) | i tion b detail on SCAR,

Citigroup has offered the exchange wntil July 24, 2009, to both its private and

public preferred sharelolders, with Treasury agreeing to match up to $25 bil-

Yion of its CPP preferred shares in the transactions. Should there be full (private,
public, and Treasury) participation. Citigroup would convert approximately $58

O ing i Par(iupa!i?n
Private Preferred $125 $12.5
Public Preferred and Trust Preferred 306 205
Treastry-Owned Preferred 50.0 250
Total $93.1 $58.0

N, bl prefrdand st rstertd a combined becauss sl prefared shrshoidrs vl exchange frs g the change
of nuh‘\c ’n’efevmd shares, and trust referred il make up the diferencs to compiete the transaction.

hecluie 14,

2000, i sec. gow/Archives/edgar/dat: 5128775 tprer) da Fem,

Source: Citigroup.
accessed 6/15;
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FIGURE 2.9

PREEXCHANGE QWNERSHIP
Private Proferred  Public Preferred Newly Croated
Shareholder Sharetolder Treasury Trast

POSTEXCHANGE OWNERSHIP.

Private Proferred  Public Preforred Newty Created
Sharshoider Shareholder Treasury
- -

Motes: Private pewforred stack, poblic prefrred stock, and CPP prefesred stock wil he exchanged for
interin securities unti shazeholders apprave the transaction.
changs has maximum participation, there v be $10.05

if the Public Prefe
Fraferred Stock aut

7 of Public

Source: Cilasoup, Exchange Agreement, 6/8/2008, s see.gov, ascessed 6/10/21
billion of its preferred stock.!¥ Table 2.18 lists the total value of the outstanding
preferved stock by exchange participants and the maximum participation allowed by
Citigroup in the exchange agreement.

The exchange offer closing and conversion ta common stock is dependent on
many factors, including regulatory and shareholder approvals. Tigure 2.9 fllustrates
the ownership of the participating shareholders pre- and post-exchange. Treasury,

public shareholders, and private shareholders are holding interim securities untit

they receive shareholder approval. The details of cach transaction are discussed in
the following sections.

Private Preferred Exchange Offer
According to the exchange agreements, the private preferred shareholders will

exchange their shares first on the condition that they elect to exchange at least




149

SPECIAL INSPECTOR GENERAL 1 TROUE

EE ASSET RELIEF PROGRAM

FIGURE 2,10

Exchange priva
preferred stoci for
inteti secarites and

comena Stock,
shareholcr o

¥

haretoiders approve,
asts ave cancollod

and interisn seceriies
convert o cormiman
stacks

Source: Ciigrow, "Exchange A
wWW.SeC BOV, actessed 6,10/

raeat,” 6/9/2009,

$11.5 billion of prefemred shares. Under the exchange, Tr

sury will convert a por-
tion of iis CPP investment that is matched to the amount of preferred shares being

exchanged by private preferred sharcholders and will receive from

following ass

igroup the

ets in exchange:™

® interim securities that will convert 10 common stock upon shareholder approval

® awarrant to purchase common shares should shareholder approval not be
obtained

i ol

to encourage st ler approval of their

exchange. For example, they will pay a 9% dividend that, should sharcholder ap-

‘The interim securities are

proval not be obtained within six months, will increase by two percentage points

each quarter to a maximum of 19%. For example, during the first quarter following

the sixv-month deadline, the dividends will be increased from 11% to 13% if the
sharcholder approval is not obtained. The warrant will have $0.01 exercise price
and permit purchase up to 790 million shares of common stock. Should share-
holder approval be obtained, the warrants will be cancelled. ™ For a more detailed

description on the private preferred exchange process, see Figure 2.10.

Publie Preferred Exchange Offer
After the private preferred shareholders have exchanged their shares, Gitigroup
will provide exchanges 1o its public preferred sharcholders. Treasury will match

both the public and private exchanges dollar-for-dollar up to $25 biltion at a

conversion tate of $3.25 per share. If shareholder approval is not obtained upon
closing

1N

Citigroup will issue to Treasury interim securities that will be convertible

FIGURE 2.11

"PUBLIC PREFERRED
SHAREHOLDERS

sharehniders have not app
ho exchange a of
o

hareholdars appyous the
ange as of the closing dete,
lic prefered stock comerts
irzctly to commen stock.

fthe clost
e, pubic prefered stock
comaits to rfenim securties
erding sharehokler anoroval

e sec.gov, a0nessed 6/10/2000,
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to common stock upon approval.'*® For a mere detailed deseription on the public
preferred exchange process, see Figure 2,11

In addition to the exchange of up to $25 billion of its preferred shares obtained
under CPP, Treasury will he exchanging the preferred stock it received under the
TIP and AGP programs, to new trust preferred securities, According to Treasury,

the new securities will have “greater structural seniority,” than the existing stock;

for example, they will have a more senior claim iy bankruptey and will have a

higher priotity to receive regular monthly interest payments,*** They will have an

annual coupon
8
srust that will issue and sell the trust preferred securities to Treasury in exchange

¢ of 8% maturing in 2039 — meaning Citigroup will be paying

- interest payments on Treasury's investments. ' Citigroup will also create a new

for the TIP and AGP shates, as well as any remaining CPP shares that are not

exchanged to interim securities or common stack.'#

Tax-Benefits Presexvation Plan
On Junc 9, 2009, Citigroup announced that the Board of Directors had unani-
mously adopted a tax-benefits preservation plan. Citigroup cited this as an effort

to protect Citigroup's ability to utilize cortain tax assets, such as operating loss
carry-forwards to olfset future income.'* Under current tax law, should there be an

ownership oy Sitigroup's ability to offset future ncome with its current and

Tecent

es for tax purposes could be chiminated or drastically reduced.
In order to preserve the value of these potential tax benelits, Citigroup

must avoid certain events that might be deemed to be a change of ownership,

Accordingly, Citigroup's plan contains two provisions that disconrage the following

changes in ownership: ¢

© any person ot group from becoming a 5% shareholder
* existing 5% {or more} shareholders from acquiring more than a specified num-

ber of additional shares of Citigroup

In an attempt to preserve the future tax benefits of the losses, Citigroup pre-
pared a strategy to difute any increase in ownership that could jeopardize any of the

tax Joss ¢

arry-forward. Citigroup's strategy included declaring a stock dividend on
the interim securities and common stock allowing sharcholders to purchase more
stock thus permitting the dilution of the stock to avoid a change in control, threby

protecting the tax benefits.

Bank of America Corporation

As of June 30, 2009, Treasury has provided ne financing to Bank of America be-
yond its earier CPP and TIP funding. Bank of America has received a total of $45
billion in three fnstallments:

+ CPP: $15 billion on Octoher 28, 2008

e CPP: $10 billion on January 9, 2009

e T %20 billion on January 16, 2009

A Asecurity
- thathas both equity and debt cha
© auteristics, cr
st and debtta it Acompany.
Would create a rust preferred security.
o realiza tax benehts sice the trustis
taxdeductible - G

{  Interast raie fo'be paid
a percentage of the face val

tax law, an ownership change wil
Jt:ary owner that contrals at
% of the company ncre i
0% o miore aver a rolling -
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On January 16, 2009, Treasury had announced the potential participation by

Bank of America in AGP. On May 7, 2009, Bank of America announced it was no

longer secking such assistance.’ As of June 30, 2009, according to Treasury of-

ficials, the matter remains unresolved.

Use of Funds Reports

Under their TIP agreements, based on SIGTARP's recommendations, both
Citigroup and Bank of America are required to submit a quarterly “use of funds
report.” The use of funds report must include the following information:'*

® how TARP funds were used

¢ the implementation of internal controls for TARP funds

e compliance or non-compliance with restrictions on use of TARP funds

Use of Funds Report: Citigroup, Inc.
On May 12, 2009, (i
RP Progress Report for First Quarter 2009,” describes the steps taken to

igroup released its sccond use of funds report, The 60-

page

deploy TARP capital received,” Acearding to the report, Gitigroup's Special TARP

Committee {the “TARP Committee"} of senior executives had approved nearl

biflion in initiatives to support the U.S. economy and expand the flow of credit.

The report lists and deseribes its procedures for deployment of TARP capital as well

as executive compensation reductions." Included in Citigroup’s report is a list of

some of the internal controls put in place in connection with TARP-related lend-

ing, The internal contrals include the following guidelines:'™

® “The TARP Committee may approve deployment of TARP-related capital for au-
thorized purposes, up to a certain maximum, without gaining further approval.

® Businesses are vequired to teport quarterly to the TARP Committee on TARP-
related activities, the performance of any investments, and the benefit of any
activities to the flow of credit and the U.S, housing system.

© The TARP Committee will report quarterly to Citigroup's board of directors on
the specific uses of TARP funds.

o Use of TARP capital must be reported to Head of Financial Planning and
Analysis with appropriate supporting materials to ensure effective monitoring.

® The committee will ensure that the Citigroup Finance Department has appro-
priate financial reporting concerning the uses of TARP capital.

.

The TARP Committee will meet as often as required but no less than every
(]Hélﬂ(‘t‘.

=

8,25 billion in

The report details Citigroup activities, including approximate!

TARP-related new loans for the first quarter between snunicipal fending
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cing, residential mortgages, and anto loans. Citigroup lurther reported that it
expanded its assistance to homeowners by modifving mortgages for approximately

80,000 homeowners with a total combined debt of more than $9 billion.” Table

2.19 fists the TARP-related use of funds reported by Citigroup.

Use of Funds Report: Bank of America Corporation
On May 11, 2009, Bank of America submitted a four-page use of funds report

y the Chiof
@ in pla

pursuant to its T1P agreement. Included in the report

Acconnting Officer (*CAO") that the required intemal control

e, a
description of the requirements stated in the contract, and a one-page discussion of
the use of funds.

According to the report submitted by Bank of America, the internal controls

are described In contrast to Citigroup’s use of funds report,

‘ncorpotated.

Bank of America’s report does not provide any details of its lending or the amount

of lending that has occurred as a result of the increased capital provided b
Bank of America acknondedged that it did not segregate the $20 billion of TARP
funds on its balance sheet and included it as part of the operating capital, stating

that, “since all TARP investment funds are part of our operating capital, they can-

* According to Bank of

not effectively be segregated and they cannot be ‘unspent
America, the additional $20 billion wa

s used to “bolster the company's capital and

154

Liquidity positions.” I its report, Bank of America listed the contract require-
ments as part of its internal controls relating to executive compensation, lobby-
ing, and other expenses. It did not provide detail as to how it is implementing the

internal controls.

TABLE 2.19

NonConforming Mortgage Loans 82
1.8, Prime Residential Mortgage 75
Securities

Credit Cards 5.8
Municipal Financing 5.0
Business and Personal Loans 2.5
Supplier Financing 20
Corporate Loan Securitization 15
Student Loans 10
Residential Mortgages 10
Auto Loans 6.3
Total $44.8

“What it

Source: Ciigrou
ot

Ding 0 Expand the Fow of
i my

Quartee 2009 /1272009,

6/1/2009.
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merc;a reat estate mortgages‘ hat are :
~packaged togeﬁwer

ASSET SUPPORT PROGRAMS

Treasury, either on its own or in conjunction with the Federal Reserve, has cre-
ated three programs to support demand in financial markets for hard-to-value
assets and to vestart the credit ma:ke(s by supporting new loans: the Term Asset-
Backed Securities Loan Fa ), the Public-Private Investment Program
{“PPIP"), and Unlocking Credit for Small Businesses ("UCSB").

The Federal Reserve’s TALF program will provide up to $1 riltion in funding

to institutions pledging asset-backed securities ("ABS™ as collateral. According
0 billion of TARP fund
(although the Federal Reserve characterized Tre
s announced on May 1, 2009, TAL

fed socuritios

0 absorh losses on TALF

to Treasury, it will provide §

asury'’s

cormmitment as up to §

billion).'™ “was expanded to include com

cial martg

57} as eligible collateral for TALF loans.*
Through June 30, 2009, the Federal Reserve had facilitated five TAL
tions: four subscriptions related to non-mortgage-backed ABS totaling approximate-
I $28.5 hillion fn T
with no TALF loans

< subserip-

¥ loans, and one commercial mortgage-bac
red.

Tn addition to the expansion of TALE, PPIP, as announced, included two sub-

od subscription

programs, the Legacy Loans Program and the Legacy Securities Program. The

Legacy Loans Program was intended to utilize equity provided by Treasury and debt

provided by FDIC to facilitate purchases of legacy morigage loans held

by banks; the program, however, has heen shelved by FDIC, The Legacy Securities

Program utilizes equity provided by Treasury and debt potentially provided by

Treasury, through TARP, andfor the Federal Reserve, through TALF, to facilitate

purchases of legacy mortgage-backed sccurities (MBS held by various financial

institutions.
Through the UCSB program, Treasury will purchase up to $15 billion in securi-
backed by Small Busines

tie: dministration ("SBA”) loans.

Term Asset-Backed Securities Loan Facility

Program Summary

T November 2008, the Federal Reserve and Treasury avnounced TALE, under
which the Federal Reserve Bank of New York ("FRBNY") would issue up to $200
Hable to and small bust backed

billion in loans to make credit
by $20 billion of TARP funds.!
Federal Reserve announced that they were prepared to expand TALF up to $1 tril-

Subsequently, in February 2009, Treasury and the

lion, which, according to Treasury, will include up to $80 billion of TARP funds,
TALF is divided organizationally into two parts:

¢ lending program — originates loans to eligible institutions

B
any collateral surrendered by borrowers from the

o asset disposition facility ~ an SPV used by F 10 purchase and manage

LF lending program
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FRBNY wilt manage both the lending program and the asset disposition facility.
The funding for the lending program comes from FRBNY. According to Treasu

the funding for the asset disposition SPV will first come from interest payments

made by borrowers from the lending program, then from Treasury’s use of up to

$80 billion in TARP funds to purchase subordinated debt from the SPV, and finally,

from FRBNY non-recourse loans.

TALF Mechanics

As discussed in SIG

CARP's Aprit Quarterly Report to Congress, borrowes in the

TALF lending program post ABS as collateral for non-recourse loans jssued by
FRBNY. The eligit
through an application process.

Prior to SKETARP's April Quarterly Report, only certain newly issued ABS -~
ssued on or after January 1, 2009 — were cligible for TALE The loans

Hity of the TALF borrower and the TALF collateral is determined

securities

supporting the ABS were limited to:

®

auto, student, and credit-card loans

-

equipment loans
s i

plan loans
®  commercial and rental leet leases

@ receivables related to residential mongage servieing advances (servicing advance

°

small-business loans guaranteed by the $BA

On May 1, 2009, the Federal Reserve added ins:
and CMBS to the list of eligible ABS for TALF. Additionally, the Federal Reserve
announced the inclusion of select legacy CMBS for the July TALF subscription;
ALK, Legac

and account for a large

samee premmivn finance foans

this marks the first time that legacy securities will be included in

se-

curities are those securities issued before January 1, 2009,
percentage of the ABS currently lingering on the books of financial institutions, For

ee the “Term Asset-Backed
ARP Overview” in SIGTARP's

a move detailed dis

on about collaterat eligib

Securities Loan Factlity” discussion in Section 2: 7T
April Quarterly Report,

Once the collateral s deemed to be eligible, a ba

ssigned to the collater-

al. Haircuts represent the borrower's “skin in the game™ - or the amount of money
AL
based on the type and riskiness of the ABS securing the TALF loan, Under TALE,

FRBNY will fend each borrower the amount of the purchase price of the pledged

the borrower must invest — and arc required for alt oans in varying amounts

ABS minus the haircut, subject to certain limitations, The initial haireuts lor
non-mortgage-backed collateral as a percentage of collateral vatue are posted on

FBBN

website,

ion an TALF mechan-
jes, see Section 2: “TARP Overview” of
SIGTARPS April Questerly Report,

For ware infor

Histrane
Loan issiedto small
“they may obfain proper!
smstrance:

yior

W the Value of the loan.
e is less than the cob




155

SPECIAL INSPECTOR GENERAL | TROGUBLED ASSET RELIEF PROGRAM

Much Bike haircuts, the interest rates for TALF foans are based on the loan

and most are quoted at a spread over LIBOR, which is a generally

accepted fnterest rate standard. Interest payments on the TALF loans ave payable
raonthly or quarterly, depending on the frequency of the interest payments on the
collateral. TALF loan interest rates may be fixed or floating, as determined by the

collateral, and are generally below what

currently available in the private mar-
kets. FRBNY posts the interest rates for TALF loans on its website,
P

Program Developments
As the TALF program matures, a number of updates have been introduced, which,

according to the Federal Reserve, serve three primary purposes:
@ to maximize TALF's impact on all sectors of the ABS market
# 1o provide transparency to investors and the marketplace

® to protect the taxpayers’ mterests

Subsequent to SIGTARP's April Quarterly Report, the following program-relat-

ed developments occurred and are discussed in greater detail in this section:

® Three additional TALF subsarg

FRBNY.

stions (for a total of five) were conducted by

* TALF-eligible collateral criteria were expanded to include: insurance premium
finance loans and CMBS — both legacy
B

Two new nationally recognized statistical rating organizations ("NRSROs™) were
added to provide ratings for CMBS only: Realpoint, LLC, and DBRS.

A proposed change to Standard & Poor's ("S&P's”) current ratings methodology
for CMBS could result in ratings downgrades for CMBS that might othervise

ALF loans.

have been eligible collateral
e CM
e The role of collateral monitor for CMBS was created to act as another laver of

stablished.

ecific haireut methodology was

risk mitigation,

Updated program mechanics were introduced for risk mitigation through man-
datory pre-payment of principal on toans collateralized by CMBS.
® The Federal Roserve hired a law flrm to assist in the performance of a fraud risk

assessment for TALF,

TALF Subscription Activity
As of June 30, 2009, FRBNY had conducted five subscriptions of TALE. Four
of these subscriptions related to newly

ued, non-maortgage-backed ABS (and
occurred in the first part of March, April, May, and June), and one subscription

related to newly tssued CMBS (which occurred on June 16, 2009} for which there

was no activity.
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TABLE 2.20

March Aprit May June
ABS Sector 2009 2009 2009 2008 Total
Auto Loans $1.9 $0.8 $2.2 $3.3 $8.2
Student Loans - e 2.4 0.2 28
Credit Card Receivables 2.8 0.9 5% 6.2 15.4
Eqguipment Loans — — 0.5 0.6 i1
Floorplan Loans — — - — -
SmallBusiness Loans — — 0.1 0.1 o2
Servicing Advance Receivables — — — 0.5 ¢33
Premium Finance - 05 0.5
Totat $4.7 317 $106  $115 $28.5

Nates Mwwbu, JWec{ed hy rounding. Data o5 of 6 09,
Asof 6 525, in TALF loans were outstanding. The 77

10 subscription was for approxinately §5.4 bifion in

o,

Sourcas: FRENY, “Term fssetacked s Loan iy, Operstion Amscemert v b crg/arkets/
50602 htr, ssed 6/3/ A

eporkded org arket

Backad 8ecum»s Loz

A i Asmriscied Securtles Lot Facily: Gpesation Amourcement. 3
cvents o etk 205031 i, pecessed 2/25/2005, FRBIY, Tomn Rt
173120, veuns yorkwdorg mavkets/TALE.operations im, accesssd 7/8/200

Subscriptions Using Non-Mortgage-Backed Collateral
As of June 30, 2009, FRBNY had facilitated four TALF non-mortgage-backed ABS
$28.5 billion. As Table 2.20 tllustrates, TALF
lending for non-mortgage-backed ABS has grown since the initial subscription in
March 2009,

TALF loans issued for the purchase of ABS backed by student loans and ABS
hacked by loans guaranteed by the SBA may have up to five-year maturities, as

subscriptions, totaling approximate

opposed to up to three-year maturities for the non-moxtgage-backed loans extended
thus far

Subscriptions Using Mortgage-Backed Collateral
On June 16, 2009, FRB

e

Y concluded the first subscription of TALF related to
v issued CMBS. This was the first subscription with morigage-backed securi-

ties as collateral. No loans were fssued to borrowers during the subseription, Prior
to the sub

ription, during public remarks, the President of FRENY indicated

that participation would be mintmal because there had been little advance notice.

Aceording to industry sources, for commercial real estate “it can tal

as long as six
I

months from the time a loan is originated to when it's securitized.
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Auibitizdl Gl
schiedule of periodic blerded ioan pay:
mients; showing the amount of principal:
and the ambunt of Interest in ‘
payment so ﬂaat the laan wil be paid
offoverac ‘r‘tair‘e Hime period

Commercial Mortgage-Backed Securities
On May 1, 2009, the Federal Reserve issued a press release snnouncing the

expansion of TALF to include qualifying newly issued CMBS as eligible collateral
for TALF loans.'® On May 19, 2009, the Federal Reserve announced that legacy
CMBS would also be included ™™ According to the Federal Reserve, “The CMBS
market came to a standstill in mid-2008. The inclusion of CMBS

lateral for TALF loans will help prevent defaults on economic

as eligible col-

Hy viable commercial
properties, inere:

se the capacity of current holders of maturing mortgages to make
i

Commercial real estate mortgages that back CMBS are typical

additional loans, and facilitate the sale of disir

od properties.

structured so

that mortgage borrowers are required to make monthly payments consistent with
a 20- 10 30-vear munny

stion schedele. but have a shotter term, which requires

the borrower to make a bulies or balloon payment as the term reaches maturity In
ather words, the term of the mortgage may be five years, but unlike most residential
mortgages, at the end of the commercial real estate loans, most of the principal has
not yet been repaid, leaving a very large final payment. As a result, most commer-

cial mortgages are refinanced, that is, a new loan

sought at the end of the term.
“ommercial lenders often roake mottgage loans with the understanding that bor-
rewers will seck to refinance when the bullet becomes due.

As discussed in further detail in "TARP Tutorial: Securitization” in
Section 2: “TARP Overview” of SIGTARP's Aprit Quarterly Report

suamce provides financial institutions a significant seurce of liquidity to make new

loans and refinance existing loans. When the CMBS market shut down last year,
commercial mortgage borrowers discovered that commercial fenders were not will-
ing to refinance commercial real estate loans. Because many borrowers are unable

to make the final bullet payment without financing, this has created a potential

in the commercial real estate market,

‘Which CMBS Will Meet Collateral Eligibility Bequirements?

s issued CMBS and fegacy CMBS must
meet a number of eligibility requirements. Some eligibility requirements are the
sued and Jegaey CMBSH#

In order to qualify as TALF collateral, new

same for both new

Jigible CMBS must evidence an intevest in a trust fund consisting of fully
funded mortgage loans and not other CMBS, other securities, interest rate swap

or cap instraments, or other hedging instruments,

Eligible CGMBS must have a credit rating in the highest Jong-term investment-
grade rating category from at least two TALF CMBS-cligible rating agencies and
must not have a credit rating below the highest investment-grade tating category

from any TALF CMBS-cligible rating agency.

® Eligible CMBS must entitle its holders to payments of principal and interest.
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* Fligible CMBS must not be issued by an agency or instrumentality of the
United States or a Government-sponsored enterprise.
* Bligible CMBS must include a mortgage or similar instrument on  fee or lease-

hold interest in one or more income-generaling commercial properties,

Some eligibility requirements for newly issued CMBS are similar to require-

ments for legacy CMBS with minoy, but important, differenc

igible newly issued CMBS must evidence fivst-priority mort;

gage loans that are
current in payment at the time of securitization.

® filigible newly issued CMBS mast not be junior to other securities with claims
on the same pool of loans.

® Kach property underlying eligible newldy issued CMBS must be Jocated in the

United States or one of its territories.

Legacy CMBS#

o Eligible legacy

SMBS must not have been junior to other securities with claims

on the same pool of loans upon issuance.

® As of the TALF loan subscription dave, at least 95% of the properties underlying

eligible legacy CMBS, by related Joan principal balance, must be located in the
United States or one of its territories.

o Iissued during or after 2003, eligible legacy CMBS must be “super senfor”in
priority at the time of the TALF loan, meaning the holder is entitled to fivst pay-
ment. It became common practice in 2005 to sub-tranche {(or further subdivide
cash flows), and TALF will only accept the most senior of these sub-tranches in

» highest rating category '
the highest rating category.

For G

wonitor to evahuate ABS to ensure that specific ri

1BS, the Federal Reserve has retained the services of a collate

to the Federal Reserve and
Treasury are mitigated. For more on the role of the collateral monitor, refer to the

‘Comptiance and Fraud Prevention” discussion later in this section.

Nationally Recognized Statistical Rating Organizations for CMBS

"The ratings assigned by NRSROs to CMBS are developed through methaedologies
iction of a financial instrument’s likelihood of default,
NRSRO methodolo,
basic assumpiions about the MRS and comparisons of similarly structured invest-

intended to provide a de

or riskiness

fes olten involve proprietary models, drawing on

ments, which may periodically be reviewed and could result in changes to ratings
issued by an NRSRO.

1o assessithe riskiness of the undet)
~ing mortgaze pools Gt
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The ratings issuied by NRSROs are integral to participation in the TALF pro-

gram. The terms and conditions of TALF have two distinci requirements related to

ratings for pledged collaters
® At the time of subscription [or the TALF loan, pledged collateral must have the
highest fong-term investment-grade rating category {e.g., AAA) from two or more

Tal¥-e X
Collateral cannot have a credit rating less than the highest rating from any

igible rating agenci

s

TALF-eligible rating agency, nor can it be currently on review or on watch for
downgrade by any of the approved NRSROs.

It coltateral pledged for a TALF loan does not possess the necessary ratings, the

borrower may not pledge that collateral as security for a TALF loan,

Prior to the expansion of TALF, the Federal Reserve would accept ratings from
S&P's, Moody's Investors Service, and Fiteh Ratings for non-mortgage-backed
ABS. On May 19, 2009, the Federal Reserve announced the addition of two new
NRSBOs to its Hist of acceptable NRSROs — DBRS and Realpoint, LLC — specif-
7 These five NRSROs are known

ies, because the ratings they i

ically for their experience in dealing with CMBS.
as TALF-cligible ratings agen

sue may be relied on
for determining collateral eligibility. In light of TALF's expansion to additional asset
RSROs for the

¢ review jts nse of !
o8

classes, “the Federal Reserve will periodica

purpose of determining TAL F-eligible ABS.

Potential Downgrade of CMBS

On May 26, 2009, S&P's proposed changes to the methodology it uses to rate

BS. The change in methodology wil likely cause significant downgrades for

MBS issued within the past three years, particularly with respect to the highest

long-term rating. It is being reported that, “25%, 60%, and 90% of the most senior
tranches of the 2005, 2006, and 2007 issuances, respectively, could be downgrad-
«d.™ On June 26, 2009, S&P affirmed that it would adopt this stanc
of the cligibil

the highest rating from any major TALF-eligible rating agency, these downgrades by

7 Recause

requitement that collateral cannot have a credit vating less than

S&P wilt render a significant portion of the legacy CMBS market ineligible for par-

ticipation in the TALF program, SIGTARP will follos these developments closely

and report on substantive changes to program design in subsequent reports.

Haircuts for Legacy CMBS Collateral

Similar to collateral requirements for other types of ABS collateral, TALF loans

secured by CMBS require borrowers to put up a portion of thefr own money, or
the haircut. The amount of the haircut is designed to reflect the inherent viski-
ness of the collateral and the potential for it to decline in value. Haircuts for newly

issued CMBS will be at 13%, increasing

by one percentage point for each year of
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TABLE 2.21

“cmes Effective

Expected Market TALF
Value Life Value  Value Haircut%  Haircut $ Loan Haireut
High Five Years 51,000 $1,000 15% $150 $850 15%
Medium  Five Years 1,000 700 15% 150 550 21%
Low Five Years 1,000 400 15% 150 250 38%

additional average life over five years.'™ Although also at 15%, haircuts on legacy
CMBS provide an additional technical-dovwnsid

are based on a percentage of par value, but applied on a dollar basts to market

protection in that “the haircuts

prices.”™ For example, assume that a TALF borrower pledges legacy CMBS swith

a par value of $1,000 for a TALF loan. The CMBS have an average life of five

which would require a 15% hatrcut from the borrower. If the fegacy CMBS
were trading at full value, the borrower could get a loan for $850, putting up $150
. however, the legacy CMBS ave trading at $700, the
350 TALF loan (the haircut s still $150 but

it now represents 21% of the now-lower market value). This formulation creates an

{taking a $150 haireut).

borrower will only be able to secure a

“effective haifrcut” that considers the proportion of the haircut to loan amount. The
jower the market vatue of the legacy CMBS, the higher percentage of market value
will be the haircut. See Table 2,21 for scenarios based on differing market values
MBS,

Caleulating haircuts in this manner acknowledges that legacy CMRBS with large

for legacy

differences between par value and market value are generally likely to be experience

ing perlormance problems with the underlying assets. This approach to caleulating
the required haircut minimizes the loan amount extended by the Federal Beserve
and thus the potential exposure to loss.

Hatrcuts are designed to consider the weighied sverage life of a security, which

provides insight regarding how many s it will take o repay the principal, The

loans undetlying a CMBS typically have & fonger lite than those of non-mortgage
185 is 15%. To see the

s across a range of average life for the underying collateral, see Tuble 2.22.

. The standard hatrcut for SMBS haircut perceni-

Compli and Fraud Pr

As discussed in detail in Section 4: “Looking Forward: SIGTARP
Recommencdations to Treasury” of SIGTARP' April Quarterly Report, SIGTARP
made a series of recommendations regarding TALF program mechanics and fraud
YTARP, dated

May 5, 2009, and May 22, 2009, the Board of Governors of the Federal Reserve

prevention procedures. Subsequently in two letters to SIC

responded to many of the recommendations from the past quarterly report and
outlined plans to implement procedures to address these concerns in subsequent

- humber of years for wh
- ofunpaid principal

Sage remains outstandin

TABLE 2.22

Average Life [years}

0-5 6 7 8 9 10
15%  16% 17% 18% 19% 20%
Source:

markets/taf toms i, accessed
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TALF operations. Those letters are included in Appendix G: "Correspondence

¥ ing SIGTARP R dation

Hes brokerdeéle{s thattrade mUS,
Government securities with the Federal
. Reserve Bank of New York for the

. pwposeof canving autopenmarket . ed activities, including performing due diligence regarding the eligibility of pledged
 operations. There are currently 16. :
‘primary dealers, :

Compliance Summary
Under TALF, the primary de

s are responsible for many of the compliance-relat-

ABS and the TALF applicant. Specifically, each primary dealer is responsible for

applying its “Know Your Customer” / “Anti-Money Laundering” identification

program to each TALE borrower and making a representation to FRBNY that the

borrower is eligible for participation in TALF

For further detail regarding the prims

CMBS Risk Mitigation through Collateral Monitoring

decler’s role in TALE, sce Section 2: In addition to haireuts, which are predetermined, fixed percentages, FRBNY will

“TARP Overview” of SIGTARPS April
Quarterly Report.

conduct an actual valuation of any pledged collateral using adverse economic
assumptions to determine the maximum price at which it will be willing to lend.
This may lead to lower TALF loan values than would have been issued relying
oned ta ensure that

solely on haircuts for risk mitigation, and this practice is des

the total amount of money lent to the borrower will not exceed the tatal value of

the CMBS should the market continue to deteriorate. The process will also help to
deter coltusion, in that a proposed price that is deemed too high may be rejected

by the Federal Reserve. FRBNY has retained the services of a collateral monitor to

assist with this collateral evaluation using certain eligibility requivements provided
by the Federal Reserve. According to FRBNY, the collateral raonitor will also assess
the pledged collateral pool for diversity of loan size, geography, property type, and
horrower sponsorship to avoid over-concentration fn any particular sector. The

coltateral moniter will “estimate the value of the collateral under adverse eco-

nomic conditions, and the FRBNY will not make a loan that exceeds the stres

valuation.

For example, a

stressed valuation performed by the collateral monitor may
evaluate the performance of CMBS in light of increased unemployment. Any
increase to the unemployment rate would fikely decrease the need for corporate
office space, thus increasing vacancies and reducing rent collection. Commercial

borrowers that recently took out 2 mortgage for the development of office space

may thus default on the mortgage because of less income, which subsequently

would harm the performance of CMBS. The collateral monitor's evaluation m;

show that CMBS with a market value of $600 under current economic conditions
s. Under this scenaria,

would he worth $400 if the unemployment rate increa:
a TALF borrower pledging the CMBS as collateral for 2 TALF loan would not be

granted a loan greater than the stressed value of $400. Specific information about

the Federal Reserve’s stress valuation of CMBS will not be made public.
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On June 16, 2009, FRBNY announced the retention of Trepp LLC as its first
collateral monitor for the assessment of CMBS eligibility, both newly

ued and

legacy. According to FRENY, Trepp will “assist the New York Fed by providing valu-

FRBN

ation, modeling, analytics and reporting further claified that it may

rely upon other firms as collateral monitors.

Risk Mitigation through Prepayment
The expansion of TALF includes additional protections to limit the Federal
Reserve’s exposure to la

from collateral declining in value and to encourage
borrowers to repay principal instead of abandoning the collateral at the end of the
ALK Joan term.

Any remittance of principal for legacy CMBS must be used immediately to
pay down the TALF loan in proportion to the hatreut of that loan. 7 In the case of
CMBS, these principal remittances occur when a borrewer prepays the mortgage,

entitling the security holder to payment beyond the security’s normal cash flow. For

example, if & TALF borrower obtained a three-year TALF foan with a 15% haircut,
the borrower would keep only 15% of any principal remittance, and the remain-
ing 85 000 of
$150, and $850 would go

o FRBNY to pay down principal on the borrower’s TALF loan.

: would go to FRBNY to pay down the loan. In other words, if §

principal was remdtted, the TALF borrower would recefv

A second CMBS risk mitigation involves the use of inter

payments received
by the holder of the GMBS. The fterest generated by the CMBS fs received by
FRBNY's custodian and distribuied in the following order:

® pay interest on TALF loan

* pay the TALF borrower subject to a cap

© pay down outstanding principat on the TALF foan

Assuming the interest received from CMBS is greater than interest payable on

the TALY loan, interest will be remitted to the TALF borvower wutil the following
limits are reached {on a five-year TALF loan) after which interest will go to pay
down remaining principal on the TALF oan:

©  25% of the hafrcut amount {annually) for the first three years of the TALF loan

®  10% of the haircut amount during the fourth year of the TALF loan
® 3% of the haircut amount during the fifth year of the TALF Joan

For exaraple, if a TALF borrower puts up a haireut of $100 for a five-year TALF
loan, the interest remitted to the borrower from the CMBS — above and beyond

the interest that is paid to the Federal Reserve for the loan - cannot exceed $25

for the first year, $23 for the second year, $25 for the third year, $10 for the fourth

5 for the fifth yes

s and §

v + All payments more than these amounts go to the
Federal Reserve to repay the principal on the loan. In this way, the surrendering of

assets at the end of the

¥ loan terms will be discouraged as some principal will
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have been repaid and the borrower will have retained some “slin i the game.
Otherwise, a borrower could recoup its entire haircut and profit, and have no

ncentive to pay off the loan, and reacquire the CMBS, at the end of the foan.

Fraud Risk Assessment
In a May 22, 2009, letter to SIGTARP, the Federal Reserve indicated that FRBNY

had retained the services of a law firm to assist in the performance of a compre-

hensive fraud risk assessment for TALL ccording to the Federal Reserve, the

assessment “will include a review of fraud cases and investigation censultation

with a wide range of relevant law enf government agencies, acade

faw firms and public and private investors and recommendations regarding addi-

tional measures, strategies or controls to reduce the potential fraud risk associated
with the program."™ SIGTARP has met with FRBNY and a representative of the
faw firm,

Additionally, FRBNY is developing an inspection program of the primary deal-

ers tacilitating TALY loans to ensure they ave performing the required due dili-

gence of collateral and horrawers.

Performance of ABS Markets

On June 4, 2009, the president and chief executive of FRBNY, William C, Dudley,
al Markets
ate Association’s Public-Private Investment Program Summit in New York

addressed the Securities Industry and Finan ation and Pension

O

Real

City regarding TALF

During the remarks, Mr. Dudley stated, “TALF loans have accounted for a bit

more than half of total issuance volume of ABS {since the initial TALF subscrip~

tion}...this means that the TALF is helping to restart the market, rather than the

TALF being the market. " Additionally, Mr. Dudley noted that, “spreads on con-

sumer ABS have heen coming down sharply from their peak levels reached late last
year, For example, the spreads on AAA-rated credit card ABS have narrowed from
apeak of about 600 basis points over LIBOR to slightly above 200 basts points
currently "8
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Public-Private Investment Program

On March 23, 2009, Treasury, in combination with FDIC

and the Federal Reserve,
announced the Public-Private Investment Program ("PPIP™), a $500 billion to

5 assals

tritlion effort to improve the health of financial institutions holding ic

on their balance sheets and to restart frozen credit markets.™ As noted by FDIC,

these troubled loans and securi

have depressed market perceptions of banks
and impeded new lending % PPIP is designed 1o purchase these legacy assets
from institutions through multiple Public-Private Investment Funds (“PPIIs™)

ble debt financ-

funded by Government and private-investor capital as well as d

ing, PPIP will imitially focus on assets related to mortgages on residential and com-
mercial real estate.'™ At program announcement, Treasury declared its intention to
commit up to $100 billion ta PPIP and the expansion of TALY to legacy assets.”
On July

cquity and debt in nine PPIFs for the purchase of legacy securiti

8, 2009, Treasury announced that it will initially invest up to 330 bilkion of
50

Understanding the Current Environment
PPIP’s success in meeting its goal of taking toxic assets off of banks books s

dependent on banks’ willingness to sell such assets, In order to assess the incentive

for banks to participate and sell their troubled assets, it is necessary to understand

how institutions must account for these asset

Companies hs

traditionally held
ked securities ("ABS™)
andards required banks to value

s — fike stock nd

of other compani
Ad

certain assets at the current market price (7

certain ass

— on their books at market vaiu otmtin,

market). Consequently, if

the market value decreased, the company had (o recognize a foss on its balance
sheet equal to the amount of the drop in value of the security, even though it has
not sold it. Shmilarly, if the market value increased, hanks could recognize 2 gain, or
profit, on their balance sheet, irnproving their capital position with no actual sale
taking place. The mark-to-market methodology s a snapshot of value — it does not

s of the securi-

mp(uro the expected [uture earnings or the expected Hfetime loss

i and inactive markets make thi » determination more dif-

ficult. The recent turmoil in the economy caused the market value of ABS to drop

significantly, and, for some legacy securities, the market ceased to exist. As a result,

institutions have had to recognize losses on their balance sheets reflective of the

much Jower market value of these assets,
The economic crisis focused scrutiny on the Finaneinl Accounting Standards

oard (“FASR”

3, which sets corporate accounting prineiples, and on matk-to-

market accounting. This scrutiny is based on the belief that the current market

is priced for a “fire sale,” and not an “orderly transaction” between “informed

partics aresult, Section 133 of EESA mandated that the Securities and

Exchange Commission {("SEC™ conduct a study on mark-to-market account-

ing standards and whether it should be a governing accounting standard. On

- Also kniown as troubled -

26 kas author:tatxve by the: Segun-
and Exchange Commission ['SECY]

e Ac ountants {regu!ators
hese standa(ds ate nécessary :
vestors creduo(s, and athers toirely:
©onthe accuracy, transparency, i
53, and omparabmn ‘fﬁnancwi




165

SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

December 30, 2008, the SEC provided a study vesulting in recommendations
for impravement in mark-io-market rules relating to the application of [air
value measures i iliquid or fnactive markets. !

There are arguments [or and against mark-to-market accounting for legacy

assets. According to the Chairman of ¥ASB, the mark-to-market accounting
is seen in the current environment by financial institutions and their trade
groups as “overstating the extent of losses and capital erosion and as a fac~
tor exacerbating the crisis.” On the other side of the argument, investors,

financial anal

s, and other users of financial reporting “have nrged [FASB}

not to suspend or weaken the current requirements, fearing that would enable

institutions to improperly avoid or delay the recognition of economic losses
and depleted capital, ™

On April 9, 2009, FASB issued Finsnct s
ASIST-47 to “establish a consistent definition of fair value™

FAccount tandard 13724

104

and provide
ASI57-4
offers further clarification on which type of assets (i.e., company stock) should

s

a framework for valuing assets in differing market conditions.

€., ABS) can use other valuation

rely on market price and which assets

methads when the markets arc not orderly. This clarification directly affects
the legacy assets being purchased by the PPIFs. FAS157-4 may allow banks
to hold assets on their balance sheets at a higher value than the previous rule,
With the I

tmay be less willing to sell their as

sets now vatued higher on their balance sheets, institutions

sets to PPIFs because they would have to

recognize as a loss (and a reduction in their capital), the difference hetween
the value at which they held the asset on their books and the price at which
they sold it.

Program Details
In vesponse to the economic crisis and the problems with legacy assets,
Treasury has announced programs intended to help remove the troubled as-

sets from the balance sheets of banks and to restart illiquid markets. PPIP, as

originally announced, would provide between $500 biltion and $1 trillion of
capital for the purchase of legacy assets through the following programs:

sans with TARP funds
and private-equity capital combined with FIYIC-g 1 debt.

® Legacy Loans Program: PPIFs purchas,

» Legacy Securities Program: PPIFs purchase ceurities using

TARP funds and private investment capital combined with TARP-issued

debt and/or optional leveraging from the expanded TALF for TALF-eligible

securities.
® Expanded TALF: The Federal Reserve has expanded eligible ABS to
include CMBS and is considering expansion to RMBS.
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Legacy Loans Program

As announced, the Legacy Loans Program was designed to purchase hard-to-
aalue real estate-related loans from financial institutions. ™ In the Legacy Loans
Prograra, Treasury would form PPIFs with private investors and wonld match the
private investment dolar-for-dollar (e, for every $1 invested by the private inves-
st $1). FDIC would provide a debt guarantee of up to

for, Treasury would also inve
a 6-to-1 leverage vatio {i.e., debt-to-equity ratio) on the pool of loans, The alfowed
amount of leverage would be predetermined by FDIC after an independent, thivd-
s of the loar

party analy:

On June 3, 2009, FDIC anmounced that, although it is continuing to develop
the Legacy Loans Program, the program would be postponed indefinitely. It cited
recent successful capital-raising efforts by financial institutions as reflecting
em. "7 SIGTARP will provide

y Loans Program is available.

“renewed investor confidence in our banking s
updates when more information on the Lega
Legacy Securities Program

According to Treasury, “the Legacy

ecurities Program is intended to restart the

market for legacy securities, allowing banks and other financial institutions to

free up capital and stimulate the extension of new credit.™ §, ccurities are

of PPIP,

* Private investors and Treasury will co-invest to

gaicy
ABS supported by a poot of real estate-related loams, and for the purpo:
issued hefore January 1, 2009,

purchase these as

s from banks, insurance companies, mutual funds, pension

funds, and any other eligible institutions.

In the Legacy Securities Program, Treasury will invest equity alongside pri-

vate investors in a PPIF. T addition to the equity investment, Treasury will also
offer debt financing equal to or double the amount of the private investment.
Furthermore, Treasury and the Federal Reserve will allow the PPIFs to obtain ad-
ditional financing, up to certain limits, from the Federal Reserve’s TALF program

for those assets that are eligible for TALF (currently enly CMBS)™

Expanded TALF
The Federal Reserv

as deserthed in the previous “Ter et-Backed Securities

Loan Facility” discussion in this report, has expanded its eligible asset classes to

include legacy CMBS. This expansion allows, but does not require, participants in
PPIP's Lega

haircuts. According to OFS, “haircuts will be fucreased so that the combination

Securiti

s Program to also participate in TALY, subject to applicable

af Treasury- and TALF-supplied debt will not exceed the total amount of TALF
debt that wauld be available leveraging the PPIF equity alone.™ See the previous

et-Racked Securities Loan Facility” discussion in this section for more

Flerm A

information on the mechanics and the eligible collateral of TALE. Treasury and

the Federal Reserve are continuing to assess whether to expand TALF to new and

legrcy RMBS, but, as of June 30, 2009, no final decision has been made.

For more information on the Legacy Losns
Progran, see Section 2: "TARP Overview”

in SIGTAR

pril Quarterly Report.
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FIGURE 2.12
Legacy Securities Program Process

‘The following steps detail the proces

for participation in the Legacy Securities

Program and Figure 2.12 details the flow of cash and assets

OWNERSHIP/ LENDERS
INVESTORS
Fund managers apply to Treasury to participate in the program.

i

2. Approved fund managers must raise necessary private capital for the PPIF.

3. Treasury matches the capital raised, dollar-for-dollar (up to a predetermined

masimum amount, currently $1.3 billion),

— Treasury also receiv
eatned by the PPIE,

4. Fund managers can horrow additional meney from Treasury.

s wartants so it can further participate if profits are

~ Managers can bortow 50-100% of the total equi

investment {currently

SELLER BANK $1.1 billion or up to $2.2 billion),

— = 1f managers take no more than 50% financing from Treasury, PPIF may re-
ceive TALF loans for TALF-eligible

ssets (subject to leverage Himits) or other

ios Publc Private estment third-party deb.
Terms and Sondiions.” - . X
received § Public riate 5. Fund manager purchases and manages the legacy securities and provides
investment Prog /2 e treas. gov

sccessed 6/15/2 monthly reports to Treasury.
There are many participants in the operation and oversight of PPIP. Treasury,

in particulas, has many roles. Table 2.23 describes the participants and their

respective roles.

TABLE 2.23

Participant
Private Investor  lnvests In a PPIF to purchase legacy assets

Description

Investor Treasury Provides an equity investment matching the contributions made by the private investors and fund manager

Fund Managar Required 1o invest at least $20 million in the PPIF — timited to 9.9% ownership of the fotal capital provided by
g private investors

Lend Treasury Lends PPIF either 50% or 100% of the value of the fotal equity investment
ender
Third Party Lends to PPIF — can be private lender or FRENY via TALF — subject fo leverage caps
PPIf Manager  Fund Manager Will make investment decisions ant manage the operation of the PPIF - paid management fees
Custodian Provides reports on the PPIF and provides asset test on the purchased securities
Administrator
Valuation Agent  Values assets purchased by the PPIF
SIGTARP
Oversight Treasury-OFS Allows access to all personnel and records involved in the activities of the PPIF
GAO

Soume: Treasury. “Letter of intent and Term: Sheet” 7/8/2009, ww.franciafstahiity. gov/does/ S PPIP. L0, Tarm Sheets pa, socessed 7/872000.
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PPIF Manager Selection
According to Treasury offic

als, fund manager selection was a multistep proc

that began with the initial applications; followed by mintmum criteria review; then
final committee review, interviews, and comparison; and culminated in the selec-
tion of fund managers. All of the applicants were reportedly evaluated by a commit-
tee of five voting members and two non-voting members. 2

Treasury reported that it initially received 141 applications and narrowed them
down to 104 applicants based on incomplete or duplicative applications and other

eligibility criteria. The 104 applicants were then compared against the minfmum

criteria, Failure to meet any two of the live criteria reportedly disqualified an ap-
plicant. According to Treasury officials, these eriteria included, but were not imited

(i

* a demonstrated ability to vaise $500 million of private capital

* o demonstrated experience investing in cligible assets

® having $10 billion in eligible assets under management

® a demonsirated capacity to manage the fund consistent with Treasury's goals for
the program

» heing headquartered in the United States

After eliminating the non-conforming applicants

and dropouts, the committee
narrowed the possible fund managers to 11 for further review, interviews, and rank-
% Upon completion, Treasury announced the following fund managers:*

¢ AllianceBernstein, L.P and its sub-advisors Greenfield Partners, LLC, and
Rialto Capital Management, LLC:

¢ Angelo, Gordon & Co., L.P., and GE Capital Real

s BlackRock, Inc.

o Lid.

ate

* Inves

* Marathon Asset Management, LB,
®  Oaktree Capital Management, L.P.
* RLJ Wostern Asset Management, LB
® The TCW Group, Inc.

® Wellington Management Company, |

P

Tn addition to the 9 announced fund managers, 10 leading small-, veteran-, mi-

notity-, and women-owned busi will provide inglul” partnership roles
to the PPIFs,

capital raising, broker-dealer, investment sourcing, rese

These roles include, but are not limited to, a

set management,

rch, advisory, cash manage-

ment, and fund administration,
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2] Rty
PRIP, they are cash, Trea:

terest rate hedges. :

ies money market mutual funds, ad

Terms Agreed to by Fund Managers

On July 8, 2009, Treasury announced the terms of its equity and debt term sheets

with the newly selected PRIF managers that will work to “generate attractive

returns” through “long-term opportunistic investments.™ The debt term sheet set
forth three financing options with respective leverage limits for the PPIF. The PPIY

will purchase originally AAA-rated CMBS and non-agency RMBS issued prior to

2009 and other approved temporay Ivestents.?® The three financing options

are:

. equity matching, 100% debt financing as a percentage of total equity, and no
additional debt financing is allowed

equity matching, 50% debt financing as a percentage of total equity, and a tever-

o

age cap for borrowing from a third party at 5:1

equity matching, 50% debt financing as a percentage of total equity, and lever-

LF at an amount in combination with

age from the Federal Reserve through T
Treasury that will “not exceed the total amount of TALF debt that would be

available leveraging the PPIF equity alone™

A fund manager has several options to leverage PPIF funds, depending on

whether it secks to purchase TALF-eligible securities, For example, if a fond man-

agy $50 in equity and receives a matching $50 Treasury equity investment,

i

it has three different options to seck Government leverage to buy MBS:

1. The fund manager can borrow 100% of equity ($100) from Treasury as a non-
recourse foan and buy a total of $200 worth of MBS, Under this option, the

fund manager may not borrow from TALF,

IS

. The fund manager can borrow nothing from Treasury and apply the full $100
a haircut. {f a particolar MBS has a 20% haireut, the fund

of equity to TALY
manager could obtain a maximum non-recourse loan from FRBNY of $400 and
e $500 of MBS,

The fund manager can borrow 50% of the total equity ($50) from Treasury un-

pure]

w

der PPIP and seck additional funding from TALF to purchase MBS, However,
because of the prohibition of leverage-on-leverage in the interaction hetween
PPIP and TALF, the total leverage for the PPIF {using both Treasury and TALF
debt) is based on the original equity. In this example, because the equity is
$100, the maximum leverage at a 209% TALF hatrcut is $400. Because the PPIF
fund manager has already received a $30 loan from Treasury through PPIP, the
maximum additional feverage that it can receive from TALF is an additional
$500 worth of MBS, As
the program was originally designed, the PPIF would have been able to apply

$330, giving the fund manager the ability to purchas

both the PPIP debt and equity ($150 total} to TALF as the haircut, and in this
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example, would have been able to receive a $600 loan under TALF and thus
0 worth of MBS.

able to purchase

ffa PPIF
finance, acquive, and hold the assef

going to use thivd-party debt, the PPIF must form a subsidiary (o

Any recourse from the third-party debt is

restricted to the subsidiary, and no further actions can be taken against the PPIF or
its investors,

As the PPIFs begin to have normal operations, the fund managers will be
required to submit an audited annual report. unaudited quarterly veports, monthly
reports, and in some cases, weekly reports on beball of the PPIFs. In the monthly
reports the PPIF is required to report on the following:

o PPIF holdings (including CUSHY or 11N, security description, par value, cost,
fair market value, and acerued income}

* purchases and sales

®  capital activity including contributions and withdrawals of securities and cash

® a summary of the change in the fair market value of the PPIF's investments

» performance data {including {-month, 3-month, year-to-date, latest 12-months,
since inception [cumulative] and since inception [annualized])

* management discussion and analysis of the partnership’s investment activities

. s of cwrrent market conditions

and liquid-

All PPIFs are vequired to have continuous testing of their sshve
t, and, for PPIFs that choose debt

ity These tests include an asset cnvers

financing, a leverage atio test. The asset coverage test requires total assets to

be proportionally Jarger than total debt, and the leverage ratio test, if applicable,

requires the total debt to be propertionally farger than the total equity Based on the

requirements, a PPIF choosing S0% leverage must have an asset coverage ratio of
at least 225% (i.e., if the PPIF he

must be at least $223). On the other hand, if the PPIF cho

$100 in debt, then the asset value of its portfolio
100% debt financ-
ing, then it must have an asset coverage ratio of at least 150% {i.e., il the PPIF has
$100 debt, then the asset value must be at least $150). Those PPIFs that do not

set by the asset coverage test or the leverage test cannot

comply with the standar

purch: sets until the PPIF is in compliance and must submit weekly

reports unti} the PPIF is in compliance. To determine the value of the assets,
Treasury will employ a valuation agent that will report to Treasury its estimate of

the value of the assets in the funds.

PPIP Safeguards and Conflict Mitigation
As SIGTARP noted in its April Quarterly Report, there are numerous potential
opportunities for fraud, waste, and abuse in PPIP. On July 8, 2009, Treasury issued

‘j‘assig‘n‘e‘d to-all register
Hhe United States’and Canada

. a requirement that the totalas
s of a PPIF be proportionally larger.
 tiian total debt. The assettoverage
is calcllated as: {{market Valie

;f‘h:g“v‘a(ue;cf;aii of the i
i5-any debt associaf dwith.
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updated guidance on safeguards put in place to protect the taxpayer against losses.

Table 2,24 describes some of the safeguards included fn the PPIP debt and equity

agreements. In addition, Treasury anmounced specific contliet standards for PPIF

) . . managers. Table 2.25 describes these conflicts and the possible mitigating efforts
Fer move tnformation on PPIP vulner.
abilities and SIGTARPS recommendi-

put in place by Treasury to protect its investraent in the PPIFs,

tioms, see Section +: “Looking Forw

SIGTARPS Recommendations to Tre

in SIGTARPS April Quarterly Report, TABLE 2.24

PPIF must set aside three months of expected interest pay-
ments to Treasury.

interest Reserve

Investors cannot withdraw investment. The PPIF is sup-

investor Withdrawal Prevention posed 1o ba a longterr investment.

Fund managers must have at teast $20 miflion invested
Fund Manager Investment 5o they have some “skin in the game.” Investment cannot
axcead 9.9% of the total private investment,

Avatuation agent is responsible for calculation of market
vale of efigible assets and temporary investments on a

Independent Valuafion monthly basis. The same valuation agent will be used for alf
of the PPIFs.
Leverage Cap There is a fimit to the amount of debt a PPIF can take on,

When distributions are made, there is a defined order to
Distribution Waterfalt ensure repayment of Treasury debt prior to distributions to
private investors.

Fund managers are required to develop, implement, and

Ethics monjtor an ethics standard.

Fund managers are required to develop, implement, and
monitor a conflicts standard.

I addition fo the PPIF transactions, the fund manager and
Eligible Asset Watch List its affiiates must disclose information on all transactions
with efigible assets outside of the PPIF,

Conflict Standards

Fotthe purposes of .
Ho the amountof debta
PIE tan assume basad on i
Calculated as total deb

ter of ntent and Tena Sheet,” 7/8/2009, weny fnancialstabilty. gov/docs/SPPIP 101, Tem Shests vl
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TABLE 2.25

PPIF manager may have proprietary interest and/or interest for other clients in eligible collateral which could lead

Confict: to a more favorable treatment of non-PPIF clients over PPIF investors and Treasury.
" Shali comply with act, including, but not limited to: antifraud provisions, rules regarding record
Tgﬁ?mem Advisors Act of keeping, contracts, advertising, custody of client funds and assets, disclosure and transpar-
ency.
" " Shalt adopt a fair trade aflocation policy that requires a pro rata or comparably equitable allo-
ég?‘satmn and Valuation Pricing cation of trades and investment apportunities between the PPIF and non-PPIF funds that invest
¥ in eligible assets.
Codnvestment Required to invest a minimurn of $20 milfien,
" Acknowledge that it owes Treasury and the private investors fiduciary duties of loyalty and
Fiduciary Duty care when performing setvices for the PPIF.
Record Accass Treasury and SIGTARP have access to books and records of the PPIF.
Treasury and SIGTARP can conduct an annual or ad hoc teview of compliance with these pol-
Mltlganng Reviews vy 4 t ¢ comp P
Efforts:
N Will establish a fist of securities in which the PPIF managet, its clients, and/or its narmed affil-
Efigible Assets Watch List ates hold pesitions, or they are analyzing for current investment.
- . Shall disclose fo Treasury aff actual and potentiaf conflicts of interest and who within the PPIF
Disclosure of Conflicts manages’s firm will have access to PRIF investment and strategy decisions.
Biclosuro ot Benelcal OMTEL i isciose to Treasuy ail iforsnation garing the benfical owners of ecuty in  PI.
los PPy
gf;gz;ge of Top 10 FPF Wilf report to Treasary and SIGTARP quarterly on the 10 jargest positions of the PPIF.
. Wilt comply with “Know Your Customer” regulations, Office of Foreign Asset Control statutes
fvestor Difigence and regulations, and all refevant Federal securities screening laws.
. internal controls will be audited annually, with reports submitted to Treasury and SIGTARP. Valu-
Independent Qversight ation and return and will also be verified.

Conflict: PPIF manager may have conflicts with named affiliates holding or servicing eligible assets. The PPIF manager
could have control aver the affiliate’s decisions, or the affiliate could have cantrof over the PPIF manager's
decisions.

All controls from above,
May not acquire or sell eligible assets to;
{1} fund manager
Transaction Restrictions (2) sub-advisors of the fund manager
o (3} any named affiliates of the fund manager
gﬂf;t!%i\sbng {4) any other PPIF
forts:
Disclostire regarding asset Cannot inform PPIF investors o any other fund managed by the PPF manager of potential
acyuisition acquisitions except to the extent necessary to facilitate a fransaction for the PPIP
Disclose quarterly when any affllates:
Quarterly Disclosure {1} service eligible assets
(2} invest in any of the same categories of securities
Conflict: PPIF manager may have conflicts with fund raisers and broker-deal i Thes: s ips could have
N revenue-sharing relationships which could improperly influence the decisions of the PPIF manager.
All controls from above,
Mitigating {1} no trades for FPIF allowed by brokerdealer affifiates
Efforts: Relationship Restrictions {2} must disclose any such relationships and the terms of the relationship

{3) compliance departmert to put controls in place to prohibit, monitor, and test for such fransactions
Continued on next page.
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PPIF managers may have personal conflicts of interest.

gsit;%ta.tmg Personal Conflicts Policies All related parties, employees, and the fike subject to conflict rules and cade of ethics
Conflict: The PPIF manager may engage in asset crossing, flipping, or round tripping.

All controls from above
Mitigating {1} best price and/or best execution to be achieved
Efforts: o {2} no crossing trades

Transaction Restrictions 13} no purchases with the intent of selling within one week

14} no resate of assets within limited window of time of purchase

Conflict: PPIF manager could be involved in other recovery-related programs.
Mitigating Must disclose to Treasury activities such as asset acquisition, disposition, of management
Efforts: Disclosure Reguirement sevices to the Federal Reserve or FDIC
Conflict: PPIF manager may improperly represent its relationship with Treasury.
lél?ft;ia:ng Marketing Restrictions. Cannot advertise s relationship with Treasury except for its participation in PPIP

Source: Treasury, response to SISTARP droft report, 7/13/2009,

ﬁ SBA loan pro‘géam -
ng & percentate of bans for.

- guarantes
: b otherwise

| Governmientguarantesd idans with ©
. privatesecior mortgage loans to
rovide Joans of up to $10 million for
- comuuntly development.

Unlocking Credit for Small Businesses

On March 16, 2009, Treasury initiated the Unlocking Credit for Small Businesses
("UCSB) program to encourage banks to extend more credit to smalt busi-

nesses.?'* Under the UCGSR program, Treasury announced that it would purchase

up to $15 billion in securities ba

ced by pools of Small Business Administration

} loans from two SBA participatis < znd the

programs: the Tial

ity Doveloprent Loan P 1. According to Treasury, the UCSB
program was designed to provide banks the liquidity necessary to start writing new
small-business loans again. 27 As of June 30, 2009, Treasury had not expended any

funds under the UCSB program.
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AUTOMOTIVE INDUSTRY SUPPORT PROGRAMS

Yor the U.S. aniomotive industry, the quarter ending June 30, 2009, was domi-
mated by the bankruptey filings of Chrysler and General Motors (“GM?). TARP is
playing a key role in the financing of these companies as they undergo and emerge
from bankruptey, as well as in the support of critical related industries.

Through TARP, Treasury has initiated three distinct programs to support
the automotive industry: the Automotive Tndustry Financing Program (“AIFP")
to assist automakers and their financing arms,*"
Program ("ASSP") to assi

Commitment Program (|AWCP") to support consumer confidence tn these corapa-

the Auto Supplier Support
st the finms that supply them,*™® and the Avto Warranty

nies. ! Investments in these three programs are summarized in Table 2.26,

Bankrupt Entities Nen-Bankrupt Entities

Chrysier
Chrysler GM Financial GMAC Total
PraBankruptcy:
AFP $4.58 $19.4 SLE $13.4 $38.8
ASSP 1.5° 3.5 - - 50
AWCP 0.3 0.4 - ~ 0.6
$6.3 $23.3 315 $13.4 $44.4
InBankruptcy
{DIP Financing)
AlfP $3.8¢ $30.1 - - $33.9
PostBankruptcy
{Working Capital)
AIFP $6.6° - - - 36.6
Subtotals by
Program;:
AFP $79.3
ASSP 5.0
AWCP 0.6
Total $16.7 $53.4 $1.5 $13.4 $85.0

Notes: Neenbaes affected by rcunding. Data as of 6/30/2069.
5500 miicn of his commitment s never fndec!

“ Gt 3480200
G

 of this commi
mately $4.7 biio

* ppc s provided in working casital: approximately $2 biion e sed to pay sepior
secured fenders.

Sources: Treasury, Transactions Repost, 7/4/2009: Treasury, Transactions Report, 7/10/2009 Tremsiury, response fo SIGTARP craft.
171372009
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For wmore informetion regarding the
background of AIFR refer to the ATFP
discussions in SIGTARPY Initial Beport
and SIGTARP's April Quart,

Report.

TABLE 2.27

“RIEP EUNDING COMMITIED T0 AUTO COMP
A3 OF 6/30/2008 sbiliong

Total

Chrysler 5149
GM 495
Cheysler Financial 1.5
GMAC 134
Total $79.3

tinclude funds invasted u
'g. Data as of 6/20,20)

€/30/2G02, $130.8 milion of principal payments related to ths
Toan hiad been repaid

ASSP or TP, Numbers affected by

ster Financiat

asury, Transactions Repars, 7/2/2008; Treasury. response o SIGTARE dato
09

Automotive Industry Financing Program

The Automotive Industry Finance Program ("AIFP"), under which Treasury invests
in automakers and their financial arms, was created on December 19, 2008, with
the siated goal of preventing a significant distuption to the American automotive

industry that would pose a systemic risk to financial market stability and have a

-

negative effect on the U.S. economy.

Status of Funds

As of June 30, 2009, Treasury had committed, through AIFP, $79.3 hillion to two
automakers and their two financial affilfates of which, $130.8 million has been
repaid.?* Treasury has veceived $160 miltion in dividends and $202 million in
nterest payments (rom its AIFP investments.>” Table 2.27 sunmmarizes Treasury's

committments under AIFP.

Auto Supplier Support Program

Because of the rapid decline in auto sales, many auto parts suppliers

wre struggling

o ae credit, and they face uncertaing

regarding the future of their businesses,
In & typical sales cycle, auto suppliers ship parts to manufacturers 45 to 60 days
before receiving payment. The suppliers typically fund operations by borrowing

e outstand-

from banks, using their receivables as collateral swhile payment

ing. However, the current credit crisis has made it very difficult for suppliers to

get Toans from banks. According to Treasury, the Auto Supplier Support Program
{“"ASSP") will provide select suppliers with access to Government-backed protec-

tion that guarantees money owed to them will be paid.**
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Program Goals
On March 19, 2009, Treasury announced the formation of Al

> to provide up to
The
ence to continue shipping parts, pay-

$5 billion in financing to suppliers to the U.S. suto manufacturing indust

ot

£

program was 1 1o give suppliers ¢

ing employees, and maintaining operations.® Although all domestic auto compa-
nies were eligible to participate, Chrysler and General Motors are the only two that
decided to take advantage of the program. However, any domestic supphier that

ships parts to Chrysler or General Motors is also cligible, as well as any receivables

for goods shipped after March 19, 2009, purchased on qualifying terms between
an eligible manufacturer and an cligible supplier. The auto companies can select
the suppliers and specific receivable accounts that will be included in the program.
Sclected suppliers sell their receivable acconnts into the program at a small dis-

count, as a fee for participation.™

Status of Funds

On April 9, 2009, Treasury exceuted agreements to fund $5 billion under

Roth Chrysler and General Motors created special purpose vehic
recejve these funds. Chrysler Receivables SPV, LLC received a commitment for
$1.5 billion and GM Supplier Recelvables, LLC received a commitment for $3.5
bitlion.™ Table 2.28 summarizes the ASSP lunds that were committed as of
Jume 30, 2009,

Because most suppliers have been paid during the course of the companies’
bankruptcies, a diminished amount of activity Is expected under the program going
forward. Under the original loan agreements for cach SPV, the Treasury commit-

ments could be decreased if the outstanding did not exceed the commit-

ments made on June 30, 2009. At the request of Chrysler and GM, on
July 8, 2009, the original commitments were reduced to $1.0 billion and
$2.5 billion respectively?

TABLE 2.28

Original

Commitment

Chrysler Receivables SPV, LLC SL5
GM Supplier Receivables, {1C 35
Total $5.0

Nates: Numiers af
that took plage on 7/

y resnding. Data a5 of 6/30,2009. Data does it inchide reductions

Saurce: Treasury, Transactions Report,

‘bieyond the reach of the enfities
s the assetsi(e s Tepally isolatec

- S A
ofthalance sheet logal entity that holds
- the huansterred assets presumptively

vid:
Ji
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Auto Warranty Commitment Program
How to maintain consumer confidence during their respective restructuring
e (or both Chrysler and GM. With the long-term futures

periods was a major #
of Chrysler and GM in doubst, there were concerns that some consumers would
be reluctant 1o purchase vehicles because the manufacturers might not be able to

honor the warranties. The Aute Warranty Commitment Program ("AWCP") was

created to alleviate these concerns and encourage consumers to continue buylng

Chrysler and GM vehicles.

Program Goals
On March 30, 2009, Treasury announced the creation of AWCP o give retail
fid that their bile warranties would be honored, The

program covers all warranties on new vehicles purchased during the participating

manufacturers’ restructuring period. Any retail consumer who purchases a new

vehicle during this time will be automatically eligible for the program. According to
Treasury, the program is designed to encourage the continued viabitity of resirue-

furing autoe companics by mitigating consumer uncertainty and increasing vehicle

sal

Status of Funds
Prior to Chrysler’s bankruptey filing on April 30, 2009, Treasury made $280 mil-
Similarly,

able 2.29

lion available through an SPV to backstop warranties on new car sale:
Treasury made $361 million available to GM prior to fts bankruptey:
summarizes the funds that have been invested under AWCE.

As of June 30, 2009, the AWCP remains operationat but Treasury has stated
that the funds are not expected to be used by the manufacturers. Both companies

are continuing to honor consumer warranties while in bankruptey. Treasury expects

that after Chrysler and GM emerge from bankruptey, their respective SPVs will

refund the committed funds back to Treasury

TABLE 2.29
fnvestment
Amount
Chrysler Warranty SPY LLC 5280
GM Warranty LLC 361
Total $641

Hotes: Numbers affected by reundng. Data as of 6/20/2009.

Sourcs: Treasuay, Transactions Repert, 7/2/2000,
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Chrysler
e Chrysler filed for Chapter 11 bankruptey on April 30, 2009, and the transaction
 inwhich substantially alt of its assets were sold o the newly formed entity
3 closed on June 10, 2009, Chrysler has received $16.7 billion in com-
mitments from Treaswry through AIFP, ASSP, and AWCP, $10.4 bilon of which
was provided through DIP or working capital funding after Chrysler's bankruptey
filing. ™! Figure 2.15 show;

. 3 The entity ’xhat o
5 chased substamla heallof Chrys!ers :
~ assets clurmg} bankmptcy :

a timeline of T

ury's fuvestments in Chryster as well
as important milestones regarding Chrysler's bankrupt

FIGURE 2.13

JANUARY 2009 FEBRUARY 2009 |MARCH 2009 APRIL 2009 MAY 2009 JUNE 2009

IANUARY 2 FEBRUARY 17 APRIL S MAY JUNE 10
Troasury commits to Chryster subrmits “Treasury cormits || Treasury provides
invest $4 biion in restru : toinvest 1.5 a
Chrysier. plan 1o Obarr Chrysier to work with PV Sold o Now Chrysi
Administration, fiat o achieve via Ao pursuant o Section
Suesker Support 363 of the
Program. Bankripicy Code and
Treasury cormrmits fo
2 f additional
sury ammends initiat investment in $6.6 biff
investeent in Chrysier Chrysler by
by comrmitting 2 inyesting an

additional $500 million ”

$757 miffion ¢

APRIL 29
Traasury invests $280
milicn & an SFY for the

wrys ey fles for
bankripicy uader §
353 of the Ba

9'0 Sl Ma on 7/8/2009.

f519 2 bdx\of\ c' fre K ﬁ\ 8 l>m)0.\ D\P ﬁﬂam;‘f.t, was never funded,

%Ou Treasury, Transactions Report, 7/2, ‘Chama Administration Auto Restrs

cturing Initiative: Chr

cialstabiity.gov. accessed 6/9/; ! ama Administra abiily for GMI & Chrysier,”
ey rancalsabilty.ov, acCesset 6/0/2009; Treasury, responses fo SIGTARP drafts, /8/2008 and 7/13/2000
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Chrysler-Fiat Alliance

On March 30, 2009, the President’s Auto Task Force determined that Chrysler’s

restructuring plan was not lkely to Tead to viability on a stand-alone basis as it was
structured at the time. The Government stated that Chrysler could only achieve
viability by forming a parmership with Fiat, ™ On April 30, 2009, Chrysler filed

for bankruptey under Chapter 11 of the United States Bankruptey Code. As noted

above, New Chrysler emerged from bankeuptey on June 10, 2009, with a new

ownership structure including Fiat. See Table 2,31 for a fist of the actions taken by [ Tormarice goais and obtam dna drtmn— :
3 al:15% ot egiuity fmm kthe chér gqu

each stakeholder and their respective equity stakes in New Chrysler?

not reported pra forma, the equity
. interest of the other eqtity ip
would be higher to accaunt for Fsats

addmona 15/

TABLE 2.31
Stakeholders H;\;tion Equity Stakes with New Chrysler-Fiat Alliance®
i in tec ; f " *  20% equity in New Chrysler
»  Contribute bilons of dollars in technology and inteliectual property A riecd
Fiat o Offer access to global distribution network *  15% additionat equity based on performance metrics'
* Selection of three directors
Secured Lenders o Exchange $6.9 bilion secured claim * Receive $2 billion cash
= 55% equity in New Chrysler, pro formia for Fiat
LIAW {VEBA} *  Make concessions on wages, benefits, and retiree health care additional equity
= Selection of ene director
» Waive repayrment of $1.9 bifon DIP financing provided during bankruptey®
United Statas *  Provide $4.7 bifion in working capital « 8% aquity in New Chrysler, pro forma
Treasury * Waive $3.5 bilion of the $4 billion pre-bankruptey loan, with the *  Selection of four directors
remaining S500 million carried over to the new fnancing®
Canadian . . o . o a. 2% equity in New Chrysler, pro forma
Government Lend money alongside the U.S. Treaswy based ona 3:1 formula Selection of ore ditectar
» Waive its share of Chrysler's $2 bilion secondien debt
Dairnier * Waive 19% equity in Chrysler's parent « Nong
»  Pay $600 million to Chrysler's Pension Plan o selle PBGC obligation
« Waive its share of Chrysler's S2 billon secondien debt
= Forfeit its entire equity stake in Chrysler
Cerberus *  Transfer ownership of old Chryster headquarters building to the New + Nonme
ChryslerFiat aliance
= Contribute to a claim against Daimler to help settle with PBGC
PBGC »  Setile claim with Dairler » Nope

o by raurling

Notes: Neenbors affort

+ it il chiews af s perfeomance et
receine 8% for mesting soch o e perfomance goals: praduce a vebicle at a Chryaler factory i the L

2 or betier; provide T et farigh Sl ions, My e gt A, st Goe Ao oS o 3 1.8 G ity

o D i was \gmHycrmm Ked ST i ot o s i

“Aotal of 5.6 bilion s compited: s is wused o pay senior secuned lenders,

*545 biln s ity com, bt S550 oo COTment s v i

ates that

we: ChiysierFiat Aflance,” §¢30720
@ and

Q43008 pe, acsessed

Seurces: Teasury,“Otama Admiistaton uto Retrc
& 109; Teeasury, responses to SIGTARP deaft reparts.
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TARP Support for Chrysler
As shown in Table 2.26, Trea

sury is using a number of different TARP investment

vehicles to support Chrysler, Treasury has stated that its intention is to maximize

taxpayer return, while at the same time maximizing the likelihood of the New

Chrysler succeeding,* Prior to Chrysler’s bankruptc

Treasury increased its initial

$4.5 biltion loan by $280.1 million, which was set aside for the Auto War

anty
Commitment Program (“"AWCP") and which will be retumed to Treasury. While
Chrysler was in bankruptey, Treasury conmmitted to provide a foan of $3.8 billion
in DIP financing, On June 10, 2009, Treasury committed $6.6 billion in new debt

obligations. Treasury does not expect to receive repayment for its DIP fnvestments

but expects repayment of $6.6 billion in Joans and has received an 8% pro forma
equity share in New Chrysler® Treasury will also select four of the initial inde-
pendent directors, but has claimed that it will play no other role in management

or gavernance of the company,”

Treasury anticipates having quarterly meetings
with Chrysler Jeadership that focus solely on financial reporting and key operating

metric:

Financing

Chrysler entered into an agreement with GMAC, pursuant to which G}
will ha
asury has provided GMAC

AC agreed

to provide certain dealer and retail financing, G2

; e financing agree-
ments with both Chrysler and GM post-bankruptey.

with additional capital to support its anticipated growth in Chrysler dealer and

retaif foans.

Impact FEBRUARY 2009
*  Chrysler's insurers will continue Yo pay workers compensation
: N claims.
Employees * Pension plan and VEBA funding will be transierred fo the pur- - . :
chaser. DECEMBER 281 | FEBRUARY 17
" Treasuty (M subraits
Suppliers o Chrysler wit continue o pay supphis commits 'e:“;a") b e&fg\,\’f{‘w‘g
piers »  Auto Supplier Support Program wil continue to operate. GV 884 biffion, | pfan to Gharma
«  Chrysler will continue fo honor customer warranties, ristration.
*  Chrysler wilt continue fo honor dealer incentives for those TECEVER 31
Dealers dealers that will remain operational. -‘féa‘;;x?ﬂzgé
» Chrysler has identified certain dealers to terminate. $13.4 bikkon in GM.
AW = Modified labor agreement between UAW and Chrysler wif be Note:
operative. # Commitment was decreased fo $2.5 billon on 7/8/2008,
Creditors *  Majority of senior secured lenders support the transactions.

Seurces: Treasuay, Transactions Report, 7/2/2009; Treasisy,
“Obama Administration Auto Restructuring biative; General
Motors Restructuring,* 6/1/2009, w

accessed 6/0/2000; Treasry, "Obera Administaficn Ne:
Path to Viabikty for GM & Chrysier
sy fnancialetatiity.gov. accessed 6/9/2009; Treasury,
responses to SIGTARP draft. 7/3/2009 and 7/13/2008.

Sourze: Treasury, “Ohama Administratian Auto Restucturing iiative:
d /Chiaysi 04301

Alfance * 4/30/2008, .
o 6/9/2009.
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Execution of the Chrysler-Fiat Alliance

Chrysler entered bankruptey on April 30, 2009, and substantially all of its assets
were sold to New Chrysler on June 10, 2009, with a new alliance with Fiat.** The
impact of the alliance on the specific stakeholders is listed in Table 2.32.

General Motors
General Motors (“GM™ fifed for Chapter 11 bankruptey on June 1, 2009, and the
ts were sokd to the newly formed

transaction in which substantially all of its
entity (Naw GMS closed on July 10, 2009, Tre:
to GM, of which $30.1 billion is DIP financing* Figure 2.16 show

of Treasury’s investments in GM as well as important milestones regarding GM's

asury has committed $53.4 billion

a timeline
bankruptey.

Restructured General Motors
In accordance with the March 31, 2009, deadline, the Obama Admini ion

determined that GM's restructuring plan was not likely 10 lead to viability on a

The Government laid out the framework for GM to achieve vi-

stand-alone b
ahility through a substantially more aggressive vestructuring plan ¥ On June 1, 2009,
GM fiked for bankruptey under Chapter 11 of the United States Bankruptey Code.
Under its reorganization plan, New GM will purchase from GM the assets needed

io implement the plan for viability. In exchange for this purchase, Treasury will

waive the majority of its loans to GM and obtain a controfling equity stake in the

new company. See Table 2.33 for a list of the actions taken by each stakeholder and

their respective role with New GM.#!

JULY 2009

MARCH 2009 | MAY 2000

APRIL 2009 JUNE 2009

FRIL 9 NAY 20 JUNE 3 JY 10

# Treasizy Treasury amends Treas ommits to a Substantially alt of

mework for s to invest eatler ivestment in $30.1 bifion DIP foan. GM's s are soid

GM to restructurs and 335 biionian  GW by investing an to GM pursuant
achieve viahity, the Auts  additional $4 bition io Section 363 of

ankrupley
Code.

MAY27 | JUNE1
, rassury places $361 | GM files for bankrupicy
milion Inan SPY for | under Section 363 of te

———
APRIL 22 the Auto Warranty Bankruptey Code.
Treasury amends Commitment Program.
earlir invveshment in
Gk sting an MAY 29
additionat 52 bilion, Treasury exchanges its

$884 mifion loan to GV
for & portion of M2
equity interest 5 GMAC,
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TARP Support for GM

s shown in Table 2.26, Treasury has made a number of vestments in GM, In

December 2008, Treastry made two initial fnvestments in GM: one that provided

$884 million and one that committed to provide GM an additional $13.4 billion in
financing. Treasury made three amendments to the $13.4 billion loan bringing the
, 2009, to $19.8 billion, which includes ¢

lion used to capitalize an SPY for the Auto Warranty Commitment Program, ™

61 mil-

total of that Joan, as of May

On May 29, 2009, Treasury exchanged its $884 million loan in GM for a por-

tion of GM's common equity in GMAC.
ship of GMAC
GM filed for bankruptey on June 1, 2009, On June 3, 2009, Treasury commit-

s transaction raised Treasury's owner-

cormmon equity to 35.4%
ted to loan GM $30.1 billion, under the terms of the DIP financing agreement. ™

According to Treasury, the Government is taking steps to limit its involvernent
in the day-to-day management of GM. The Obama Administration has published

four core principles to guide the Government’s management of ownership interests

TABLE 2.33

NEW GM STAKEHOLDERS ACTIONS AND ROLES

Resh'L;;t‘uring Actions Role with New G
»  17.5% equity share of New GM
» Make concessions on . - P
UAW (VEBA) compensation and retiree gi:rrgnotfsf\‘;\s?":& ase an addtional 2.5%
health care » Select one initial director
. y *  10% equity share of New GM
Bondholders Give up ng’lbtb fion of * Warrants to purchase an additional 15%
unsecured do share of New GM
GM Pension Plans = None * Transferred to New GM
. mmi 32?.;1 msz).«:‘n iy QD‘P » 7.1 bilin in debt assumed by New GM
United States B Sl » $2.1 billon of preferred stock in New GM
Treasry 2 O d by © 61% cauty share of New GM
» Contribute the 519.4 bition | Select 10 fritial directors
pre-bankruptey foan
Governments of . ,iiwi é);:;)on in debt and preferred stock in
Canada and o Lend 59.5 biffion . 12% aquity share of the New OM
Ontarie = Select one initial director

MNotes: Mumbers affacted by rousding, Treasury did rot publish pro foma dota on ecqity camnershi,

Ol

Sourves: hama ko Restiustur)
5312008, gmfactsheet him, accessed 6/

ity gou/Resy/0
741342005,

stusturing.” B/1/2009, ww i stabit
iy, respanss to SEVTARP draft veports, 7/8/2009 and

ing i
/2
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in private firms such as GM. According to Treasury, the Government will attempt

to do the following:*

»

seek to dispose of its ownership interest as soon as practicable

reserve the right to set upfront conditions to protect taxpayers, promate finan-

cial stability, and encourage growth

protect the taxpayers’ investment by managing its ownership stake in a hands-

3

off, commercial manuer

°

vote on cote governance issues, including the selection of @ company’s board of

directors and major corporate events or transactions
OFS has not publicly released the details of its exit strategy for GM.
Execution of the GM Restructuring

M entered bankruptcy on June 1, 2009, The fmpact of the restructuring on the
specific stakeholders is described in Table 2.34,

TABLE 2.34

—lmpact
Employees *  Pension Plan and VEBA funding will be transterred to New GM
GM witt continue to pay suppliers

Suppliers *  Auto Supplier Support Program will continue to operate
©  GMwill continue to honor customer warranties
Dealers = GM will attempt to honor dealer incentives for those dealers that will
b remain operational
*  GM will identify certain dealers to terminate
UpW » idodified labor agreement between UAW and GM will be operative
Source: Treasiny, “Obarna Adwinistration Auto Resteuctus 9, v finansiastabily.

g iitiative; General ifotors Restrichsring,” §/1/20
9.

Foubiest/ 3541 2008 gm-actshest hml, acoessed 5,1
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GMAC
The majority of automobile purchases in the United States are financed, including
an estimated 80% — 90% of consumer purchases and substantially all dealer inven-
tory purchases.” In (all 2008, credit began to tighten and it became increasingly

difficnlt for both dealers and customers to obtain credit for antomabite purchases,
1t has been estimated that 2 million to 2.5 million vehicle sales were lost because

either dealers

or customers could not obtain credit.™” Treasury has stated thar it

believes its investment in GMAG will help provide a reliable source of fnancing

to both auto dealers and customers seeking to buy cars, and that a recapitalized

GMAC will offer strong credit opportunities, help stabilize the auto financing mar-
ket, and contribute to the overall cconomic recovery™® Under AIFP, Treasury has
invested $13.4 billion in GMAC.*®

GMAC has entered a master financing agreement with Chrysler to provide

350

certain dealer and retai] financi

Status of Funding
On December 29, 2008, Treasury invested $5 billion in GMAC, At the time of this
investment, GMA

eligible to receive

eorganized into a bank helding company and thus became

RP funds and participate in other Government support

programs.*' On May 21, 2009, Treasury purchased an additional $7.5 hillion of
Of this

anticipated growth in Chrysler dealer and

mandatorily convertible preferred equity in GM/ billion fnvest-

rent, $4 billion will support Gd:

retail loans.** The additional $3.5 billion will help GMAC address its capital needs

as identified through the SCAP stress test completed with the Federal Reserve. ™
At the time of the initial Treasury investment, the Federal Reserve required
GMAC to raise $2 billion of new equity. GMAC rafsed $1.1 billion through private

o

estments, and Treasury loaned (GM the remaining $884 million to purchase
GMAC equity.® On May 29, 2009, Treasury exchanged this $8%84 million loan to
s in GMAC,

common share

s a result of that

GM for a portion of GM's common equity interes|
change, Treasury now holds 35.4% of GMAC
mandatorily convertible preferred shares may be converted to common shares at

" Treasur

GMAC's option with the approval of the Federal Reserve, though any conversion by
GMAC must not result in Trea

iry owning in excess of 49% of GMACT common

shaves except under the following clreamstance

® with the prior written consent of Treasury
® pursuant to GMAC' capital plan, as agreed upon by the Federal Reserve

® pursuant to an order of the Federal Rescerve compelling such a conversion
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Supervisory Capital Assessment Program ["SCAP"}
As detailed in the “Capital Assessment Program” discussion earhier in this section,

U.S. bank supervisors recently ereated SCAP to determine if BHCs have a suf-

ficient capital buffer to operate in worse-than-expected future ¢ ic condi-

tions,™ As a result of the stress test, GMAC is required to raise a SCAP buffer of

$11.5 billion. As noted previoush

5 billion of Treasury's recent investment will

be applied to meet this capital shovtfall >
Chrysler Financial

In January 2009, Treasury loaned $1.5 billion to a hankrptey-remote SPV to sup-

port Chrysler Financial retail loan originations. Treasury's loan forms the senior

portion of the capital structure of the SPV, with Chrysler Financial providing the
s foan is collateralized by retail auto loans with stronger

junior capital. Treasury’

credit characteristics {higher credit scores, lower loan-to-value, shorter matority)

than Chrysler Financial's broader retail loan portfolio. ™

Chrysler Financial has essentially ceased ordinary operations and is winding

down its business.?”! Due (o the nature of the collateral, Treasury expects to recover

fully the $1.5 billion loan to Chrysler Financial.

For maore information on the

Supervisory Capited Assessment

Program, see “Financial Tustitution
Support Pragrams” earlier in this

section,
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HOMEOWNER SUPPORT PROGRAMS

Making Home Affordable Program

The Making Home Affordable (“MHA") program was introduced by the
Administration on February 18, 2009, and was intended to assist horaeowners who

are facing foreclosure or struggling to ma

e their monthly mortgage payments.

Tiwo weeks later, on March 4, 2009, Treasury released detailed program guidelines.

which allowed mortgage sexvicers to begin to refinance and issue modification
MHA comprises three major initiatives: & loan modification program, a loan refi-

nancing program, and additional support to fower mortgage interest rates. Only the

loan modification program, known as the Home Affordable 3
("HAMP"} currently involves TARP fund
According to Treasury, HAMP is a

odification Program

$75 billion program that wil lower monthly

mortgage payments for homeowners facing foreclosure by providing loan modifica-

tions and incentive pay s for the loan servicers, loan holders, and homeowners.
Under HAMP, $50 billion from TARP will be used to modi
An additional $25 billion, funded under the Housing and Economic Recovery
Act of 2008 (“H

anteed before January 1, 2009, by Government-spons

: Private corporations created
by the Government to peduce borrow:
ing costs. They are chartered by the
U:S: Government but are not consi

© eredlo be drect obligations.

SRAY), will he used to modify martgages that are owned or guar-

particularly Fannie Mae and Freddie Mac.
HAMP has several key components

For more information regarding HAMP # The lender will reduce monthly payments so that the borrower’s monthly mort-
elig modifications, and incen- gage is no greater than 38% of the borrower’s monthly income.

sive payments, see SIGTARPs April o “Treasury and the lender will spht the cost of reducing the monthly payments
Quarterly Repust, Section 2: “IARP from 388 to 31% of the borrower’s monthly income.

Owervie

» The horeower will enter a 90-day trinl period of reduced payments before enter-
ing prograny; if successful (i.e., borrower makes payments), the borrower will
maintain new, lower mortgage payments for five years,

® Treasury will make incentive pay s to servicers, lenders/investors, and (1o

servicers) on behalf of borrowers,

Status of Funds
As of June 30, 2009, Treasury had signed agreements with loan servicers aflocating
up to $18 billion under HAMP.Y

Countrywide Home Loans Servicing, LLP, will receive up to $5.2 billion —

the largest allocation under the program. The average allocation to each sevvicer
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through HAMP s $781.8 million. These funds can be used to modity hoth first
and second len mortgages.”” Table 2.35 provides a detailed list of allocations made
under the HAMP program as of June 30, 2009,
TABLE 2.35

Adjusted
Date of Cap as of
initial 6/30/2009
Transaction Institution Ultimate Parent Company 13 Millions)
4/13/2009  Select Portfolio Servicing Credit Suisse Group AG $660.59
4/13/2009  CitiMortgage, Inc. Citigroup, Inc. 1.079.42
4/13/2009  Wells Fargo Bank, NA Wells Fargo & Company 241001
4/13/2009  GMAC Mortgage, Inc. GMAC 1,017.65
471372009  Saxen Mortgage Sewvices, Inc. Morgan Stanley 632.04
4/13/2009  Chase Home Finance, LLC JPMorgan Chase & Co. 35520
4/16/20609  Cewen Financial Corporation, Inc. N/A 553.38
4/17/2009  Bank of America, NA. Batk of America Corporation 804,44

Countrywide Home Loans
4/17/2009  Senvicing, LP Bank of America Corporation 5,182.84
4/20/2009  Home Loan Services, Inc. Bank of America Corporation 447.30
4/20/2009  Wilshire Credit Corporation Bank of America Corporation 453,13
4/24/2009  Green Tree Servicing, LLC N/A 91.01
4/27/2009  Carrington Morigage Services, L N/A 131.02
5/1/2009  Auroraloan Services, LLC Lehman Brothers Holding, Inc, 459,55
5/28/2009  Nationstar Mortgage LG N/A 117.14
6/12/2009 Residential Credit Solutions Residential Credit Holdings, LLC 19,40
8/17/2009  CCO Mortgage The Royal Bark of Scotland, PLC 1652
6/17/2009  RG Mortgage Corporation R&G Financial Corporation 57.00
6/19/2009  Fist Federal Savings and Loan N/A .77
/1972009 Wescom Central Cradit Union N/A 0.54
Citizens First Wholesale Mortgage
6/26/2009  Company N/A 0.03
6/26/2009  Technology Credit Union N/A 0.07
£/26/2009  National City Bank PNC Financial Services Group, Inc. 294.98
Total $17,980.83
Notes: Nanbers may be affected by rouncing. Data as of 8/30/2008.
Sources: Treasury, Trarsactions A s defauk asps, acc
5. Loan Senvich s/ /myloar carrnglonrs oo tar Hasigage, About Us,
astiona 24/2006: RGS, Corporate erialered 2o, 26ces g
coiortgage.cam. acess: 4 Fedderat, About Us,” bt/ ourts

aocessed FAQ, wvtn gmacks. com, ac 2
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- lower than senior debt inthe évgh{ of

i hmraat;‘
“estate lending, the outstanding |
princigal amount of the foan divided

BackEnd DTI Ratlo = Total Monthly

does notinclude addition
such as inferest.

For more information segarding Loan-

ed Delit-to-]

to-Virhue ratio

- liquidation or banknptoy restructuring.

ot vihe apprai‘sied\‘val‘de of the property

o Debt Expense / (‘;‘ms‘s‘fMonth‘lyJnclome .

Second Lien Program
On April 28, 2009, Treasury released guidelines regarding the Second Lien

Program within HAMP. A significant portion of delinquent borrowers cany both
senior- and second-tien debt and therefore may need a

istance with both leans to
remain in their homes. In other cases, homeowners may be able to pay their first

martgage, but the second mortgage increa

es the monthly payments to a level that

is 0o longer affordable. According 1o Treasury, the Second Lien Program was de-

signed to create sul tially affordable pey s for ho s who
qualify for a first-morigage modilication but still struggle to make their monthly
payments because of a second mortgage, According o Treasury, the Second Lien

Program could potentially reduce payments for 1 mitlion—1.5 million homeowners,

which could account for up to half of all HAMP participants.™

Secend-len debt is subordinate 1o a senior claim, Both clatms use the same
asset as coflateral. For example, in addition to a movigage on a home, borrowers
may take out a second mortgage or 2 home-equity loan to pay for higher education.

Hameowners can use their house as collaterat for both loans,

The home mortgage
is considered 10 be senior ta the second loan., In the event of a first-lien foreclosure,
personal bankruptey, or liquidation, the second-len investor only gets paid after the
initial mortgage holder has been paid i full

Reducing Second Mortgage Payments

o reduce the number of foreclosures initiated by second-len holders, Treasuy
wilt make an offer to the second mortgage halder that Treasury will share in bath
the write-down of the mortgage and the refinancing of the loan. Treasury will also

deliver “Pay for Success” incentive pay s to servicers, lenders/investors, and

{to servicers) on behalf of borrowers. Since the bank holding the second mortgage
may not receive any money if the borrower defaults on the loan, it is incentivized to
work with the Government to refinance the second morigage and recoup at least
part of its investmoent.
Lenders may decide that rather than medify a loan, they would like to ternyi-

called

nate the loan in e
<

ange for a one-time payment from the botrower, Thi

ratios, see SIG

Report, Section 2:

ARP'S April Quarterly
TARP Overview.”

a loan. The one-time payment Is determined through a set payment
LIV} ratdss, the bae

ens debi-

schedule based on four factors: the Joan-to-value

tomineome CTYTTY ratio, the snpaid Fhatance (UPEY, and the duration of

the delinquency (the length of time the foan has been overdue).®
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Second Lien Guidelines

According to Treasury, prior to the MHA program, mortgage servicers often re-
frained from completing loan modifications due to a lack of common standards. In

idedi i

addition to the in the otiginal ation program, on April 28, 2009,

Treasur:

issued guidelines on second-lien modifications, These guidelines include

the following:

s The second lien is automatically modified when a first lien is modified.
¢ The

Borrower, setvicer, and lender incentives have been afigned to complete modifi-

ion.

nd-lien modification may not delay first-en modific:

®

cations at an alfordable and sustainable level,

Ly

Payments zre designed under the principle of “pay for success,” which aligns

fncentives to reduce payments in a way that is most cosi-effective for taxpayers.
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FIGURE 2.17

EXECUTIVE COMPENSATION

As discussed in SIGTARP' previous reports, the executive compensation restric-

tions set forth in EESA have been changed over time by regulations, amendments,

and notices. On February 17, 2009, Section 111 of Ei

iSA was amended by Section
7001 of the American Recovery and Reinvestmen 2009 {("ARBA"), which
further required that Treasury promulgate regulations to impl ARRA amend-
ARP
Standards for Compensation and Corporate Governance (the “Rufe™), which imple-
LESAS
ing it took effect upon its publication in the Federal Register on June 15, 2009, but

Act ol

mments S On June 10, 2009, Treasury released its Interim Final Rule on

men! amended by ARRA, The Rule is an “Interim Final Rule” — mean-

there is a 60-day public comment period after which it may be changed. The Rule
“tmplement(s] ARBA provisions, consalidates all of the executiv

mpensation-

related provisions that are specifically directed at TARP recipients into a single rule
{superseding all prior rules and guidance), and utilizes the discretion granted to the
[Treasury Secretary under ARRA to adopt additional standards, some of which are
adapted from prin
February 2009.2%

strictions

iples set forth” in guidance previous

¢ provided by Treasury in

fgure 2.17 describes the changes in executive compensation re-

and included in

ot torth by Congr sury regulations aver time. For

RP Overview”

more information on the

in SIGTARP

uidelines in the figure, see Section 2

April Quarterly Beport.

JUNE 2009

JANUARY 2009 FEBRUARY 2009

JANUARY 16

QCTORER 3 JUNE 16
EESA NOTICE, 2008-PSSF Al ATICN INTERIM FINAL RULE “TARP
EESA s enacted to inciude  Mandated a more stringest ANNOUNCEMENT ON STANDARDS FOR
4 i rufe regarding golden EXECUTIVE COMPENSATION COMPENSATION AND
Daracl i EnGE o eXecuive COf ATE GOVERNANC
implery XECULVE

Seurces:
17/19/200¢
Treasity,

STRRE Standr

compensation standards
urder EESA, as amensed by
Exceptional Assistance and ARRA, Consolidates and
Generally Available Programs supersedes aj prior
TREASURY REGLLATION ; e cative compensation

g o
31 GFR PART 30 fuies and guidance
implemented Section 111
at £ESA to institutions
that received financial
istance from

0/3/2008; Treasury, “Traasury Regudation 31 SER Pa
wury Penourses New Restrictions on Execitive Comb
r Sompensation and Comorate Govemarce.” 6/10/:

7L 1162009, wiedreas.gov, accessad
9: ARRA, P 1115, 2/17/2009;
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The Rule applies to all TARP recipients, defined in the Rule to include

entity that has received or holds a commitment to receive financial assistance” pro-

“any

vided under TARP or any entity that owns 50% or more, or is 50% or more owned

by such an entity ™ In general, the executive compensation restrictions in the

Rule apply only so long as the TARP recipient has an “obligation” to Treasury; an

“obligation” does not include Treasury holding warrants to purchase common stock
of the TARP recipient.?

In general, the Rule defines financial s nee ; v funds or fund com-
s” by Treasury through

ARP participant,** For

mitment provided through the purchase of troubled

a direct financial transaction between Treasury and the

example, CPP participants that directly sell preferred stock to Treasury generally

have received financial assistance under the Rule. However, those institutions that

post collateral to and receive loans from TALF are considered to have not “recetved

financial assistance provided under TARP” and therefore are not subject to the
Rule.* Tabl

> 2.36 shows a breakdown of how the compensation and governance

standards set forth in the Rule apply to all TARP programs,

TABLE 2.36

Program Applicable Notes

PP X Afl participating institutions are subject to the executive compensation
restrictions.

cAP X Al participating institutions are subject to the executive compensation
restrictions.

SSF X Restrictions apply te AIG.

TP X Restrictions apply to Citigroup and Bank of America.

AGP X Restrictions apply t Citigroup.

AIFP X Restrictions apply to GM, GMAC, Chrysler, Chrysler Financial.

ASSP X Executive compensation rastrictions apply only to auto companies, not the
suppliers.

AWCP X Executive compensation restrictions apply only to auto companies, net

automobie purchasers.
TALF Program is not applicable to TALF participants,

Would apply only if there was a maijority owner of the Public-Private invest-
ment Fund ("PPIF"). Since PPIF will be structured so that no entity can invest

PPIP in more than 9.9% of the fund, executive compensation restrictions will
not apply. According to OFS, the luxury expenditure policy will apply to the
recipient.”

RAHA Program is exempled by statute.®

UCSB X Restrictions apply cnly to the institution selfing the eligible assets to Treasury.

Treasuy. response o SIETARF dra
=T taking Horme Affardble progran is exerspted by Staute frcm Bre execuive compansation artl comarate goverumnce stondards
ot i G 15

i
i i the ARRA zmendimaats. See Section 7002 uf the American Recovery ard Remvastment Act of 2000, PL. 1
09,

199, weny Snancialstabiliy gov, accessad
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Compensation Limits

The Rule establishes certain compensation requirements by which all TARP recipi-

ents must abide. The number of employees to whom the requirements apply varies;
in general, however, the compensation limitations in the Rule apply to the T¢ \Rl’

ive officers (5108} and most sated e

rocipient’s senior exe

afy comy

ces, determined by reference to annual compensation. The Rule defines annual

compensation as the dollar value for total compensation as determined pursuant to

250

applicable Federal securities faw:
Different types of compensation are addressed differently in the Rule. For
esaraple, the number of employees for whom bonus pavments are limited is based

upon the amount of TARP funding reccived by the institution.” The Rule did not

include the annual compensation limit of $500,000 that had been set forth in the
February 2009 Administration guidance. Table 2,37 shows how bonus payments

are applied to each TARP recipient based on funding levels. The specific compen-

sation requirements set forth in the Rule, and how each requirement applies to

TARP recipients, are detailed in Table 2.38.

TABLE 2.37

EMPLO YEES SUBJECT TO BONUS LINITATIONS. BY AMOUNT O
Amount of TARP Funding Applicable Employees

< $25,000,000 maost highly compensated employee

=525,000,000 < $250,000,000 at least the 5 most highly compensated employees
>$250,000,000 < $500,000,000 SEOs and 10 next most highly compensated employees
=$500,000,000 SEOs and 20 next most highly compensated employees

Note: Tre ARRA amendnents provide
ance. the Secratary may ppiy
nterest

1, with espect to Francial nsiutions thak have receised grester thon 525,000,000 in TARP
s nitations to a bighor siher of emmployess a5 the Secratary mnay defermine is 1 the

Source: Treasiey. “TARP Standards for Gompensatian and Corporate Govemance,” 6/10/2009, wew financialstahifly. gov. accessed
671072009,
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TABLE 2.38

Requirement

How Requirement Is Applies

om the Requirement Applies

Bonus Payments

Bonus, retention award, or incentive
compensation

Bonus payments are prohibited — except

for payments made in the form of restricted
stock twhich cannot have a value greater than
1/3 of the employee's fotal compensation
and must be forfeitable if the employes does
not continue providing services for the TARP
recipient for at least two years from the date
of grand).

Employees identified in Table 2.37 (based
on the level of TARP assistance)

Commissions

Payment earnad by an eraployes
consistent with a program in existence
for that type of employee as of February
17, 2009, if a substartial portion of

the services provided by the employes
cansists of the direct sale of a product or
service to an unrelated customer

Commissions meeting the definftion in the Rule
are axemnpt from the Jmitations on bonuses,
retention awards, and incentive compensation;
however, fees earned in connection with a
specified transaction {e.g., an initial public
offering) are not commissions for purposes of
the Rule.

Employees identified in Table 2,37 (based
on the level of TARP assistance)

Excessive Risk

Unnecessary risk taking encouraged by
wmployes compensation plans

Review of employee compensation plans by
the compensation comimiftee, a narrative
explanation of the committes’s analysis with
respect to fisk, and certification that the
compensation committee has completed the
review.

All TARP recipients

Clawback Recovery by the company of amounts All bonuses, retention awards, and incentive SEOs and the next 20 most highly
paid to an employee based on materially  compensation must be subject to clawback compensated employees
inaccurate performance criteria it the payments were based on materially

inaccurate performance criteria; the TARP
recipient must actually exercise its clawback
rights unless it can demonstrate that it would
be weasonable to do so.

Golden Parachute  Any payment to an employee for Prohibits any and all gelden parachute SEOs and the next 5 most highly
departre for any reason, or any payment  payments to the applicable made
due to a change in control at the time of depariure or upon a change in

control.
Perquisite Persanal benefit, including a privilege Must disclose the amount, nature, and Employees wentified in Table 2.37 (based

or profit incidental to regular salary or
wages

justification for the perquisite whose value
exceeds $25,000.

on the Jevel of TARP assistance)

Source: Traasury, “TARP Standards for Corpensation and Corporate Govemance.”

#710/2009, wew Snarialstabiy gov, accessed 6/10/2009
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Office of the Special Master for TARP Executive
Compensation

Under the Rule, Treasury has created a new Office of the Special Master for
TARP Executive Compensation {*Special Master”) which will be responsible for
the review and analysi

2

of executive compensation at TARP recipient

appointed Kenneth R. Fefuberg, a “highly respected mediator widel,

has

for his leadership of the September 11% Victim Compensation Fund,” as Spe

Master, and he will veport to the Assistant Secretary of the Treasury for Financial
Stability.
corporate governance issues under the Rule for

The Special Master's scope js Emited to executive compensation and

RP recipients. The Special

Master has the authority to accomplish these objectiv

review compensation payments and plans at TARP recipients that have received
“exceptional assistance” {for the SEOs and 20 next most highly compensated
employees) and compensation structures (for the 100 most highly compensated

employees and any exccutive officers)

review bonuses, retention awards, and other compensation paid before
February 17, 2009, by TARP recipfents and, where appropriate, negotiate

reimbursements

-

provide advisory opinions with respect to the application of the Rule and
A, TARP,

whether compensation payments and plans are consistent with
and the public inferest

the Rule requires that the Special Master use specific principles when review-

05

ing corapensation payments and plans at TARP recipients:

s Risk

take unnece;

The compensation structure should avoid incentives for employees to
ARP

recipient, including incentives that reward employees for short-term or tempo-

ssive risks that could threaten the value of the

SSATY OF EXCe!

rary crea

es in vatue, performance, or similar measures that may not uldmate-

fy be reflected by an increase in the long-term value of the TARP recipient.

Taxpayer Return — The compens ble where

md amount

applicable, should reflect the need for the TARP recipient to remain a competi-
tive enterprise, to retain and recruit talented employees who will contribute 1o
the TARP recipient’s future success, and ultimately to be able to repay TARP
obligations.

Appropriate Allocation — The compensation structure should appropriately

allocate the components of compensation {e.g., salary, exec

ive pensior

bonus payments, and incentives). The appropriate allocation may be different
for ditferent positions and for different employees, but generally, in the case of
an executive or ather senior-level position, a significant portion of the overall

compensation should be long-term compensation that aligns the interest of the

employee with the interests of shareholders and taxpay
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® Performance-Based Compensation — An appropriate portion of the com-

pensation should be performance-hased over a relevant performance period.

Perle based ¥ {on sheuld be determined through tailored

metrics that encompass individual perf and/or the performance of the
TARP recipient or a relevant business unit, taking into consideration specific

business objectives.

» Comparable Structures and Payments - The compensation structure
hould be consistent with pay for those in similar positions at similar
* Employee Contribution to TARP Recipi Value - The ¥ ion

structure should reflect the current or prospective contributions of an employee

to the value of the TARP recipient, taking into account multiple factors,

Exceptional Assistance Authority
Under the Rule, the Special Master has specilic duties regarding payments and

pensation plans for executives of TARP recipients that have roceived exception-

al assistance, For companies receiving exceptional assistance, the Special Master

will review compensation payments for the SEOs and the 20 most highly compen-

sated employees at each institution. In addition, he will be reviewing compensa-

tion plans for SEQOs and the 100 most highly compensated employees (and the

cxecutive officers) of a TARP recipient receiving exceptional assistance, According
to Treasury, this is to ensure that compensation is fair and structured, to protect

faxpayer interesis and to promote tong-term shareholder value.”

“Look-Back” Authority

The Special Master wilt also be conducting a “look-back” review of certain pa

ments at all TARP recipients made prior to February 17, 2009 {i.e., the date of
ARR
compensation paid to the 3 SE
this
% Should the Special Master determine that payment:

s enactment). The review will cover all bonuses, retention awards, and other

105 and the nest 20 most highly paid employees

review will encompass approximately 436 institutions and 10,900 individu-

seve made inappropri-

ately or contrary to the public interest, he will have responsibility for negotiations
with the TARP recipient and the applicable employee for appropriate reimburse-
ment to the Federal Government.

- receiving assistance under the pro
Sarams or SSEL T AP and.
futiire Treasury program designated by
the Treasury Secrefary as providing ex:.
ceptional assistance. Currentlvinchudes
AG, Citigroup, Bank of America, GV,
- GMAC, Chrysler, and Chrysler Financia
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ShbabiA h‘onb}ndiné vote by
shareholderswith respectfo the

disclosed bursuant to SEC reguiation

i company’s execiitive compensation,’ S

The American Recovery and Reinvestment Act of 2009 —
Expanded Provisions

The Rule expanded upon three provisions set forth in ARRA. They include review

by the Board Compensation Committee of all employee compensation plans, the

00

requirement, and enhanced Juxury expenditure requirements,

Board Compensation Committee
Under the Rule, each TARP recipiont must establish a Board Cc

Committee (the "Committee

board and will convene for the purpose of reviewing all

tors from the compar

Sommittee must include independent diree-

employee comy ion plans. An @ ion (o this requi is made for TARP

recipients that are not registered under the Securities Exchange Act of 1934 and
have received §25 mitlion or less in TARP assistance. These institutions may
have their boards of directors caryy out the duties of the Board Compensation

Committee !

The Committee is requited 1o meet at least semiannually to review with senior

risk officers the proposed compensation plans of all employees and ensure that the

TARD recipient is not unnecessarily exposed to risks.

In addition, the Committee

will evaluate SEO compensation plans to ensure that the plans do not encourage

SEOs to take unnece:

ry and excessive
TARP recipient. The Rule requires that the Committee submit an annual report

s that could threaten the value of the

to

‘Treasury providing a narrative description of how it limited any features of compen-

sation plans that would encourage SEOs to take unnecessary and excessive risks

303

reported earnings to enhance the compensation of an employee,

“Say on Pay”

“The Rule provides a provision for a non-binding vate by

compensation, sometimes referred to This provision requires alt

TARP recipients to permit an annual non-binding vote by

tive compensation as required by SEC regulations.

Luxury Expenditures

1

The Rule also orporate luxury

RP funds must have a company-wide

of directors of any institution receiving '

and any features of compensation plans that could encourage the manipulation of

sharehalders on executive

sharehelders on execu-

: the Rule states that the hoard

policy to define and prevent excessive expenditure on entertainment or events, of-

fice and f
S
o staff development

ity renovations, aviation or other transportation servi

s ot events that are not reasonable expenditures for the following ac

® reasonable performance incentives

® other activities conducted in the normal course of husiness operations

s, and other ac-

304
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The company must file this policy with Treasury and post it to the company
website no later than (i) 90 days after the closing of the tansaction between

Treasury and the TARP recipient or (i) 90 days following publication of the
Rade The Rule also requuires that the PEO and PFO of each institution provide
ceriification that any expenditures needing approval by a senior executive or the

board of directors have been properly approved.

Additional Compensation and Governance Standards

According te Treasury, the Rule provide

additional requirements that will further
protect shareholder value and incres

e transparency by all TARP recipient

In addition to the compensation and corporate governance standards explicitly

required by C:

ongress, the Rule includes three additional requirements: a prohibi-

tion on tax gro

ups, a requirement that TARP vecipients provide additional dis-
closure of perquisites, and a requirement that TARP recipients provide disclosure
with respect to compensation consultants. ™
Tax Gross-Up

A i grs

ss-1p 15 typically a specific payment to cover tases due on certain
compensation. According to Treasury, studies have shown that these payments
<ost the companies that provide them far more than the benefits the payments

provide to executives. The Rule prohibits TARP recipients from providing any tax

gross-up payments to senior executives and to the next 20 highest-compensated

employees.

Perquisites

In addition to di

11,

3 i annhien

] ¥ to perquisites that arc already
enforced by the SEC, the Rule subjects TARP recipients to more stringent

requirernents. SEC rules require disclosure of perquisites given to the top five

executive officers, The Rule expands this requirement to include perquisit

s over

5,000 given to any employees of TARP recipients subject to the bonus fimita-
tions described in Table 2.37. Additionally,

firms must provide a narmtive descrip-

tion and justification for these benefits.

Compensation Consultants

Many firms hire comg jon consultants to determine appropriate pay levels

for top executi

According to Treasury, these consultants may have influence
aver the setting of compensation, and it may be helpful for shareholders to know
whether TARP recipients have hired an outside consultant. More specifically, the

Rule requires all TARP recipients to provide a namative description of the services

provided by such consultants and a description of any benchmarking analy
performed by the consuliants.°

Ty o Arei‘m‘bur‘semen‘t o
“of taxes owed with respett to-any

- compensation
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Certifications
As recommended by SIGTARP, the Rule provides certification and reporting
on the comy Hon and corporate governance guidelines that apply

to TARP recipients. Al centifications provided by TARP recipients must name the
SEOs and the 20 most highly compensated employees for the current fiscal year,
Under the Rule, this determination is based on their prior fiscal vear's total annual

compensation, Hach certification must also provide a statement by the officer certi-

fving that they “understand that a knowing and wiliful false or fraudulent statement

made in connection with the certification may be punished by §

ine, imprisonment,
or both.™"! Table 2.39 describes the reporting and certification requirements and
the frequency with which the justitution must provide the certifications.

In addition to the requirements in Table 2,39, those TARP recipients classified
as receiving exceptional assistance must certify to Treasury that they have had their

compensation payments and structures approved by the Special Master as reguired
by the Rule.’*

TABLE 2.39

E‘o?nphance Category Action Reqmrm‘g Certification Certification Frequency

Board Compensation TARP recipient has created a Board Compensation Committee that meets  » Later of 90 days after the closing of the fransac-
Cominittee the requirements of the Rule. tion or 90 days after publication of the Rule
Campensation Plans The Committee has evaluated SEO compensation plans and has identified  » Evaluate every 6 months
Excessive Risk and fimited features of plans that could fead to unnecessary risks, The * 90 days after the end of each fiscal year — must
commities has also reviewed employse compensation plans for features submit narrative description and certification
that coutd e the of reported arnings.
Bonus Payments TARP recipient hias fimited bonus payments to applicable employees » 90 days after the end of each fiscal year

in accordance with Section 111 of EESA and guidance thereunder.

Ly TARP recipient has established an excessive or luxury expenditwes policy. Later of 50 days after the closing of the transac

Expenditures and has posted it to the company websife, and its ermployees have comr tion or 90 days after publication of the Rule
plied with the policy. » S0 days after the end of each fiscal year

Say on Pay TARP reciplent has permitted a nonbinding shareholder resolution on e » 90 days after the end of each fiscal year

ecutive compensation (publicly traded TARP recipients anly} in accordance
with applivable SEC regufations.

Compensation TARP recipient has disclosed whether an executive compensation consub @ 90 days after the end of each fiscal year
Consuitants tant was hired and a description of services provided.
Perquisite TARP recipient has disclosed the amount, nature, and justification for » 90 days after the end of each fiscal year

offering any perquisites greater than $25,000 to each of its employeas
subject to bonus lirmitations {as identified i Table 2.37),
Clawback TARP recipient has required that all bonus payments are subject fo re- * 90 days after the end of each fiscal year
covery if the payments were based on materially inaccurate performance
melvics.

Sowrce: Traasury, “TARP Stendsrds far Compansation and Carporate Governance.” /102009,

nanciatstabiity.gqu, accessad 61072009,
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This section provides some background on the Federal agencies and financial res-
cue initiatives that have been fmplemented as part of the Government’s response to

the financial o TARP programs must work in concert with these other agencies

and their initiatives

either as a direct partner, as In the case of the Term Asset-

Backed Securities Loan Facitity (“TALF"), ot as a potentially overlapping busines

alternative for banks requiring funds. Though a huge sum in fts own right, the

00 biltion in

ARP funding represents only 2 portion of a much farger sum

estimated to be as large as $ trillion - of potential Federal Government

support to the financial system. This support is spread among numerous Federal

agencies, with the Federal Reserve Sy

em (“Federal Reserve™), providing one of

the largest support packages ($6.8 trillion if cach initiative were implemented to its

maximum authorized level).
In an effort to provide context to the environment within which the TARP
programs are operating, this section provides an overview of the Federal Reserve

System and a description of the multiple financial-crisis-response programs

ol Government. Thi

thronghout the Fede

cction is intended to provide perspec-
tive for understanding TARP. SIGTARP has no aversight responsibility for any of

the programs set forth in this section that do not involve TARP funds

Additionally,
throughout this

section, SIGTARP uses the term “potential support” to represent
the maximum amount of support a Government agency has specified that it could

provide under a specific program. Tn those ca

in which there are no specified
maximum thresholds, SIGTARP has used the high-water mark of the program
{the maximum amount actually expended or guaranteed) through June 30, 2009,

Further, some of the programs have been discontinued or even, in some cases, not
utilized. As such, these total potential support figures do not represent a current

nnounced since the onset of the

votal, but the sum total of all support program

financial crisis in 2007,
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TARP IN CONTEXT: OTHER GOVERNMENT
PROGRAMS TO ASSIST THE FINANCIAL SECTOR

By itself the Troubled Asset Relief Program ("TARP™) is a huge program at $700

billion. As discussed in SIGTARP's April Quarterly Report, the total financial

$3 willion.

exposure of TARP and TARP-related programs may reach approvimately
Although large in its own right, TABP is only a part of the combined efforts of the

Federal Government to address the fnancial evisis. Approximately 50 initiatives

oF proy

mis have been created by various Federal agencies since 2007 to provide
potential support totaling more than $23.7 wrillion,
the Federal Reserve has been one of the lead agencies responding to the finan-

cial crisis — increasing its balance sheet to more thaw $2 trillion to fmplement a

wide range of programs designed to stimulate liquidity in Gnancial markets, as well

as s intervention: he Foderal Reserve’s §2 trillion hal-

everal jnstitution-spec

amee she

wet {which grew from approximately

3900 billion prior to the financial crisis & has acquied as thas put
e info the fnancial sector. The
assets on the Federal Resenves bl
| ante sheet are the tools it employs 1o
matiage liguidiy i the econdmy:

1o a peak of nearly $2.3 trillion in December 2008),°2 however, does not reflect the
true potential amount of suppott the Federal Reserve has provided to those pro-

grams, which is estimated to be at least $6.8 trillion. This is becanse many of the

programs involve guarantees that, although not listed on the balance sheet, expose

the Federal Reserve to significant losses if the assets they are backing deteriorate in
value,

Other playe

s in the Government’s efforts include the Federal Deposit

Insurance Corporation {“FDIC), which has contributed more than $2 trillion in
new gross potential support. The newly created Federal Housing Finance Ageney
{“FHE:
rcs
{"FHLBs") —- has effectively provided more than $6 trillion in gross potential

— under whaose auspices fall the Government-Sponsored Lnterprises

such as Fannie Mag, Freddie Mac, and Federal Home Loan Banks

support. Meanwhile, Treasury itsell has programs outside of those authorized

under the Emergency Economic Stabilization Act ("EESA™), and has supplied

4.4 trillion. An overview of the

potential support beyond TARP of approximately

Government's new potential suppert relating to the fmancial crisis is listed by
Federal agency in Table 3.4,
Of this $23.7 triflion in

non-TARP programs are not subject to TARP's restrictions

ance (o financial institutio ants fn

s, partici

and conditions, such as

executive compensation, nor do they necessarily require specific Congressional ap-

proval, Although SIGTARP's oversight responsibility is for the operations of TARP

and dirvectly refated programs (such as TALF and the Public-Private Investment
Program (“PPIP")
TARP operates, the linkages between TARP and the triflions of dollars of other

ssary to understand the larger context in which

Government initiatives. As noted earlier, SIGTARP has no authority over any of the

tics of the agendies discussed below,
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TABLE 3.4

Maximum Total Potential
Current Balance as of Support
Balance §/30/2009 Related to Crisis
Federal Reserve S1.4 $3.1 $6.8
FDIC 0.3 0.3 2.3
Treasury — TARP {including
Federal Reserve, FDIC .6 06 30
components)
Traastry — NonTARP 0.3 Q.3
Other: FHFA, NCUA, GNMA, FHA, VA 0.3 0.3
Total $3.0 $4.7

by rnding, sty s uecpni age
it 1t sceout for coltera ecos.See e ebodaigy [ Estmatng Govenment Pranchs
LX’)DSU i ior in 'J\b s m for details on the methodolgy of thi wt. Other agancies include: THFA, Nationat Credit .
Admiistration CNCURY, & Nation! Hortgage Association {-GNA, Fedieral Housing Asinisteaion (FHAY, ond U.3.
Tepartment of Yeterans A"w: ( YA

ot Manbers mpled” guarant
Total P

atert

Soutce: See respactive source notes i the agency-soecifc tables later in this section

Methodology for Estimating Government Financial Exposure
No official financial statements have heen prepared for the combined efforts of
the Federal Government in jts response to the financial crisis, The estimates in
this section are designed to suggest the scale and scope of those efforts and not to
provide a firm financial statement, These numbers may have some overlap, and
have pot been evaluated to provide an estimate of Jikely net costs to the taspayer

Available data has been broken down into the following categories:

®  Current Balance — the amount that has heen expended on bank rescue efforts
and that is currendly outstanding.

Maxi
its history to date. Many programs reached their peak in Decemnber 2008 and

.

hed in

mum Balance to Date - the highest balance a program has

are now declining, Comparing the maximum balance to the current balance
provides a sense of how far past the high-water mark 2 program might be. The
sur for each Federal agency reflects the sum of the individual high-water marks

flor each program under s supervision.

.

“Total Potential Support —- quantifies the gross, not net, exposure that an agency
would face should all ¢

sistance at once to

gible program applicants request &
the maximum permitted under the program guidelines. Note that many of these
programs are collateralized or have not been drawn down to their full authorized

level

s, and as such, the actual potential for ke s likely to be lower In certain
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ad 1

cases, prog; d have been 1 or vepaid; however, they are still

included i this table (SIGTARP's intent is to represent all support programs
created).

“The program listings in this section ave not comprehensive - there are dozens

of smaller programs, regulations, statutes, and procedures of individual agen-

cies that are not captured in the following tables. Also, there is potential for some

double-counting of exposure in instances where different Federal agencies provide

guarntees for the same financial institutions (such a
Treasury, the Federal Reserve, and FHEA 1o the GSF

the overlapping exposure by
3

Other Federal Responses: Beyond TARP
The Federal Government has undertaken dozens of initiatives, some of them
involving specific programs with specific spending limits and others without any

specific, quantifiable meastrement appearing in the hooks of the responsible

agency. Examples of the latter include the fncrease in deposit insurance instituted

FDIC, or the action by the Federal Reserve to pay inferest on reserves held by
SIGTARP has quantified
the total exposure of these programs using publicly available information from the

by

banks at the Reserve Ban To the extent possible.

Federal agencies responsible for the programs or inittatives. Following each table

are brief descriptions of key programs implemented by the agencies, The descrip-
tions reflect the agencies’ own descriptions of thefr programs. Note that the TARP-
related programs, such as TALF and PPIP, ave not included as they are addressed

in other sections of this report.

Federal Reserve System

As the central bank of the United States, the Federal Reserve has exceptional
responsibilities and powers to deal with systemic financial crises
ARP Tutorial
created 18 financial support programs outside of its TARP-refated

See the previous

The Federal Beserve $

discussion rstem” in this report. The Federal

Reserve has

prograrus, as listed in Table 3.5,
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AL RESERVE SYSTE

Maximum

Balance Total Potential

Current as of Support Related
Program Coverage Balance 6/30/2009 to Crisis*
Term Auction Facility {(“TAF"} Banks 52828 $493.1° $900.00
Primary Credit {“Discount Program Modification™) Banks 391 111 = 1119
TriParty Repurchase Agreements Banks — 1248 x 1246
Commercial Paper Funding Facility ("CPFF")*"* Corporate Debt Markets 1281 349.9¢ 1,800.0'
Money Market investor Funding Facility ("MMIFF”) Money Market Mutual — — B00.0¢

Funds

AssetBacked Commercial Paper Mongy Market Mutual Fund Liquidity  Money Market Mulual 187 1459 = 145.9
Facilily ("AMLE™ " Funeds
Term Securities Lending Facility (‘TSLF"), TSLF Optiens Program Primary Dealers 8.0 2336 250.00
{TOPY
Expansion of System Open Market Account (*SOMA™) Securities Primary Deaters 147 25.9m 32.0¢
Lerding®
Primary Deater Cradit Facility {'PDCF"), credit to other primary Primary Dealers —_ 147.7¢ %1477
dealers™™"
Purchase of Direct Obligations of GSEs GSEs 921 9210 200.0¢
Purchase of GSE Guaranteed Mortgage-Backed Securities' GSEs 467.1 46710 1,250.00
Foreign Central Bank Currency Liquidity Swaps U.5. Markets 1216 582.8 785.0¢
Treasuries Purchase Program Private Credit Markets 1745 174.5¢ 300.0¢
Credit fo AIG Specific Institution 426 89.5¢ 122.8
Maiden Lane LLC (Bear Stearns)” ™" Specific nstitution 259 29.8% 298
Maicen Lane if LLC (MG} ™" Specific Institution 16.0 2014 225
Maiden Lane 1§ LLC (NG)™ "~ Specific Institution 201 28.11 30.0%
Qther Credit Extensions {JPMorgan, Bear Stearns bridge foan)** Specific Institution — 12.9* 12.9
Total $1,449.3 $3,129.5 2$6,835.1

Bhsubers affected by raunding: & any one
fotal Potential Sunpart daes nat accaunt far any c
Denotes program that has anceled o com
*Current and e balanses for CAFE, ANLE,

e is given for "Currens Bakunce’ and “Maxiun Salon
i B s 1

s
al lediged; "2 reflects progy i not spaciy upper st

ighuwater mark of progean is used 25 tota] potential sipport.

and Kaicen Lane LLCs are darivad from vale of toly e fpan i

{Sources on next page}
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Sources:
Wosk Pﬂ\lwb 31172008, S:Juu Fed, b el stotisfed FIERAUCHick:
Fadsral Reserve Pre; 1078/ 2 i, qeonsned 67872
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SPWRERO, o 0

\\aakamngo/xs/ms wmsFM V19561 5 Sredd/sen ¢
3 fouisfed o fredd/data WORFRIX!, accessed 6/30/2000,

el nding 1/21/2009: 5. Lovis Fed, . tezsarchs
FOK, Supenisary nsiglts, Sunar 2006, b

+ Congrassionai Bucget Offce, “The But.gék i Ecana\\t(}u?.‘cu« Fiscat Years &
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08

092019, p. 36; FINC, Swervisory fsights, Summer 2009, p. &
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i S5 ilion gr orinan dele s pinay delr st shos 15 desers oo org ket s, curen . Lk was s o 3 5ot 55 bifn e dslr

2008 b amestto $80 bl

Fedora ooon. mmtxm\ (e YN T soviteleases/hal Joument e 09, csesed 772000

Haxiim amourt CMA securities lending a ‘c\wd {new maximym minus ald magmun}, ?eds.':w‘ Reserve, Fderal Reserve Statisticsl Isé

B e b o, perasond S 3 halhistl pd, avcessed 6/11/2009
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Ty lknted ot Vgh s pesked 0 1071/2008 st SLE7 T oilen 1. Loy Fed i /22215 /el > /200

« Waek ending 6/3/20031 St Lovis Fed, b muqm i o ot ofpurcaces of GSE et o 971572005 b 714/2009.
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+ Federal Raserue Board Press Release. 3/18/20
Fodoral Reserio Bnkofflo York, P 85 Pw‘cmy Progran,

* ek andng 5/27/20091t Loas o o st 2
Fotieral Ressrve Barik of Hew Yark, Agsr bt Sacorins s Pragram, s nesryorid
e oo B o oo S s 5 press; 3182 i, accessed 5152008
Week ending 18/10/2008: 5t. Lowis Fed, i 532215/ accessed 7/8/2009,
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; 10/28,/2008, i g /200815280

csesent ’n‘ess/mm‘s(ary/ﬂm&‘éz% i, accessed 6/9/26

* Data derieed from takng the incre S ey sctes st 318/2008 o of progeam anvourcement) o 6/3/2009 ta da

esgories/ 32215 owntoadats, g»[essndo/u
’ Federi\ Reserve, FOMC statems 3718720

$4.1, 6/4/2009, v federansarve govrelezses/

arkets/pomo/

s/narkets s, vmmm‘ seiessd

ontotat of gross uwcmes of Agency MBS, through 5/13/2009, 5
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580 6/11/2009)

* Inffalctlay of Harch 1416, 2008; repoid on March 17, 2005 scue: Federal Raserve, Report Pursuant o action 129 af the Emarg wency Ecmorrw St
/0

\ct of 2008: Bricge Laar to e Bear
Steams Companies nc. Through o Chase Bank. A

Term Auction Facility {"TAF”} — Total Potential Support: Approximately
$300 Billion

“The Term Auction

‘acility {

AF™} allows banks to borrow funds stmply by putting
up collateral. It is an alternative to the Federal Reserve’

discount window, which is
the means by which banks have historically raised funds in an emergency. Because
of its ¢

ociation with emergencies, borrowing at the discount window in the past
kas cartied a certain stigma

AF, by contrast, is an ordinary lending program, and
its use is perceived less as a sign of weakness,

TAF was created in December 2007 by the Federal Reserve Board of Governors
to meet the short-term lquidity needs of banks

The Federal Reserve claimed that
of depository institutions to funding, the TAF has sup-
ported the ability of such institutions to meet the credit needs of their customer:

“hy increasing the acces

Technically, the funds are borrowed by banks in an auction that sets the inter-
est rate. The bank must be in “generally

sound Gnanciat condition,” and it must

post collateral — such as high-quality notes — that are subject to certain haircuts.
Thus, a bank may borrow, for example, $0,92 after posting ¢

tes. The minimum interest rate a bank may

1.00 worth of secur-

bid is the interest rate paid by the

Federal Reserve on excess reserve balimces. Typically, the Federal Reserve conduets |
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FIGURE 3.3

 Resorve Board, St
of the Urited States.” Tabl

regular aunctions of 28- and R4-day funds for $150 billion at 2 ime.™ Banks
1may not necessardly have been using the funds they have borrowed from TAF to

make new loans to consumers. According to the Federal Reserve's weekly statisti-

cal releases {Table Z.1 - Flow of Funds Accounts), the banks have, in aggregate,
heen adding the cash to thefr reserves at the Federal Reserve. See Figure 3.3 fora
comparisan of bank borrowings from the Federal Reserve (which are predominantly
at the Federal

through TAF), versus the cash that the banks have placed as reserve
Reserve.

Primary Credit Program {the “Discount Program Modification} — Total Potential
Support: At Least $111.9 Billion

Primary credit loans are taken by banks at the Federal Reserve's discount window

when they require short-term funds to meet the needs of their customers and credi-
tors. Normally, the Federal Reserve lends at a fixed rate and the bank must post
suitable collateral, subject to a haircut. In August 2007, the Federal Reserve set the
term at 30 days and approved a $0-basis-point reduction in the primary credit vate
to narrow the spread to 30 basis points, or (L5%, in response to the liquidity crisis

in the banking as broadened in March 2008, as the interest

rate was lowered to 25 basis points over the FOMC target federal funds rate, and

the term has been lengthened from 30 to 90 days, rencwable by the borrower

Tri-Party Repurchase Agreements {"Repo's”) — Total Potential Support:

At Least $124.6 Billion

According to the Federal Reserve, “repurchase agreements reflect some of the
Federal Reserve’s temporary OMOs. Repurchase agreements are transactions tn
which securities are purchased from a primary dealer onder an agreement to selt
them back to the dealer on a specified date in the futuve. The diflerence between
the purchase price and the repurchase price reflects an interest payment. The

Federal Reserve may enter fnto repurchase agreements for up to 65 business days

but the typical maturity is between one and 14 days. Federal Reserve repurchase

agreements supply reserve balances to the hanking system for the length of the

agreernent. The Federal Reserve employs a naming convention for these transac-

dons based on the perspective of the primary dealers: the dealers receive cash while

the Federal Reserve receives the collateral. ™ In an effort to mitigate problems in
certain Repo markets, on September 14, 2008, the Federal Reserve Board an-

nounced that it would provide a “temporary exception to the limitations in section
23A of the Vederal Reserve Act” {which limits a bauk's credit exposure to its affili-

ates).’

This exception “allows all insured depository institutions to provide liquid-
ity to their affiliates for assets typically funded in the tri-party repe market.”™
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Commercial Paper Funding Facility {“CPFF"} ~— Total Potential Support:
$1.8 Trillion

The Commercial Paper Funding Facility ("CPPE") was created in October 2008

to provide an emergency source of funds (in the Federal Beserve’s termos, a “auid-

ity backstop™)* to 1S, corporations that borrow short-term funds by issuing
Commercial Paper ("CP”). CP is a short-term debt security used by corporations

to raise funds in what has historically been a liquid market. This market ceased to
function well in the falt of 2008, and the CPFF has played a role in assuring issners
and investors in CP that they have a “huyer of last resort.” The CPFE, according

10 the Fedezal Reserve Boards February 24, 2009, Monetary Report to Congress,
“is intended to fmprove liquidity in short-term funding markets and thereby

increase the availability of credit for bust and households. ™ Under CPFE,

ew York ("FRBNY") is committed to lending funds

the Federal Reserve Bank of
as needed to a special purpose vehicle ("SPV") that buys eligible CP from cligible
Sligible CP is U
least A-1/P-1/F1 {these are the top mtings of the diflerent rating agencies).

dollar-denominated CP or asset-hacked CP rated at

issuers

ible

issuers ave U.S, corporations, including those with a foreign pavent company. For
limited to the maximum amount of CP that issuer had

any given issuer, the SPV
outstanding between January 1 and August 31, 2008. Issuers must pay a fee to
CP the $PV could own, The CPFF

FRBNY of 0.1% of the maximum amount of §

is scheduled to expive on February 1, 2010

Money Market Investor Funding Facility {"MMIFF"} — Total Potential Support:
$600 Biflion

Maoney market funds are large investment funds that buy high-quality, short-term
debt fnstruments such as Treasary securities and high-quality bank and corporate

notes, Investors

in money market funds want absolute safety for their principal and
fast access to funds. In tum, banks and other financial intermediaries depend on
the money market as a source of funds for their business and household custorners.
In 2008, this market experienced the smme liquidity problems as other markets —
that is, investors could not find buyers for securities they were seeking to sell when
needed,

To meet this liguidity need, the Federal Reserve created the Money Market
Tnvestor Funding Facility ("MMIFEF") on October 21, 2008, According to the
Federal Reserve Board's Monetary Report ta Congress, “the Federal Reserve Bank
of New York will provide sentor secured funding to a serfes of SPVs to facilitate an
industry-supported private-sector initiative to finance the purchase of eligible assets

from eligible investors. Eligihle assets include U.S. dollar-denominated certificates
ed financial institations and
The SPVs for the MMIFT

for CPFF in that they purchase efigible money market paper

of depasit and commercial paper issued by highly

having rernaining maturities of 90 days or Jess @

shmilar to the SP
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using funds from MMIFF and asset-backed CP. FRBNY is committed to lending the
St
recefve that much in cash and the remaining 10% in asset-backed sceurities from the
SPVs

Eiven without having advanced funds to the market, the program may be considered

/s 90% of the purchase price of eligible assets; sellers of assets to the SPV will

he MMIFF has not vet funded any purchases of money market instrinuents,

by the market to be working merely by its

ence; investors are given the comfort
that if they need it, it is available. The MMIFF SPVs ave authorized through
October 30, 2009

Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility
{“AMLF"} - Total Potential Support: At Least $145.9 Billion

The Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility
{"AMLF"} is designed to assist money market funds that hold asset-backed commer-
cial paper (“ABCP

. Through the facility, the Federal Reserve provides non-recourse
{oans at the primary credit rate to U.S, depository institutions and bank holding

companies to finance their purchases of high-quality ABCP from money market

mutual funds, According to the Fedeval Reserve, AMI
|

s intended “to assist money

funds that hold such paper in meeting Is for re

emptions by investors and
¢ The AMLF
was initially authorized on September 19, 2008, and although originally scheduled to

to foster liquidity in the ABCP markets and broader money marker:

terminate in January 2009, has been subsequently extended by the Federal Reserve
Board to February 1, 2010.7%

Term Securities Lending Facility {“TSLF"), and Term Securities Lending Facility
Options Program {“TOP"} — Total Potential Support: $250 Billion

In the securities markets, primary dealers are a group of securities broker-dealers who

ze in Tre

specis sury and Federal agency debt, and who have the right to trade di-

rectly with the Federal Reserve System. They also participate directly in U.S, Treasury
auctions, They are an fmportant conduit for financial interactions betsveen the
Tederal Government and the private markets. In eazrly 2008, this dealer system was

under increasing liquidity pressure, which the Federal Reserve addressed on March

11, 2008, with the establishment of a Term Securities Lending Facility (“TSLF

According to the Federal Reserve Board's February, 2009 Mounetary Report to
s, “Under the TSLF, the Fe
securities to primary dealers for a term of 28 days (rather than overnight, as in the

Congres: deral Reserve lends up to $200 billion of Treasary

regular securities lending programy; the lending is secured by 2 pledge of other securi-

ties."" The other securities that must be posted as collateral were broadened from

the traditional eligible a:

s~ Treasury and Federal agency securities, and AAA-
BVIBS™ — to include all

vailable in weekly auctions.

rated private-label residential mortgage-hacked securitie

nvestment-grade debt securities F miakes securitios ¢

The program is scheduled to end on February 1, 2010,
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An extension of the TSLF is the TSLF Options Program (“TOP"), described by
FRBNY as a program intended to “enhance the effectiveness of TSLF by offer-

ing added liguidity over periods of heightened collateral market press such

res,

as quarter-end dat
of [{SLF
cligible collateral. ™ FRBNY's Open Market Trading Desk will offer a total of

$50 billion in options for each targeted period. ™ As of June 23, 2009, the TOP has

“Fhe program “offers options on a shott-term fixed rate

hond-for-bond loan of general Treasury collateral against a pledge of

been suspended, although the Federal Reserve states that it is prepared to resume

TOP auctions “if warranted by evolving market conditions.”

Expansion of System Open Market Account {“SOMA"} Securities Lending — Total
Potential Support: $32 Billion Increase in Funding

‘The System Open Market Account ("SOMA") was started in 1969, and is man-~
aged by FRBNY. The account contains dollar-denominated assets purchased in

243

open market operations,™ and is a “store of liquidity in the event an emergency

*+ Borrowing is permitted “for the purpose of covering an

need for liquidity arise
expected fail to receive on the part of a dealer. In order to prevent lending activity
from affecting reserves, Treasury securities, rather than cash, are posted with the
G

Federal Reserve as collateral. ™ In response to market pressures, the program was

expanded on September 23, 2008, to raise the current dealer aggregate limit from

billion to $4 billien™ and raised again on October 8, 2008, to $5 billion per

dealer.™

Primary Dealer Credit Facility {'PDCF"} — Total Potential Support: At Least
$148 Billion

The Federal Reserve Board's February 2009 Monetary Report to Congress states
that “to bolster market liquidity and promote orderly market functioning, on March
16, 2008, the Federal Reserve Board voted unanimously to authorize the Federal

Reserve Bank of New York to create a lending facility - the Primary Dealer Credit

"} 1o imprave the ability of primary dealers to provide financing

to participants in securitization markets.”™ Loans are made to primary dealers,
against which they mmst post eligible collateral —— the definition of which has been
expanded from all investment-grade securities to now include “all collateral eligible
for pledge in tri-party funding arrangerents through the major clearing banks.

The interest rate charged on such credit is the same as the primary credit rate

* The first participants in the PDCE
were Menill Lynch, Goldman Sachs, and Morgan Stanley, it was later expanded to

at the Federal Reserve Bank of New York.

include other primary dealers. The program is scheduled to terminate on
February 1, 20105
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Purchases of Direct Obligations of GSEs - Total Potential Support: $200 Biltion
Government-Sponsored Enterprises (“GS

"} are private corporations created by

Congress to fulfill certam financial policy goals, primarily in the housing finance
wmarkets, The most prominent of these are Fanuie Mae, Freddie Mac, and the

FHLBs. /

ing funds in 2008, their problems affected the housing markets in general, where

Fanmie Mae and Freddie Mac in particular encountered difficutty rats-

these two agencies alone accounted for more than half of all financing,
fo promote market functioning, the availability of credit, and support for the
housing and mortgage markets, the Federal Reserve, on September 19, 2008, an-

nounced that it would commence purchasing debt and other instruments of the

GSEs though its Open Market Trading Desk: these purchases are made in com-
petitive auctions through primary dealers.

Om November 25, 2008, the Federal Reserve announced a program to purchase

up to $100 billion in the GSEs’ direct obligations. Note that GSEs raise funds for

mortgage lending in two w

— by direct borrowing or by guarantecing third-party
mortgage-hacked securities (MBS”), On March 18, 2009, the Federal Reserve's
FOMC increased the size of these lines to a total of $200 billion for divect
abligations. "' Although the direct borrowing fine has been focused on fixed-rate,
non-callable, senior benchmark securities of the GSEs, the Federal Reserve has
stated that it may change the scope of its purchases in the future,

Purchases of GSE-Guaranteed MBS — Total Potential Support: $1.25 Trilien
{n addition to purchasing the direct obligations of GSEs, the Federal Beserve is
further supporting the mortgage markets by committing to purchase up to

$1.25 nillion of MBS that have been goavanteed by the GS.

This purchase fne
was origihally announced on November 25, 2008, with a maximum purchase Fmit

of $300 billion, but this amount was
March 18, 2009,

sed by $750 billion to $1.25 uillion on

Foreign Central Bank Currency Liquidity Swaps — Total Potential Support
4755 Billion

On December 12, 2007, the FOMC announced that i had authorized dollar

liguidity swap lines with the European Central Bank and the Swiss National Bank

i order to “provide liquidity tn U.S. dollars to overseas marks Since then, the

program has expanded to include additional central banks.

The Federal Reserve describes the transactions as follows: "These swaps involve

twwo transactions. When a [

reign contral bank draws on its swap line with the
Federal Reserve, the foreign central bank sells a specified amount of its cwmrency
fo the |

deral Reserve in exchange for doflats at the prevailing market exchange

vate. The Federal Reserve holds the foreign currency in an account at the foreign

central bank. The dollars that the Federal Reserve provides are deposited in an



228

QUARTERLY REPORT 10 CONGRESS 1 JULY 21, 2009

account that the foreign central bank maintains at the Federal Reserve Bank of
New York. At the same time, the Federal Reserve and the foreign central bank enter
into a binding agreement for a second transaction that ebligates the foreign central

bank to buy back its currency on a specified future date at the same exchange rate.

The second transaction unwinds the first. At the conclusion of the second transac-
tion, the foreign central bank pays interest, at 2 market-based rate, to the Federal

Reserve,

“When the foreign central bank lends the dollars it obtained by dv

its &

ap line to institutions in its jurisdiction, the dollars are transferred from the

foreign central han ount at the Federal Beserve to the account of the bank

that the borrowing institution uses to clear its dollar transactions. The foreign cen-
tral bank remains obligated to retum the dollars to the Federal Reserve under the
terms of the agreement, and the Federal Reserve is not a counterparty to the loan

axtended by the foreign central bank. The foreign central bank bears the credit risk
s

ated with the foans it makes to institutions in its jurisdiction.”

Treasuries Purchase Program {“TPP"} - Total Potential Support: $300 Billion
On March 18, 2009, the FOMC announced that “to help improve conditions in
G0
The Federal

private credit markets, the [FOMC] Committee decided to purchase up to $

billion of longer-term Treasury Securities over the next six months.
Reserve states that the goal of TPP is “to provide support to mortgage and hous-
ng markets and to foster improved conditions in financial markets more generally”
by cheapening the yields of the fonger-term Government securities which are the
henchmarks against which the rates of long-term loans, such as mortgages, are

set 7

Credit to American International Group, Inc. — Total Potential Support:
$122.5 Biflion

The Federal Reserve Boa

&'s Monetary Report 1o Congres

states that “In early
September, the condition of American International Group, Inc. (“AIG"), a large,

complex financial institution, deteriorated rapidiy In view of the lik emic

implications and the potential for significant adverse effects on the economy of &

disorderly failure of AIG, on September 16, the Federal Reserve Board, with the
support of Treasury, authorized the Federal Reserve Bank of New York to lend up

to $85 hillion to the firm to a

st it in mecting its obligations and to facilitate the

orderly sale of some of its businesses y had a 24-month term, with inter-
est accruing on the outstanding halance at a rate of 3-month Libor plus 850 basis
points, and was collateralized by all of the assets of AIG and its primary non-regu-

lated subsidiaries, On October 8, the Federal Reserve announced an additional pro-

gram under which it would lend up to $37.8 billion 1o finance investment-grade,

fixed-income securitics held by AIG. These securities had previously been lent by




229

SPECIAL INSPECTOR GENERAL | TRGUBLED ASSET RELIEF PROGRAM

AlG's insurance company subsidiaries to third parties,™ This {acility was repaid

in full and terminated on December 12, 2008.°% Subsequently, in November 2008,

“Treasury, through TARP, purchased $40 billion of newly issued AIG preferred

shares under the Systemically Significant Failing Institutions (“SSFI™) program.
The $40 billion took some of the pressure off the first Federal Reserve line of

credit, allowing the Federat Reserve to reduce from $85 billion 1o $60 billion the

total amount available under the credit facility.

* In addition to reducing the size
of the line of credit, the Federal Reserve reduced the interest rate on the facility
?On

March 2, 2009, the Federal Reserve announced authovization for new loar
i

and extended the term of the facility from two years to five year

of up

toan amount of apy

v $8.5 billion to special purpose vehicles

established by domestic life insurance subsidiaries of AIG that would be repaid by

the net cash flows from des

ignated blocks of ife insurance policies held by the par-

w91

ent insurance cormpani

Maiden Lane LLC {Bear Stearns} — Total Potential Support: $29.8 Biffion
In mid

arch of 2008, Bear Stearns, a major investment bank and primary dealer,

was in imiminent danger of faiture. According to the Federal Reserve Board's

February 2009 Monetary Report to Congress, “A bankruptey filing would have
forced the secured creditors and counterparties of Bear Stearns to liguidate un-
il e

derlying 1, and given the y of markets, those creditors and coun-

wstained substantial fo

terparties might well have s 1f they had responded to

losses or the unespected ifliquidity of their holdings by pulling back from providing
secured financing to other firms and by dumping large volumes of illiquid assets

on the market, a much broader financial crisis Hikely would have ensned, Thus,
the Federal Reserve judged that a disorderly faiture of Bear Stearns would have

threatened overall financial stability and would most likely have had significant

adverse implications for the U.S. economy™** Ta prevent a complete collapse of
Bear Stearns, therefore, the Federal Reserve invoked its emergency authorities

under Section 13(3) of the Federal Reserve Act to authorize a loan of $30 billion,

secured by $30 bilfion in Bear Steams’ assets, to be used by JPMorgan to purch

e

Bear Stearns and to assume the company’s financial obligations. A fimited tability

company, Maiden Lane LLC w.

formed to facilitate these arrangements, partica-
latly to hold and manage certain assets, On June 26, 2008, [PMeorgan completed
$30 billion in Bear

the acquisition. Maiden Lane LLC purchased approximately

Stearns assets on that date with approximatcly $29 biltion of funding from the

Federal Reserve to Maiden Lane LLC and a sul 1 loan of approximately § 1

on of

billion from JPMorgan* Today, the Federal Reserve is managing the dispos

Bear Stearns’ assets,
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Maiclen Lane il LLC and Maiden Lane 1 LLC {American International Group, Inc.)
- Total Potential Support: $22.5 Biltion and $30.0 Billion, Respectively
states that

The Federal Reserve Board's April 2009 Monetary Report to Congre:
“In November 2008, the Federal Reserve also announced plans to restructure jts
lending related to AIG by extending credit to two newly formed limited hability
2.5 billion loan from

companies. The first, Maiden Lane [T LLC, received a
the Federal Reserve and a $1 hillion subordinated lnan from AIG and purchased
residential mortgage-backed securities from AIG. As a result of these actions, the
ablished on October 8 was subsequently repaid and
$30 bil-

Tion loan from the Federal Reserve and a $5 billion subordinated toan from AIG
¥ "

securities lending facility

terminated. The second new company, Maiden Lane HI LLC, received o

and p { multi-sector coll { debt obligations on which AIG hafd] writ-

ten credit default swap contracts.™* The Federal Reserve’s first quarterly report on
ets held in

its credit and liquidity programs shows a decline in fair value on the ass

the AlG-related Maiden Lane [acilities — a decline in fair value of $2.5 billion and

$6.4 billion, respectively, for Maiden Lanes 1 and H13¢

Bridge Loan to JPMorgan Chase & Bear Stearns — Total Potential Support:
$12.9 Billion

According to the Federal Reserve, on March 14, 2008, FRBNY made an overnight

ount window loan of $12.9 billion to JPMorgan to facilitate its purchase of

Bear Steary done simultaneously, in a back-to-back transaction, to pro-

vide secured financing to Bear Stearns. ™ The loan was repaid in full the following

Monday, March 17, 2008, “with interest of nearly $4 million,” The Federal Reserve
Board describes this decision to extend credit as “designed to provide funding to
Bear Stearns to meet its inmediate liquidity needs for that day and to give the com-

pany and policymakers additional time to develop a mare permanent solution to

the company's severe liquidity pressures that threatened to cause its sudden default

and bankruptey

Federal Deposit Insurance Corporation

FDIC supports banks by insuring depositors against loss, Once depositors need not
worry about the finandal health of any particular bank, the entire banking system
can avoid the destabilizing and dangerous potential [or *runs on the bank” or other
precipitous withdrawals of funds. Historically a standby guarantor of deposits, the
current banking crisis has drawn FDIC into the business of direct guarantees of

debt instruments, investment funds, and asset values - businesses increasingly
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distant from its core. Table 3.6 provides a summary of the key FDIC initiatives
related to the financial crisis. As with the Federal Reserve, any of FDICs TARP-
related programs such as its involvement in PPIP and the Asset Guarantee Program
("AGP™), ave omitted from this discussion because they are already mentiovned in
Section 2: “TARP Overview” of this report.

Enhanced FDIC Deposit Insurance — Total Potential Support: $700 Biflion
Since the 1980s, FDIC has insured deposits up to 8 maximum of $100,000 per
depositor. In late 2008, in response to the liquidity crisis and uncertain solvency

inn the banking mdustry, FDIC received

atutory authority to increase its coverage

to $250,000 for individual accounts.”® FDIC states, “If a depositor’s accounts at
one FDIC-nsured bank or savings association total $250,000 or less, the deposits
$230,000 at one insured bank
insured provided the accounts meet certain

, “the standard insurance amount of $250,000
ect thraugh December 31, 2013, On January 1, 2014, the
standard insurance amount will return to $100,000 per depositor for all account

are fully insured. A depositor can have more than
iation and still be full
ceording to FDIC,

OF S

ngs ass

w00

requirements.

per depositor is in off

TABLE 36

Total

Potential

Maximum Support

Current Balance Related to

Program Coverage Balance 6/30/2009 Crisis*
Enhanced Deposit Insurance

(to $250K/accounty Depositors = §— $700.00

Temporary Liquidity Guarantee
Program - Debt Guarantees Ranks 2458 345.8¢ 940,04
{"TLGP - DGP")

Ternporary Liquidity Guarantee

Program - Transaction Account Depositors 0.4 0.40 634.01
Guarantee Program ("TLGP - TAG"}
Total $346.2  $346.2 $2,324.0

Notes: Rumiers affected by rourding.

* Totai Potertial Suppart dlaes mot sccaunt for any colaterat i
<A of /31/2000,the Dapost Fstrance furs (OF) remaned so\/e'\t and 3G had v o 01 sy of e oionst b oaing
ashorty gared by Caxxﬁm»s e ol OF sorttotie the Board. First Quartor 2005, wie . gov/ aboutSrate-
g it essed

nonvic Guook: Fiscat Yoars 2009.6019, p. 41
s the Temporary Lty Goaraetee Progran

. gov/abey

e
e Boart, 0 m
Dums o1 3

kors. FDIC, Chist Financial Officer’s
28/sum,_rends_ resulfs i, accessed
Sarporate/cfo, report, istqt, 0%,cam,

auaranteed clains of depy
8. i G

onin
wmegm,comm 1o o i

1y sights. oumme’ z«

Y Supervisesy Insights, Snes
Sunevisory/insights/ssumOS/st um

. accessed 7/9/2008

09, . 4. ey fdic.govreguiations/

axaminatior
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categories except TRAs and other certain retirement accounts, which will remain at
$250,000 per depositor.”™

The Congressional Budget Office {*CBO"), in its “Budget and Economic
Outlook: Fiscal Years 2009 to 2019,” estimates that the temporary increase in the
Timit of deposit insurance will “increase the amount of fnsured deposits by about

$700 billion, or 15 percent.”¥" Claims on deposit insurance are paid by the Deposit
Insurance Fund ("DIFY), which s financed by fees levied on insured banks. In the
event that the funds available in the DIF should be insulficient to cover claims,

FDIC can borrow from Treasury (historically up to $30 billion, but recently in-

creased to $100 billion with a temporary authority up to $300 billion). 2 As of the
end of March, 2009, FDIC had not borrowed from Treasury to cover any losses to
D

Temporary Liguidity Guarantee Program {Debt Guarantee Program) — Total
Potential Support: $940 Billion

The Temporary Liquidity Guarantee Program (“"F'LGP"} was established in October
2008 to address “disruptions in the credit market, particalarly the interbank lend-
ing market, which reduced banks’ iquidity and impaired their ability to lend. The

goal of the TLGP is to decrease the cost of bank funding so that bank lending to

consumers and businesses will normalize.™™ The program “does not rely on the

taxpayer ot the deposit insurance fund to achieve its gos rather, it is “entirely

funded by industry fees," ™ TLGP has two components, the debt guarantee pro-

gram ("DGPY) discussed in this paragraph and the Transaction Account Guarantee

{“TAG") program described in the following paragraph, DGP provides an FDIG
prog g paragray I

guarantee of newly fssued senjor unsecured debt of depository institutions. The

goal of the DGP is to “create significant investor demand, and dramatically reduce

funding costs for eligible banks and bank holding companies.™”” FDIC-insured
institutions were automatically included in the program, but given the option not to
participate. Porticipating institutions may issue debt under the DGP until October
31, 2009, with the debt being guaranteed until “the earliest of the opt-out date,

the maturity of the debt, the mandatory conversion date for ¢

v convertible

debt, or December 31, 201297

Temporary Liquidity Guarantee Program {Transaction Account Guarantee
Program) — Total Potential Support: $684 Billion
On October 14, 2008, FDIC announced the temporary Transaction Aceount

Guarantee (“TAG") program, which is the second component of the TLGP It
provides depositors with “unlimited coverage for non-interest-beating transac-

tion accounts if theiv bank is a participant in FDICs TLGP. Noninterest-hearing

checking accounts include Demand Deposit Accounts (“DDAs™) and any transac-

tion account that has unlimited withdrawals and that cannot carn interest. Also
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included are low-interes

NOW [*Negotiable Order of Withdrawal"] accounts
that cannot earn more than 0.

interes

? The program s scheduled to end on
December 31, 2009. On June 23, 2009, FDIC voted (o seck comment on whether
to extend the TAG untit June 30, 2010,
FDIC

program.

" As with the debt guarantee component,

nsured institutions were given the option not to pasticipate in the TAG

U.8. Department of the Treasury

Qutside of TARP, Treasury is using its non-

A resources and authorities to sup-

port a number of other programs for the benefit of the financial industry.
the legislation that created TARP, was not the first financial rescue act of Congress
in 2008, Prior to EES.
Act of 2008 (“HER
vestoring stability to the financial sector arose out of provisions in this law. Table

3, Congress passed the Housing and Economic Recovery

earlier efforts at

}in July 2008, As such, many of Treasury's

3.7 provides a summary of the key Treasury fnitiatives related to the fmancial crisis

TABLE 3.7
Maximum Totai Potential
Current PBalance as of  Support Related
Program Coverage Balance 6/30/2009 to Crisis™
Money Market Mutual Fund {“MMMP) e o F - "
Program Money Market Mutual Funds s $— 3
GSE Preferred Stock Purchiase S, . ™ . PN
Agreements (PSPAT Fannie/Fraddie; Housing Markets 59.8 59.8 400.0°
GSE MBS Purchase Program Fannie/Freddie; Housing Markets 1457 145.7¢ 314.0¢
GSE Credit Facifity Program Fannie/Freddie; Housing Markets — - 25.00
Other HERA/ Treasury " o 5.0¢
(Fax Benefts and CUBG) Homeowners, Communities 19.0 19.0 19.08
Student Loan Purchases, and Asset 9 5 & 5.0F
Backed Commercial Paper Conduts:  Ngher Education 326 328 1950
Potential International Fund Liabilities International Agencies — 100.0
Total $257.1 $257.1 $4,408.3
\Io(eb Tambers affect ed by rounding.
*Totaf pakerdtial supp accaunt for any colateral pledged
* Per Treasury, the HMMF prosided caverage to aif participating money markes motuaffunds a5 of 9712008, Treasury Press Release, “reasury 65 Extension o Temparary
Guarantee Proggom for Honey Market Funds,” 3/3 : st goresy ks b6 i, ascesiod /2072009, Tho o §

manket muluat fords st ot he a0 af Q3 2008 Fasm\ Feserve &
/1 House, ¥

*Data 25 of 47}
ot o0t 67167
H

ifion, reprosets the total money
il Statistical felease 21, 671172003, Tabie £.206

of Funcs Acccants o the L

pdf, acessed

ancial Saruces Commitios 5mrm'y
5.

\m‘ wyal 2050, Ty, Mo
gister, Yo, 74, 8o, 30, 1715,
00

ma« Senvces Committen, Summaty of Key Provisions in HR 3221, Hausing and Economic Resovery Act of 2008,

Treascay Statement. May 2009, s dms treas gov/niy/ts
9. Notices; Depactent o

o, accessed 6/2572009; raprsents the som of Trea

10
Key Provisians in HR 3221, Housing and Economic Recovsry Mt of 2008, vanw francilservices house. gow/FHi imf, avcessod

fnancialservicas. houss. gov/FHA Hbmé, sccessed

pef. accessed //ﬂ.”omz
Ecucatior Loan Progrom.” Siip:7/ olps 43FedR

ueation Federal Fa

36 R,
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&

Money Market Mutual Fund (“MMMF") Program — Total Potential Support:

$3.4 Trillion

Freasury inftiated the temporary Money Market Mutual Fund ("MMMFE") guaran-
fee program on September 29, 2008, The stated intent was to address temporary
dislocations in credit markets by guaranteeing “the share price of any publicly
offered eligible money market mutual fund — both vetail and institutional — that
applies for and p:

a fee to participate in the program.™ According to Treasury,

the program provided “coverage to shareholders for amounts that they held in par-

ticipating money market funds

of the close of business on September 19, 2008.
“The guarantee will be triggered if a participating fund's net asset value falls below
$0.995, commonly referred to as breaking the buck. ™

Originally designed to last for three months, the program has been renewed and
extended by the Treasury Secretary to run until the close of business on September
18, 2009 Funding for the program was drawn not from TARP funds, but from

e

the Exchange ¢
1434
and the total exposure of the MMMF program is theoretically approsimarely

abilization Fund, which was established by the Gold Reserve Act of

3% The Fxchange Stabilization Fund has assets of approximately $50 million,
3.4
trillion — the total amount of money market mutual funds outstanding as of the
third quarter of 2008, when the pre

am was created. ™

GSE Preferred Stock Purchase Agreements {"PSPA"} — Total Potential Support:
$400 Billion

HERA provided temporary authority for Treasury to purchase obligations of the
In September 2008 FHFA, established under HERA to aversee
the housing GSEs, put Fannic Mae under Federal conservatorship, and Treasury

housing GSEs.

entered intw a Preferred Stock Purchase Agreement ("PSPA™) with Fannie Mae

to make oy

stments of up to $100 billion in senjor preferred stock as required to

maintain positive equity. ™ According to the White House’s FY 2010 budget docu-
ment, “On February 18, 2009, Treasury announced that the funding commitments
for the PSPA would be increased to $200 billion. As of April 16, 2009, Fannie Mae
has received $15.2 billion under the PSPA™ Similarly, in September 2008, FHFA

put Freddie Mac under Federal conservatorship and Treasury entered into a PSPA

with Freddic Mac to make fnvestments of up to $100 billion in senior preferred
stock as required to maintain positive equity, On February 18, 2009, Treasury
announced that the funding commitments for the Freddie Mac PSPA would be
s of April 16,
According to

increased to $200 billion, the same as Fannie Mac's coramitment.
2009, Freddie Mac has received $44.6 billion under the PSPA,
Treasury’s FY 2010 budget, “the function of the PSPAs is to instill confidence in
v

ors that Fannie Mae and Freddie Mac will remain viable entities critical to

50

the functioning of the housing and mortgage market
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GSE MBS Purchase Program — Total Potential Support: $314 Bilfion

HERA also gave Treasury the authority to purchase GSt

BS in the open mar-

ket, and Treasury announced the program on September 7, 2008.%% According to

Treasury’s FY 2010 budget, “The function of the GSE MBS Purchase Program is to
help improve the availability of sage credit to American homel s and miti-

gate pressures on mortgage rates. To promote the stability of the mortgage market,

Trea

sury has purchased GSE MBS in the secondary market. By purchasing these

guaranteed securiti

, Treasury sought to broasden access to mortgage fundin

current and prospective homeowners as well as to promote market stability

GSE Credit Facility Program — Total Potential Support: $25 Billion

The third Treasury program conducted under HERA relating to the GSE

nsure credit availability to the howsing GSEs by providing
% Alf of the GSEs (
Mac, and the FHEBs} would be able to borrow under the program if needed until

program designed to *

secured funding on an as-needed basi Fannie Mace, Freddi
December 31, 2009, Treasury's FY 2010 budget describes the program as one of
short-term loans - Jess than one month but greater than one week ~ collaterals
ized by MBS
FHLB:

ssued by Fannie Mae and Freddic Mac and advances made by the

no toan can have a matarity date later than December 31, 2009,

Other HERA 2008 Programs — Total Potential Support: $19 Billion
HERA focused on the early centers of the financial ori

- the horme mortgage

markets and the housing-related GSEs. Bevond the GSE programs, the other
components pertaining to Treasury inchide measures to support home prices in
general, and to support families and communities harmed by the mortgage market
problems. Specifically, the act introduced $15 billion in homebuyer tax credits,
extension of the property tax deduction to non-jtemizing filers, as well as $4 billion

in emergency assistance for neighborhood real estate market stabilization.™

Joint Treasury/Department of Education Student Loan Programs —

Total Potential Support: $195 Billion

Treasury and the Department of Education have jointly announced four pro-
grams to support the student loan markets, which have been affected by the

credit crisis. The authority for these new programs is addressed in the Ensuri

Continued Access to Student Loans Act of 2008, The first of these programs is
the Particy

in pools of student loans, The second is the Purchase Program, through which

pation Program, under which the Government will buy participations

hase fd

1 loans from lenders so that the lender's

the Government will purc
balance sheets can be freed up to make new student loans, The third is the Short
Term Purchase Program {(“STPP"), svhich is a time extension of the Purchase

et-Backed Conduit Program (“ABCP™),

Program. The fourth new program is the
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under which the Government will issue forward commitments to purchase Federal

Family Educational Loan Progeam (“FFELP™) loans from qualified ABS issuers.

Commitments to International Fund — Total Potential Support: $100 Billion
On April 2, 2009, President Obama secured an agreement to increase the
International Monetary Fund (*IMF"} New Arrangements to Borrow (“NAB™)

by up to $500 billion, of which the United States committed up to $100 billion,

xpanding the NAB will ensure the IMF has adequate

According to Treas

resources to play its central role in resolving and preventing the spread of interna-

tional economic and (inancial crises. Large and urgent financing needs projected

for emerging markets and developing countries cannot be met from pre-crisis IMF

lending resources.

Qther Federal A ies Supporting Fi fal Markets
In addition to the Federal Reserve, Treasury, and FDIC, the Federal Government
operates a number of financial agencies, many of which are running their own

financial rescue programs as outlined in Table 3.8,

Federal Home Finance Agency {"FHFA") — Fannie Mae and Freddie Mac —
Total Potential Support: $5.5 Trillion
PHEA was ereated on July 30, 2008, as part of HEBA. The agenc

w7

n indepen-

dent regulator of certain housing-related GSEs.™" These institutions are Fannie

Mae, Freddie Mac, and the FHLBs. The financial markets have historically viewed
the GSE
ing costs in the anticipation that the U.S. Government would bail them out if they

a5 quasi-governmental, amd awarded them high ratings and low borrow-

sere ever in trouble.

In August and September of 2008, Fannie and Freddie lost market confidence
as their losses grew and their financial situations hecame uncertain, and both had
difficulty raising funds. Instead of shutting down the companies, FFIFA brought
them into Federal conservatorship and worked with Treasury and the Federal

Reserve to fnstitute the various purchase and credit programs mentioned above,
has reinforced the markets
s of the U.S.
anding debt obligations and MBS guarantees of those two

Ry bailing out Fannie Mac and Freddie Mac, FHE

assurnptions that the obligations of the GSEs are implied Habiliti

Goverrument. ™ Out

firras alone exceed $5.5 trillion, ™

FHFA — Federal Home Loan Banks {“FHLBs"} — Total Potential Support:
$1.3 Trillion

The Federal Home Loan Banks {

ave a system of 12 regional banks from

which local lending institutions borrow funds to finance housing and other lending.

The FHLBs are organized as member-owned cooperatives, focused on providing
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TABLE 3.8
kNON -TARP GOVERNMEN SUPPORT OF TH FINANCIAL SECTOR
OTHER FEDE SvsTER

Total

Potential

Maximum Support

Current Balance as of Related o

Agency / Program Coverage Balance  §/30/2009 Crisis*
FHFA — -

Fannie Mae / Freddie E?@lgﬁ.a NéAacand S— $— 85,5000
Mac Conservatorship® N

FHFA — Implied Guarantee Federal Home

of FHLB fiabifities Loan Banks — — Lo
National Credit Union Administration

{NCUA

Ternporary Corporate Credit Union  Credit Unions 152 15.2¢ 15.2

Liquidity Guarantee Program
{“TCCULGP™®

NCUA Homeowrners Affordability
Retief Program {(‘HARP"} and Credit

N v

Union System Investment Program Credit Unions 84 8.4 40

{24 8P

Increase in Guarantees by Govern

maent National Mortgage Assoc. Mortgage 1492 149.2 149.20
Lenders

{ONMA'E

increase in Guarantees by Federal  Mortgage N s o

Housing Adthority (FHA') Lenders 1345 133 13

Increase in Guarantess by Dept. of  Mortgage -

Veterans Affairs (VAR Lenders 108 106 108

Total $317.9 $317.9  $7.1505

fotes: Mumbers affectad by rounding.

*Total potertiel support does curt for any collaterdl plodged.
iese Gbiigations hive been vissed as exjoying an “mpi »\ed gcaos

port. b 2001, the CBO stated: “CB0 altnbutes the groator i

guarantes, mich s o Goveromant guarartee of Treas

Suelget Ofice, "Poderal Subsilies and e Hauss

/MarDAPRELIMNE TREFORT

i
Stabiz

Credit Union bha’e \’Kur;me
accessed
Ao e 2008

rggessina B S e S
“Represents nersase i 2008 over 200
o Congress, Fiscal Year
ing Adminiration, °

/2600,

ssed 6/28/2000
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08, 137
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ite Houss,
6/28/2000




238

5y
4
E

QUARTERLY REPORT YO CONGRESS {JULY 21

low-cost funding for their members. According to the Council of Federal Home

Loan Banks, the FHLBs provide financing to approximately 80% of
0

. lending

institutions.

{t is true that ¥/

, and by extension Treasury, do not have full legat Hability
for all of Fannie Mace's and Freddic Mac’s losses, but it has created a very strong

implied guarantee by taking responsibility for the entities and increasing their
participation in the financial markets, instead of closing them, By bailing out
Fannte Mac and Freddie Mac, the FHEA creates an assumption in the market that

it would do the same for the FHLBs. The FHEBs have total labilities of approxi-

mately $1.3 willion.™

NCUA — Temporary Corporate Credit Union Liquidity Guarantee Program
{“TCCULGP"} — Total Potential Support: $15.2 Biflion
‘The National Credit Union Administration (*NCUA") essentially acts as the FDIC

of the nation's credit unions. The independent agency charters and supervises cred-

it unions, as well as nsures their depositors (technically,
loss through the National Credit Union Share Insurance Fund ("NC
of March 31, 2009, NCUA insured approximately

NCUA has injtiated several programs to address financial

612 billion of deposits.

tem difficulties,

in addition to its normal deposit fasurance programs. The first is the Temporary
Corporate Credit Union Liquidity Guarantee Program (“TCCULGP”), under
which NCUA fusures the senior unsecured debt of meraber institutions experi-

encing temporary Bquidity difficulties. " On May 21, 2009, the TCCULGP was

extended to June 30, 2010, for new issnances, with the debt being guaranteed until
June 30, 2017, Further, the guaranteed debt limit was revised to “the greater of:

13 100% of maximurm unsecured debt obligations outstanding from September 30,
2007, to September 30, 2008, limited to no more than $10 hitkon, 2) amount ap-

proved by the Office of Corporate Credit Unions not to exceed the greater of $100
405

million or 5% of liabilities and shares, s of April 21, 2009, there were

23 corporate credit unions participating in the program.*™

NCUA Homeowners Affordability Relief Program {*HARP") and Credit Union
System Investment Program {“CU SIP”) — Total Potential Support: $41 Billion
“The other major financial rescue programs initiated by NCUA were the

s Alfordability Relief Program ("HARP"Y
System Investment Program (“CU STP).% These programs intend to help mem-

Homeowne: 7 and the Credit Union

hers avoid definquency and default (HARP) and increase the liquidity in the credit
union systern (CU SIP),
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Government National Mortgage Association (“GNMA™} — Total Potential Support:
$149.2 Biltion

GNMA guarantees investors the timely payment of principal and interest on MBS
backed by Federally insured or guaranteed loans, thus helping to provide liquid-

ity to the housing markets, The largest housing agency that supplies mortgages

to GNMA-backed MBS is the Federal Housing Administration {"FHA"). Other
Federal mortgage programs participating in GNMA's programs inchade those of the
Veteran's Administration.™ The guarantees are thus redundant, in the sense that
another Federal program is already isuring much of the principal amount, but

the ultimate potential losses to the Federal Government depend on the particulars

of the individual losses. Outstanding single-Tamily in September 2008
were $537.3 illion, and cutstanding multi-family guarantees were $39.4 billion.
Collectively, those amonnts were up $149.2 billion fn 2008 as the private financial
sector fost its ability to absorb them, ™

Federal Housing Administration {“FHA"} — Total Potential Support: $134.5 Billion
[ the borrower should fail to

FHA provides home mortgage insurance to lender:
make payments and goes into foreclosure, FHA will insure the lender against most

of its losses. FHA is the oldest of the Federal housing agencies. In 2008, it had

76.4 billion in single-family and multi-family
By

outstanding labilities of more than

mottgage Programs, an increase of $134,5 billion from the previous year.

Department of Veterans Affairs {“VA"} Home Loan Guarantee Program —
Total Potential Support: $10.6 Billion
The Department of Veterans Alfairs ("VA”) runs & morigage guarantes program

simitar to FHA, but limited to veterans of the U.S. military, VA programs pro-

vide 100% financing (that is, there is no down payment required). ™ There were
estimated to be nearly $35 billion in VA loans outstanding in 2008, an increase of

nearly $11 billion (44%) over the previous year®?
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Under the Emergency Economic Stabilization Act of 2008 ("EESA"), Congress

authorized the Treasury Secretary to take such actions as necessary to build
the operational and administrative infrastructure to support the Troubled
Relief Program (*TARP") activities. EXSA authorized the establishment of an

Office of Financial Stability ("OFS”) within the U.S, Department of the Treasury
i

{"Treasury™) to be respansible for the a stration of TARP. *Treasury has the

authority to establish program vehicles, issue regulations, directly hire or appoint
employees, enter into contracts, and designate financial institutions as financial

agents of the Federal Government.* In addition to using permanent and interim
staft, OFS relies on contractors and financial agents in legal, investment consult-

arvice areas, '

ing, accounting, and other key s

TARP ADMINISTRATIVE. AND PROGRAM
EXPENDITURES

Treasury stated that it had incurred $27.5 million in TARP-related administrative
expenditures through June 30, 200997 Table 4.1 summarizes these expenditures
as well as additional obligations through June 30, 2009, The majority of these costs
are aflocated to Personnel Services and Non-Personnel Other Services

TABLE 4.1
TARP ADMINISTRATIVE EXPENDITURES AND OBLIGATIONS

Obi for Period for Peried
Budget Object Class Title Ending 6/30/2009 Ending 6/30/2009
Peysonnel Services
Personnet Compensation & Services $7,897,655 $7.186,531
Total Personnel Services $7,897 655 $7.186,531
NetrPersonnel Services
Travel & Transportation of Persons $107,630 $75.975
Transportation of Things 24,105 105
gigté_egommumcatians, Utiliies & Misc. 80,659 30435
Printing & Reproduction 395 395
Other Services 54,516,949 19,953,191
Supplies & Materials 81,783 81,783
Equipment 222,966 217,857
Land & Stuctures — —
Total Non-Personnel Services 455,034,487 $20,359,741
Grand Total $62,932,142 $27,546,272

Note: Mumbers affects

by rounding.

Saurce: Treasury, response to SIGTARP data saf, 7/8/2008,
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Additionally, Treasury has veleased details of programmatic expenditures, These
expenditures include costs to hire financial agents and legal firms associated with
TARP operations. Treasury shows the allocation of these programmatic costs at
$64 million as of June 30, 2009.4%

TARP operations are projected to cost approximately

75 million for fis-

cal year 20097 These costs are not reflected in determining any gains or losses
on the TARP-related transactions and are not included in the $699 bilfion limit
Therefore, these expenditures will add to the Federal budget
{ whether the TARP tran

on asset purchas

deficit regardle: tions result in a gain ot a loss for the

sovernment. A

CURRENT CONTRACTORS AND FINANCIAL
AGENTS

s of June 30, 2009, Treasury bad retained 45 out
asset managers, to provide a range of services to assis
permitted in E
structured several agreements and

side contractors, including 4
in administering TARF
and has

in obtaining

A, Treasury has used streamlined solicitation procedur

ntracts to alfow for flexibi

the required services expeditiously. Table 4,2 lists outside vendors as of June 30,

2009.#¢

As required b A, SIGTARP must repott the biographical information for

each person or entity hived to manage the troubled assets associated with TARP
Since the publication of SIGTARP's
important staff- or contractor- related developments at OFS:

April Quarterly Report, there have been four

* confirmation of 2 new Assistant Secretary of the Treasury for Financial Stability
o appointment of a Special Master for TARP Executive Compensation
s creation of a Treasury position for restructining/exit strategy

® appointment of three asset managers

Agsistant Secretary
On June 19, 2009, Herbert Altison ws

ant Secreta

confirmed by the U.S, Senate to be the

v of the Tre

sty for Financial Stabili
p

replacing Neel Kashkar,

in this role, Mr. Allison is responsible for “de-

who served on an fnterim ba
veloping and coordinating Treasury's policies on legiskative and regulatory issues
affecting financial stability, inchuding overseeing the Troubled Asset Relief Program

(TARP). ™ He will also have the title of Counselor to the Secretary:

Special Master for TARP Executive Compensation

On June 10, 2009, the President announced plans to appoint Kenneth Feinberg as

ion, to “ensure it fon

the Special Master for TARP Executive C
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TABLE 4.2

‘OUTSIDE VENDORS . ~

}Jate Ver;dor Purpose Type of Transaction*
10/10/2008  Simpson, Thacher & Bartlett Legal Services BPA
10/11/2008  EnnisKnupp fwestment and Advisory Services  BPA
10/14/2008  Bank of New York Mellon Custodian and Cash Financial Agent
10/16/2008 T pers Internal Control Services BPA
10/18/2008  Ernst & Young Accounting Services BPA
10/23/2008  GSA - Turner Consulting™* Archiving Services A
10/29/2008  Hughes Hubbard & Reed Legal Services BPA
10/29/2008  Squire Sanders & Dempsey Legal Services BPA
10/31/2008  Lindholm & Associates™* Human Resources Services Contract
11/7/2008 Thacher Proffitt & Wood™** Legal Services BPA
11/14/2008  Securities and Exchange Commission Detailees AR
1171472008  CSC Systerns and Solutions {T Services Procurerent
12/3/2008 Trade and Tax Bureau - Treasury {T Services AR
12/5/2008 Department of Housing and Urban Development Detailges A
12/8/2008 Washington Post Vacancy P &l
12/10/2008  Thacher Proffitt & Wood™"" Legal Services BPA
12/12/2008  Pension Benefit Guaranty Corporation {egal Services AA
12/15/2008  Otfice of Thrift Supenvision Detailees I