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EXECUTIVE SUMMARY




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM




QUARTERLY REPORT TO CONGRESS | APRIL 21, 2009

The Troubled Asset Relief Program (“TARP”) now includes 12 separate, but often inter-
related, programs involving Government and private funds of up to almost $3 trillion
— roughly the equivalent of last year’s entire Federal budget. From programs involv-
ing large capital infusions into hundreds of banks and other financial institutions, to

a mortgage modification program designed to modify millions of mortgages, to public-
private partnerships purchasing “toxic” assets from banks using tremendous leverage
provided by Government loans or guarantees, TARP has evolved into a program of
unprecedented scope, scale, and complexity. Before the American people and their
representatives in Congress can meaningfully evaluate the effectiveness of this historic
program, that scope and scale must be placed into proper context, and the complexity
must be made understandable. That is what this report attempts to do.

In this report, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP”) endeavors to (i) explain the various TARP
programs and how the Department of the Treasury (“Treasury”) has used those
programs through March 31, 2009, (ii) describe what SIGTARP has done since its
Initial Report to Congress, dated February 6, 2009 (the “Initial Report”), to oversee
this historic program with respect to both audits and investigations, and (iii) set

forth a series of recommendations for the operation of TARP.

TREMENDOUS EXPANSION IN THE SCOPE,
SCALE, AND COMPLEXITY OF TARP

TARP, as originally envisioned in the fall of 2008, would have involved the purchase,
management, and sale of up to $700 billion of “toxic” assets, primarily troubled mort-
gages and mortgage-backed securities (“MBS”). That framework was soon abandoned,
however, and the program’s scope, size, and complexity have dramatically increased. As
of the writing of this report, TARP funds are being used, or have been announced to be
used, in connection with 12 separate programs that, as set forth in Table 1.1, involve
a total (including TARP funds, Federal Reserve loans, Federal Deposit Insurance
Corporation (“FDIC”) guarantees, and private money) that could reach nearly $3
trillion.

Treasury has announced, as of March 31, 2009, the parameters of how
$590.4 billion of the $700 billion in TARP funding authorized by the Emergency
Economic Stabilization Act of 2008 (“EESA”) would be spent through the 12
programs. Of the $590.4 billion that Treasury has committed, $328.6 billion has
actually been spent as of March 31, 2009. This report provides an update on those
TARP programs that had been announced as of SIGTARP’s Initial Report, as well

as descriptions of programs that have subsequently been announced.
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TABLE 1.1

TOTAL FUNDS SUBJECT TO SIGTARP OVERSIGHT, AS OF MARCH 31, 2009 ($ BILLIONS)

Total Projected  Projected TARP

Program Brief Description or Participant Funding Funding
Capital Purchase Program (“CPP") Investm_e_nts in 532 banks to date; 8 institutions total $218.0 $218.0
$125 billion
Automotive Industry Financing Program (“AlFP”) GM, Chrysler, GMAC, Chrysler Financial $25.0 $25.0
Auto Supplier Support Program (“ASSP”) Government-backed protection for auto parts suppliers $5.0 $5.0
Unlocking Credit for Small Businesses (“UCSB") Purchase of securities backed by SBA loans $15.0 $15.0
Systemically Significant Failing Institutions (“SSFI") ~ AIG Investment $§70.0 $70.0
Targeted Investment Program (“TIP") Citigroup, Bank of America Investments $40.0 $40.0
Asset Guarantee Program (“AGP”) Citigroup, Bank of America, Ring-Fence Asset Guarantee $419.0 $12.5
Term Asset-Backed Securities Loan Facility (“TALF”) Zggﬂ?;iggn—recourse loans for purchase of assetbacked $1,000.0 $80.0
Making Home Affordable (“MHA") Program Modification of mortgage loans $§75.0 $50.0
Public-Private Investment Program (“PPIP”) Disposition of legacy assets; Legacy Loans Program, $500.0 - $1,000.0 $75.0

Legacy Securities Program (expansion of TALF)

Capital Assistance Program (“CAP”) g)asriital to qualified financial institutions; includes stress 8D 8D
New Programs, or Funds Remaining for Existing Potential additional funding related to CAP; AIFP; Auto $109.5 $109.5
Programs Warranty Commitment Program; other ’ ’

Total $2,476.5 - $2,976.5 $700.0

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

OVERSIGHT ACTIVITIES OF SIGTARP

Since the Initial Report, SIGTARP has been actively engaged in fulfilling its vital inves-
tigative and audit functions as well as in building its staff and organization.

On the investigations side, SIGTARP’s Hotline (877-SIG-2009 or accessible
at www.SIGTARP.gov) is staffed, operational, and providing an interface with the
American public to facilitate the reporting of concerns, allegations, information,
and evidence of violations of criminal and civil laws in connection with TARP. As of
the drafting of this report, the SIGTARP Hotline has received and analyzed nearly
200 tips, running the gamut from expressions of concern over the economy to
serious allegations of fraud. Both from the Hotline and from other leads, SIGTARP
has initiated, to date, almost 20 preliminary and full criminal investigations.
Although the details of those investigations generally will not be discussed unless
and until public action is taken, the cases vary widely in subject matter and include
large corporate and securities fraud matters affecting TARP investments, tax mat-
ters, insider trading, public corruption, and mortgage-modification fraud.

SIGTARP has been proactive in dealing with potential fraud in TARP. For
example, to get out in front of any efforts to profit criminally from the Term
Asset-Backed Securities Loan Facility (“TALF”), which, as announced, involves

up to $1 trillion of lending by the Federal Reserve backed by up to $80 billion in
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TARP funds, SIGTARP has organized and leads a multi-agency task force to deter,
detect, and investigate any instances of fraud or abuse in the program. In addi-
tion to SIGTARP, the TALF Task Force consists of the Office of the Inspector
General of the Board of Governors of the Federal Reserve Board, the Federal
Bureau of Investigation, Treasury’s Financial Crimes Enforcement Network, U.S.
Immigration and Customs Enforcement, the Internal Revenue Service Criminal
Investigation division, the Securities and Exchange Commission, and the U.S.
Postal Inspection Service. Representatives from each member organization partici-
pate in regular briefings about TALF, collectively identify areas of fraud vulnerabil-
ity, engage in the training of agents and analysts with respect to the complex issues
surrounding the program, and will serve as points of contact for leads relating to
TALF and any resulting cases that are generated. The TALF Task Force represents
a historic law enforcement effort with an ambitious goal: to redefine the policing of
complex Federal Government programs by proactively arranging a coordinated law
enforcement response before fraud occurs.

On the audit side, SIGTARP has initiated and is in the process of conducting

six audits:

¢ Use of Funds: SIGTARPs first audit examines the use of TARP funds by TARP
recipients, and is based upon a survey that SIGTARP sent to 364 TARP recipi-
ents that had received funds as of January 31, 2009.

e Executive Compensation Compliance: SIGTARP’s second audit, also based
on SIGTARP’s survey, examines how TARP recipients are implementing controls
with respect to applicable executive compensation restrictions.

¢ Bank of America: The third audit examines the review and approval processes
associated with TARP assistance to Bank of America under three different
TARP programs and examines Treasury’s decision making related to additional
TARP assistance provided in connection with Bank of America’s acquisition
of Merrill Lynch. Since its commencement, the audit’s scope has expanded to
examine broadly Treasury’s decision making regarding the first nine institutions
to be considered for funding under TARP.

¢ External Influences: The fourth audit examines whether, or to what extent, ex-
ternal parties may have sought to influence decision making by Treasury or bank
regulators in considering and deciding on applications for funding from individ-
ual banks seeking TARP funds. This audit seeks to determine what procedures
are in place to avoid undue outside influence on the process, whether there are
any indications of any undue influence, and what actions might be needed to
strengthen existing processes to avoid such undue influences in the future.

e AIG Bonuses: The next audit examines Federal oversight of executive compen-
sation requirements, with a particular focus on recent payouts of large bonus

payments to American International Group, Inc. (“AIG”) employees. SIGTARP
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has undertaken an audit to determine: (i) the extent to which the recent bonus
payments were made in accordance with conditions imposed in return for TARP
assistance, and (ii) Treasury’s monitoring of AIG’s executive compensation
agreements and whether it was aware of the full range of executive compensa-
tion, bonus, and retention payments throughout AIG’s corporate structure.

e AIG Counterparty Payments: AIG, which has received the largest amount of
financial assistance from the Government during the current financial crisis,
reportedly made counterparty payments to other financial institutions, including
foreign institutions and other TARP recipients, at 100% of face value. SIGTARP
will examine the basis for the counterparty payments and seek to determine

whether any efforts were made to negotiate a reduction in those payments.

SIGTARP'S RECOMMENDATIONS ON THE
OPERATION OF TARP

One of SIGTARP’s oversight responsibilities is to provide recommendations to Treasury
so that TARP programs can be designed or modified to facilitate effective oversight

and transparency and to prevent fraud, waste, and abuse. In Section 4 of this report,
SIGTARP details instances in which Treasury has addressed recommendations made in

and since the Initial Report, and makes a series of new recommendations, including:

e Use of Funds: SIGTARP continues to recommend that Treasury require all
TARP recipients to report on their actual use of TARP funds. This recom-
mendation is particularly important with respect to the potential application of
the Capital Purchase Program (“CPP”) to large insurance companies that may
have purchased banks eligible for CPP in order to access TARP funds, and to
Treasury’s recent announcement of an additional $30 billion investment in AIG.
Simply put, the American people have a right to know how their tax dollars are
being used. This recommendation applies not only to capital investment and
lending programs involving banks and other financial institutions, but also to
programs in which TARP funds are used to purchase troubled assets, including
transactions in the Public-Private Investment Program (“PPIP”) and surrenders
of collateral in TALF.

e Expansion of TALF: The announced expansion of TALF to permit the posting
of MBS as collateral poses significant fraud risks, particularly with respect to
legacy residential MBS (“RMBS”). SIGTARP has made a series of recommenda-
tions to mitigate these risks, including, among others, that Treasury should re-
quire a security-by-security screening for legacy RMBS; that any RMBS should
be rejected as collateral if the loans backing particular RMBS do not meet

certain baseline underwriting criteria or are in categories that have been proven
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to be riddled with fraud, including certain undocumented subprime residen-
tial mortgages (i.e., “liar loans”); and that Treasury should require significantly
higher haircuts for all MBS, with particularly high haircuts for legacy RMBS.
PPIP Fraud Vulnerabilities: Aspects of PPIP make it inherently vulnerable to
fraud, waste, and abuse, including significant issues relating to conflicts of inter-
est facing fund managers, collusion between participants, and vulnerabilities to
money laundering. SIGTARP has made a series of recommendations to address
these concerns, including, among others, that Treasury should (i) impose strict
conflict-of-interest rules upon Public-Private Investment Fund (“PPIF”) fund
managers, (ii) mandate transparency with respect to the participation and man-
agement of PPIFs, including disclosure of the beneficial owners of the private
equity stakes in the PPIFs and of all transactions undertaken in them, and (iii)
that all PPIF fund managers have stringent investor-screening procedures, in-
cluding comprehensive “Know Your Customer” requirements at least as rigorous
as that of a commercial bank or retail brokerage operation.

Interaction Between PPIP and TALF: In announcing the details of PPIP,
Treasury has indicated that PPIFs under the Legacy Securities Program could,
in turn, use the leveraged PPIF funds (two-thirds of which will likely be taxpayer
money) to purchase legacy MBS through TALF, greatly increasing taxpayer
exposure to losses with no corresponding increase of potential profits. Such an
expansion could cause great harm to one of the fundamental taxpayer protec-
tions in the original design of TALF by significantly diluting the private party’s
personal stake, the “skin in the game,” and therefore reduce their incentive to
conduct appropriate due diligence. Treasury should not allow Legacy Securities
PPIFs to invest in TALF unless significant mitigating measures are included

to address the dilution of this incentive, which could include prohibiting the
use of leverage for PPIFs investing through TALF or proportionately increasing
haircuts for PPIFs that do so.

Mortgage Modification Program: To prevent fraud in the mortgage modifica-
tion program, SIGTARP has recommended that Treasury build certain fraud
protections into the mechanics of the program, including requiring third-party
verification of residence and income, conducting a closing-like procedure in
which identities of participants are confirmed, and delaying modification incen-
tive payments to servicers. SIGTARP has also recommended that Treasury
proactively educate homeowners about the nature of the program, publicize that
no fee is necessary to participate in the program, and collect and maintain a
database of the names and identifying information for each participant in each

mortgage modification transaction.
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REPORT ORGANIZATION

The report is organized as follows:

e Section 1 describes the activities of SIGTARP.

e Section 2 describes how Treasury has spent TARP money thus far and con-
tains an explanation or update of each program, both implemented and recently
announced.

e Section 3 describes the operations and administration of the Office of Financial
Stability (“OFS”), the office within Treasury that manages TARP.

e Section 4 lays out SIGTARP’s recommendations to Treasury with respect to the
operation of TARP.

¢ The report also includes numerous appendices containing, among other things,
figures and tables detailing all TARP investments through March 31, 2009.

The goal is to make this report a ready reference on what TARP is and how it
has been used to date. In the interest of making this report as understandable as
possible, and thereby furthering general transparency of the program itself, certain
technical terms are highlighted in the text and defined in the adjacent margin.

In addition, portions of Section 2 are devoted to tutorials explaining the financial

terms and concepts necessary to obtain a basic understanding of TARP operations.
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SIGTARP'S 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 Stabilization
Act of 2008 (“EESA”). Under EESA, 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”). SIGTARP is required to report quarterly to Congress describ-
ing SIGTARP's activities and providing certain information 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 of Government.

The Special Inspector General, Neil M. Barofsky, was confirmed by the Senate
on December 8, 2008, and sworn into office on December 15, 2008.

On March 25, 2009, Congress unanimously passed the Special Inspector
General for the Troubled Asset Relief Program Act of 2009 (the “SIGTARP Act” or
the “Act”), which amends EESA as follows:

e provides SIGTARP the authority, with limited exceptions, to conduct, supervise,
and coordinate audits and investigations into any actions taken under EESA

¢ makes clear that SIGTARP can undertake law enforcement functions without
first obtaining Attorney General approval

e gives SIGTARP the responsibility to coordinate and cooperate with other in-
spectors general on oversight of TARP-related activities

o clarifies that SIGTARP’s quarterly reports are due 30 days after the end of a fis-
cal quarter

e provides SIGTARP with the ability to hire up to 25 Federal retirees, without off-
set of their pension, and, for six months, the authority to hire Federal employees
under 5 U.S.C. § 3161, which gives employees a right to return to their original
agencies once SIGTARP no longer exists

e requires the Treasury Secretary to take steps to address deficiencies identified by
SIGTARP or certify to Congress that no action is necessary or appropriate

e mandates that SIGTARP shall provide a report to Congress, by September 1,
2009, on how TARP recipients have used TARP funds

e releases SIGTARP’s $50 million allocation for immediate use

SIGTARP believes that the Act makes clear that it has the authorities it needs to
fulfill its mission and will significantly improve its ability to attract and hire experi-
enced Government auditors and investigators. As of April 17, 2009, the Act had not

yet been signed into law.

Emergency Economic Stabilization Act of
2008 (“EESA"): A law enacted in response
to the global financial crisis. This act
created TARP and authorized Treasury

to spend up to $700 billion to purchase
troubled assets.

Special Inspector General for the Troubled
Asset Relief Program Act of 2009: The
measure amends EESA and expands the
authority of the TARP Special Inspector
General to conduct, supervise, and
coordinate audits and investigations
regarding any action taken pursuant to
EESA.
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SIGTARP'S MISSION AND CORE VALUES

SIGTARP’s mission is to advance economic stability through transparency, coordi-
nated oversight, and robust enforcement, thereby being a voice for, and protecting
the interests of, those who fund TARP — i.e., the American taxpayers. SIGTARP
does so by promoting transparency in TARP, through effective oversight of TARP in
coordination with other relevant oversight bodies, and by robust criminal and civil
enforcement against those, whether inside or outside of Government, who waste,

steal, or abuse TARP funds.

Transparency

Promoting transparency in the management and operation of TARP is one of
SIGTARP’s primary roles. Through EESA, the American taxpayer has been asked
to fund — through programs now involving up to approximately $3 trillion — an
unprecedented effort to stabilize the financial system and promote economic re-
covery. In this context, the public has a right to know how the U.S. Department of
the Treasury (“Treasury”) decides to invest that money, how it manages the assets it
obtains, and how TARP recipients use these funds. Transparency is a powerful tool
to ensure accountability and that all those managing and receiving TARP funds will

act appropriately, consistent with the law, and in the best interests of the country.

Coordinated Oversight

SIGTARP plays a vital role in promoting economy and efficiency in the manage-
ment of TARP and views its oversight role both prospectively (by advising TARP
managers on issues relating to internal controls and fraud prevention, for example)
and retrospectively (by assessing the effectiveness of TARP activities over time and
suggesting improvements). SIGTARP’s oversight role also reaches the recipients
of TARP funds; in that context, SIGTARP complements Treasury’s compliance
function to ensure that recipients are satisfying their obligations under the various
TARP initiatives. SIGTARP plays a significant coordinating role — formalized in
the SIGTARP Act — among the TARP oversight bodies both to ensure maximum
oversight coverage and to avoid redundant and unduly burdensome requests on

Treasury personnel who run the program.

Robust Enforcement

SIGTARP’s third primary role is to prevent, detect, and investigate cases of fraud,
waste, and abuse of TARP funds and programs. Through its own audit and inves-
tigative resources and through partnership with other relevant law enforcement
agencies, SIGTARP is committed to robust criminal and civil enforcement against

those, whether inside or outside of Government, who waste, steal, or abuse TARP

funds.
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SIGTARP'S OVERSIGHT ACTIVITIES SINCE THE
INITIAL REPORT

In light of the size and complexity of TARP and the speed with which TARP has
been implemented, it has been imperative that SIGTARP conduct a full range of
oversight activities even while it builds its staff and capabilities. Since SIGTARP’s
Initial Report to Congress, dated February 6, 2009 (the “Initial Report”), SIGTARP
has continued to conduct its oversight tasks in multiple parallel tracks, from
making recommendations relating to preventing fraud and abuse prospectively, to
coordinating closely with other oversight bodies in both the audit and investigative
arenas, to auditing aspects of TARP both inside and outside of Government, all the
while trying to promote transparency in TARP programs to the American

people and Congress.

Maintaining Lines of Communication with TARP Managers
SIGTARP has attempted to establish and maintain regular lines of communications
with the personnel primarily responsible for running TARP, including those work-
ing within Treasury’s Office of Financial Stability (“OFS”) and Office of General
Counsel (“OGC”) and within other agencies who manage TARP-related programs
or activities, such as the bank regulators, the Federal Reserve Board, and the

Federal Reserve Bank of New York (“FRBNY”):

e SIGTARP personnel generally receive briefings concerning each new TARP
initiative and new developments in implemented programs when necessary.

e The Special Inspector General and Chief of Staff meet weekly with the head of
OFS and OFS’s Chief Compliance Officer to discuss ongoing issues and new
developments.

e Staff members communicate regularly with OFS’s Chief Compliance Officer,
who serves as OFS’s day-to-day liaison with SIGTARP.

e SIGTARP also meets regularly with Treasury’s lawyers within OGC to discuss
any legal issues relating to TARP.

e Upon request, personnel from OFS’s outside vendors have made themselves
available to SIGTARP personnel.

e SIGTARP has established regular communication with officials from the
Federal Reserve System (staff from the Federal Reserve Board of Governors and
FRBNY) in connection with the Federal Reserve TARP-related programs.

Generally, Treasury and the other agencies have been cooperative in making
their personnel available to SIGTARP and have responded to SIGTARP’s requests

for documents and information.
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Asset-Backed Securities (“ABS”): A trad-
able security backed by a pool of loans,
leases, or any other cash-flow-producing
assets. For a more detailed discussion of
the securitization process, see the “TARP
Tutorial: Securitization” discussion in
Section 2 of this report.

Financial Stability Plan (“FSP"): A Depart-
ment of Treasury plan to stabilize and
repair the financial system, and support
the flow of credit necessary for economic
recovery.

Mortgage-Backed Securities (“MBS”):

A set of similar mortgages bundled
together by a financial institution and sold
as one security — a type of ABS.

In connection with this open communication between SIGTARP and TARP
managers, SIGTARP has endeavored, to the extent it has had an opportunity, to ex-
amine the planned framework for TARP initiatives before their terms are finalized
and to make recommendations designed to advance oversight and internal controls
and prevent waste, fraud, and abuse within the programs. Since the Initial Report,
SIGTARP has made such recommendations with regard to TALF and the Mortgage

Modification Program, among others.

TALF
The Term Asset-Backed Securities Loan Facility (“TALF”) is a Federal Reserve-led
program in which FRBNY makes loans that are designed to be fully secured by

collateral — asset-backed securities (“ABS”). The loans have terms of up to three
years and are non-recourse; that is, if the borrower defaults on the loan, the Federal
Reserve will have no recourse against the borrower beyond the collateral for the
loan. Surrendered collateral will be purchased by a special purpose vehicle that
will be funded in part by TARP funds. As TALF is currently structured, FRBNY
will loan up to $200 billion (supported by credit protection of up to $20 billion

in TARP funds in the event of default), secured by ABS that are backed by credit
card loans, auto financing, student loans, auto floorplan loans, business equipment
loans, mortgage servicing advances, and Small Business Administration (“SBA”)
loans. A potential expansion of TALF has been announced as part of Treasury’s
Financial Stability Plan (“FSP”), with respect to both the inclusion of additional
asset classes, such as newly issued and legacy commercial mortgage-backed securi-
ties (“MBS”) and non-agency residential MBS, and to increase lending to up to $1
trillion, supported by up to $80 billion of TARP funds in the event of default. For a
more detailed description of the changes to TALF, see the TALF portion of Section
2: “TARP Implementation.”

The Initial Report contained a series of SIGTARP recommendations with
regard to the design of TALF. Since the Initial Report, SIGTARP has remained in
regular contact with Treasury and FRBNY with regard to oversight and fraud pre-
vention in TALF and has sought greater transparency, explicit oversight access, and
assurances regarding underwriting standards on the loans underlying the securities,
among other things. SIGTARP’s past and new recommendations regarding TALF
are discussed in greater detail in Section 4 of this report. Although not all of these
recommendations have been adopted, the design of the program, in SIGTARP’s
view, has significantly improved from an oversight perspective due to SIGTARP’s

suggestions and FRBNY’s willingness to engage on these issues.

Mortgage Modification Program

As discussed in Section 2 in detail, Treasury’s FSP includes a program entitled the
Home Affordable Modification Program (“HAMP”) through which TARP funds
will be made available to mortgage loan servicers to encourage them to modify
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certain existing mortgages in an effort to reduce the rate of foreclosures. SIGTARP
had a series of briefings with OFS with respect to this program, and, after consul-
tation with mortgage fraud experts at the Federal Bureau of Investigation (“FBI”),
SIGTARP made a series of fraud prevention-oriented suggestions for the design of
the program. As discussed in Section 4 of this report, some of those suggestions
were adopted, including a fraud warning sheet and requiring a signed certification

with respect to certain representations under criminal penalty.

Coordination with Other EESA Oversight Bodies

EESA, as amended, is explicit in mandating that SIGTARP coordinate audits and
investigations into TARP with the other primary oversight bodies: the Financial
Stability Oversight Board (“FSOB”), the Congressional Oversight Panel (“COP”),
and the Government Accountability Office (“GAO”). Numerous other agencies,
both in the Inspector General (“IG”) community and among criminal and civil law
enforcement agencies, potentially have responsibilities that touch on TARP as well.
SIGTARP takes seriously its mandate to coordinate these overlapping oversight re-
sponsibilities, both to ensure maximum coverage and to avoid duplicative requests
of TARP managers. SIGTARP and its partners have continued to have significant

success on this front since the Initial Report. These coordination efforts include:

e bi-weekly conference calls with staff from FSOB

¢ regular meetings with staff from COP

¢ frequent interactions with GAO to coordinate ongoing and planned work to
avoid any unnecessary duplication of efforts and to better facilitate their indi-

vidual responsibilities

TARP-IG Council

Due to the scope of the various programs under TARP, numerous Federal agen-
cies have some role in administering or overseeing TARP programs. To further
facilitate SIGTARP’s coordination role, the Special Inspector General founded and
chairs the TARP Inspector General Council (“TARP-IG Council”), made up of

the Comptroller General and those IGs whose oversight functions are most likely
to touch on TARP issues. The Council meets monthly to discuss developments in
TARP and to coordinate overlapping audit and investigative issues. Since the Initial
Report, the Council was expanded to include the Inspector General for the SBA in
light of SBA involvement in a new TARP initiative. The TARP-IG Council currently

consists of:

¢ The Special Inspector General
¢ Inspector General of the Department of the Treasury

e Inspector General of the Federal Reserve Board
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¢ Inspector General of the Federal Deposit Insurance Corporation

e Inspector General of the Securities and Exchange Commission

e Inspector General of the Federal Housing Finance Agency

¢ Inspector General of the Department of Housing and Urban Development

® Treasury Inspector General for Tax Administration

e Inspector General for the Small Business Administration

e Comptroller General of the United States (head of the GAO) or his designee

Coordination with Law Enforcement Agencies

SIGTARP’s coordination role extends not only to audits and oversight but also to
investigations; it is the only one of the four primary oversight bodies with crimi-
nal law enforcement authority. As a result, SIGTARP has been active in forging
partnerships with criminal and civil law enforcement agencies. These relationships
are designed to benefit both investigations originated by other agencies, when
SIGTARP expertise can be brought to bear, and SIGTARP’s own investigations,

which can be improved by tapping into additional resources. In this regard:

¢ SIGTARP has continued to develop close working relationships with the FBI,
with the Internal Revenue Service Criminal Investigation division (“IRS-CI”),
and with the Securities and Exchange Commission (“SEC”), both with each
agency’s headquarters and various field offices.

e The Special Inspector General and Chief of Staff recently met with the new
Chairman of the SEC, and SIGTARP looks forward to a close partnership with
a reinvigorated SEC.

e SIGTARP has continued to develop relationships with the Department of
Justice (“DOJ”), both at Main Justice and with United States Attorney’s Offices
across the country, to discuss criminal and civil enforcement.

e The Special Inspector General and Chief of Staff recently met with the Attorney
General and Deputy Attorney General, and SIGTARP is confident that DOJ
stands ready to prosecute aggressively TARP-related crimes.

e SIGTARP continues to coordinate with State Attorneys General.

e SIGTARP personnel have given training presentations to DOJ prosecutors and
to SEC enforcement attorneys.

e SIGTARP representatives have joined the Mortgage, Banking and Securities,
and Commodities Working Groups sponsored by DOJ — bodies in which key
information regarding these law enforcement disciplines is shared.

Assistant Inspector General for Investigations TARP Working

Group
The Assistant Inspector General for Investigations (“AIGI”) TARP Working Group
was established by SIGTARP’s Deputy Special Inspector General for Investigations.
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Its objective is to provide an active forum for heads of investigative divisions within
the IG community and other law enforcement agencies, whose agency mission is
in some way affiliated with TARP, to coordinate and share relevant programmatic
and investigative information at the national level. AIGIs from various entities
work cooperatively within the Working Group to establish the most efficient law
enforcement information sharing protocols; share lessons learned on investigative
techniques and operations; and determine training requirements for special agents,
attorney investigators, and analysts regarding structures and processes affiliated

with existing and new TARP-related initiatives.

TALF Task Force

In a proactive initiative to get out in front of any efforts to profit criminally from the
up to $1 trillion TALF program, SIGTARP has organized and leads a multi-agency
task force to deter, detect, and investigate any instances of fraud or abuse in TALF.
In addition to SIGTARP, the TALF Task Force comprises the Federal Reserve
Board IG, FBI, Treasury’s Financial Crimes Enforcement Network (“FinCEN”),
U.S. Immigration and Customs Enforcement (“ICE”), IRS-CI, SEC, and the U.S.
Postal Inspection Service (“USPIS”). Representatives from each agency participate
in regular briefings about TALF, collectively identify areas of fraud vulnerability,
engage in the training of agents and analysts with respect to the complex issues
surrounding the program, and will serve as points of contact within each agency for
leads relating to TALF and any resulting cases that are generated.

TALF is an important program that, both because of its complexity and its
eventual size (up to $1 trillion), is an enormous challenge to law enforcement. This
Task Force, consisting of both civil and criminal law enforcement agencies, with
both investigative and analytical resources, demonstrates that the agencies involved
are meeting that challenge proactively and before the bulk of the money has gone
out the door. The members of the TALF Task Force will combine their shared
expertise in securities fraud investigations and maximize their resources to deter po-
tential criminals, to identify and stop fraud schemes before they can fully develop,
and to bring to justice those who seek to commit fraud through TALF. Although
TALF participants who play by the rules have nothing to fear from this Task Force,
Federal law enforcement is ready now to detect, investigate, and bring to justice
any who would try to steal from this important program.

The TALF Task Force represents a historic law enforcement effort with an
ambitious goal: to redefine the policing of complex Federal Government programs
by proactively arranging a coordinated law enforcement response before the fraud
oceurs.

The TALF Task Force has already received its first substantive briefing on the
mechanics of TALF from FRBNY representatives and has further training sessions
scheduled.
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Coordination with FinCEN and NY HIFCA

On March 13, 2009, SIGTARP entered into an agreement with FinCEN to aug-
ment SIGTARP’s data and personnel resources. On March 18, 2009, SIGTARP
entered into a similar agreement with the New York High Intensity Financial Crime
Area (“NY HIFCA”). The FinCEN agreement provides SIGTARP with direct
electronic access to Bank Secrecy Act (31 U.S.C. § 5311 et seq.) information,
including currency transaction reports filed by financial institutions and casinos,
currency and monetary instrument reports, foreign bank reports, and suspicious
activity reports filed by depository institutions and participants in the securities and
futures industries. This electronic access will assist SIGTARP to develop leads for
cases, follow up on leads, and identify investigative targets. The agreement with
NY HIFCA complements the FinCEN agreement by providing SIGTARP with two
experienced financial analysts who will use FinCEN and other available data re-
sources to identify indicators of fraud associated with TARP recipients and provide

analytical support with respect to SIGTARP’s ongoing investigations.

SIGTARP Hotline and Investigations

SIGTARP’s Hotline is staffed, operational, and providing an interface with the
American public to facilitate the reporting of concerns, allegations, information,
and evidence of violations of criminal and civil laws in connection with TARP.
Reporting may include allegations of fraud, waste, abuse, and reprisals for bringing
to light TARP-related concerns.

As of the drafting of this report, the SIGTARP Hotline has received and ana-
lyzed nearly 200 tips. These contacts run the gamut from expressions of concern
over the economy to serious allegations of fraud involving TARP. The SIGTARP
Hotline is capable of receiving information anonymously, and identity confidential-
ity can and will be provided to the fullest extent possible. The American public can
provide information by telephone, mail, fax, or online. SIGTARP has established
a Hotline connection on its website at www.SIGTARP.gov. SIGTARP honors all
whistleblower protections.

Both from the Hotline and from other sources of leads, SIGTARP has initiated
nearly 20 preliminary and full criminal investigations to date. Although the details
of those investigations will generally not be discussed unless public action is taken,
the cases vary widely in subject matter and include large corporate and securities
fraud matters affecting TARP investments, tax matters, insider trading, public cor-

ruption, and mortgage-modification fraud.

SIGTARP Audits
Since SIGTARPs Initial Report, the Audit Division has continued to focus on

recruiting staff while launching an initial set of audits and planning future work. At
the same time, the Audit Division has been able to launch a survey of 364 TARP
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recipients to obtain answers to recurring questions regarding use of TARP funding
and actions taken to comply with executive compensation requirements associated
with the funding. Efforts are now underway to analyze the results of those surveys
which will help facilitate two ongoing audits in areas covered by the surveys and
provide a potential base of knowledge from which to examine progress of TARP

in the future. Meanwhile, SIGTARP is continuing its efforts to coordinate work
with other audit agencies engaged in oversight of TARP and its numerous program

areas.

Survey of TARP Recipients

Beginning on February 5, 2009, SIGTARP sent letters to 364 TARP recipients —
institutions that had received TARP funds as of the end of January 2009 —
requesting that they provide information concerning their use of TARP funding
and their compliance with executive compensation requirements. Most of the
recipients were financial institutions receiving assistance under the TARP Capital
Purchase Program (“CPP”). A copy of the letter is in Appendix M and is posted
on the SIGTARP website at www.SIGTARP.gov. Recipients were asked to provide
their responses within 30 days of the date of the request and to include copies of
pertinent documentation to support their responses.

As indicated in Table 1.2, the firms surveyed varied in the amount of funding
received, with the majority of funding going to a small number of large institutions.
Twenty-six firms had received approximately 93% of the funding through January
30, 2009.!

As of March 23, 2009, SIGTARP had received responses from all 364 TARP
recipients — a remarkable 100% response rate. SIGTARP’s initial look at some
of the responses indicates that those responding to the request provided a broad

range of answers to the two sets of questions. For example, some identified detailed

TABLE 1.2

NUMBER OF TARP RECIPIENTS SURVEYED BY FUNDING RECEIVED

Number of Funding Received Percentage of
Funding Category Firms ($ Billions) Funding
$10 billion or more 8 $219.3 73.4%
$1 billion to $9.9 billion 18 58.3 19.5%
$100 million to $999.9 million 54 14.6 4.9%
Less than $100 million 284 6.6 2.2%
TOTAL 364 $298.8 100%

Note: The total funding includes $190.5 billion under the Capital Purchase Program, $40 billion under the Targeted Investment Pro-
gram, $40 billion under the Systemically Significant Failing Institutions Program, $23.3 billion under the Automotive Industry Financing
Program, and $5 billion under the Asset Guarantee Program.

Source: SIGTARP analysis of Treasury data.
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and specific use of the funds, whereas others provided more general responses.
Respondents also provided varying degrees of documentation to augment and sup-
port their narrative responses, with some noting that additional documentation had
been segregated at their office and was available for review as needed.

Although time will be required to assess fully the responses received, SIGTARP
can report that, based on a preliminary review of responses received:

e Use of Funds: Respondents provided diverse answers on how TARP funds have
been used; some common responses described use of TARP funds to: strength-
en the bank’s capital base to provide a foundation for lending activities; retire
debt; purchase MBS; increase credit lines; and make loans.

e TARP Impact on Lending: Some respondents spoke to new lending activities
in relationship to actual TARP funds received, whereas others spoke of leverag-
ing the funds to achieve greater lending than that related to the face value of
TARP funds received. Some, however, noted that, although they were commit-
ted to making prudent commercial and consumer loans, growth of new loans
had slowed as a result of the economy. Others noted that TARP funds permitted
them to preserve an adequate level of capital so that they were able to maintain,
or at least not severely reduce, their lending levels.

e Segregation of Funds: Some respondents indicated that the TARP equity
investment was separately recorded as a discrete component of the bank’s
capital, but the actual funds associated with the investment were not physically
segregated from other cash funds; others cited efforts to segregate physically the
funds or to manage them separately.

e Executive Compensation Compliance: Responses regarding compliance with
executive compensation restrictions varied from simple statements of obvious
compliance based on the size of their banks and compensation, to detailed
answers regarding extensive efforts to assess compensation practices relative to
restrictions associated with their funding agreements, including having retained
expert consultants to help with the assessments — the latter not necessarily
related to the amount of funding received or the size of the bank.

e Executive Compensation Regulation Uncertainty: Some responses related
to executive compensation expressed frustration with changing guidance and
legislation related to executive compensation requirements, as well as the lack
of regulations concerning these changes, which has limited their ability to give
a complete answer at this time; nonetheless, others noted actions they were tak-
ing at this time based on known requirements, recognizing that final guidelines

have not yet been issued.
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Given the diversity of the responses and the fact they were asked for and pro-
vided in narrative form, it will require some time to (i) analyze the data fully, (ii)
identify areas where follow-up contact with respondents is needed, and (iii) identify
the degree of commonality of responses in selected areas that may be aggregated
for reporting purposes.

To further assess and complete its analysis of the responses during a period
when it is still in the process of staffing its Audit Division, SIGTARP has awarded
a contract to Concentrance Consulting Group, a Section 8(a) women-owned small
business, to help analyze the survey data. The contract with Concentrance calls
for it to complete analysis of the survey responses within two months, including
identification of potential areas for follow-up work by SIGTARP with respondents.
From this analysis and any needed follow-up work, SIGTARP expects to issue a
preliminary report in June 2009 summarizing the audit responses. Two additional
reports — one on use of funds and the other on executive compensation issues —

are targeted for completion by summer 2009.

Audits Underway and Planned
As noted in the Initial Report, SIGTARP’s Audit Division will conduct primarily

performance audits related to TARP, using generally accepted Government auditing

standards. SIGTARP audits emphasize:

e ensuring transparency in TARP to the fullest reasonable extent so as to foster
accountability in use of funds and program results

e testing compliance with the policies, procedures, regulations, terms, and condi-
tions that are imposed on TARP recipients

e coordinating actively with other relevant audit and oversight entities to maximize

audit coverage while minimizing overlap and duplication of efforts

With these objectives in mind, SIGTARP has initiated the following six audits:

Targeted Investment Program (“TIP"): A

1. Use of Funds: SIGTARP’s first audit examines the use of TARP funds by TARP directinvestment program through which

recipients, as set forth in the previous discussion about SIGTARP’s survey of Treasury can invest in institutions whose

TARP recipients. failure would threaten similar institutions
2. Executive Compensation Compliance: SIGTARP’s second audit, also based and the economy in general.

on SIGTARP’s survey of TARP recipients, and initiated at the request of Senator

E. Benjamin Nelson, examines how TARP recipients are implementing controls Asset Guarantee Program (“AGP”): An

with respect to applicable executive compensation restrictions. insurance-like program which allows Trea-

sury to assume a loss position on certain
troubled assets held by the qualifying
financial institution.

3. Bank of America: The third audit examines the review and approval processes
associated with TARP assistance to Bank of America under three different pro-
grams, including the Capital Purchase Program, Targeted Investment Program,

and the announced Asset Guarantee Program’s loss protection on a pool of
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troubled assets. The audit also examines Treasury’s decision making related to
additional TARP assistance in connection with Bank of America’s acquisition of
Merrill Lynch. Since its commencement, the scope of this audit has expanded
to examine broadly Treasury’s decision making regarding the first nine institu-
tions to be considered for TARP funding in October 2008.

External Influences: Concerns have arisen whether, or to what extent, external
parties may have sought to influence decision making by Treasury or bank regu-
lators in considering and deciding on applications for funding from individual
banks. Importantly, the Treasury Secretary announced that Treasury would be
implementing new guidelines to prevent such external influences. Accordingly,
this audit seeks to determine what processes and procedures are in place to
guide consideration of such applications so as to avoid undue outside influence
on the process, whether there are any indications of any undue influence, and
what actions might be needed to strengthen existing processes.

Executive Compensation Oversight (AIG Bonuses): The next audit, initi-
ated in connection with a request by Senator Charles E. Grassley, examines
Federal oversight of executive compensation requirements, focusing specifically
on recent payouts of large bonus payments to American International Group,
Inc. (“AlIG”) employees. These payments have raised questions regarding AIG’s
compliance with executive compensation requirements imposed as a condition
of financial assistance under TARP and the extent of coordination between
Treasury and the Federal Reserve. Accordingly, SIGTARP has undertaken an
audit to determine: (i) the extent to which the recent bonus payments were
made in accordance with conditions imposed in return for TARP assistance, and
(ii) the extent of Treasury’s monitoring of AIG’s executive compensation agree-
ments and to what extent it was aware of the full range of executive compensa-
tion, bonus, and retention payments throughout AIG’s corporate structure. For
a detailed description of Government assistance to AIG, see the “Institution-
Specific” discussion in Section 2: “TARP Overview” of this report.

AIG Counterparty Payments: At the request of Congressman Elijah E.
Cummings and 26 other Members of Congress, SIGTARP has initiated a review
of AIG’s payments to counterparties to its various transactions. AIG, which has
received the largest amount of financial assistance from the Government during
the current financial crisis, reportedly made these counterparty payments to
other financial institutions, including some foreign institutions and others that
received financial assistance under TARP. Further, according to the request
made to SIGTARP, the counterparty claims were paid at 100% of face value. As
a result, SIGTARP will examine the basis for the counterparty payments and
seek to determine whether any efforts were made to negotiate any reduction in
those payments.
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As SIGTARP’s Audit Division staffing capacity increases, it expects to un-
dertake additional reviews in the area of Treasury oversight of TARP, executive
compensation, and use of TARP funds. In addition, as Treasury implements new
programs, such as TALF and home mortgage assistance, SIGTARP’s Audit Division
anticipates undertaking audits in these areas in coordination with other audit

organizations.

Communications with Congress

One of SIGTARP’s primary functions is to make sure that Members of Congress,
as the creators of SIGTARP, are kept informed of developments in TARP and
SIGTARP’s oversight activities. To fulfill that role, the Special Inspector General
and SIGTARP personnel meet regularly with and brief Members of Congress and
Congressional staff. More formally, since the Initial Report, the Special Inspector

General has testified six times before various Congressional Committees.

¢ Senate Committee on Banking, Housing and Urban Affairs: On February 5,
2009, Special Inspector General Barofsky testified before the Senate Committee
on Banking, Housing and Urban Affairs, during a hearing entitled, “Pulling
Back the TARP: Oversight of the Financial Rescue Program.” The purpose of
this oversight hearing was to explore how TARP can be made more effective
in the areas of: protecting home values, college funds, retirement accounts,
and life savings; preserving homeownership and promoting jobs and economic
growth; maximizing the returns to the taxpayers for their investment; and en-
hancing some measure of public accountability.

e Senate Judiciary Committee: On February 11, 2009, Special Inspector
General Barofsky testified before the Senate Judiciary Committee, during a
hearing entitled, “The Need for Increased Fraud Enforcement in the Wake of
the Economic Downturn.” The purpose of the hearing was, among other things,
to examine the issue of fraud in TARP.

¢ House Committee on Financial Services: On February 24, 2009, Special
Inspector General Barofsky testified before the House Committee on Financial
Services, Subcommittee on Oversight and Investigations, during a hearing en-
titled, “A Review of TARP Oversight, Accountability and Transparency for U.S.
Taxpayers.” The purpose of this hearing was to ensure that the TARP oversight
organizations created/assigned by EESA (i.e., GAO, SIGTARP, and COP) un-
derstand their respective roles, cooperate with each other, and avoid repetitive
efforts and inefficiencies. The hearing also examined how S.383 (the SIGTARP
Act), which primarily deals with SIGTARP and had already been approved by
the Senate, will improve TARP oversight.

* House Committee on Oversight and Government Reform: On March 11,
2009, Special Inspector General Barofsky testified before the House Committee
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on Oversight and Government Reform, Subcommittee on Domestic Policy, dur-
ing a hearing entitled, “TARP Oversight: Assessing Treasury’s Efforts to Prevent
Waste and Abuse of Taxpayer Funds.” The purpose of this hearing was to assess
Treasury’s oversight of the use of funds by financial institutions that received
funds under TARP. Specifically, the hearing evaluated Treasury’s data collection
procedures for monitoring the use of TARP funds and examined Treasury’s abil-
ity to detect and prevent waste and misuse of TARP monies.

e House Committee on Ways and Means: On March 19, 2009, Special
Inspector General Barofsky testified before the House Committee on Ways and
Means, Subcommittee on Oversight, during a hearing entitled, “Hearing on the
Troubled Asset Relief Program: Oversight of Federal Borrowing and the Use of
Federal Monies.” The purpose of the hearing was to review the role of Federal
borrowing in TARP, its impact on the national debt, and Treasury’s efforts to
protect public funds. In the latter regard, the hearing explored Federal tax com-
pliance issues.

e Senate Committee on Finance: On March 31, 2009, Special Inspector
General Barofsky testified before the Senate Committee on Finance during a
hearing entitled, “TARP Oversight: A Six Month Update.” The purpose of the
hearing was to survey the various TARP and TARP-related programs, and to
examine SIGTARP’s oversight of these programs.

Copies of the Special Inspector General’s written testimony, the hearing tran-
scripts, and a variety of other materials associated with the previously listed hear-

ings are posted at www.SIGTARP.gov/reports.

SIGTARP'S ORGANIZATIONAL STRUCTURE

In addition to the executive staff, SIGTARP pursues its mission through four divi-

sions: audit, investigations, operations, and the Division of the Chief Counsel.

Chief of Staff

SIGTARP’s mission is supported by the Chief of Staff, Kevin R. Puvalowski, who is
the Special Inspector General'’s senior advisor. The Chief of Staff and the Deputy
Chief of Staff, Cathy Alix, oversee and coordinate the activities of the other divi-

sions and manage cross-divisional projects as necessary.

Audit Division
The Audit Division, led by Barry Holman, the Deputy Special Inspector General for
Audit, is tasked with designing and conducting programmatic audits with respect to

Treasury’s operation of TARP and the recipients’ compliance with their obligations
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under relevant law and contract. The division is designed to provide SIGTARP with
maximum flexibility in the size, timing, and scope of audits so that, without sacrific-
ing the rigor of the methodology, audit results, whenever possible, can be generated
rapidly both for general transparency’s sake and so that the resulting data can be
used to improve the operations of the fast-evolving TARP.

A particular focus of the Audit Division is to ensure that appropriate compli-
ance and control mechanisms are in place and are complied with, both by Treasury
in its management of TARP and by the recipients of TARP funds. Where controls
or compliance are found to be lacking, or where particular aspects or policies are
found ineffective at reaching TARP’s goals, the Audit Division will assist the Special

Inspector General in fashioning recommendations to resolve such issues.

Investigations Division

SIGTARP’s Investigations Division is led by Christopher R. Sharpley, the Deputy
Special Inspector General for Investigations. Made up of special agents, investiga-
tors, analysts, and attorney advisors, the Investigations Division supervises and
conducts criminal and civil investigations into those, whether inside or outside of
Government, who waste, steal, or abuse TARP funds. The model for the division
is to build teams of experienced financial and corporate fraud investigators that
include not only special agents but also forensic analysts and, critically, attorney
advisors, within the division itself, so that SIGTARP can have a broad array of
expertise and perspectives in developing even the most sophisticated investigations.
Scott Rebein, the Special Agent-in-Charge, will supervise the Federal agents, and
Richard Rosenfeld, the Chief Investigative Counsel, will supervise the attorney
advisors.

The Investigations Division will, of course, pursue any wrongdoers within
Government, but it will also focus on the recipients of TARP funds — i.e., the insti-
tutions that receive TARP investments and the vendors hired to administer TARP
activities. Those who make intentional misrepresentations in the TARP application
process or in their financial reporting to Treasury may be in violation of several
criminal statutes, including securities fraud, wire fraud, mail fraud, and false state-
ments. SIGTARP intends to investigate these potential crimes vigorously.

In the interests of maximizing criminal and civil enforcement, the Investigations
Division coordinates closely with other law enforcement agencies to form law
enforcement partnerships, including task force relationships across the Federal
Government, to leverage SIGTARP’s expertise and unique position with respect to
TARP.

The Investigations Division will take the lead in responding to referrals made
to SIGTARP’s Hotline through telephone, email, website, and in-person com-
plaints, abiding by all applicable whistleblower protections. When a full audit
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or investigation is not possible or advisable due to time or other constraints, the
Investigations Division will work closely with the Audit Division to conduct inspec-

tion and evaluation projects and may issue public Special Reports.

Operations Division
The Deputy Special Inspector General for Operations, Dr. Eileen Ennis, leads
SIGTARP’s Operations Division. The Operations staff is built around a core
group of experienced professionals with cross-functional backgrounds in human
resources, information technology, budget and finance, acquisitions, and facilities
and logistics, as well as experience in program and project management. These
seasoned veterans include employees detailed or transferred from other
departments and agencies as well as former Treasury Department employees.
The Operations Division’s strategy is to build SIGTARP’s support infrastruc-
ture and staff rapidly while maintaining flexibility in an environment in which
SIGTARP’s oversight responsibilities can change substantially with each new
program. Operations takes the lead on building and managing SIGTARP’s physi-
cal facilities, technical infrastructure, budget and finance functions, procurement
activity, and human resources activities. Operations strives to provide SIGTARP
with the ability to expand or shift emphasis swiftly — in size, location, and scope of
expertise — while ensuring that internal controls are in place and supported with

sound policies.

Division of the Chief Counsel

The Chief Counsel, Bryan Saddler, serves as SIGTARP’s chief legal advisor and su-
pervises legal work conducted within SIGTARP. The Chief Counsel plays a crucial
role in ensuring that SIGTARP is in compliance with the complex framework of
laws and regulations applicable to audit and law enforcement entities. He also pro-
vides the Special Inspector General advice on contractual and legislative language
central to TARP, which directly impacts SIGTARP’s oversight of, and recommenda-
tions for, those programs.

In addition to fulfilling these legal roles, the Chief Counsel also manages
several other important SIGTARP functions, including communications and press
issues, legislative affairs, and Freedom of Information Act inquiries. Supporting
him, the Communications Director, Kristine Belisle, assists the Special Inspector
General with media relations and inquiries, and the Director of Legislative Affairs,
Lori Hayman, assists the Special Inspector General with Congressional relations
and inquiries.

Since the Initial Report, SIGTARP’s organizational structure has been modi-
fied to create the Division of Chief Counsel, and to move the communications and
legislative affairs functions into that division. The SIGTARP organizational chart,
as of March 31, 2009, is included in Appendix K.
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PROGRESS IN BUILDING SIGTARP'S ORGANIZATION

From the day that the Special Inspector General was confirmed by the Senate,
SIGTARP has worked to build its organization through various complementary
strategies, including hiring experienced senior executives who can play multiple
roles during the early stages of the organization, leveraging the resources of other
agencies, and, where appropriate and cost-effective, obtaining services through
SIGTARP’s authority to contract. Since the Initial Report, SIGTARP has made
substantial progress in building its operation.

Hiring
Since the Initial Report, SIGTARP has succeeded in substantially completing its
hiring of senior staff.

As noted previously, Dr. Eileen Ennis has taken over as Deputy Special
Inspector General for Operations. Dr. Ennis comes to SIGTARP with more
than 21 years of Federal service, most recently with the U.S. Department of
Transportation (“USDOT”) where she was the Associate Administrator for
Administration and Chief Information Officer at USDOT'’s Research and
Innovative Technology Administration. Dr. Ennis was asked to serve temporarily as
the acting Director of USDOT’s Volpe National Transportation Research Center in
Cambridge, Massachusetts. After Volpe, Dr. Ennis was invited to provide leader-
ship in USDOT’s departmental Office of the Chief Information Officer (“CIO")
and led two organizations acting as Associate CIO for IT Enterprise Projects and as
Associate CIO for IT Policy Oversight. Prior to joining USDOT, Dr. Ennis was at
the Commodity Futures Trading Commission from 2000 to 2007. There, she was a
Deputy Director for the Office of Information and Technology Services. Dr. Ennis
holds a Doctorate in Information Systems from Nova Southeastern University
in Ft. Lauderdale, Florida, and a Master’s Degree in Information and Resources
Management from Webster University.

Each of the divisions has begun the process of filling out their ranks. As
of March 31, 2009, SIGTARP had approximately 35 personnel, including de-
tailees from other agencies, with several new hires to begin over the coming
weeks. SIGTARP’s employees hail from many Federal agencies, including DOJ,
the FBI, the Department of Defense Air Force Office of Special Investigations,
GAO, USDOT, the Department of Energy Office of the Inspector General, the
Internal Revenue Service, the Office of the Special Inspector General for Iraq
Reconstruction, the Department of Housing and Urban Development Office of the
Inspector General, SEC, and the U.S. Secret Service. Hiring is actively ongoing,

building to SIGTARP’s current goal of approximately 150 full-time employees.
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Contracting

EESA gives SIGTARP the express authority to contract for goods and services.
Whenever it can do so cost effectively, and without damaging its mission or inde-
pendence, SIGTARP will use the services of other Governmental agencies and out-
side vendors to develop rapidly its operational capacity. As discussed in the Initial
Report, SIGTARP entered into contracts with the following agencies and outside

service providers:

® Treasury’s Bureau of Public Debt for certain back-office human resources and
personnel services and for financial reporting services

® The Treasury Inspector General for Tax Administration for the detailing of per-
sonnel and for certain technical assistance

¢ Deloitte Financial Advisory Services LLP for program management services in

connection with the production of SIGTARP’s Quarterly Reports to Congress
Since the Initial Report, SIGTARP has entered into several additional contracts:

¢ Concentrance Consulting Group for assistance with SIGTARP’s analysis of a
survey sent to 364 TARP recipients seeking information about the recipients’
use of TARP funds and executive compensation policies

e NY HIFCA initiative (under the auspices of the New York High Intensity Drug
Trafficking Area program of the Office of National Drug Control Policy) for
forensic analysts

e FinCEN for multi-source financial intelligence expertise and data access

A full listing of all of SIGTARP’s current contracts, and copies of its contracts
with non-governmental entities, is available at www.SIGTARP.gov.

SIGTARP’s Physical and Technical Infrastructure

SIGTARP is moving forward in its development of a physical and technical infra-
structure, now occupying several different office spaces within the main Treasury
building. SIGTARP is in the process of leasing office space at 1801 L Street, NW,
in Washington, D.C., the same office building in which the Treasury officials
managing TARP are located. It is anticipated that SIGTARP will be able to move
into that space by the end of 2009. In the meantime, SIGTARP is working with
Treasury and the General Services Administration to locate and let temporary
quarters.

SIGTARP operates a website, www.SIGTARP.gov, on which it posts all of its re-
ports, testimony, audits, investigations (once such investigations are made public),
contracts, and more. The website also prominently features SIGTARP’s Hotline,
which also can be accessed by phone (877-S1G-2009 or 877-744-2009). The
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SIGTARP Hotline is operating to handle referrals from the general public or from
whistleblowers concerning allegations of fraud, waste, or abuse with respect to
TARP. SIGTARP is, of course, committed to abiding by all applicable whistleblower

protections.

Developing SIGTARP’s Internal Systems, Policies, and
Procedures

Since the Initial Report, SIGTARP has moved rapidly to begin developing and
implementing management and information systems, as well as the policies and
procedures necessary to run a complex Federal agency. Among other things,
SIGTARP has begun to put into place the following:

¢ policies and procedures concerning the roles and authorities of SIGTARP ex-
ecutives and divisions, standards of conduct and discipline, travel by SIGTARP
employees, and subpoena authorities

e systems relating to human resources, time and attendance reporting, expendi-
ture tracking, and recordkeeping

® a budget framework to plan and manage SIGTARPs initial funding authoriza-
tion and short-term and long-term budget strategies to address the initial start-
up as well as the potential expansion of TARP and related financial recovery

programs
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This section provides details of activities that the U.S. Department of Treasury For more information on the previ-
(“Treasury”) has conducted under the Troubled Asset Relief Program (“TARP”), ously implemented programs, refer
including the following: to SIGTARP’s Initial Report to

Congress dated February 6, 2009,

. . C . Section 3: “TARP Implementation
¢ a financial overview of TARP initiatives, implemented and announced P

and Administration.”
¢ a detailed update on previously described programs
® a program-by-program description of newly announced programs
e the status of executive compensation restrictions for TARP recipients
FINANCIAL OVERVIEW OF TARP
As of March 31, 2009, Treasury had announced the parameters of how $590.4
billion? of the $700 billion authorized by the Emergency Economic Stabilization Troubled Assets: Includes mortgages,
Act of 2008 (“EESA”) would be spent.? Of the $590.4 billion* that Treasury has mortgage-related instruments, and any
committed, $328.6 billion® has been spent. The $328.6 billion already expended other financial instrument whose
has provided support for U.S. financial institutions and companies through the purchase Treasury determines is
six previously implemented programs that purchase or guarantee troubled assets.® needed to stabilize the financial
TARP expenditures as of March 31, 2009, account for about 47% of the $700 markets.

billion available for TARP implementation.
Subsequent to SIGTARP’s Initial Report to Congress (“Initial Report”) dated
February 6, 2009, and in reaction to the continued deterioration of the credit

markets, Treasury announced the creation of the Financial Stability Plan (“FSP”).
Treasury explained that the FSP was designed “to protect taxpayers and ensure
that every dollar is directed toward lending and economic revitalization” and that
it would “institute a new era of accountability, transparency, and conditions on the
financial institutions receiving funds.”” According to Treasury, the FSP will address

a number of concerns:

¢ high home foreclosure rates
e ashortage of consumer credit
¢ a shortage of small-business credit

e ongoing efforts to stabilize financial institutions

Treasury plans to support U.S. financial institutions, companies, and
individual borrowers through a combination of 12 separate TARP programs
implemented or announced thus far. A number of the newly announced initiatives
are interrelated with existing programs. Complete details on these new programs
are not yet available, but summaries of their announced descriptions, along with
updates on the previously implemented programs, are provided in the following

section.
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Tangible Common Equity (“TCE”): A
measure of a bank’s capital adequacy; the
amount of money that would be left over
if a bank were dissolved and all creditors
and higher levels of stock were paid off.

Systemically Significant: A financial
institution whose failure would impose
significant losses on creditors and coun-
terparties, call into question the financial
strength of other similarly situated finan-
cial institutions, disrupt financial markets,
raise borrowing costs for households and

businesses, and reduce household wealth.

Non-Cumulative Preferred Shares: Shares
where unpaid dividends do not accrue
when a company does not make a
dividend payment.

e Capital Purchase Program (“CPP”). Treasury intends for CPP to provide

funds to “encourage U.S. financial institutions to build capital to increase the
flow of financing to U.S. businesses and consumers and to support the U.S.
economy.”® As of March 31, 2009, Treasury investments in institutions through
CPP accounted for approximately $198.8 billion in TARP purchases,’ out of

a projected funding total of $218 billion under the program.'® Of the $198.8
billion expended, $0.4 billion has been repaid to the Government by CPP
participants. See the “Capital Purchase Program” discussion in this section for
more detailed information. Subsequent to SIGTARP’s Initial Report, Citigroup
announced an offering to exchange up to $25 billion of Treasury’s preferred
shares, obtained through CPP, for common stock.!" See the “Institution-Specific
Assistance” portion of this section for a detailed discussion of Citibank’s ex-
change offering.

Capital Assistance Program (“CAP”). The mechanics of CAP are similar to
those of CPP, and both programs involve injecting capital into the financial
system. Under CAP, financial institutions with more than $100 billion in assets
will have to participate in a “stress test” to determine if they have enough of

a capital buffer to continue lending in worse-than-expected economic condi-
tions.'? Institutions that are found to need additional capital will have up to

six months to raise private capital, after which they will be required to accept
Treasury assistance under CAP. In addition to the 19 financial institutions par-
ticipating in the stress test, all qualifying financial institutions may apply to CAP
for additional capital without the stress-test requirement. CAP includes a provi-
sion whereby preferred shares issued under CPP and the Targeted Investment
Program may be exchanged for convertible preferred shares that provide the
issuing institution the option to convert preferred shares to common stock,

and thus increase the institution’s tangible common equity (“TCE”). Treasury
expects that most applicants will convert existing TARP preferred shares for
CAP convertible preferred shares without seeking additional capital.'* However,
those receiving additional capital will do so in exchange for convertible preferred
shares under CAP.

Systemically Significant Failing Institutions (“SSFI”) Program. Under the
stated terms of the SSFI program, Treasury invests in systemically significant
institutions to prevent their failure and the market disruption that would fol-
low."* As of March 31, 2009, Treasury’s projected investment through this pro-
gram accounts for $70 billion in investments in and credit provided to American
International Group, Inc. (“AIG”). As reported in SIGTARP’s Initial Report, $40
billion was used to purchase preferred stock from AIG."” Subsequently, Treasury
announced the allocation of an additional $30 billion to the SSFI program for a
new equity capital facility that AIG can draw on as needed. In return, Treasury
will receive non-cumulative preferred shares.'® See the “Institution-Specific

Assistance” part of this section for a detailed discussion of the AIG transactions.
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e Targeted Investment Program (“TIP”). The stated objective of TIP is to make

targeted investments in financial institutions where a loss of confidence would Senior Preferred Stock: Shares that give
“result in significant market disruptions that threaten the financial strength the stockholder priority dividend and

of similarly situated financial institutions and thus impair broader financial liquidation claims over junior preferred
markets and pose a threat to the overall economy.”'” As reported in SIGTARP’s and common stockholders.

Initial Report, Treasury purchased $20 billion of senior preferred stock and
received warrants of common stock from each of Citigroup and Bank of llliquid: Assets that cannot be quickly
America, for a total expenditure of $40 billion in TARP funds.'® As of converted to cash.
March 31, 2009, Treasury had made no further funding under this program.
e Asset Guarantee Program (“AGP”). Through AGP, Treasury’s stated goal is

to use insurance-like protections to help stabilize at-risk financial institutions.

AGP provides certain loss protections on a select pool of mortgage-related or
similar assets held by participants whose portfolios of distressed or illiquid assets
pose a risk to market confidence.'” As discussed in SIGTARP’s Initial Report,
Treasury, the Federal Deposit Insurance Corporation (“FDIC”), and the Federal
Reserve agreed to provide certain loss protections with respect to $301 billion in
troubled assets held by Citigroup.* A similar arrangement with Bank of
America was announced on January 16, 2009, but had not yet closed as of
March 31, 2009. Treasury’s projected TARP investment through this program
accounted for $12.5 billion as of March 31, 2009 — $5 billion in protec-
tion for Citigroup?' and $7.5 billion for Bank of America.?* See the discussion
of “Institution-Specific Assistance” in this section for more information on
Citigroup’s transactions.

¢ Automotive Industry Financing Program (“AIFP”). The stated objective of
AIFP is to “prevent a significant disruption of the American automotive
industry, which would pose a systemic risk to financial market stability and have
a negative effect on the economy of the United States.” Under this program,
Treasury made emergency loans to General Motors Corporation (“GM”),
Chrysler Holding LLC (“Chrysler”), and Chrysler Financial Services Americas
LLC (“Chrysler Financial”). In addition to these investments, Treasury pur-
chased senior preferred stock from GMAC LLC (“GMAC"). As of March 31,
2009, Treasury has expended $24.8 billion in AIFP investments,** out of an
initial projected funding total of $25 billion.?* Subsequent to the Initial Report,
the manufacturers (GM and Chrysler) submitted restructuring plans to Treasury
on February 17, 2009, as required.>* Upon submission, the President’s Designee
on the Auto Industry determined that these restructuring plans did not meet the
threshold for long-term viability. However, on March 30, 2009, both GM and
Chrysler were granted extensions to complete the restructuring plans in order
to comply with the requirements set forth under AIFP. As a modification to the
existing loans, GM will receive up to $5 billion and Chrysler up to $500 million

in additional working capital during the extension period.?” See the discussion
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Credit Protection: Security against losses
on an investment. For TALF purposes,
TARP funding is used as credit protection
on the Federal Reserve loans (i.e., losses
on the loans are absorbed by TARP funds
up to the commitment amount).

Legacy Loans: Underperforming real
estate-related loans held by a bank that
it wishes to sell, but recent market
disruptions have made difficult to price.

Legacy Securities: Troubled real estate-
related securities (residential mortgage-
backed securities (“RMBS”), commercial
mortgage-backed securities (“CMBS”),
and asset-backed securities (“ABS”"))
lingering on institutions’ balance sheets
due to an inability to determine value.

of “Automotive Industry Financing Program” later in this section for a detailed

discussion of the GM and Chrysler restructuring plans. In addition to the initial

$25 billion committed in ATFP, Treasury has recently announced two new sub-
programs to assist the automobile industry.

e Auto Supplier Support Program (“ASSP”). As an expansion of AIFP, the
stated purpose of ASSP is to provide up to $5 billion of Government-backed
financing to break the adverse credit cycle affecting the auto suppliers and
the manufacturers by “providing suppliers with the confidence they need to
continue shipping their parts and the support they need to help access loans
to pay their employees and continue their operations.” See the discussion
of “Auto Supplier Support Program” for more information.

¢ Auto Warranty Commitment Program. As another complementary pro-
gram to AIFP, the Auto Warranty Commitment Program was devised by the
Administration with the stated intent to bolster consumer confidence in au-
tomobile warranties on GM- and Chrysler-built vehicles. In order to reassure
consumers that their auto warranties will be honored during this period of
restructuring, the Administration will provide Government-backed financ-
ing. Treasury preliminarily discussed potential funding for the Auto Warranty
Commitment Program for up to an estimated $1.1 billion.? See the discus-
sion of “Auto Warranty Commitment Program” for more information.

Term Asset-Backed Securities Loan Facility (“TALF”). TALF was originally

intended to increase the credit available for consumer and small-business loans

through a Federal Reserve loan program backed by TARP funds. TALF pro-
vides non-recourse loans to investors secured by certain types of asset-backed
securities. TALF was originally announced as a $200 billion Federal Reserve
loan program under which Treasury provides $20 billion in credit protection to
the Federal Reserve.* Treasury and the Federal Reserve have announced plans
to expand TALF to cover additional asset classes, including legacy mortgage-
backed securities, which could bring the total facility funding up to $1 trillion,*!
for which Treasury will provide up to $80 billion in TARP funds to absorb
losses.* An overview of TALF, later in this section, provides more information
on these activities.

Public-Private Investment Program (“PPIP”). On March 23, 2009, Treasury

announced a coordinated effort with FDIC in an attempt to improve the health

of financial institutions holding real estate-related assets in order to increase
the flow of credit throughout the economy. Within two subprograms, PPIP will
involve investments in multiple Public-Private Investment Funds (“PPIFs”) to
purchase real estate-related loans (“legacy loans”) and real estate-related securi-
ties (“legacy securities”) from financial institutions. The program, involving up
to $1 trillion in total, will utilize up to $75 billion of TARP funds.*
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¢ Unlocking Credit for Small Businesses (“UCSB”). On March 16, 2009,
Treasury announced that it will begin purchasing up to $15 billion in securities
backed by Small Business Administration (“SBA”) loans. As demand has dimin-
ished in the secondary market for these securities due to adverse credit condi-
tions, there has been a reduction in the volume of new small-business loans
written by banks. In connection with this program, the Treasury Secretary also
called for the largest 21 banks that have received TARP funds to begin reporting
monthly the amount of their small-business lending.**

e Making Home Affordable (“MHA”) Program. On March 4, 2009, Treasury
announced its MHA program, which might expend up to $50 billion of TARP
funds.*®> MHA is a foreclosure mitigation plan intended to “help bring relief to
responsible homeowners struggling to make their mortgage payments, while
preventing neighborhoods and communities from suffering the negative spill-
over effects of foreclosure, such as lower housing prices, increased crime, and
higher taxes.”*® Treasury, along with other Federal agencies, “will undertake a
comprehensive multiple-part strategy,” which will provide for (i) a $75 billion
loan modification program for homeowners in default on their payments or
facing imminent default; (ii) a streamlined refinancing process for homeowners
whose loans are serviced by Fannie Mae or Freddie Mac; and (iii) approximately
$200 billion to support Fannie Mae and Freddie Mac.?” The funds for this effort
will be provided from both TARP- and non-TARP-related sources.

The following figures and tables provide a status summary of the implemented
and announced TARP and TARP-related initiatives:

e total funds subject to SIGTARP oversight (Table 2.1)

¢ projected TARP funding for all implemented and announced programs under
TARP (Figure 2.1)

e expenditure levels by program as of March 31, 2009 (Table 2.2)

e cumulative expenditures over time for implemented programs (Figure 2.2)

e expenditures by program snapshot as of March 31, 2009 (Figure 2.3)

e summary of terms of TARP agreements (Table 2.3 and Table 2.4)

e summary of dividend and interest payments received by program (Table 2.5)

For a reporting of all purchases, obligations, expenditures, and revenues of

TARP, see Appendix C: “Reporting Requirements.”

Secondary Market: Created when banks
sell a portion of their loans to a dealer
who then pools the loans together and
sells portions of the loan pools as securi-
ties to investors. The secondary market
serves as a source of cash for banks,
providing them money to make new
loans.

FIGURE 2.1

TARP PROJECTED FUNDING,
BY PROGRAM
$ Billions, % of $700 Billion

New Programs, or
Remaining Funds 2% AGP $12.5

for Existing
Programs $109.5 AIFP $25.0
0,
UCSB 16% %
$15.0 2%
ASSP $5.01%
0,
PPIP $75.0 11% 31%  CPP $218.0
0,
MHA $50.0 7/06?
Y 10%
11%
TIP 540.0 B ssr1$70.0
TALF $80.0

Implemented Programs
Announced Programs
Remaining Funds

Note: Numbers affected by rounding. As of 3/31,/2009, funding for
Capital Assistance Program (“CAP") to be determined. Treasury
preliminarily discussed potential funding for the Auto Warranty
Commitment Program for up to $1.25 billion.

Sources: See final endnote.
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TABLE 2.1

TOTAL FUNDS SUBJECT TO SIGTARP OVERSIGHT,

AS OF MARCH 31, 2009 (S BILLIONS)

Total Projected Projected TARP
Program Brief Description or Participant Funding ($) Funding ($)
Capital Purchase Program (“CPP”) Investments in 532 banks to date; 8 $218.0 $218.0
institutions total $125 billion
Automotive Industry Financing Program GM, Chrysler, GMAC, Chrysler Financial $25.0 $25.0
(“AIFP")
Auto Supplier Support Program (“ASSP”) Government-backed protection for auto parts $5.0 $5.0
suppliers
Unlocking Credit for Small Businesses Purchase of securities backed by SBA loans $15.02 $15.0
(“UcsB”)
Systemically Significant Failing Institutions AIG Investment $70.0 $70.00
(“SSFI”)
Targeted Investment Program (“TIP") Citigroup, Bank of America Investments $40.0 $40.0
Asset Guarantee Program (“AGP”) Citigroup, Bank of America, Ring Fence Asset $419.0¢ $12.5¢
Guarantee
Term Asset-Backed Securities Loan Facility =~ FRBNY non-recourse loans for purchase of $1,000.0 $80.0
(“TALF") asset-backed securities
Making Home Affordable (“MHA") Program Modification of mortgage loans $75.0¢ $50.0
Public-Private Investment Program (“PPIP")  Disposition of legacy assets; Legacy Loans $500.0 - $1,000.0 $75.0
Program, Legacy Securities Program
(expansion of TALF)
Capital Assistance Program (“CAP”) Capital to qualified financial institutions; TBD TBD
includes stress test
New Programs, or Funds Remaining for Potential additional funding related to CAP; AIFP; $109.5 $109.5'
Existing Programs Auto Warranty Commitment Program; other
Total $2,476.5 - $2,976.5 $700.0

Note: Numbers affected by rounding.

2 Treasury announced that it would purchase up to $15 billion in securities under the Unlocking Credit for Small Businesses program.

A new equity capital facility will be created by Treasury allowing AG to draw down up to $30 billion as needed.

€ Bank of America’s pool of assets has not been finalized.

dBank of America’s $7.5 billion of projected TARP funds is preliminary based on the 1/15/2009 Treasury announcement and pending the finalized agreement.

€ $75 billion is for mortgage modification.

fTreasury preliminarily discussed potential funding for the Auto Warranty Commitment Program for up to $1.25 billion.

Sources: CPP, TALF, and PPIP: Treasury, Office of Financial Stability, Chief of Compliance and CFO, SIGTARP interview, 3/30/2009; AIFP: Treasury, Fifth Tranche Report to Congress, 3/6/2009, p. 2 states
that Treasury will fund an additional $4 billion on 3/17/2009; ASSP: Treasury, “Auto Supplier Support Program: Stabilizing the Auto Industry in a Time of Crisis,” 3/19/2009, www.treas.gov, accessed
3/19/2009; UCSB: Treasury, “Unlocking Credit for Small Businesses: FAQ on Implementation,” 3/17/2009, www.treas.gov, accessed 3/18/2009; SSFI: Treasury, “U.S. Treasury and Federal Reserve
Board Announce Participation in AIG Restructuring Plan,” 3/2/2009, www.treas.gov, accessed 3/4/2009; TIP: Treasury, Transactions Report, 4/2/2009; AGP: Treasury, “Treasury, Federal Reserve, and
FDIC Provide Assistance to Bank of America,” 1/16/2009, www.treas.gov, accessed 1/16/2009; Treasury, “U.S. Government Finalizes Terms of Citi Guarantee Announced in November,” 1/16,/2009,
www.treas.gov, accessed 3/30/2009; TALF: Treasury, “Financial Stability Plan Fact Sheet,” 2/10/2009, www.treas.gov, accessed 3/17/2009; MHA: Treasury, “Making Home Affordable: Updated Detailed
Program Description,” 3/4/2009, www.treas.gov, accessed 3/4/2009; GAO, “Report to Congressional Committees: Troubled Asset Relief Program — March 2009 Status of Efforts to Address Transpar-
ency and Accountability Issues,” 3/26/2009; PPIP: Treasury, “Public-Private Investment Program: Fact Sheet,” 3/23/2009, www.treas.gov, accessed 3/23/2009; Treasury, SIGTARP briefing, 4/14,/2009.
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TABLE 2.2

EXPENDITURE LEVELS BY PROGRAM, AS OF MARCH 31, 2009 (S BILLIONS)

Amount Percent (%) Section Reference
Authorized Under EESA $700.0
Released Immediately $250.0 35.7%
Released Under Presidential Certificate of Need $100.0 14.3%
Released Under Presidential Certificate of Need & $350.0 50.0%
Resolution to Disapprove Failed
TOTAL RELEASED $700.0 100.0%
Less: Expenditures by Treasury Under TARPa
Capital Purchase Program (“CPP”):
Bank of America CorporationP $25.0 3.6%
Citigroup, Inc. $25.0 3.6%
JP Morgan Chase & Co. $25.0 3.6% o~ )
Wells Fargo and Company $25.0 3.6% Capital Investment Programs
The Goldman Sachs Group Inc. $10.0 1.4%
Morgan Stanley $10.0 1.4%
Other Qualifying Financial Institutions¢ $78.8 11.3%
CPP TOTAL $198.8 28.4%
Systemically Significant Failing Institutions
Program (“SSFI"): 5.7% “Institution-Specific Assistance”
American International Group, Inc. (“AIG”) $40.0
SSFI TOTAL $40.0 5.7%
Targeted Investment Program (“TIP"):
Bank of America Corporation $20.0 2.9% “Institution-Specific Assistance”
Citigroup, Inc. $20.0 2.9%
TIP TOTAL $40.0 5.7%
Asset Guarantee Program (“AGP”): R ) ) )
Citigroup, Inc.d $5.0 0.7% Institution-Specific Assistance
AGP TOTAL $5.0 0.7%
Automotive Industry Financing Program (“AIFP"):
General Motors Corporation (“GM”) $14.3 2.0%
General Motors Acceptance Corporation LLC “Automotive Industry Financing
(“GMAC”) $5.0 0.7% Program”
Chrysler Holding LLC $4.0 0.6%
Chrysler Financial Services Americas LLC® S1.5 0.2%
AIFP TOTAL $24.8 3.5%
Term Asset-Backed Securities Loan Facility (“TALF"): “Term Asset-Backed Securities Loan
TALF LLC $20.0 2.9% Facility”
TALF TOTAL $20.0 2.9%
SUBTOTAL - TARP EXPENDITURES $328.6 47.0%
TARP REPAYMENTSf $(0.4) (0.1)%
BALANCE REMAINING OF TOTAL FUNDS $371.8 53.1%

MADE AVAILABLE AS OF MARCH 31, 2009

Note: Numbers affected by rounding.

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

b Bank of America’s share is equal to two CPP investments totaling $25 billion, which is the sum $15 billion received on 10/28/2008 and $10 billion received on 1,/9/2009.

¢ Other Qualifying Financial Institutions (“QFls”) include all QFls that have received less than $10 billion through CPP.

d Treasury committed $5 billion to Citigroup under AGP; however, this funding is conditional based on losses realized and may potentially never be expended.

e Treasury's $1.5 billion loan to Chrysler Financial represents the maximum loan amount. This $1.5 billion has not been fully expended because the loan will be funded incrementally at $100 million per
week. As of 3/31/2009, $1,175 million out of the $1.5 billion has been funded.

f As of 3/31/2009, CPP repayments total $353.0 million and AIFP loan principal payments (Chrysler Financial) total $3.5 million.

Sources: EESA, 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, www.
thomas.loc.gov, accessed 1/25/2009; Treasury, Transactions Report, 4/2/2009; Treasury, responses to SIGTARP data call, 4/6/2009 and 4,/8/2009.



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

FIGURE 2.2
EXPENDITURES, BY PROGRAM, CUMULATIVE
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Note: Numbers affected by rounding.
2 As of 3/31/2009, $353.0 million of CPP funding has been repaid.
b As of 3/31,/2009, $3.5 million of principal payments related to AIFP loans (Chrysler Financial) has been repaid.

Sources: Treasury, Transactions Report, 4/2/2009; Treasury response to SIGTARP data call, 4/8/2009.

FIGURE 2.3

EXPENDITURES BY PROGRAM,
SNAPSHOT
$ Billions, % of $328.6 Billion
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Note: Numbers affected by rounding.

3 As of 3/31/2009, $353.0 million of CPP funding has been repaid.

b As of 3/31,/2009, $3.5 million of principal payments related to AIFP
loans (Chrysler Financial) has been repaid.

Source: Treasury, Transactions Report, 4/2/2009.
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TABLE 2.3
EQUITY AGREEMENTS
TARP “Date of Cost Description of Investment Term of
Program Company Agreement”  Assigned Investment Information Dividends Agreement
CPP - Public 280 QFIs  10/14/20082  $195.6 billion® Senior Preferred Equity 1-3% of Risk Weighted 5% for first 5 Perpetual
and later Assets, not to exceed years,
$25 billion for each QFl 9% thereafter
Common Stock 15% of Senior Preferred — Up to 10 years
Purchase Warrants amount
CPP - Private 252 QFls  11/17/2008¢ $3.2 billionP Preferred Equity 1-3% of Risk Weighted 5% for first 5 Perpetual
and later Assets, not to exceed years,
$25 billion for each QFl 9% thereafter
Preferred Stock Purchase 5% of Preferred amount 9% Up to 10 years
Warrants that are exercised
immediately
SSFI AIG 11/25/2008 $40 billion Perpetual Senior Preferred  $40 billion aggregate 10% Perpetual
Equity liquidation preference
Common Stock 2% of issued and — Up to 10 years
Purchase Warrants outstanding Common
Stock on investment date;
$2.50 strike price
TIP Citigroup  12/31/2008 $20 billion  Senior Preferred Equity $20 billion 8% Perpetual
Warrants 10% of total Preferred — Up to 10 years
Stock issued; $10.61
strike price
TIP Bank of 1/16,/2009d $20 billion  Senior Preferred Equity $20 billion 8% Perpetual
America
Warrants 10% of total Preferred — Up to 10 years
Stock issued; $13.30
strike price
AIFP GMAC LLC 12/29/2008 S5 billion  Senior Preferred S5 billion 8% Perpetual
Membership Interests
Preferred Stock Purchase 5% of Preferred amount 9% Up to 10 years
Warrants that are
exercised immediately
Notes:

a Announcement date of CPP Public Term Sheet.
b As of 3/31,/2009, $353.0 million of CPP funding has been repaid ($338.0 million Public, $15.0 million Private).
¢ Announcement date of CPP Private Term Sheet.
d Date from Treasury's Transactions Report, dated 1/27/2009. The Security Purchase Agreement has a date of 1,/15/2009.

Sources: Treasury, Transactions Report, 4/2/2009; 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 QFls, 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.
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TABLE 2.4
DEBT AGREEMENTS
TARP Date of Cost Description of Investment Interest/ Term of
Program Company Agreement Assigned Investment Information Dividends Agreement
AIFP General 12/31/2008 $13.4  Debt Obligation with Loan is funded incrementally;  LIBOR + 3% 12/29/2011
Motors bilion ~ Warrants and Additional $4 billion funded on
Corporation Note 12/29/2008, $5.4 billion
funded on 1/21/2009,
$4 billion funded on 2/17/2009
AIFP General 1/16/2009 $884 million  Debt Obligation To purchase Class B LIBOR + 3% 1/16/2012
Motors membership interest of
GMAC LLC
AIFP Chrysler 1/2/20092 $4 billion Debt Obligation with Loan up to $4 billion, available 3% or 8% (if the 1/2/2012
Holding LLC Additional Note on the closing date; Additional company is in
note of $267 million (6.67% of default of its
the maximum loan amount) terms under the
agreement) plus
the greater of a)
three-month LIBOR
or b) LIBOR floor
(2.00%)
AIFP Chrysler 1/16/2009 $1.5 billion®  Debt Obligation with Loan is funded incrementally ~ LIBOR + 1% for 1/16/2014
Financial Additional Note at $100 million per week; first year
Additional note is $75 million ~ LIBOR + 1.5% for
(5% of total loan size), which  remaining
vests 20% on closing and 20%
on each anniversary of closing
Notes:

a Date from Treasury's Transactions Report, dated 1/27/2009. The Security Purchase Agreement has a date of 12/31/2008.
b As of 3/31,/2009, $3.5 million of principal payments related to AIFP loans has been repaid.

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; Treasury, “General Motors Corporation, Indicative Summary of Terms for Secured Term Loan Facility,” 12/19/08; Treasury, “General Motors Promissory Note,” 1/16/2009; Treasury, “Loan
and Security Agreement By and Between Chrysler Holding LLC as Borrower and The United States Department of Treasury as Lender Dated as of December 31, 2008,” 12/31/2008; Treasury, “Chrysler,

Indicative Summary of Terms for Secured Term Loan Facility,” 12/19/2008; Treasury, “Chrysler LB Receivables Trust Automotive Industry Financing Program, Secured Term Loan, Summary of Terms,”
1/16/2009; Treasury, response to SIGTARP draft, 1,/30/2009.

TABLE 2.5

DIVIDEND AND INTEREST PAYMENTS,
BY PROGRAM ($ MILLIONS)

Program Amount
CPP $2,517.9
SSFI _
TIP $328.9
AGP $26.9
AIFP $250.6
TOTAL $3,124.3

Note: Numbers affected by rounding. Data as of 3/31,/2009.
Source: Treasury, response to SIGTARP data call, 4/8/2009.
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CAPITAL INVESTMENT PROGRAMS

Treasury has created two TARP initiatives aimed at facilitating the investment

of capital in financial institutions. According to Treasury, the Capital Purchase

Program (“CPP”), announced in October 2008, was created to stabilize the finan-

cial system by providing capital to institutions of all sizes. Treasury announced the
establishment of the Capital Assistance Program (“CAP”) in February 2009, with

the intent to ensure that banks have a sufficient capital cushion to withstand larger-

than-expected losses in the future. A comparison of the terms of each program can
be found in Table 2.15 in the “CAP Terms” discussion in this section.

Capital Purchase Program

Under CPP, as of March 31, 2009, Treasury anticipated that $218 billion®® of

TARP funds will eventually be invested in Qualifying Financial Institutions

(“OFIs”), which include private and public U.S.-controlled banks, savings asso-

ciations, bank holding companies, and certain savings and loan holding compa-

nies.* Treasury originally announced that CPP would be a $250 billion program,
but, on March 30, 2009, stated that it now forecasts only expending $218 billion.

According to Treasury, the intention of CPP is to invest in healthy, viable banks in

order to promote financial stability, maintain confidence in the financial system,

and permit institutions to continue meeting the credit needs of American consum-

ers and businesses.* For a summary of the distribution of CPP funding by partici-

pant, see Figure 2.4.

Treasury issued initial guidelines for public applicants for CPP on October 20,

2008.*" Guidelines were released for private applicants on November 17, 2008,*

For more information regarding the
CPP application process, refer to
SIGTARP’s Initial Report, Section
3: “TARP Implementation and
Administration.”

FIGURE 2.4

CPP EXPENDITURES, BY PARTICIPANT,
CUMULATIVE
$ Billions, % of $198.8 Billion

Other
Institutions Bank of America
$78.8 $25.0
0, 0,
40% 12.5% JPMorgan
Chase

12.5% $25.0

12.5% Wells Fargo

$25.0
5% 5y, 12.5%

Morgan Stanley Citigroup
$10.0 $25.0
Goldman Sachs

$10.0

Note: Numbers affected by rounding. As of 3/31,/2009, $353 million
has been redeemed. Bank of America = Bank of America
Corporation; JPMorgan Chase = JPMorgan Chase & Co.;

Wells Fargo = Wells Fargo and Company; Citigroup = Citigroup Inc.;
Goldman Sachs = The Goldman Sachs Group, Inc.

Source: Treasury, Transactions Report, 4/2/2009.

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

Bank Holding Company (“BHC”): A company
that controls a bank. Typically, a company
controls a bank through the ownership of
25% or more of its voting securities.

Savings and Loan Holding Company
(“SLHC”): A company (other than a BHC)
that controls a savings association.

Public Applicant: A QFI whose securities are
traded on a national securities exchange
and is required to file, under national securi-
ties laws, periodic reports with either the
Securities and Exchange Commission or its
primary Federal banking regulator.

Private Applicant: Any QFI whose shares
are not traded on a national securities
exchange, excluding S corporations and
mutual organizations.

S Corporation: Any U.S. bank, U.S. savings
association, bank holding company (“BHC”),
or savings and loan holding company
(“SLHC") organized such that it is exempt
from most Federal income taxes as they
are passed through to the shareholders.
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Mutual Organization: A corporation that
is owned by depositors which distributes
income in proportion to the amount

of business that members do with the
company.

TABLE 2.6

KEY DATES AND DEADLINES FOR CPP APPLICATION PROCESS,
BY APPLICANT CATEGORY

Type Announced Date Application Deadline
Publicly Held 10/20/2008 11/14/2008

Privately Held 11/17/2008 12/8/2008

“S” Corporation 1/14/2009 2/13/2009

Mutual Organization 4/7/2009 5/7/2009

Note: Private QFls are those that are non-public QFls, excluding S corporations and mutual organizations. Data as of 4/7/2009.
Sources: Publicly Held: Treasury, “Application Guidelines for TARP Capital Purchase Program,” no date, www.treas.gov, accessed
1/22/2009; Privately Held: Treasury, “Process Related FAQs for Private Bank Capital Purchase Program,” no date, www.treas.gov,
accessed 1/22/2009; “S” Corporation: Treasury, “S Corporation FAQs,” no date, www.treas.gov, accessed 1,/22/2009; Mutual

Organization: Treasury, “Process Related FAQs for the Capital Purchase Program, Mutual Holding Company FAQs,” 4/7/2009, www.
financialstability.gov, accessed 4/7,/2009.

for “S” corporations on January 14, 2009,* and on April 7, 2009, guidelines were
released for mutual organizations.** Key dates for each type of institution that may
apply for CPP funding are outlined in Table 2.6.

Program Updates

The CPP process remains largely the same since SIGTARP’s Initial Report, with
the exception being the modifications contained in the American Recovery and
Reinvestment Act of 2009 (“ARRA”), which imposed more stringent executive
compensation requirements and changed the terms under which a TARP recipient
could pay back Treasury investments. The new repayment terms provide greater
flexibility by removing time restrictions and no longer requiring the bank to demon-
strate that it has received private equity investment in proportion to the funds that
it seeks to repay. Under ARRA, EESA’s executive compensation provisions were
amended to detail the number of employees subject to more stringent guidelines
based on level of funding. The amendments also require TARP recipients to create
a Board Compensation Committee, submit a certification of compliance, and re-
quire the Treasury Secretary to review prior compensation payments.** For more in-
formation on the amended executive compensation restrictions, see the “Executive

Compensation” discussion in this section.
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FIGURE 2.5
TRACKING CAPITAL PURCHASE PROGRAM INVESTMENTS ACROSS THE COUNTRY

-
.
i

[l $10 Billion or More '
W S$1 Billion to $10 Billion
M $100 Million to S1 Billion
[ $10 Million to $100 Million
Less than $10 Million
150

Note: Banks in Montana and Vermont had not received any funds as of 3/31,/2009.

Source: Treasury, “Local Impact of the Capital Purchase Program,” 3/31/2009, www.financialstability.gov, accessed

3/31/2009.

Status of CPP Funds Preferred Stock: A form of ownership in a
As of March 31, 2009, Treasury had purchased $198.8 billion in preferred stock company that generally entitles the owner
from 532 different QFIs in 48 states, the District of Columbia, and Puerto Rico.*® of the shares (an investor) to collect
Closings for CPP purchases generally occur each week on Friday, and information dividend payments. Preferred shares are
about the transaction is made publicly available by the following Tuesday. For the senior to common stock, but junior to

geographical distribution of all the QFIs that have received funding see Figure 2.5. debt.

For a full listing of CPP recipients, see Appendix C: “Reporting Requirements.”
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Market Capitalization: The value of a
corporation determined by multiplying
the current market price of one share of
the corporation by the number of total
outstanding shares. This is an important
metric because it is often used to deter-
mine the aggregate value of a company.

TABLE 2.7

PUBLIC CPP RECIPIENTS BY
MARKET CAPITALIZATION

$20 Billion or More 7
$1 Billion to $20 Billion 29
$100 Million to $1 Billion 82
Less than $100 Million 154

Note: Data accessed 4/1/2009 10:20am.

Sources: Treasury, Transactions Report, 3/31/2009; Capital
1Q, Inc., a Division of Standard & Poor’s.

TABLE 2.8

CPP INVESTMENT SIZE

$10 Billion or More 6
$1 Billion to $10 Billion 18
$100 Million to $1 Billion 56
Less than $100 Million 452
TOTAL 532

Note: Data as of 3/31,/2009. Bank of America Corporation
and SunTrust Banks, Inc., each received funds in two separate
transactions.

Source: Treasury, Transactions Report, 3/31/2009.

Although the eight largest investments accounted for $134.2 billion of the pro-
gram, CPP has also had many more modest investments: 206 of the 532 recipients
received less than $10 million each. Table 2.7 shows the distribution of recipients
based on their market capitalization, and Table 2.9 shows the 10 largest firms that
received funds. Table 2.8 and Table 2.10 show the distribution of the investments
by size. A full listing of all public recipients’ market capitalization can be found in
Appendix C: “Reporting Requirements.”

On February 6, 2009, the Congressional Oversight Panel (“COP”) released a re-
port in which it discussed a valuation analysis conducted with respect to Treasury’s
investments. The report concluded that “Treasury paid substantially more for

the assets it purchased under TARP than their then-current market value.” The

TABLE 2.9

TOP 10 PUBLIC CPP RECIPIENTS BY MARKET CAPITALIZATION ($ BILLIONS)

Company Market Capitalization CPP Funding Received
JPMorgan Chase & Co. $99.9 $25.0
Wells Fargo & Company $60.4 $25.0
The Goldman Sachs Group, Inc. $49.0 $10.0
Bank of America Corporation $43.7 $25.0
Bank of New York Mellon Corporation $32.5 $3.0
U.S. Bancorp $25.7 $6.6
Morgan Stanley $24.6 $10.0
American Express Company $15.8 $3.4
Citigroup, Inc. $13.9 $25.0
Northern Trust Corporation $13.4 $1.6

Note: Data accessed 4/1/2009 10:20am. Numbers affected by rounding.

Sources: Treasury, Transactions Report, 3/30/2009; Capital IQ, Inc., a Division of Standard & Poor’s.

TABLE 2.10

CPP INVESTMENT SUMMARY

Largest Capital Investment $25 Billion
Smallest Capital Investment $301,000
Average Capital Investment $372.2 Million
Median Capital Investment $15 Million

Note: Data as of 3/31/2009. Bank of America Corporation
and SunTrust Banks, Inc., each received funds in two separate
transactions.

Source: Treasury, Transactions Report, 3/31/2009.
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report estimated that for every $100 spent on the eight largest CPP transactions of
2008, Treasury received assets worth approximately $78.%7 In addition to the COP
analysis, on April 4, 2009, the Congressional Budget Office (“CBQO”) issued a new

estimate of $356 billion as the “ultimate cost to taxpayers” for assistance to finan- Warrant: The right, but not the obligation,
cial institutions under TARP. In other words, CBO projects that Treasury will only to purchase shares of common stock at a
recover $344 billion, or approximately 49%, of the $700 billion of TARP funds.** fixed price.

Warrants Received by Treasury Common Stock: A security that provides
As discussed in the Initial Report, Treasury receives warrants of common stock voting rights in a corporation and pays
from publicly traded CPP participants.** Appendix H: “Warrants” includes a full a dividend after preferred stockholders

listing and status of all warrants from publicly traded CPP participants. As of have been paid.

March 31, 2009, no warrants of common stock in public companies had been

exercised. Table 2.11 outlines Treasury’s warrant positions from its 10 largest CPP
For more information regarding

investments.
the mechanics of warrants, refer to
SIGTARP’s Initial Report, Section 2:
“TARP Overview.”
TABLE 2.11
LARGEST POSITIONS IN WARRANTS HELD BY TREASURY AS OF MARCH 31, 2009
Amount “In Percent
Stock Price Strike Price the Money” or  Change in
as of Number of as Stated  Stock Price Inor “Out of the Stock Price
Transaction Transaction Warrants in the asof Outof Money” as of Since Initial
Participant Date Date Received Agreements 3/31/2009 Money? 3/31/2009 Report
Bank of America Corporation 10/28/2008 $23.02 48,717,116 $30.79 $6.82 OUT (23.97) 9.3%
Bank of America Corporation 1,/9/2009 $12.99 73,075,674 $30.79 $6.82  OUT (23.97) 9.3%
Citigroup Inc. 10/28/2008 $13.41 210,084,034 $17.85 $2.53 OUT (15.32) 27.1%
JPMorgan Chase & Co. 10/28/2008 $37.60 88,401,697 $42.42 $26.58 OUT (15.84) 9.5%
Wells Fargo & Company 10/28/2008 $34.46 110,261,688 $34.01 $14.24  OUT (19.77) -10.3%
Morgan Stanley 10/28/2008 $§15.20 65,245,759 $22.99 §22.77 OUT (0.22) 21.7%
he Goldman Sachs Growp. —10/28/2008 $9357 12,205,045 $122.90 $106.02  OUT (16.88) 41.5%
g':guzh‘lgc““a”da' Senvices 15 31,/2008 $49.00 16,885,192 $67.33 $29.29  OUT (38.04) 3.2%
U.S. Bancorp 11/14/2008 $26.30 32,679,102 $30.29 S14.61 OUT (15.68) 0.2%
SunTrust Banks, Inc. 11/14/2008 $33.52 11,891,280 $44.15 $11.74 OUT (32.41) -21.6%
SunTrust Banks, Inc. 12/31/2008 $29.54 6,008,902 $33.70 $11.74 OUT (21.96) -21.6%
Capital One Financial
Corporation 11/14/2008 $31.19 12,657,960 $42.13 $12.24 OUT (29.89) -36.7%

Note: Bank of America Corporation and SunTrust Banks, Inc., each received funds in two separate transactions.

Sources: Participants and Transaction Date: Treasury, Transactions Report, 3/31/2009, www.financialstability.gov, accessed 3/31/2009; Market price data: Capital IQ, Inc. (a division of Standard & Poor’s),
www.capitalig.com, accessed 3/12/2009 at 11:00am EST and 4/2/2009 at 2:00pm EST; Number of warrants and strike price: Treasury, response to SIGTARP data call, 4/1/2009.
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Federal Banking Agency (“FBA”): One of

four agencies:

1) Comptroller of the Currency

2) Board of Governors of the Federal
Reserve System

3) Federal Deposit Insurance Corporation

4) Director of the Office of Thrift
Supervision

TABLE 2.12

TOP 10 CUMULATIVE DIVIDENDS PAID BY CPP RECIPIENTS SINCE
PROGRAM IMPLEMENTATION (S MILLIONS)

Company Size of Cumulative Dividends
JPMorgan Chase and Co. $427.1
Citigroup Inc. 3715
Wells Fargo and Company 371.5
Bank of America Corporation 272.9
Goldman Sachs Group Inc. 148.6
Morgan Stanley 106.9
US Bancorp 83.4
Suntrust Banks, Inc. 72.9
Bank of New York Mellon Corporation 59.2
The PNC Financial Services Group, Inc. 47.4
TOP 10 TOTAL $1,961.4

Note: Numbers affected by rounding. Data as of 3/31/2009. Bank of America Corporation paid an additional $128.9 million
under TIP. Citigroup, Inc. paid an additional $26.9 million under AGP and $200 million under TIP.

Sources: Treasury, response to SIGTARP data call, 4/8/2008; Treasury, response to SIGTARP draft, 4/9/2009.

Dividends Received by Treasury
As of March 31, 2009, Treasury had received approximately $2.5 billion in divi-
dends from preferred stock investment through CPP. Most CPP recipients made
a dividend payment on February 15, 2009; however, eight recipients did not
declare dividends due to a lack of necessary regulatory and/or shareholder approv-
als. According to the CPP terms, six missed payments give Treasury the right to
elect two members to the board of directors.*® For a detailed table of the dividends
received by Treasury from all programs under TARP, see Appendix C: “Reporting
Requirements.”

The top 10 largest dividends paid by CPP recipients since TARP funding began
are captured in Table 2.12.

Repayment of Funds

Pursuant to ARRA, repayment of the capital provided by Treasury is “subject to
consultation with the appropriate Federal banking agency.”' Any bank wishing
to buy back its shares can contact both Treasury and its Federal Banking Agency
(“FBA”), at which point Treasury will discuss the request with the FBA. If the
FBA confirms that the bank will have sufficient capital after repayment, banks
can choose to pay back the entire CPP investment in a lump sum, or they can
pay it back over time as long as every payment is at least 25% of the original total
investment (unless the last payment is less by default). Banks that repay the CPP
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TABLE 2.13

CPP SHARE REPURCHASES ($ MILLIONS)

Principal Amount

Repurchase Original Repurchased as of
Date Institution Investment Amount 3/31/2009
3/31/2009  Signature Bank $120 $120
3/31/2009  Old National Bancorp 100 100
3/31,/2009 IberiaBank Corporation 90 90
3/31,/2009 Bank of Marin Bancorp 28 28
3/31,/2009 Centra Financial Holdings, Inc. 15 15

TOTAL $353 $353

Note: Data as of 3/31/2009. Treasury has also received $2.3 million in accrued and unpaid dividends.

Source: Treasury, Transactions Report, 4/2/2009.

investment also have the opportunity to repurchase the warrants received by
Treasury at their fair market value. Under ARRA, if the bank does not repurchase
its warrants, Treasury is required to liquidate the warrants at the current market
price. Additionally, banks are responsible for any unpaid dividends that are owed to
Treasury at the time of their redemption. All principal funds that are repaid can be
used for other TARP initiatives. However, dividends, interest, and profits from the
sale of equity interests must be used to pay down the debt and cannot be reused.”

As of March 31, 2009, five banks have repurchased their shares from Treasury.
Treasury has received $353 million in principal and an additional $2.3 million in
accrued and unpaid dividends.” As of March 31, 2009, one of the five institutions
had notified Treasury that it intends to buy back its warrants as well. Treasury has
indicated that it will give the banks 15 days to exercise this right before Treasury
seeks to sell the warrants to a third party.”* For details of the share repurchases
conducted as of March 31, 2009, see Table 2.13.

Treasury’s Snapshots

On January 8, 2009, Treasury launched an effort to begin measuring the lending
activities of CPP recipients to “help taxpayers easily assess the lending and other
activities of banks receiving Government investments.”> Treasury is performing
both quarterly and monthly data analysis. The quarterly data will illustrate balance
sheet changes for all CPP recipients.*® The first quarterly report will be publicly
available on June 30, 2009.>
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Call Report: Quarterly report of financial
condition commercial banks file with their
Federal and state regulatory agencies.

Monthly Lending and Intermediation Snapshot
The stated purpose of the monthly snapshot is to provide both Treasury and the
public with data regarding the lending activities of the banks that received CPP
funding. Treasury originally stated that analyzing the largest banks, which represent
over 80% of the total CPP funds disbursed, would “quickly but effectively provide
an objective analysis to the public.”*® This survey is intended to report on the po-
tential impact, but not use, of TARP funds.

On January 16, 2009, the Interim Assistant Secretary for Financial Stability
sent letters to the 20 largest CPP recipients in which he explained the snapshot

process:

This Monthly Intermediation Snapshot will complement a more thor-
ough analysis Treasury will conduct quarterly of all CPP recipient
banks using call report data. The snapshot is designed to be simple
enough to allow Treasury and TARP senior management to draw
inferences about intermediation activity generally, but also granular
enough to provide insight into patterns by broad category and by

institution.>”

In addition to the snapshots, pursuant to a recommendation made by the
Government Accountability Office (“GAO”), Treasury recently requested certain
monthly lending data from all CPP recipients. The first CPP Monthly Lending
Report is due by April 30, 2009, and is expected to be published in mid-May
2009.%°

December 2008 Monthly Lending and Intermediation Snapshot

The initial set of responses to Treasury’s letters was published on February 17,
2009, and contained data for the time period from October through December
2008. These responses included data looking back for a three-month period; subse-
quent reports only include data from the prior month. Treasury made the following

conclusions from the initial monthly snapshot:

® Banks continued to originate, refinance, and renew loans despite significant
headwinds posed by unprecedented financial market crisis and economic turn.®!
® Banks reported a general trend of modestly declining total loan balances due
to decreasing loan demand and tighter underwriting standards, as well as other

factors such as charge-offs, or losses written off on loans.®
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¢ Month-to-month changes were driven by outside factors, including falling
interest rates, loan demand, and the credit crisis.®* Treasury made the following
observations about these changes:
¢ Lending activity decreased from October to November 2008.
¢ Lending activity increased from November to December 2008.

e Drivers of this phenomenon varied by loan type.

January 2009 Monthly Lending and Intermediation Snapshot

The next set of responses was published on March 16, 2009, and contained data
for the time period between January 1, 2009, and January 31, 2009. Treasury
surveyed the top 21 recipients of Government investments through CPP rather
than the top 20, due to a large investment on January 9, 2009.%* Treasury reviewed
and analyzed data from December 31, 2008, to January 31, 2009, and came to the

following conclusions:

e Consumer lending levels increased as a result of increases in originations of resi-
dential mortgages and student loans due to attractive interest rates and seasonal
demand.®

e Commercial lending, industrial lending, and commercial real estate lending
declined from the prior month due to weak demand for debt.*®

e Renewals of existing accounts and new loan commitments in commercial real
estate lending decreased significantly from the prior month as a result of the
frozen securitization markets and lack of commercial mortgage-backed securi-

ties activity.®’

Capital Assistance Program

On February 10, 2009, Treasury announced the Capital Assistance Program
(“CAP”) as part of FSP. CAP follows CPP as the vehicle for Treasury to provide
TARP capital to QFIs.®® CAP has three main components:

® astress test to evaluate major financial institutions’ capital buffers
e access to capital for QFIs
¢ a Financial Stability Trust to manage the Government’s investments in the

program

CAP’s stated goal is to “ensure the continued ability of U.S. financial institu-
tions to lend to creditworthy borrowers in the face of a weaker-than-expected

economic environment and larger-than-expected potential losses.”®
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Risk-Weighted Assets: The amount of

a bank’s total assets after applying an
appropriate risk factor to each individual
asset.

Professional Forecasters: The three
forecasters used for the purpose of the
stress test were the Consensus Fore-
casts, the Blue Chip Survey, and the
Survey of Professional Forecasters.

Stress Test

According to Treasury, the stress test assesses whether a QFI has enough capital

to continue lending under economic conditions that are worse than expected. The
test is required for the 19 financial institutions with more than $100 billion in risk-
weighted assets. These 19 institutions represent roughly two-thirds of aggregate
U.S. BHC assets.” The tests are designed to determine how much additional capi-
tal each institution may need to remain well capitalized in an economic downturn.
Regulators have created two forward-looking economic scenarios. The first scenario
is a baseline forecast for 2009 and 2010, based on the most recent projections
available from three professional forecasters prior to the start of the stress tests on
February 25, 2009.”" Although the baseline is intended to forecast likely economic
metrics, the unemployment rate in the baseline scenario, 8.4%, has already been
eclipsed with the April 3, 2009, announcement of 8.5% unemployment.” The
second scenario evaluates the institutions under worse economic conditions than
those provided in the baseline forecast — an “adverse case” scenario. The assump-
tions for the baseline and adverse case are found in Table 2.14.

QFIs will be asked to report their estimates of losses and resources to absorb
them using a standardized template. The FBAs will then evaluate the estimates by
examining the data and assumptions and request additional material, as necessary.
The FBAs supervise the process and may revise the estimates that will be used to
determine the amount of capital needed to establish the appropriate buffer.”

When the stress tests are completed, by the end of April 2009, the institutions
that are found to need additional capital will have up to six months to raise private
capital. If an institution raises enough private capital, it is not required to take CAP
assistance.” If it is unable to raise a sufficient amount of private capital, then it

must accept CAP assistance.”

TABLE 2.14

ECONOMIC METRICS UNDER BASELINE AND MORE ADVERSE SCENARIOS
2009 Scenarios 2010 Scenarios

More More

Baseline  Adverse  Baseline  Adverse

Real GDP (% Change in Annual Average) -2.0% -3.3% 2.1% 0.5%
Civilian Unemployment Rate 8.4% 8.9% 8.8% 10.3%
House Prices (% Change Relative to Q4 of Prior Year) -14.0% -22.0% -4.0% -7.0%

Note: As reported by the source document, baseline forecasts for real GDP and the unemployment rate equal the average of projections
released by Consensus Forecasts, the Blue Chip Survey, and the Survey of Professional Forecasters in February 2009.

Source: FDIC, “FAQs — Supervisory Capital Assessment Program,” 2/25/2009, www.fdic.gov, accessed 3/25/2009.
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Access to Capital
The second core component of CAP is “access for qualifying financial institu-
tions to contingent common equity provided by the U.S. Government as a bridge
to private capital in the future.””” In addition to the 19 targeted institutions, CAP
will make capital widely available to other QFIs by offering to invest in the QFI
in return for shares of mandatory convertible preferred stock. Such securities are
considered a higher quality of capital for banks because they have more character-
istics similar to common equity than the investments made under CPP and TIP,
which can be viewed more like debt. They are riskier investments for the taxpayer,
however, because once the shares are converted to common stock, the Government
will no longer be entitled to receive a set quarterly dividend and will have a junior
right to repayment if the bank were to fail. Existing TARP recipients that decide to
apply for participation in CAP will be able to take advantage of this higher-quality
capital offered under CAP by exchanging their existing CPP and TIP equity for
CAP equity. For more details on the terms of these agreements, see the “CAP
Terms” discussion in this section. For a more detailed description of the financial
terms used in this discussion, refer to “TARP Tutorial: Capital Structure” later in
this section.

On February 25, 2009, Treasury released the terms for public QFIs to apply
for CAP funding. QFIs must apply to their appropriate FBA by May 25, 2009.
According to Treasury, the process and eligibility determination will be substantially
similar to those under CPP.”® For more information on the CPP process, refer to
SIGTARP’s Initial Report, Section 3: “TARP Implementation and Administration.”
As of March 31, 2009, the process details for CAP applications by private QFIs, S

corporations, and mutual organizations have not yet been released.

Financial Stability Trust
As of March 31, 2009, under CPP and TIP, Treasury invested $238.8 billion for

preferred shares and warrants of common stock.” Similar investments under CAP

will be managed in a separate entity called the Financial Stability Trust.*® As of

March 31, 2009, there were no additional details available about this entity. Convertible Preferred: A preferred stock
that is convertible into common stock.

CAP Terms In the context of CAP, the conversion is

Under CAP, Treasury will provide the QFI with additional capital by purchas- at the option of the QFI until year seven

ing new convertible preferred stock (“convertible preferred”). If the QFT already when it becomes mandatory.

received funds from either the CPP or TIP, the QFI may choose to use CAP to

R : i igation.
redeem the previously issued preferred stock. CAP allows the QFI effectively to edeen: To buy back a prior obligation

In the case of CAP, the QFI can buy back
(redeem) its CPP shares with the funds
received from the CAP investment.

exchange one type of equity for another by permitting the bank to convert preferred

shares purchased under CPP to CAP convertible preferred shares.
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TABLE 2.15

As its name suggests, the convertible preferred shares that will be acquired by
Treasury can be converted into common stock. The QFI can choose to convert the
stock from preferred to common with the approval of its FBA. If the QFT does not
choose to convert, the CAP terms require that the conversion automatically take
place seven years after the transaction date. Once converted, Treasury will hold
common stock in the QFT as if it had been purchased in the public market. Note
that, as such, it will carry voting rights in the institution just like other common
stock; Treasury’s stake, however, will no longer have the benefit of receiving defined
dividends as would preferred stock. Since Treasury could potentially own a signifi-
cant percentage of a QFI's common stock, it has stated that it will publish how it
will use these rights prior to closing any transactions.®! Prior to conversion, convert-
ible preferred shares subject the QFT to terms similar to those under CPP.

Table 2.15 compares the key characteristics of the convertible preferred terms for
public QFIs under CAP to the preferred terms for public QFIs under CPP.

Upon receipt of the CAP investment, the QFIs agree to comply with Treasury’s
rules, regulations, and guidance with regard to executive compensation, transpar-
ency, accountability, and monitoring that are published and effective at the time
of the closing.®* As of March 31, 2009, Treasury has not published any additional
executive compensation guidance for this program. For more information on execu-

tive compensation, refer to “Executive Compensation” later in this section.

COMPARISON OF EXPECTED TERMS: CAP CONVERTIBLE PREFERRED AND CPP PREFERRED SHARES

CAP

CPP

Eligibility All QFIs

All QFIs

Between 1% and 2% of Risk-Weighted Assets plus amount necessary

Between 1% and 3% of Risk-Weighted Assets not

Size to rgdeem "CPP and/or TIP shares, or more as per “exceptional to exceed $25 billion
assistance” clause

Security Convertible Preferred Senior Preferred

Term of Conversion to Mandatory at 7 years N/A

Common Stock At option of QFI before 7 years

90% of the average closing price for the common stock for the 20

Conversion Price trading days period ending on 2/9/2009 N/A
- . . 0 5% for the first 5 years
Dividends Prior to Conversion 9% 9% thereafter

Voting Rights Voting Rights upon

prior to conversion)

conversion to common (if dividends are not paid Non-Voting (unless dividends are not paid)

Notes: Data as of 3/31,/2009. The contents of this table have been summarized for readability and highlight differences between the programs rather than provide a comprehensive representation of the
programs’ terms. As of 3/31/2009, no agreements have been issued under CAP and thus the terms may change.

Source: Treasury, “Summary of Mandatorily Convertible Preferred Stock (“Convertible Preferred”) Terms Capital Purchase Program Description,” 3/25/2009, www.treas.gov, accessed 3/25/2009.
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TABLE 2.16

COMPARISON OF EXPECTED TERMS: CAP WARRANTS AND CPP WARRANTS

CAP CPP

Warrant 20% of Convertible Preferred 15% of the Senior Preferred amount on the
amount on the date of investment  date of the investment

Term 10 years 10 years

Exercisable Immediately, in whole or in part Immediately, in whole or in part

Voting Treasury will not exercise voting Treasury will not exercise voting

Note: The contents of this table have been summarized for readability and highlight differences between the programs rather than
provide a comprehensive representation of the programs’ terms. As of 3/31/2009, no agreements have been issued under CAP and
thus the terms may change.

Source: Treasury, “Summary of Mandatorily Convertible Preferred Stock Terms,” 3/25/2009, www.treas.gov, accessed 3/25/2009.

In addition, the QFI will be required to provide Treasury with warrants of com-
mon stock. The terms of the warrants under CAP are similar to the warrant terms

under CPP and are summarized in Table 2.16.

The CAP Application Process

In addition to the 19 institutions required to participate in stress testing, CAP, For more information regarding the
like CPP, is open to applications from all public QFIs. According to Treasury, the CPP application process, refer to

SIGTARPs Initial Report, Section

application process, eligibility requirements, and determination criteria are similar
bp P » cligibrity req ! 3: “TARP Implementation and

to those under CPP.?* Note that the 19 institutions do not need to wait for the

Administration.”
completion of the stress tests in order to apply for CAP funding.** The deadline for
public QFIs to submit a CAP application is May 25, 2009. As of March 31, 2009,
application deadlines and term sheets had not been released for private QFIs, S
corporations, or mutual organizations. A timeline of CAP milestones can be found
in Figure 2.6.
FIGURE 2.6
CAPITAL ASSISTANCE PROGRAM TIMELINE
FEBRUARY 2009 |MARCH 2009 APRIL 2009 MAY 2009 + 6 MONTHS + 7 YEARS
FEBRUARY 10 FEBRUARY 25 APRIL END OF MONTH MAY 25 6 MONTHS AFTER 7 YEARS AFTER
Treasury announces Treasury releases Mandatory stress tests Deadline for all COMPLETION CAP SETTLEMENT DATE
Capital Assistance the terms for for 19 largest QFls are public applicants OF STRESS TESTS Convertible preferred
Program (“CAP”). public QFls to apply expected to be complete. to CAP are due. Deadline for shares held by
for CAP funding. 19 largest QFls that are Government
determined to need mandatorily convert
additional capital to to common shares.
raise it privately or
accept CAP funding.

Sources: Treasury, “Secretary Geithner Introduces Financial Stability Plan,” 2/10/2009, www.treas.gov, accessed 3/25/2009; Treasury Press Release, “U.S. Treasury Releases Terms of Capital Assistance
Program,” 2/25/2009, www.treas.gov, accessed 3/25/2009; FDIC Press Release, “Agencies to Begin Forward-Looking Economic Assessments,” 2/25/2009, www.fdic.gov, accessed 3/25/2009; Treasury,
“Application Guidelines for Capital Assistance Program,” no date, www.treas.gov, accessed 3/25/2009; FDIC, “FAQs—Supervisory Capital Assessment Program,” 2/25/2009, www.fdic.gov, accessed
3/25/2009; Treasury, “Summary of Mandatorily Convertible Preferred Stock Terms,” 3/25/2009, www.treas.gov, accessed 3/25/2009.
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Program Considerations

CAP introduces several new considerations relating to Government assistance for
the financial industry. Although final details of the program have not been pub-
lished, the program announcement provided insight into several elements of the
program.

Equity Quality: As discussed in “TARP Tutorial: Capital Structure” later in this
section, both shares issued under CPP and CAP are considered tier one capital
(“T1”). As such, they are part of a bank’s cushion against future losses and deposi-
tors’ demands. However, the market views CAP’s convertible preferred shares as
also fitting the higher-quality classification of tangible common equity (“TCE”).
TCE is the cushion left over if all creditors and higher levels of stock, like preferred
stock, were paid off. The convertible preferred under CAP was designed to create
a higher quality of capital for the banks than the preferred shares under CPP and
TIP. This provides a better cushion for the banks in the event of further deteriora-
tion of the economy and the banks’ balance sheets.

Converting Preferred to Common: According to the Treasury-issued term
sheet, CAP participants can convert the convertible preferred to common stock at
any point with the permission of the appropriate FBA. This conversion takes place
not at the market price, but at a 10% discount to the average price for the 20-day
trading period prior to February 9, 2009. Should market prices drop further prior
to the conversion, this price is more advantageous to the QF1.%> On the other hand,
if the institution’s share price increases, the Government will realize a gain. This
concept is demonstrated in Table 2.17 with a select sampling of QFIs chosen for

illustrative purposes.

TABLE 2.17

HYPOTHETICAL CONVERSION PRICE EXAMPLE

2/9/2009 Value Conversion Unrealized

(Average Price Price (90% Treasury Gain

for the Preceding of 2/9/2009 3/31/2009 (Loss)

Institution Month) Average) Market Price Per Share
Bank of America Corp $6.93 $6.24 $6.82 $0.58
Citigroup, Inc. $3.85 $3.46 $2.53 (50.93)
JPMorgan Chase & Co. $24.67 $§22.20 $26.58 $4.38
Wells Fargo & Company $18.64 $16.78 $14.24 (52.54)
Morgan Stanley $19.49 $17.54 §22.77 $5.23
The Goldman Sachs Group Inc. $79.92 $71.93 $106.02 $34.09
g?gui',\‘ﬁ]g'“anc'a' Services $34.01 $30.61 $29.29 (51.32)
U.S. Bancorp $16.26 $14.64 S14.61 ($0.03)
SunTrust Banks, Inc. $15.23 $13.71 S11.74 ($1.97)
83?;2:5%?1 Financil $19.84 $17.86 §12.24 ($5.62)

Sources: Treasury, Transactions Report, 3/31/2009; Capital IQ, Inc., A Division of Standard & Poor’s.
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When a QF1 is faced with the decision to convert, it must weigh the benefit of
not having to pay dividends against the disadvantage of further dilution to its com-
mon shareholders’ stake. This “dilution” occurs when ownership of the company is
spread over more common shares.

Mandatory Seven-Year Conversion: CAP convertible preferred must be con-
verted to common stock after seven years. Unlike CPP, this gives the institutions
and the markets a clear date by which the terms attached to the preferred shares
expire and when additional common stock will enter the market.

Investment Size: The CAP terms allow a QFTI to issue convertible preferred
shares totaling between 1% and 2% of the QFI’s risk-weighted assets in addition to
Treasury’s investment under the CPP or TIP. Additionally, Treasury will determine,
on a case-by-case basis, if an institution qualifies for “exceptional assistance.” In
these exceptional cases, Treasury may fund the QFT in excess of the stated limits.*
Once the stress tests are completed, Treasury will have a better indication of the
size of the total investment.

Common Stock Voting Rights: The convertible preferred will generally have
no voting rights prior to its conversion. If the QFI chooses to convert the shares
to common stock, then Treasury will have the standard voting rights associated
with common stock. Prior to closing any transaction, Treasury will publish further
guidance as to how these voting rights will be used, although it has stated that the
shares will be held in the Financial Stability Trust.®” The inclusion of voting rights
is necessary to maintain the market value of the common shares if, and when,

Treasury sells them in the open market.
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TARP TUTORIAL: CAPITAL STRUCTURE

The Bank Balance Sheet and TARP

Since the onset of the current credit contraction, the financial industry has expressed
concern with the weakening of American banks’ balance sheets.28 In December 2008,
Interim Assistant Secretary Neel Kashkari testified before Congress that, “As the markets
rapidly deteriorated in October, it was clear to Secretary Paulson and Chairman Bernanke
that the most timely, effective way to improve credit market conditions was to strengthen
bank balance sheets quickly through direct purchases of equity.”® This section provides an
illustration of the generally accepted accounting principles regarding the balance sheet.

The Balance Sheet Overview

Put simply, the balance sheet is a statement of a bank’s financial condition at a single point
in time.?° It provides three fundamental pieces of information: how much the company
owns (assets), how much it owes (liabilities), and the amount of the shareholders’ position
(owners’ equity). A financial analyst or regulator will ook at the relative levels of certain
sub-components of the balance sheet to make judgments as to the financial health of the
institution. A summary balance sheet for our hypothetical example bank, Sample Bank, is
shown in Table 2.18.

In this example, note that “Assets = Liabilities + Equity” (shareholders’ equity is often
referred to simply as “equity”). By definition, this equation is always true. It is one of the
most important accounting principles and is useful to remember when assessing the ef-
fects of bank activity. For example, if a bank experiences losses, those losses will reduce

TABLE 2.18

SAMPLE BANK - HYPOTHETICAL BALANCE SHEET

Assets $ Million % of Assets
Cash $100 2%
Securities 1,000 20%
Loans 3,500 70%
Other Assets 400 8%
TOTAL ASSETS $5,000 100%

% of Liabilities
Liabilities & Equity $ Million & Equity
Deposits $3,200 64%
Debt 1,300 26%
Shareholder’s Equity 500 10%

TOTAL LIABILITIES & EQUITY $5,000 100%
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its assets, and equity will have to shrink to keep the equation in balance. At a certain level
of losses, the bank's equity will be zero or less, and the firm will then be considered insol-
vent and potentially shut down by regulators.!

Assets
The asset side of Sample Bank’s balance sheet shows how it categorizes its income-

producing resources — or how it makes money from the resources it holds. Assets are Lagi B altae Toe el ara i o

listed by order of liquidity (the easier to convert to cash, the higher on the balance sheet). dollars the bank has lent to customers
The asset line item labeled “Loans” represents the bank's loan portfolio. Although not and expects to be repaid.

particularly liquid, loan portfolios typically represent the majority of a bank’s assets. Loans - o
Securities: A financial instrument that

are typically the highest interest-bearing (and also highest risk) investments banks make. represents debt, such as a bond, or

Depending on several characteristics of the loans, such as what they are used for (e.g., which represents ownership, such as a
mortgages, corporate, home equity) and where the assets underlying the loan are located stock certificate. A security can be
(e.g., economic sector, geographical location), a financial analyst can gain a picture of the assigned value and traded in the

. _ . financial markets.
relative strength or riskiness of a bank’s loan portfolio. ! !

Securities (e.g., stocks, bonds, ABS, MBS) make up the second largest component

of assets for Sample Bank. Securities are more liquid than loans, and tend to pay a lower
interest rate, especially the safest ones such as Government debt.

Cash is often the smallest component of assets, since holding cash does not make a
bank any money. The bank needs to keep a certain amount on hand, however, to satisfy
customers’ withdrawals.

Other assets, such as the bank'’s real estate and buildings or intangible assets (such as
goodwill, which attempts to capture such factors as the bank’s brand value or competitive
position), also tend to be a relatively small component of a bank’s total assets.

Liabilities and Shareholders’ Equity

The liabilities and shareholders’ equity portion of Sample Bank's balance sheet summa-
rizes the claims on the company, by both creditors and shareholders. Like most banks,
the majority of its liabilities are deposits — customers’ savings and checking account
balances. This is often the least expensive form of capital. For example, the interest that
a bank pays to its customer on a checking or savings account is lower than what a bank
charges its loan customers. Deposits are considered liabilities because they represent the
amount of money the bank owes to its depositors. In many ways, a deposit is a loan from
a customer to a bank.
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Regulatory Capital: The net capital
position of a financial institution as de-
termined by the rules of the applicable
Federal or state banking regulator.

Insolvent: A condition where a financial
institution has liabilities that exceed its

assets. By definition, shareholders’ eg-
uity in such a situation will be negative.

Tier One Capital (“T1") = Common
Equity + Preferred Equity + Retained
Earnings — Goodwill.

Tangible Common Equity (TCE)

= Common Equity — Intangible Assets.

Tier One Capital Ratio (“T1 Ratio”)
= T1 / Risk-Adjusted Assets.

Debt also reflects a major source of funds. It includes bonds that the bank sells, loans
it gets from other financial institutions, or loans from the Federal Reserve. Debt tends to
require a higher interest rate than deposits, and is thus used more as a secondary fund
source by the bank.

Shareholders’ equity represents the difference between assets and liabilities, and will
include such items as initial payments into the bank by the shareholders, and any profits
retained by the bank, but equity is reduced by the reserves it has set aside against losses.

Determining If a Bank Is Healthy
Banking sector regulators (such as FDIC, the Office of the Comptroller of the Currency
(“OCC"), and the Federal Reserve) use a variety of measures to enforce compliance with
banking regulatory standards. Central to these measures is the notion of capital. The term
“regulatory capital” is generally used to describe the cushion a bank has against future
losses. As a starting point, it is helpful to think of the bank’s capital as being roughly equal
to the shareholders’ equity. If capital is adequate, then theoretically the firm could cover
all liabilities by selling all assets, and still have something left over for its shareholders. If,
however, losses become greater than the bank’s capital, the firm would be insolvent —
assets could not cover outstanding liabilities.

The solvency of the bank, therefore, depends on how it accounts for losses (which
reduce its assets) and how capital is defined. In practice, there are many different ways of
defining capital, each describing a different level of cushion against losses.

“Tier One Capital” versus “Tangible Common Equity”

Two of the most relevant measures of capital adequacy are tier one capital (“T1") and
tangible common equity (“TCE”). For many TARP recipients, these two measures are
significantly divergent in the current market, capturing different aspects of their health or
lack thereof.

T1, often called “core capital,” is the measure of bank capital traditionally used by
regulators in the United States. It can be described as a measure of the bank's ability to
sustain future losses and still meet depositor's demands. T1 is a concept coordinated
internationally through an agreement known as the “Basel Il Accord.”? Federal regula-
tors look at T1 to calculate the tier one capital ratio (“T1 Ratio”), which determines what
percentage of a bank’s total assets is categorized as T1 — the higher the percentage, the
better it is for the bank. Under traditional Federal regulations, a bank with a T1 Ratio of 4%
or greater is considered adequately capitalized.
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TCE is a more conservative measure of capital adequacy. Only capital that is “real” and
possesses the last claim on the assets of a company can be counted as TCE. It can be Tangible Common Equity Ratio (“TCE
thought of as the amount that would be left over if the bank were dissolved and all credi- Ratio”) = TCE / Risk-Adjusted Assets.
tors and higher levels of stock, such as preferred stock, were paid off. TCE is the highest
“quality” of capital in the sense of providing a buffer against loss by claimants on the bank.
TCE is used in calculating the tangible common equity ratio (“TCE Ratio”) which determines

what percentage of a bank’s total assets is categorized as TCE — the higher the percent-
age, the better it is for the bank. Preferred stock is an example of capital that is counted in
T1, but not in TCE.

Why the Selection of Capital Measure Matters

Through TARP, Treasury makes capital investments in banks. The type of security it re-
ceives in return for these capital investments depends on the type of bank capital it wishes
to support. The difference between alternative definitions of capital is important.

Under CPP, TARP purchased preferred stock, which is included in tier one capital.
Going forward, however, under CAP, investments would involve convertible preferred
stock. TARP will purchase “convertible” preferred stock, which is effectively common
stock, a measure more targeted to TCE.

The stress tests for bank holding companies appear to be targeting more than simply
the traditional tier one capital. According to FDIC, regulators will be examining “the com-
position, level and quality of capital; the ability of the institution to raise additional common
stock and other forms of capital in the market; and other risks that are not fully captured in
regulatory capital calculations.”?

In this context, it is clear that the Citigroup exchange offer, which can convert up to $25
billion in Treasury's preferred stock to common stock, had the primary effect of increasing
Citigroup’s TCE ratio. See the “Institution-Specific Assistance” portion of Section 2 for a de-
tailed description of the Citigroup exchange offer. A comparison of Citigroup’s T1 Ratio and
TCE Ratio, before and after the exchange, demonstrates this difference. See Table 2.19.

TABLE 2.19

CAPITAL ADEQUACY COMPARISON — EFFECT OF
CITIGROUP EXCHANGE OFFER

(as of 12/31/08) No Exchange If Exchange
Tier One Capital (T1) Ratio 11.9% 11.9%
Tangible Common Equity (TCE) Ratio 3.0% 8.1%

Source: Citigroup Inc., Form 8K, 3/10/2009, www.sec.gov, accessed 4,/10/2009.
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Derivative Instruments: Investments
that are valued by reference to the
values of other investments. Examples
include options and credit default
swaps.

As Treasury officials have recognized, the massive infusion of preferred shares as a
result of its CPP investments have altered analysts’ views of tier one capital. Analysts have
begun to view Treasury's preferred shares investment more as debt than traditional tier
one capital, causing investors and analysts to discount tier one capital as a measure and
look more closely at TCE as a measure of a bank’s health.

When a Bank Gets Into Trouble

The balance sheet problems affecting many banks during the current credit crisis
stemmed from losses from two of their primary types of assets. First, many banks saw
the value of their loan portfolios (mortgages, home equity, or other loans) decline as some
of their loan customers defaulted on their debts. Second, many banks owned MBS or
derivative instruments that ultimately took their value from mortgages, which also dropped
in value as homeowners began defaulting on their mortgage payments.

When a bank forecloses on a property, it must be able to re-sell the property to
recover as much as possible of the loan value. Given the nationwide decline in real estate
values, many banks faced losing not only the stream of income they had enjoyed from the
loans as the homeowner made payments on the mortgage, but also faced being forced to
accept losses officially on the difference in the value of the loan and the value they would
get in re-selling the property in a depressed market. Similarly, the market for the mort-
gage-related securities had also declined and many of the securities the banks held could
no longer be sold in the open market for more than a fraction of what they had paid.

These developments affected the banks’ balance sheets in various ways. First, the
decline of the value of the banks' loan portfolios meant a decline in the value of their as-
sets. As losses occurred, they were subtracted from equity, which resulted in a decline in
the banks’ tier one capital.
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Assuming that the example bank, Sample Bank, suffered similar losses, Table 2.20
demonstrates the deterioration of its balance sheet in three places: the Securities line on
the Assets side, the Loans line on the Assets side, and the Shareholders’ Equity line on the

Liabilities & Equity side. The shareholders’ equity goes down by the amount of the total
losses because of the fundamental equation (shareholders’ equity = assets - liabilities). In
other words, the balance sheet must “balance” by matching any reduction in assets with a

reduction in shareholders’ equity. The loss in Sample Bank's Securities category repre-
sents the decline of the MBS market and the decrease in the value of the bank’s securities

holdings. Further, if Sample Bank had a large number of subprime mortgages in its loan

portfolio, and a portion of those borrowers had defaulted, it would have to write down the
value of its Loan line. Supposing that the value of securities (the MBS) held by Sample
Bank declined by 20%, and the value of its loan portfolio (mortgages) declined by 15%, we

can observe that Sample Bank now has negative shareholders’ equity, or is insolvent.
This sudden swing in shareholders’ equity from +10% to —5% affects the key regula-
tory ratios — both T1 and TCE are now negative. Sample Bank must take some action to

avoid being shut down by the regulators or forced into bankruptcy by its creditors.

TABLE 2.20

SAMPLE BANK — DETERIORATING BALANCE SHEET

Before After

Assets $ Million % of Assets $ Million % of Assets
Cash $100 2% $100 2%
Securities 1,000 20% 800 19%
Loans 3,500 70% 3,000 70%
Other Assets 400 8% 400 9%
TOTAL ASSETS $5,000 100% $4,300 100%
% of % of

Liabilities & Liabilities &

Liabilities & Equity $ Million Equity $ Million Equity
Deposits $3,200 64% $3,200 74%
Debt 1,300 26% 1,300 30%
Shareholder’s Equity 500 10% -200 5%
TOTAL LIABILITIES & EQUITY $5,000 100% $4,300 100%

Note: Numbers affected by rounding. Values in red reflect changes in balance sheet.

Write Down: The act of recognizing the
loss on an asset as permanent on a
bank’s balance sheet.
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For more information on CPP
eligibility criteria and process, refer
to SIGTARP’s Initial Report,
Section 3: “TARP Implementation
and Administration.”

Fixing the Problems

For the bank, taking action to improve its weakening balance sheet boils down to raising
more capital. For example, it has to sell enough preferred or common stock (thereby
increasing the asset of cash with what it receives from investors for the sale of stock, and
therefore enjoy a corresponding increase in its shareholders’ equity) to bring its capital
ratios above the minimum requirements. By mid-2008, it became very hard for banks to
sell bank stock, as prospective investors were concerned that not all of a bank's losses
had yet been recognized.

There are other, less effective things a troubled bank can do. For example, the bank
can reduce its assets (especially its risky ones) to improve the capital ratio. This is called
“shrinking the balance sheet” which has some side effects for the bank, such as reduc-
ing the potential for profits. The problem with shrinking the balance sheet is an obvious
one for policy makers; it reduces new lending because new loans require capital. As new
loans decline, jobs and consumer activity may be adversely affected. A third option is for
the bank to seek a merger with a stronger bank. This is an option only if the losses on the
losing bank can be quantified and accounted for in the purchase price.

During this crisis, Treasury, through CPP, became the critical outside investor for some
banks. It provided the funds needed to increase their capital.®* This action increased tier
one capital for the participating banks by increasing cash and shareholders’ equity, thereby
helping them to meet or improve their cushion over the risk-adjusted capital ratio.
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INSTITUTION-SPECIFIC ASSISTANCE

As of March 31, 2009, the institution-specific programs accounted for $122.5 bil- For more information on the terms and
lion of total TARP funding, having increased $30 billion since SIGTARP’s Initial conditions of the programs associated
with institution-specific assistance,
refer to SIGTARP’s Initial Report,
Section 3: “TARP Implementation and

Report.”” This section provides updates to institution-specific assistance previously
reported in SIGTARP’s Initial Report, including modifications to existing agree-
ments and any additional funding guidance. The institution-specific programs in

Administration.”
SIGTARP’s Initial Report included the Systemically Significant Failing Institutions
(“SSFI”), Targeted Investment Program (“TIP”), Asset Guarantee Program
(“AGP”), and the automotive programs; the automotive programs have since been
expanded and are given their own discussion, “Automotive Industry Financing FIGURE 2.7

Program” later in this section. TARP institution-specific assistance is focused on
three institutions: American International Group, Inc. (“AIG”), Citigroup Inc., and INSTITUTION-SPECIFIC COMMITMENTS
. AND PROJECTIONS, BY PARTICIPANT,
Bank of America Corp. CUMULATIVE

Figure 2.7 provides the status of TARP institution-specific assistance by institu- | $ Billions, % of $122.5 Billion

tion and program as of March 31, 2009.

Citigroup

$5.0
American International Group, Inc. 4% -
As of March 31, 2009, $70 billion in TARP funding has been allocated to AIG 16.5% ggug.rgup
through the SSFI program. The initial $40 billion of TARP funds was used to G
purchase preferred stock in AIG,”® and the remaining $30 billion has been com- $70.0 | 57% 16.5% E;n:ri(é;
mitted to create an equity capital facility for AIG in exchange for additional 5200
preferred shares.”” Treasury and the Federal Reserve announced a restructuring 6%
of the Government’s assistance to AIG on March 2, 2009. According to Treasury, SSFI Bank of
the stated intention of the restructuring is to stabilize AIG and to enhance the %%P éryn_%ma

company’s capital and liquidity to facilitate the orderly divestiture of certain of the Note: Numbers affected by rounding, For purposes of this report,

), 98 amounts in the Transactions Report are considered committed, and
company's assets. as of 3/31/2009, total $85.0 billion. AG—SSFl includes an
. . : | additional projection of $30.0 billion announced by Treasury and
According to Treasury, the restructuring plan offers a multi-part approach, Federal Resenve on 3/2,2000. Bank of America_AGP is Treasury's
. . . y _ . . . projected guarantee of $7.5 billion announced by Treasury, FDIC, and
which identifies and separates AIG’s non-core businesses and provides protection Fedoral Reserve on 1/16/2000.

for taxpayers in connection with this commitment of resources. The stated goal of Sources: Treasury, Transactions Report, 3/31/2009. Treasury,

“U.S. Treasury and Federal Reserve Board Announce Participation
in AIG Restructuring Plan,” 3/2/2009, www.treas.gov, accessed

company for the repayment of taxpayer money as soon as possible,” largely from 3,%'2&8.98'0?'acécggggdpie/szzssee;;_e’ 1/16/2009,

Treasury and the Federal Reserve under the plan is to create an economically viable

the sale of AIG’s non-core businesses.'®

Equity Capital Facility: An agreement Liguidity: The ability to convert an
between two parties under which one asset to cash quickly — characterized
may require the other to make an by a high level of trading activity.
equity investment.

Divestiture: Disposition or sale of an
Capital: Money invested in a company.  asset by a company.
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The restructuring plan involves the following three key steps:!!

¢ Preferred Equity Exchange: Treasury will exchange the $40 billion of pre-
ferred shares that it originally received under the SSFI program for new pre-
ferred shares. These new preferred shares will have revised terms that will more
closely resemble those of common equity; these new shares will not receive
dividend payments unless declared by AIG’s board of directors. However, as
mentioned in the following “AlG Preferred Equity Exchange” discussion, re-
peated failure to pay dividends could result in a change in AIG’s governance.'??
The written agreement for the preferred equity exchange had not been finalized
as of March 31, 2009.

e Equity Capital Commitment: Treasury will create a new equity capital facility
in which AIG will be allowed to receive up to $30 billion in return for preferred
shares.'” The written agreement had not been finalized as of March 31, 2009.

e Federal Reserve Revolving Credit Facility: The Federal Reserve will make
several modifications to the Revolving Credit Facility established in September
2008. The Revolving Credit Facility will be reduced by up to approximately
$26 billion in exchange for preferred interests in two special purpose vehicles
(“SPVs”) created to hold all of the outstanding common stock of two life
insurance holding company subsidiaries of AIG. In addition, the total amount
available under the Revolving Credit Facility will be reduced from $60 billion
to $25 billion. The interest rate payable under the Revolving Credit Facility will
be modified by removing the existing floor (3.5%) on the three-month London
Interbank Offered Rate (“LIBOR”).!** As agreed to on September 22, 2008, an
additional issuance of preferred stock representing a 77.9% equity interest in
AIG was finalized on March 4, 2009. “As a result of the Transaction, a change
in control of AIG has occurred”'” as the 77.9% equity interest in preferred
shares has been placed in an independent trust account for the sole benefit of

the U.S. Government.'

AIG Preferred Equity Exchange

Under the proposed terms of the AIG Preferred Equity Exchange, the original pre-
ferred shares issued to Treasury on November 25, 2008, will be exchanged for new
preferred shares. The conversion amount will be equal to the amount paid for the
original preferred shares, plus any dividends unpaid to Treasury that have accrued
since the November 25, 2008, agreement. The original preferred shares paid a 10%
annual dividend (paid quarterly) to Treasury.'”” As of March 31, 2009, approxi-
mately $733 million in dividends have accrued and gone unpaid to Treasury.'” The
new preferred shares will have features more like common stock; Treasury will only
receive dividends from AIG if and when the AIG board of directors, or a duly autho-
rized committee, declares them.'” In other words, under the original agreement,

AIG was required to pay $4 billion a year to Treasury in dividends; under the new
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agreement, AIG will have no obligation to pay any dividends — but if it declares
any dividends, it must pay the Government first. Corporate control provisions were
preserved in the new agreement. Should dividends (under the new agreement) not
be paid for four dividend periods (need not be consecutive), Treasury will have the
right to elect the greater of:''"°

® two directors
® number of directors (rounded up) equal to 20% of the total number of directors

(currently there are 11 directors)

Once four consecutive dividend payments have been made, the Treasury-
selected directors shall resign.!!'" As of March 31, 2009, the terms of this proposed
transaction have not been finalized. For more information on the original terms
of AIG’s SSFI agreement, refer to SIGTARP’s Initial Report, Section 3: “TARP

Implementation and Administration.”

AIG Equity Capital Commitment

In addition to the preferred equity exchange, Treasury has announced that it will For more information on the
mechanics of warrants, refer to
SIGTARP’s Initial Report, Section 2:
“TARP Overview.”

invest more equity into AIG. Treasury’s stated intent is to provide AIG with ready
access to capital in order to stabilize its business and/or lower its leverage. It will do
this through a new equity facility with a five-year duration. Under the terms of the
equity facility, AIG will be able to sell to Treasury additional preferred shares for up

to $30 billion, as needed, upon the date of each drawdown. According to the term

sheet, at the start date of the facility, Treasury will receive a warrant to purchase

shares equal to 1% of AIG’s issued and outstanding common stock. The warrant _
Leverage: The ratio of a company’s debt

will have an initial strike price of $2.50, adjusted for future common share issu- ) _
to its equity.

ances.''” The price of AIG’s common stock was $1.00 as of March 31, 2009.'"3

Under the announced terms of the agreement, if AIG files for Chapter 11 Sile T e T sitied] [ice par S

for which underlying stock may be
purchased by the option holder upon
exercise of the option contract.

Bankruptcy, it may not receive additional funds through the equity facility.'* As of
March 31, 2009, the terms of this announced agreement had not been finalized.

AIG Executive Compensation
On March 15, 2009, AIG paid out $165 million in retention bonuses to employ-

ees under one plan in its Financial Products Division. According to the Treasury
Secretary, “this is the very division most culpable for the rapid deterioration of
AIG."""> Treasury stated its recognition that AIG believed the employee bonus
contracts, negotiated in April 2008, to be binding. Treasury stated that its lawyers
concluded that it would be “legally difficult to prevent these contractually-mandat-
ed payments.”!"®

Under the new capital restructuring plan, AIG must comply with stricter guide-
lines on executive compensation, including those yet to be finalized, and continue

to comply with restrictions on expenses and lobbying included in the original SSFI
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For more information on the terms and
conditions of the programs associated
with Citigroup Inc., refer to SIGTARP’s
Initial Report, Section 3: “TARP
Implementation and Administration.”

agreement dated November 25, 2008.""” The modified executive compensation
guidelines include the most recent amendment to Section 111 of EESA that is
contained in Section 7001 of ARRA.'"® Under ARRA, executive compensation pro-
visions were amended to detail the number of employees that the more stringent
guidelines apply to based on the institution’s level of TARP funding, but do not ap-
ply to any employment contracts entered into prior to February 11, 2009; therefore,
they do not apply to the AIG bonuses for its Financial Products Division.!"” As of
March 31, 2009, the Treasury Secretary is reportedly working with the Department
of Justice to determine “what avenues are available by which the U.S. Government
can recoup the $165 million in bonuses paid to AIG Financial Products Division
employees.”?

ARRA legislation requires the Treasury Secretary to publish regulations that
implement the executive compensation requirements within Section 7001 of
ARRA."?! As of March 31, 2009, Treasury had not yet released regulations imple-
menting Section 7001. For more information on the amended executive compen-
sation restrictions and SIGTARP’s announced audit on executive compensation

oversight, refer to “Executive Compensation” later in this section.

Citigroup Inc.

Treasury funding to Citigroup has been pursuant to the following three pro-
grams: the Capital Purchase Program (“CPP”), the Targeted Investment Program
(“TIP”), and the Asset Guarantee Program (“AGP”). Since SIGTARP’s Initial
Report, Treasury has made no further funding to Citigroup. According to Treasury,
Citigroup is still considered a systemically significant institution, and the AGP
agreements — which protect Citigroup against future losses on an asset pool of
$301 billion — are “part of a broader effort to support Citigroup as the company

executes its restructuring plans.”’?? The funding received by Citigroup, as of
March 31, 2009, includes:'??

e Capital Purchase Program: $25 billion on October 28, 2008
e Targeted Investment Program: $20 billion on December 31, 2008
e Asset Guarantee Program: $5 billion loss protection on January 15, 2009

Citigroup Use of Funds Report
Under its TIP agreement, based on SIGTARP’s recommendation, Citigroup has a
number of requirements including the submission of a quarterly report to Treasury

outlining the following information:'*

e how it has used TARP funds
¢ the implementation of internal controls for its use of TARP funds

e (Citigroup’s compliance or non-compliance with restrictions on use of its TARP

funds
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Citigroup must submit this quarterly report, entitled “TARP Progress Report”
until it has accounted for all of its TARP funds.

On February 3, 2009, Citigroup released its “TARP Progress Report for Fourth
Quarter 2008.” This report describes the actions and results of Citigroup’s Special
TARP Committee (the “Committee”), made up of senior Citigroup executives for
the purpose of reviewing and approving the use of TARP capital. According to the
report, the Committee has authorized initiatives to deploy $36.5 billion of TARP
funds across various areas in order to expand credit.'>® This represents approxi-
mately 81% of the $45 billion in cash that Citigroup received under TARP as of
March 31, 2009.

According to the report, Citigroup plans to increase lines of credit in areas such
as residential mortgages, business and personal loans, student loans, credit card
lending, and corporate loan activity.'*® Details provided by Citigroup on the distri-
butions of the $36.5 billion authorized by the Committee are shown in Figure 2.8.

Status of Citigroup Funds

As of March 31, 2009, Citigroup has been allocated $45 billion in TARP funding
including $25 billion in connection with CPP and $20 billion in connection with
TIP.'?” Treasury also allocated $5 billion of TARP funds to the AGP “ring-fencing”
of approximately $301 billion of Citigroup assets, but this amount has not yet been
disbursed.'*® A more detailed discussion on ring-fencing occurs later in this section.
Although Treasury has not allocated additional funds to Citigroup since SIGTARP’s
Initial Report, Treasury’s investments are expected to be modified. Potential
modifications include an exchange of a portion of Citigroup’s preferred shares held
by Treasury as part of CPP funding, and an increased seniority of TIP and AGP

preferred shares.'?

Citigroup’s Exchange Offering
On February 27, 2009, Citigroup requested that Treasury participate in an offer to
exchange preferred shares for common equity in an effort to strengthen its capital
structure and, in particular, its tangible common equity.'** For more details about
a bank’s capital structure, see the “TARP Tutorial: Capital Structure” earlier in this
section. Citigroup offered the exchange to both its private and public preferred
shareholders. Citigroup would exchange up to $27.5 billion of its non-Treasury
held preferred securities to common equity. Treasury announced it would match up
to $25 billion of non-Treasury preferred securities by exchanging its own preferred
stock acquired under CPP, equaling a maximum total conversion, subject to share-
holder approval, of $52.5 billion.'3!

On March 19, 2009, Citigroup announced that it had entered into agreements
with a portion of its non-Treasury holders of preferred stock. The agreements,
so far, provide for the exchange of a total of $12.5 billion in preferred stock that
was originally issued in January 2008. As of March 31, 2009, Citigroup is in the

FIGURE 2.8

CITIGROUP USE AND INTENDED USE
OF FUNDS
S Billions, % of $36.5 Billion

Fannie/Freddie
MBS
$10.0 U.S. Prime
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Note: Numbers affected by rounding. MBS = mortgage-backed
securities.

Source: Citigroup Inc., “What Citi is Doing to Expand the Flow of
Credit, Support Homeowners and Help the U.S. Economy, TARP
Progress Report for Fourth Quarter 2008,” 2/3/2009,
www.citigroup.com, accessed 2/24,/2009.

Ring-fencing: Segregating assets from the
rest of a financial institution, often so that
the assets’ problems can be addressed in
isolation.

Exchange: In reference to Citigroup
agreement, taking one type of stock
(i.e., preferred) and converting it at a
specific rate to another type of stock
(i.e., common).
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TABLE 2.21

Trust Preferred Security: A security that

has both equity and debt characteristics.

Trust Preferred Security is created by

establishing a trust and issuing debt to
the new trust. A company would create
a trust preferred security to realize tax

benefits, since the trust is tax deductible.

PROPOSED CITIGROUP EXCHANGE OF TREASURY’S CPP INVESTMENT

Common Shares at

Details Preferred Shares? Announced Exchange Rate®

. 7,692,307,692
# of shares 25 million ($25 billion / $3.25)
$ per share $1,000 $3.25
Total Value $25 billion $25 billion
Dividends $1.25 billion/year Only if declared by Citigroup’s

(5% annually) Board of Directors

Note: Numbers are affected by rounding. Agreements and terms have not been finalized.

Sources:
aCitigroup Inc., “Securities Purchase Agreement,” 10/28/2008.
bCitigroup Inc., 8K, 3/2/2009.

process of finalizing definitive documentation of this transaction.'®* The effect of
the announced transaction would not increase the total dollar amount of Treasury’s
investment in Citigroup;'** however, it would convert up to $25 billion of Treasury’s
preferred shares to common equity. If all $25 billion of Treasury shares were ex-
changed, it would increase the percentage of Treasury ownership to “approximately
36% of Citigroup’s outstanding common stock.”** The exchange would also elimi-
nate the 5% dividend on those shares converted by Treasury, which would equal up
to $1.25 billion per year.

The $20 billion and $4 billion in preferred shares received under the TIP and
AGP agreements, respectively, would be converted into a trust preferred security
that has greater seniority than Treasury’s original preferred shares. Treasury will still
be entitled to receive dividends on these shares under the original agreements at
8% annually.'®
Table 2.21 details an example of Treasury’s exchange of Citigroup shares.

Asset Guarantee Program for Citigroup

Under the Asset Guarantee Program, Treasury, FDIC, and the Federal Reserve
provided certain loss protections with respect to $301 billion of troubled assets
held by Citigroup.'*® In return for the guarantees provided by Treasury and FDIC,
the U.S. Government collected $7 billion in premiums in the form of preferred
stock plus warrants of common stock; $4 billion of the preferred shares and all the
warrants were received by Treasury.'*” For more information on the contractual
terms of the preferred shares, refer to SIGTARP’s Initial Report, Section 3: “TARP
Implementation and Administration.” The AGP agreement calls for segregating or
“ring-fencing” of the asset pool and lays out which assets will be covered, the loss

considerations, and management of the asset pool.
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Citigroup Ring-Fencing

In banking, “ring-fencing” refers to the separation of certain assets within a finan-
cial institution. This separation does not physically remove the assets from the
institution’s balance sheet. Instead, the specific assets are identified and tracked for
special controls on management, accounting, and measures to contain any losses
on those assets.

Ring-fences are often confused with the concept of a “bad bank,” whereby a
bank accumulates its problem loans (or other troubled assets) into a separate entity
(the bad bank). In the bad-bank process, the problem assets are taken off the books
of the original bank, which is what distinguishes a bad bank from a ring-fence.
Having placed its problems into a separate company, management of the original
bank will now find it much easier to raise new capital from potential investors. This
is because investors will have comfort that they are protected from unexpected
future losses on the hard-to-value assets now held by the bad bank.

The AGP agreement with Citigroup creates a ring-fence around $301 billion
of Citigroup’s assets (“covered assets”). These assets are not physically removed
from Citigroup’s balance sheet, and therefore do not constitute a “bad bank.” The
Federal Reserve notes that Citigroup assets “will remain on the books of the insti-
tution but will be appropriately ‘ring-fenced.”*® The covered assets are retained
throughout the bank’s operating units and are identified for tracking purposes.'*

Although the covered assets are not removed from Citigroup’s balance sheet, in-
vestor exposure to future losses on the troubled assets is limited because Treasury,
FDIC, and the Federal Reserve have agreed to provide certain loss protections after
the first $39.5 billion in losses. Citigroup will then absorb 10% of all additional
losses on the pool of assets, and Treasury and FDIC will absorb 90% of further loss-
es up to $5 billion and $10 billion, respectively. At that point, should any further
losses be incurred, the Federal Reserve will provide non-recourse loans collateral-

ized by these assets with the same 90%/10% loss-sharing provision.'*

Covered Assets Criteria
Only certain assets on Citigroup’s books are eligible for inclusion in the ring-fence.

The criteria to determine covered assets are as follows:'*!

¢ The asset must have been issued or originated prior to March 14, 2008, as
mandated by EESA.

e Equity securities, and securities whose value is derived by reference to equity
securities, are excluded.

¢ Foreign assets, subject to limited allowances per the Master Agreement, are
excluded (i.e., only U.S. entities and securities are eligible).

e Assets guaranteed by any Governmental authority (outside of the Master

Agreement) are excluded.

Bad Bank: An entity (the “bad bank”)

that is legally separated from the bank
that created it (the “good bank”) and

into which are placed problem loans (or
other troubled assets). Usually created by
banks to clean up their balance sheets.

Covered Asset: An asset owned by
Citigroup or any of its subsidiaries that is
included in the ring-fence.

Non-Recourse Loan: A secured loan
whereby the borrower is relieved of the
obligation to repay the loan upon the sur-
render of the collateral.

Equity Security: Any stock or similar
security that represents ownership (or
the right to purchase ownership) in an
organization or asset.
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Schedule A: Listing of the covered
assets.

Baseline Value: The value of each covered
asset on November 21, 2008. For mark-
to-market assets, it is the fair market
value, and for accrual assets, it is the
unpaid principal balance.

Market Value: The price at which an asset
can be sold to a willing buyer by a willing
seller, in a reasonable amount of time.

Mark-to-Market Assets: An asset being
assigned a value based upon the market
value as of a specific date.

Accrual Assets: In the context of the AGP
agreements, accrual assets are those
that are held on the bank’s books at ac-
crued value (i.e., earned but not neces-
sarily received), as opposed to “mark-to-
market” value.

The first announcement regarding the loss protections, dated November 23,
2008, sized the asset pool at a total of $306 billion.'** After excluding assets not
permitted under EESA, the final agreed-upon portfolio was reduced to $301
billion.'*

From the Master Agreement date of January 15, 2009, Citigroup has 90 days to
prepare and deliver a finalized listing of covered assets (“Schedule A”) to all relevant
U.S. Government parties. The Master Agreement includes a preliminary Schedule
A, which is a summary of the $301 billion ring-fenced assets. The finalized
Schedule A will detail the value for asset categories, reclassifications or corrections
to original baseline values, and adjustments for market values. The Schedule A
may be updated from time to time as Citigroup and the U.S. Government mutually
agree."* The U.S. Government parties (Treasury, FDIC, and the Federal Reserve)
have 120 days after the receipt of the finalized Schedule A to object to covered as-
sets that do not meet the covered asset criteria, are improperly categorized, or are
improperly baseline valued.'*

The pool of covered assets is divided into two groups for valuation purposes:
mark-to-market assets and accrual assets. The mark-to-market assets are valued
at their current market value; those assets totaled $24.63 billion as of November
21, 2008."%¢ Accrual assets are valued based on the unpaid principal of each asset,
and, together, accounted for $264.96 billion of the covered assets as of November
21, 2008."" Blackrock Inc., a financial management company, has been retained
by the Federal Reserve to conduct the valuation and pricing of assets.!** Figure 2.9
shows the breakdown of the types of covered assets included in mark-to-market
asset and accrual asset categories.

FIGURE 2.9
CITIGROUP'S RING-FENCED ASSETS
S Billions
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Mark-to-Market $18.96
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Note: Numbers affected by rounding.

Source: Citigroup Inc., Master Agreement, “Schedule A,” 1/15/2009.
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Management/Administration of the Covered Assets

Citigroup is responsible for establishing a senior oversight committee (“SOC”),
consisting of senior members of Citigroup’s management who are acceptable to

U.S. Government parties. SOC responsibilities include, but are not limited to:'*

e reviewing and approving the overall business and governance strategy for the

covered assets

® reviewing a plan for communication with key stakeholders (i.e., board of direc-
tors, shareholders, and the U.S. Government) prepared by the Executive Team

® reviewing strategic responses developed by the Executive Team or the business

units

® monitoring compliance

Additionally, Citigroup has appointed a “Covered Asset CEO,” a Citigroup
employee. The appointment was subject to approval by the SOC and U.S.

Government parties. The Covered Asset CEO is responsible for management and
oversight of the covered assets. The Covered Asset CEO reports to the SOC and
will be the primary point of contact for the U.S. Government parties.'** The SOC
is responsible for establishing any bonus or incentive components for the Covered
Asset CEO. In turn, the Covered Asset CEO is responsible for setting bonus and
incentives for the other members of the Executive Team and appropriate portfolio
managers. All compensation packages are subject to review and approval by the

SOC and the U.S. Government parties.'*' The governance structure for the cov-

ered assets is detailed in Figure 2.10.

FIGURE 2.10
COVERED ASSET GOVERNANCE STRUCTURE

CITIGROUP
SENIOR OVERSIGHT COMMITTEE ("SOC”)

Covered Asset CEO
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Consists of Citigroup’s Chief Financial Of-
ficer, Chief Risk Officer, General Counsel,
Controller, Chief Accounting Officer, and
the Treasurer.
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Project Management
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Source: Treasury, response to SIGTARP data call, 4/4/2009.
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Net Loss: Net loss occurs when total
expenses exceed total revenues.

Realized Losses: Loss realized by an
investor on a security after it has been
finally sold and the costs associated with
the security exceed the benefits of the
holding.

Impaired: Decrease of value in an asset
due to long-term credit deterioration or
temporary market disruption.

The Covered Asset CEO is supported by the Executive Team, comprising rep-
resentatives of Citigroup business units, finance, risk, and legal functions. These
representatives are to commit substantial time to the management oversight of the
covered assets. Each Executive Team representative will manage the covered assets
(including monitoring of the performance of the covered assets, modifying process-
es and procedures as needed, and ensuring compliance by the portfolio
managers) from their relevant business unit. Incentives and compensation guide-
lines, based on the performance of the covered assets, are to be established and
overseen by the SOC and Covered Asset CEO, with U.S. Government parties’
review and approval.'>

According to the Master Agreement, the management, administration, and
oversight of the covered assets will remain in control of Citigroup. However, the
U.S. Government can assume certain management responsibilities over the assets
once certain levels of losses are suffered. Specifically, at any time when losses in
excess of $19 billion are reached, the U.S. Government parties reserve the right to

take actions which include, but are not limited to:'>?

® imposing increased reporting, communication, or audit requirements
® appointing one or more representatives of the U.S. Government parties as vot-
ing members of the SOC

® reviewing/revising compensation guidelines

At any time that net losses incurred are in excess of $27 billion, the U.S.
Government parties have the right to change the asset manager for all or part of the
covered assets. It may also change the fundamental business objective of Citigroup
and require Citigroup to provide a business plan reflecting changes in management
and business strategy with respect to the covered assets acceptable to the U.S.
Government parties.'™*

Determining Covered Losses

At the end of each calendar quarter, Citigroup will calculate its actual losses on the
covered assets. The schedule in Figure 2.11 is used to determine if a loss claim is
to be paid, and by which agency.'*

Only realized losses are covered under AGP, not “mark-to-market” fluctuations
in value. That is, there has to have been some event that caused an actual loss to
be incurred. For example, if Citigroup sells an asset at a loss, the loss portion is
eligible for coverage. In addition, if an actuary, appraiser, or other valuation expert
determines that an asset’s value has been impaired in such a way that it results in a
write-down of the value on Citigroup’s books, the drop in value will be eligible for
a claim."® Variations in asset value that are not realized in these fashions will not

create losses.
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The definition of “loss” is a net loss concept. Net loss is calculated by account-
ing for the effects of both gains and losses from across a ring-fence entity, add-
ing provisions for fees and costs of workouts, and any other permanent valuation
changes. The net loss is calculated on a quarterly basis. For example, if asset A is
sold for a loss of $6, but asset B is sold for a $4 profit, the net loss on these two
assets is $2.

Opver time, the potential liability of Treasury, FDIC, and the Federal Reserve
may decline as Citigroup experiences excess gains and recoveries on covered assets,
and as covered assets progress to maturity. A reduction in coverage could also occur
if losses are deemed to be due to the failure of Citigroup to manage and service
the covered assets in compliance with the terms of the “Governance and Asset
Management Guidelines” set forth in the Master Agreement.'>”

Citigroup is generally prohibited from exchanging assets from its own portfolio
in and out of the covered assets pool, but may do so under strict rules regarding
equivalent valuation and trading."® As an example, two assets that have similar
collateral and similar market values may be swapped with the approval of U.S
Government parties.

According to Treasury, estimated losses on the ring-fence portfolio through
For more information on the

December 31, 2008, were approximately $900 million. Information on losses in- .
guarantees and loss protections

to Citigroup, refer to SIGTARP’s
Initial Report, Section 3: “TARP
Implementation and Administration.”

curred after December 31, 2008, has not yet been received.'™

FIGURE 2.11
U.S. GOVERNMENT GUARANTEES AND LOSS PROTECTIONS TO CITIGROUP
$ BILLIONS
> > >
Non-recourse
Loss 1 Loss 2 Loss 3 Loan Total
0 $39.5 $45.1 $56.2 $301

Citigroup $39.5 $0.6 S1.1 $24.5 $65.7
Treasury — $5.0 — — $5.0 ——
FDIC — = $10.0 — $10.0 —

$39.5 $5.6 $11.1 $244.8 $301.0

Note: Numbers affected by rounding. According to the Federal Reserve, Citigroup’s loss position is “exclusive of reserves.”

Sources: Citigroup Master Agreement, 1/15/2009; Federal Reserve, response to SIGTARP draft, 1/29/2009.
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Bank of America Corporation

Since SIGTARPs Initial Report, Treasury has made no further funding to Bank

of America beyond that of its CPP, TIP, and proposed AGP agreements. Bank of
America has received $25 billion in CPP funding (which includes the $10 billion
received with the acquisition of Merrill Lynch).!® It has also received $20 billion

in TIP funding and is projected to receive another $7.5 billion in loss protection
from Treasury through AGP.'®! According to Treasury, the previously approved Asset
Guarantee Program agreement with Bank of America is currently in the process of
being finalized and will contain ring-fencing parameters similar to those detailed in
the Citigroup Agreement.

The funding received by Bank of America as of March 31, 2009, includes:'*

e Capital Purchase Program: $15 billion on October 28, 2008
e Capital Purchase Program: $10 billion on January 9, 2009
e Targeted Investment Program: $20 billion on January 16, 2009

Additionally, Treasury announced Bank of America’s participation in the Asset

Guarantee Program:'¢?

e Asset Guarantee Program: $7.5 billion loss protection announced on
January 16, 2009

Asset Guarantee Program for Bank of America
On January 16, 2009, Treasury, in partnership with FDIC and the Federal Reserve,
indicated the U.S. Government’s intention to provide certain loss protection for
approximately $118 billion in troubled assets held by Bank of America.'** In return
for the guarantees provided by Treasury and FDIC, the U.S. Government will
collect $4 billion in premiums in the form of preferred shares of stock and war-
rants. Bank of America will also be required to implement a mortgage modifica-
tion program acceptable to the U.S. Government.'*> As of March 31, 2009, the
AGP transaction had not closed, and the description herein is based solely on the
intended terms announced by the parties. For more information on the contractual
terms of the preferred shares, refer to SIGTARP’s Initial Report, Section 3: “TARP
Implementation and Administration.”

Figure 2.12 shows the announced loss protections provided by the U.S.
Government in return for the premiums paid. The preliminary terms of the AGP
agreement call for ring-fencing of the asset pool. It also describes which assets will

be covered and the loss considerations for those assets.
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Description of Covered Assets
According to Bank of America’s Annual Report released on February 27, 2009,
the asset pool of $118 billion is projected to include approximately $81 billion of

Derivative Asset: An asset whose stated
value or cash flow is determined by refer-
ence to the value or cash flow of another

derivative assets and $37 billion of other financial assets. Assets expected to be asset (the “underlying asset’).

covered may generally include pre-market disruption assets (i.e., originated prior to
September 30, 2007) and the majority are assets added to Bank of America’s books
as a result of the acquisition of Merrill Lynch. Types of assets expected in the asset

pool may include:'®®

e Jeveraged and commercial real estate loans
e collateralized debt obligations (“CDOs”)

¢ financial guarantor counterparty exposure
¢ trading counterparty exposure

® investment securities

Although an agreement with Bank of America has not been reached, it is
expected that assets excluded will be generally similar to those excluded in the
Citigroup agreement, other than certain foreign assets that would have not been
allowable under the Citigroup agreement, but may be permitted for Bank of
America.'®” As of March 31, 2009, the AGP agreement with Bank of America had guarantees and loss protections to
not been finalized. Bank of America, refer to SIGTARP's

Initial Report, Section 3: “TARP
Implementation and Administration.”

For more information on the

FIGURE 2.12

ANNOUNCED U.S. GOVERNMENT GUARANTEES AND LOSS PROTECTIONS
TO BANK OF AMERICA

$ BILLIONS
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Note: Numbers affected by rounding. The details in this graphic are based on preliminary terms announced by Treasury, the
Federal Reserve, and FDIC on 1/16/2009.

Sources: FDIC, “FDIC Press Release,” 1/16/2009, www.fdic.gov, accessed 1/23/2009; Bank of America AGP Agreement,
“Summary of Terms, Eligible Asset Guarantee,” 1/15/2009.
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Restructuring Plan: As defined in Trea-
sury’s agreement with GM and Chrysler, a
plan to achieve and sustain the long-term
viability, international competitiveness,
and energy efficiency of the company and
its subsidiaries.

FIGURE 2.13

AIFP EXPENDITURES BY PARTICIPANT,
CUMULATIVE
S Billions,% of $24.8 Billion

Chrysler Financial $1.5
|
6%

Chrysler $4.0 £16%

GMAC $5.0 | 20% 58% GM$14.3

Note: Numbers affected by rounding. As of 3/31/2009. On
3/17/2009, Chrysler Financial made its first principal repayment in
the amount of $3.5 million.

Sources: Treasury, Transactions Report, 4/2/2009; Treasury,
response to SIGTARP data call, 4/9/2009.

THE AUTOMOTIVE INDUSTRY FINANCING
PROGRAM

The assistance provided by Treasury to the U.S. automotive industry comes under
the Automotive Industry Financing Program (“AIFP”); the stated objective of AIFP
is to prevent a significant disruption of the American automotive industry that
could pose a systemic risk to financial market stability and have a negative effect on
the economy of the United States.'®® The program requires participating institu-
tions (General Motors Corporation (“GM”); Chrysler Holding LLC (“Chrysler”);
GMAC LLC (“GMAC”); and Chrysler Financial Services Americas LLC (“Chrysler
Financial”)) to implement restructuring plans that will achieve long-term viability,
and to adhere to executive compensation standards and other measures designed
to protect the taxpayers’ interests, including limits on the institution’s expenditures
and other corporate governance requirements.

On December 19, 2008, Treasury created AIFP, and, on December 29, 2008,
signed an agreement to provide assistance to GMAC, followed shortly by an agree-
ment with GM signed on December 31, 2008. The agreement for assistance to
Chrysler was signed on January 2, 2009, and to Chrysler Financial on January 16,
2009. TARP funding provided to each institution is illustrated in Figure 2.13. In
order to receive assistance, the manufacturers were required to submit restructur-

ing plans by February 17, 2009.

Recent Developments

Since the publication of SIGTARP’s Initial Report, there have been several im-
portant developments relevant to TARP assistance to the automotive sector. As of
March 31, 2009, key developments include:

® Release of Restructuring Plans and Viability Determination. On
February 17, 2009, both GM and Chrysler released their restructuring plans as
required in their respective assistance agreements with Treasury. Treasury deter-
mined that the manufacturers had not met the threshold to assure their long-
term viability. Treasury granted Chrysler a 30-day extension, until May 1, 2009,
and GM a 60-day extension, until June 1, 2009, to resubmit their restructuring
plans.

¢ Creation of Presidential Task Force on the Auto Industry. On
February 20, 2009, President Obama formed a committee, headed by the
Treasury Secretary and the National Economic Council Director, to review is-

sues related to the auto industry and provide recommendations.'*
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¢ Initiation of Auto Supplier Support Program. On March 19, 2009, Treasury
announced a program to support auto industry suppliers with up to $5 billion
worth of receivables financing. As stated by Treasury, the objective of the pro-
gram is to address concerns about the auto manufacturers’ ability to make pay-
ment on parts they buy from their suppliers by providing Government-backed
financing to suppliers.

e Launch of Auto Warranty Commitment Program. On March 30, 2009, the
Administration announced the creation of a warranty commitment program
that guarantees consumer warranty obligations on GM and Chrysler vehicles
purchased during the restructuring period. Treasury preliminarily discussed
potential funding for the Auto Warranty Commitment Program of up to an
estimated $1.25 billion.'™

Presidential Task Force on the Auto Industry

Since SIGTARP?s Initial Report, the Administration created a Presidential Task
Force on the Auto Industry (“Task Force”), which comprises the heads of sev-

eral Federal departments and agencies. The Task Force, officially introduced

on February 20, 2009, is headed by the Treasury Secretary and the National
Economic Council Director and is responsible for, among other things, coordinat-
ing the Administration’s response to the restructuring plans submitted by GM and
Chrysler.'"”! The President named Ron Bloom as Senior Advisor on Auto Issues

at Treasury and Steven Rattner as Counselor to the Treasury Secretary to lead
Treasury’s efforts with regard to the automotive sector bailout.'” The two will President’s Designee: One or more officers

act as day-to-day co-leaders of the Task Force. In addition, on March 30, 2009, from the Executive Branch designated by
the President. For the purposes of AIFP, the

President’s Designee is the Treasury
Secretary.

Edward Montgomery was appointed the Director of Recovery for Auto Workers and
Communities and will work to facilitate economic recovery efforts in areas affected

by changes in the auto industry.!”® As of March 31, 2009, the Treasury Secretary

was serving as the official President’s Designee until a permanent appointment
could be made. The Task Force structure is outlined in Figure 2.14.

The Task Force held its initial meeting on February 20, 2009, to review the
restructuring plans of GM and Chrysler. The participants also reportedly discussed
financial and operational restructuring, improving competitiveness of wage and
benefit structures, and progress toward creating clean, competitive cars. The mem-
bers were tasked with performing additional analysis and forming initial recommen-
dations in their areas of expertise for presentation at the next meeting. The Task
Force members also have reviewed the auto manufacturers’ progress reports and
issued a report on the viability of both GM and Chrysler on March 30, 2009.




“ SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

FIGURE 2.14

DAY-TO-DAY LEADERS {

OFFICIAL DESIGNEES —

PRESIDENTIAL TASK FORCE ON THE AUTO INDUSTRY

l |
v

Steven Rattner
Counselor to the
Treasury Secretary

l

Ron Bloom
Senior Advisor on
Auto Issues

|

Diana Farrell

Gene Sperling
Jared Bernstein
Edward Montgomery*

Lisa Heinzerling

Austan Goolsbee

Dan Utech

Heather Zichal

Joan DeBoer

Rick Wade

Deputy Director,
National Economic
Council

Counselor to the
Treasury Secretary
Chief Economist to
Vice President Biden
Senior Advisor,
Department of Labor
Senior Climate Policy
Counsel to the EPA
Administrator

Staff Director and Chief
Economist of the
Economic Recovery
Advisory Board

Senior Advisor to the
Secretary of Energy
Deputy Director, White
House Office of Energy
and Climate Change
Chief of Staff,
Department of
Transportation

Senior Advisor,
Department of
Commerce

MEMBERS

Secretary of Treasury

National Economic Council
Director

Secretary of Transportation

Secretary of Commerce

Secretary of Labor

Secretary of Energy

Chair of the President’s

Council of Economic
Advisers

Director of the Office of
Management and Budget

Environmental Protection
Agency Administrator

Director of the White House
Office of Energy and
Climate Change

Note: *Edward Montgomery is also serving as the Director of Recovery for Auto Workers and Communities.

Sources: White House Press Release, “Geithner, Summers Convene Official Designees to Presidental Task Force on the Auto Industry,”
2/20/2009, www.whitehouse.gov, accessed 4/13/2009; White House Press Release, “Obama Administration New Path to Viability for
GM & Chrysler,” 3/30/2009, www.whitehouse.gov, accessed 3/30/2009.
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TABLE 2.22

REPORTING REQUIREMENTS FOR AUTO MAKERS: STATUS

Report Type Due or Start Date Frequency*
Restructuring Plan 2/17/2009 Once
Restructuring Plan Progress Report 3/31/2009** Once

Cash Forecast Status Report 1/12/2009 Weekly
Liquidity Status Report 1/12/2009 Bi-weekly
Expense Policy Certificate After closing date Monthly
Executive Compensation Compliance Certificate After closing date Quarterly
Financial Statements As Reported As Reported
Note:

* Both GM and Chrysler submitted each report, statement, and certificate at the required frequency.
** Initial due date. On March 30, 2009, the date was extended 60 days for GM and 30 days for Chrysler.

Sources: GM Agreement, “Loan And Security Agreement By and Between The Borrower Listed on Appendix A As Borrower and The
United States Department of Treasury as Lender Dated as of December 31, 2008.” Chrysler Agreement, “Loan And Security Agreement
By and Between The Borrower Listed on Appendix A As Borrower and The United States Department of Treasury as Lender Dated as of

December 31, 2008;” White House Press Release, “Obama Administration New Path to Viability for GM & Chrysler,” 3/30/2009,
www.whitehouse.gov, accessed 3/30/09; Treasury, response to SIGTARP data calls, 4/1/2009 and 4,/8/2009.

Reporting Requirements

The manufacturers’ assistance agreements (virtually identical for both GM and
Chrysler) contain a number of strict reporting requirements, ranging from develop-
ing viable restructuring plans to the ongoing reporting of key indicators such as li-
quidity and compliance with executive compensation limitations. Table 2.22 shows
a summary of the reporting requirements, as well as the status of the auto makers’
compliance. Both GM and Chrysler were given extensions from the original

March 31, 2009, restructuring plan progress report due date.

General Motors Corporation
The key developments relating to Treasury assistance to GM since the issuance of
SIGTARP’s Initial Report include the following;

For more information on the terms
and conditions of both the GM
and Chrysler agreements, refer to
SIGTARPs Initial Report, Section
3: “TARP Implementation and
Restructuring Plan and Viability Determination Administration.”

The GM restructuring plan, issued on February 17, 2009, attempts to address

e release of restructuring plan and viability determination
e issuance of the 2008 10-K report

the key requirements set forth in the Loan and Security Agreement (“LSA”) of
December 31, 2008. On March 30, 2009, the Treasury Secretary, as the President’s
Designee, determined that GM had not met the requirements of its LSA, because
its restructuring 