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STATUTORY AUTHORITY
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General for the Troubled Asset Relief Program Act of 2009 (“SIGTARP Act”).
Under EESA and the SIGTARP Act, the Special Inspector General has the
duty, among other things, to conduct, supervise, and coordinate audits and
investigations of any actions taken under the Troubled Asset Relief Program
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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.
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Last quarter, SIGTARP reported that TARP’s legacies include white-collar crime
that SIGTARP is uncovering and stopping. This quarter, SIGTARP agents,

along with our law enforcement partners, arrested the CEO of TARP applicant
the Bank of the Commonwealth (“BOC”) of Norfolk, Virginia, and four other
bank executives for their alleged role in a massive fraud that contributed to the
bank’s 2011 collapse and the financial crisis.! The Federal Reserve Board Office

of Inspector General (“FRB OIG”) found that the bank’s regulator identified
fundamental weaknesses with the bank as early as 2000. However, the regulator
did not take advantage of multiple opportunities to “take stronger supervisory
action by implementing more aggressive enforcement actions.” Bank failures

have profound effects, including taxpayer losses for failed TARP banks; losses

to the FDIC’s fund that insures customer deposits; and losses to communities

that suffer from decreased access to lending for homes, small businesses, and
education. Bank failures fueled by fraud erode public confidence in the financial
system — confidence already down because of public perception of risky banking
practices, soaring executive compensation, and recent scandals. BOC'’s failure and
the criminal charges provide lessons to be learned for the future. Banks should not
wait for the Government to catch fraud. Banks must better regulate risky practices,
strengthen internal controls, and eliminate opportunities to conceal losses. Banking
regulators must be vigilant in their examinations and enforcement to discover
risky practices and potential fraud that could threaten the safety and soundness of
banks. This is particularly true at the more than 300 banks left in TARP in which
taxpayers are investors. Only then will confidence in our nation’s banking system
and a sense of accountability be restored.

Bank Failures

Bank failures skyrocketed following the onset of the financial crisis, from zero to
five failures a year between 1995 and 2007, to an average of 107 per year from
2008 through 2011. According to FDIC, 2010 was the high-water mark for bank
failures post-crisis, with 157 bank failures. The pace of bank failures has slowed
since the 2010 peak, but continues at an elevated rate, with 38 bank failures so far
this year.

While the crisis in real estate markets undoubtedly factored into the spike in
bank failures, internal problems such as poor corporate governance, weak risk man-
agement, and weak internal controls were contributing factors as well. The Federal
Reserve Bank of Philadelphia stated in a 2009 article, “People often presume that
the challenging economy and sluggish housing market were the key drivers behind
these failures, particularly since many tended to be geographically clustered in
distressed regions. While the external economic environment certainly was influen-
tial, it was rarely a standalone factor in a bank’s demise. The root causes of problems
are often traced to inherent risk exposures or management weaknesses that become

i In November 2008, Bank of the Commonwealth applied for $28 million in TARP funds, but was asked by its banking regulator to
withdraw its application.
i As of June 30, 2012, 17 TARP banks have failed.
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more pronounced under stressful conditions and ultimately impair an institution’s
ability to weather adverse conditions.” This is borne out in SIGTARP’s criminal
investigations of failed TARP applicant and recipient banks.

SIGTARP’s Criminal Investigations

SIGTARP has found in some of its criminal investigations that the financial

crisis was a crossroads for many bank executives, particularly those at regional or
community banks, whose business models focused predominantly on real estate
loans. Thousands of bank executives faced bank losses during the financial crisis
without turning to fraud. Those bank executives told the truth about losses and
non-performing loans and adequately reserved for future losses or wrote off losses.
Others turned to crime. For some bankers committing fraud, the sudden availability
of TARP funds was seen as a way to play the float in concealing past due loans as
bankers waited for a market upturn. These bankers viewed the financial crisis as an
opportunity to extend their fraud by exploiting our nation’s vulnerability.

The financial crisis also unveiled fraud that had been ongoing for years, as
shrinking capital and increasing delinquent loans left bankers with nowhere to
hide. For example, the criminal charges against five BOC executives and seven co-
conspirators highlight a massive bank fraud at the highest levels of management,
fueled by greed that included an unsuccessful attempt to use TARP funds.’® BOC
was the eighth largest bank failure in 2011, with an FDIC-estimated loss of $268
million. The indictment alleges that for years the bankers fraudulently masked
the bank’s condition out of fear that the bank’s declining health would negatively
impact investor and customer confidence. According to the charges, many of the
bank’s loans were funded and administered without regard to industry standards or
the bank’s own internal controls.

FRB OIG reported on the causes of the bank’s failure, including corporate
governance weaknesses, insufficient risk management practices, and pervasive
internal control weaknesses that when combined with deteriorating real estate
markets led to rapid asset quality deterioration. The bank failed to acknowledge
the extent of its problem loans and adequately reserve for losses. FRB OIG
reported that the bank’s supervisor, FRB Richmond, identified the bank’s
fundamental weaknesses in 2000, but did not take early and decisive action to
resolve those weaknesses. The regulator identified broad authority in the hands
of CEO Edward Woodard, an ineffective board that had not monitored risks, and
a weak internal audit function. FRB OIG reported that the failure to implement
appropriate risk management and internal controls created the opportunity for
the bank to engage in unsafe and unsound practices designed to mask the bank’s
true financial condition. In FRB OIG’s opinion, more forceful supervisory action
through enforcement actions or downgrades could have mitigated losses.

ii Federal indictments are only charges and not evidence of guilt. A defendant is presumed to be innocent until and unless proven guilty.
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These findings, along with allegations in the criminal charges resulting from
SIGTARP’s investigation, provide an opportunity for banks and their regulators
to take advantage of lessons learned. This is particularly true for banks in which
taxpayers still hold a TARP investment. Banks should not wait for the Government
to catch these schemes. Banks should engage in strong corporate governance and
internal controls to expose risky practices that could threaten the bank’s health.

Banking regulators have an opportunity to strengthen their examination
processes, including educating their examiners on identifying indicators of fraud
schemes in the BOC case and other SIGTARP cases that could impact the safety
and soundness of a bank. These schemes, as described below, are not isolated to
the few examples cited in this summary.

Common Fraud Schemes to Mask a Bank’s Financial
Condition~

Extend and Pretend Schemes

SIGTARP has uncovered “extend and pretend” schemes, by which bank insiders
create the illusion that a past-due loan is current. Methods include extending the
due date of a payment, changing loan terms, and creating new loans that bankers
know will be used not for the stated purpose, but instead to generate proceeds to
bring delinquent loans current. The bankers do not expect any payments to be
made on the new loans and eventually write off losses on the new loans. In these
schemes, bankers falsify the books and records to avoid reporting past-due loans
and to increase the amount of new loans.

BOC allegedly engaged in an “extend and pretend” scheme. CEO Edward
Woodard, his son bank officer Troy Brandon Woodard, and executive vice presi-
dents Simon Hounslow and Stephen Fields were charged with overdrawing deposit
accounts to make loan payments, extending new loans or additional principal on
existing loans to cover payment shortfalls, changing the terms of loan agreements
to make loans appear current, and using funds from related entities to make loan
payments. According to the criminal charges, the bank funded new loans without
current borrower financial statements, without adequate collateral, and without
current appraisals for collateral. BOC loan officer Jeremy Churchill pled guilty to
submitting false information for new loans to developer Dwight Etheridge (also
charged), who allegedly used the proceeds to pay down his existing delinquent loan.

Another SIGTARP investigation demonstrating an “extend and pretend”
scheme involved failed, TARP-approved, First Community Bank in Hammond,
Louisiana. There, former CEO Reginald Harper and developer Troy Fouquet pled
guilty to fraud in which they knowingly hid Fouquet’s delinquent loans through a
number of methods to extend and pretend. This fraud impacted the bank’s $3.3
million TARP application, which the bank withdrew after Treasury approval.

v The discussion of charges that follows is based on Federal indictments. Federal indictments are only charges and not evidence of guilt.
A defendant is presumed to be innocent until and unless proven guilty. SIGTARP has noted where the defendant pled guilty.
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Fraudulent Construction Draws

Banks may fund fraudulent draws on construction loans for work not completed
and use the proceeds to make it appear that delinquent loans are current. BOC
CEO Woodard is charged with funding eight fraudulent construction draws to
developer Dwight Etheridge, who was also charged, and who allegedly used the
proceeds to pay down his past-due BOC loans. BOC loan officer Churchill and
Etheridge’s vice president Recardo Lewis pled guilty to this scheme. BOC vice
president Stephen Fields is charged with funding fraudulent construction draws to
customers Menden and George Hranowskyj (who both pled guilty), without Fields
verifying that work was completed.

Bank-Financed Sales of Bank-Owned Property or Troubled Loans

BOC CEO Woodard and three other bank executives are charged with funneling
bank-owned property (such as property the bank took over in foreclosure) to certain
borrowers who were delinquent on loans, to the detriment of the bank. It is alleged
that in exchange for preferential treatment on delinquent loans and no-questions-
asked new loans, Menden (who pled guilty) used “straw purchasers” who were
Menden'’s employees to buy bank-owned property. It is alleged that these “sales”
allowed the bank to take the properties off the bank’s books. The bank allegedly
concealed that it funded these purchases.

As a result of another SIGTARP investigation, Jerry Williams, CEO and chair-
man of TARP applicant Orion Bank of Naples, Florida, Thomas Hebble, executive
vice president, and Angel Guerzon, senior vice president, were sentenced to prison
for concealing that the bank financed the sale of notes secured by non-performing
mortgages. This fraudulently took the loans off the bank’s books.

Roundtrip Transactions Creating the lllusion of Capital Infusions

In these schemes a bank’s books fraudulently reflect that an investor infused capital
into the bank by buying stock. The capital infusion is not genuine because the
buyer actually used the bank’s own money to purchase the stock. The three Orion
Bank executives and bank borrower Francesco Mileto were sentenced to prison for
concealing the bank’s financing of the sale of Orion stock to Mileto’s associates.
Their fraud created the illusion of a $15 million capital infusion into the bank.

Delay and Pray Schemes

In a typical “delay and pray” scheme, bankers with knowledge of facts relating to
the likelihood of loans not being repaid delay recognizing those facts in their bank’s
books. This scheme, as with all the schemes above, typically involves falsification
of the bank’s books and records, and fraudulently concealing the status of loans
from regulators to make it appear that loans are current or that they are likely to
be repaid.

v In some instances bank insiders personally benefit from the fraud. BOC CEO Edward Woodard and his bank officer son Troy Brandon
Woodard were charged with having the bank fund fraudulent draws for construction on a bank branch when the true costs were for
renovating the son’s residence.
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As a result of an ongoing SIGTARP investigation, Ebrahim Shabudin, execu-
tive vice president, and Thomas Yu, senior vice president, of TARP recipient United
Commercial Bank (“UCB”) of San Francisco, California, were charged with hiding
the bank’s true financial condition from investors, depositors, regulators, Treasury,
and the bank’s auditor. According to the indictment, the objective of the fraud
scheme was to conceal, delay, and avoid publicly reporting the bank’s number of
impaired loans and the bank’s true loan loss. The indictment charged that the
defendants used a variety of fraudulent accounting maneuvers and techniques
to conceal that they falsified the bank’s books and records. It is alleged that they
delayed downgrading the risk ratings of certain loans and falsified the bank’s books
and records, falsely describing or omitting information necessary to describe the
likelihood that certain loans would be repaid and the value of the collateral and
repossessed assets. UCB was the first TARP bank to fail. Taxpayers will suffer a
complete loss on the $298 million TARP investment. The FDIC estimates that
deposit insurance fund losses will be $2.5 billion.

Preventing Fraud and Bringing Accountability

Banks and their regulators have an opportunity to implement lessons learned
from the schemes SIGTARP uncovered in the Bank of the Commonwealth and
other cases. They can proactively detect and prevent fraudulent practices before
a bank fails and bring accountability where fraud is found. As was evident in the
BOC case, these schemes can impact the safety and soundness of the bank and
may ultimately contribute to the bank’s failure. Bank examiners should therefore
be on the alert to detect these and other schemes SIGTARP has uncovered and
be vigilant in enforcement. Banks should not wait for Government action. Banks
themselves must embrace the importance of self-regulation through effective
corporate governance, risk management, and a “checks and balances” system

of controls. Bank executives should expound these principles by virtue of their
leadership and fiduciary duties. Banks and bank regulators should report fraud
to law enforcement. Banks and their regulators must demonstrate strong will,
capability, and commitment to detecting and preventing bank failures and fraud.
In doing so, they can reassure American taxpayers of accountability and increase
market confidence in our banking system. SIGTARP is committed to uncovering
fraud related to TARP and bringing justice and accountability to the American
taxpayers. Confidence and public trust in banks and banking regulators are
fundamental to ensuring stability in our financial system.
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OVERSIGHT ACTIVITIES OF SIGTARP

SIGTARP actively strives to fulfill its audit and investigative functions. Since its
inception, SIGTARP has issued 19 published reports on audits and evaluations
as of June 30, 2012. Two audit reports have been published since the end of last
quarter: “Factors Affecting Implementation of the Hardest Hit Fund Program”
and “The Net Present Value Test’s Impact on the Home Affordable Modification
Program.” Section 1 of this report, “The Office of the Special Inspector General for
the Troubled Asset Relief Program,” discusses these two recently released reports.
SIGTARRP is a white-collar law enforcement agency. As of July 12, 2012,
SIGTARP had more than 150 ongoing criminal and civil investigations, many in
partnership with other law enforcement agencies in order to leverage resources
throughout the Government. SIGTARP takes its law enforcement mandate seriously,
working hard to deliver the accountability the American people demand and deserve.
SIGTARP's investigations have delivered substantial results, including:

e criminal charges against 91 individuals, including 64 senior officers (CEOs,
owners, founders, or senior executives) of their organizations

e criminal convictions of 67 defendants, of whom 28 have been sentenced to
prison (others are awaiting sentencing)

e civil cases against 51 individuals (including 37 senior officers) and 26 entities
(in some instances an individual will face both criminal and civil charges)

¢ orders of restitution and forfeiture and civil judgments entered for more than $4
billion. This includes restitution orders entered for $3.7 billion, forfeiture orders
entered for $126.9 million, and civil judgments and other orders entered for
$281.9 million. Although the ultimate recovery of these amounts is not known,
SIGTARP has already assisted in the recovery of $160.8 million

¢ savings of $553 million in TARP funds that SIGTARP prevented from going to
the now-failed Colonial Bank

Although much of SIGTARP’s investigative activity remains confidential, over
the past quarter there have been significant public developments in several of
SIGTARP's investigations. See Section 1 of this report, “The Office of the Special
Inspector General for the Troubled Asset Relief Program,” for a description of
recent developments, including those involving Bank of the Commonwealth,
Colonial BancGroup, Inc./Taylor, Bean & Whitaker; FirstCity Bank, Orion Bank,

First Community Bank, and others.



QUARTERLY REPORT TO CONGRESS | JULY 25, 2012

SIGTARP RECOMMENDATIONS ON THE
OPERATION OF TARP

One of SIGTARP’s oversight responsibilities is to provide recommendations
to Treasury and the banking regulators related to TARP to facilitate effective
oversight and transparency and to prevent fraud, waste, and abuse. SIGTARP
has made 105 recommendations. Section 5 of this report, “SIGTARP
Recommendations,” provides updates on existing recommendations and
summarizes the implementation of previous recommendations.

This quarter, Section 5 includes discussions of SIGTARP’s recommendations
to Treasury included in its audit report “Factors Affecting Implementation of the
Hardest Hit Fund Program,” released April 12, 2012, and in its audit report “The
Net Present Value Test’s Impact on the Home Affordable Modification Program,”
released June 18, 2012. Section 5 also provides an update on an earlier SIGTARP
recommendation regarding information security in the Hardest Hit Fund program.

REPORT ORGANIZATION

The report is organized as follows:

e Section 1 discusses the activities of SIGTARP.

e Section 2 details how Treasury has spent TARP funds so far and contains an
explanation or update of each program.

e Section 3 discusses American International Group, Inc. (“AIG”), which remains
in TARP as the largest TARP investment.

e Section 4 describes the operations and administration of the Office of Financial
Stability, the office within Treasury that manages TARP.

e Section 5 discusses SIGTARP’s recommendations with respect to TARP.

The report also includes numerous appendices containing, among other things,
figures and tables detailing all TARP investments through June 30, 2012, except
where otherwise noted.
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SIGTARP CREATION AND STATUTORY AUTHORITY

The Office of the Special Inspector General for the Troubled Asset Relief Program
(“SIGTARP”) was created by Section 121 of the Emergency Economic Stabiliza-
tion Act of 2008 (“EESA”) and amended by the Special Inspector General for the
Troubled Asset Relief Program Act of 2009 (“SIGTARP Act”). Under EESA and the
SIGTARP Act, SIGTARP has the responsibility, 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”) or as deemed
appropriate by the Special Inspector General. SIGTARP is required to report quar-
terly to Congress to describe SIGTARP’s activities and to provide certain informa-
tion about TARP over that preceding quarter. EESA gives SIGTARP the authorities
listed in Section 6 of the Inspector 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 the
Government.

Under the authorizing provisions of EESA, SIGTARP is to carry out its duties
until the Government has sold or transferred all assets and terminated all insurance
contracts acquired under TARP. In other words, SIGTARP will remain “on watch”
as long as TARP assets remain outstanding.

SIGTARP OVERSIGHT ACTIVITIES SINCE THE
APRIL 2012 QUARTERLY REPORT

SIGTARP continues to fulfill its oversight role on multiple parallel tracks:
investigating allegations of fraud, waste, and abuse related to TARP; conducting
oversight over various aspects of TARP and TARP-related programs and activities
through 19 published audits and evaluations, and 105 recommendations as of June
30, 2012; and promoting transparency in TARP and the Government’s response to
the financial crisis as it relates to TARP.

SIGTARP Investigations Activity

SIGTARP is a white-collar law enforcement agency. As of July 12, 2012, SIGTARP
had more than 150 ongoing criminal and civil investigations, many in partnership
with other law enforcement agencies in order to leverage resources throughout the
Government. SIGTARP takes its law enforcement mandate seriously, working hard
to deliver the accountability the American people demand and deserve. SIGTARP’s
investigations have delivered substantial results, including:

e criminal charges against 91 individuals, including 64 senior officers (CEOs,
owners, founders, or senior executives) of their organizations

e criminal convictions of 67 defendants, of whom 28 have been sentenced to
prison (others are awaiting sentencing)
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e civil cases against 51 individuals (including 37 senior officers) and 26 entities
(in some instances an individual will face both criminal and civil charges)

¢ orders of restitution and forfeiture and civil judgments entered for more than $4
billion. This includes restitution orders entered for $3.7 billion, forfeiture orders
entered for $126.9 million, and civil judgments and other orders entered for
$281.9 million. Although the ultimate recovery of these amounts is not known,
SIGTARP has already assisted in the recovery of $160.8 million

¢ savings of $553 million in TARP funds that SIGTARP prevented from going to
the now-failed Colonial Bank

SIGTARP investigates white-collar fraud related to TARP. These investiga-
tions include, for example, accounting fraud, securities fraud, insider trading, bank
fraud, mortgage fraud, mortgage modification fraud, false statements, obstruction
of justice, money laundering, and tax crimes. Although the majority of SIGTARP’s
investigative activity remains confidential, over the past quarter there have been
significant public developments in several SIGTARP investigations.

The Bank of the Commonwealth

SIGTARP agents, along with its law enforcement partners, arrested four former
executives of Bank of the Commonwealth (“BOC”), including CEO and chairman
of the board Edward Woodard, his son Troy Brandon Woodard, executive vice
presidents Simon Hounslow and Steven Fields, along with two bank customers,
Thomas Arney and Dwight Etheridge. On July 11, 2012, a Federal grand jury
sitting in the Eastern District of Virginia returned a 25-count indictment against
the six individuals for their alleged roles in a massive fraud scheme that contributed
to the failure of the bank. Each charge contained in the indictment carries a
maximum penalty of 30 years in prison, if convicted.

BOC was a community bank headquartered in Norfolk, Virginia, that failed in
September 2011. It was the eighth largest bank failure in the country that year,
and the largest bank failure in Virginia since 2008. Six other defendants have been
charged (five of whom pled guilty) in this case for a total of 12 defendants. The
FDIC estimates that BOC'’s failure will cost the deposit insurance fund more than
$268 million.

SIGTARP has been investigating this case because in November 2008, BOC
sought $28 million in TARP funds. BOC'’s Federal banking regulator asked the
bank to withdraw the TARP application.

The four senior bank officers were charged on July 11, 2012, with fraud
schemes to conceal past-due loans and remove foreclosed property from the bank’s
books. The indictment details how friends of the bank received sweetheart deals
in return for helping mask the bank’s true financial condition. The indictment also
details how bank insiders benefitted personally from various schemes.

According to the indictment, BOC more than doubled its assets from 2005 to
2009. This was largely through brokered deposits, a financial tool that allows inves-
tors to pool their money and receive higher rates of returns. Because of the high
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volatility of these deposits, an institution must remain well-capitalized to accept
and renew brokered deposits.

The indictment alleges that BOC funded and administered many loans dur-
ing this period without following industry standards or the bank’s own internal
controls, and by 2008, the volume of the bank’s troubled loans and foreclosed real
estate soared. From 2008 to 2011, BOC executives (Edward Woodard, Hounslow
and Fields) allegedly utilized various methods to fraudulently mask the bank’s true
financial condition out of fear that the bank’s declining health would negatively
impact investor and customer confidence and affect the bank’s ability to accept and
renew brokered deposits.

To fraudulently hide BOC'’s troubled assets, bank insiders allegedly overdrew
demand deposit accounts to make loan payments, extended new loans or additional
principal on existing loans to cover payment shortfalls, changed the terms of loan
agreements to make loans appear current, and used funds from related entities
(sometimes without authorization from the borrower) to make loan payments. In
addition, the BOC executives allegedly hid millions of dollars of non-performing
loans from the bank’s board of directors.

The BOC executives also allegedly provided preferential treatment to troubled
borrowers, including Arney, Etheridge, and others, to purchase bank-owned proper-
ty. The borrowers were already having difficulty making payments on their existing
loans and the financing allowed the borrowers to convert these non-earning assets
into earning assets. In some instances, according to the indictment, these new
loans exceeded the purchase price of the property, which resulted in the borrowers
obtaining cash at closing that they used to make payments on their other loans at
the bank and for their own personal purposes. In addition, BOC executives caused
the bank to fund loans to troubled borrowers to purchase or attempt to purchase
properties owned by Edward Woodard and Troy Brandon Woodard.

Additionally, the indictment alleges that Edward Woodard and Hounslow
caused the bank to fund three loans totaling $11 million without approval of the
board of directors and falsely represented in bank records that the board had
approved the loans. BOC subsequently charged off $9 million of these loans
as a loss. In addition, Edward Woodard and Troy Brandon Woodard allegedly
caused BOC to pay fraudulent invoices purportedly for construction costs for a
bank branch when the true costs were incurred for renovations to Troy Brandon
Woodard’s personal residence.

Six other individuals have been charged (five of whom pled guilty) in this ongo-
ing investigation:

® On April 12 and July 12, 2012, respectively, business partners Eric H. Menden
and George P. Hranowskyj pled guilty to engaging in a fraud scheme that
contributed to the failure of BOC. Menden and Hranowskyj admitted to
performing favors for BOC insiders by using the proceeds of loans provided
by BOC insiders to purchase BOC-owned properties and properties owned
by BOC insiders. Menden and Hranowskyj further admitted to submitting
construction draw requests to the bank for amounts owed to subcontractors
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that were inflated or for work that was not completed. Menden and Hranowskyj
admitted knowing the loan proceeds obtained from these draw requests
were to be used solely for renovating the property but instead they used the
proceeds for their own personal purposes. At the time the bank failed, Menden
and Hranowskyj owed the bank approximately $41 million and the total loss
attributed to the loans outlined in court was over $13 million. Menden and
Hranowskyj also pled guilty to a separate six year tax fraud scheme that cost
state and Federal Government over $12 million and investors more than $8
million. At sentencing on September 26, 2012, Menden faces a maximum
of 15 years in Federal prison and possible restitution of up to $49 million.
Hranowskyj, scheduled to be sentenced on October 15, 2012, faces a maximum
of 25 years in Federal prison.

¢ On May 9, 2012, Jeremy C. Churchill, a BOC vice president and commercial
loan officer, pled guilty to conspiracy to commit bank fraud. According to
court documents, Churchill admitted that, under the direction of a BOC co-
conspirator, Churchill submitted loan requests to the bank to provide more than
$1 million to Tivest Development and Construction LLC (“Tivest”) and Genesis
Staffing, Inc. (“Genesis”), companies owned by Etheridge, who was having
difficulty keeping current on $8 million in loans he guaranteed at the bank.
BOC approved these loan requests based on false representations by Churchill
and a BOC co-conspirator that the funds would be used to pay pre-development
costs for an office tower project and operational costs at Genesis. To the
contrary, Etheridge allegedly used the proceeds to make payments on other
loans at the bank. BOC subsequently fully charged off these $1 million in loans
as a loss. Churchill also admitted to requesting that BOC provide a $4.1 million
loan to Tivest to be used to purchase an incomplete condominium project from
the owners who were delinquent on their loan at the bank. BOC would have
suffered a substantial loss had it foreclosed on this property. Churchill admitted
that he and a bank co-conspirator used approximately half the loan proceeds
to pay down the underlying loan on the property. Churchill faces a maximum
penalty of five years in prison when he is sentenced on August 24, 2012.

¢ On May 15, 2012, Recardo Lewis, a former vice president at Tivest, pled guilty
to conspiracy to commit bank fraud. Lewis, allegedly at the direction of
Etheridge, submitted eight draw requests to the bank on construction
loans that fraudulently inflated the amounts owed to contractors and included
costs for work that was not completed. Etheridge allegedly used the funds
from these draws to make interest payments on other loans at the bank, to
operate other businesses, and for other personal purposes. BOC subsequently
charged off approximately $1.3 million of this $4.1 million loan as a loss.
Lewis faces a maximum penalty of five years in prison when he is sentenced
on September 19, 2012.

¢ On September 15, 2011, Natallia Green, a former employee of Menden
and Hranowskyj, pled guilty to making a false statement to BOC in a loan
application. According to court documents, on August 12, 2010, Green
submitted an application to the bank requesting a home loan in the amount of
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$108,000 to purchase a piece of property owned by the bank. Green admitted
that she knowingly lied in her application by falsely stating that she had $29,000
in cash in banks and admitted that she provided an altered bank statement to
support her false assertion. On January 25, 2012, Green was sentenced to five
years’ probation, and was ordered to pay $106,519 in restitution.

® OnAugust 10, 2011, Maria Pukhova, a former employee of Menden and
Hranowskyj, was charged with making a false statement on a loan application to
BOC. The information alleges that, on April 30, 2010, Pukhova defrauded the
bank by making false representations on a loan application.

This ongoing investigation is being conducted by SIGTARP, the United States
Attorney’s Office for the Eastern District of Virginia, the Federal Bureau of
Investigation (“FBI”), the Internal Revenue Service Criminal Investigation (“IRS-
CI”), and the Federal Deposit Insurance Corporation Office of Inspector General
(“FDIC OIG").

The Colonial BancGroup, Inc./Taylor, Bean & Whitaker

On June 15, 2012, Delton de Armas, the former chief financial officer of Taylor,
Bean & Whitaker (“TBW”), was sentenced by the U.S. District Court for the
Eastern District of Virginia to five years in prison. De Armas previously pled guilty
to conspiracy to commit bank and wire fraud and making false statements for his
role in a $2.9 billion fraud scheme that led to the failures of TBW and Colonial
Bank (“Colonial”). As previously reported, Lee Bentley Farkas, the former chairman
of TBW, was convicted at trial in 2011 of 14 counts of conspiracy, and bank,
securities, and wire fraud, and sentenced to 30 years imprisonment. On June 20,
2012, the U.S. Court of Appeals for the Fourth Circuit upheld Farkas’ conviction.
Colonial Bank was initially approved to receive $553 million in TARP funding that
SIGTARP prevented from going to the bank.

De Armas admitted that he and others engaged in a scheme to defraud finan-
cial institutions that had invested in TBW’s wholly-owned lending facility, Ocala
Funding (“Ocala”). Shortly after Ocala was established, de Armas learned that inad-
equate assets were backing its loans. This collateral deficit increased to more than
$700 million by June 2008. De Armas knew that a subordinate sent false collateral
reports to Ocala investors that misrepresented the collateral deficit. De Armas
acknowledged that he and former TBW chief executive officer Paul Allen also
provided false explanations to investors and regulators about the deficit in Ocala’s
collateral. De Armas further admitted that he directed a subordinate to inflate an
accounts receivable balance on the books of TBW, which inflated TBW’s financial
statements. De Armas admitted knowing that these false financial statements were
provided to the Government National Mortgage Association (“Ginnie Mae”) and
the Federal Home Loan Mortgage Corporation (“Freddie Mac”) for their determi-
nation to renew TBW'’s authority to sell and service securities guaranteed by Ginnie
Mae and Freddie Mac. De Armas also admitted to reviewing and editing a letter
sent by Allen to Ginnie Mae that contained false statements regarding the reason
for TBW’s delay in providing audited financial statements to Ginnie Mae.
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Six additional defendants pled guilty and were sentenced to prison in 2011
for their roles in the fraud scheme. Allen was sentenced to 40 months in prison;
Catherine Kissick, the former senior vice president of Colonial Bank, was sen-
tenced to eight years in prison; Desiree Brown, the former treasurer of TBW, was
sentenced to six years in prison; Raymond Bowman, the former president of TBW,
was sentenced to 30 months in prison; Sean Ragland, a former senior financial
analyst at TBW, was sentenced to three months in prison; and Teresa Kelly, the
former operations supervisor in Colonial Bank’s Mortgage Warehouse Lending
Division, was sentenced to three months in prison.

This case was investigated by SIGTARP, the FBI, FDIC OIG, the Department
of Housing and Urban Development Office of Inspector General (“HUD OIG”),
the Federal Housing Finance Agency Office of Inspector General (“FHFA OIG”),
the Securities and Exchange Commission (“SEC”), and IRS-CI, and was prosecut-
ed by the U.S. Department of Justice Criminal Division’s Fraud Section and the
U.S. Attorney’s Office for the Eastern District of Virginia.

FirstCity Bank

On June 26, 2012, Clayton A. Coe, the former vice president and senior
commercial loan officer at FirstCity Bank (“FirstCity”), pled guilty in U.S.
District Court for the Northern District of Georgia to bank fraud and to making
a false statement on his tax return. Coe faces a maximum sentence of 33 years
in prison and a fine of up to $1.1 million at his sentencing on September 18,
2012. In February 2009, FirstCity unsuccessfully sought $6.1 million in Federal
Government assistance through TARP. FirstCity failed and was seized by Federal
and state authorities on March 20, 2009.

According to court documents, as senior commercial loan officer, Coe was
primarily responsible for recommending to FirstCity’s loan committee whether to
approve commercial loans to real estate developers. Coe admitted to defrauding
FirstCity by causing FirstCity’s loan committee to approve an $800,000 loan to a
borrower in connection with a real estate development transaction that provided a
personal financial benefit to Coe. Coe concealed from FirstCity’s loan committee
that the borrower used the loan proceeds to purchase land lots from a company
owned by Coe and his wife and that the Coes had purchased these lots from the
true owner at a lower sales price on the same day the loan to the borrower closed.
Coe also admitted to failing to report to the Internal Revenue Service $476,000
in commissions he earned for loans he originated as FirstCity’s senior commercial
loan officer.

As previously reported, on October 21, 2011, Mark A. Conner, the former
president, chief executive officer, and chairman of FirstCity, pled guilty to con-
spiracy to commit bank fraud and perjury. Conner is scheduled to be sentenced on
August 9, 2012, and faces a maximum of 12 years in Federal prison, a lifetime ban
from the banking industry, a requirement to forfeit $7 million, and an order to pay
significant restitution to the FDIC and victim banks. Robert E. Maloney, FirstCity’s
former in-house counsel, has also been charged with conspiracy to commit bank
fraud, making false entries in the records of an FDIC-insured financial institution,
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and conspiracy to commit money laundering. A trial date has not been set for
Maloney.

The case is being investigated by SIGTARP, the United States Attorney’s Office
for the Northern District of Georgia, the FBI, IRS-CI, and FDIC OIG.

Orion Bank

On June 12, 2012, Jerry J. Williams, former president, chief executive officer, and
board chairman of Orion Bank (“Orion Bank”) and its holding company, Orion
Bancorp, Inc., was sentenced by the U.S. District Court for the Middle District
of Florida to 72 months in Federal prison. As previously reported, in February
2012, Williams pled guilty to conspiracy to commit bank fraud and making false
statements to Federal regulators arising from his participation in a bank fraud
scheme involving Orion Bank. In October 2008, Orion Bancorp unsuccessfully
sought $64 million in TARP funds. As part of the sentence, the court ordered
Williams to pay $5.76 million in restitution to victims and ordered an additional
hearing to determine restitution to be paid by Williams to FDIC.

Williams admitted that, after Orion Bank failed to raise capital as instructed by
Federal banking regulators, he conspired with two other Orion Bank executives,
Thomas Hebble (former executive vice president), Angel Guerzon (former senior
vice president), and a former Orion Bank borrower, Francesco Mileto, to mislead
state and Federal regulators into believing that Orion Bank was financially healthier
than it truly was. The conspirators committed their scheme in part by restructuring
distressed assets of Orion Bank to fraudulently create the illusion that certain of
the bank’s non-performing loans were performing loans. The conspirators furthered
their scheme by secretly financing the sale of Orion Bancorp stock to Mileto,
which created the false impression to regulators of a legitimate capital infusion that
considerably improved the bank’s capital position. Williams admitted to providing
regulators with false documents and statements about Orion Bank’s capital position
and amount of capital raised.

As previously reported, Hebble, Guerzon, and Mileto pled guilty to their partici-
pation in the fraud and received prison sentences of 30 months, 24 months, and
65 months, respectively. Hebble and Guerzon were also each ordered to pay $33.5
million in restitution to FDIC and Mileto was ordered to pay $65.2 million in
restitution to FDIC ($33.5 million of which is to be paid jointly and severally with
Guerzon and Hebble). The court also ordered forfeiture of $2 million as to Mileto.

Florida’s Office of Financial Regulation closed Orion Bank on November 13,
2009, and appointed FDIC as receiver. FDIC estimates that Orion Bank’s failure
will cost the deposit insurance fund more than $600 million.

The case is being investigated by SIGTARP, the U.S. Attorney’s Office for the
Middle District of Florida, the FBI, IRS-CI, the Federal Reserve Board Office of
Inspector General (“FRB OIG”), and FDIC OIG.
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First Community Bank

On April 26, 2012, Reginald R. Harper pled guilty in the U.S. District Court for
the Eastern District of Louisiana to conspiracy to commit bank fraud. Harper’s
co-conspirator, Troy A. Fouquet, previously pled guilty on March 15, 2012. The
charges against Harper and Fouquet arose from their orchestration of a fraudulent
scheme to conceal delinquent, non-performing loans at First Community Bank of
Hammond, Louisiana (“First Community Bank”) by creating new “sham” loans.
Harper was the former president, chief executive officer, and loan officer of First
Community Bank. Fouquet was a Louisiana real estate developer.

Harper arranged for First Community Bank to provide more than $2 million
in loans to Fouquet in 2004 to purchase land and build houses on the land.
However, they were unable to identify a sufficient number of qualified buyers for
the houses. In response, Harper and Fouquet devised various cover-up schemes
to avoid reporting the delinquent loans made by Harper to Fouquet. For example,
they used “nominee” loans and “straw” borrowers to apply for new loans from First
Community Bank, which Harper authorized, and then used the proceeds to pay off
the original loans made to Fouquet. Harper and Fouquet’s misconduct caused First
Community Bank to suffer severe financial losses.

As a result of Harper’s and Fouquet’s fraudulent activities, First Community
Bank submitted a false “call report” (a report meant to disclose the bank’s true
financial condition) to its regulator, which later affected the bank’s application for
TARP funds. First Community Bank ultimately withdrew its TARP application,
despite being approved to receive $3.3 million in TARP funds.

At sentencing, Fouquet and Harper each face a maximum of five years in
Federal prison and a fine. Harper and Fouquet are scheduled to be sentenced on
October 25, 2012.

The case is being investigated by SIGTARP, the U.S. Attorney’s Office for the
Eastern District of Louisiana, and the FBI.

John Farahi and David Tamman (New Point Financial Services, Inc.)
On June 4, 2012, John Farahi pled guilty in the U.S. District Court for the Central
District of California to charges of mail fraud, loan fraud, selling unregistered
securities, and conspiracy to obstruct justice, all relating to his ownership and
operation of an investment firm known as New Point Financial Services, Inc.
(“New Point”). Farahi is scheduled to be sentenced on January 14, 2013. He faces
a maximum penalty of 75 years in Federal prison, a fine of up to $1.75 million, and
possible restitution of approximately $7 million.

Farahi was the former co-owner and president of New Point. Farahi admitted
that, from 2005 until 2009, he operated a Ponzi scheme through New Point in
which he convinced potential investors to invest their money with him by falsely
assuring them their money would be invested in safe investments. Farahi also told
investors that New Point would invest in the corporate bonds of companies backed
by TARP and other Government programs and that the investors risked losing their
money only if the U.S. government failed. Many of the investors who approached
New Point about investing were members of the Iranian-Jewish community who
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had listened to Farahi’s daily Farsi-language investment radio show. Farahi admit-
ted that New Point generally did not place the investors’ money in safe investments.
Instead, Farahi used investor money to support his lavish lifestyle, to make pay-
ments to previous New Point investors in order to perpetuate the Ponzi scheme,
and to finance and cover trading losses on speculative options trades. Farahi
acknowledged that the scheme caused investor losses of more than $7 million,
while prosecutors reserved the right to argue to the court that losses to victims
exceeded $20 million.

Facing massive trading losses at the end of 2008, Farahi borrowed millions of
dollars through lines of credit at banks, including TARP recipient banks Bank of
America and U.S. Bank. Farahi admitted to making false statements to these banks
about his financial situation in connection with these borrowings. Farahi also
admitted to illegally selling unregistered securities and then conspiring with David
Tamman, New Point’s former attorney, to obstruct an investigation by the SEC into
Farahi's illegal sale of the unregistered securities. As previously reported, Tamman
was indicted in December 2011 for his role in allegedly obstructing the SEC inves-
tigation. Tamman is scheduled to go on trial on October 23, 2012.

This case is being investigated by SIGTARP, the United States Attorney’s Office
for the Central District of California, and the FBI.

Frederic Alan Gladle and Glen Alan Ward (aka Brandon Michaels)

On May 3, 2012, Frederic Alan Gladle was sentenced by the U.S. District Court
for the Western District of Texas to 61 months in Federal prison, following his
previous guilty plea to bankruptcy fraud and aggravated identity theft. The charges
stem from Gladle’s operation of a foreclosure-rescue scam involving more than
1,100 distressed homeowners and several banks, including TARP banks. As part of
the sentence, the court also ordered Gladle to pay $214,259 in restitution and to
forfeit $87,901.

Gladle admitted that, from 2007 to 2011, he promised homeowners whose
properties were being foreclosed upon that, in exchange for a monthly fee, he
would postpone the foreclosure for at least six months. After collecting fees from
a homeowner, Gladle would have the homeowner execute a deed granting a small
interest in their property to a random debtor in bankruptcy whose name Gladle
found in bankruptcy records. Neither the homeowner nor the bankruptcy debtor
was aware of Gladle’s misuse of the debtor’s bankruptcy petition. Gladle further
defrauded the bank that had issued the loan to the homeowner by providing the
bank a copy of the debtor’s bankruptcy petition showing that the debtor owned an
interest in the homeowner’s property that the lender was attempting to foreclose
upon. Upon receipt of these documents, the lender was legally obligated to and did
terminate the foreclosure proceeding against the homeowner. As a result, multiple
lenders, including TARP recipient banks Bank of America, Wells Fargo Bank and
U.S. Bank, incurred costs and delays while attempting to collect money that was
owed to them. Gladle admitted that he collected more than $1.6 million in fees
from homeowners through this scam.
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A defendant charged in the Northern and Central Districts of California
for a separate, similar foreclosure-rescue scheme, Glen Alan Ward, was arrested
in Canada in May 2012. Ward has been a fugitive sought by U.S. federal
authorities since 2000. According to court documents, Ward (aka Brandon
Michaels) is alleged to have worked with and taught Gladle how to perpetrate the
foreclosure-rescue scheme. Ward is currently being detained in Canada pending
his extradition to the United States.

The case was investigated by SIGTARP, the United States Attorney’s Office for
the Central District of California, the FBI, and the U.S. Trustee’s Office.

American Home Recovery

On May 17, 2012, after a 10-day jury trial in U.S. District Court for the Southern
District of New York, Isaak Khafisov was found guilty of conspiracy, mail fraud

and wire fraud for perpetrating a scheme to defraud distressed homeowners and
lenders. At sentencing on September 6, 2012, Khafisov faces a maximum sentence
of 80 years in Federal prison.

According to court documents and statements made during court proceedings,
around spring 2008, Khafisov founded a mortgage modification business named
American Home Recovery (“AHR”). Khafisov and AHR salespeople made false
assertions to fraudulently induce distressed homeowners to pay AHR thousands of
dollars in up-front fees for mortgage modifications. Specifically, Khafisovand AHR
informed homeowners that they had been “pre-approved” for a mortgage modifica-
tion by their lenders; that AHR would ensure participation in the TARP-funded
Making Home Affordable program; and that AHR could obtain better interest rates
and lower monthly fees on their mortgage. Khafisov and AHR also falsely promised
to return the up-front fees if AHR did not secure a mortgage modification desired
by the homeowner. They also falsely claimed that AHR was affiliated with govern-
ment agencies and programs established by the Economic Stimulus Act of 2008
and that AHR possessed unique expertise in mortgage modifications and had
special relationships with lenders. Khafisov also directed distressed homeowners to
stop paying their mortgages and to pay fees to AHR instead. After receiving up-front
fees from the distressed homeowners, Khafisov and AHR did little or no work to
try to renegotiate the homeowners’ mortgages. As a result, many AHR clients were
foreclosed upon by lenders and lost hundreds of thousands of dollars in fees.

Jaime Cassuto and David Cassuto founded AHR with Khafisov. As previously
reported, they each entered a guilty plea on April 2, 2012, relating to this mortgage
modification scheme. In March 2011, Raymond Pampillonio, a former AHR em-
ployee, also pled guilty in connection with this scheme.

This case is being investigated by SIGTARP, the U.S. Attorney’s Office for the
Southern District of New York, and the FBI.

The Shmuckler Group, LLC

On April 10, 2012, Howard R. Shmuckler pled guilty in the U.S. District Court

for the Eastern District of Virginia to wire fraud relating to his ownership and
operation of a fraudulent mortgage modification business known as The Shmuckler
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Group, LLC (“TSG”). Shmuckler admitted to falsely portraying himself to TSG
clients as an attorney licensed to practice in Virginia and to misrepresenting to
clients that TSG’s loan modification success rate was 97%. Shmuckler also assured
clients that their loans would be successfully modified. False representations by
Shmuckler and TSG employees induced homeowners to pay TSG fees ranging
from $2,500 to $25,000. Court records indicate that Shmuckler instructed clients
to terminate contact with their mortgage companies and to stop making payments
to their lenders. TSG never facilitated a modification of the mortgages referenced
in the statement of facts admitted to by Shmuckler. On June 25, 2012, Shmuckler
was sentenced to 90 months in Federal prison, a sentence that will run consecutive
to his current term of imprisonment that resulted from a conviction in the U.S.
District Court for the District of Columbia. Restitution to FDIC will be set by the
court at a later date.

As previously reported, on November 18, 2010, the Prince George’s County
State’s Attorney’s Office in Maryland obtained a 30-count indictment against
Shmuckler for conspiracy, theft, and operating a business without a license, in con-
nection with a mortgage modification scam. On February 3, 2012, Shmuckler ap-
peared before a judge in the Circuit Court for Prince George’s County, Maryland,
where he waived his right to a jury trial and consented to certain facts in connec-
tion with the mortgage modification scam. At the next hearing, which had been
postponed pending Shmuckler’s sentencing by the Eastern District of Virginia, the
Maryland judge will rule on the charge. Shmuckler faces a maximum sentence of
15 years on the theft charge.

The case brought in Federal court in Virginia resulted from a joint investiga-
tion conducted by SIGTARP, the FBI, FDIC OIG, and the U.S. Attorney’s Office
for the Eastern District of Virginia. The case brought in state court in Maryland
resulted from a joint investigation by SIGTARP, the Office of the State’s Attorney
for Prince George’s County, and the Maryland Department of Labor Licensing and
Regulation’s Financial Regulation Division.

CFSA Home Solutions

On May 16, 2012, Andrew M. Phalen pled guilty to felony charges for his role in
connection with a mortgage modification scheme. On June 6, 2012, Phalen was
sentenced by the Superior Court of California to one year in jail and five years
of supervised probation and prohibited by the Court from associating with the
other four defendants in the case and from engaging in services relating to loan
modification, refinancing, and foreclosure. As previously reported, Phalen, Jacob
J. Cunningham, Justine D. Koelle, Dominic A. Nolan, and John D. Silva were
arrested in California on March 2, 2012, and charged with allegedly operating

a mortgage modification scheme that defrauded hundreds of victims. According
to court documents, between January 2009 and March 2012, the defendants
allegedly enticed homeowners to participate in a fraudulent loan modification
program by making numerous false misrepresentations to homeowners through
advertisements, websites, promotional letters, and direct conversations. The
misrepresentations allegedly included statements that: (1) HAMP would apply
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to homeowners’ circumstances; (2) the defendants had a 100% success rate in
obtaining mortgage modifications for homeowners; and (3) homeowners would be
refunded their paid fees if the defendants could not modify a homeowner's loan.
To evade detection by law enforcement, the defendants are accused of changing
the names, phone numbers, and addresses of sham companies they operated. One
company name the defendants used was CSFA Home Solutions.

Cunningham, Koelle, Nolan, and Silva have been charged with multiple felony
counts of violating California state law, including conspiracy to charge illegal up-
front fees for mortgage modifications, conspiracy to commit forgery, grand theft by
false pretenses, theft from an elder, and money laundering. The charges are cur-
rently pending.

The case is being investigated by SIGTARP, Orange County, California,
District Attorney’s Office, U.S. Secret Service (“Secret Service”), Huntington
Beach Police Department, California Department of Real Estate, Orange County
Probation Department, Orange County Sheriff’s Department, Costa Mesa Police
Department, Irvine Police Department, and Santa Ana Police Department.

Flahive Law Corporation

On May 16, 2012, Michael Kent Johnson entered a plea of no contest to
misdemeanor conspiracy for his participation in a fraudulent loan modification
scheme perpetrated through the Flahive Law Corporation (“FLC"). FLC was a

law firm operated by Gregory and Cynthia Flahive. Johnson acted as the firm’s
managing attorney. Johnson is required to serve three years of probation and 200
hours of community service, to pay restitution of $10,560, and to not participate in
loan modification services.

As previously reported, Johnson, Gregory Flahive, and Cynthia Flahive were
arrested by SIGTARP agents and its law enforcement partners on March 8, 2012,
pursuant to an indictment returned by a California grand jury. According to the
indictment and court documents, from January 2009 to December 2010, FLC
promoted its loan modification services to homeowners through advertisements,
including a television infomercial. FLC falsely represented that experienced
lawyers would negotiate with banks on behalf of homeowners seeking modifica-
tions, including under HAMP, misrepresented that FLC’s law firm status would
give them extra leverage when negotiating with such banks, and overstated FLC'’s
rate of success in obtaining loan modifications on behalf of homeowners. FLC al-
legedly collected up-front fees of up to $2,500 from homeowners for loan modifica-
tion services that were never performed. Johnson admitted to creating and using
manipulative fee agreements in order to collect up-front fees from homeowners for
loan modification service. Gregory Flahive and Cynthia Flahive are scheduled to go
on trial on September 10, 2012.

The case is being investigated by SIGTARP, the California Attorney General,
Folsom Police Department, Rancho Cordova Police Department, and the El
Dorado Sheriff’s Department.
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Legacy Home Loans and Real Estate
As previously reported, on December 1, 2011, Magdalena Salas, Angelina Mireles,
and Julissa Garcia, the owner, manager, and CEQ, respectively, of Legacy Home
Loans and Real Estate (“Legacy Home Loans”) in Stockton, California, were
arrested on charges of conspiracy, grand theft, and false advertising for a mortgage
modification scam. On July 10, 2012, all three defendants pled guilty in the San
Joaquin County, California, Superior Court to conspiracy to collect upfront fees for
mortgage modifications. Salas also pled guilty to felony foreclosure fraud.

According to the charges and other information presented in court, the defen-
dants collected thousands of dollars in up-front fees from distressed homeowners
in Central California after making false promises to obtain loan modifications for
the homeowners. The defendants falsely promised homeowners that they would
receive loan modifications regardless of their financial situation through Federal
Government programs allegedly referred to as the “Obama Plan.” The defendants
also allegedly falsely overstated their success rate, made false money-back guaran-
tees, and falsely represented that attorneys would work on the modifications. The
defendants advertised similar false promises in flyers, billboards, television and ra-
dio, in English and Spanish. The modification services promised by the defendants
allegedly were never carried out and many clients ended up losing their homes.

On July 11, 2012, the three defendants were sentenced to probation and
ordered to obey all laws, pay restitution, and complete 240 hours of community
service. Salas was also ordered not to engage in any professional services requiring
a license that she does not possess. The court will determine the restitution to be
paid by the defendants at a hearing scheduled for August 30, 2012.

The case is being investigated by SIGTARP, the California Attorney General’s
office, the San Joaquin District Attorney’s office, the California Department of Real
Estate, and the Stockton Police Department.

Oxford Collection Agency

On May 11, 2012, Richard Pinto and his son, Peter Pinto, each pled guilty in the
U.S. District Court for the District of Connecticut to using their debt collection
company, Oxford Collection Agency, Inc. (“Oxford”), to defraud business clients
and a TARP-recipient bank. The Pintos both pled guilty to wire fraud and
conspiracy to commit wire fraud, bank fraud, and money laundering, and face a
maximum of 35 years in Federal prison and a fine of up to $20 million at sentenc-
ing, which is scheduled for September 13, 2012.

According to court documents and statements made in court, Richard Pinto
was chairman of the board of directors at Oxford and Peter Pinto was Oxford’s
president and chief executive officer. From January 2007 through March 2011,
Oxford had agreements with business clients to collect debts from debtors, to
report such collections to the clients and to remit the collected payments back
to the clients. The clients would pay Oxford a portion of the monies collected by
Oxford as a fee. The Pintos admitted to collecting funds from debtors on behalf of
clients and failing to remit those funds to the clients. The Pintos also admitted to
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creating false documents and employing other deceptive means to cover up their
failure to remit collected funds to clients and their improper use of the funds.

The Pintos further admitted to causing Oxford to secure a line of credit from
TARP-recipient Webster Bank without disclosing to the bank that Oxford was
defrauding its clients and had significant outstanding payroll taxes. In the ensu-
ing years, according to court documents and statements made in court, the Pintos
continued to defraud Webster Bank by inducing the bank to increase the line of
credit to $6 million by withholding Oxford’s true financial condition and submitting
falsified financial records to the bank. The Pintos laundered funds from the line of
credit by remitting those funds to clients in order to maintain the clients’ business
and thereby continue the scheme against the clients. The fraudulent scheme has
led victims to lose more than $10 million.

The case is being investigated by SIGTARP, IRS-CI, the FBI, the U.S.
Attorney’s Office for the District of Connecticut, and the Connecticut Securities,
Commodities and Investor Fraud Task Force.

Lynn Nunes
On April 24, 2012, Lynn Nunes, a New York mortgage broker, pled guilty in the
U.S. District Court for the Eastern District of New York to conspiracy to commit
fraud against mortgage lenders, including subsidiaries of TARP recipient banks
Wells Fargo & Company, SunTrust Banks, Inc., and JPMorgan Chase & Co.

From January 2005 through October 2010, Nunes and others recruited persons
interested in purchasing property but who had insufficient assets and income
to secure a mortgage. Nunes prepared fraudulent mortgage applications for the
potential purchasers by falsely inflating their bank account balances and income
to make the applicants appear more creditworthy. Nunes submitted these falsified
loan applications to the mortgage lenders, which issued mortgage loans in reliance
on the false applications. The lenders suffered losses on the properties when many
of the purchasers subsequently defaulted on the mortgage loans.

The case is being investigated by SIGTARP, the United States Attorney’s Office
for the Eastern District of New York, and the FBI.

Robin Brass

On April 25, 2012, Robin B. Brass pled guilty in the U.S. District Court for the
District of Connecticut to mail fraud for defrauding investors of more than $1
million. Brass is scheduled to be sentenced on July 27, 2012, and faces a maximum
sentence of 20 years in Federal prison and a fine of up to $250,000.

Brass admitted to devising a scheme to defraud investors by taking their money
and failing to invest it as promised. From March 2009 through November 2011,
Brass successfully solicited funds from investors by falsely representing herself
as a highly successful investment advisor, guaranteeing investors against losses,
and promising them a good rate of return on their investment. Brass used some
of the investor funds to pay off other investors (to keep the scheme going) and to
pay personal expenses for herself and her family, including her mortgage at Bank
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of America, a TARP-recipient bank. To perpetuate the fraud scheme, Brass sent
fraudulent account statements to investors that made it appear that their invest-
ments were performing well.

The case was investigated by SIGTARP, the United States Attorney’s Office for
the District of Connecticut, U.S. Postal Inspection Service (“USPIS”), the FBI, and
with assistance from the State of Connecticut Department of Banking as part of
the Connecticut Securities, Commodities and Investor Fraud Task Force.

Joint Task Force to Combat Mortgage Modification Scams

As previously reported, SIGTARP formed a joint task force (“Task Force”) with
the Consumer Financial Protection Bureau (“CFPB”) and Treasury to leverage
resources in investigating, combating, and shutting down mortgage modification
scams related to the Home Affordable Modification Program (“HAMP”), and to
provide awareness to vulnerable homeowners. The Task Force issued its initial
consumer fraud alert in December 2011 to educate homeowners on how to
recognize and avoid these scams. Since that time, SIGTARP has learned that
mortgage modification fraudsters are targeting the Armed Services community.

On May 24, 2012, the Task Force issued an additional fraud alert to combat the
rise in mortgage modification scams specifically targeting members of the Armed
Services community who are seeking to apply for mortgage assistance through
HAMP. The fraud alert warns servicemembers about the existence of these scams
and advises them how to report fraud. The alert also provides servicemembers with
a list of resources available to obtain more information and to obtain assistance
with mortgage-related questions. The alert is reproduced in the back of this report.

SIGTARP Audit Activity

SIGTARP has initiated 28 audits and three evaluations since its inception. As of
June 30, 2012, SIGTARP has issued 19 reports on audits and evaluations. Among
the ongoing audits and evaluations in process are reviews of: (i) Treasury’s and the
Federal banking regulators’ evaluation of applications submitted by recipients of
TARP funds to exit TARP by refinancing into the Small Business Lending Fund;
(ii) the Special Master’s 2012 decisions on executive compensation at American
International Group, Inc., General Motors Corporation, and Ally Financial, Inc.;
and (iii) Treasury’s role in General Motors’ decision to top up the pension plan for
hourly workers of Delphi Corporation.

Recent Audits Released

Factors Affecting Implementation of the Hardest Hit Fund Program
On April 12, 2012, SIGTARP released the audit report, “Factors Affecting
Implementation of the Hardest Hit Fund Program.” Conducted in response to a

request by Congressman Darrell Issa, this audit assessed the TARP program the
Hardest Hit Fund (“HHF”).
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SIGTARP found that after two years, the Hardest Hit Fund has experienced
significant delay in providing help to homeowners due to several factors including a
lack of comprehensive planning by Treasury and a delay and limitation in participa-
tion in the program by large servicers and the Government-sponsored enterprises
(“GSEs”) (Fannie Mae and Freddie Mac). As of December 31, 2011, the latest data
available when the report was issued, the Hardest Hit Fund had spent only $217.4
million to provide assistance to 30,640 homeowners — approximately 3% of the
TARP funds allocated to HHF and approximately 7% of the minimum number of
homeowners that the state HFAs estimate helping over the life of the program,
which ends in 2017.

Nearly all (98%) of the help provided to homeowners under the Hardest Hit
Fund has been related to unemployment assistance or reinstatement of past due
amounts, the only types of assistance for which the GSEs had directed servicers
to participate. The great bulk (78%) of the HHF help to homeowners has been for
unemployment assistance. Unless there is a drastic change in the assistance the
GSEs and their conservator, the Federal Housing Finance Agency, will support, the
Hardest Hit Fund may be much narrower in scope and scale than what was origi-
nally expected due to the lack of servicer and GSE support for certain programs.
Without significant change, while the Hardest Hit Fund may be able to reach
unemployed homeowners as was originally intended, it is likely to be limited in
addressing negative equity for homeowners who are underwater.

SIGTARP found that Treasury consistently applied its criteria to choose states
to participate in the first three rounds of funding for HHF. However, in the second
round, it was unclear why Treasury determined that states with high percentages
of their population in counties with an unemployment rate greater than 12% were
economically distressed, but that states with 11% unemployment were not. The
cutoff for Treasury's selection of states in Round Two was not transparent. For the
fourth round, no new states were selected. Rather, Treasury nearly doubled the
funds four days before the expiration of Treasury’s TARP investment authority.

Treasury determined that the five categories of assistance it approved were
compliant with TARP’s requirements but did not define “innovative” or perform an
analysis of whether the proposed programs were innovative or duplicative of other
programs.

Treasury has not set measurable goals and metrics that would allow Treasury,
the public, and Congress to measure the progress and success of HHF. Treasury
does require states to estimate the number of households to be assisted by their
HHF programs, but this number has limited usefulness because states can, and
have, changed estimates, creating a shifting baseline that makes it difficult to
measure performance against expectations. The states’ estimated number of home-
owners to be assisted by the Hardest Hit Fund has steadily decreased over the last
year. Treasury has not adopted this estimate or even reported it. It is not too late
for Treasury to set measurable goals, including at a minimum, adopting the HFAs’
collective estimate or developing its own goal of how many homeowners Treasury
expects HHF to help. Treasury can also do more to improve transparency by pub-
lishing aggregate information on the program.
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SIGTARP found that several factors contributed to the Hardest Hit Fund’s
significant delay in getting assistance to homeowners. HHF lacked comprehensive
planning by Treasury, which rushed out the program without appropriate collabora-
tion of key stakeholders. Several HFAs told SIGTARP that their primary challenge
was the lack of large servicer participation. Without large servicers, the HFAs could
not reach a large portion of struggling homeowners.

One great shortcoming in HHF’s implementation was Treasury’s lack of timely
action to enlist large servicer support for and participation in state HHF programs
while leaving it to the HFAs to negotiate with servicers. Treasury failed to recognize
the lack of bargaining power that states had for recruiting servicers. Large servicers
did not participate for nine months, citing the administrative burden of 50 different
programs, lack of program uniformity, and lack of GSE guidance. Servicers cited
the need for GSE guidance before they could begin participating in the program.
Treasury did not gain GSE support for HHF programs for eight months. Treasury,
responsible for HHF oversight and accountable for HHF results, should have been,
and still should be, the driving force to ensure that the GSEs and large servicers
support the HFAs’ programs.

In order to reach the number of homeowners that the HFAs collectively esti-
mate helping through HHF, there needs to be a dramatic increase in the number of
homeowners helped. As was clear in the beginning of HHF, states need Treasury’s
help and support to increase the number of homeowners helped, and Treasury
should do everything it can to ensure the program’s success. Treasury should set
measurable goals, measure progress against those goals, and develop an action plan
to ensure that the next five years result in the Hardest Hit Fund fulfilling TARP’s
goal to preserve homeownership.

The Net Present Value Test's Impact on the Home Affordable
Modification Program
On June 18, 2012, SIGTARP released the audit report “The Net Present Value
Test's Impact on the Home Affordable Modification Program.” Conducted in
response to a request by Senator Jeff Merkley and eight other Senators, the audit
examined whether servicers are correctly applying the Net Present Value (“NPV”)
test to determine which homeowners qualify for HAMP. The NPV test estimates
whether a mortgage modification is in the best interest of the investor. As reported
in the audit, more than 160,000 HAMP-eligible homeowners have been turned
down for a HAMP mortgage modification by their mortgage servicer based on the
results of the NPV test.

SIGTARP’s audit report identified concerns, based upon its most recent analysis
from its sample, with the NPV test that may stand as barriers to homeowners get-

ting much-needed help from HAMP.

¢ Treasury’s practice of protecting investors by allowing them to add a “risk
premium” to the NPV test calculation: SIGTARP found in its analysis of a
judgmental sample of HAMP applications that the discretion Treasury gave
to servicers to override the baseline discount rate in the NPV test by adding
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a risk premium (of up to 2.5%) reduces the number of otherwise qualified
homeowners Treasury helps through HAMP. Only four servicers add a risk
premium, including Bank of America, N.A., and Wells Fargo Bank, N.A. More
than 100 servicers do not add a risk premium. In a SIGTARP analysis of 51
denied HAMP applications, SIGTARP found that if the servicer had not used
a risk premium, more than half (27) of the homeowners in SIGTARP’s sample
would have tested positive in the NPV test (which would require the servicer to
offer a HAMP modification).

¢ FErrors inputting homeowner information and failure to maintain
documentation in SIGTARP’s sample: SIGTARP found in its sample
that servicers made errors using NPV inputs and did not properly maintain
records of all NPV inputs during the period of our review. Within SIGTARP’s
judgmental sample of 149 HAMP applications, SIGTARP found that the
servicers could provide both accurate inputs and documentation for only two
HAMP applications. SIGTARP found that servicers failed to comply with
HAMP guidelines on maintaining records on NPV inputs. Because of the
servicers’ failure to maintain documentation of the NPV inputs, SIGTARP was
unable to determine how many homeowners from its sample may have been
wrongly denied a HAMP modification.

¢ FErrors in calculating homeowner gross income and in other areas in
SIGTARP’s sample: In 2010 and 2011, SIGTARP also found servicer errors or
lack of documentation in calculating the homeowner’s gross income and other
key inputs in the NPV test.

¢ Poor communication with homeowners on denial of HAMP modifications
in SIGTARP’s sample: In a sample of 26 denial letters sent by three servicers,
SIGTARP also found that servicers had poor communication with homeowners
on the denial of a HAMP modification due to the NPV test. SIGTARP found
that all but two of the letters in its sample failed to comply with at least one
requirement of HAMP guidelines. Treasury told SIGTARP that it has recently

made improvements in that area.

SIGTARP Hotline

One of SIGTARP’s primary investigative priorities is to operate the SIGTARP
Hotline and provide a simple, accessible way for the American public to report
concerns, allegations, information, and evidence of violations of criminal and
civil laws in connection with TARP. The SIGTARP Hotline has received and
analyzed more than 30,825 Hotline contacts. These contacts run the gamut
from expressions of concern over the economy to serious allegations of fraud
involving TARP, and a number of SIGTARP’s investigations were generated in
connection with Hotline tips. The SIGTARP Hotline can receive information
anonymously. SIGTARP honors all applicable whistleblower protections and will
provide confidentiality to the fullest extent possible. SIGTARP urges anyone aware
of waste, fraud, or abuse involving TARP programs or funds, whether it involves
the Federal Government, state and local entities, private firms, or individuals, to
contact its representatives at 877-SI1G-2009 or www.sigtarp.gov.
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Communications with Congress

One of the primary functions of SIGTARP is to ensure that members of Congress
remain adequately and promptly informed of developments in TARP initiatives and
of SIGTARP’s oversight activities. To fulfill that role, the Special Inspector General
and her staff meet regularly with and brief members and Congressional staff.

® On July 10, 2012, the Special Inspector General, Christy Romero, testified
before the U.S. House Committee on Oversight and Reform Subcommittee on
TARP, Financial Services and Bailouts of Public and Private Programs regarding
TARP investments in the automotive industry and SIGTARP’s audit of the
decision making relating to General Motors’ topping-up the pensions of certain
hourly employees of Delphi Corporation.

e  On April 26, 2012, the Special Inspector General, Christy Romero, submitted
written testimony to the U.S. Senate Committee on Homeland Security and
Governmental Affairs Subcommittee on Oversight of Government Management,
the Federal Workforce and the District of Columbia at a hearing entitled:
“Financial Literacy: Empowering Americans to Prevent the Next Financial
Crisis.” Ms. Romero provided testimony on SIGTARP's efforts to raise public
awareness of mortgage modification scams and to shut down these scams.

e On April 24, 2012, SIGTARP’s Chief of Staff, Mia Levine, presented briefings
open to all Senate and House staff, respectively, on SIGTARP’s April 2012
Quarterly Report.

Copies of written Congressional testimony are posted at www.sigtarp.gov/pages/
testimony.aspx.

THE SIGTARP ORGANIZATION

SIGTARP leverages the resources of other agencies, and, where appropriate and
cost-effective, obtains services through SIGTARP’s authority to contract.

Hiring

As June 30, 2012, SIGTARP had 165 employees, plus two detailees from FHFA
OIG and one from the FBI. SIGTARP’s employees hail from private sector
businesses and many Federal agencies, including the Air Force Office of Special
Investigations, the Army Criminal Investigation Command, the Army Office

of Chief Legislative Liaison, the Congressional Oversight Panel for TARP, the
Department of Defense, the Department of Energy-Office of Inspector General,
the FBI, FDIC OIG, the Financial Crisis Inquiry Commission, the Government
Accountability Office, the Government Printing Office, the Department of
Homeland Security-Office of the Inspector General, IRS-CI, the Department
of Justice, the Naval Criminal Investigative Service, the Nuclear Regulatory
Commission, the Office of the Director of National Intelligence, the Secret
Service, the SEC, the Small Business Administration-Office of Inspector General,
the Department of State, the Department of Transportation, the Department of


http://www.sigtarp.gov/pages/testimony.aspx
http://www.sigtarp.gov/pages/testimony.aspx
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FIGURE 1.1

SIGTARP ESTIMATED FY 2012
OPERATING PLAN
($ MILLIONS, PERCENTAGE OF $41.8 MILLION)

Other Services

$2.4,6%
Advisory Services
$3.1
7%
Interagency
Agreements | 199 Salaries
$8.1 64% and
Benefits
$26.7
Travel
S1.5, 4%
FIGURE 1.2
SIGTARP FY 2013
PROPOSED BUDGET
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Transportation-Office of Inspector General, the Department of Treasury-Office of
Inspector General, Treasury Inspector General for Tax Administration, and USPIS.
The SIGTARP organization chart as of July 2, 2012 can be found in Appendix I:

“Organizational Chart.”

Budget

On February 14, 2011, the Administration submitted to Congress Treasury’s
fiscal year 2012 budget request, which included SIGTARP’s funding request for
$47.4 million. The fiscal year 2012 House mark and Senate mark both provided
approximately $41.8 million. H.R. 2055/Public Law 112-74 Consolidated
Appropriations Act, 2012, provides $41.8 million in annual appropriations.

Figure 1.1 provides a detailed breakdown of SIGTARP’s FY 2012 budget that
reflects a total operating plan of $41.8 million, which includes spending from
SIGTARP’s initial funding.

On February 13, 2012, the Administration submitted to Congress Treasury’s
fiscal year 2013 budget request, which included SIGTARP’s funding request for
$40.2 million.

Figure 1.2 provides a detailed breakdown of SIGTARP’s fiscal year 2013
budget, which reflects a total operating plan of $46.8 million. This would include
$40.2 million in requested annual appropriation and portions of SIGTARP’s initial
funding.

Physical and Technical SIGTARP Infrastructure

SIGTARP’s headquarters are in Washington, DC, with regional offices in New York
City, Los Angeles, San Francisco, and Atlanta. SIGTARP posts all of its reports,
testimony, audits, and contracts on its website, www.sigtarp.gov. Since its inception
through June 30, 2012, SIGTARP’s website has had more than 58.4 million

web “hits,” and there have been more than 5.3 million downloads of SIGTARP’s
quarterly reports.’ In addition to these web “hits,” SIGTARP’s website has recorded
32,968 page views since April 1, 2012, according to Treasury’s new tracking system.

"In October 2009, Treasury started to encounter challenges with its web analytics tracking system and as a result, migrated to a new
system in January 2010. SIGTARP has calculated the total number of website “hits” reported herein based on three sets of numbers:

* Numbers reported to SIGTARP as of September 30, 2009
* Archived numbers provided by Treasury for the period of October through December 2009
* Numbers generated from Treasury's new system for the period of January 2010 through June 2012

Starting April 1, 2012, a new tracking system has been introduced that tracks a different metric, “page views,” which are not to be
confused with “hits” from the previous system. Moving forward, page views will be the primary metric to gauge use of the website.
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This section summarizes how the U.S. Department of the Treasury (“Treasury”) has
managed the Troubled Asset Relief Program (“TARP”). This section also reviews
TARP’s overall finances and provides updates on established TARP component
programs.

TARP FUNDS UPDATE

Initial authorization for TARP funding came through the Emergency Economic
Stabilization Act of 2008 (“EESA”), which was signed into law on October 3,
2008." EESA appropriated $700 billion to “restore liquidity and stability to the
financial system of the United States.”” On December 9, 2009, the Secretary of the
Treasury (“Treasury Secretary”) exercised the powers granted him under Section
120(b) of EESA and extended TARP through October 3, 2010. In accordance
with Section 106(e) of EESA, Treasury may expend TARP funds after October 3,
2010, as long as it does so pursuant to obligations entered into before that date.*

The Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-
Frank Act”), which became law (Public Law 111-203) on July 21, 2010, amended
the timing and amount of TARP funding.” The upper limit of the Treasury
Secretary’s authority to purchase and guarantee assets under TARP was reduced to
$475 billion from the original $700 billion.

Treasury’s investment authority under TARP expired on October 3, 2010. This
means that Treasury could not make new obligations after that date. However,
dollars that have already been obligated to existing programs may still be expended.
As of October 3, 2010, Treasury had obligated $474.8 billion to 13 announced
programs. Subsequent to the expiration of Treasury’s investment authority, Treasury
has deobligated funds previously designated for some programs. As of June 30,
2012, $467.2 billion is obligated to TARP programs.® Of that amount, $416.1
billion had been spent and $45.8 billion remained obligated and available to
be spent.” Taxpayers are owed $109.1 billion as of June 30, 2012. According to
Treasury, as of June 30, 2012, it had written off or realized losses of $15.6 billion
that taxpayers will never get back, leaving $93.5 billion in TARP funds outstand-
ing.® These amounts do not include $4.5 billion in TARP funds spent on housing
programs, which are designed as a Government subsidy, with no repayments to
taxpayers expected.

Table 2.1 details those write-offs and realized losses, but does not include
$20.3 million in realized losses at a June 25 to June 27, 2012, auction of the TARP
investment at seven banks because the sales closed after June 30, 2012.

Obligations: Definite commitments
that create a legal liability for the
Government to pay funds.

Deobligations: An agency’s cancellation
or downward adjustment of previously
incurred obligations.



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

TABLE 2.1
TREASURY'’S STATEMENT OF REALIZED LOSSES AND WRITE-OFFS IN TARP, AS OF 6/30/2012
($ MILLIONS)
TARP TARP Realized Loss
Program Institution Investment or Write-Off Date Description
Realized Losses
Sold 98,461 shares and equity
stake in the UAW Retiree
Autos Chrysler $1,888 $1,328 4/30/2010 trust for $560,000,000 and
collected $48,055,721 for the
sale of collateral
Autos GMe 49,500 4,337¢ 11/17/2010 Sale of common stock at a loss
1,918 5/24/2011
SSFI AlGa 67,835 1,984 3/13/2012 Sale of common stock at a loss
1,621 5/10/2012
cPP FBHC Holding Company 3 2 3/9/010 SaOf subordinated
CPP ll;i:;;nFseacist?rlilc?ancshares of 17 11 5/3/2010 Sale of preferred stock at a loss
CPP The Bank of Currituck 4 12/3/2010 Sale of preferred stock at a loss
CPP Treaty Oak Bancorp, Inc. 3 2/15/2011 Sale of preferred stock at a loss
CPP Central Pacific Financial Corp. 135 324 6/22/2011 E)T(c)zznge of preferred stock at
CPP Cadence Financial Corporation 44 6 3/4/2011 Sale of preferred stock at a loss
CPP E‘gf;g&?g;”gf'txggm . 11 3 5/31/2011 Sale of preferred stock at a loss
CPP Cascade Financial Corporation 39 23 6/30/2011 Sale of preferred stock at a loss
CPP Green Bankshares, Inc. 72 4 9/7/2011 Sale of preferred stock at a loss
CPP Santa Lucia Bancorp 4 1 10/21/2011 Sale of preferred stock at a loss
CPP '(\;Aféﬂiomcce Financial 57 4d 4/3/2012 Sale of preferred stock at a loss
CPP gfeglcoor? ds;[ Banking Corporation 50 9d 4/3/2012 Sale of preferred stock at a loss
CPP Wilshire Bancorp, Inc. 62 4d 4/3/2012 Sale of preferred stock at a loss
CPP EZ:Eer Corporation/Banner 124 144 4/3/2012 Sale of preferred stock at a loss
CPP First Financial Holdings Inc. 65 8d 4/3/2012 Sale of preferred stock at a loss
CPP WSEFS Financial Corporation 53 44 4/3/2012 Sale of preferred stock at a loss
CPP Central Pacific Financial Corp. 135 304 4/4/2012 Sale of common stock at a loss
CPP Ameris Bancorp 52 4d 6/19/2012 Sale of preferred stock at a loss
CPP United Bancorp, Inc. 21 44 6/19/2012 Sale of preferred stock at a loss
CPP First Capital Bancorp, Inc. 11 1d 6/19/2012 Sale of preferred stock at a loss
CPP First Defiance Financial Corp. 37 14 6/19/2012 Sale of preferred stock at a loss
CPP LNB Bancorp, Inc. 25 3d 6/19/2012 Sale of preferred stock at a loss
CPP Farmers Capital Corporation 30 8d 6/19/2012 Sale of preferred stock at a loss
CPP Taylor Capital Group, Inc. 105 114 6/19/2012 Sale of preferred stock at a loss
Total Realized Losses $11,379

Continued on next page
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TREASURY'’S STATEMENT OF REALIZED LOSSES AND WRITE-OFFS IN TARP, AS OF 6/30/2012
($ MILLIONS) (CONTINUED)

TARP TARP Realized Loss
Program Institution Investment or Write-Off Date Description
Write-Offs
Accepted $1.9 billion as full
Autos Chrysler $3,500 $1,600 5/14/2010 repayment for the debt of
$3.5 billion
CPP CIT Group Inc. 2,330 2,330 12/10/2009 Bankruptcy
CPP Pacific Coast National Bancorp 4 4 2/11/2010 Bankruptcy
CPP South Financial Group, Inc.¢ 347 217 9/30/2010 Sale of preferred stock at a loss
CPP TIB Financial Corp¢ 37 25 9/30/2010 Sale of preferred stock at a loss
Total Write-Offs $4,176
Total of Realized Losses and Write-Offs $15,555

Notes: Numbers may not total due to rounding. Total realized losses and write-offs does not include $20.3 million in realized losses for Treasury's interests in seven CPP

banks that were sold at auction June 25-27, 2012, because the sales closed after June 30, 2012.

2 Since this company remains in TARP, a final determination of realized loss incurred on Treasury's investment cannot be calculated until the investments have been fully
divested.

bTreasury has sold a total of 459 million AIG common shares at an average price of $29.47 per share, consisting of 392,922,121 TARP shares and 202,499,020 non-
TARP shares based upon the Treasury's pro-rata holding of those shares. The non-TARP shares are those received from the trust created by the Federal Reserve Bank
of New York for the benefit of the Treasury. Receipts for non-TARP common stock totaled $5,968,645,637 and are not included in TARP collections. The realized loss
reflects the price at which TARP sold common shares in AlG and TARP's cost basis of $43.53 per common share.

¢ According to Treasury, in the time since these transactions were classified as write-offs, Treasury has changed its practices and now classifies sales of preferred stock at
aloss as realized losses.

4Treasury changed its reporting methodology in calculating realized losses, effective June 30, 2012. Disposition expenses are no longer included in calculating realized
losses.

Sources: Treasury, Transactions Report, 6/27/2012; Treasury, Section 105(a) Report, 7/10/2012; Treasury Press Release, “Treasury Announces Agreement to Exit
Remaining Stake in Chrysler Group LLC,” 6/2/2011, www.treasury.gov/press-center/press-releases/Pages/tgl 199.aspx, accessed 6/28/2012; Treasury, response to
SIGTARP data call, 7/5/2012.

With the expiration of TARP funding authorization, no new expenditures may
be made through 10 TARP programs because all obligated dollars have been spent.
For three programs — the housing programs, the Term Asset-Backed Securities
Loan Facility (“TALF”), and the Public-Private Investment Program (“PPIP”) —
$45.8 billion in TARP dollars that were obligated but unspent as of June 30, 2012,
are available to be spent. Table 2.2 provides a breakdown of program obligations,
changes in obligations, expenditures, principal repaid, amounts still owed to taxpay-
ers, and obligations available to be spent as of June 30, 2012. Table 2.2 lists 10
TARP sub-programs, instead of all 13, because it excludes the Capital Assistance
Program (“CAP”), which was never funded, and summarizes three programs under
“Automotive Industry Support Programs.”
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TABLE 2.2

OBLIGATIONS, EXPENDITURES, PRINCIPAL REPAID, AMOUNTS STILL OWED TO TAXPAYERS, AND OBLIGATIONS AVAILABLE
TO BE SPENT ($ BILLIONS)

Obligation After Current Still Owed to Available
Dodd-Frank Obligation Expenditure Principal Repaid Taxpayers to Be Spent

Program (As of 10/3/2010) (As of 6/30/2012) (As of 6/30/2012) (As of 6/30/2012) (As of 6/30/2012)" (As of 6/30/2012)
Housing Support
Programs® $45.6 $45.6 $4.5 S— S— $41.1
Capital Purchase Program 204.9 204.9 204.9 191.1¢ 13.8 0.0
Community Development x
Capital Initiative* 0.6 0.6 0.2 0.0 0.6 0.0
Systemically Significant .
Failing Institutions 69.8 67.8 67.8 31.9 36.0 0.0
Targeted Investment 40.0 40.0 40.0 40.0 0.0 0.0
Program ’ ' ’ ’ ’ '
Asset Guarantee Program 5.0 5.0 0.0 0.0 0.0 0.0
Term Asset-Backed
Securities Loan Facility 4.3 1.4 0.1 0.0 0.1 1.3
Public-Private Investment N
Program 22.4 21.9 18.5 4.4¢ 14.1 3.4
Unlocking Credit for Small 04 04 04 04 0.0 0.0
Businesses ’ ’ ’ ’ ’ ’
Automotive Industry 81.8 79.7 79.7 35.2 44.5 0.0

Support Programs

Total $474.8 $467.2 $416.1¢ $302.9 $109.1 $45.8

Notes: Numbers may not total due to rounding.

2 Amount taxpayers still owed includes amounts disbursed and still outstanding, plus write-offs and realized losses totaling $15.6 billion. It does not include $4.5 billion in TARP dollars spent on housing
programs. These programs are designed as Government subsidies, with no repayments to taxpayers expected. Realized losses do not reflect $20.3 million in losses incurred at a June 25-27, 2012,
auction of Treasury’s interests in seven banks, which settled after June 30, 2012.

bHousing support programs were designed as a Government subsidy, with no repayment to taxpayers expected.

<Does not include $204.4 million in proceeds from CPP auction held June 25-27, 2012, but not settled until after June 30, 2012. Includes $363.3 million in non-cash conversions from CPP to CDCI.
Includes $2.2 billion for CPP banks that exited TARP through SBLF.

4CDClI obligation amount of $570.1 million. There are no remaining dollars to be spent on CDCI. Of the total obligation, $363.3 million was related to CPP conversions for which no additional CDCI cash
was expended; this is not counted as an expenditure, but it is counted as money still owed to taxpayers. Another $100.7 million was expended for new CDCI expenditures for previous CPP participants.
Of the total obligation, only $106 million went to non-CPP institutions.

¢ Treasury deobligated $2 billion of an equity facility for AlG that was never drawn down.

f Treasury deobligated $2.9 billion in TALF funding, bringing the total obligation to $1.4 billion.

£0n April 10, 2012, Treasury changed its reporting methodology to reclassify as repayments of capital to the Government $958 million in receipts previously categorized as PPIP equity distributions. That
$958 million is included in this repayment total.

" Total obligation of $22.4 billion and expenditure of $18.5 billion for PPIP includes $356.3 million of the initial obligation to The TCW Group, Inc. (“TCW”) that was funded. TCW subsequently repaid the
funds that were invested in its PPIF; however, these dollars are not included in the amount available to be spent. Current obligation of $21.9 billion results because Invesco terminated its investment
period on September 26, 2011, without fully drawing down all committed equity and debt. The undrawn debt of $550 million was deobligated, but the undrawn equity was not.

" Includes $80.7 billion for Automotive Industry Financing Program, $0.6 billion for Auto Warranty Commitment Program, and $0.4 billion for Auto Supplier Support Program.

I Treasury deobligated $2.1 billion of a Chrysler credit facility that was never drawn down.

kThe $5 billion reduction in exposure under AGP is not included in the expenditure total because this amount was not an actual cash outlay.

* Amount less than $50 million.

Sources: Treasury, Transactions Report, 6/27/2012; Treasury, Daily TARP Update, 7/2/2012; Treasury, response to SIGTARP data call, 7/5/2012.
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Cost Estimates

Several Government agencies are responsible under EESA for generating cost
estimates for TARP, including the Office of Management and Budget (“OMB”),
the Congressional Budget Office (“CBQ”), and Treasury, whose estimated costs
are audited each year by the Government Accountability Office (“GAO”). Cost
estimates have decreased from CBO’s March 2009 cost estimate of a $356 billion
loss and OMB’s August 2009 cost estimate of a $341 billion loss.’

On February 13, 2012, OMB issued the Administration’s fiscal year 2013
budget, which included a TARP lifetime cost estimate of $67.8 billion, based upon
figures from November 30, 2011.'° That was an increase from its estimate of $53.2
billion based on June 30, 2011 data.'" Much of the difference is due to a lower val-
ue for Treasury’s common stock holdings in AIG, GM, and Ally Financial compared
with November 2010. This estimate assumes that all $45.6 billion of obligated
funds for housing will be spent. It also assumes that PPIP will make a profit of $2
billion and CPP will make a profit of $6.7 billion, including principal repayments
and revenue from dividends, warrants, interest, and fees.

On March 28, 2012, CBO issued an updated TARP cost estimate based on
its evaluation of data as of February 22, 2012. CBO estimated the ultimate cost
of TARP would be $32 billion, down $2 billion from its estimate of $34 billion in
December 2011."? This decrease came primarily from an increase in the market
value of Treasury’s investments in AIG and GM, partially offset by added costs from
new initiatives in TARP housing programs. CBO estimated that only $16 billion of
obligated funds for housing will be spent.

On November 10, 2011, Treasury issued its September 30, 2011, fiscal year
audited agency financial statements for TARP, which contained a cost estimate of
$70 billion.'® This estimate is an increase from Treasury’s March 31, 2011, esti-
mate of $49 billion. According to Treasury, “These costs fluctuate in large part due
to changes in the market prices of common stock for AIG and GM and the esti-
mated value of the Ally [Financial] stock.”'* According to Treasury, the largest losses
from TARP are expected to come from housing programs and from assistance to
AlG and the automotive industry."

The most recent TARP program cost estimates from each agency are listed in

Table 2.3.



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

TABLE 2.3
COST (GAIN) OF TARP PROGRAMS ($ BILLIONS)

Treasury Estimate,

TARP Audited
Agency Financial
Program Name OMB Estimate CBO Estimate Statement
Report issued: 2/13/2012 3/28/2012 11/10/2011
Data as of: 11/30/2011 2/22/2012 9/30/2011
Housing Support Programs S46 S16 $46
CPP (7) (17) (13)
SSFI 24 22 24
TIP and AGP (7) (8) (8)
TALF 0 0 0
PPIP (2) 0 (2.4)
/F\)lrjégr;?rtgae Industry Support o5 19 24
Other® * * *
Total $78 $32¢ $70¢
Interest on Reestimates® (10)
Adjusted Total $68¢

Notes: Numbers may not total due to rounding.

2Includes AIFP, ASSP, and AWCP.

b Consists of CDCI and UCSB, both of which are estimated between a cost of $500 million and a gain of $500 million.

¢ The estimate is before administrative costs and interest effects.

9The estimate includes interest on reestimates but excludes administrative costs.

¢ Cumulative interest on reestimates is an adjustment for interest effects on changes in TARP subsidy costs from original subsidy
estimates; such amounts are a component of the deficit impacts of TARP programs but are not a direct programmatic cost.

Sources: OMB Estimate—OMB, “OMB Report under the Emergency Economic Stabilization Act, Section 202,” 11/8/2011, www.
whitehouse.gov/sites/default/files/omb/reports/emergency-economic-stabilization-act-of-2008.pdf, accessed 6,/28/2012; CBO
Estimate—CBO, “Report on the Troubled Asset Relief Program—March 2012,” 3/28/2012, www.cho.gov/sites/default/files/chofiles/
attachments/03-28-2012TARP.pdf, accessed 6/28/2012; Treasury Estimate—Treasury, “Office of Financial Stability-Troubled Asset
Relief Program Agency Financial Report Fiscal Year 2011,” 11/10/2011, www.treasury.gov/initiatives/financial-stability/briefing-room/
reports/agency_reports/Documents/2011_OFS_AFR_11-11-11.pdf, accessed 6/28/2012.

FINANCIAL OVERVIEW OF TARP

Treasury had obligated $474.8 billion of the $475 billion ceiling under the Dodd-
Frank Act, but in 2011 and 2012 deobligated funds for several programs, reducing
obligations to $467.2 billion as of June 30, 2012. Of the total obligations, $416.2
billion was expended as of June 30, 2012.'° There remains approximately $45.8
billion still available to be spent.'”

According to Treasury, as of June 30, 2012, 306 TARP recipients (including
302 banks and credit unions, two auto companies, and two former PPIP manag-
ers) had paid back all of their principal or repurchased shares, sometimes at a loss
to Treasury, and 24 TARP recipients had partially repaid their principal or repur-
chased their shares, for a total of $302.5 billion.'® Some of these institutions repaid
TARP by refinancing into other TARP programs or other Government programs
such as the Small Business Lending Fund (“SBLF”). According to Treasury, one
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PPIP manager, Invesco, has fully repaid its debt and equity, but retains some capi-
tal to wind down operations. These repayments also include five PPIP managers
who have made partial payments over the lifetime of the program. Taxpayers are
still owed $109.1 billion as of June 30, 2012. According to Treasury, it has incurred
write-offs of $4.2 billion and realized losses of $11.4 billion as of June 30, 2012,
which taxpayers will never get back, leaving $93.5 billion in TARP funds outstand-
ing (not including $4.5 billion in TARP funds spent as a subsidy for TARP housing
programs).'” Figure 2.1 provides a snapshot of the cumulative expenditures, repay-
ments, and amount owed as of June 30, 2012. According to Treasury, as of June
30, 2012, the Government had also collected $41.1 billion in interest, dividends,
and other income, including $9.2 billion in proceeds from the sale of warrants and
stock received as a result of exercised warrants.?

Most of the outstanding TARP money is in the form of equity ownership in 410
institutions as of June 30, 2012 (325 banks in CPP, 82 banks and credit unions in
CDCI, plus AIG, GM, and Ally Financial). Treasury (and therefore the taxpayer)
remains a shareholder in companies that have not repaid the Government.
Treasury’s equity ownership is largely in two forms — common and preferred stock

— although it also has received debt in the form of senior subordinated debentures.

As of June 30, 2012, obligated funds totaling $45.8 billion were still available to
be drawn down by TARP recipients under three of TARP’s 13 announced pro-
grams.?! TARP’s component programs fall into four categories, depending on the
type of assistance offered:

¢ Housing Support Programs — These programs are intended to help
homeowners who are having trouble making their mortgage payments by
providing incentives for foreclosure alternatives.

¢ Financial Institution Support Programs — These programs share a common
stated goal of stabilizing financial markets and improving the economy.

¢ Asset Support Programs — These programs attempt to support asset values
and market liquidity by providing funding to certain holders or purchasers of
assets.

¢ Automotive Industry Support Programs — These programs are intended to
stabilize the U.S. automotive industry and promote market stability.

Common Stock: Equity ownership entitling Preferred Stock: Equity ownership that

an individual to share in corporate usually pays a fixed dividend before

earnings and voting rights. distributions for common stock owners
but only after payments due to debt
holders. It typically confers no voting
rights. Preferred stock also has priority
over common stock in the distribution
of assets when a bankrupt company is
liquidated.

FIGURE 2.1

CURRENT TARP EXPENDITURES,
REPAYMENTS, AND AMOUNT
OWED (s BILLIONS)
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Notes: As of 6/30/2012. Numbers may not total due

to rounding.

2 Repayments include $191.1 billion for CPP, $40 billion
for TIP, $35.2 billion for Auto Programs, $4.4 billion for
PPIP, and $31.9 billion for SSFI. The $191.1 billion for
CPP repayments does not include $204.4 million in
proceeds from CPP auction held June 25-27, 2012, but
includes $363.3 million in non-cash conversion from
CPP to CDCI and $2.2 billion for banks that refinanced
from TARP into SBLF. The $31.9 billion payment for
SSFlincludes amounts applied to (i) pay accrued
preferred returns and (ii) redeem the outstanding
liquidation amount.

® Amount owed includes $15.6 billion that Treasury has
written off or realized losses, but does not include
$20.3 million in losses realized after June 30, 2012,
in an auction of the investment in seven CPP banks. It
does not include $4.5 billion spent for housing
programs, which were designed as a Government
subsidy, with no repayment to taxpayers expected.

Sources: Treasury, Transactions Report, 6/27/2012;

Treasury, Daily TARP Update, 7/2/2012; Treasury,
response to SIGTARP data call, 7/5/2012.

Senior Subordinated Debentures: Debt
instrument ranking below senior debt but
above equity with regard to investors’
claims on company assets or earnings.
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Some TARP programs are scheduled to last as late as 2019. Table 2.4 provides
details of those exit dates.

TABLE 2.4

TARP PROGRAM SCHEDULE

TARP Program Scheduled Program Dates

Term Asset-Backed Securities Loan Facility 2015 maturity of last loan

Public-Private Investment Program 2017 for fund manager to sell securities (with
possibility to extend to 2019)

Home Affordable Modification Program 2019 for incentives on modifications

Hardest Hit Fund 2017 for states to use TARP funds

Other TARP programs have no scheduled ending date; TARP money will
remain invested until recipients pay Treasury back or until Treasury is able to sell
its investments in the companies. Table 2.5 provides details on the status of the
remaining Treasury investments under those programs.

TABLE 2.5
TARP INVESTMENTS IN FINANCIAL INSTITUTIONS
TARP Program Remaining Treasury Investment
Capital Purchase Program Preferred stock in 325 banks
Community Development Capital Initiative Preferred stock in 82 banks/credit unions
Systemically Significant Failing Institutions 61% stake in AlG
Automotive Industry Financing Program 32% stake in GM

74% stake in Ally Financial

Housing Support Programs

The stated purpose of TARP’s housing support programs is to help homeowners
and financial institutions that hold troubled housing-related assets. Although
Treasury originally committed to use $50 billion in TARP funds for these programs,
it obligated only $45.6 billion.?? As of June 30, 2012, $4.5 billion, or 10% of this
amount, has been expended. However, some of these expended funds remain as
cash on hand or administrative expenses with the state Housing Finance Agencies
participating in the Hardest Hit Fund program.

¢ Making Home Affordable (“MHA”) Program — According to Treasury, this
umbrella program for Treasury’s foreclosure mitigation efforts is intended to
“help bring relief to responsible homeowners struggling to make their mortgage
payments, while preventing neighborhoods and communities from suffering
the negative spillover effects of foreclosure, such as lower housing prices,
increased crime, and higher taxes.”” MHA, for which Treasury has obligated
$29.9 billion of TARP funds, consists of the Home Affordable Modification
Program (“HAMP”), which includes HAMP Tier 1 and HAMP Tier 2, which
both modify first-lien mortgages to reduce payments, the Federal Housing
Administration (“FHA”) HAMP loan modification option for FHA-insured
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mortgages (“Treasury/FHA-HAMP”), the U.S. Department of Agriculture Office
of Rural Development (“RD”) HAMP (“RD-HAMP”), the Home Affordable
Foreclosure Alternatives (“HAFA”) program, and the Second Lien Modification
Program (“2MP”).>* HAMP in turn encompasses various initiatives in addition
to the modification of first-lien mortgages, including Home Price Decline
Protection (“HPDP”), the Principal Reduction Alternative (“PRA”), and the
Home Affordable Unemployment Program (“UP”).** Additionally, the overall
MHA obligation of $29.9 billion includes $2.7 billion to support the Treasury/
FHA Second-Lien Program (“FHA2LP”), which complements the FHA
Short Refinance program (discussed later) and is intended to support the
extinguishment of second-lien loans.*

Treasury made several changes to MHA in the first half of 2012. Notably,
the application period for HAMP was extended by a year to December 31,
2013, and investor incentives for principal reduction were doubled for 2MP
and tripled for PRA. Additionally, on June 1, 2012, HAMP was expanded under
“HAMP Tier 2" to open HAMP to non-owner-occupied rental properties and
to borrowers with a wider range of debt-to-income ratios.>” For more detailed
information, see the “Housing Support Programs” discussion in this section.

As of June 30, 2012, MHA had expended $3.4 billion of TARP money.?® As
of that date, there were 393,887 active permanent first-lien modifications under
the completed TARP-funded portion of HAMP, an increase of 12,994 active
permanent modifications over the past quarter.? Total expenditures in incen-
tives and payments for HAFA were $237.2 million in connection with 52,998
deed-in-lieu and short sale transactions. Expenditures in incentives and pay-
ments for 2MP were $192.1 million in connection with 18,974 full extinguish-
ments, 4,547 partial extinguishments, and 63,769 permanent modifications of
second liens.* For more detailed information, including participation numbers
for each of the MHA programs and subprograms, see the “Housing Support
Programs” discussion in this section.
FHA Short Refinance Program — Treasury has allocated $8.1 billion of
TARP funding to this program to purchase a letter of credit to provide loss
protection on refinanced first liens. Additionally, to facilitate the refinancing of
non-FHA mortgages into new FHA-insured loans under this program, Treasury
has allocated approximately $2.7 billion in TARP funds for incentive payments
to servicers and holders of existing second liens for full or partial principal
extinguishments under the related FHA2LP; these funds are part of the
overall MHA funding of $29.9 billion, as noted above.?' As of June 30, 2012,
there have been 1,437 refinancings under the program.* For more detailed
information, see the “Housing Support Programs” discussion in this section.
Housing Finance Agency (“HFA”) Hardest Hit Fund (“HHF”) — The stated
purpose of this program was to provide TARP funding for “innovative measures
to help families in the states that have been hit the hardest by the aftermath
of the housing bubble.”** Treasury obligated $7.6 billion for this program.?* As
of June 30, 2012, $1.1 billion had been drawn down by the states from HHF.
However, as of March 31, 2012, only $351 million has been spent assisting
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Systemically Significant Institutions:
Term referring to any financial
institution whose failure would impose
significant losses on creditors and
counterparties, call into question the
financial strength of similar institutions,
disrupt financial markets, raise
borrowing costs for households and
businesses, and reduce household
wealth.

Qualifying Financial Institutions (“QFIs”):
Private and public U.S.-controlled
banks, savings associations, bank
holding companies, certain savings
and loan holding companies, and
mutual organizations.

Community Development Financial
Institutions (“CDFIs"): Financial
institutions eligible for Treasury funding
to serve urban and rural low-income
communities through the CDFI Fund.
CDFls were created in 1994 by the
Riegle Community Development and
Regulatory Improvement Act. These
entities must be certified by Treasury;
certification confirms that they target
at least 60% of their lending and other
economic development activities

to areas underserved by traditional
financial institutions.

43,580 homeowners, with the remaining funds used for administrative expenses
and cash-on-hand.** For more detailed information, see the “Housing Support
Programs” discussion in this section.

Financial Institution Support Programs

Treasury primarily invested capital directly into financial institutions including

banks, bank holding companies, and, if deemed by Treasury critical to the financial

system, some systemically significant institutions.?

e Capital Purchase Program (“CPP”) — Under CPP, Treasury directly
purchased preferred stock or subordinated debentures in qualifying financial
institutions (“OFIs”).3” CPP was intended to provide funds to “stabilize and
strengthen the U.S. financial system by increasing the capital base of an
array of healthy, viable institutions, enabling them [to] lend to consumers and
business[es].”® Treasury invested $204.9 billion in 707 institutions through
CPP, which closed to new funding on December 29, 2009.3° As of June 30,
2012, 325 of those institutions remained in CPP.*° Of the 382 that have exited
CPP, 165, or 43.2%, did so through other Government programs — 28 of
them through TARP’s CDCI and 137 through SBLF, a non-TARP program.*!
Only 164 of the banks that exited, or 42.9%, fully repaid CPP otherwise.** In
addition, three CPP banks merged with other CPP banks, Treasury sold its
investments in 33 institutions at a loss, and 17 institutions or their subsidiary
banks failed, meaning Treasury lost its entire investment in those banks.*

As of June 30, 2012, taxpayers were still owed $13.8 billion related to CPP.
According to Treasury, it had write-offs and realized losses of $2.8 billion in

the program, leaving $11.1 billion in TARP funds outstanding.** According to
Treasury, $191.1 billion of the CPP principal (or 93.3%) had been repaid as of
June 30, 2012. That repayment tally includes $245 million in proceeds from an
auction held June 11 through June 13, 2012, of Treasury’s preferred stock in
seven banks, but does not include $204.4 million in proceeds from an auction
held from June 25 through June 27, 2012, of preferred stock in seven other
banks because the sales closed after June 30, 2012. The repayment amount
also includes $363.3 million in preferred stock that was converted from CPP
investments into CDCI and therefore still represents outstanding obligations

to TARP, and $2.2 billion that was refinanced in 2011 into SBLF, a non-

TARP Government program.* Treasury continues to manage its portfolio of
CPP investments, including, for certain struggling institutions, converting its
preferred equity ownership into a more junior form of equity ownership, often
at a discount to par value (which may result in a loss) in an attempt to preserve
some value that might be lost if these institutions were to fail. For more detailed
information, see the “Capital Purchase Program” discussion in this section.

¢ Community Development Capital Initiative (“CDCI”) — Under CDCI,
Treasury used TARP money to buy preferred stock in or subordinated debt from
Community Development Financial Institutions (“CDFIs”). Treasury intended
for CDCI to “improve access to credit for small businesses in the country’s
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hardest-hit communities.”*® Under CDCI, TARP made capital investments
in the preferred stock or subordinated debt of eligible banks, bank holding
companies, thrifts, and credit unions.*” Eighty-four institutions received $570.1
million in funding under CDCI.*® However, 28 of these institutions converted
their existing CPP investment into CDCI ($363.3 million of the $570.1 million)
and 10 of those that converted received combined additional funding of $100.7
million under CDCI.* Only $106 million of CDCI money went to institutions
that were not already TARP recipients. As of June 30, 2012, 82 institutions
remain in CDCI.
Systemically Significant Failing Institutions (“SSFI”) Program — SSFI
enabled Treasury to invest in systemically significant institutions to prevent them
from failing.*® Only one firm received SSFT assistance: American International
Group, Inc. (“AIG”), which remained in SSFI as of June 30, 2012. The
Government's rescue of AIG involved several different funding facilities provided
by the Federal Reserve Bank of New York (“FRBNY”) and Treasury, with various
changes to the transactions over time. The rescue of AIG was led by FRBNY and
the Board of Governors of the Federal Reserve System (“Federal Reserve”). With
the passage of EESA in October 2008, Treasury took on a greater role in the AIG
rescue as the Government expanded and restructured its aid.

There were two TARP investments in AIG. On November 25, 2008,
Treasury bought $40 billion of AIG’s preferred stock, the proceeds of which
were used to repay a portion of AIG’s debt to FRBNY. Then, on April 17, 2009,
Treasury obligated approximately $29.8 billion to an equity capital facility that
AIG was allowed to draw on as needed.”!

On January 14, 2011, AIG executed its previously announced
Recapitalization Plan with the Government. According to Treasury, the intent
of the restructuring was to facilitate the repayment of AIG’s government loans
and investments and to promote AIG’s transition from a majority government
owned and supported entity to a financially sound and independent entity.>?
Under the Recapitalization Plan, AIG fully repaid FRBNY’s revolving credit
facility, purchased the remainder of FRBNY’s preferred equity interests in two
AIG subsidiaries (which it then transferred to Treasury), and Treasury converted
its preferred stock holdings (along with the preferred stock holdings held by
the AIG Trust) into an approximately 92.1% common equity ownership stake
in AIG. The three main steps of the Recapitalization Plan are briefly described
below.

o AIG repaid and terminated its revolving credit facility with FRBNY with
cash proceeds that it had received from sales of equity interests in two
companies: American International Assurance Co., Ltd. (“AIA”) and
American Life Insurance Company (“ALICO”).>

o AIG applied cash proceeds from the AIA TPO and ALICO sale to retire
a portion of FRBNY's preferred interests in the special purpose vehicle
(“SPV”) that held ALICO.>* AIG next drew down an additional $20.3 billion
in available TARP funds from the equity capital facility to repurchase the

Special Purpose Vehicle (“SPV"):

A legal entity, often off-balance-
sheet, that holds transferred assets
presumptively beyond the reach of the
entities providing the assets, and that
is legally isolated from its sponsor or
parent company.
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Senior Preferred Stock: Shares that
give the stockholder priority dividend
and liquidation claims over junior
preferred and common stockholders.

remainder of FRBNY’s preferred interests in the ALICO SPV and all of

FRBNY’s preferred interests in the AIA SPV. AIG then transferred the

preferred interests to Treasury. AIG designated its remaining $2 billion

TARP equity capital facility to a new Series G standby equity commitment

available for general corporate purposes, which has been subsequently

terminated without drawdown.

o AIG issued common stock in exchange for the preferred shares held by
Treasury and the AIG Trust. The conversion resulted in Treasury holding a
common equity ownership in AIG of approximately 92.1%.%

On May 27, 2011, Treasury sold 200 million shares of AIG’s common stock
for $5.8 billion in proceeds, which decreased Treasury’s equity ownership to
77%. On March 8, 2012, Treasury sold approximately 206.9 million shares
of AIG’s common stock for $6 billion in proceeds, which further decreased
Treasury’s equity ownership to 70%. On May 6, 2012, Treasury sold approxi-
mately 188.5 million shares of AIG’s common stock for $5.8 billion in proceeds.
This sale decreased Treasury’s equity ownership to 61%.>

Through two payments in February 2011 and March 2011, AIG fully repaid
the Government's preferred interests in the ALICO SPV. Through a series of
repayments between February 2011 and March 2012, AIG fully repaid the
Government’s preferred interests in the AIA SPV.

As of June 30, 2012, taxpayers were still owed $36 billion related to AIG’s
bailout. According to Treasury’s TARP books and records, taxpayers have
realized losses on the TARP investment from an accounting standpoint of
$5.5 billion on Treasury’s sale of AIG stock. However, given the January 2011
restructuring of the FRBNY and Treasury investment, according to Treasury,
the Government overall has made a gain thus far on the stock sales. According
to Treasury, this leaves $30.4 billion in TARP funds outstanding. In return,
for that investment, Treasury holds 61% of AIG’s common stock (1.06 billion
shares).

For more detailed information on the Recapitalization Plan, the sale of AIG
common stock, and other AIG transactions, see the “Systemically Significant
Failing Institutions Program” discussion in this section. For discussion of how
AIG has changed while in TARP, see Section 3, “AlG Remains in TARP as the
Largest TARP Investment.”

Targeted Investment Program (“TIP”) — Through TIP, Treasury invested in

financial institutions it deemed critical to the financial system.’” There were two

expenditures under this program, totaling $40 billion — the purchases of $20

billion each of senior preferred stock in Citigroup Inc. (“Citigroup”) and Bank
of America Corp. (“Bank of America”).”® Treasury also accepted common stock
warrants from each, as required by EESA. Both banks fully repaid Treasury

for its TIP investments.>® Treasury auctioned its Bank of America warrants on

March 3, 2010, and auctioned its Citigroup warrants on January 25, 2011.

For more information on these two transactions, see the “Targeted Investment

Program and Asset Guarantee Program” discussion in this section.
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¢ Asset Guarantee Program (“AGP”) — AGP was designed to provide
insurance-like protection for a select pool of mortgage-related or similar assets
held by participants whose portfolios of distressed or illiquid assets threatened
market confidence.®' Treasury, the Federal Deposit Insurance Corporation
(“FDIC”), and the Federal Reserve offered certain loss protections in connection
with $301 billion in troubled Citigroup assets.®* In exchange for providing
the loss protection, Treasury received $4 billion of preferred stock that was
later converted to trust preferred securities (“TRUPS”), and FDIC received
$3 billion.®®* On December 23, 2009, in connection with Citigroup’s TIP
repayment, Citigroup and the Government terminated the AGP agreement
and the Government suffered no loss. For more information on this program,
including more detailed information on the agreements between Treasury,
Citigroup, and FDIC, regarding these TRUPS, see the “Targeted Investment
Program and Asset Guarantee Program” discussion in this section.

Asset Support Programs

The stated purpose of these programs was to support the liquidity and market value
of assets owned by financial institutions. These assets included various classes of
asset-backed securities (“ABS”) and several types of loans. Treasury’s asset support
programs sought to bolster the balance sheets of financial firms and help free
capital so that these firms could extend more credit to support the economy.

e Term Asset-Backed Securities Loan Facility (“TALF”) — TALF was
originally designed to increase credit availability for consumers and small
businesses through a $200 billion Federal Reserve loan program. TALF provided
investors with non-recourse loans secured by certain types of ABS, including
credit card receivables, auto loans, equipment loans, student loans, floor
plan loans, insurance-premium finance loans, loans guaranteed by the Small
Business Administration (“SBA”), residential mortgage servicing advances, and
commercial mortgage-backed securities (“CMBS”).** TALF closed to new loans
in June 2010.%° TALF ultimately provided $71.1 billion in Federal Reserve
financing. Of that amount, $4.5 billion remained outstanding as of June 30,
2012.°° FRBNY made 13 rounds of TALF loans with non-mortgage-related
ABS as collateral, totaling approximately $59 billion, with $3.4 billion of TALF
borrowings outstanding as of June 30, 2012.” FRBNY also made 13 rounds of
TALF loans with CMBS as collateral, totaling $12.1 billion, with $1.1 billion in
loans outstanding as of June 30, 2012.% Treasury originally obligated $20 billion
of TARP funds to support this program by providing loss protection to the loans
extended by FRBNY in the event that a borrower surrendered the ABS collateral
and walked away from the loan.® Treasury has since reduced its obligation for
TALF to $1.4 billion.”™ As of June 30, 2012, there had been no surrender of
collateral.” As of June 30, 2012, $2.3 million in TARP funds had been allocated
under TALF for administrative expenses.”> For more information on these
activities, see the “TALF” discussion in this section.

llliquid Assets: Assets that cannot be
quickly converted to cash.

Trust Preferred Securities (“TRUPS”):
Securities that have both equity and
debt characteristics, created by
establishing a trust and issuing debt
to it.

Asset-Backed Securities (“ABS”): Bonds
backed by a portfolio of consumer

or corporate loans, e.g., credit card,
auto, or small-business loans. Financial
companies typically issue ABS backed
by existing loans in order to fund new
loans for their customers.

Commercial Mortgage-Backed
Securities (“CMBS”): Bonds backed by
one or more mortgages on commercial
real estate (e.g., office buildings, rental
apartments, hotels).
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Legacy Securities: Real estate-related
securities originally issued before
2009 that remained on the balance
sheets of financial institutions because
of pricing difficulties that resulted from
market disruption.

Non-Agency Residential Mortgage-
Backed Securities (“non-agency
RMBS"): Financial instrument backed
by a group of residential real estate
mortgages (i.e., home mortgages for
residences with up to four dwelling
units) not guaranteed or owned by

a Government-sponsored enterprise
(“GSE”) (Fannie Mae or Freddie Mac) or
a Government agency.

¢ Public-Private Investment Program (“PPIP”) — PPIP’s goal was to restart
credit markets by using a combination of private equity, matching Government
equity, and Government debt to purchase legacy securities, i.e., CMBS and
non-agency residential mortgage-backed securities (“non-agency RMBS”).”
Under the program, nine Public-Private Investment Funds (“PPIFs”) managed
by private asset managers invested in non-agency RMBS and CMBS. Treasury
obligated $22.4 billion in TARP funds to the program, which was decreased
to $21.9 billion after Invesco Legacy Securities Master Fund, L.P. (“Invesco”)
terminated its investment period.” As of June 30, 2012, seven PPIFs remained
active after one PPIP manager withdrew from the program and Invesco sold all
investments and is winding down the PPIF. As of June 30, 2012, the PPIFs had
drawn down $18.5 billion in debt and equity financing from Treasury funding
out of the total obligation, which includes $4.4 billion that has been repaid.”™
As the PPIFs continue to make purchases, they will continue to have access to
draw down the remaining funding through the end of their investment periods,
the last of which will expire in December 2012.7 Following the expiration of the
investment period, the fund managers will have five years to manage and sell
the investment portfolio in the PPIF and return proceeds to private investors
and taxpayers. This period may be extended up to a maximum of two years. For
details about the program structure and fund-manager terms, see the “Public-
Private Investment Program” discussion in this section.

¢ Unlocking Credit for Small Businesses (“UCSB”)/Small Business
Administration (“SBA”) Loan Support Initiative — In March 2009, Treasury
officials announced that Treasury would buy up to $15 billion in securities
backed by SBA loans under UCSB.” Treasury obligated a total of $400 million
for UCSB and made purchases of $368.1 million in 31 securities under the
program. Treasury sold the last of its UCSB securities on January 24, 2012,
ending the program with a net investment gain of about $9 million.” For more
information on the program, see the discussion of “Unlocking Credit for Small
Businesses/Small Business Administration Loan Support” in this section.

Automotive Industry Financing Program (“AlFP”)
TARP’s automotive industry support through AIFP aimed 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 economy of
the United States.”” As of June 30, 2012, General Motors Company (“GM”)
and Ally Financial Inc. (“Ally Financial”), formerly GMAC Inc., remain in TARP.
Taxpayers are still owed $44.5 billion. This includes about $27 billion for the TARP
investment in GM and $14.7 billion for the TARP investment in Ally Financial, for
which Treasury holds common stock in GM and Ally Financial. This amount also
includes a $2.9 billion loss taxpayers suffered on the TARP investment in Chrysler.
Chrysler Financial fully repaid the TARP investment.®

Through AIFP, Treasury made emergency loans to Chrysler Holding LLC
(“Chrysler”), Chrysler Financial Services Americas LLC (“Chrysler Financial”), and
GM. Additionally, Treasury bought senior preferred stock from Ally Financial and
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assisted Chrysler and GM during their bankruptcy restructurings. Treasury obligat-
ed $84.8 billion to AIFP, then reduced the total obligation to $81.8 billion (includ-
ing approximately $2.1 billion in loan commitments to New Chrysler that were nev-
er drawn down).?! As of June 30, 2012, $79.7 billion had been disbursed through
AIFP and Treasury had received $35.2 billion in principal repayments, preferred
stock redemption proceeds, and stock sale proceeds. As of June 30, 2012, Treasury
had received approximately $22.5 billion related to its GM investment, $7.6 billion
related to its Chrysler investment, $2.5 billion related to its Ally Financia/l GMAC
investment, and $1.5 billion related to its Chrysler Financial investment.®? As of
June 30, 2012, Treasury had also received approximately $4.8 billion in dividends
and interest under AIFP and its two subprograms, ASSP and AWCP.**

In return for a total of $49.5 billion in loans to GM, Treasury received $6.7
billion in debt in GM (which was subsequently repaid), in addition to $2.1 billion
in preferred stock and a 60.8% common equity stake.®* As of June 30, 2012,
Treasury has an $849.2 million claim against Old GM’s bankruptcy, a bankruptey
that recently terminated.® Treasury does not expect any significant additional pro-
ceeds from this claim.’® On December 2, 2010, GM closed an initial public offer-
ing (“IPO”) in which Treasury sold a portion of its ownership stake for $18.1 billion
in gross proceeds, reducing its ownership percentage to 33.3%.5” On December
15, 2010, GM repurchased the $2.1 billion in preferred stock from Treasury. On
January 31, 2011, Treasury’s ownership in GM was diluted from 33.3% to 32% as
a result of GM contributing 61 million of its common shares to fund GM'’s hourly
and salaried pension plans.®® As of June 30, 2012, Treasury had received $22.5
billion in principal repayments, proceeds from preferred stock redemptions, and
proceeds from the sale of common stock from GM, including approximately $136.6
million in repayments related to its right to recover proceeds from Old GM.*

Treasury provided approximately $12.5 billion in loan commitments to Chrysler,
Inc. (“Old Chrysler”), and Chrysler Group LLC (“New Chrysler”), of which $2.1
billion was never drawn down.” Treasury also received a 9.9% equity stake, which
was diluted to 8.6% in April 2011 after Fiat increased its ownership interest by
meeting certain performance metrics. Upon full repayment of New Chrysler’s
TARP debt obligations on May 24, 2011, Fiat simultaneously exercised an equity
call option, which increased its stake in New Chrysler to 46% from 30%. As a
result, Treasury’s equity stake in New Chrysler was diluted and further decreased to
6.6%.°" On July 21, 2011, Treasury sold to Fiat for $500 million Treasury’s remain-
ing equity ownership interest in New Chrysler.”? Treasury also sold to Fiat for $60
million Treasury’s rights to receive proceeds under an agreement with the United
Auto Workers (“UAW”) retiree trust pertaining to the trust’s shares in New Chrysler
on a fully diluted basis.”* Treasury retains the right to recover certain proceeds from
Old Chrysler’s bankruptey but according to Treasury, it is unlikely to recover its full
investment.

Treasury invested a total of $17.2 billion in Ally Financial. On December
30, 2010, Treasury’s investment was restructured to provide for a 73.8% com-
mon equity stake, $2.7 billion in TRUPS (including amounts received in war-
rants that were immediately converted into additional securities), and $5.9 billion



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

in mandatorily convertible preferred shares. Treasury sold the $2.7 billion in
TRUPS on March 2, 2011.%> On March 31, 2011, Ally Financial announced that
it had filed a registration statement with the Securities and Exchange Commission
(“SEC”) for a proposed IPO of common stock owned by Treasury. On a number of
subsequent occasions, Ally Financial disclosed additional details about its proposed
IPO in amended registration statements filed with the SEC. Concurrent with the
proposed IPO, Treasury plans to convert $2.9 billion of its existing $5.9 billion of
mandatorily convertible preferred shares (“MCP”) into common stock.”® Treasury
will exchange the remaining $3 billion of its MCP into so-called tangible equity
units, a type of preferred stock, and will offer a portion of these tangible equity
units alongside the proposed common equity offering.”” On May 14, 2012, Ally
Financial announced that its mortgage subsidiary, Residential Capital, LLC, and
certain of its subsidiaries filed for bankruptcy court relief under Chapter 11 of
the U.S. Bankruptcy Code, and that it was exploring strategic alternatives for its
international operations, which include auto finance, insurance, and banking and
deposit operations in Canada, Mexico, Europe, the U.K. and South America.

Treasury provided a $1.5 billion loan to Chrysler Financial, which was fully
repaid with interest in July 2009.%

For details on assistance to these companies, see the “Automotive Industry
Support Programs” discussion in this section.

AIFP also included two subprograms:

¢ Auto Supplier Support Program (“ASSP”) — According to Treasury, this
program was intended to provide auto 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.”® Under the program,
which ended in April 2010, Treasury made loans for GM ($290 million) and
Chrysler ($123.1 million) that were fully repaid with $115.9 million in interest,
fees and other income.'® For more information, see the “Auto Supplier Support
Program” discussion in this section.

¢ Auto Warranty Commitment Program (“AWCP”) — This program was
designed to bolster consumer confidence by guaranteeing Chrysler and GM
vehicle warranties during the companies’ restructuring through bankruptcy. It
ended in July 2009 after Chrysler fully repaid its AWCP loan of $280.1 million
with interest and GM repaid just the principal — $360.6 million — of its
loan.'*! For more information, see the “Auto Warranty Commitment Program”
discussion in this section.
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The following tables and figures summarize the status of TARP and TARP-
related initiatives:

e Table 2.6 — total funds subject to SIGTARP oversight as of June 30, 2012

e Table 2.7 — obligations/expenditures by program as of June 30, 2012

e Table 2.8 and Table 2.9 — summary of TARP terms and agreements

e Table 2.10 — summary of largest warrant positions held by Treasury, by
program, as of June 30, 2012

e Table 2.11 — summary of dividends, interest payments, and fees received, by
program, as of June 30, 2012

For a report of all TARP purchases, obligations, expenditures, and revenues, see
Appendix C: “Reporting Requirements.”
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TABLE 2.6

TOTAL FUNDS SUBJECT TO SIGTARP OVERSIGHT, AS OF 6/30/2012 ($ BILLIONS)
NUMBERS IN PARENTHESES REPRESENT REPAYMENTS AND REDUCTIONS IN EXPOSURE

TARP Funding TARP
Total after Dodd- Funding as of
Program Brief Description or Participant Funding Frank 6/30/2012
Housing Support Programs Modification of mortgage loans $70.6° $45.6° $45.6
Capital Purchase Program (“CPP”) Investments in 707 banks; received $191.1 billion in 204.9 204.9 204.9
principal repayments, including $363.3 million in non- : : :
CLOSED cash conversion from CPP to CDCI (191.1) (191.1) (191.1)
Community Development Capital Investments in Community Development Financial
Initiative (“CDCI") Institutions (“CDFIs"), received $350,000 in principal 0.6 0.6 0.6
CLOSED repayment
Systemically Significant Failin
In)gtitutions {"SSgH") & AIG Investment; received $34.7 billion in repayments and 69.8 69.8 67.8
CLOSED reductions in exposure (34.7) (34.7)¢ (34.7)¢
Targeted Investment Program (“TIP”") " . 40.0 40.0 40.0
Citigroup, Bank of America Investments
CLOSED (40.0) (40.0) (40.0)
Asset Guarantee Program (“AGP”) . ) 301.0 5.0 5.0
Citigroup, ring-fence asset guarantee
CLOSED (301.0) (5.0) (5.0)
Term Asset-Backed Securities FRBNY non-recourse loans for purchase of asset-backed 71.1 4.3 1.4
Loan Facility (“TALF") securities (0.0) (0.0) (0.0)
Public-Private Investment Program Inyestments in legacy mortgage-backed_ securities using 29.8f 22 48 21.9
“ ,, private and Government equity, along with Government
(“PPIP") debt (4.4) (4.4) (4.4)
Unlocking Credit for Small Businesses 0.4 0.4 0.4
(“ucsB") Purchase of securities backed by SBA loans 0'4 0'4 0'4
CLOSED (0.4) (0.4) (0.4)
) . GM, Chrysler, Ally Financial Inc. (formerly GMAC),
Automotive Industry Financing Program  Chrysler Financial; received $34.2 billion in loan 80.7 80.7 79.7
(“AIFP") repayments, preferred stock redemptions and proceeds
CLOSED from the sale of common stock; terminated Chrysler's (36.2) (36.2) (36.2)
$2.1 billion in undrawn loan commitments
Auto Suppliers Support Program ) )
(,,ASSPH?D PP & Government-backed protection for auto parts suppliers; 0.4 0.4 0.4
received $0.4 billion in loan repayments
CLOSED 3 pay (0.4) (0.4) (0.4)
Auto Warranty Commitment Program  Government-backed protection for warranties of cars 0.6 0.6 0.6
(“AWCP") sold during the GM and Chrysler bankruptcy restructuring
Total Obligations $869.9 $474.8 $467.2

Notes: Numbers may not total due to rounding.

Program was initially announced as a $75 billion initiative with $50 billion funded through TARP. Treasury reduced the commitment from $50 billion to an obligation of $45.6 billion; therefore, including
the $25 billion estimated to be spent by the GSEs, the total program amount is $70.6 billion.

b Treasury reduced its commitment from $50 billion to an obligation of $45.6 billion.

¢Does not include $204.4 million in proceeds from CPP auction held June 25-27, 2012, but not settled until after June 30, 2012.

4The $34.7 billion in reduced exposure and repayment for SSFl includes amounts applied to pay (i) accrued preferred returns, (ii) redeem the outstanding liquidation amount, and (iii) the cancellation of the
series G capital facility. Does not include AlG investment proceeds from the sale of AlG stock that Treasury received from the AIG credit facility trust in the January 2011 recapitalization.

¢ Treasury reduced obligation from $20 billion to $4.3 billion in 2010, then further reduced obligation from $4.3 billion to $1.4 billion in 2012.

f PPIP funding includes $7.4 billion of private-sector equity capital. Includes $0.4 billion of initial obligations to The TCW Group, Inc., which has been repaid.
& Treasury reduced its commitment from $30 billion to approximately $22.4 billion in debt and equity obligations to the Public-Private Investment Funds. Invesco terminated its investment period on

September 26, 2011, without fully drawing down all committed equity and debt.
" Treasury reduced commitment from $15 billion to an obligation of $400 million.
i Treasury's original commitment under this program was $5 billion, which was reduced to $3.5 billion effective 7/1/2009. Of the $3.5 billion available, only $413 million was borrowed.

Sources: Treasury, Transactions Report, 6/27/2012; Treasury, Daily TARP Update, 7/2/2012; Treasury Press Release, “U.S. Government Finalizes Terms of Citi Guarantee Announced in November,”
1/16/2009, www.treasury.gov/press-center/press-releases/Pages/hpl358.aspx, accessed 6/28/2012; FRBNY, response to SIGTARP data call, 7/5/2012; Treasury, “Making Home Affordable Updated
Detailed Program Description,” 3/4/2009, www.treasury.gov/press-center/press-releases/Documents/housing_fact_sheet.pdf, accessed 6/28/2012; Treasury, Legacy Securities Public-Private
Investment Program, Program Update — Quarter Ended March 31, 2012, 4/19/2012, www.treasury.gov/initiatives/financial-stability/programs,/Credit%20Market%20Programs/ppip/Documents/PPIP%20

Report%20-%20Q1-12.pdf, accessed 7/10/2012.
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TABLE 2.7
OBLIGATION/EXPENDITURE LEVELS BY PROGRAM, AS OF 6/30/2012 ($ BILLIONS)
Amount Percent (%)
Authorized Under EESA $700.0
Released Immediately 250.0 52.6%
Released Under Presidential Certificate of Need 100.0 21.1%
Released Under Presidential Certificate of Need &
Resolution to Disapprove Failed 350.0 73.7%
Helping Families Save Their Home Act of 2009 (1.2) -0.3%
The Dodd-Frank Act (223.8) -47.1%
Total Released $475.0 100.0%
Obligations Current Current Repaid/
Less: Obligations by after Dodd- Obligations as  Obligation as % Reduced Obligation
Treasury under TARP? Frank Act of 6/30/2012 of Released Exposure Outstanding® Section Reference
Making Home Affordable
(“MHA") $29.9 $29.9 6.4%
Housing Finance Agency: u . "
Hardest Hit Fund (“HHF") $7.6 $7.6 1.6% Housing Support Programs
FHA Short Refinance o
Program $8.1 $8.1 1.7%
Housing Support o _
Programs Total $45.6 $45.6 9.8% $45.6
Capital Purchase . “Financial Institution Support
Program (“CPP") $204.9 $204.9 43.9% ($191.1) Programs”
CPP Total $204.9 $204.9 43.9% ($191.1) $13.8
Community Development o . “Financial Institution Support
Capital Initiative (“CDCI") 506 306 0.1% Programs”
CDCI Total $0.6 $0.6 0.1% $0.0 $0.6
Systemically Significant
Failing Institutions ! ) _—
(“SSFI") Program: “Financial Institution Support
American | ional Programs”
merican Internationa $69.8 $67.8 14.5% ($34.7)

Group, Inc. (“AIG")¢
SSFI Total $69.8 $67.8 14.5% ($34.7) $33.1

Targeted Investment
Program (“TIP"):

Bank of America Financial Institution Support

Corporation $20.0 $20.0 4.3% (520.0) Programs”
Citigroup, Inc. $20.0 $20.0 4.3% (520.0)

TIP Total $40.0 $40.0 8.6% ($40.0) —

Asset Guarantee ) ) o

Program (“AGP"): “Financial Institution Support

. Programs”

Citigroup, Inc. $5.0 $5.0 1.1% ($5.0)

AGP Total $5.0 $5.0 1.1% ($5.0) —

Term Asset-Backed

Securities Loan Facility . )

(“TALF"): Asset Support Programs
TALF LLC $4.3 S1.4 0.3% (50.0)

TALF Total $4.3 $1.4 0.3% ($0.0) $1.4

Continued on next page
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OBLIGATION/EXPENDITURE LEVELS BY PROGRAM ($ BILLIONS) (CONTINUED)

Obligations Current Current Repaid/
Less: Obligations by after Dodd- Obligations as  Obligation as % Reduced Obligation .
Treasury under TARP? Frank Act of 6/30/2012 of Released Exposure  Outstanding® Section Reference

Legacy Securities
Public-Private Investment
Program (“PPIP"):

AG GECC PPIF Master
Fund, L.P.

AllianceBernstein
Legacy Securities $3.5 $3.5 0.7% ($1.1)
Master Fund, L.P.

BlackRock PPIF, L.P. $2.1 $2.1 0.4% —

Invesco Legacy
Securities Master $2.6 $2.0 0.4% ($1.7)
Fund, L.P.f

Marathon Legacy
Securities Public- ,
Private Investment S14 S1.4 0.3%
Partnership, L.P.

QOaktree PPIP Fund,
L.P.

RLJ Western Asset
Public/Private Master $1.9 $1.9 0.4% *
Fund, L.P.

UST/TCW Senior
Mortgage Securities $0.4 $0.4 0.1% (50.4)
Fund, L.P.2

Wellington

Management Legacy
Securities PPIF $3.4 $3.4 0.7% ($0.1)

Master Fund, LP

$3.7 $3.7 0.8% ($0.8)

“Asset Support Programs”

$3.5 $3.5 0.7% ($0.2)

PPIP Total" $22.4 $21.9 4.7% ($4.4) $17.5

Unlocking Credit for
Small Businesses $0.4 $0.4 0.1% (50.4) “Asset Support Programs”
(“UCSB")

UCSB Total $0.4 $0.4 0.1% ($0.4) *

Automotive Industry
Financing Program
(“AIFP"):

General Motors
Corporation (“GM") $49.5 $49.5 10.6% ($22.5)

Ally Financial “Automotive Industry Support
0, ”

(formerly GMAC) $17.2 $17.2 3.7% ($2.5) Programs

Chrysler Holding LLC $12.5 $10.5 2.2% ($9.7)

Chrysler Financial
Services Americas $1.5 $1.5 0.3% ($1.5)
LLC

AIFP Total $80.7 $78.7 16.8% ($36.2) $42.5

Continued on next page
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OBLIGATION/EXPENDITURE LEVELS BY PROGRAM ($ BILLIONS) (CONTINUED)

Obligations Current Current Repaid/

Less: Obligations by after Dodd- Obligations as  Obligation as % Reduced Obligation .

Treasury under TARP? Frank Act of 6/30/2012 of Released Exposure  Outstanding® Section Reference

Automotive Supplier

Support Program

('ASSP"): “Automotive Industry Support
GM Suppliers o Programs”
Receivables LLCI 503 503 0.1% (50.3)
Chrysler Holding LLC $0.1 $0.1 0.0% (50.1)

ASSP Totali $0.4 $0.4 0.1% ($0.4) —

Automotive Warranty

Commitment Program

CAWCP"): “Automotive Industry Support
General Motors o Programs”
Corporation (“GM’) $0.4 $0.4 0.1% (50.4)
Chrysler Holding LLC $0.3 $0.3 0.0% ($0.3)

AWCP Total $0.6 $0.6 0.1% ($0.6) —

TARP Obligations

Subtotal $474.8 $467.2 100%

TARP Repayments/

Reductions in

Exposure Subtotal ($312.8)

TARP Obligations

Outstanding Subtotal $154.4

Notes: Numbers may not total due to rounding.

2From a budgetary perspective, what Treasury has obligated to spend (e.g., signed agreements with TARP fund recipients).

®Figure does not subtract losses incurred from failed banks.

<Does not include $204.4 million in proceeds from CPP auction held June 25-27, 2012, but not settled until after June 30, 2012. Does include $363.3 million non-cash conversion from CPP to CDCI.

d4The $34.7 billion in reduced exposure and repayment for SSFl includes amounts applied to pay (i) accrued preferred returns, (i) redeem the outstanding liquidation amount, and (iii) the cancellation of the
series G capital facility. Does not include AIG investment proceeds from the sale of AlG stock that Treasury received from the AIG credit facility trust in the January 2011 recapitalization.

¢ Treasury committed S5 billion to Citigroup under AGP; however, the funding was conditional based on losses that could potentially be realized and may potentially never be expended. This amount was not
an actual outlay of cash.

fInvesco paid the remainder of its debt, $284.5 million, to Treasury on March 14, 2012.

¢ The TCW Group, Inc. repaid the funds invested in its PPIF, which is now liquidated.

"Treasury selected nine fund management firms to establish PPIFs. One PPIP manager, TCW, subsequently withdrew. According to Treasury, the current PPIP obligation is $21.9 billion, and includes
$365.25 million of an initial obligation to TCW that was funded. TCW repaid the funds.

i The $9.7 billion in repayments and reductions in exposure includes (i) loan repayments from New Chrysler, (ii) proceeds related to the liquidation of Old Chrysler, (iii) a settlement payment for a loan to
Chrysler Holding, (iv) termination of New Chrysler's ability to draw the remaining $2.1 billion under a loan facility made available in May 2009, and (v) proceeds related to the sale to Fiat of Treasury’s
remaining equity ownership stake in New Chrysler and the sale to Fiat of Treasury’s rights to receive proceeds under an agreement with the United Auto Workers (“UAW”) retiree trust pertaining to the
trust's shares in New Chrysler.

I Represents an SPV created by the manufacturer. Balance represents the maximum loan amount, which will be funded incrementally. Treasury’s original commitment under this program was $5 billion, but
subsequently reduced to $3.5 billion effective 7/1/2009. Of the $3.5 billion available, only $413 million was borrowed.

*Amount less than $50 million.

Sources: Emergency Economic Stabilization Act, P.L. 110-343, 10/3/2008; Library of Congress, “A joint resolution relating to the disapproval of obligations under the Emergency Economic Stabilization
Act of 2008,” 1/15/2009, http://thomas.loc.gov/cgibin/bdquery/D?d111:5:./list/bss/d111SJ.Ist::, accessed 6/28/2012; Helping Families Save Their Homes Act of 2009, P.L. 111-22, 5/20/2009;
Treasury, Transactions Report, 6/27/2012; Treasury, Transactions Report-Housing Programs, 7/2/2012; Treasury, response to SIGTARP data call, 7/5/2012; Treasury, Section 105(a) Report,
7/10/2012.
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TABLE 2.8
DEBT AGREEMENTS, AS OF 6/30/2012
TARP Date of Cost Description of Interest/ Term of
Program Company Agreement Assigned Investment Investment Information Dividends Agreement
Each QFI may issue senior
Senior securities with an aggregate 7.7% for first 5
Subordinated principal amount of 1% — 3% of years; 13.8% 30 years
Securities its risk-weighted assets, but not  thereafter
CPP - Originally . to exceed $25 billion.
1/14/2009° $0.5 billion
SCorps 52 QFls Senior Treasury will receive warrants
Subordinated to purchase an amount equal
Security Warrants  to 5% of the senior securities 13.8% 30 years
that are exercised purchased on the date of
immediately investment.
Each QCU may issue CDCI
Senior Securities with an
CDCI - Subordinated aggregate principal amount equal _ .
Credit Al Debt for Credit to not more than 3.5% of its total Sé’ {ﬁgg:fttfryears, 832:15 Credit
Unions Unions assets and not more than 50% ’
of the capital and surplus of the
QCu.
Each QFI may issue CDCI Senior
Securities with an aggregate
principal amount equal to not
more than 5% of (i), if the QFlis a
Certified Entity the risk-weighted
. assets of the QFI, or (ii), if the 3.1% for first 8 _
R subordnated - QFiis not a Certified Enity, the  years, 13.8% -
P P sum of the RWAs of each of the  thereafter P
Certified Entities, in each case
less the aggregate capital or,
as the case may be, principal
amount of any outstanding TARP
assistance of the QFI.
The debt
obligation for
_— each fund
9/30/2009 \?Vﬁ?tc%t;:{ﬁ]atgﬂ Each of the loans will be funded matures at
PPIP All $20 billion g incrementally, upon demand by LIBOR + 1% the earlier
and later Interest
. the fund manager. of the
Promissory Note . .
dissolution of
the fund or
10 years.

Notes: Numbers may be affected by rounding.
2 Announcement date of CPP S-Corporation Term Sheet.

Sources: Treasury, “Loan and Security Agreement By and Between General Motors Corporation as Borrower and The United States Department of Treasury as Lender Dated as of December 31, 2008,”
12/31/2008; OFS, response to SIGTARP draft report, 1/30/2009; Treasury, Transactions Report, 9/30/2010; Treasury, response to SIGTARP data call, 10/7/2010; Treasury's “TARP Community
Development Capital Initiative Program Agreement, CDFI Bank/Thrift Senior Preferred Stock, Summary of CDCI Senior Preferred Terms,” 4/26/2010; Treasury's “TARP Community Development Capital
Initiative CDFI Credit Unions Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26,/2010; Treasury's “TARP's Community Development Capital Initiative CDFI Subchapter S Corporation
Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury, “Legacy Securities Public-Private Investment Partnership Summary of Indictive Terms and Conditions,” 7/8/2009.
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TABLE 2.9
EQUITY AGREEMENTS, AS OF 6/30/2012
TARP Date of Cost Description Term of
Program Company Agreement Assigned of Investment Investment Information Dividends Agreement
Senior 1-3% of risk-weighted assets, 5% for first
Preferred not to exceed $25 billion for 5 years, 9% Perpetual
o Equity each QFI thereafter
CPP - Originally 286 10/14,/20082 $200.1
Public QFls and later billion Common _
Stock 15% of senior preferred B Un to 10 vears
Purchase amount P y
Warrants
Preferred 1-3% of risk-weighted assets, 5% for first
Equit not to exceed $25 billion for 5 years, 9% Perpetual
quity each QFI thereafter
CPP - Originally 369 11/17/2008" . Preferred
Private QFls and later 54 billion gtocﬁ
Wuarrcraiis that 5% of preferred amount 9% Perpetual
are exercised
immediately
$780.2 Erﬁirrfodr 5% of risk-weighted assets 2% for first
CDCI All miIIioﬁ bgnkg & thrift for banks and bank holding 8 years, 9% Perpetual
institutions companies thereafter
Non-
Cumulative $41.6 billion aggregate o
Preferred liquidation preference 10% Perpetual
Equity
) 2% of issued and outstanding
American $41.6 common stock on investment
SSFI International  4/17/2009 billione Common date of 11/25/2008; the
Group, Inc. Stock warrant was originally for
Purchase 53,798,766 shares andhada — Up to 10 years
Warrants $2.50 exercise price, but after
the 6/30/2009 split, it is for
2,689,938.30 shares and has
an exercise price of $50.
Non- Up to $29.8 billion aggregate
Cumulative liquidation preference. As of Perpetual (life of
Preferred 9/30/2009, the aggregate 10% the facility is 5
; . liquidation preference was $3.2 years)
American $29.8 Equity Ju
SSFI International ~ 4,/17,/2009 biliont billion.
Group, Inc. Common
Stock 150 common stock warrants
Purchase outstanding; $0.0002 exercise — Up to 10 years
price
Warrants

Continued on next page
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EQUITY AGREEMENTS, AS OF 6,/30/2012 (CONTINUED)

TARP Date of Cost Description Term of
Program Company Agreement Assigned of Investment Investment Information Dividends Agreement
Exchanged preferred Series F
shares for $16.9 billion of AIA
Preferred Units, $3.4 billion
in ALICO Junior Preferred
Interests, and 167.6 million
AlA Preferred  shares of Common stock at
units, ALICO an exercise price of $43.53.
$29.8 Junior Following the repayments to
biIIio.ne Preferred Treasury on March 8, 2012, — Up to 10 years
American Interests, for $6 billion, March 15,
SSFI International  1/14/2011 Common 2012, for $1.5 billion, March
Group, Inc. Stock 22, 2012, for $1.5 billion,
and May 6, 2012, for $5.8
billion, AIG successfully retired
the remainder if Treasury’s
preferred equity interests in the
AIA SPV.
Exchanged preferred Series
. Common D shares for 924.5 million
541.6 billion Stock shares of common stock atan Perpetual
exercise price of $45
. . . 8 years with the
Membership Each membership interest will S
PPIP All 2459/2009 and $10 billion interest in a be funded upon demand from — zgtsesr:ts):l(l)tr)]/f%fr 2
partnership the fund manager. "
additional years
Mandatorily Converts to
Convertible - o common equity
Preferred 55 billion 9% interest after 7
Stock years
Ally Financial
AIFP Inc. (formerly  12/29/2008  $5 billion Preferred
GMAC) Stock Converts to _
\F/’Vuarrcrl;iise that 5% of original preferred amount 9% %ct)ggtmafetg?';y
are exercised years
immediately
Mandatorily Converts to
Convertible - 9 common equity
Preferred 54.5 billion 9% interest after 7
Stocke years
) . Preferred
Ally Financial
AIFP Inc. (formerly  5/21/2009  $7.5bilion  S1o%K Converts to
GMAC) Purchase 5% of original preferred amount 9% common equity
Warrants that interest after 7
are exercised years
immediately
Common

Equity Interest"

$3 billion —

Perpetual

Continued on next page
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EQUITY AGREEMENTS, AS OF 6,/30/2012 (CONTINUED)

TARP Date of Cost Description Term of
Program Company Agreement Assigned of Investment Investment Information Dividends Agreement

This equity interest was

Ally Financial obtained by exchanging a

AIFP Inc. (formerly  5/29/2009  $0.9 billion ggﬂ?{;‘l’nﬂerest ggﬁ:a:jam;tgﬁatsl?;wggbt Perpetual
GMAC) Agreements” table for more
information.
g?;frﬁir:?"ed $2.5 billion 8%
Ally Financial Trust Preferred Redeemable upon
AIFP Inc. (formerly ~ 12/30/2009 $2.5bilion  pyrchase the repayment of
GMAC) warrants that 5% of trust preferred amount ~ — the debenture
are exercised
immediately
Mandatorily
Convertible -
Preferred $1.3 billion 9%
. . Stock Converts to
Ally Financial common equit
AIFP Inc. (formerly  12/30/2009  $1.3billion ~ Preferred orost ftq 7y
GMAC) Stock interest after
Purchase 0 years
Warrants that 5% of preferred amount —
are exercised
immediately
Ally Financial Common
AIFP Inc. (formerly  12/30/2009 $5.5 billion Equity Interest" $5.5 billion — Perpetual
GMAC)

Notes: Numbers may be affected by rounding.

2 Announcement date of CPP Public Term Sheet.

® Announcement date of CPP Private Term Sheet.

¢ AIG exchanged Treasury's $40 billion investment in cumulative preferred stock (obtained on 11,/25/2008) for non-cumulative preferred stock, effectively cancelling the original $40 billion investment.

4The Equity Capital Facility was announced as a $30 billion commitment, but Treasury reduced this amount by the value of the AIGFP Retention Payment amount of $165 million.

e0n 1/14/2011, (A) Treasury exchanged $27.84 billion of Treasury's investment in AlG's Fixed Rate Non-Cumulative Perpetual Preferred Stock (Series F) which is equal to the amount funded (including
amounts drawn at closing) under the Series F equity capital facility, for (i) the transferred SPV preferred interests and (i) 167,623,733 shares of AIG Common Stock, and (B) Treasury exchanged $2
billion of undrawn Series F for 20,000 shares of preferred stock under the new Series G Cumulative Mandatory Convertible Preferred Stock equity capital facility under which AIG has the right to draw up
to $2 billion. The Series G equity capital facility was subsequently terminated without drawdown.

f0n 1/14/2011, Treasury exchanged an amount equivalent to the $40 billion initial investment plus capitalized interest from the April 2009 exchange (see note 1 above) of Fixed Rate Non-Cumulative
Perpetual Preferred Stock (Series E) for 924,546,133 shares of AIG Common Stock.

£0n 12/31/20009, Treasury exchanged $5.25 billion of preferred stock, which it acquired on December 29, 2009, into mandatorily convertible preferred stock (“MCP”).

"0n 12/31/2010, Treasury converted $5.5 billion of its existing MCP, which was invested in May 2009, into common equity. Treasury’s equity ownership of Ally Financial Inc. (formerly GMAC) increased
from 56% to 74% due to this conversion.

Sources: Treasury, “TARP Capital Purchase Program Agreement, Senior Preferred Stock and Warrants, Summary of Senior Preferred Terms,” 10/14/2008; Treasury, “TARP Capital Purchase Program
Agreement, (Non-Public QFIs, excluding S Corps and Mutual Organizations) Preferred Securities, Summary of Warrant Terms,” 11/17/2008; Treasury, “Securities Purchase Agreement dated as of
November 25, 2008 between American International Group, Inc. and United States Department of Treasury,” 11/25/2008; Treasury, “TARP AIG SSFI Investment, Senior Preferred Stock and Warrant,
Summary of Senior Preferred Terms,” 11/25/2008; Treasury, “Securities Purchase Agreement dated as of January 15, 2009 between Citigroup, Inc. and United States Department of Treasury,”
1/15/2009; Treasury, “Citigroup, Inc. Summary of Terms, Eligible Asset Guarantee,” 11/23/2008; “Securities Purchase Agreement dated as of January 15, 2009 between Bank of America Corporation
and United States Department of Treasury,” 1/15/2009; Treasury, “Bank of America Summary of Terms, Preferred Securities,” 1/16/2009; Treasury, “GMAC LLC Automotive Industry Financing Program,
Preferred Membership Interests, Summary of Preferred Terms,” 12/29/2008; Treasury, Transactions Report, 3/31/2011; Treasury, response to SIGTARP data call, 10/7/2010; Treasury, “TARP
Community Development Capital Initiative Program Agreement, CDFI Bank/Thrift Senior Preferred Stock, Summary of CDCI Senior Preferred Terms,” 4/26/2010; Treasury, “TARP Community Development
Capital Initiative CDFI Credit Unions Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury, “TARP's Community Development Capital Initiative CDFI Subchapter S
Corporation Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury, “Treasury Converts Nearly Half of Its Ally Preferred Shares to Common Stock,” 12/30/2010; Ally
Financial Inc. (GOM), 8-K, 12/30/2010; Treasury, Transactions Report, 7/2/2012; Treasury, “Master Transaction Agreement for American International Group. INC, ALICO Holdings LLC, AIA Aurora LLC,
Federal Reserve Bank of New York, United States Treasury, and AIG Credit Facility Trust,” 12/8/2010; Treasury, “Legacy Securities Public-Private Investment Partnership Summary of Indictive Terms and
Conditions,” 7/8/2009.
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TABLE 2.10

LARGEST POSITIONS IN WARRANTS HELD BY TREASURY, BY PROGRAM, AS OF 6/30/2012

Current Number

of Warrants Stock Price as of
Participant Investment Date Outstanding Strike Price 6/29/2012
Capital Purchase Program (“CPP”)
Synovus Financial Corp. 12/19/2008 15,510,737 $9.36 $1.98
Flagstar Bancorp, Inc. 1/16/2009 6,451,379 $6.20 50.84
Zions Bancorporation 11/14/2008 5,789,909 $36.27 $19.42
Popular, Inc. 12/5/2008 2,093,284 $67.00 $16.61
Cathay General Bancorp 12/5/2008 1,846,378 $20.96 $16.51
Citizens Republic Bancorp, Inc. 12/12/2008 1,757,813 $25.60 $17.13
International Bancshares Corporation 12/23/2008 1,326,238 $24.43 $19.51
M&T Bank Corporation® 12/5/2008 1,218,522 $73.86 $82.00
PrivateBancorp, Inc. 2/27/2009 645,013 $28.35 $14.76
United Community Banks, Inc. 12/5/2008 219,908 $61.39 $8.57
Systemically Significant Failing Institutions
(“SSFI”) Program
AlG 11/25/2008 2,689,938 $50.00 $32.09
AlG 4/17/2009 150 $0.00° $32.09

Notes: Numbers may be affected by rounding.

2 All warrant and stock data for AlG are based on the 6/30/2009 reverse stock split of 20 for 1.

b Strike price is $0.00002.

¢ M&T Bank Corporation assumed additional warrant positions in conjunction with two acquired CPP investments. These additional positions are 407,542 shares at a strike price of $55.76 and 95,383
shares at a strike price of $518.96.

Sources: Treasury, Transactions Report, 6/27/2012; Treasury, Dividends and Interest Report, 7/11/2012; Treasury, response to SIGTARP data call, 7/10/2012; Market Data, Bloomberg L.P., accessed

7/9/2012.
TABLE 2.11
DIVIDENDS, INTEREST, DISTRIBUTIONS, AND OTHER INCOME PAYMENTS, AS OF 6/30/2012

Dividends Interest Distributions? Other Income® Total
CPPe $11,561,231,819 $106,750,371 $— $14,527,500,194 $26,195,482,384
CbCl 13,031,228 6,196,474 — — 19,227,702
SSFi — — — 457,105,652 457,105,652
TIP 3,004,444,444 — — 1,427,190,941 4,431,635,385
AGP 442,964,764 — — 2,589,197,045 3,032,161,809
PPIP — 275,850,318 694,785,028 24,078,780 994,714,126
ucsB — 13,347,352 — 29,201,848 42,549,200
AIFPe 3,140,957,051 1,665,336,675 — 530,000,000 5,336,293,726
ASSP — 31,949,931 — 84,000,000 115,949,931
Total $18,162,629,306 $2,099,431,121 $694,785,028 $19,668,274,460 $40,625,119,915

Notes: Numbers may not total due to rounding.

2 Distributions are investment proceeds from the PPIF's trading activities allocated to the partners, including Treasury, not later than 30 days after the end of each quarter.

b Qther income includes Citigroup common stock gain for CPP, Citigroup payment for AGP, warrant sales, additional note proceeds from the auto programs and the Consumer and Business Lending
Initiative/SBA 7(a) programs, principal repayments on the SBA 7(a) program, and repayments associated with the termination of the TCW fund for PPIP.

¢Includes $13 million fee received as part of the Popular exchange.

dPursuant to the recapitalization plan on 1/14/2011, AIG had an additional obligation to Treasury of $641,275,676 to reflect the cumulative unpaid interest which further converted into AIG common stock.
Other income from SSF includes $165 million in fees and approximately $292.1 million representing return on securities held in the AIA and ALICO SPVs.

¢Includes AWCP.

Sources: Treasury, Transactions Report, 6/27/2012; Treasury, Section 105(a) Report, 7/10/2012; Treasury, Dividends and Interest Report, 7/11/2012; Treasury, response to SIGTARP data call,
7/10/2012.
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HOUSING SUPPORT PROGRAMS

On February 18, 2009, the Administration announced a foreclosure prevention
plan that became the Making Home Affordable (“MHA”) program, an umbrella
program for the Administration’s homeowner assistance and foreclosure prevention
efforts.'”> MHA initially consisted of the Home Affordable Modification Program
(“HAMP?”), a Treasury program that uses TARP funds to provide incentives for
mortgage servicers to modify eligible first mortgages, and two initiatives at the
Government-sponsored enterprises (“GSEs”) that use non-TARP funds.!”* HAMP
was originally intended “to help as many as three to four million financially
struggling homeowners avoid foreclosure by modifying loans to a level that is
affordable for borrowers now and sustainable over the long term.”'* On June 1,
2012, HAMP expanded the pool of homeowners potentially eligible to be assisted
through the launch of HAMP Tier 2; however, Treasury has not estimated the
number of homeowners that HAMP Tier 2 is intended to assist.'

Treasury over time expanded MHA to include sub-programs designed to
overcome obstacles to sustainable HAMP modifications. Treasury also allocated
TARP funds to support two additional housing support efforts: a Federal Housing
Administration (“FHA”) refinancing program and TARP funding for 19 state
housing finance agencies, called the Housing Finance Agency Hardest Hit Fund
(“Hardest Hit Fund” or “HHF”).

Not all housing support programs are funded, or completely funded, by TARP.
Of the originally anticipated $75 billion cost for MHA, $50 billion was to be
funded by TARP, with the remainder funded by the GSEs.!° Treasury has obligated
TARP funds of $45.6 billion, which includes $29.9 billion for MHA incentive pay-
ments, $8.1 billion for FHA Short Refinance, and $7.6 billion for the Hardest Hit

Fund.'”” Housing support programs include the following initiatives:

¢ Home Affordable Modification Program (“HAMP”) — HAMP is intended
to use incentive payments to encourage loan servicers (“servicers”) and
investors to modify eligible first-lien mortgages so that the monthly payments
of homeowners who are currently in default or generally at imminent risk of
default will be reduced to affordable and sustainable levels. Incentive payments
for modifications to loans owned or guaranteed by the GSEs are paid by the

GSEs, not TARP.!® As of June 30, 2012, there were 818,803 active permanent

HAMP modifications, 393,887 of which were under TARP, with the remainder

under the GSE portion of the program.'® While HAMP generally refers to

the first-lien mortgage modification program, it also includes the following

subprograms:

o Home Price Decline Protection (“HPDP”) — HPDP is intended to
encourage additional investor participation and HAMP modifications in
areas with recent price declines by providing TARP-funded incentives to
offset potential losses in home values.''® As of June 30, 2012, there were
133,182 loan modifications under HPDP.'!!

Government-Sponsored Enterprises
(“GSEs"): Private corporations created
and chartered by the Government to
reduce borrowing costs and provide
liquidity in the market, the liabilities
of which are not officially considered
direct taxpayer obligations. On
September 7, 2008, the two largest
GSEs, the Federal National Mortgage
Association (“Fannie Mae”) and

the Federal Home Loan Mortgage
Corporation (“Freddie Mac”), were
placed into Federal conservatorship.
They are currently being financially
supported by the Government.

Loan Servicers: Companies that
perform administrative tasks on
monthly mortgage payments until the
loan is repaid. These tasks include
billing, tracking, and collecting monthly
payments; maintaining records of
payments and balances; allocating
and distributing payment collections
to investors in accordance with

each mortgage loan’s governing
documentation; following up

on delinquencies; and initiating
foreclosures.

Investors: Owners of mortgage loans
or bonds backed by mortgage loans
who receive interest and principal
payments from monthly mortgage
payments. Servicers manage the
cash flow from borrowers’ monthly
payments and distribute them to
investors according to Pooling and
Servicing Agreements (“PSAs”).
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Short Sale: Sale of a home for less
than the unpaid mortgage balance. A
borrower sells the home and the lender
accepts the proceeds as full or partial
satisfaction of the unpaid mortgage
balance, thus avoiding the foreclosure
process.

Deed-in-Lieu of Foreclosure: Instead

of going through foreclosure, the
borrower voluntarily surrenders the
deed to the home to the home lender,
as satisfaction of the unpaid mortgage
balance.

o Principal Reduction Alternative (“PRA”) — PRA is intended to encourage
the use of principal reduction in modifications for eligible borrowers whose
homes are worth significantly less than the remaining outstanding balances
of their first-lien mortgage loans. It provides TARP-funded incentives to
offset a portion of the principal reduction provided by the investor.''? As
of June 30, 2012, 60,778 homeowners received permanent modifications
through PRA.!"3

o Home Affordable Unemployment Program (“UP”) — UP is intended to
offer assistance to unemployed homeowners through temporary forbearance
of all or a portion of their payments.''* As of May 31, 2012, 7,235 borrowers
are participating in UP.'"

Home Affordable Modification Program Tier 2 (“HAMP Tier 2”) — HAMP

Tier 2 is an expansion of HAMP to permit HAMP modifications on non-

owner-occupied “rental” properties, and to allow borrowers with a wider range

of debt-to-income ratios to receive modifications.!'® The expanded program

became effective on June 1, 2012. There are no borrowers with HAMP Tier 2

active permanent modifications as of June 30, 2012. The first Tier 2 trial will be

eligible for permanent modification beginning in September 2012.

Home Affordable Foreclosure Alternatives (“HAFA”) — HAFA is intended

to provide incentives to servicers, investors, and borrowers to pursue short sales

and deeds-in-lieu of foreclosure for borrowers in cases in which the borrower

is unable or unwilling to enter or sustain a modification. Under this program,

the servicer releases the lien against the property and the investor waives all

rights to seek a deficiency judgment against a borrower who uses a short sale or
deed-in-lieu when the property is worth less than the outstanding amount of the
mortgage.'!” As of June 30, 2012, there were 52,998 short sales and deeds-in-
lieu under HAFA.!'$

Second-Lien Modification Program (“2MP”) — 2MP is intended to modify

second-lien mortgages when a corresponding first lien is modified under HAMP

by a participating servicer.!"” As of June 30, 2012, 17 servicers are participating
in 2MP.!?° These servicers represent approximately 55% to 60% of the second-
lien servicing market.'?' As of June 30, 2012, there were 63,769 active
permanently modified second liens in 2MP.!22

Agency-Insured Programs — These programs are similar in structure to

HAMP, but apply to eligible first-lien mortgages insured by FHA or guaranteed

by the Department of Agriculture’s Office of Rural Development (“RD”) and

the Department of Veterans Affairs (“VA”).'?* Treasury provides TARP-funded
incentives to encourage modifications under the FHA and RD modification
programs. As of June 30, 2012, there were seven RD-HAMP permanent
modifications and 6,013 FHA-HAMP permanent modifications.'?*

Treasury/FHA Second-Lien Program (“FHA2LP”) — In FHA2LP, Treasury

uses TARP funds to provide incentives to servicers and investors who agree to

principal reduction or extinguishment of second liens associated with an FHA
refinance.'” As of June 30, 2012, no second liens had been extinguished under
the program.'2
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¢ FHA Short Refinance Program — This program, which is partially supported

by TARP funds, is intended to provide borrowers who are current on their Underwater Mortgage: Mortgage loan
mortgage an opportunity to refinance existing underwater mortgage loans that on which a homeowner owes more
are not currently insured by FHA into FHA-insured mortgages with lower than the home is worth, typically as
principal balances. Treasury has provided a TARP-funded letter of credit for up a result of a decline in the home’s

to $8 billion in loss coverage on these newly originated FHA loans. As of June value. Underwater mortgages are also
30, 2012, 1,437 loans had been refinanced under FHA Short Refinance.'?’ referred to as having negative equity.

¢ Housing Finance Agency Hardest Hit Fund (“HHF”) — A TARP-funded
program, HHF is intended to fund foreclosure prevention programs run by state
housing finance agencies in states hit hardest by the decrease in home prices
and in states with high unemployment rates. Eighteen states and Washington,
DC, received approval for aid through the program.'* As of March 31, 2012,
the latest data available, 43,580 borrowers had received assistance under
HHE.'*®

Status of TARP Funds Obligated to Housing Support

Programs
Treasury obligated $45.6 billion to housing support programs, of which $4.5
billion, or 10%, has been expended as of June 30, 2012."3° However, some of the
expended funds remain as cash on hand or paid for administrative expenses at state
housing finance agencies (“HFAs”) participating in the Hardest Hit Fund program.
Treasury has capped the aggregate amount available to pay servicer, borrower, and
investor incentives under MHA programs at $29.9 billion, of which $3.4 billion, or
11%, has been spent.'3! Treasury allocated $8.1 billion for FHA Short Refinance, of
which $6.6 million has been spent on administrative expenses. Treasury allocated
$7.6 billion to the Hardest Hit Fund. As of March 31, 2012, only 5% of those
funds have gone to help 43,580 homeowners. HFAs have drawn down $1.1 billion,
as of June 30, 2012, but not all of that has gone to assist homeowners.'*

Table 2.12 shows the breakdown in expenditures and estimated funding alloca-
tions for these housing support programs.
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TABLE 2.12

AS OF 6/30/2012 ($ BILLIONS)

TARP ALLOCATIONS AND EXPENDITURES BY HOUSING SUPPORT PROGRAMS,

ALLOCATIONS EXPENDITURES
MHA
HAMP
First Lien Modification $19.1 $2.7
PRA Modification 2.0 0.1
HPDP 1.6 0.3
up — —
HAMP Total $22.7 $3.0
HAFA 4.2 0.2
2MP 0.1 0.2
Treasury FHA-HAMP 0.2 —b
RD-HAMP — —
FHA2LP 2.7 —
MHA Total $29.9 $3.4
FHA Short Refinance 8.1¢ 0.1
HHF (Drawdown by States)® 7.6 1.1
Total $45.6 $4.5

2Treasury does not allocate TARP funds to UP.

only $350.8 million was spent to assist homeowners.

Source: Treasury, response to SIGTARP data call, 7/9/2012.

Notes: Numbers may not total due to rounding. According to Treasury, these numbers are “approximate.”

®Treasury has expended $0.01 billion for the Treasury FHA-HAMP program.
< Treasury has allocated $0.02 billion to the RD-HAMP program. As of June 30, 2012, $1,834 has been expended for RD-HAMP.
9This amount includes up to $117 million in fees Treasury will incur for the availability and usage of the $8 billion letter of credit.
¢ Not all of the funds drawn down by HFAs have been used to assist homeowners. As of March 31, 2012, the latest data available,
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As of June 30, 2012, Treasury had active agreements with 105 servicers. That
compares with 145 servicers that had agreed to participate in MHA as of October
3, 2010.'3 According to Treasury, of the $29.9 billion obligated to participating
servicers under their Servicer Participation Agreements (“SPAs”), as of June 30,
2012, only $3.4 billion (11%) has been spent, broken down as follows: $3 billion
had been spent on completing permanent modifications of first liens (393,887
of which remain active); $192.1 million under 2MP on completing 18,974 full
extinguishments, 4,547 partial extinguishments (principal reductions), and 63,769
permanent modifications of second liens under 2MP; and $237.2 million on incen-
tives for 52,998 short sales or deeds-in-lieu of foreclosure under HAFA.'3* Of the
combined amount of incentive payments, according to Treasury, approximately
$1.2 billion went to pay servicer incentives, $1.6 billion went to pay investor incen-
tives, and $644 million went to pay borrower incentives.'*> As of June 30, 2012,
Treasury had disbursed approximately $1.1 billion of the $7.6 billion allocated to
HFAs participating in HHF, more than half of which sits as cash on hand with
HFAs or is used for administrative expenses.'*® The remaining $8.1 billion has been
obligated under FHA Short Refinance to purchase a letter of credit to provide up
to $8 billion in first loss coverage and to pay $117 million in fees for the letter of
credit. According to Treasury, it has not paid any claims for defaults on the 1,437
loans refinanced under the program. However, Treasury has pre-funded a reserve
account with $50 million to pay future claims and spent $6.6 million on adminis-
trative expenses.'?” The breakdown of TARP-funded expenditures related to hous-
ing support programs (not including the GSE-funded portion of HAMP) are shown
in Table 2.13.
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TABLE 2.13

BREAKDOWN OF TARP EXPENDITURES, AS OF 6/30/2012 ($ MILLIONS)

MHA TARP Expenditures
HAMP
HAMP First Lien Modification Incentives
Servicer Incentive Payment $503.0
Servicer Current Borrower Incentive Payment 16.4
Annual Servicer Incentive Payment 534.9
Investor Current Borrower Incentive Payment 51.2
Investor Monthly Reduction Cost Share 1,057.8
Annual Borrower Incentive Payment 492.2
HAMP First Lien Modification Incentives Total $2,655.5
PRA $63.2
HPDP $251.9
up —a
HAMP Program Incentives Total $2,970.6
HAFA Incentives
Servicer Incentive Payment $70.5
Investor Reimbursement 25.8
Borrower Relocation 140.9
HAFA Incentives Total $237.2
Second-Lien Modification Program Incentives
2MP Servicer Incentive Payment $41.0
2MP Annual Servicer Incentive Payment 7.1
2MP Annual Borrower Incentive Payment 6.5
2MP Investor Cost Share 50.0
2MP Investor Incentive 87.5
Second-Lien Modification Program Incentives Total $192.1
Treasury/FHA-HAMP Incentives
Annual Servicer Incentive Payment $5.1
Annual Borrower Incentive Payment 4.7
Treasury/FHA-HAMP Incentives Total $9.8
RD-HAMP —b
FHA2LP —
MHA Incentives Total $3,410.0
FHA Short Refinance (Loss-Coverage) $56.6
HHF Disbursements (Drawdowns by State HFAs) $1,071.6
Total Expenditures $4,537.9

Notes: Numbers may not total due to rounding.

mortgage payment.
> RD-HAMP expenditures equal $1,834 as of June 30, 2012.

Source: Treasury, response to SIGTARP data call, 7/10/2012.

2 TARP funds are not used to support the UP program, which provides forbearance of a portion of the homeowner’s
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HAMP

According to Treasury, HAMP was intended “to help as many as three to four
million financially struggling homeowners avoid foreclosure by modifying loans to
a level that is affordable for borrowers now and sustainable over the long term.”!3®
Although HAMP contains several subprograms, the term “HAMP” is most often

used to refer to the HAMP First-Lien Modification Program, described below.

HAMP First-Lien Modification Program
The HAMP First-Lien Modification Program, which went into effect on April
6, 2009, modifies the terms of first-lien mortgages to provide borrowers with

lower monthly payments. A HAMP modification consists of two phases: a trial Trial Modification: Under HAMP, a
modification that was originally designed to last three months, followed by a period of at least three months in
permanent modification. Treasury continues to pay incentives for five years.!** In which a borrower is given a chance
designing HAMP, the Administration envisioned a “shared partnership” between to establish that he or she can make
the Government and investors to bring distressed borrowers’ first lien monthly lower monthly mortgage payments and
payments down to an “affordable” and sustainable level — defined by Treasury in qualify for a permanent modification.

the case of HAMP Tier 1 as 31% of the borrower’s monthly gross income.'*’ The
program description immediately below refers only to the original HAMP program,

which after the launch of HAMP Tier 2 has been renamed “HAMP Tier 1.”

HAMP Modification Statistics

As of June 30, 2012, a total of 818,803 mortgages were in active permanent
modifications under both TARP (non-GSE) and GSE HAMP. Some 71,110 were
in active trial modifications. For borrowers receiving permanent modifications,
97.4% received an interest rate reduction, 60% received a term extension, 31.3%
received principal forbearance, and 9.7% received principal forgiveness.'*' HAMP
modification activity, broken out by TARP and GSE loans, is shown in Table 2.14.

TABLE 2.14
CUMULATIVE HAMP MODIFICATION ACTIVITY BY TARP/GSE, AS OF 6/30/2012
Trials
Trials Trials Trials Converted to Permanents Permanents
Started Cancelled Active Permanent Cancelled Active
TARP 899,407 347,352 40,059 511,996 118,109 393,887
GSE 984,333 421,807 31,051 531,475 106,559 424,916

Total 1,883,740 769,159 71,110 1,043,471 224,668 818,803
Source: Treasury, response to SIGTARP data call, 7/20/2012.

Starting a HAMP Modification

Borrowers may request participation in HAMP.!*> Borrowers who have missed two
or more payments must be solicited for participation by their servicers.'** Before
offering the borrower a trial modification, also known as a trial period plan (“TPP”),
the servicer must verify the accuracy of the borrower’s income and other eligibility
criteria. In order to verify the borrower’s eligibility for a modification under the
program, borrowers must submit the following documents as part of an “initial

"144

package.
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For more information on the RMA
form and what constitutes hardship,
see SIGTARP’s April 2011 Quarterly
Report, page 62.

For more information on the

Verification Policy, see SIGTARP's

April 2011 Quarterly Report, page 63.

For more about the HAMP NPV test,
see the June 18, 2012, SIGTARP
audit report “The NPV Test’s Impact
on HAMP.”

e an MHA “request for mortgage assistance” (“RMA”) form, which provides the
servicer with the borrower’s financial information, including the cause of the
borrower’s hardship;

¢ signed and completed requests for Federal tax return transcripts or the most
recent Federal income tax return, including all schedules and forms;

¢ income verification documentation, such as recent pay stubs or evidence of
other sources of income; and

¢ Dodd-Frank certification (either as part of the RMA form or as a standalone
document) that the borrower has not been convicted in the past 10 years of any
of the following in connection with a mortgage or real estate transaction: felony
larceny, theft, fraud, or forgery; money laundering, or tax evasion.

In order for a loan to be eligible for a HAMP modification, the borrower’s initial
package, consisting of the four documents described above, must be submitted by
the borrower on or before December 31, 2013. Additionally, in order to be eligible
for incentive payments, the permanent modification must be effective on or before
September 30, 2014.'%

Participating servicers verify monthly gross income for the borrower and the

146 Then, in the case of

borrower’s household, as well as other eligibility criteria.
HAMP Tier 1, the servicer follows the “waterfall” of modification steps prescribed
by HAMP guidelines to calculate the reduction in the borrower’s monthly mortgage
payment needed to achieve a 31% debt-to-income (“DTI”) ratio, that is, a payment
equal to 31% of his or her monthly gross income.'*

In the first step, the servicer capitalizes any unpaid interest and fees (i.e., adds
them to the outstanding principal balance). Second, the servicer reduces the inter-
est rate in incremental steps to as low as 2%. If the 31% DTI ratio threshold has
still not been reached, in the third step the servicer extends the term of the mort-
gage to a maximum of 40 years from the modification date. If these steps are still
insufficient to reach the 31% threshold, the servicer may forbear principal (defer its
due date), subject to certain limits.!*® The forbearance amount is not interest bear-
ing and results in a lump-sum payment due upon the earliest of the sale date of the
property, the payoff date of the interest-bearing mortgage balance, or the maturity
date of the mortgage.'*

Servicers are not required to forgive principal under HAMP. However, servicers
may forgive principal in order to lower the borrower’s monthly payment to achieve
the HAMP Tier 1 DTI ratio goal of 31% on a stand-alone basis, at any point in the
HAMP waterfall described above, or as part of PRA.!*°

After completing these modification calculations, all loans that meet HAMP
eligibility criteria and are either deemed generally to be in imminent default or
delinquent by two or more payments must be evaluated using a standardized net
present value (“NPV”) test that compares the NPV result for a modification to
the NPV result for no modification.”' The NPV test compares the expected cash
flow from a modified loan with the expected cash flow from the same loan with
no modifications to determine which option will be more valuable to the mortgage
investor. A positive NPV test result indicates that a modified loan is more valuable
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to the investor than the existing loan. In that case, under HAMP rules, the servicer
must offer the borrower a mortgage modification. If the test generates a negative
result, modification is optional.'*? Servicers cannot refuse to evaluate a borrower

for a modification simply because the outstanding loan currently has a low loan-to- Loan-to-Value (“LTV") Ratio: Lending
value (“LTV") ratio, meaning the borrower owes less than the value of the home. risk assessment ratio that mortgage
The lower the LTV ratio is, the higher the probability that a foreclosure will be lenders examine before approving a
more profitable to an investor than a modification. mortgage; calculated by dividing the
Since September 1, 2011, 19 of the 20 largest mortgage servicers participating outstanding amount of the loan by
in MHA (i.e., those servicers that had Program Participation Caps of $75 million the value of the collateral backing the
or more as of May 18, 2011) have been required to assign a single point of contact loan. Loans with high LTV ratios are
to borrowers potentially eligible for evaluation under HAMP, HAFA, or UP.!*3 The generally seen as higher risk because
single point of contact has the primary responsibility for communicating with the the borrower has less of an equity
borrower about options to avoid foreclosure, his/her status in the process, coordi- stake in the property.

nation of receipt of documents, and coordination with other servicer personnel to
promote compliance with MHA timelines and requirements throughout the entire
delinquency, imminent default resolution process, or foreclosure.’*

How HAMP First-Lien Modifications Work

Treasury originally intended that HAMP trial modifications would last three
months. Historically, many trial modifications have lasted longer. According to
Treasury, as of June 30, 2012, of a combined total of 71,110 active trials under
both GSE and TARP (non-GSE) HAMP, 11,440, or 16.1%, had lasted more

than six months.'> This is a decrease from the 19% that SIGTARP reported last
quarter.">

Borrowers in trial modifications may qualify for conversion to a permanent
modification as long as they make the required modified payments on time and
provide proper documentation, including a signed modification agreement.'>” The
terms of permanent modifications under HAMP Tier 1 remain fixed for at least five
years.'”® After five years, the loan’s interest rate can increase if the modified interest
rate had been reduced below the 30-year conforming fixed interest rate on the date
of the initial modification. The interest rate can rise incrementally by up to 1%
per year until it reaches that rate.'™ Otherwise, the modified interest rate remains
permanent.

If the borrower misses a payment during the trial or is denied a permanent
modification for any other reason, the borrower is, in effect, left with the original
terms of the mortgage. The borrower is responsible for the difference between
the original mortgage payment amount and the reduced trial payments that were
made during the trial. In addition, the borrower may be liable for late fees that were
generated during the trial. In other words, a borrower can be assessed late fees for
failing to make the original pre-modification scheduled payments during the trial
period, even though under the trial modification the borrower is not required to
make these payments. Late fees are waived only for borrowers who receive a per-
manent modification.'®

Since May 1, 2011, if a borrower is denied a HAMP Tier 1 permanent modi-
fication because of missed trial payments, the servicer must re-calculate the
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For more information on HAMP
servicer obligations and borrower
rights, see SIGTARP's April 2011
Quarterly Report, pages 67-76.

borrower’s income using the original income documentation to ensure that the

trial payment was correctly calculated. The servicer is not required to re-run the
calculation if the borrower missed a trial payment because of a significant change
in circumstances resulting in a reduction in income. If the re-calculation shows
that the borrower’s trial payment exceeded the proper payment by 10% or more, the
servicer must offer the borrower a new trial period with the correct payment.'®!

What Happens When a HAMP Modification Is Denied: Servicer Obligations and
Borrower Rights

Treasury has issued a series of guidance governing both the obligations of servicers
and the rights of borrowers in connection with the denial of loan modification
requests. Borrowers must receive a Non-Approval Notice if they are rejected

for a HAMP modification. A borrower who is not approved for HAMP Tier 1 is
automatically considered for HAMP Tier 2. If the servicer offers the borrower a
Tier 2 trial, no Non-Approval notice would be issued on the HAMP Tier 1. The
Non-Approval Notice is sent only if the Tier 2 is not offered. Borrowers can request
reconsideration or re-evaluation if they believe one or more NPV analysis inputs is
incorrect or if they experience a change in circumstance. Servicers are obligated to
have written procedures and personnel in place to respond to borrower inquiries
and disputes that constitute “escalated cases” in a timely manner.'¢?

Treasury’s web-based NPV calculator at www.CheckMyNPV.com can be
used by borrowers prior to applying for a HAMP modification or after a denial
of a HAMP modification. Borrowers can enter the NPV input values listed in
the HAMP Non-Approval Notice received from their servicer, or substitute with
estimated NPV input values, to compare the estimated outcome provided by
CheckMyNPV.com against that on the Non-Approval Notice.

Modification Incentives

Originally, servicers received a one-time incentive fee payment of $1,000 for each
permanent modification completed under HAMP, and additional compensation of
$500 if the borrower was current but at imminent risk of default before enrolling in
the trial plan. Effective for new HAMP trials on or after October 1, 2011, Treasury
changed the flat $1,000 incentive to a sliding scale based on the length of time

the loan was delinquent as of the effective date of the TPP. For loans less than or
equal to 120 days delinquent, servicers receive $1,600.'% For loans 121-210 days
delinquent, servicers receive $1,200. For loans more than 210 days delinquent,
servicers receive only $400. Additionally, under this system, the $500 borrower
incentive for being current on the loan is no longer paid.

For borrowers whose monthly mortgage payment was reduced through HAMP
by 6% or more, servicers also receive incentive payments of up to $1,000 annually
for three years if the borrower remains in good standing (defined as less than three
full monthly payments delinquent).'**

For HAMP Tier 1, borrowers whose monthly mortgage payment is reduced
through HAMP by 6% or more and who make monthly payments on time earn



QUARTERLY REPORT TO CONGRESS | JULY 25, 2012

an annual principal reduction of up to $1,000.'® The principal reduction accrues
monthly and is payable for each of the first five years as long as the borrower
remains in good standing.'*®

An investor is entitled to compensation under HAMP Tier 1, for up to five
years, equal to one-half of the dollar difference between the borrower’s monthly
payment (principal and interest) under the modification, based on 31% of monthly
gross income, and the lesser of (1) the borrower’s monthly principal and inter-
est at 38% or (2) the borrower’s pre-modification monthly principal and interest
payment.'®” Under HAMP Tier 2 modifications of owner-occupied properties, if
applicable, investors also earn an extra one-time, up-front payment of $1,500 for
modifying a loan that was current before the trial period (i.e., at risk of imminent
default) and whose monthly payment was reduced by at least 6%.'**

As of June 30, 2012, of the $29.9 billion in TARP funds allocated to the 105
servicers participating in MHA, approximately 89.6% was allocated to the 10 larg-
est servicers.'® Table 2.15 outlines these servicers’ relative progress in implement-

ing the HAMP modification programs.

TABLE 2.15
TARP INCENTIVE PAYMENTS BY 10 LARGEST SERVICERS, AS OF 6/30/2012

Incentive Incentive Incentive

Payments Payments Payments Total Incentive

SPA Cap Limit to Borrowers to Investors to Servicers Payments

Bank of America, N.A.2 $8,108,092,562 $120,691,028 $299,568,357 $§212,318,268 $632,577,652
Wells Fargo Bank, N.A.® 5,121,436,025 93,044,464 227,894,233 166,925,508 487,864,205
JPMorgan Chase Bank, NA¢ 3,770,020,191 145,696,464 269,205,338 232,731,483 647,633,285
Ocwen Loan Servicing, LLC¢ 2,670,711,437 52,434,101 144,352,452 109,027,924 305,814,477
OneWest Bank 1,836,213,784 25,975,117 87,841,858 47,391,810 161,208,785
GMAC Mortgage, LLC 1,500,173,461 28,423,250 80,202,635 55,138,210 163,764,096
Homeward Residential 1,306,356,674 31,654,995 99,560,346 69,454,750 200,670,091
CitiMortgage Inc 1,050,340,843 35,034,563 116,114,690 70,121,075 221,270,328
Select Portfolio Servicing 851,284,429 34,417,040 74,497,723 59,049,968 167,964,731
National City Bank 558,602,227 1,171,443 4,218,459 2,706,837 8,096,738
Total $26,773,231,663 $568,542,465 $1,403,456,090 $1,024,865,832 $2,996,864,388

Notes: Numbers may not total due to rounding.

2 Bank of America, N.A. includes the former Countrywide Home Loans Servicing, Wilshire Credit Corp. and Home Loan Services.
b Wells Fargo Bank, N.A. includes Wachovia Mortgage, FSB.

¢ JPMorgan Chase Bank, NA includes EMC Mortgage.

4 Ocwen Loan Servicing, LLC includes the former Litton Loan Servicing, LP.

Source: Treasury, Transactions Report-Housing, 7/2/2012.
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For SIGTARP's recommendations for
the improvement of HAMP Tier 2,
see SIGTARP’s April 2012 Quarterly
Report, pages 185-189.

HAMP Tier 2

On June 1, 2012, Treasury launched an expansion of HAMP, “HAMP Tier 2,”
which permits HAMP modifications on non-owner-occupied “rental” properties,
and allows borrowers with a wider range of debt-to-income situations to receive
modifications.'™ Before this, only owner-occupied homes were eligible for
HAMP — rental properties had been expressly excluded.'” Treasury’s stated
policy objectives for HAMP Tier 2 are that it “will provide critical relief to both
renters and those who rent their homes, while further stabilizing communities
from the blight of vacant and foreclosed properties.”'”> A borrower may have up
to three loans with HAMP Tier 2 modifications, as well as a single HAMP Tier 1
modification on the mortgage for his or her primary residence.'”

Even though Treasury announced the HAMP Tier 2 expansion in January, on
June 1, 2012, the program’s launch date, only three of the 10 largest servicers had
fully implemented HAMP Tier 2.'7* According to Treasury, as of June 30, 2012, a
total of 51 of the 105 servicers with active MHA servicer agreements had fully im-
plemented HAMP Tier 2. Some of the largest servicers, including Bank of America,
N.A., and JPMorgan Chase Bank, NA, have reported that they will not have fully
implemented HAMP Tier 2 until August 2012 or September 2012, respectively.'”

HAMP Tier 2 Eligibility

HAMP Tier 2 expands the eligibility criteria related to a borrower’s debt-to-income
ratio and also allows modifications on loans secured by “rental” properties. Owner-
occupied loans that are ineligible for a HAMP Tier 1 modification due to excessive
forbearance or negative NPV are also eligible for Tier 2. Vacant rental properties
are permitted in the program, as are those occupied by legal dependents, parents,
or grandparents, even if no rent is charged. The program is not, however, according
to Treasury, intended for vacation homes, second homes, or properties that are
rented only seasonally. Additionally, loans on rental properties must be at least two
payments delinquent — those in imminent default are not eligible.'”

However, Treasury does not require that the property be rented. Treasury
requires only that a borrower certify intent to rent the property to a tenant on a year-
round basis for at least five years, or make “reasonable efforts” to do so; and does not
intend to use the property as a second residence for at least five years.!”” According
to Treasury, servicers are not typically required to obtain third party verifications of
the borrower’s rental property certification when evaluating a borrower for HAMP.!"

To be considered for HAMP Tier 2, borrowers must satisfy several basic HAMP
requirements: the loan origination date must be on or before January 1, 2009;
the borrower must have a documented hardship; the property must conform to
the MHA definition of a “single-family residence” (1-4 dwelling units, including
condominiums, co-ops, and manufactured housing); the property must not be
condemned; and the loan must fall within HAMP’s unpaid principal balance limita-
tions.'” If a borrower satisfies these requirements, and in addition, the loan has
never been previously modified under HAMP, the servicer is required to solicit the
borrower for HAMP Tier 2. In certain other cases, the borrower may still be eligible

for HAMP Tier 2, but the servicer is not required to solicit the borrower.'*
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How HAMP Tier 2 Modifications Work

As with HAMP Tier 1, HAMP Tier 2 evaluates borrowers using an NPV test that
considers the value of the loan to the investor before and after a modification.
Owner-occupant borrowers are evaluated for both HAMP Tier 1 and Tier 2 in a
single process. If a borrower is eligible for both modifications, he or she will receive
a HAMP Tier 1 modification.'®!

As discussed above, HAMP Tier 1 modifications are structured using a waterfall
of incremental steps that may stop as soon as the 31% post-modification DTI ratio
target is reached. In HAMP Tier 2, the proposed permanent modification must
meet two affordability requirements: (1) a post-modification DTI ratio of not less
than 25% or greater than 42% and (2) a reduction of the monthly principal and in-
terest payment by 10%. If the borrower was previously in a HAMP Tier 1 modifica-
tion (either trial or permanent), then the new payment must be at least 10% below
the previously modified payment. Because HAMP Tier 2 does not target a specific
DTI ratio, the HAMP Tier 2 waterfall is not a series of incremental steps, but a
consistent set of actions that are applied to the loan. After these actions are applied,
if the result of the NPV test is positive and the modification also achieves the DTI
and payment reduction goals, the servicer must offer the borrower a HAMP Tier 2
modification. If the result of the HAMP Tier 2 NPV test is negative, modification is
optional.'82

As in the HAMP Tier 1 waterfall, the first step in structuring a HAMP Tier 2
modification is to capitalize any unpaid interest and fees. The second step changes
the interest rate to the “Tier 2 rate,” which is the current Freddie Mac Primary
Mortgage Market Survey rate plus a 0.5% risk adjustment. The third step extends
the term of the loan by up to 40 years from the modification effective date. Finally,
if the loan’s pre-modification mark-to-market LTV ratio is greater than 115%, the
servicer forbears principal in an amount equal to the lesser of (1) an amount that
would create a post-modification LTV ratio of 115%, or (2) an amount equal to
30% of the post-modification principal balance. Unlike HAMP Tier 1, there is no
excessive forbearance limit in HAMP Tier 2. The HAMP Tier 2 guidelines also in-
clude several exceptions to this waterfall to allow for investor restrictions on certain
types of modification.'s?

The HAMP Tier 2 NPV model also evaluates the loan using an “alternative
modification waterfall” in addition to the one described here. This waterfall uses
principal reduction instead of forbearance. However, as in HAMP Tier 1, principal
reduction is optional. Servicers may also reduce principal on HAMP Tier 2 modifi-
cations using PRA.'#*

HAMP Tier 2 incentives are the same as those for HAMP Tier 1, with some
exceptions, notably that HAMP Tier 2 modifications do not pay annual borrower or
servicer incentives.'®

Home Price Decline Protection (“HPDP”)

HPDP provides investors with incentives for modifications of loans on properties
located in areas where home prices have recently declined and where investors are
concerned that price declines may persist. HPDP incentive payments are linked
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to the rate of recent home price decline in a local housing market, as well as the
unpaid principal balance and mark-to-market LTV ratio of the mortgage loan.'*

HPDP is intended to address the fears of investors who may withhold their
consent to loan modifications because of potential future declines in the value of
the homes that secure the mortgages, should the modification fail and the loan go
into foreclosure.

Under HPDP, Treasury has published a standard formula, based on the princi-
pal balance of the mortgage, the recent decline in area home prices during the six
months before the start of the HAMP modification, and the LTV ratio, that will
determine the size of the incentive payment.'®” The HPDP incentive payments
accrue monthly over a 24-month period and are paid annually on the first and
second anniversaries of the initial HAMP trial period. Accruals are discontinued
if the borrower loses good standing under HAMP because they are delinquent by
three mortgage payments. As of June 30, 2012, according to Treasury, approxi-
mately $252 million in TARP funds had been paid for incentives on 133,182 loan
modifications under HPDP.!$8

Principal Reduction Alternative (“PRA”)

PRA is intended to encourage principal reduction in HAMP loan modifications for
underwater borrowers by providing mortgage investors with incentive payments

in exchange for lowering the borrower’s principal balance. PRA is an alternative
method to the standard HAMP modification waterfall for structuring a HAMP
modification. Although servicers are required to evaluate every non-GSE HAMP-
eligible borrower with an LTV of 115% or greater for PRA, whether to actually offer
principal reduction or not is up to the servicer.'*’

Because the GSEs, Fannie Mae and Freddie Mac, have refused to participate
in PRA, the program applies only to loans modified under TARP-funded HAMP.!*°
On January 27, 2012, Treasury offered to pay PRA incentives for the GSEs from
TARP by tripling the incentives it pays to investors, subsidizing up to 63% of princi-
pal reductions.!

According to Treasury, as of June 30, 2012, there were 60,778 active permanent
modifications in PRA.'*? According to Treasury, 87% of borrowers who received
PRA modifications were seriously delinquent on their mortgages at the start of the
trial modification.'*

Borrowers receiving PRA modifications were also significantly further under-
water before modification than was the overall HAMP population. According to
Treasury, PRA borrowers had a pre-modification median LTV ratio of 157%. After
modification, however, PRA borrowers lowered their LTVs to a median ratio of
115%.'** According to Treasury, PRA modifications reduced principal balances by
a median amount of $69,586 or 31.4%, thereby lowering the LTV ratio. On the
other hand, according to the data, HAMP modifications without the PRA feature
on average increased the principal balance. Treasury attributes this increase to the
capitalization of unpaid interest and fees.'”

Borrowers in PRA appear to fare better after modification than the overall
population of HAMP borrowers, who overwhelmingly have received the HAMP
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modification without the PRA feature. According to Treasury, as of June 30, 2012,
servicers had started 89,444 PRA trial modifications, of which 15,501 were active
as of that date, 67,083 had converted to permanent modifications, and 6,860 (or
7.7%) were subsequently disqualified from the program or the loan was paid off.'*
According to Treasury, of the PRA trials that converted to permanent modifications,
60,778 were still active as of June 30, 2012, and 6,305 (9.4%) had either redefault-
ed or were paid off. Although not directly comparable, the redefault rate for HAMP
permanent modifications is 23.1%.'""

Who Is Eligible

Borrowers who meet all HAMP eligibility requirements and who owe more than
115% of their home’s market value (LTV >115%) are eligible for PRA.'*® The
principal balance used in this LTV calculation includes any amounts that would
be capitalized under a HAMP modification.'” Eligible borrowers are evaluated by
running NPV tests. There are standard and alternative NPV tests for HAMP Tier
1 and HAMP Tier 2. If the standard waterfall produces a positive NPV result, the
servicer must offer a HAMP modification (with or without principal reduction).
If the PRA waterfall using principal reduction produces a positive NPV result,
the servicer may, but is not required to, offer a modification using principal
reduction.?®

How PRA Works

For HAMP Tier 1, the PRA waterfall uses principal forbearance (which later
becomes principal reduction) prior to interest rate reduction as the second step

in structuring the modification. Under PRA, the servicer determines the modified
mortgage payment by first capitalizing unpaid interest and fees as in a standard
HAMP modification. After capitalization, the servicer reduces the loan balance
through principal forbearance until either a DTI ratio of 31% or an LTV ratio of
115% is achieved. No interest will be collected on the forborne amount. If an LTV
ratio of 105% to 115% is achieved first, the servicer then applies the remaining
HAMP waterfall steps (interest rate reduction, term extension, forbearance) until
the 31% DTI ratio is reached. If the principal balance has been reduced by more
than 5%, the servicer is allowed additional flexibility in implementing the remaining
waterfall steps. Principal reduction is not immediate; it is earned over three years.
On each of the first three anniversaries of the modification, one-third of the

PRA forborne principal is forgiven. Therefore, after three years the borrower’s
principal balance is permanently reduced by the amount that was placed in PRA

forbearance.!

Who Gets Paid

For PRA trials effective on or after March 1, 2012, Treasury will triple the amount
of these incentives paid to investors. Under PRA, the mortgage investors now

earn an incentive of $0.18 to $0.63 per dollar of principal reduced, depending on
delinquency status of the loan and the level to which the outstanding LTV ratio was
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TABLE 2.16

PRA INCENTIVES TO INVESTORS PER
DOLLAR OF FIRST LIEN PRINCIPAL
REDUCED

Mark-to-Market 105% 115%

Loan-to-Value 0
Ratio (“LTV") to to > 140%
Range? 115%  140%

Incentive

Amounts $0.63 $0.45 $0.30

Notes: This incentive structure applies to loans less than or
equal to six months past due. For loans that were more than
six months delinquent within the previous year, investors
receive $0.18 per dollar of principal reduced in compensation,
regardless of the LTV ratio. These incentives are effective for
trials beginning on or after 3/1/2012.
2 The mark-to-market LTV is based on the pre-modified principal
balance of the first-lien mortgage plus capitalized interest and
fees divided by the market value of the property.

Source: Treasury, “Supplemental Directive 12-01: Making
Home Affordable Program - Principal Reduction Alternative and
Second Lien Modification Program Investor Incentives Update,”
2/16/2012, www.hmpadmin.com/portal/news/docs/2012/
hampupdate021612.pdf, accessed 6/28/2012.

reduced.?®* For loans that are more than six months delinquent, investors receive
only $0.18 per dollar of principal reduction, regardless of LTV.?** The incentive
schedule in Table 2.16 applies only to loans that have been six months delinquent
or less within the previous year.

Under certain conditions an investor may enter into an agreement with the bor-
rower to share any future increase in the value of the property.>*
According to Treasury, as of June 30, 2012, Treasury had paid a total of $63.2

million in PRA incentives.?”

Home Affordable Unemployment Program (“UP”)

UP, which was announced on March 26, 2010, provides temporary assistance to
unemployed borrowers.?*® Under the program, unemployed borrowers who meet
certain qualifications can receive forbearance for a portion of their mortgage
payments. Originally, the forbearance period was a minimum of three months,
unless the borrower found work during this time. However, on July 7, 2011, after a
SIGTARP recommendation to extend the term, Treasury announced that it would
increase the minimum UP forbearance period from three months to 12 months.
As of May 31, 2012, which according to Treasury is the latest data available, 7,235
borrowers were actively participating in UP.2%7

Who Is Eligible

Borrowers who are approved to receive unemployment benefits and who also
request assistance under HAMP must be evaluated by servicers for an UP
forbearance plan and, if eligible, offered one. As of June 1, 2012, a servicer may
consider a borrower for UP whose loan is secured by a vacant or tenant-occupied
property and still must consider owner-occupied properties. The servicer must
consider a borrower for UP regardless of the borrower’s monthly mortgage payment
ratio and regardless of whether the borrower had a payment default on a HAMP
trial plan or lost good standing under a permanent HAMP modification. Servicers
are not required to offer an UP forbearance plan to borrowers who are more than
12 months delinquent at the time of the UP request.?’ Alternatively, the servicers
may evaluate unemployed borrowers for HAMP and offer a HAMP trial period plan
instead of an UP forbearance plan if, in the servicer’s business judgment, HAMP is
the better loss mitigation option. If an unemployed borrower is offered a trial period
plan but requests UP forbearance instead, the servicer may then offer UP, but is
not required to do s0.2*”

Eligible borrowers may request a HAMP trial period plan after the UP forbear-
ance plan is completed. If an unemployed borrower in bankruptcy proceedings
requests consideration for HAMP, the servicer must first evaluate the borrower
for UP, subject to any required bankruptcy court approvals.?!® A borrower who has
been determined to be ineligible for HAMP may request assessment for an UP
forbearance plan if he or she meets all the eligibility criteria.?!! If a borrower who
is eligible for UP declines an offer for an UP forbearance plan, the servicer is not
required to offer the borrower a modification under HAMP or 2MP while the bor-
rower remains eligible for an UP forbearance plan.?!?
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How UP Works

For qualifying homeowners, the mortgage payments during the forbearance
period are lowered to no more than 31% of monthly gross income, which includes
unemployment benefits.?'? If the borrower regains employment, but because of
reduced income still has a hardship, the borrower must be considered for HAMP.
If the borrower is eligible, any payments missed prior to and during the period of
the UP forbearance plan are capitalized as part of the normal HAMP modification
process.?!* If the UP forbearance period expires and the borrower is ineligible for

HAMP, the borrower may be eligible for MHA foreclosure alternatives, such as
HAFA.215

Home Affordable Foreclosure Alternatives (“HAFA”)

HAFA provides $4.2 billion in incentives to servicers, borrowers, and subordinate
lien holders to encourage a short sale or deed-in-lieu of foreclosure as an
alternative to foreclosure.?'® Under HAFA, the servicer forfeits the ability to pursue
a deficiency judgment against a borrower when the proceeds from the short sale
or deed-in-lieu are less than the outstanding amount on the mortgage.?'” HAFA
incentives include a $3,000 relocation incentive payment to borrowers or tenants,
a $1,500 incentive payment to servicers, and incentive payments to subordinate
mortgage lien holders of up to $2,000 in exchange for a release of the lien and the
borrower’s liability.?'® The program was announced on November 30, 2009.2"?

Treasury allows each servicer participating in HAFA to determine its own poli-
cies for borrower eligibility and many other aspects of how it operates the program,
but requires the servicers to post criteria and program rules on their websites.
According to Treasury, as of June 30, 2012, two servicers had not yet complied
with this requirement. Servicers must notify eligible borrowers in writing about the
availability of the HAFA program and allow the borrower a minimum of 14 calen-
dar days to apply.?** Servicers are not required by Treasury to verify a borrower’s
financial information or determine whether the borrower’s total monthly payment
exceeds 31% of his or her monthly gross income.?!

Effective March 9, 2012, Treasury no longer required properties in HAFA to
be occupied, allowing vacant properties to enter the program. However, borrower
relocation incentives will be paid only on occupied properties.?*

As of June 30, 2012, approximately $237.2 million from TARP had been paid
to investors, borrowers, and servicers in connection with 52,998 short sales or
deeds-in-lieu of foreclosure transfers completed under HAFA.?>* As of May 31,
2012, the latest data available, Treasury reported that the nine largest servicers
alone had completed 241,837 short sales and deeds-in-lieu outside HAMP for bor-
rowers whose HAMP trial modifications had failed, borrowers who had chosen not
to participate, or were ineligible for the program.?** The greater volume of activity
outside HAFA may be explained, in part, by the fees and deficiency judgments that
servicers are able to collect from the borrower in non-HAFA transactions, which
are not available within HAFA.

For more information on additional
UP eligibility criteria, see SIGTARP’s
April 2011 Quarterly Report, pages
80-81.

Deficiency Judgment: Court order
authorizing a lender to collect all or
part of an unpaid and outstanding debt
resulting from the borrower’s default
on the mortgage note securing a debt.
A deficiency judgment is rendered

after the foreclosed or repossessed
property is sold when the proceeds are
insufficient to repay the full mortgage
debt.

For more information about relocation
incentives and borrower requirements
related to primary residences in
HAFA, see SIGTARP's January 2012
Quarterly Report, pages 70-71.
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Servicing Advances: If borrowers’
payments are not made promptly
and in full, servicers are contractually
obligated to advance the required
monthly payment amount in full to the
investor. Once a borrower becomes
current or the property is sold or
acquired through foreclosure, the
servicer is repaid all advanced funds.

TABLE 2.17

2MP COMPENSATION PER DOLLAR OF
SECOND-LIEN PRINCIPAL REDUCED
(FOR 2MP MODIFICATIONS WITH

AN EFFECTIVE DATE ON OR AFTER
6/1/2012)

Combined Loan- 115%

to-Value (“CLTV") < 115% to > 140%
Ratio Range? 140%

Incentive

Amounts $0.42 $0.30 $0.20

Notes: This incentive structure applies to loans less than or
equal to six months past due. For loans that were more than
six months delinguent within the previous year, investors
receive $0.12 per dollar of principal reduced in compensation,
regardless of the CLTV ratio.
2 Combined Loan-to-Value is the ratio of the sum of the
outstanding principal balance of the HAMP-modified first
lien and the outstanding principal balance of the unmodified
second lien divided by the property value determined in
connection with the permanent HAMP modification.

Source: Treasury, “Supplemental Directive 12-03: Making Home
Affordable Program — Handbook Mapping for MHA Extension
and Expansion and Administrative Clarifications on Tier 2,”
4/17/2012, www.hmpadmin.com//portal/programs/docs/
hamp_servicer/sd1203.pdf, accessed 7/14/2012.

Second-Lien Modification Program (“2MP”)

According to Treasury, 2MP, which was announced on August 13, 2009, is
designed to provide modifications to the loans of borrowers with second mortgages
of at least $5,000 with monthly payments of at least $100 that are serviced by

a participating 2MP servicer, or full extinguishment of second mortgages below
those thresholds. When a borrower’s first lien is modified under HAMP and the
servicer of the second lien is a 2MP participant, that servicer must offer to modify
or may extinguish the borrower’s second lien. Treasury pays the servicer a lump
sum for full extinguishment of the second-lien principal or in exchange for a partial
extinguishment (principal reduction) and modification of the remainder of the
second lien.?** Second-lien servicers are not required to verify any of the borrower’s
financial information and do not perform a separate NPV analysis.?*

There is no minimum principal balance for a full extinguishment of a second
lien under 2MP. For a second-lien modification under 2MP, the servicer first capi-
talizes any accrued interest and servicing advances, then reduces the interest rate
to 1% to 2% for the first five years. After the five-year period, the rate increases to
match the rate on the HAMP-modified first lien. When modifying the second lien,
the servicer must, at a minimum, extend the term to match the term of the first
lien, but can also extend the term up to a maximum of 40 years. To the extent that
there is forbearance or principal reduction for the modified first lien, the second-
lien holder must forbear or forgive at least the same percentage on the second
lien.??’

The servicer receives a $500 incentive payment upon modification of a second
lien. If the loan is in good standing and a borrower’s monthly second-lien payment
is reduced by 6% or more, the servicer is eligible for an annual incentive payment
of $250 per year for up to three years, and the borrower is eligible for an annual
principal reduction payment of up to $250 per year for up to five years.?*® Investors
receive modification incentive payments equal to an annualized amount of 1.6% of
the unmodified principal balance, paid on a monthly basis for up to five years.?*’
In addition, investors also receive incentives for fully or partially extinguishing the
second lien on 2MP modifications. On February 16, 2012, Treasury doubled the
amount of these incentives on 2MP modifications effective on or after June 1,
2012. The current incentive schedule for loans six months delinquent or less is
shown in Table 2.17. For loans that have been more than six months delinquent
within the previous 12 months, investors are paid $0.12 for each dollar of principal
reduced, regardless of the combined LTV ratio.?*

According to Treasury, as of June 30, 2012, 119,938 HAMP modifications had
second liens that were eligible for 2MP. As of that date, there were 63,769 active
permanent modifications of second liens.?*! New 2MP modifications sharply
peaked in March 2011 and have been generally declining since then. Most of the
activity under the program has been modifications to the terms of the second liens.
Median principal reduction was $8,674 for partial extinguishments of second liens
and $61,641 for full extinguishments of second liens.?*? According to Treasury,
as of June 30, 2012, approximately $192.1 million in TARP funds had been paid
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to servicers and investors in connection with 110,173 second-lien full and partial
extinguishments and modifications under 2MP.?33

Agency-Insured Loan Programs (FHA-HAMP, RD-HAMP, and
VA-HAMP)

Some mortgage loans insured or guaranteed by the Federal Housing Administration
(“FHA”), Department of Veterans Affairs (“VA”), or the U.S. Department of
Agriculture Rural Development (“RD”) are eligible for modification under programs
similar to HAMP Tier 1 that reduce borrowers’ monthly mortgage payments to

31% of their monthly gross income. Borrowers are eligible to receive a maximum
$1,000 annual incentive for five years and servicers are eligible to receive a
maximum $1,000 annual incentive from Treasury for three years on mortgages in
which the monthly payment was reduced by at least 6%.%** As of June 30, 2012,
according to Treasury, approximately $9.8 million in TARP funds had been paid

to servicers and borrowers in connection with 6,013 permanent Treasury/FHA-
HAMP modifications. According to Treasury, only $1,834 of TARP funds has been
spent on the seven modifications under RD-HAMP.?* Treasury does not provide
incentive compensation related to VA-HAMP.23

Treasury/FHA Second-Lien Program (“FHA2LP”)

FHA2LP, which was launched on September 27, 2010, provides incentives for
partial or full extinguishment of non-GSE second liens of at least $2,500 originated
on or before January 1, 2009, associated with an FHA refinance.?*” Borrowers must

also meet the eligibility requirements of FHA Short Refinance. TARP has allocated For more information concerning

$2.7 billion for incentive payments to (1) investors ranging from $0.10 to $0.21 FHAZ2LP eligibility, see SIGTARP's

based on the LTV of pre-existing second-lien balances that are partially or fully AISWil7201 I Quarterly Report, pages
85-87.

extinguished under FHA2LP, or they may negotiate with the first-lien holder for a
portion of the new loan, and (2) servicers, in the amount of $500 for each second-
lien mortgage in the program.?*® According to Treasury, as of June 30, 2012, it had
not made any incentive payments under FHA2LP, and no second liens had been
extinguished.?*’

MHA Servicer Assessments

Since June 2011, Treasury has published quarterly Servicer Assessments of the

10 largest mortgage servicers participating in MHA. The most recent assessment
covering the first quarter of 2012 was published on June 6, 2012. During the
fourth quarter of 2011, Ocwen Loan Servicing, LLC acquired the servicing
portfolio of Litton Loan Servicing, LP (“Litton”), another top 10 servicer.?*’ At that
time, Treasury changed from assessing the 10 largest MHA servicers to assessing
only nine servicers.?*!

Servicer Assessments focus on compliance with the requirements of the MHA
program and on program results. The compliance assessment portion is based on
the findings of servicer compliance reviews conducted by Treasury’s compliance
agent. These findings are divided into three performance categories: Identifying and
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For more information on MHA
Servicer Assessments, see Section S:
“SIGTARP Recommendations” of
this report.

Contacting Homeowners; Homeowner Evaluation and Assistance; and Program
Management, Reporting, and Governance. These categories in turn contain several
quantitative and qualitative metrics, which Treasury scores using benchmarks set
by Treasury.>** The servicers are also rated on the effectiveness of their internal
controls in each of the three categories. Because not all of the performance metrics
Treasury examines are reassessed each quarter, some assessment data is typically
carried over from the prior quarter.**

Program results are reported for Aged Trials as a Percentage of Active Trials;
Conversion Rate for Trials Started On or After June 1, 2010; Average Calendar
Days to Resolve Escalated Cases; and Percentage of Missing Modification Status
Reports. The servicer’s performance in each of the four metrics is not scored and
Treasury has not set benchmarks. Treasury compares servicer performance to the
best and worst performances among the other servicers.?**

Treasury issues overall servicer ratings indicating whether the servicer requires
minor improvement, moderate improvement, or substantial improvement. In
the first quarter 2012 MHA servicer assessment, Treasury determined that three
servicers needed minor improvement (OneWest Bank, Select Portfolio Servicing,
and Wells Fargo Bank, N.A.) and that six servicers needed moderate improvement:
Homeward Residential (formerly known as American Home Mortgage Servicing,
Inc.); Bank of America, N.A.; CitiMortgage, Inc; GMAC Mortgage, LLC;
JPMorgan Chase Bank, NA; and Ocwen Loan Servicing, LLC.?*

Prior to this quarter, Treasury had withheld MHA incentives from JPMorgan
Chase Bank, NA, (“JPMorgan”) and Bank of America, N.A. However, as part of
the “robo-signing” settlement between the Federal Government, state Attorneys
General, and major servicers, Treasury released all MHA incentives that it was
withholding.?** The only additional incentives reported as newly withheld from
any servicers for the first quarter of 2012, according to Treasury, total $6,000 and
$2,000 withheld from JPMorgan and Ocwen, respectively, and will be withheld

until certain data is verified.?*

FHA Short Refinance Program

On March 26, 2010, Treasury and HUD announced the FHA Short Refinance
program, which gives borrowers the option of refinancing an underwater, non-
FHA-insured mortgage into an FHA-insured mortgage at 97.75% of the home’s
value. Treasury has allocated TARP funds of (1) up to $8 billion to provide

loss protection to FHA through a letter of credit; and (2) up to $117 million in
fees for the letter of credit.>*® FHA Short Refinance is voluntary for servicers.
Therefore, not all underwater borrowers who qualify may be able to participate in
the program.?* As of June 30, 2012, according to Treasury, 1,437 loans had been
refinanced under the program.?*® As of June 30, 2012, Treasury has not paid any
claims for defaults under the program. According to Treasury, to its knowledge,
no FHA Short Refinance Loans have defaulted; however, it is possible that one or
more loans have defaulted but FHA has not yet evaluated the claims.?*! Treasury
has deposited $50 million into a reserve account for future claims.?>? It has also
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spent approximately $6.6 million on administrative expenses associated with the
letter of credit.?>

Who Is Eligible

To be eligible for FHA Short Refinance, a homeowner must be current on the

existing first-lien mortgage or have made three successful trial period payments; be For more information concerning
in a negative equity position; occupy the home as a primary residence; qualify for FHA Short Refinance eligibility, see
the new loan under standard FHA underwriting and credit score requirements and SIGTARP's April 2011 Quarterly

have an existing loan that is not insured by FHA.?** According to the Department Report, pages 85-87.

of Housing and Urban Development (“HUD”), it evaluates the credit risk of the
loans.?*

How FHA Short Refinance Works

Servicers must first determine the current value of the home using a third-party
appraisal by a HUD-approved appraiser. The borrower is then reviewed for credit
risk and, if necessary, referred for a review to confirm that the borrower’s total
monthly mortgage payments on all liens after the refinance is not greater than
31% of the borrower’s monthly gross income and the borrower’s total household
debt is not greater than 50%.° Next, the lien holders must forgive principal that is
more than 115% of the value of the home. In addition, the original first-lien lender
must forgive at least 10% of the unpaid principal balance of the first-lien loan,

in exchange for a cash payment for 97.75% of the current home value from the
proceeds of the refinance. The lender may maintain a subordinate second lien for
up to 17.25% of that value (for a total balance of 115% of the home’s value).?”

If a borrower defaults, the letter of credit purchased by TARP compensates the
investor for a first percentage of losses, up to specified amounts.?*® FHA is poten-
tially responsible for the remaining approximately 86.6% of potential losses on each
mortgage, until the earlier of either (1) the time that the $8 billion letter of credit is
exhausted, or (2) 10 years from the issuance of the letter of credit (October 2020),
at which point FHA will bear all of the remaining losses.?*

Housing Finance Agency Hardest Hit Fund (“HHF”)
On February 19, 2010, the Administration announced a housing support program
known as the Hardest Hit Fund. Under HHF, TARP dollars would fund “innovative
measures” developed by 19 state housing finance agencies (“HFAs”) and approved
by Treasury to help families in the states that have been hit the hardest by the
aftermath of the housing bubble.?*® The first round of HHF allocated $1.5 billion
of the amount initially allocated for MHA initiatives. According to Treasury, these
funds were designated for five states where the average home price had decreased
more than 20% from its peak. The five states were Arizona, California, Florida,
Michigan, and Nevada.?®! Plans to use these funds were approved by Treasury on
June 23, 2010.2%

On March 29, 2010, Treasury expanded HHF to include five additional states
and increased the program’s potential funding by $600 million, bringing total
funding to $2.1 billion. The additional $600 million was designated for North
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Carolina, Ohio, Oregon, Rhode Island, and South Carolina. Treasury indicated that
these states were selected because of their high concentrations of people living in
economically distressed areas, defined as counties in which the unemployment rate
exceeded 12%, on average, in 2009.2% Plans to use these funds were approved by
Treasury on August 3, 2010.2*

On August 11, 2010, Treasury pledged a third round of HHF funding of $2
billion to states with unemployment rates at or above the national average.*®
The states designated to receive funding were Alabama, California, Florida,
Georgia, Illinois, Indiana, Kentucky, Michigan, Mississippi, Nevada, New Jersey,
North Carolina, Ohio, Oregon, Rhode Island, South Carolina, Tennessee, and
Washington, DC.**¢ Treasury approved third round proposals on September 23,
2010.%¢” On September 29, 2010, a fourth round of HHF funding of an additional
$3.5 billion was made available to existing HHF participants.?*®
Treasury approved state programs and allocated the $7.6 billion in TARP funds

in five categories of assistance:**

¢ $4.4 billion for unemployment assistance

¢ $1.4 billion allocated for principal reduction

e $817 million for reinstatement of past-due amounts

¢ $83 million for second-lien reduction

¢ $45 million for transition assistance, including short sales and deed-in-lieu of
foreclosure

Each state’s HFA reports program results (i.e., number of applications approved
or denied and assistance provided) on a quarterly basis on its own state website.
Treasury does not publish the data either by individual HFA or in the aggregate.
Treasury indicated that states can reallocate funds between programs and modify
existing programs as needed, with Treasury approval, until funds are expended
or returned to Treasury after December 31, 2017. According to Treasury, since
December 31, 2011, eight states have reallocated funds, modified or eliminated
existing programs, or established new HHF programs with Treasury approval,
bringing the total number of HHF programs in 18 states and Washington, DC, as
of June 30, 2012, to 56.2™

Table 2.18 shows the obligation of funds and funds drawn for states participat-
ing in the four rounds of HHF as of June 30, 2012. As of that date, according to
Treasury, the states had drawn down $1.1 billion under the program. According
to Treasury, the states had spent only a limited portion of the amount drawn on
assisting borrowers; see Table 2.18. More than half of the amount drawn is held as
unspent cash-on-hand with HFAs or is used for administrative expenses.?”!
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TABLE 2.18

HHF FUNDING OBLIGATED AND DRAWDOWNS BY STATE, AS OF 6/30/2012

Recipient Amount Obligated Amount Drawn*
Alabama $162,521,345 $28,000,000
Arizona 267,766,006 21,255,000
California 1,975,334,096 217,490,000
Florida 1,057,839,136 89,800,000
Georgia 339,255,819 38,200,000
llinois 445,603,557 96,500,000
Indiana 221,694,139 22,000,000
Kentucky 148,901,875 24,000,000
Michigan 498,605,738 47,317,776
Mississippi 101,888,323 7,641,624
Nevada 194,026,240 17,922,000
New Jersey 300,548,144 22,513,704
North Carolina 482,781,786 128,000,000
Ohio 570,395,099 96,100,000
Oregon 220,042,786 107,501,070
Rhode Island 79,351,573 26,000,000
South Carolina 295,431,547 40,000,000
Tennessee 217,315,593 31,315,593
Washington, DC 20,697,198 10,034,860
Total $7,600,000,000 $1,071,591,627

Source: Treasury, response to SIGTARP data call, 7/5/2012.

*Amount drawn includes funds for program expenses (direct assistance to borrowers), administrative expenses, and cash-on-hand.

As of March 31, 2012, the latest data available, HHF had provided $350.8

272 Each state estimates the number of

million in assistance to 43,580 homeowners.
borrowers to be helped in its programs. Treasury allows the HFAs to change this
estimate. The aggregate of these estimated ranges has decreased in the last year. audit report, “Factors Affecting

As of March 31, 2012, the 19 state HFAs collectively estimate helping between Implementation of the Hardest Hit
452,034 and 476,672 homeowners over the life of the program.?” Table 2.19 pro- Fund Program.”

vides this estimate as well as the actual number of borrowers helped by state using

data as of March 31, 2012.

For more information on HHF,
see SIGTARP's April 12, 2012,
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TABLE 2.19

HHF ESTIMATED AND ACTUAL NUMBER OF BORROWERS ASSISTED AND
ASSISTANCE PROVIDED, BY STATE, AS OF 3/31/2012

Estimated Number

of Participating
Households to
be Assisted by

Actual Borrowers

Receiving Assistance

Assistance Provided

Recipient 12/31/2017* as of 3/31/2012** as of 3/31/2012**
Alabama 8,500 1,579 $10,113,978
Arizona 3,207 484 9,262,887
California 88,774 6,681 58,554,423
Florida 106,000 4,745 20,849,632
Georgia 18,300 872 4,535,143
Ilinois 17,000 to 29,000 1,569 16,926,236
Indiana 13,392 546 3,635,792
Kentucky 5,342 to 13,000 1,519 11,296,861
Michigan 38,687 4,165 15,086,894
Mississippi 3,800 398 3,064,124
Nevada 10,371 891 5,188,469
New Jersey 6,900 171 970,886
North Carolina 22,290 5,258 48,922,052
Ohio 57,300 5,020 48,353,363
Oregon 13,630 4,579 49,879,568
Rhode Island 2,921 1,340 10,299,394
South Carolina 21,600 to 26,100 2,233 19,726,540
Tennessee 13,500 1,267 10,858,838
Washington, DC 520 to 1,000 263 3,305,577
Total 452,034 to 476,672 43,580 $350,820,656

second-lien reduction, and 0.1% for transition assistance.>”*

* Source: Estimates are from the latest HFA Participation Agreements as of 3/31/2012. Later amendments are not included for
consistency with Quarterly Performance reporting.

States report the Estimated Number of Participating Households individually for each HHF program they operate. This column
shows the totals of the individual program estimates for each state. Therefore, according to Treasury, these totals do not
necessarily translate into the number of unique households that the states expect to assist because some households may
participate in more than one HHF program.

** Sources: First quarter 2012 HFA Performance Data quarterly reports and First Quarter 2012 HFA Aggregate Quarterly Report.
Both sources are as of 3/31/2012.

As of March 31, 2012, 76% of the HHF assistance received by homeowners
was for unemployment assistance. The remaining assistance can be broken down
to 20% for reinstatement of past due amounts, 4% for principal reduction, 1% for
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FINANCIAL INSTITUTION SUPPORT PROGRAMS

Treasury created six TARP programs through which it made capital investments
or asset guarantees in exchange for equity in participating financial institutions.
Three of the programs, the Capital Purchase Program (“CPP”), the Community
Development Capital Initiative (“CDCI”), and the Capital Assistance Program
(“CAP”), were open to all qualifying financial institutions (“QFIs”). The other
three, the Systemically Significant Failing Institutions (“SSFI”) program, the
Targeted Investment Program (“TTP”), and the Asset Guarantee Program (“AGP”),
were available on a case-by-case basis to institutions that needed assistance beyond
that available through CPP. With the expiration of TARP funding authorization, no
new investments can be made through these six programs.

To help improve the capital structure of some struggling TARP recipients,
Treasury has agreed to modify its investment in certain cases by converting the pre-
ferred stock it originally received into other forms of equity, such as common stock

or mandatorily convertible preferred stock (“MCP”).2">

Capital Purchase Program

Treasury's stated goal for CPP was to invest in “healthy, viable institutions” as a
way to promote financial stability, maintain confidence in the financial system, and
enable lenders to meet the nation’s credit needs.?”® CPP was a voluntary program
open to all QFIs through an application process. QFIs included U.S.-controlled
banks, savings associations, and certain bank and savings and loan holding
companies.?’’

Under CPP, Treasury used TARP funds predominantly to purchase preferred
equity interests in QFIs. The QFIs issued Treasury senior preferred shares that pay
a 5% annual dividend for the first five years and a 9% annual dividend thereafter. In
addition to the senior preferred shares, publicly traded QFIs issued Treasury war-
rants to purchase common stock with an aggregate market price equal to 15% of
the senior preferred share investment. Privately held QFIs issued Treasury warrants
to purchase additional senior preferred stock worth 5% of Treasury’s initial pre-
ferred stock investment.?”® In total, Treasury invested $204.9 billion of TARP funds
in 707 QFIs through CPP.?”

As of June 30, 2012, 325 of those 707 institutions remained in CPP, accord-
ing to Treasury.?®® Of the 382 that have exited CPP, 165, or 43.2%, did so through
other government programs — 28 of them through TARP’s CDCI and 137 through
the Small Business Lending Fund (“SBLF”), a non-TARP program.?! Only 164 of
the banks that exited, or 42.9%, fully repaid CPP otherwise.?®* In addition, three
CPP banks merged with other CPP banks; Treasury sold its investments in 33
institutions at a loss; and 17 institutions or their subsidiary banks failed, meaning
Treasury lost its entire investment in those banks.?%?

Mandatorily Convertible Preferred
Stock (“MCP"): A type of preferred
share (ownership in a company that
generally entitles the owner of the
shares to collect dividend payments)
that can be converted to common
stock under certain parameters at the
discretion of the company — and must
be converted to common stock by a
certain time.

For discussion of SIGTARP's
recommendations on TARP exit paths
for community banks, see SIGTARP's
October 2011 Quarterly Report, pages
167-169.
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Subordinated Debentures: Form of
debt security that ranks below other
loans or securities with regard to
claims on assets or earnings.

Status of Funds

According to Treasury, through CPP, Treasury purchased $204.9 billion in
preferred stock and subordinated debentures from 707 QFTIs in 48 states, the
District of Columbia, and Puerto Rico. Although the 10 largest investments
accounted for $142.6 billion of the program, CPP made many smaller investments:
331 of 707 recipients received $10 million or less.?** Table 2.20 shows the
distribution of investments by amount.

TABLE 2.20
CPP INVESTMENT SIZE BY INSTITUTION, AS OF 6/30/2012

Original® Outstanding®
$10 billion or more 6 0
$1 billion to $10 billion 19 0
$100 million to $1 billion 57 17
Less than $100 million 625 308
Total 707 325

Notes: Data based on the institutions’ total CPP investments. There are more than 30 institutions that have received multiple

transactions through CPP.

2These numbers are based on total Treasury CPP investment since 10/28/2008.

® Amount does not include those investments that have already been repaid, sold to a third party at a discount, merged out of the
CPP portfolio, exchanged their CPP investments for an investment under CDCI, or are related to institutions that filed for bankruptcy
protection or had a subsidiary bank fail. Figures are based on total investments outstanding. Included in those figures are the six
banks that were converted to common shares at a discount. The outstanding amount represented is the original par value of the
investment. Treasury does not include in the number of banks with outstanding CPP investments those institutions that have repaid
their CPP principal but still have warrants outstanding.

Source: Treasury, response to SIGTARP data call, 7/5/2012.

As of June 30, 2012, 325 banks remained in CPP and taxpayers were still owed
$13.8 billion related to CPP. According to Treasury, it had write-offs and realized
losses of $2.8 billion in the program, leaving $11.1 billion in TARP funds outstand-
ing. According to Treasury, $191.1 billion of the CPP principal (or 93.3%) had been
repaid as of June 30, 2012. That repayment tally includes $245 million in proceeds
from an auction held from June 11 through June 13, 2012, of preferred stock in
seven banks, but does not include $204.4 million in proceeds from an auction held
from June 25 through June 27, 2012, of preferred stock in another seven banks.
The repayment amount also includes $363.3 million in preferred stock that was
converted from CPP investments into CDCI and therefore still represents out-
standing obligations to TARP, and $2.2 billion that was refinanced in 2011 into
SBLF, a non-TARP Government program.*® As of June 30, 2012, Treasury had
received approximately $11.7 billion in interest and dividends from CPP recipients.
Treasury also had received $7.7 billion through the sale of CPP warrants that were
obtained from TARP recipients.?® Figure 2.2 provides a snapshot of CPP funds
outstanding and associated repayments. For a complete list of CPP share repur-
chases, see Appendix D: “Transaction Detail.”
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FIGURE 2.2

SNAPSHOT OF CPP FUNDS REPAID AND OWED TO TAXPAYERS,
BY QUARTER ($ BILLIONS)
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[E CPP Funds Owed to Taxpayers at Quarter's End
Notes: Numbers may be affected by rounding. Data presented for calendar quarters.

Source: Treasury, Transactions Report, 6/27/2012.

CPP Banks Exiting TARP by Refinancing into SBLF

On September 27, 2010, the President signed into law the Small Business Jobs
Act of 2010 (“Jobs Act”), which created the non-TARP program SBLF for Treasury
capital investments in institutions with less than $10 billion in total assets.?®”

The Jobs Act specifically contemplated that some CPP institutions could apply
to exit TARP by refinancing into SBLF. According to Treasury, it received a total of
935 SBLF applications, of which 320 were TARP recipients under CPP (315) or
CDCI (5).%8

Treasury approved the exit of 137 CPP participants from TARP, which included
refinancing Treasury’s TARP preferred stock into $2.7 billion in SBLF 