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EXECUTIVE SUMMARY

It has been a remarkable quarter for the Troubled Asset Relief Program (“TARP”).
An investigation conducted by the Office of the Special Inspector General for the
Troubled Asset Relief Program (“SIGTARP”) resulted in criminal charges — in
one of the most significant criminal cases to arise from the financial crisis thus
far — against the former chairman of one of the largest mortgage lenders in the
country for his alleged involvement in a multi-billion dollar fraud that included an
attempt to steal more than $550 million of TARP funds, a scheme that was stopped
by SIGTARP with no loss to TARP. And the signs of the gradual winding down of
TARP are unmistakable: seven of the 13 TARP programs are effectively closed or
are closing; this quarter marked an important milestone, with more TARP money
having been repaid than is currently outstanding; and pending legislation would
both reduce the upper limit of TARP and prevent any new spending except on
programs already initiated prior to June 25, 2010.

Notwithstanding this scaling back of TARP, an examination of the broader con-
text demonstrates that the overall Governmental efforts to stabilize the economy
have not diminished. Indeed, the current outstanding balance of overall Federal
support for the nation’s financial system, in actual expenditures and guarantees, in-
cluding ongoing initiatives run by the Federal Reserve System (“Federal Reserve”),
the Federal Deposit Insurance Corporation (“FDIC”), the Department of Treasury
(“Treasury”), the U.S. Department of Housing and Urban Development (“‘HUD”),
and other Federal agencies, has actually increased more than 23% over the past
year, from approximately $3.0 trillion to $3.7 trillion — the equivalent of a fully
deployed TARP program, largely without additional Congressional action — even
as the banking crisis has, by most measures, abated from its most acute phases.!
This increase has focused primarily on additional Government support of the
still-distressed housing market and the financial institutions whose fate has been
so closely tied to it throughout this crisis, with additional support of asset prices
and low interest rates (predominantly via the Government’s expanded role in the
mortgage market through increases in HUD programs and support of Federal
National Mortgage Association (“Fannie Mae”) and Federal Home Loan Mortgage
Corporation (“Freddie Mac”) ) more than offsetting the decline in amounts out-
standing under TARP and in the winding down of several Federal Reserve liquidity
programs. Updating work from SIGTARP’s July 2009 Quarterly Report, and at the
request of Senator Max Baucus, Section 3 of this report provides this broader per-
spective and analyzes how the Government'’s overall financial support efforts have

changed over the past year.

i As explained in further detail in Section 3 of this Report, this number is not intended to indicate the
total amount of risk of loss to the Government because, among other things, many of the outstanding
expenditures and guarantees are collateralized and there are areas of overlap among the various federal
programs described. Please see Section 3, “TARP in Context: Financial Institutions Support and
Policies Outside of TARP — 2010 Update” for a complete description of the methodology for calculat-
ing this figure.
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INCREMENTAL FINANCIAL SYSTEM SUPPORT,
BY FEDERAL AGENCY SINCE 2007 ($ TRILLIONS)

Balance as of Balan((:iau;rse:::

6/30/2009 6,/30/2010

Federal Reserve $1.5 S1.7

FDIC 0.3 0.3

Treasury — TARP (including Federal Reserve, FDIC 06 03
components)

Treasury — Non-TARP 0.3 0.5

Other: FHFA, NCUA, GNMA, FHA, VA 0.3 0.8

Total $3.0 $3.7

Notes: Numbers affected by rounding. Amounts may include overlapping agency liabilities, and does not account for collateral pledged.

See the “Methodology for Estimating Government Financial Commitments” discussion in Section 3: “TARP in Context: Financial Institu-

tions Support and Public Policies Outside of TARP — 2010 Update” of this report for details on the methodology of this chart. Other

agencies include: FHFA, National Credit Union Administration (“NCUA"), Government National Mortgage Association (“GNMA”), Federal

Housing Administration (“FHA"), and U.S. Department of Veterans Affairs (“VA").

2 This amount has changed from last year's report due to a change in methodology in accounting for the Federal Reserve’s Maiden Lane
facilities. See notes to Table 3.2 in this report for further explanation.

Over time, the shift in emphasis away from bank liquidity and toward hous-
ing support has been reflected in TARP as well, with the bank-related programs
winding down and TARP funds being repaid. Many of Treasury’s recent efforts have
focused on the Home Affordable Modification Program (“HAMP”) and related
foreclosure prevention initiatives. Unfortunately, HAMP continues to struggle to
achieve its original stated objective, to help millions of homeowners avoid foreclo-
sure “by reducing monthly payments to sustainable levels.” Despite a seemingly
ever increasing array of HAMP-related initiatives designed to encourage participa-
tion in the program, the number of homeowners being helped through permanent
modifications remains anemic, with fewer than 400,000 ongoing permanent
modifications (only approximately 165,000 of which are in connection with the
TARP-funded portion of HAMP), and HAMP has not put an appreciable dent in
foreclosure filings. Indeed, the number of trial and permanent modifications that
have been cancelled substantially exceeds the number of homeowners helped
through permanent modifications. One continuing source of frustration is that
Treasury has rejected calls to announce publicly any goals or performance bench-
marks for HAMP or its related initiatives concerning how many homeowners it
actually expects to help stay in their homes, despite repeated recommendations that
it do so from SIGTARP, the Congressional Oversight Panel and the Government
Accountability Office (“GAQO”). Instead, Treasury clings to its prior statements that
it plans to offer trial modifications to three to four million homeowners, a measure
that SIGTARP has previously shown to be essentially meaningless. Treasury’s refus-
al to provide meaningful goals for this important program is a fundamental failure
of transparency and accountability that makes it far more difficult for the American

people and their representatives in Congress to assess whether the program’s
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benefits are worth its very substantial cost. The American people are essentially
being asked to shoulder an additional $50 billion of national debt without being
told, more than 16 months after the program’s announcement, how many people
Treasury hopes to actually help stay in their homes as a result of these expendi-
tures, how many people are intended to be helped through other subprograms, and
how the program is performing against those expectations and goals. Without such
clearly defined standards, positive comments regarding the progress or success of
HAMP are simply not credible, and the growing public suspicion that the program
is an outright failure will continue to spread. Among other things, Section 2 of this
report details HAMP and its related programs, and Section 5 describes the status
of the numerous SIGTARP recommendations concerning HAMP that remain
outstanding. Section 5 also discusses the recommendations made in two SIGTARP
audits released this quarter, discussed further below, that also raised important
transparency and accountability issues.

As noted above, this quarter has also definitively demonstrated that proactive
law enforcement efforts can play a vital role in protecting taxpayer’s interests. On
June 15, 2010, SIGTARP agents, along with law enforcement partners from several
other Federal agencies, executed an arrest warrant for Lee Bentley Farkas, the
chairman of Taylor, Bean & Whitaker, formerly one of the largest private mortgage
lending companies in the United States, in connection with a scheme involving
Colonial Bancgroup (“Colonial”), a large regional bank that was, until its demise
in the fall of 2009, TBW's largest lender. Through an application submitted in
the fall of 2008 to TARP’s Capital Purchase Program (“CPP”), Colonial had been
conditionally approved for $553 million in TARP assistance, contingent upon,
among other things, raising $300 million in private capital. In April 2009, Colonial
announced that it had met this final condition based on Farkas’ representation
that he led an investment group that had raised the necessary capital. Within days
of this public announcement, SIGTARP issued subpoenas to both Colonial and
TBW concerning the capital raise, and, over the course of the next several months,
SIGTARP and its partners uncovered massive alleged frauds at both Colonial and
TBW, notwithstanding apparent attempts by members of the conspiracy to destroy
documents called for by SIGTARP’s subpoena. SIGTARP alerted Treasury of its
investigation, and Colonial did not receive TARP funds.

Farkas was charged in the Eastern District of Virginia in a 16-count indictment,
including charges related to his attempt to steal $553 million from TARP through
Colonial’s fraudulent CPP application. Farkas allegedly participated, with co-con-
spirators at Colonial and TBW, in a massive accounting fraud that resulted in an
undisclosed hole in Colonial’s books and records and then later caused a false filing
by Colonial with the Securities and Exchange Commission (“SEC”) that falsely rep-
resented that Farkas had raised the $300 million in private financing for Colonial
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required for Colonial’s TARP funding. He was also charged in an alleged fraud
scheme involving more than $1.9 billion that contributed to the failures of Colonial
Bank and TBW in 2009 and that victimized numerous other public and private
institutions. Farkas was also charged by the SEC in a civil complaint with violations
of the antifraud, reporting, internal controls, and books and records provisions of
the Federal securities laws in connection with, among other things, the false claims
intended to cause Treasury to disburse $553 million in TARP funds to Colonial.
The Office of the Inspector General for the Department of Housing and Urban
Development (“HUD OIG”) estimated that HUD losses from the scheme (includ-
ing payments that had to be made based on Federal Housing Agency guarantees)
may be in excess of $3 billion; the FDIC estimated that depositor insurance fund
losses from Colonial’s failure, to which the scheme contributed, will be approxi-
mately $2.84 billion. Because SIGTARP ensured that Treasury disbursed no TARP
funds to Colonial, however, TARP suffered no loss.

PROGRAM UPDATES AND FINANCIAL OVERVIEW

TARP consists of 13 implemented programs, seven of which are already closed or
are winding down. As of June 30, 2010, Treasury had expended or committed to
expend approximately $498.3 billion through the 13 implemented programs to pro-
vide support for U.S. financial institutions, the automobile industry, the markets in
certain types of ABS, and homeowners. Of this amount, $386.2 has actually been
expended. As of June 30, 2010, 87 TARP recipients had paid back all or a portion
of their principal or repurchased shares for an aggregate total of $201.5 billion of
repayments and a $5.0 billion reduction in exposure to possible further liabilities,
leaving $407 billion, or 58.3%, of TARP’s current total (subject to the pending
legislation) of $698.8 billion available for allocation.

In addition to the principal repayments, Treasury has received interest and
dividend payments on its investments, as well as revenue from the sale of its war-
rants. As of June 30, 2010, the Government had received $15.7 billion in interest,
dividends, and other income, and $7.0 billion in sales proceeds had been received
from the sale of warrants and preferred stock received as a result of exercised war-
rants. At the same time, some TARP participants have missed dividend payments:
among CPP participants, 105 have missed dividend payments to the Government,
although some of them made the payments on a later date. As of June 30, 2010,
there was $157.7 million in outstanding unpaid CPP dividends.
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TARP IN CONTEXT: FINANCIAL INSTITUTION
SUPPORT AND POLICIES OUTSIDE OF TARP —
2010 UPDATE

As noted above, Section 3 of this report updates a summary of the financial institu-
tions assistance programs created or expanded because of the financial crisis was
initially presented in SIGTARP’s Quarterly Report to Congress dated July 21,

2009 (the “July 2009 Quarterly Report”). TARP was but one component of the
Government's broad response to the financial crisis, and, in many instances, TARP
worked in concert with other Federal initiatives — either as a direct partner or as
another option for the banking sector. Section 3 attempts to place TARP in the
broader context of the Government’s overall response to the financial crisis. As in
the July 2009 Quarterly Report, SIGTARP includes three estimates for each sepa-
rate Federal Government program that was either initiated or expanded in response
to the financial crisis: the program’s maximum potential commitment since the
onset of the crisis, its high-water mark (the maximum amount expended or guaran-
teed under the program at any one time), and the current outstanding balance of

actual expenditure or guarantees.

OVERSIGHT ACTIVITIES OF SIGTARP

Since the April 2010 Quarterly Report, SIGTARP has actively sought to fulfill its
audit and investigative functions. Over the past quarter, SIGTARP released two au-
dit reports plus an audit letter to Treasury, and another audit report will be released
almost concurrently with this Quarterly Report. A new audit project has been an-
nounced during the past quarter, and eight other previously announced audits are

in process and will be released in the coming months.

® Assessing Treasury’s Process to Sell Warrants Received from TARP
Recipients: This audit report, developed in coordination with a parallel effort by
the Congressional Oversight Panel, sought to determine, first, the processes and
procedures Treasury has established to ensure that the Government receives fair
market value for the warrants; and second, the extent to which Treasury follows
a consistent and well-documented process in reaching its decision to sell war-
rants back to TARP recipients. Released on May 11, 2010, the audit found that
Treasury generally succeeded in negotiating prices for the warrants at or above
its estimated value but identified two broad areas in which Treasury’s process for
selling warrants directly to financial institutions is lacking in ways that impair
transparency and have led to inconsistencies in the process. First, Treasury does
not sufficiently document important parts of the negotiation process. Second,
Treasury does not have established guidelines or internal controls over how the
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negotiations proceed, and in particular how much information is shared with
recipient institutions about price. Without taking steps to address these issues,
Treasury may open itself to criticism that, through TARP, it favors some institu-
tions over others — picking winners and losers — irrespective of whether it had
legitimate reasons to take the positions it did.

¢ Treasury’s Monitoring of Compliance with TARP Requirements by
Companies Receiving Exceptional Assistance: Released on June 29, 2010,
this audit examined the extent to which Treasury follows a clear, consistent
and effective process to ensure that companies receiving exceptional TARP
assistance adhere to the compliance requirements of their TARP agreements.
It complemented other reports previously released as part of an ongoing joint
effort between SIGTARP and GAO that touches on various aspects of the
Government'’s involvement in companies receiving exceptional assistance.
SIGTARP reviewed Treasury’s efforts to ensure that recipients of exceptional
TARP assistance comply with the conditions for receiving such assistance and
Treasury’s progress toward developing and implementing a compliance strategy.
SIGTARP found that, although there was some progress, Treasury’s implemen-
tation of its compliance strategy has been slow and incomplete. As the taxpayer’s
primary representative with respect to TARP, Treasury bears the responsibility
of ensuring that each participant adheres faithfully to its obligations. To date,
Treasury has not adequately carried out its responsibility in a number of key re-
spects. First, Treasury’s compliance implementation has been too slow. Second,
Treasury’s compliance procedures rely too heavily on the recipients themselves
to abide by their various requirements in a diligent and well-judged manner.
Third, Treasury’s compliance staffing levels continue to be inadequate. In sum,
the audit found that Treasury has not adopted the rigorous approach or devel-
oped the professional team necessary to ensure that companies receiving excep-
tional TARP assistance adhere to the special restrictions that were imposed to
protect taxpayer interests.

¢ Treasury’s Compliance and Internal Controls Program for PPIP: On July 8,
2010, SIGTARP delivered a letter to Treasury on the topic of compliance and
internal controls for the Public-Private Investment Program (“PPIP”). Despite
Treasury’s assurance that it would adopt SIGTARP’s previous compliance
recommendation that it define appropriate metrics and implement an evalua-
tion system to monitor PPIP managers’ effectiveness. And that it was developing
such metrics and internal controls, essentially nothing was issued in the nearly
one year since. Although Treasury informed SIGTARP in February 2010 that
PPIP compliance policies and procedures would be developed within six weeks,
in June it indicated that it will not complete these procedures until August.
Consequently, SIGTARP has not seen the guidelines. However, SIGTARP made
a series of suggestions for Treasury to adopt as it designs its compliance policies

and procedures, as specified in the discussion in Section 1 of this report.



QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

Section 1 describes each of these audits in further detail, and Section 5 pro-
vides updates on the recommendations made in the audits. Section 1 also discusses
continuing and recently announced SIGTARP audits.

SIGTARP’s Investigations Division has developed into a sophisticated white-
collar investigative agency. Through June 30, 2010, SIGTARP had 104 ongoing
criminal and civil investigations. Although much of SIGTARP’s investigative activity
remains confidential, over the past quarter, in addition to the Colonial/TBW indict-
ment discussed above, there have been significant public developments in several
of SIGTARP’s other investigations:

* American Home Recovery
As part of the Department of Justice’s nationwide “Operation Stolen Dreams”
mortgage fraud sweep, on June 17, 2010, the U.S. Attorney for the Southern
District of New York charged Jaime Cassuto, David Cassuto, and Isaak Khafizov,
principals of American Home Recovery (“AHR”), a mortgage modification
company located in New York City, in a complaint with one count of conspiracy
to commit mail and wire fraud related to a mortgage modification scam. They
were arrested by Special Agents from SIGTARP and the Federal Bureau of
Investigation. According to the complaint, salespeople employed by AHR sent
unsolicited letters and e-mails offering assistance in securing loan modifications
to homeowners who were having difficulty making their mortgage payments. For
a fee, AHR offered to renegotiate the terms of the homeowners’ mortgages and
obtain more favorable interest rates. AHR boasted a 98% success rate in loan
modifications and promised homeowners their money back if it was unable to
renegotiate their mortgages successfully. The complaint further alleges that, af-
ter collecting hundreds of thousands of dollars in fees, AHR in fact did virtually
nothing for homeowners and refused to refund the fees, as promised. In June
2009, AHR transferred its hundreds of unfulfilled mortgage modification orders
to another individual, indicating that he could attempt to collect additional fees
from the homeowners. The complaint concludes that, in this manner, the defen-
dants and AHR defrauded at least 240 victims. The case is pending.

¢ Nations Housing Modification Center
On June 1, 2010, Glenn Steven Rosofsky pled guilty to a superseding infor-
mation charging him with one count of conspiracy to commit wire fraud and
money laundering, one count of money laundering, and one count of filing
a false tax return. As reported in SIGTARP’s April 2010 Quarterly Report to
Congress, on March 19, 2010, Rosofsky was arrested by special agents from
SIGTARP and the Internal Revenue Service, Criminal Investigations Division
and charged by the U.S. Attorney’s Office for the Southern District of California
with one count of conspiracy to commit wire fraud and money laundering

and one count of money laundering. According to the indictment, Rosofsky
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and others operated a telemarketing firm ostensibly to assist delinquent hom-
eowners with loan modification services. Operating under the names “Nations
Housing Modification Center” and “Federal Housing Modification Department”
they took criminal advantage of the publicity surrounding the Administration’s
mortgage modification efforts under the TARP-related Making Home Affordable
program using fraudulent statements to induce customers to pay $2,500-3,000
each to purchase loan modification services. For example, the indictment alleges
that they mailed solicitation letters in envelopes that deceptively bore a Capitol
Hill return address (in fact merely a post office box) and that were designed to
mimic official Federal correspondence. It is alleged in court documents that
the fraud grossed more than $1 million. Rosofsky’s sentencing is scheduled for
September 20, 2010.

e Omni National Bank
Omni National Bank (“Omni”) was a national bank headquartered in Atlanta. It
failed and was taken over by the FDIC on March 27, 2009. Prior to its failure,
Omni applied for, but did not receive, TARP funding. As part of a mortgage
fraud task force involving several Federal agencies, SIGTARP participated in
several investigations concerning Omni that led to criminal charges. SIGTARP’s
involvement, including an examination into whether the various frauds had
an impact on Omni’s CPP application, is ongoing. As a result of the Omni
investigation, Mark Anthony McBride pled guilty to mortgage fraud on April
4, 2010, and was sentenced to 16 years in Federal prison. On June 24, 2010,
Christopher Loving pled guilty to making false statements to SIGTARP Special
Agents about his knowledge of kickbacks to bank officials. This marks the first
time that a defendant has been charged and convicted of making false state-
ments to SIGTARP. These results follow up on three previous convictions
related to Omni National Bank.

Section 1: “The Office of the Special Inspector General for the Troubled Asset
Relief Program” of this report describes each of these investigations in further
detail.
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SIGTARP 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 effec-
tive oversight and transparency and to prevent fraud, waste, and abuse. Section 5
provides updates on existing recommendations and summarizes implementation
measures for previous recommendations.

This quarter, Section 5 features discussion about Treasury’s transparency
measures and process controls as they relate to two matters: the Government'’s
repurchases of warrants it received from TARP recipients and its responsibility to
monitor compliance with TARP requirements by companies receiving exceptional
assistance under TARP. On the topic of warrants sales, SIGTARP reviews both its
original recommendations and Treasury’s subsequent response. Although Treasury
has indicated that it will adopt SIGTARP’s recommendation that its Warrants
Committee meeting minutes capture more detail, it has not committed to detailed
documentation of the substance of all communications with recipients concern-
ing warrant repurchases, or to developing and following guidelines and internal
controls concerning how negotiations will be pursued. SIGTARP’s recommenda-
tions on Treasury’s monitoring of exceptional assistance recipients’ compliance with
TARP requirements also highlight the importance of internal controls. Although
Treasury has not responded in full, it has indicated that it will reject SIGTARP’s
recommendations that it swiftly take steps to verify independently these companies’
compliance with the conditions contained in their agreements with Treasury and
that it at least establish firm guidelines so that the companies do not have such
broad discretion in deciding whether to report a violation or not.

Additionally, Section 5 examines key points of Treasury’s response to
SIGTARP’s recommendations regarding HAMP. SIGTARP reiterates the need for
meaningful benchmarks to judge HAMP’s effectiveness, particularly in light of the
major public expenditure it represents. SIGTARP also examines Treasury’s unsat-
isfactory arguments for its current policy of leaving the availability to borrowers
of the recently announced Principal Reduction Alternative (“PRA”) to servicers’
discretion and its equally unconvincing explanation regarding its policies regarding
the length of the minimum term for HAMP’s unemployment forbearance program.
Finally, SIGTARP reemphasizes the need for a rigorous appraisal process in HAMP,
particularly for those aspects of the program most vulnerable to valuation fraud.
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REPORT ORGANIZATION

The report is organized as follows:

¢ Section 1 discusses the activities of SIGTARP.

¢ Section 2 details how Treasury has spent TARP funds thus far and contains an
explanation or update of each program, both implemented and announced.

e Section 3 provides an update of July 2009’s overview of financial institution sup-
port and policies outside of TARP.

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

¢ Section 5 discusses 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 June 30, 2010.

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, a portion of Section 3 is devoted to a tutorial explaining the effect of low

interest rates on bank profitability.
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SIGTARP CREATION AND STATUTORY AUTHORITY

The Office of the Special Inspector General for the Troubled Asset Relief Program
(“SIGTARP”) was created by Section 121 of the Emergency Economic 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”) and, with certain limitations, any other action taken under EESA.
SIGTARP is required to report quarterly to Congress to describe SIGTARP’s activi-
ties and to provide 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 the 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.

SIGTARP OVERSIGHT ACTIVITIES SINCE THE APRIL
2010 QUARTERLY REPORT

SIGTARP has continued to fulfill its oversight role on multiple parallel tracks: inves-
tigating allegations of fraud, waste, and abuse in TARP programs; auditing various
aspects of TARP and TARP-related programs and activities; coordinating closely with

other oversight bodies; and striving to promote transparency in TARP programs.

SIGTARP’s Investigations Activity

SIGTARP’s Investigations Division has developed into a sophisticated white-collar
investigative agency. Through June 30, 2010, SIGTARP had 104 ongoing crimi-
nal and civil investigations. These investigations concern suspected TARP fraud,
accounting fraud, securities fraud, insider trading, bank fraud, mortgage fraud,
mortgage-servicer misconduct, fraudulent advance-fee schemes, public corruption,
false statements, obstruction of justice, trade secrets theft, money laundering, and
tax-related investigations. Although the majority of SIGTARP’s investigative activity
remains confidential, over the past quarter there have been significant public devel-
opments in several of SIGTARP’s investigations.

Colonial Bancgroup/Taylor, Bean & Whitaker

On June 15, 2010, SIGTARP agents, along with their law enforcement partners
from the Federal Bureau of Investigation (“FBI”), the Office of the Inspector
General of the Federal Deposit Insurance Corporation (“FDIC OIG”), the Office
of the Inspector General of the Department of Housing and Urban Development
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(“HUD OIG”), and the Internal Revenue Service Criminal Investigations Division
(“IRS-CI”), executed an arrest warrant for Lee Bentley Farkas, the chairman of
Taylor, Bean & Whitaker (“TBW”), formerly one of the largest private mortgage
lending companies in the United States, in connection with a scheme involving
Colonial Bancgroup (“Colonial”), a large regional bank that was, until its demise in
the fall of 2009, TBW's largest lender.

In the fall of 2008, Colonial applied for $570 million in taxpayer funding
through TARP’s Capital Purchase Program (“CPP”). As with all CPP applications,
Colonial submitted financial data and filings to Federal bank regulators. Based on
these representations, the Treasury Department (“Treasury”) conditionally approved
Colonial for $553 million in TARP funds, contingent upon, among other things,
Colonial raising $300 million in private capital. A review of the circumstances of
Colonial’s application and its announcement that it had received TARP approval
led SIGTARP to open an investigation in concert with the Securities and Exchange
Commission (“SEC”). In April 2009, in a filing with the SEC, Colonial announced
that it had met its final condition to receive TARP funding based on Farkas’ repre-
sentation that he led an investment group that had raised $300 million to invest in
Colonial.

Within days of this public announcement, SIGTARP issued subpoenas to both
Colonial and TBW, and, over the course of the next several months, SIGTARP and
its partners uncovered massive alleged frauds at both Colonial and TBW, despite
apparent attempts by members of the conspiracy to destroy documents called for
by SIGTARP’s subpoena. SIGTARP alerted Treasury of its investigation to ensure
that no TARP funds would be disbursed to Colonial and referred the case to the
Department of Justice (“DO]J”) for prosecution. In August 2009, DOJ secured a
search warrant for the offices of TBW and Colonial in Florida that was executed by
SIGTARP, FBI, FDIC OIG, and HUD OIG, and supported by the Financial Crimes
Enforcement Network. Ultimately, Colonial did not receive any TARP funds.

Farkas was charged in the Eastern District of Virginia in a 16-count indictment
that included charges of conspiracy to commit bank, wire, and securities fraud,;
and substantive bank fraud, wire fraud, and securities fraud. Among other things,
Farkas was charged for his role in attempting to steal $553 million from TARP
through Colonial’s fraudulent CPP application, as part of his alleged participation
in a massive accounting fraud that resulted in an undisclosed hole in Colonial’s
books and records, and for later causing a false filing by Colonial with the SEC
that falsely represented that Farkas had raised $300 million in private financing for
Colonial, a requirement for Colonial to obtain TARP funding. He was also charged
in an alleged fraud scheme involving more than $1.9 billion that contributed to the
failures of Colonial Bank and TBW in 2009 and that victimized numerous other
public and private institutions. On the same day, Farkas was charged by the SEC
in a civil complaint with violations of the antifraud, reporting, internal controls,
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and books and records provisions of the Federal securities laws in connection with,
among other things, the allegedly false claims that nearly led Treasury to disburse
$553 million in TARP funds to Colonial.

Specifically, as alleged in the indictment, Farkas and his co-conspirators (includ-
ing Colonial executives) caused Colonial to purchase from TBW more than $400
million in what amounted to fake mortgage loan assets, including loans that TBW
had already sold to other investors, and fake interests in pools of loans. Farkas
and his co-conspirators allegedly caused Colonial Bank to hold these purported
assets on its books at face value when in fact the mortgage loan assets were often
worthless. According to court documents, Farkas and his co-conspirators at TBW
also misappropriated hundreds of millions of dollars from Ocala Funding, LLC
(“Ocala Funding”), a TBW-related entity controlled by Farkas. Ocala Funding sold
asset-backed commercial paper to financial institution investors and was required
to maintain collateral in the form of cash and/or mortgage loans that were at least
equal to the value of the outstanding commercial paper. Farkas and his co-conspir-
ators allegedly diverted cash from Ocala Funding to TBW to cover TBW’s operat-
ing losses, and, as a result, created significant deficits in the amount of collateral
Ocala Funding possessed to back the outstanding commercial paper. To cover up
the diversions, the conspirators allegedly sent false information to Ocala Funding’s
investors, misleading them into believing that they had sufficient collateral back-
ing their commercial paper. According to court documents, by in or about August
2009, when TBW failed, two of these investors held approximately $1.68 billion in
Ocala Funding commercial paper that, in reality, was only collateralized by approxi-
mately $150 million in cash and mortgage loans. These investor banks were unable
to redeem their commercial paper for full value.

HUD IG estimated that HUD losses from the scheme — from payments that
had to be made based on FHA guarantees — may be in excess of $3 billion; the
FDIC estimated that depositor insurance fund losses from Colonial’s failure, to
which the scheme contributed, will be approximately $2.8 billion. Fortunately,
because SIGTARP ensured that Treasury disbursed no TARP funds to Colonial,
TARP suffered no loss.

Farkas’s trial is scheduled to commence on November 1, 2010. The investiga-

tion is ongoing.

Nations Housing Modification Center

On June 1, 2010, Glenn Steven Rosofsky pled guilty to a superseding information
charging him with one count of conspiracy to commit wire fraud and money laun-
dering, one count of money laundering, and one count of filing a false tax return.
As reported in SIGTARP’s Quarterly Report to Congress, dated April 10, 2010 (the
“April 2010 Quarterly Report”), on March 19, 2010, Rosofsky was arrested by spe-
cial agents from SIGTARP and IRS-CI and charged by the U.S. Attorney’s Office
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for the Southern District of California with one count of conspiracy to commit
wire fraud and money laundering, and one count of money laundering. According
to the indictment against him, Rosofsky and others operated a telemarketing
firm, ostensibly to assist delinquent homeowners with loan modification services.
Operating under the names “Nations Housing Modification Center” and “Federal
Housing Modification Department,” they took criminal advantage of the publicity
surrounding the Administration’s mortgage modification efforts under the TARP-
related Making Home Affordable program, using fraudulent statements to induce
customers to pay $2,500-$3,000 each to purchase loan modification services that
were never delivered. For example, the indictment alleges that they mailed solicita-
tion letters in envelopes that deceptively bore a Capitol Hill return address (in fact
merely a post office box) and that were designed to mimic official Federal corre-
spondence. It is alleged in court documents that the fraud grossed more than
$1 million.

Rosofsky’s sentencing is scheduled for September 20, 2010.

American Home Recovery

As part of DOJ’s nationwide “Operation Stolen Dreams” mortgage fraud sweep, on
June 17, 2010, the U.S. Attorney for the Southern District of New York charged
three people — Jaime Cassuto, David Cassuto, and Isaak Khafizov, principals of
American Home Recovery (“AHR”), a mortgage modification company located in
New York City — in a complaint with one count of conspiracy to commit mail and
wire fraud related to a mortgage modification scam. They were arrested by Special
Agents from SIGTARP and the FBI.

According to the complaint, salespeople employed by AHR sent unsolicited
letters and emails offering assistance in securing loan modifications to homeowners
who were having difficulty making their mortgage payments. For a fee, AHR offered
to renegotiate the terms of the homeowners’ mortgages and obtain more favorable
interest rates. AHR boasted a 98% success rate in loan modifications and promised
homeowners their money back if it was unable to renegotiate their mortgages suc-
cessfully. The complaint further alleges that, after collecting hundreds of thousands
of dollars in fees, AHR in fact did virtually nothing for homeowners and refused to
refund the fees, as promised. In June 2009, AHR allegedly transferred its hundreds
of unfulfilled mortgage modification orders to another individual, indicating that
he could attempt to collect additional fees from the homeowners. The complaint
charges that, in this manner, the defendants and AHR defrauded at least 240 vic-
tims. The case is pending.

Omni National Bank
Omni National Bank (“Omni”) was a national bank headquartered in Atlanta
with branch offices in Birmingham, Alabama; Tampa, Florida; Fayetteville,
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North Carolina; Houston and Dallas, Texas; Chicago, Illinois; and Philadelphia,
Pennsylvania. Omni failed and was taken over by the FDIC on March 27, 2009.
Prior to its failure, Omni applied for, but did not receive, TARP funding under
CPP. SIGTARP participated in several investigations concerning Omni that led to
criminal charges as part of a mortgage fraud task force that includes SIGTARP, the
U.S. Attorney’s Office for the Northern District of Georgia, FDIC OIG, HUD OIG,
the U.S. Postal Inspection Service (“USPIS”), and the FBI. SIGTARP’s involve-
ment, including an examination into whether the various frauds had an impact on
Omni’s CPP application, is ongoing.

As aresult of the Omni investigation, Mark Anthony McBride pled guilty to
mortgage fraud on April 4, 2010, and was sentenced to 16 years in Federal prison.
On June 24, 2010, Christopher Loving pled guilty to making false statements to
SIGTARP Special Agents about his knowledge of kickbacks to bank officials. This
marks the first time that a defendant has been charged with making false statements
to SIGTARP. These results follow up on three previous convictions related to Omni
National Bank. In March, Brent Merriell pled guilty in Federal District Court to
charges of making false statements to the FDIC and six counts of aggravated iden-
tity theft in connection with a scheme to prompt Omni to forgive $2.2 million in
loans. In January, Jeffrey Levine, Omni’s former executive vice president, pled guilty
to charges of causing material overvaluations of bank assets in the books, reports,
and statements that were later presented as part of Omni'’s TARP application. In
December 2009, Delroy Davy pled guilty to bank fraud and conspiracy charges.
Sentencing for Merriell, Davy, and Levine is scheduled for August 2010.

Rescue Fraud Working Group of the President’s Financial Fraud
Enforcement Task Force

As previously reported, President Obama established the Financial Fraud
Enforcement Task Force (“FFETF”), which is designed “to investigate and pros-
ecute significant financial crimes and other violations relating to the current finan-
cial crisis and economic recovery efforts, recover the proceeds of such crimes and
violations, and ensure just and effective punishment of those who perpetrate finan-
cial crimes and violations.” A component of FFETF is the Rescue Fraud Working
Group, which SIGTARP co-chairs with Treasury and DOJ’s Criminal Division.

On June 24, 2010, Special Inspector General Barofsky briefed the FFETF on the
Rescue Fraud Working Group’s activities.

SIGTARP Hotline

One of SIGTARP’s primary investigative priorities is to operate the SIGTARP
Hotline and thus provide a simple, accessible way for the American public to report
concerns, allegations, information, and evidence of violations of criminal and

civil laws in connection with TARP. From its inception in February 2009 through
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June 30, 2010, the SIGTARP Hotline received and analyzed more than 14,000
contacts. These contacts run the gamut from expressions of concern over the
economy to serious allegations of fraud involving TARP, and a substantial number
of SIGTARP’s investigations were generated in connection with Hotline tips. The
SIGTARP Hotline can receive information anonymously. SIGTARP honors all
applicable whistleblower protections and will provide confidentiality to the fullest
extent possible. SIGTARP urges anyone aware of waste, fraud or abuse involving
TARP programs or funds, whether it involves the Federal Government, state and
local entities, private firms or individuals, to contact its representatives at 877-SIG-

2009 or www.sigtarp.gov.

SIGTARP Audit Activity

SIGTARP has initiated a total of 22 audits since its inception. Over the past quar-
ter, SIGTARP released two audit reports, issued one audit letter to Treasury con-
taining suggestions about designing a compliance protocol for the Public-Private
Investment Program (“PPIP”), and announced a new audit project. Eight other
previously announced audits are in process, and SIGTARP anticipates releasing

reports on those audits in the coming months.

Assessing Treasury's Process to Sell Warrants Received from TARP
Recipients

On May 11, 2010, SIGTARP released its audit report, “Assessing Treasury’s
Process to Sell Warrants Received from TARP Recipients.” Most banks participat-
ing in TARP issued warrants providing Treasury, for publicly traded banks, the right
to purchase the banks’ common stock at a predetermined price. These warrants
have an economic value and may be sold before expiration to add to the return
Treasury realizes on its TARP investments.

Once a publicly traded bank pays back its TARP investment, Treasury un-
dertakes a process for the sale of the bank’s warrants, either directly back to the
bank through negotiation or to third parties through an auction. If a bank decides
to repurchase its warrants, Treasury assesses the bank’s bid for the warrants to
determine whether it reflects fair market value. Treasury conducts this assessment
by arriving at an internal estimated value for the warrants that references market
quotes, financial modeling valuations, and third-party estimates. Treasury’s Warrant
Committee recommends whether to accept the offer, and the Assistant Secretary
for Financial Stability makes the final decision. If a price cannot be negotiated, or
if the bank elects to forgo the process of buying the warrants directly, the warrants
are auctioned publicly.

Conducted in response to requests from Senator Jack Reed and Representative
Maurice Hinchey, this audit, which was done in coordination with a parallel effort
by the Congressional Oversight Panel, sought to determine, first, the processes and



QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

procedures Treasury has established to ensure that the Government receives fair
market value for the warrants; and second, the extent to which Treasury follows a
consistent and well-documented process in reaching its decision to sell warrants
back to TARP recipients. The audit found that Treasury generally succeeded in
negotiating prices for the warrants at or above its estimated value: of the 33 public
company warrant repurchases analyzed, 20 of the final negotiated prices were at or
above Treasury’s estimated value, and nine of the final negotiated prices were just
below the estimated value.

The audit, however, identified two broad areas in which Treasury’s process
for selling warrants directly to financial institutions is lacking in ways that im-
pair transparency and have led to inconsistencies in the process. The first is that
Treasury does not sufficiently document important parts of the negotiation process:
the substantive reasons for Warrant Committee decisions are not reflected in its
meeting minutes, and negotiations between Treasury and recipient institutions are
not documented. This lack of documentation makes it impossible to test whether
Treasury is fairly and consistently making decisions that could mean a difference of
tens of millions of dollars for taxpayers.

Second, Treasury does not have established guidelines or internal controls over
how the negotiations proceed and, in particular, as to how much information is
shared with recipient institutions about the price Treasury will likely accept for the
warrants. Descriptions provided to SIGTARP by several of the banks that engaged
in negotiations with Treasury confirmed that Treasury was willing to provide de-
tailed information about its estimates to certain banks but was unwilling to share
similar details with others. Moreover, although Treasury indicated that it generally
would not provide an indication of its valuation until the institution’s bid was close
and the Assistant Secretary stated that Treasury generally engaged in a strategy
not to provide specific valuation numbers because it would give away key negotiat-
ing leverage, the cases examined in detail in the audit simply do not bear this out.
Indeed, the amount of information provided, the circumstances of when informa-
tion would be provided, and the results of the negotiation varied widely.

Without taking steps to address these issues, Treasury may open itself to criti-
cism that, through TARP, it favors some institutions over others — picking winners
and losers — irrespective of whether it had legitimate reasons to take the negotiat-
ing positions that it did. SIGTARP acknowledges that every case is different and
that Treasury needs to have some flexibility to address each particular situation.
However, without some objective guidelines and internal controls to ensure those
guidelines are followed, Treasury may find it difficult to defend itself convinc-
ingly against charges of arbitrariness or favoritism. In light of these conclusions,
SIGTARP made the following recommendations, which are discussed in more
detail in Section 5: “SIGTARP Recommendations” in this report:



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

e Treasury should ensure that more detail is captured by the Warrant Committee
meeting minutes. At a minimum, the minutes should include the members’
qualitative considerations regarding the reasons bids were accepted or rejected
within fair market value ranges.

¢ Treasury should document, in detail, the substance of all communications with
recipients concerning warrant repurchases.

¢ Treasury should develop and follow guidelines and internal controls concerning
how negotiations will be pursued, including the degree and nature of informa-
tion to be shared with repurchasing institutions concerning Treasury’s valuation

of the warrants.

Treasury’s response to these recommendations, dated June 11, 2010,
is discussed in detail in Section 5 and is reproduced in full in Appendix G:
“Correspondence.”

Treasury’s Monitoring of Compliance with TARP Requirements by
Companies Receiving Exceptional Assistance

Conducted as part of a broader audit project examining corporate governance
issues, as requested by Senate Finance Committee Chairman Max Baucus, this
audit, released on June 29, 2010, examined the extent to which Treasury follows a
clear, consistent, and effective process to ensure that companies receiving excep-
tional TARP assistance adhere to the requirements of their TARP agreements,
including those regarding internal controls and compliance reporting, executive
compensation, expense policies, and lobbying. The audit complemented other
reports previously released as part of an ongoing joint effort by SIGTARP and the
Government Accountability Office (“GAO”) that touches on various aspects of the
Government’s involvement in companies receiving exceptional assistance.

Pursuant to prior SIGTARP recommendations, Treasury required each com-
pany receiving exceptional TARP assistance (including American International
Group, Inc. (“AIG”); Citigroup Inc.; Bank of America Corp.; General Motors Co.
(“GM”); GMAC Inc.; and Chrysler Holding LLC (“Chrysler”) to establish inter-
nal controls to ensure compliance with key TARP requirements and to provide
Treasury with certifications verifying compliance on a quarterly basis. In this audit,
SIGTARP reviewed Treasury’s efforts to ensure that these companies comply with
the conditions for receiving such assistance and Treasury’s progress toward develop-
ing and implementing a compliance strategy. SIGTARP found that, although there
was some progress, Treasury’s implementation of its compliance strategy has been
slow and incomplete. As the taxpayer’s primary representative with respect to TARP,
Treasury bears the responsibility of ensuring that each participant adheres faithfully
to its obligations. To date, Treasury has not adequately carried out this responsibil-
ity in a number of key respects.
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First, Treasury’s compliance implementation has been too slow, requiring from
6 to 14 months after the companies’ obligations commenced to even request the
companies’ compliance frameworks, and 7 to 15 months to meet initially with the
companies’ compliance officials. Treasury has only begun its review of three of the
six companies’ audit documentation and does not expect to complete this final step
for the remaining three firms until well over a year after their entry into TARP. In
the context of companies that might not have survived absent TARP’s infusion of
tens of billions of taxpayer dollars, the risks (both financial and to the credibility of
the Government's stabilization efforts) posed by such companies’ non-compliance
with these important conditions are too great to countenance such delays.

Second, Treasury’s compliance procedures rely too heavily on the recipients
themselves. To date, decisions on whether a violation is serious enough to report
have effectively been left to the companies, and thus Treasury has relied upon
TARP participants (and sometimes upon the same managers who presided over a
company as it reached the brink of failure) to abide by their various requirements
in a diligent and well-judged manner. Treasury has not provided basic guidance
on materiality standards for compliance breaches, for example, and has no plans
to conduct its own audits or otherwise test these companies’ compliance indepen-
dently. Under these circumstances, only one extraordinary assistance recipient
(AIG) has reported violations to Treasury, and, even then, AIG’s reporting was made
months after the events in question and included an unconvincing explanation
of one of the violations (regarding the chief executive officer’s personal use of the
corporate jet) in its report.

Third, Treasury’s compliance staffing levels continue to be inadequate. Although
the compliance unit of Treasury’s Office of Financial Stability (“OFS”) has added
staff over time, a shortage of qualified compliance personnel persists. Indeed,
Treasury officials stated they would like to add 15 compliance staff members
but have been unable to do so. Twenty months into its administration of TARP,
Treasury simply has no legitimate excuses as to why it has failed to accomplish the
critically important task of assembling a robust compliance staff.

In sum, Treasury has not adopted the rigorous approach or developed the
professional team necessary to ensure that companies receiving exceptional
TARP assistance adhere to the special restrictions that were imposed to protect
taxpayer interests. In light of these conclusions, SIGTARP made the following
recommendations, which are discussed in more detail in Section 5: “SIGTARP

Recommendations” in this report:

¢ First, Treasury should promptly take steps to verify TARP participants’ confor-
mance to their obligations, not only by ensuring that they have adequate compli-
ance procedures but also by independently testing participants’ compliance.

e Second, Treasury should develop guidelines that apply consistently across
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TARP participants for when a violation is sufficiently material to merit report-
ing, or, in the alternative, require that all violations be reported.

e Third, SIGTARP reiterates its previous recommendation concerning the need to
add enough infrastructure and staff at OFS-Compliance to ensure TARP recipi-
ents’ adherence to their compliance obligations.

While Treasury deferred responding in detail to the recommendations for 30
days, it informed SIGTARP that it strongly disagreed with the first 2 recommenda-
tions and only partially agreed with the third.

Both SIGTARP and GAO have ongoing work that will provide additional in-
sights into the role the Government has played in these companies, and SIGTARP
anticipates announcing additional audit work in the coming months building on

the joint GAO/SIGTARP effort represented by these reports.

Treasury’s Compliance and Internal Controls Program for PPIP
On July 8, 2010, SIGTARP delivered a letter to Treasury on the topic of compli-
ance and internal controls for PPIP. In it, SIGTARP reviewed its previous PPIP
compliance recommendation from its Quarterly Report to Congress dated July 21,
2009 (the “July 2009 Quarterly Report”), that Treasury define appropriate metrics
and implement an evaluation system to monitor PPIP managers’ effectiveness, both
to ensure that they are fulfilling the terms of their agreements and to measure their
performance. The July 2009 Quarterly Report further noted that, without stan-
dardized policies and procedures, including written guidance as to how Treasury
would evaluate and test the compliance with program rules of each Public-Private
Investment Fund (“PPIF”) manager, it is unclear how Treasury can consistently
and properly identify and act on any potential risk to the program. The report went
on to caution that expecting PPIF managers to design adequate policies without
detailed guidance would not be appropriate in light of the risk of conflicts of inter-
est inherent in PPIP’s design.

Despite Treasury’s assurance that it would adopt this recommendation and
was developing such metrics and internal controls, essentially nothing was issued
in the nearly one year since. Although Treasury informed SIGTARP in February
2010 that PPIP compliance policies and procedures would be developed within six
weeks, in June it indicated that it will not complete these procedures until August.
Consequently, SIGTARP has not seen the guidelines. However, SIGTARP sug-
gested that, as Treasury designs its compliance policies and procedures, Treasury

should take the following steps:

¢ promulgate guidelines to evaluate and test for conflicts of interest among PPIF

managers
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¢ develop plans to review PPIF managers’ conformance to other key provisions of the
governing documentation, such as the recordkeeping and trade and fee restrictions

e develop a framework addressing how Treasury will detect and report potential
fraud or other possible securities law violations, including clear guidance on
how to test for them, how to address any that are found, and who is responsible

for supervision of this process

In addition, SIGTARP suggested that Treasury follow up on its evaluation of
each PPIF manager’s internal controls during the initial selection process with an
operational review, perhaps assisted by The Bank of New York Mellon as the PPIFs’
third-party administrator, custodian, and valuation agent, in order to analyze and
determine each PPIF manager’s adherence to its own internal control require-
ments and those of the governing documentation. These reviews would supplement
PPIF managers’ self-certification, which SIGTARP considers an important but not
sufficient part of a robust compliance framework. Treasury should focus on the

following areas:

e Compliance Program: reviewing the PPIF managers’ policies and procedures for
effectiveness

¢ Portfolio Management: evaluating how the PPIF managers select securities and
conduct their risk management

e Valuation: assessing the reasonableness and accuracy of the valuation process

® Reporting: evaluating whether monthly reporting is accurate and meets
requirements

e Conflicts: assessing potential misappropriation of Government funds, insider
trading, and other conflicts of interest

e Asset Verification: verifying the existence of securities by reviewing settlement of
trades and how the PPIF managers account for errors

¢ Monitoring: implementing systems for real-time trade monitoring, or, at the
least, a review of each weekly trade data report submitted to Treasury by PPIF

managers

A copy of SIGTARPs letter to Treasury is included in Appendix G:
“Correspondence.”

Audits Underway
SIGTARP has ongoing audits on eight previously announced topics and expects to
issue those audit reports in the coming months.
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Automobile Dealership Closures

This audit, undertaken at the request of Senate Commerce Committee Chairman
Jay Rockefeller and House Appropriations Committee Chairman David Obey,
examines the process used by GM and Chrysler to identify the more than 2,000
automobile dealerships that were slated for termination in connection with the au-
tomakers’ bankruptcies. Its objectives are to determine whether GM and Chrysler
developed and followed a fair, consistent, and reasonable documented approach; to
understand the role of the Federal Government in these decisions; and to review to
what extent the terminations will lead to cost savings or other benefits to GM and
Chrysler. SIGTARP expects to publish the audit at approximately the same time as
this Quarterly Report.

Status of the Federal Government’s Asset Guarantee Program with
Citigroup

This review, requested by Representative Alan Grayson, addresses a series of ques-
tions about the Government’s guarantee of certain Citigroup assets through the
Asset Guarantee Program such as: (i) the basis on which the decision was made to
provide asset guarantees to Citigroup and the process for selecting the loans and
securities to be guaranteed; (ii) the characteristics of the assets deemed acceptable
for inclusion in the program and how those assets differed from other Citigroup as-
sets; (iii) whether adequate risk management controls were in place to mitigate the
risks to the taxpayer; and (iv) what safeguards existed to protect taxpayer interests
and what the losses were on the portfolio.

CPP Applications Receiving Conditional Approval

This audit examines those CPP applications that received preliminary approval
from Treasury’s Investment Committee conditioned upon the institutions meet-
ing certain requirements before funds were disbursed. One example, as discussed
earlier, was Colonial, which received CPP approval conditioned on Colonial raising
$300 million in private capital. The audit assesses the basis for the decision to
grant such conditional approvals and the bank regulators’ role in such decisions;
whether and how timeframes were established for meeting such conditions; and
whether internal controls were in place to ensure that the conditions were met

before funds were disbursed.

Selection of Asset Managers for the Legacy Securities Program

This audit examines the process Treasury followed to select fund managers to
raise private capital for joint investment programs with Treasury through PPIP.

It examines the criteria used by Treasury to select PPIF managers and minority
partners, and the extent to which Treasury consistently applied established criteria
when selecting fund managers and small, veteran- , minority- , and women-owned

businesses.
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Term Asset-Backed Securities Loan Facility (“TALF”) Collateral
Monitors’ Valuation

This audit examines the Federal Reserve’s valuation determinations used to issue
loans under TALF. It assesses how the Federal Reserve made valuation determina-
tions, including the role of the collateral monitors, when making decisions regard-
ing the eligibility of the collateral and the appropriateness of the requested loan

amounts.

Office of the Special Master Decisions on Executive Compensation
This audit examines the Office of the Special Master for TARP Executive
Compensation’s (“Special Master”) decisions on executive compensation at firms
receiving exceptional TARP assistance. This audit assesses the criteria used by the
Special Master to evaluate executive compensation and whether the criteria were
applied consistently.

CPP Exit Strategy
This audit examines the process that Treasury and the Federal banking regulators
established for banks to repay Treasury and exit CPP.

Application of the HAMP Net Present Value (“NPV”) Test

This audit, conducted in response to a request from Senator Jeff Merkley and eight

other Senators, assesses the following issues:

¢ whether participating loan servicers are correctly applying the NPV test under
the program

¢ the extent to which Treasury ensures that servicers are appropriately applying
the NPV test per Home Affordabe Modification Program guidelines when as-
sessing borrowers for program eligibility

e the procedures servicers follow to communicate to borrowers the reasons for
NPV test failure, as well as to identify the full range of loss mitigation options

available to such borrowers

New Audit Underway

Over the past quarter, SIGTARP announced one new audit on which work has begun:

OFS Contracting for Professional Services

Undertaken at the request of Senator Tom Coburn, this audit will examine the pro-
cesses Treasury uses to procure professional services in support of its management
of TARP, specifically those to ensure that contract prices are fair and reasonable

and that vendors’ invoices accurately reflect the work performed.
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Communications with Congress

One of the primary functions of SIGTARP is to ensure that members of Congress
are kept adequately and promptly informed of developments in TARP initiatives
and of SIGTARP’s oversight activities. To fulfill that role, Special Inspector General
Barofsky and his staff regularly meet with and brief members of Congress and their
staff. The following meetings took place in the second quarter of 2010:

e OnApril 16 and 19, 2010, SIGTARP Chief of Staff Christy Romero pre-
sented open briefings for Senate and House staff, respectively. The focus was
SIGTARP’s April 2010 Quarterly Report.

e On April 20, 2010, Special Inspector General Barofsky testified at a hearing
before the Senate Finance Committee. The title of the hearing was
“The President’s Proposed Fee on Financial Institutions Regarding TARP:

Part 1.” Special Inspector General Barofsky’s testimony included an overview
of SIGTARP’s April 2010 Quarterly Report, which was released at the hearing,
as well as a discussion of a potential fee that may be imposed on certain TARP
recipients.

e On April 22, 2010, Special Inspector General Barofsky testified before the
House Appropriations Committee during a hearing entitled “Financial Crisis
and TARP.” Special Inspector General Barofsky’s testimony included a discus-
sion of SIGTARP’s fiscal year 2011 budget request, which is discussed more
fully later in this section.

¢ On April 29, 2010, Deputy Special Inspector General Kevin Puvalowski testified
at a hearing before the Senate Financial Services and General Government
Subcommittee. The hearing title was “Holding Banks Accountable: Are Treasury
and Banks Doing Enough to Help Families Save Their Homes?” Deputy Special
Inspector General Puvalowski’s testimony covered recent developments in the
Making Home Affordable program and SIGTARP’s fiscal year 2011 budget
request.

e On May 11, 2010, Deputy Special Inspector General Puvalowski testified
before the Oversight and Investigations Subcommittee of the House Financial
Services Committee, during a hearing entitled “TARP Oversight: An Update
on Warrant Repurchases and Benefits to Taxpayers.” Deputy Special Inspector
General Puvalowski’s testimony covered the findings and recommendations in
SIGTARP’s audit concerning Treasury's process to sell warrants it received from

TARP recipients, which was discussed more fully above in this section.

On or about May 7, 2010, Treasury submitted to Congress a legislative proposal
to create a Small Business Loan Fund (“SBLF”). Under its proposal, Treasury
would attempt to stimulate lending to small businesses by providing up to $30
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billion of preferred share investments in banks with total assets of $10 billion
or less. On May 17, 2010, SIGTARP wrote to its Congressional oversight com-
mittees to express concerns regarding SBLF oversight and stress the importance
that SIGTARP maintain oversight of the SBLF program. Among other things,
SIGTARP’s letter points out that, although SBLF is designed to be a separate
program from TARP, its basic framework is very similar to CPP, as both involve
Treasury making capital investments in the form of preferred shares; the maximum
investment under SBLF would be, like CPP, a percentage of a bank’s risk-weighted
assets; and the initial dividend rate is or would be the same under each program.
Furthermore, the SBLF application and approval process would be similar to CPP’s
and involve the same primary regulators, and it is anticipated that the overwhelm-
ing majority of CPP recipients will convert their CPP preferred shares to SBLF
preferred shares. Because SIGTARP has developed considerable experience and
expertise in its oversight of CPP, particularly in reporting, monitoring, deter-
ring, and investigating fraud, SIGTARP urged Congress to assign SBLF oversight
responsibilities to SIGTARP. As detailed above, SIGTARP’s expertise in policing
the similarly constructed CPP was instrumental in saving the taxpayers more than
$550 million in the Colonial/TBW investigation. A copy of one of the identical let-
ters SIGTARP sent to Congress is found in Appendix G: “Correspondence.”
Copies of the written testimony, hearing transcripts, and a variety of other mate-
rials associated with Congressional hearings since SIGTARP’s inception are posted

at www.sigtarp.gov/reports.

THE SIGTARP ORGANIZATION

From the day that Special Inspector General Barofsky 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 January 2010 Quarterly Report,
SIGTARP has continued to make substantial progress in building its operation.

Hiring
Each of SIGTARP’s divisions continues the process of filling out its ranks. As of
June 30, 2010, SIGTARP had 128 full-time personnel, including one detailee from
the FBI and one from the SEC.

SIGTARP’s employees hail from many Federal agencies, including DOJ,
FBI, IRS-CI, Air Force Office of Special Investigations, GAO, Department of
Transportation, Department of Energy, the SEC, U.S. Secret Service, U.S. Postal
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Service, U.S. Army Criminal Investigation Command, Naval Criminal Investigative
Service, Treasury-Office of the Inspector General, Department of Energy-Office
of the Inspector General, Department of Transportation-Office of the Inspector
General, Department of Homeland Security-Office of the Inspector General, FDIC
OIG, Office of the Special Inspector General for Iraq Reconstruction, and HUD OIG.
SIGTARP employees also hail from various private-sector businesses and law
firms. Hiring is ongoing, building to SIGTARP’s goal of approximately 160 full-time
employees. The SIGTARP organizational chart, as of June 30, 2010, is included in
Appendix H: “Organizational Chart.”

Budget
SIGTARP was established pursuant to Section 121 of EESA. SIGTARP com-
menced operations on December 15, 2008, with the swearing in of the Special
Inspector General. Section 121(j) of EESA provided SIGTARP with $50 million
in initial operating funds. In the late spring of 2009, SIGTARP determined that
its initial operating funds would be expended during the second quarter of fiscal
year 2010 and that additional resources would be needed to fully fund opera-
tions. Accordingly, on June 3, 2009, SIGTARP submitted to Treasury — which
forwarded to the Office of Management and Budget (“OMB”) — a request for an
amendment of Treasury’s 2010 budget request in the amount of $23.3 million.
The Consolidated Appropriations Act for 2010, Public Law 111-117, at Division C,
Title 1, provided SIGTARP with the requested $23.3 million.

On February 1, 2010, the Administration submitted to Congress Treasury’s
fiscal year 2011 budget request, which includes SIGTARP’s full request for
$49.6 million.

Physical and Technical SIGTARP Infrastructure

SIGTARP occupies office space at 1801 L Street, NW, in Washington, D.C., the
same office building in which most Treasury officials managing TARP are located.
SIGTARP has begun to occupy a portion of its permanent quarters in that building
while the renovation process is completed in the remainder. Primarily to facilitate
investigative activities in those cities, SIGTARP has also opened branch offices
specializing in investigations in New York City, Los Angeles, and San Francisco and
is in the process of opening another satellite office in Atlanta.

SIGTARP has a website, www.SIGTARP.gov, on which it posts all of its reports,
testimony, audits, contracts, and more. Since its inception, SIGTARP’s website has
had more than 47 million web “hits,” and there have been more than 2.7 million
downloads of SIGTARP’s quarterly reports, which are available on the site.'

The website prominently features SIGTARP’s Hotline, which can also be ac-
cessed by phone at 877-SIG-2009 (877-744-2009).
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This section summarizes the activities of the U.S. Department of the Treasury
(“Treasury”) in its management of the Troubled Asset Relief Program (“TARP”).
This section also reviews TARP’s overall finances, provides updates on established
TARP component programs, and gives the status of TARP executive compensation

restrictions.

TARP FUNDS UPDATE

The Emergency Economic Stabilization Act of 2008 (“EESA”), was signed into law
on October 3, 2008, and appropriated $700 billion to “restore liquidity and stability
to the financial system of the United States.” On December 9, 2008, the Treasury
Secretary exercised the powers granted to him under Section 120(b) of EESA

and extended TARP through October 3, 2010. In the certification, the Treasury
Secretary asserted that the extension would, “among other things, enable [Treasury]
to continue to implement programs that address housing markets and the needs of
small businesses, and to maintain the capacity to respond to unforeseen threats,”
thereby assisting American families and stabilizing financial markets.

In August 2009, as part of the mid-session review of the Federal budget, the
Office of Management and Budget (“OMB”) estimated that TARP would ultimately
cost the American taxpayer $341 billion.? During the past 11 months, the estimated
ultimate cost of TARP has been adjusted downward several times. As of
February 1, 2010, OMB estimated that TARP would cost $116.8 billion. Most
recently, in a May 2010 report to Congress, Treasury revised its estimated cost of
TARP to $105.4 billion.* The losses are expected to be concentrated in the pro-
grams intended to assist American International Group, Inc. (“AIG”), the automo-
tive industry, and struggling homeowners.” These figures are listed in Table 2.1.

TABLE 2.1
COST/GAIN OF TARP PROGRAMS ($ BILLIONS)

CBO OMB Treasury
Program Name Estimate Estimate? Estimate
Systemically Significant Failing Institutions $36 $50 $45
Automotive Industry Financing Program 34 31 25
Home Affordable Modification Program 22 49 49
Remaining TARP Funds 23 3 —
Cumulative Other (6) (6) (14)
Total $109 $127 $105

Notes: Numbers affected by rounding.
aIncludes administrative costs and interest effects of $9.9 billion.

Sources: CBO Estimate and OMB Estimate: Congressional Budget Office, “Report on the Troubled Asset Relief Program—March 2010,”
March 2010, www.cbo.gov/ftpdocs/112xx/doc11227/03-17-TARP.pdf, accessed 6/24/2010. Treasury Estimate: Treasury, “Summary
Tables of Troubled Asset Relief Program (TARP) Investments as of March 31, 2010,” no date, www.financialstability.gov/docs/TARP%20
Cost%20Estimates%20-%20March%2031%202010.pdf, accessed 6,/24/2010; Office of Management and Budget, “Budget of the U.S.
Government — Fiscal Year 2011,” 2/1/2010, www.whitehouse.gov/omb/budget/fy2011/assets/budget.pdf, accessed 7/10/2010.
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FIGURE 2.1

CUMULATIVE PLANNED TARP
EXPENDITURES, REPAYMENTS,
AND REDUCTIONS IN EXPOSURE

AS OF 6/30/2010

S BILLIONS

1 $407.0 -

- 56988 — — $206.5 —

$498.3
Total TARP  Planned TARP TARP TARP
Available Expenditures® Repayments Balance

and Remaining
Reductions
in Exposure

Notes: Numbers affected by rounding. The “planned
expenditures” referenced throughout this report represent the
funds Treasury currently plans to expend for each program
and a majority of those are committed funds (e.g., signed
agreements with TARP fund recipients).

a Treasury experienced a $2.3 billion loss on some
investments under the Capital Purchase Program (“CPP").
The PPIP capital raising period is closed with $22.1 billion
of TARP funds committed and will likely not increase above
this level, yet Treasury's official budget still notes
$30.0 billion in TARP funds allocated to the program.

b Repayments include $146.9 billion for CPP, $40.0 billion
for the Targeted Investment Program, $14.3 billion for
auto programs, and a $5.0 billion reduction in exposure
under the Asset Guarantee Program.

Sources: Treasury, Transactions Report, 6/30/2010;
Treasury, response to SIGTARP data call, 7/7/2010.

At the time of the drafting of this report, the Dodd-Frank Wall Street Reform
and Consumer Protection Act (the “Bill”) is pending. One part of the Bill, with the
stated purpose of paying costs associated with the implementation of this legisla-
tion, proposes to amend the timing and amount of the Secretary’s authority to
purchase and guarantee assets under TARP.

Section 1302 of the “Pay it Back Act,” which is included as part of the Bill,
would amend Section 115(a)(3) of EESA to reduce to $475 billion the upper limit
of the Secretary’s authority to purchase and guarantee assets under TARP. The sec-
tion further provides that Treasury may not reinvest TARP funds that are paid back
and that “[n]o authority under [EESA] may be used to incur any obligation for a
program or initiative that was not initiated prior to June 25, 2010.”

Although Section 1302 would reduce the upper limit of the day-to-day value of
the Secretary’s actions under TARP and preclude him from obligating new funds
for programs and initiatives that were not initiated by June 25, existing invest-
ments and commitments made under TARP’s existing programs may continue, as
long as the overall cost does not exceed $475 billion. According to Treasury, under
this formulation, TARP funds that have already been committed but not expended
for a TARP program (such as the unspent amounts outstanding in the Home
Affordable Modification Program) may be expended into the future as before and
new commitments on any initiated programs (such as the announced Community
Development Capital Initiative) can be made, up to the new overall $475 billion
limit, until the expiration of Treasury’s ability to expend TARP funds on October 3,
2010.

FINANCIAL OVERVIEW OF TARP

As of June 30, 2010, Treasury planned to allocate $536.6 billion of its currently
applicable $698.8 billion TARP maximum to buy troubled assets as authorized by
Congress under EESA.° Of this amount, Treasury has announced planned TARP
expenditures of approximately $498.3 billion (of which $386.2 billion was dis-
bursed) through 13 implemented programs to support U.S. financial institutions,
companies, and individual mortgage borrowers.”

As of June 30, 2010, 87 TARP recipients had repaid all or a portion of their
principal or repurchased shares, for a total of $201.5 billion returned to Treasury
and a $5 billion reduction in Government exposure, leaving $407 billion, or 58.3%,
available for distribution, subject to the pending legislation.® Figure 2.1 provides a
snapshot of the cumulative expenditures, repayments, and exposure reductions as
of June 30, 2010.
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T has al llected i d dividend its i 1l . L
reasury has also collected interest and dividends on its investments, as we Warrant: Right, but not an obligation, to

purchase a certain number of shares
of common stock at a fixed price.

as revenue from the sale of its warrants, all of which goes toward deficit reduction
and cannot be re-issued by Treasury.’ As of June 30, 2010, the Government had

received $15.7 billion in interest, dividends, and other income and $7.0 billion Because warrants rise in value as the

in proceeds from the sale of warrants and stock received as a result of exercised company’s share price rises, Treasury

warrants. '’ (and the taxpayer) can benefit from a
As of June 30, 2010, $179.7 billion of the $386.2 billion actually disbursed and firm’s potential recovery.

$291.7 billion of the $498.3 billion planned TARP expenditures were outstanding

(i.e., had not been repaid or repurchased).!! Common Stock: Equity ownership enti-
Most outstanding TARP funds are in the form of equity ownership in troubled, tling an individual to share in corporate

or previously troubled, companies. Treasury (and therefore the taxpayer) remains earnings and voting rights.

a shareholder in companies that have not paid back the Government. Treasury’s . _
Preferred Stock: Equity ownership that

usually pays a fixed dividend prior to
distributions for common stock owners
but only after payments due to holders
of debt and depositors. It typically
confers no voting rights. Preferred

equity ownership is largely in two forms — common and preferred stock; it also has
received debt in the form of senior subordinated debentures.
TARP consists of 13 implemented programs, 7 of which are already closed or

winding down:

- the Capital Purchase Program (“CPP”) stock also has priority over common

- the Capital Assistance Program (“CAP”) stock in the distribution of assets when
+  the Targeted Investment Program (“TIP”) a bankrupt company is liquidated.

+ the Asset Guarantee Program (“AGP”)

«  the Term Asset-Backed Securities Loan Facility (“TALF") Senior Subordinated Debenture: Debt

- the Auto Supplier Support Program (“ASSP”) instrument ranking below senior debt

+  the Auto Warranty Commitment Program (“AWCP”) but above equity with regard to inves-

tors’ claims on company assets or
earnings. Senior debt holders are paid

Th fall into f tegories, d di th f assist
€ programs rall Into rour categories, depending on e type Or assistance i fu” before Subordinated debt h0|d-

ffered: . ",
orere ers are paid. There may be additional
distinctions of priority among subordi-
¢ Homeowner Support Programs — These programs are intended to help el A s

homeowners having trouble paying their mortgages by subsidizing loan modi-
fications, loan servicer costs, and potential equity declines, and providing for
incentives for foreclosure alternatives.

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

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

¢ Automotive Industry Support Programs — These programs were intended to

stabilize the American automotive industry and promote market stability.
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FIGURE 2.2

PLANNED TARP EXPENDITURES
OUTSTANDING, REPAYMENTS, AND
REDUCTIONS IN EXPOSURE BY

SUPPORT CATEGORY,
AS OF 6/30/2010
S BILLIONS
$300 $191.9
250
200
150
100 $128.9 $143—
S0.4
50 — | - — $706 —
L %413 351.0
Homeowner Financial ~ Asset Automotive

Support Institution ~ Support Industry
Program#  Support Programs® Support
Programs® Programs¢

Planned Expenditures Outstanding
Repayments and Reductions in Exposure

Notes: Numbers affected by rounding. The “planned
expenditures” referenced throughout this report represent the
funds Treasury currently plans to expend for each program, and a
majority of those are committed funds (e.g., signed agreements
with TARP fund recipients).

2 Includes MHA.

5 Includes CPP, CDCI, SSFI, TIP, and AGP. Repayments include
$146.9 billion for CPP, $40 billion for TIP, and a $5 billion
reduction in exposure under AGP.

¢ Includes TALF, PPIP, and UCSB. The PPIP capital raising period
is closed with $22.1 billion of TARP funds committed and will
likely not increase above this level, yet Treasury's official budget
still notes $30 billion in TARP funds allocated to the program.

9 Includes AIFP, ASSP, and AWCP. Repayments include
$10.1 billion for AIFP, $642 million for AWCP, and all loans under
ASSP.

Sources: Treasury, Transactions Report, 6/30/2010; Treasury,
response to SIGTARP data call, 7/7/2010.

Figure 2.2 provides a breakdown showing how TARP funding is distributed
among the four program categories.

Homeowner Support Programs
TARP’s homeowner support programs strive to help homeowners and financial

institutions holding troubled housing-related assets.

* Making Home Affordable (“MHA”) Program — According to Treasury, this
foreclosure mitigation effort should “help bring relief to responsible homeown-
ers struggling to make their mortgage payments while preventing neighborhoods
and communities from suffering the negative spillover effects of foreclosure,
such as lower housing prices, increased crime, and higher taxes.”'? MHA
has many components, including several funded through TARP: the Home
Affordable Modification Program (“HAMP”), Home Affordable Foreclosure
Alternatives (“HAFA”) program, and the Second Lien Modification Program
(“2MP”). HAMP in turn encompasses various initiatives in addition to the
modification of first-lien mortgages, including: Home Price Decline Protection
(“HPDP”), Treasury Federal Housing Administration (“FHA”) HAMP, the
Home Affordable Unemployment Program (“UP”), and the Principal Reduction
Alternative (“PRA”). HAMP helps homeowners with mortgage modifications
and foreclosure-prevention efforts. Treasury has allocated up to $50 billion of
TARP money for this $75 billion program.'® As of June 30, 2010, HAMP had
committed $39.8 billion in TARP money and disbursed $247.5 million in incen-
tives for HAFA and payments related to permanent modifications offered by
servicers (164,628 of which remain active).'* In addition, 224,570 modifications
have been provided by the Government-sponsored enterprises (“GSEs”) using
non-TARP funds. See the “Making Home Affordable” discussion in this section
for more detailed information.

* Housing Finance Agency (“HFA”) Innovation Fund for the Hardest-Hit
Housing Markets (“Hardest Hit Program”) — This program will utilize
$2.1 billion of TARP funds to create innovative measures to help families in
the states identified by Treasury as being hit the hardest by the aftermath of
the housing crisis.”” As of June 30, 2010, Treasury had allocated $1.5 billion
in TARP funds for approved programs submitted by the HFAs from California,
Arizona, Nevada, Michigan, and Florida. Treasury announced it will allocate
an additional $600 million of TARP funds for programs designed by the HFAs
of North Carolina, Ohio, Oregon, Rhode Island, and South Carolina. See
the “Making Home Affordable” discussion in this section for more detailed
information.

* Treasury FHA Refinance — This program will utilize up to $14 billion of
TARP funds to provide incentives for FHA refinancing of existing underwater
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first-lien mortgage loans as well as incentives to extinguish second lien loans
and a portion of loss coverage on the newly originated FHA first lien loan. See
the “Making Home Affordable” discussion in this section for more detailed

information.

Financial Institution Support Programs

Treasury primarily invests capital directly into the financial institutions it aids.
Financial institutions, for TARP purposes, include banks, bank holding compa-
nies, and, if deemed critical to the financial system, some systemically significant

institutions.

* Capital Purchase Program (“CPP”) — Under CPP, Treasury directly
purchased preferred stock or subordinated debentures directly in qualifying
financial institutions (“QFIs”). CPP was intended to provide funds to “stabilize
and strengthen the U.S. financial system by increasing the capital base of an
array of healthy, viable institutions, enabling them [to] lend to consumers and
business[es].”!® Treasury invested $204.9 billion in 707 institutions through
CPP; $146.9 billion had been repaid as of June 30, 2010.!” CPP closed
December 29, 2009, and Treasury will make no further disbursements under
the program. Treasury continues to manage its portfolio of CPP investments,
including, for certain struggling institutions, converting its preferred equity

ownership into common stock, often at a discount to par value (which may re-

sult in a loss) in an attempt to preserve some value that might otherwise be lost

if these institutions were to fail. See the “Capital Purchase Program” discus-
sion in this section for more detailed information.

*  Community Development Capital Initiative (“CDCI”) — Under CDCI,
Treasury will use TARP money to buy preferred stock or subordinated debt in

Community Development Financial Institutions (“CDFIs”). Treasury created

CDCI to “improve access to credit for small businesses.”'® Treasury received 93

applications for the program, but as of June 30, 2010, no CDCI investments
have been made."

* Small Business Lending Fund (“SBLF”) — On June 17, 2010, the House of
Representatives passed the Small Business Lending Fund Act which, if enacted

into law, would create a new program outside of TARP to stimulate small-
business lending.?* Under SBLF, Treasury would invest capital in eligible insti-
tutions in return for preferred shares or debt in a manner similar to CPP and
CDCI. Under the legislation, the Secretary of the Treasury would be required
to issue regulations and other guidance “to permit eligible institutions to refi-

nance securities issued to Treasury under the CDCI and the CPP for securities

to be issued under the Program.”' See the “Small Business Lending Fund”

discussion in this section for more detailed information.

Systemically Significant: Term refer-
ring to any financial institution whose
failure would impose significant losses
on creditors and counterparties, call
into question the financial strength of
similar institutions, disrupt financial
markets, raise borrowing costs for
households and businesses, and re-
duce household wealth (also commonly
used to describe institutions “too big
to fail”).

Community Development Financial Insti-
tutions (“CDFIs”): Financial institutions
eligible for Treasury funding to serve a
targeted demographic under the CDFI
Fund. CDFIs were created in 1994 by
the Riegle Community Development
and Regulatory Improvement Act.
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Senior Preferred Stock: Shares that
give the stockholder priority dividend
and liquidation claims over junior pre-
ferred and common stockholders.

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

Trust Preferred Securities: Securities
that have both equity and debt charac-
teristics, created by establishing a trust
and issuing debt to it.

Systemically Significant Failing Institutions (“SSFI”) Program/AIG
Investment Program — The SSFI program allowed Treasury to invest in sys-
temically significant institutions to prevent them from failing.* Through

June 30, 2010, only one firm had received SSFI assistance: AIG. There were
two TARP-AIG transactions: on November 25, 2008, Treasury bought $40 billion
of AIG’s preferred stock, the proceeds of which were used to repay a portion of
AIG’s debt to the Federal Reserve; and, on April 17, 2009, Treasury commit-
ted approximately $29.8 billion to an equity capital facility on which AIG can
draw, as needed.?® As of June 30, 2010, AIG had drawn down $7.5 billion of the
facility and had not repaid any TARP funds, leading to total outstanding TARP
assistance of $47.5 billion.?* In addition, to date, AIG has elected not to pay
$5.5 billion in scheduled dividends. See the “Systemically Significant Failing
Institutions” portion of this section for a detailed discussion of the AIG transactions.
Targeted Investment Program (“TIP”) — Through TIP, Treasury invested in
financial institutions it deemed critical to the financial system.?* There were two
expenditures under this program, totaling $40 billion — the purchase of

$20 billion each of senior preferred stock in Citigroup, Inc. (“Citigroup”) and
Bank of America Corporation (“Bank of America”).?® Treasury also accepted
common stock warrants from each, as required by EESA. Because both banks
fully repaid Treasury for their respective TIP investments, TIP is effectively
closed. Treasury auctioned its Bank of America warrants on March 3, 2010, but
still holds its Citigroup warrants. See the “Targeted Investment Program and
Asset Guarantee Program” portion of this section for more information on these
two transactions.

Asset Guarantee Program (“AGP”) — AGP was designed to provide insur-
ance-like protection on a select pool of mortgage-related or similar assets held
by participants whose portfolios of distressed or illiquid assets threatened mar-
ket confidence.” Treasury, the Federal Deposit Insurance Corporation (“FDIC”),
and the Federal Reserve offered certain loss protections with respect to $301
billion in troubled Citigroup assets.? Treasury received $4 billion and the FDIC
$3 billion of preferred stock that was converted to trust preferred securities on a
dollar-for-dollar basis.?* On December 23, 2009, in connection with Citigroup’s
TIP repayment, the bank and the Government terminated the AGP agreement.
According to Treasury, under the agreement, “Treasury’s guarantee commitment
was terminated. Furthermore, Treasury agreed to cancel $1.8 billion of the trust
preferred securities issued by Citigroup reducing the premium from $4.0 billion
to $2.2 billion in exchange for early termination of the guarantee. Additionally,
the FDIC and Treasury agreed that the FDIC may transfer $800 million of
trust preferred securities to Treasury at the close of Citigroup’s participation

in the FDIC’s Temporary Liquidity Guarantee Program.” See the “Targeted
Investment Program and Asset Guarantee Program” discussion in this section

for more information on this program.
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Asset Support Programs

The stated purpose of these programs is to support the liquidity and market value

of assets owned by financial institutions. These assets may include various classes

Asset Backed Securities (“ABS”): Bonds
backed by a portfolio of non-mortgage
consumer or corporate loans, e.g.,

of asset-backed securities (“ABS”) and several types of loans. Treasury’s asset sup-
port programs seek to bolster the balance sheets of financial firms and help free

capital so that these firms can extend more credit to support the economy.

* Term Asset-Backed Securities Loan Facility (“TALF”) — TALF was origi-

nally designed to increase credit availability for consumers and small busi-
nesses through a TARP-backed Federal Reserve loan program. TALF provided
investors non-recourse loans secured by certain types of ABS, including credit
card receivables, auto loans, equipment loans, student loans, floor plan loans,
insurance-premium finance loans, loans guaranteed by the Small Business
Administration (“SBA”), residential mortgage servicing advances, and commer-
cial mortgage-backed securities (“CMBS”). Treasury committed $20 billion of
TARP funds to support this program by providing loss protection to the loans
extended by the Federal Reserve Bank of New York (“FRBNY”).3! TALF is now
closed for new loans and held its final subscription on June 18, 2010. FRBNY
facilitated 13 TALF subscriptions of non-mortgage-related ABS over the life

of the program totaling approximately $59 billion, with $33 billion of TALF
borrowings outstanding.*> FRBNY had also conducted 13 CMBS subscriptions
totaling $12.1 billion, with $9.5 billion in loans outstanding.** An overview of
TALF, later in this section, provides more information on these activities.
Public-Private Investment Program (“PPIP”) — PPIP’s goal was to thaw
frozen credit markets by purchasing legacy assets, e.g., CMBS and residential
mortgage-backed securities (“RMBS”).3* Under the program, Public-Private
Investment Funds (“PPIFs”) buy real estate-related legacy assets. The PPIFs
were operated by nine fund managers, eight of which remain, which have closed
on a total of $22.1 billion in debt and equity financing from TARP.** See the
“Public-Private Investment Program” discussion later in this section for details
about the program structure and fund-manager terms.

Unlocking Credit for Small Businesses (“UCSB”)/Small Business
Administration Loan Support Initiative — In March 2009, Treasury officials
said they would buy up to $15 billion in securities backed by SBA loans under
UCSB.*¢ On March 2, 2010, Treasury entered into an agreement with Coastal
Securities Inc. (“Coastal”) which is, to date, the sole pool assembler in the
UCSB program. Under the agreement, Earnest Partners, on behalf of Treasury,
can anonymously purchase SBA pool certificates from Coastal.?” Treasury

reduced its commitment under this program to $1 billion in TARP funding,

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

Commercial Mortgage-Backed Securi-
ties (“CMBS"): Bond backed by one or
more mortgages on commercial real
estate (e.g., office buildings, rental
apartments, hotels) rather than by
residential real estate loans.

Legacy Assets: Commonly called
troubled or toxic assets, these are

real estate-related loans and securities
issued before the financial crisis that
remain on financial institutions’ balance
sheets. Legacy assets lost significant
value at the onset of the crisis and
were difficult to price because of mar-
ket disruption.

Residential Mortgage-Backed Securi-
ties (“RMBS”): Bonds backed by a pool
of mortgages for residential real estate
(e.g., home mortgages for residences
occupied by up to four families) rather
than by commercial real estate loans.

SBA Pool Certificate: Ownership inter-
est in a bond backed by SBA-guaran-
teed loans.
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and made purchases of $179.1 million in securities through June 30, 2010,
including $157.7 million in the most recent quarter. See the discussion of
“Unlocking Credit for Small Businesses/Small Business Administration Loan

Support” in this section for more information on the program.

Automotive Industry Financing Program (“AlIFP”)
TARP’s automotive industry support aims 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.”®
Treasury made emergency loans to Chrysler Holding LLC (“Chrysler”),
Chrysler Financial Services Americas LLC (“Chrysler Financial”), and General
Motors Corporation (“GM”). Additionally, Treasury bought senior preferred stock
from GMAC Inc. (“GMAC”) and assisted Chrysler and GM during their bank-
ruptcy restructurings. As of June 30, 2010, $84.8 billion in AIFP investments
were committed, $10.1 billion of which was repaid, and an additional $2.3 billion
in dividends or interest were received on these investments.*® With respect to
GM, in return for a total of $49.5 billion in loans, Treasury received $6.7 billion
in debt in New GM (which was subsequently repaid) in addition to $2.1 billion in
preferred stock and a 61% common equity stake (an amount that could be diluted
should GM’s bondholders or the Voluntary Employee Beneficiary Association
exercise warrants they received).?* With respect to Chrysler, in return for a total of
$12.5 billion in loans, Treasury received $7.1 billion in debt in New Chrysler and
a 9.9% equity stake (an amount that could be diluted should certain performance
metrics be reached).** With respect to GMAC, in return for a total of $17.2 bil-
lion in loans, Treasury received a 56.3% common equity stake, $2.5 billion in
trust-preferred securities and $11.4 billion in mandatorily convertible preferred
shares.* Treasury provided a $1.5 billion loan to Chrysler Financial, which was
repaid in full with interest.*' See “Automotive Industry Financing Program” later
in this section for a detailed discussion of these companies. AIFP also included

two subprograms:

¢ Auto Supplier Support Program (“ASSP”) — This program was intended to
provide “[auto] suppliers with the confidence they need to continue shipping
their parts and the support they need to help access loans to pay their employ-
ees and continue their operations.”? The original allocation of $5.0 billion was
reduced to $3.5 billion — $1.0 billion for Chrysler and $2.5 billion for GM.*
After emerging from bankruptcy, the automakers assumed the debts associated
with ASSP.# By June 30, 2010, ASSP recipients had repaid all funds disbursed
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under the program along with $116 million in interest and fees. ASSP termi- For more information on AWCP, see
nated on April 5, 2010, for GM and April 7, 2010, for Chrysler.** See “Auto SIGTARP's Quarterly Report to Congress
Supplier Support Program” in this section for more information. dated October 21, 2009, page 91.

¢ Auto Warranty Commitment Program (“AWCP”) — This program was
designed to bolster consumer confidence by guaranteeing Chrysler and GM
vehicle warranties during the companies’ restructuring through bankruptcy. It
ended in July 2009 after Chrysler fully repaid its AWCP loan with interest and
GM repaid just the principal.*

The following figures and tables provide a status summary on TARP and TARP-

related initiatives:

e total potential funds subject to SIGTARP oversight as of June 30, 2010
(Table 2.2)

¢ planned programmatic expenditures as of June 30, 2010 (Table 2.3)

¢ planned programmatic cumulative expenditures (Figure 2.3)

¢ planned expenditures outstanding, repayments, and reductions in exposure, by
program, as of June 30, 2010 (Figure 2.4)

e summary of TARP terms and agreements (Table 2.4 and Table 2.5)

e summary of largest warrant positions held by Treasury, by program, as of June
30, 2010 (Table 2.6)

¢ summary of dividends, interest payments, and fees received, by program, as of
June 30, 2010 (Table 2.7)

For a reporting of all purchases, obligations, expenditures, and revenues of
TARP, see Appendix C: “Reporting Requirements.”
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TABLE 2.2
TOTAL POTENTIAL FUNDS SUBJECT TO SIGTARP OVERSIGHT, AS OF 6/30,/2010 (S BILLIONS)
Potential
Total Potential TARP
Program Brief Description or Participant Funding ($) Funding ($)
Capital Purchase Program (“CPP”) CLOSED  Investments in 707 banks to date; received $146.9 billion in capital $204.9 $204.9
repayments ($146.9) ($146.9)
Automotive Industry Financing Program GM, Chrysler, GMAC, Chrysler Financial; received $10.1 billion in loan 80.7 80.7
(“AIFP”) repayments (10.1) (10.1)
Auto Suppliers Support Program (“ASSP”) Government-backed protection for auto parts suppliers; received full 3.5 3.52
CLOSED repayment of all loans (3.5) (3.5)
Auto Warranty Commitment Program Government-backed protection for warranties of cars sold during the 0.6 0.6
(“AWCP") CLOSED GM and Chrysler bankruptcy restructuring periods (0.6) (0.6)
Unlocking Credit for Small Businesses Purchase of securities backed by SBA loans 1.0 1.0
(“UcsB”)
Systemically Significant Failing Institutions AIG Investment 69.8° 69.8°
(“SSFI")/ AIG Investment Program
Targeted Investment Program (“TIP") Citigroup, Bank of America Investments 40.0 40.0
CLOSED (40.0) (40.0)
Asset Guarantee Program (“AGP”) CLOSED  Citigroup, ring-fence asset guarantee 301.0 5.0
(301.0) (5.0
Term Asset-Backed Securities Loan Facility = FRBNY non-recourse loans for purchase of asset-backed securities 71.1 20.0
(“TALF") CLOSED (28.6)
Making Home Affordable (“MHA") Program  Modification of mortgage loans 75.0¢ 50.0
Community Development Capital Initiative Investments in Community Development Financial Institutions (“CDFI”) 1.0 1.0
(uCDCln)
Public-Private Investment Program (“PPIP”")  Disposition of legacy assets; Legacy Securities Program 40.04 30.4¢
(0.4) (0.4)
Small Business Lending Fund Investments in small community banks — potentially TARP funding 30.0¢ 30.0¢
New Programs, or Funds Remaining for Capacity to respond if financial conditions worsen and threaten 368.4 368.4
Existing Programs economy.
Totalf $755.9 $698.8

Notes: Numbers affected by rounding.

a Treasury's original commitment under this program was $5.0 billion, which was subsequently reduced to $3.5 billion effective 7/1,/2009.

b Actual TARP expenditures as of 6/30/2010.
¢ $25 billion is to be paid for by the GSEs.

d The PPIP capital raising period is closed with $22.1 billion of TARP funds committed and will likely not increase above this level, yet Treasury’s official budget still notes $30 billion in TARP funds allocated to

the program.

e Small Business Lending Fund legislation is pending. As of 6/30/2010, Treasury is still carrying this amount as part of its TARP budget.
f According to Treasury, TARP expenditures are not expected to exceed $537.1 billion.

Sources: Treasury, Office of Financial Stability, Chief of Compliance and CFO, SIGTARP interview, 3/30/2009; Treasury, Transactions Report, 6/30/2010, http://financialstability.gov/docs/transaction-

reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf; Treasury, response to SIGTARP data call, 7/7/10; Treasury, “Auto Supplier Support Program: Stabilizing the Auto Industry in a Time
of Crisis,” 3/19/2009, http://www.treas.gov/press/releases/docs/supplier_support_program_3_18.pdf, accessed 3/19/2009; Treasury, “Treasury, Federal Reserve, and FDIC Provide Assistance to Bank
of America,” 1/16/2009, http://www.treas.gov/press/releases/hpl356.htm, accessed 1/16/2009; Treasury Press Release, “U.S. Government Finalizes Terms of Citi Guarantee Announced in November,”
1/16/2009, http://www.financialstability.gov/latest/hp1 358.html, accessed 6/8/2009; Treasury, “Financial Stability Plan Fact Sheet,” 2/10/2009, http://www.financialstability.gov/docs/fact-sheet.pdf,
accessed 6/8/2009; Treasury, “Making Home Affordable: Updated Detailed Program Description,” 3/4/2009, http://www.treas.gov/press/releases/reports/housing_fact_sheet.pdf, accessed 6,/10/2009;
Treasury, “Public-Private Investment Program,” 4/6/2009, http://www.financialstability.gov/roadtostability/publicprivatefund.html, accessed 6,/9/2009.
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TABLE 2.3
EXPENDITURE LEVELS BY PROGRAM, AS OF 6/30,/2010 (S BILLIONS)
Amount Percent (%)
Authorized Under EESA $700.0
Released Immediately $250.0 35.8%
Released Under Presidential Certificate of Need 100.0 14.3
Released Under Presidential Certificate of Need & Resolution 350.0 50.1
to Disapprove Failed
Helping Families Save Their Homes Act of 2009 (1.2) 0.2%
Total Released $698.8 100.0%
Planned
Expenditure Repaid/
Planned as Percent Reduced Outstanding
Less: Expenditures by Treasury under TARP? Expenditure of Released Exposure Commitments Section Reference

Capital Purchase Program (“CPP"):

“Financial Institution
0,
Investments $204.9 29.3% Support Programs”

Repayments

CPP Total Gross $204.9 29.3% ($146.9) $58.0

Community Development Capital Initiative (“CDCI"): $1.0 Sngggcr'tallalrgsg:;uﬁzn

CDCI Total $1.0 0.1% — $1.0

Systemically Significant Failing Institutions (“SSFI”) Program: “Financial Institution
American International Group, Inc. (“AIG”) $69.8 10.0% Support Programs”

SSFI Total $69.8 10.0% - $69.8

Targeted Investment Program (“TIP"):

Bank of America Corporation $20.0 2.9% “Financial Institution
Citigroup, Inc. 20.0 2.9 Support Programs”
Repayments

TIP Total $40.0 5.7% ($40.0) —

Asset Guarantee Program (“AGP”): _ _ o
Citigroup, Inc.b $5.0 0.7% ;ngggcrl[aélrgz[guﬁzp
Repayments

AGP Total $5.0 0.7% ($5.0) —

Term Asset-Backed Securities Loan Facility (“TALF"): “Asset Support
TALF LLC $20.0 2.9% Programs”

TALF Total $20.0 2.9% — $20.0

Unlocking Credit for Small Businesses (“UCSB"): $1.0 0.1% ;ﬁgz&rz;rilégport

UCSB Total $1.0 0.1% — $1.0

Continued on next page.
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EXPENDITURE LEVELS BY PROGRAM, AS OF 6/30,/2010 (S BILLIONS) (CONTINUED)

Planned
Expenditure Repaid/
Planned as Percent Reduced Outstanding
Less: Expenditures by Treasury under TARP? Expenditure of Released Exposure Commitments Section Reference
Automotive Industry Financing Program (“AlIFP"):
General Motors Corporation (“GM”) $49.5 7.1%
General Motors Acceptance Co. LLC (“GMAC") 17.2 2.5 “Automotive
) Industry Support
Chrysler Holding LLC 12.5 1.8 Programs”
Chrysler Financial Services Americas LLC® 1.5 0.2
Repayments
AIFP Total $80.7 11.6% ($10.1) $70.6
Automotive Supplier Support Program (“ASSP”"):
GM Suppliers Receivables LLC? $2.5 0.4% “Automotive
. ’ Industry Support
Chrysler Holding LLC 1.0 0.1 Programs”
Repayments
ASSP Total $3.5 0.5% ($3.5) $0.0
Automotive Warranty Commitment Program (“AWCP”"):
General Motors Co. (“GM") $0.4 0.1% “Automotive
. Industry Support
Chrysler Holding LLC 0.3 0.0 Programs”
Repayments
AWCP Total $0.6 0.1% ($0.6) —
Legacy Securities Public-Private Investment Program (“PPIP”")
Invesco Legacy Securities Master Fund, L.P. $3.7 0.5%
Wellington Management Legacy Securities PPIF 38 05
Master Fund, LP : ’
AllianceBernstein Legacy Securities Master Fund, L.P. 3.7 0.5
Blackrock PPIF, L.P. 3.7 0.5 “Asset Support
AG GECC PPIF Master Fund, L.P. 3.8 0.5 Programs”
RLJ Western Asset Public/Private Master Fund, L.P. 3.7 0.5
Marathon Legacy Securities Public-Private 37 05
Investment Partnership, L.P. ’ '
Oaktree PPIP Fund, L.P. 3.7 0.5
Repayments
PPIP Total® $30.4 4.3% ($0.4) $30.0

Continued on next page.
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EXPENDITURE LEVELS BY PROGRAM, AS OF 6/30,/2010 (S BILLIONS) (CONTINUED)

Planned
Expenditure Repaid/
Planned  as Percent Reduced Outstanding
Less: Expenditures by Treasury under TARP? Expenditure of Released Exposure Commitments Section Reference
Making Home Affordable (“MHA"):
Home Affordable Modification Program (“HAMP")
Countrywide Home Loans Servicing LP $8.4 1.2%
Wells Fargo Bank, NA 7.1 1.0
JP Morgan Chase Bank, NA 49 0.7
OneWest Bank 2.3 0.3
GMAC Mortgage, Inc. 2.1 0.3 ;:%?:rcéwpr:grgrams"
CitiMortgage, Inc. 1.8 0.3
Litton Loan Servicing LP 1.6 0.2
Bank of America, N.A. 1.6 0.2
American Home Mortgage Servicing, Inc 1.6 0.2
Other Financial Institutions 8.4 1.2
Housing Finance Agency: Hardest Hit Funds Program (“HFA") 1.5 0.2
MHA and Related Programs Total $41.3 5.9% — $41.3
TARP Expenditures Subtotal $498.3 71.3%
TARP Repayments/Reductions in Exposure Subtotal ($206.5)
TARP Outstanding Commitment Subtotal $291.8
Balance Remaining of Total Funds Made $407.0

Available as of 6/30/2010

Notes: Numbers affected by rounding.

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

b Treasury committed $5 billion to Citigroup under AGP; however, the funding was conditional based on losses that could potentially be realized and may potentially never be expended. This amount was not
an actual outlay of cash.

¢ Treasury's $1.5 billion loan to Chrysler Financial represents the maximum loan amount. The loan was incrementally funded until it reached the maximum amount of $1.5 billion on 4,/9/2009.

4 Represents a special purpose vehicle (“SPV") created by the manufacturer. Balance represents the maxiumum loan amount, which will be funded incrementally. Treasury's original commitment under this
program was $5 billion, which was subsequently reduced to $3.5 billion effective 7/1,/2009. All loans made under the program were repaid in full.

e The PPIP capital raising period is closed with $22.1 billion of TARP funds committed and will likely not increase above this level, yet Treasury's official budget still notes $30 billion in TARP funds allocated to
the program.

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; Helping Families Save Their Homes Act of 2009, P.L. 111-22, 5/20/2009; Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call,
7/7/2010.
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FIGURE 2.3

PLANNED EXPENDITURES OUTSTANDING, BY PROGRAM, CUMULATIVE
$ BILLIONS
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2008 2009 2010
Notes: Numbers affected by rounding. The “planned expenditures” referenced throughout this report represent the funds Treasury currently plans to expend for each program and a majority of
those are committed funds (e.g., signed agreements with TARP fund recipients).
2The PPIP capital raising period is closed with $22.1 billion of TARP funds committed and will likely not increase above this level, yet Treasury's official budget still notes $30 billion in TARP
funds allocated to the program.
b Treasury committed $5 billion to Citigroup under AGP; however, the funding was conditional based on losses that could potentially be realized and may potentially never be expended. This
amount was not an actual outlay of cash. It was never disbursed and the agreement was terminated.
¢ TIP funding of $40 billion had been repaid.
4 Auto programs include AIFP, ASSP, and AWCP. The following auto-elated funding had been repaid: $10.1 billion for AIFP, $0.6 billion for AWCP, and all loans made under ASSP.
e CPP funding of $146.9 billion had been repaid.
Sources: Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call, 7/7/2010.
FIGURE 2.4
PLANNED EXPENDITURES OUTSTANDING, REPAYMENTS,
AND REDUCTIONS IN EXPOSURE BY PROGRAM
($ BILLIONS, % of $498.3 BILLION)
AIFPP $84.8
$14.3
SSFI $69.8
TIP $40.0
AGP $5.0
]
I3 SN TALF $20.0
MHA $39.8 Notes: Numbers affected by rounding. As of June 30, 2010, TIP
and AGP are excluded.
\\ 2 As of 6/30/2010, $146.9 billion of CPP funding had been
repaid.
L= b i
a As of 6/30/2010, $14.3 billion related to AIFP loans had been
CPP25204.9 PPIP: S30F.’PIP S04 $30.4 repaid (including $641 million for AWCP and all loans under
. ASSP).
CDCI $1.0 ¢ . . I, ] o
HFAS1.5 The PPIP capital raising period is closed with $22.1 billion of
# TARP funds committed and will likely not increase above this
UCSB $1.0 level, yet Treasury's official budget still notes $30 billion in
I TARP funds allocated to the program.
M Planned Expenditures Oqtstar_]ding Sources: Treasury, Transactions Report, 6/30/2010; Treasury,
Repayments and Reductions in Exposure response to SIGTARP data call, 7/7/2010.
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TABLE 2.4
DEBT AGREEMENTS
TARP “Date of  Cost Description of Interest/ Term of
Program Company Agreement” Assigned Investment Investment Information Dividends Agreement
Senior Each QFI may issue senior securities with
. an aggregate principal amount of 1% —  3.1% for first 8 years;
gggﬁ:g;gzted 3% of its risk-weighted assets, but not to 13.8% thereafter 30 years
cpp exceed $25 billion.
~ B20QFIs 1/14/2009 $0.5 billion ;
S-Corps Q /14 gﬁgfrzjinate d Treasury will receive warrants to
. purchase an amount equal to 5% of the o
iiiuarggzgrrz?gz senior securities purchased on the date 13.8% 30 years
immediately of investment.
This loan was funded incrementally; For General
$4 billion funded on 12/31/2008, Advances — (i) the
$5.4 billion funded on 1/21,/2009, greater of (a) 3-Month
Debt Obligation $4 billion funded on 2/17,/20009. LIBOR or (b) 2% plus
General e Subsequently, this loan was then (i) 3%; For Warrant
AIFP Motors 12/31/2008 $19.8 billion ng&?}gﬁﬁ;:nd amended:; $2 billion on 4/22/2009 Advances (i) the greater 12/29/2011
and $4 billion on 5/20/2009 (General of (a) 3-Month LIBOR
Advances). In addition, on 5/27/2009,  for the related Interest
$361 million was set aside in an SPV for Period or (b) 2% plus
the AWCP (Warranty Advances). (i) 3.5%
This loan was exchanged for a portion
General - - of GM's common equity interest in | o
AIFP Motors 1/16/2009 $0.9 billion  Debt Obligation GMAC LLC on 5,/29/2009. See “Equity 3-Month LIBOR + 3% 1/16/2012
Agreement” table for more information.
Loan of $4 billion; Additional note of For General
$267 million (6.67% of the maximum Advances — (i) the
loan amount). Subsequently, this loan greater of (a) 3-Month
Debt Obligation was then amended; $500 million on LIBOR or (b) 2% plus
) S
AFP Chrysler  1/2/2009° S$4.8billion® with Additional ~ +/25/2009, this amount was never (i) 3% For Warant /5 ;55,5

drawn and subsequentlly de-obligated Advances (i) the greater
(General Advances). In addition, on of (a) 3-Month LIBOR
4/29/2009, $280 million was set aside for the related Interest
in an SPV for the AWCP, this advance Period or (b) 2% plus
was repaid (Warrant Advances). (i) 3.5%

Note

Loan was funded incrementally at
$100 million per week until it reached
Chrysler Debt Obligation ~ the maximum amount of $1.5 billion on ~ “LIBOR + 1% for first
AIFP Financial 1/16/2009 $1.5 billion  with Additional 4/9/2009. Additional note is $75 million year LIBOR + 1.5% 1/16/2014
Note (5% of total loan size), which vests 20%  for remaining years”
on closing and 20% on each anniversary
of closing.

Loan of $3.0 billion committed to
Chrysler for its bankruptcy period.
Debt Obligation Subsequently, this loan was amended; (i) the greater of (a) 9/30/2009,
AIFP Chrysler  5/1/2009 $3.8 billion  with Additional $757 million was added on 5/20/2009. 3-Month Eurodollar subject to certain
Note Treasury funded $1.9 billion during or (b) 2% plus (i) 3.0%  conditions
bankruptcy period. The remaining amount
will be de-obligated.

Continued on next page.
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DEBT AGREEMENTS (CONTINUED)

TARP “Date of Cost Description of Interest/ Term of
Program Company Agreement” Assigned Investment Investment Information Dividends Agreement

Commitment to New CarCo Acquisition For 52 billion: (i) The 3
Month Eurodollar Rate,
LLC (renamed Chrysler Group LLC on or lus (i) (@) 5% or. on
about 6,/10/2009) of up to I%ans extendeod ' st For $2 billion note:
$6.642 billion. The total loan amount p 12/10/2011;

is up to $7.142 billion including g;eteor('ﬁ;”g'g%atgg:y provided that

Debt Obligation $500 million of debt assumed from $5.142 billion note: (i) issuer may extend
- with Additional Treasury's 1/2/2009 credit agreement A : maturity for up
AFP Chrysler  5/27/2009 36.6 bilion oo "oy with Chrysler Holding LLC. The debt e 3 ':ﬂg”;hg':-lﬂ/“’;?d”?ﬁ) to $400 million
Interest obligations are secured by a first p I of principal to

priority lien on the assets of New CarCo ﬁ]n;gdig{(;?gsts” million 6/10/2017. For
Acquisition LLC (the company that er quarter. For other notes:
purchased Chrysler LLC's assets in a gthe? notes.' 3Month 6/10/2017.
sale pursuant to Section 363 of the Eurodollar R.ate plus

Bankruptcy Code). 7.91%.

Orignally, (i) the greater
Original $30.1 billion funded. Amended  of (a) 3-Month Eurodollar

loan documents provided that or (b) 2% plus (ii) 3.0%. ?g/génla/”goog for
General 6/3/2009, Debt Obligation $986 million of the original DIP loan was For amounts assumed amounts assu.’lmed
AIFP Motors amended $30.1 billion with Additional left for the old GM. In addition $7.1 billion by New GM, the interest by NewGM. June
7/10/2009 Note was assumed by NewGM of which $0.4  rates became (i) the y e
o p S o 10, 2015, subject
billion was repaid resulting in $6.7 billion greater of (a) 3-Month to acceleration
remaining outstanding Eurodollar or (b) 2% plus
(ii) 5%
The debt
- obligation for
“9,/30,/2009 \?&Ete%?]l{ﬁ]atgﬂ Each of the loans will be funded each fund matures
PPIP ALL »~ $20 billion g incrementally, upon demand by the fund LIBOR + 1% at the earlier of
and later interest he dissoluti
romissory note manager. the dissolution
P of the fund or 10
years.

Notes: Numbers affected by rounding.

2 Announcement date of CPP S-Corporation Term Sheet.

® Amount includes AWCP commitments.

¢ Date from Treasury's 1/27/2009 Transactions Report. The Security Purchase Agreement has a date of 12/31,/2008.

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,” 12/19/2008; 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; OFS,
response to SIGTARP draft report, 1/30/2009; Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call, 7/7/2010.
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TABLE 2.5
EQUITY AGREEMENTS
TARP “Date of Cost Description of Term of
Program Company Agreement” Assigned Investment Investment Information Dividends Agreement
. . “5% for first
. . 1-3% of risk-weighted assets, not to
Senior Preferred Equity o ! 5 years, 9% Perpetual
_ « a exceed $25 billion for each QFI p
CPP— oggris L0/14/2008 <500 1 bilion Q thereafter
Public and later c Stock
ommon Stoc 9 : _
Purchase Warrants 15% of senior preferred amount Up to 10 years
. . “5% for first
-39 g
Preferred Equity 1-3% of risk wqghted assets, not to 5 years, 9% Perpetual
exceed $25 billion for each QFI thereafter”
CPP - “11/17/2008 - ereatter
Private 369 QFls and later” $4.0 billion  “pyeferred Stock
Purchase Warrants 5% of preferred amount 9% Perpetual
that are exercised
immediately”
Non-Cumulative $41.6 billion aggregate liquidation o
Preferred Equity preference 10% Perpetual
2% of issued and outstanding
common stock on investment date
SSFI AlG 4/17/2009  $41.6 billion® of 11/25/2008; the warrant was
Common Stock originally for 53,798,766 shares . Un to 10 vears
Purchase Warrants and had a $2.50 exercise price, but P y
after the 6/30/20009 split, it is for
2,689,938.30 shares and has an
exercise price of $50.
Up to $29.8 billion aggregate
Non-Cumulative liquidation preference. As of 10% Perpetual (life of the
I Preferred Equity 9/30/2009, the aggregate liquidation ’ facility is 5 years)
SSFI AlG 4/17/2009 $29.8 billion preference was $3.2 billion.
Common Stock 150 common stock warrants o Un to 10 vears
Purchase Warrants outstanding; $0.00002 exercise price P y
Trust Preferred - .
B  Securities $20 billion 8% Perpetual
TIP Citigroup  12/31/2008  $20.0 billion® 0% of toal oreferred Stock issued
Warrants b of total preferred stock issued; Up to 10 years

$10.61 exercise price

Converts to common
S5 billion 9% equity interest after
7 years

Mandatorily Convertible
Preferred Stocke

ANFP GMACInc. 12/29/2008  $5.0 bilion Preferred Stock

Purchase Warrants
that are exercised
immediately

Converts to common
5% of original preferred amount 9% equity interest after
7 years

Converts to common
$4.5 billion 9% equity interest after
7 years

Mandatorily Convertible
Preferred Stock"

Preferred Stock

AIFP GMAC Inc. 5/21,/2009 $7.5 billon Purchase Warrants Converts to common

0 i 0 P
that are exercised 5% of original preferred amount 9% squétgr;nterest after
immediately y
Common Equity -

Interesth $3.0 billion — Perpetual

Continued on next page.
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EQUITY AGREEMENTS (CONTINUED)

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

This equity interest was obtained by
exchanging a prior debt obligation

AIFP GMAC Inc. 5/29/2009 $0.9 billion Common Equity with General Motors. See “Debt — Perpetual
Interest "
Agreements” table for more
information.
Trust Preferred .
Securities 52.5 billion
Redeemable upon
AIFP GMAC Inc. 12/30/2009  $2.5 billion Trust Preferred 8% the repayment of the
purchase warrants 5% of trust preferred amount debenture

that are exercised
immediately

Mandatorily Convertible -
Preferred Stock $1.3 billion

Converts to common
AIFP GMAC Inc. 12/30/2009 $1.3 billion Preferred Stock 9% equity interest after

Purchase Warrants o 7 years
that are exercised 5% of preferred amount y

immediately

" .. Trust Preferred
AGP Citigroup  12/23/2009 $2.2 billion Securities with warrants

8 years with the

“9/30/2009 $10.0 billion Membership interest Each of the membership interest wil possibility of

PPIP ALL M . . be funded upon demand from the fund — .
and later in a partnership extension for 2
manager. ”
additional years.
SPJS(f)%riﬁgtggulstgb?rfor 5% of risk-weighted assets for banks  "2% for first
CDCI ALL $780.2 million and bank holding companies. 3.5% of eights years,

banks, Subordinated

e . .
Debt for credit unions’ total assets for Credit Unions 9% thereafter

Notes: Numbers affected by rounding.

2 Announcement date of CPP Public Term Sheet.

®Announcement date of CPP Private Term Sheet.

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

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

e Citigroup exchanged its $20 billion senior preferred equity (obtained on 12/31,/2008) for trust preferred securities.

f Date from Treasury's 1/27/2009 Transactions Report. The Security Purchase Agreement has a date of 1,/15/2009.

£0n December 30, 2009, Treasury exchanged $5.25 billion of preferred stock, which it acquired on December 29, 2009, into mandatorily convertible preferred shares (“MCP”).

"On December 30, 2009, Treasury converted $3.0 billion of its existing MCP, which was invested in May 2009, into common equity. Treasury’s equity ownership of GMAC increased from 35% to 56% due to
this conversion.

Sources: “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; Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call, 7/7/2010.
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TABLE 2.6
LARGEST POSITIONS IN WARRANTS HELD BY TREASURY, BY PROGRAM, AS OF 6/30/2010
Amount
“In” or “In the Money”
Current Number Stock Price “Out” or “Out of the
Transaction of Warrants Strike as of of “the  Money” as of
Participant Date Outstanding Price 6/30/2010 Money?" 6/30/2010
Capital Purchase Program (“CPP”):
Citigroup Inc. 10/28/2008 210,084,034 $17.85 $3.76 out ($14.09)
Hartford Financial Services Group, Inc.  6/26,/2009 52,093,973 $9.79 $22.13 IN $12.34
Regions Financial Corporation 11/14/2008 48,253,677 $10.88 $6.58 ouT ($4.30)
Fifth Third Bancorp 12/31/2008 43,617,747 $11.72 $12.29 IN $.57
Systemically Significant Failing
Institutions (“SSFI”) Program:
AIGP 11/25/2008 2,689,938 $50.00 $34.44 out ($15.56)
AIGP 4/17/2009 150 $0.00 $34.44 IN $34.44
Targeted Investment Program (“TIP”):
Citigroup Inc. 12/31/2008 188,501,414 $10.61 $3.76 ouT ($6.85)
Asset Guarantee Program (“AGP”):
Citigroup Inc. 1/16/2009 66,531,728 $10.61 $3.76 ouTt ($6.85)

Notes: Numbers affected by rounding.
2 When a stock’s current price rises above the warrant's strike price, it is considered “in the money.” Otherwise, it is considered “out of the money.”
® All warrant and stock data for AIG are based on the 6/30/2009 reverse stock split of 1 for 20.

Sources: Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call, 7/7/2010; Capital IQ, Inc. (a division of Standard & Poor’s), www.capitalig.com.

TABLE 2.7

DIVIDEND AND INTEREST PAYMENTS, BY PROGRAM ($ miLLIONS)

Dividends Interest Distributions Total
AGP $366,046,667 — — $366,046,667
AIFP2 1,496,517,562 $802,025,914 — 2,298,543,476
ASSP — 14,874,984 — 14,874,984
CPP® 9,427,600,009 38,495,133 — 9,466,095,142
PPIP — 28,606,605 $61,126,630 89,733,235
TIP 3,004,444,444 — — 3,004,444,444
Total $14,294,608,682 $884,002,636 $61,126,630 $15,239,737,948

Notes: Numbers affected by rounding. Data as of 6/30/2010. This information does not reconcile to the “TARP Budget” provided by Trea-
sury on 7/7/2010. Distributions are investment proceeds from the PPIF’s trading activities allocated to the partners, including Treasury, not
later than 30 days after the end of each quarter.

2 Includes AWCP.

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

Source: Treasury, response to SIGTARP data call, 7/7/2010.
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HOMEOWNERS SUPPORT PROGRAM

The Administration created the Making Home Affordable (“MHA”) program on
February 18, 2009, to help struggling homeowners reduce their monthly mortgage
payments, thereby preventing avoidable foreclosures. MHA includes three major
initiatives: a loan modification program (which itself includes several distinct sub-
programs), a loan refinancing program, and support for the Government-sponsored
enterprises (“GSEs”) — the Federal National Mortgage Association (“Fannie Mae”)
and the Federal Home Loan Mortgage Corporation (“Freddie Mac”).*” These
programs, along with the parallel programs at GSEs, make up what has been an-
nounced as a $75 billion initiative.

Of the anticipated $75 billion cost for MHA, $50 billion will be funded
through TARP. TARP funds support the Home Affordable Modification Program
(“HAMP”), the Home Affordable Foreclosure Alternatives (“HAFA”) program, the
Second-Lien Modification Program (“2MP”), and the Hardest Hit Fund (“HHF”),
along with the related Federal Housing Administration (“FHA”) HAMP and
Refinance programs.*® TARP money is not used to make incentive payments for
modifications related to loans owned or guaranteed by Fannie Mae and Freddie
Mac. Instead, Fannie Mae and Freddie Mac pay incentives from their operating
funds. When HAMP was announced, the Administration estimated that GSEs
would contribute up to $25 billion to modify mortgages owned or guaranteed by a
GSE.*

MHA and related programs include the following initiatives:

«  Home Affordable Modification Program (“HAMP”) — HAMP is intended
to encourage loan servicers, through incentive payments, to modify eligible
first-lien mortgages so that the monthly payments of homeowners who are
currently in default or at imminent risk of default will be reduced to affordable
levels.

«  Home Price Decline Protection (“HPDP”) — HPDP is intended to encour-
age additional investor participation and HAMP modifications in areas with
recent price declines by helping to offset any incremental loss in value on
homes involving modifications that do not succeed.

+  Second Lien Modification (“2MP”) — 2MP is intended to modify second-
lien mortgages when a corresponding first lien is modified under HAMP.
Servicer participation in 2MP is not mandatory, and seven servicers participat-
ing in HAMPs first-lien modification program have agreed to modify second
liens under 2MP.

. Home Affordable Foreclosure Alternatives (“HAFAs”) — HAFA is intended
to enable servicers and borrowers to pursue short sales and deeds in lieu of
foreclosure for HAMP-eligible borrowers in cases in which the borrower is un-

able or unwilling to enter into a modification.
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+  Treasury FHA HAMP — Like its TARP counterpart, this initiative reduces
participating borrowers’ monthly mortgage payments to 31% of their gross

monthly income and requires them to complete a three-month trial payment

plan.

+  Treasury FHA Refinance — This initiative, a joint Treasury-Department of Underwater Mortgage: When a home-
Housing and Urban Development (“HUD”) effort, is intended to encourage owner owes more on the mortgage
FHA refinancing of existing underwater mortgage loans not currently insured than the home is worth. When a home’s
by FHA. The incentives provided for extinguishment of second liens and addi- value drops and/or when mortgage
tional coverage of a share of potential losses on these loans, expected to reach debt increases significantly, the home-
up to $14 billion, will be part of MHA and paid for by TARP. owner has “negative equity” in that

+  Home Affordable Unemployment Program (“UP”) — UP is intended to offer home.

assistance to unemployed homeowners through temporary forbearance of a
portion of their payments.

+  Principal Reduction Alternative (“PRA”) — PRA is intended to offer mort-
gage relief to eligible homeowners whose homes are worth significantly less
than the remaining amounts outstanding under their first-lien mortgage loans.

«  Housing Finance Agency (“HFA ”) Hardest-Hit Fund (“HHF”) — A TARP-
funded program, HHF is intended to fund state-run foreclosure prevention
programs in states hit hardest by the decrease in home prices and in states

with high unemployment rates.

Treasury expects to use the full $50 billion allocation in TARP funding for
MHA and related programs across several initiatives. It has announced specific al-
locations for some, but not all, of the TARP-related MHA and related programs:*°

e Treasury has signed agreements worth up to $39.8 billion in HAMP-related
incentives across the following programs:
e Treasury has allocated up to $10 billion to pay mortgage investors through
HPDP.
e Treasury allocated $5.7 billion to 2MP. To date, seven servicers have executed
2MP agreements.
¢ Treasury further allocated $4.6 billion for foreclosure alternatives under
HAFA, previously referred to as short-sales/deeds-in-lieu of foreclosure (“SS/
DIL").5!
® To date, Treasury has paid borrowers, servicers, and investors $247.5 million
for first-lien modification and HAFA incentives. However, Treasury has not
specified the estimated total costs for HAMP first-lien modifications, includ-
ing those under PRA. PRA incentives will be paid based on details discussed
later in this section.
e Treasury and HUD have also announced that TARP will fund up to $14 billion
for the Treasury FHA Refinance Program.
e Treasury has allocated a total of $2.1 billion for the HFA HHF program.
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The total of these anticipated costs, $55.9 billion, exceeds the $50 billion al-
located by Treasury for MHA. As the programs in development are finalized, it is
expected that Treasury will adjust these numbers to stay within its allocation.

HAMP and three other TARP-funded initiatives have updates for this quarter.
Accordingly, this section focuses on the status of TARP funds for HAMP, pro-
gram performance, and progress made in implementing UP, PRA, and the HHF

program.

Status of TARP Funds Allocated to MHA and Related Programs

Of the $50 billion allocated to MHA initiatives from TARP funds, Treasury reports
that it has committed $41.3 billion. As of June 30, 2010, Treasury had signed
agreements worth up to $39.8 billion with 119 loan servicers.” Of that amount,

a combined $247.5 million was spent on participant incentives; $247.4 million

for permanent modifications (164,628 of which remain active), and $149,285 on
incentives for HAFA.>?* Of the combined amount for participant incentives, approxi-
mately $162.3 million was used for incentive payments to servicers, $74.5 million
went to investor incentive payments, and $10.7 million went to borrower incentive
payments.>*

The amounts allocated for servicer incentives are not immediately paid. Rather,
each allocation is the maximum amount, or cap, Treasury approved for each
servicer based on the servicer’s eligible loan portfolio. The average allocation was
$334.5 million.” To date, the largest allocation was $8.4 billion in TARP funds to
Countrywide Home Loans Servicing LP, owned by Bank of America.*

HAMP
According to Treasury, HAMP is designed “to help as many as three to four mil-
lion financially struggling homeowners avoid foreclosure by modifying loans to a
level that is affordable for borrowers now and sustainable over the long term.” The
Administration envisions a “shared partnership” between the Government and
investors to bring borrowers’ first-lien monthly payments down to an “affordable”
level — defined as a 31% of the borrower’s monthly gross income.

Under the existing program, the private-sector investor is responsible for all
payment reductions necessary to bring a borrower’s monthly payment down to
38% of the borrower’s monthly gross income. The additional reductions needed to
bring the monthly payment down to a 31% ratio will be shared equally between the
investor and the Government.’” Under the anticipated changes to the program, in
addition to compensating investors for the reduction of payments from a 38% to a
31% monthly mortgage payment ratio, Treasury will also compensate investors for
reducing principal on certain underwater mortgages.>®

For trial modifications with an effective date of June 1, 2010, or later, borrowers
request participation in HAMP by sending their servicers the following documents,

referred to as the “initial package:””
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¢ financial information from borrower and co-borrower including the source of
the hardship

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

¢ income verification documentation (employment income, rental income, etc.)

Trial Plan Evaluation
Upon receipt of the initial package, the servicer must verify the accuracy of

the borrower’s income and other eligibility criteria before offering the borrower Trial Modification: Under the design of

HAMP, a trial modification is generally
follows the modification steps, as prescribed by HAMP program guidelines, intended to last three months.

a trial modification plan. After verifying eligibility and income, the servicer

to reduce the borrower’s monthly mortgage payment to 31% of gross monthly
income.®®

Under the program guidelines, the servicer would first capitalize interest and
fees (i.e., add them to the outstanding principal balance), then reduce the inter-
est rate to as low as 2%. If that is not sufficient to lower the monthly mortgage
payment to 31% of gross monthly income, it would then extend the term up to
a maximum of 40 years. If both measures still prove insufficient, it may finally
forbear principal, to bring the monthly mortgage payment to 31% of the borrower’s
income. Servicers are allowed, but not required, to forgive principal to achieve the
debt-to-income ratio goal of 31% on a stand-alone basis or before any of the other
HAMP modification waterfall steps.®' Finally, the servicer completes a net present
value (“NPV”) evaluation to ensure that the modification is in the best interest of
the investor. The NPV test compares expected cash flows from a modified loan to
the same loan with no modifications, based on certain assumptions. A positive NPV
result indicates that a modified loan is more valuable to the investor, and, in that
case, the servicer must offer a mortgage modification to the borrower. If the test
generates a negative result, modification is optional.®?

Under the parallel GSE program, servicers are required to offer a trial modifica-
tion if the NPV test generates a negative result of up to $5,000. In other words, in
the GSE program, even if the NPV test indicates that a modified mortgage would
be worth $5,000 less to an investor, it still must offer the modification.

How Trial Modifications Work
As originally intended, the trial period plan would last 90 days; however, according
to Treasury, for June 2010, there were 364,077 active trials of which approximately
166,000, or 45.6%, were more than six months in length.®

The trial period includes three modified payments, and, if the borrower is
current at the end of the trial period and the servicer has verified the borrower’s
income based on the borrower’s submitted paperwork, the borrower will be offered
a permanent modification with the new lower mortgage payments fixed for five
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years.®* After five years, the interest rate can increase if the modified interest rate
was reduced below the current 30-year conforming fixed interest rate at the date of
the initial modification, in which case it can incrementally rise by up to 1% per year
until it reaches that rate. Otherwise, the modified interest rate remains permanent.
If the borrower fails to make payments during the trial period and therefore fails to
gain a permanent modification, the difference between the original mortgage pay-

ment and the reduced trial payment is still owed.

Modification Incentives

Servicers receive a one-time payment of $1,000 for each completed modification
under HAMP. Servicers receive an additional $500 if the loan was current but at
imminent risk of default prior to the trial period plan. Servicers also receive annual
“pay for success” fees of up to $1,000 for a period of three years if the borrower
remains in good standing (less than 90 days delinquent) on the modified loan.”®

Borrowers receive “pay for performance” incentive payments of up to $1,000
per year for five years (applied annually as a reduction in principal balance) as long
as they are current on their monthly payments.*

An investor is entitled to compensation, for up to five years, equaling one-half of
the dollar difference between the borrower’s monthly portion of principal and inter-
est when the payment is based on 31% of gross monthly income and the lesser of
(1) what the borrower’s monthly principal and interest would be at 38% or (2) the
borrower’s pre-modification monthly principal and interest payment. This compen-
sation is known as the monthly reduction cost-share payment. If applicable, inves-
tors also earn an extra one-time up-front payment of $1,500 for modifying a loan
that was current prior to the trial period (imminent default).®” Additionally, during
the first two years, investors might receive compensation through HPDP. HPDP
compensation is based on a home value index designed to partially offset investor
losses due to modifying loans in markets that have experienced, or are expected to
continue to experience, a sharp decline in home values.

All incentives are paid only after a loan has been permanently modified.

Servicer Performance

The Administration releases a monthly servicer performance report intended to
“document the number of struggling homeowners already helped under the [MHA]
program, provide information on servicer performance and expand transparency
around the initiative.”*® New information on aged trial modifications, compliance
review results, and canceled trial modifications was included starting with the

May 2010 Servicer Performance Report.® In addition, Treasury and HUD intro-
duced, on June 21, 2010, a monthly scorecard on the nation’s housing market that
incorporates the monthly Making Home Affordable Program Servicer Performance
Report. According to these agencies, each month the scorecard will incorporate
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housing market indicators and highlight the impact of the Administration’s housing
recovery efforts, including assistance to homeowners through the Federal Housing

TABLE 2.8
BREAKDOWN OF INCENTIVE

Administration (“FHA”) and HAMP.”® PAYMENTS, AS OF 6,/30,/2010

(S THOUSANDS)
First-Lien Modification Incentives

Modification Statistics
As of June 30, 2010, a total of 753,275 mortgages are currently being modified,

Servicer Incentive Payment

1,000 145,444.0
either permanently or on a trial basis under HAMP. Of those, 389,198 were active G, : ) 5145,
. . . . . . Servicer Current Borrower
permanent modifications and 364,077 were active trial modifications. The break- Incentive Payment ($500) 5,592.0
down of incentive payments is shown in Table 2.8. A snapshot of HAMP modifi- Annual Servicer Pay for Success  11,259.2
cations is shown in Table 2.9. HAMP modification activity by GSE/non-GSE is Investor Current Borrower
shown in Table 2.10. Incentive Payment ($1,500) 16,029.0
Investor Monthly Reduction Cost
Share? 57,743.6
HPDP 679.8
TABLE 2.9 Annual Borrower Pay for
HAMP SNAPSHOT, AS OF 6/30/2010 Success 10,619.1
Number of HAMP Trials Started Since Program Inception 1,282,912 Total $ 247,366.7
Number of Trial Modifications Cancelled 520,814 HAFA Incentives
Number of Permanent Modifications Cancelled 8,823 Servicer Incentive Payment $43.5
Notes: Survey data provided by servicers. Trial and permanent modifications as reported by the HAMP Investor Reimbursement 18.8
system of record. B Relocat 870
Source: Treasury, response to SIGTARP data call, 7/14/2010. orrower relocation .
Total $149.3

Notes: Numbers affected by rounding
2|nvestor Monthly Reduction Cost Share is considered an
incentive payment

Source: Treasury, response to SIGTARP data call, 6/7/2010.

TABLE 2.10
HAMP MODIFICATION ACTIVITY BY GSE/NON-GSE, AS OF 6/30/2010 ($ BILLION)

Trials Permanents
Trials Trials Trials Converted to Permanents Permanents Active and
Started Cancelled Active Permanent Cancelled Active Trials Active
GSE 714,652 282,765 202,408 229,479 4,909 224,570 426,978
Non-GSE 568,260 238,049 161,669 168,542 3,914 164,628 326,297
Total 1,282,912 520,814 364,077 398,021 8,823 389,198 753,275

Source: Treasury, response to SIGTARP data call, 7/13/2010.
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TABLE 2.11
TOP FIVE HAMP SERVICERS BY NUMBER OF PERMANENT MODIFICATIONS
Permanent
Estimated Modifications as a
Eligible Active Trial Permanent Share of Estimated
Servicer Mortgages® Modifications® Modifications Eligible Mortgages
Bank of America, NA® 1,040,470 121,369 72,232 7%
JPMorgan Chase Bank, NA? 404,084 63,259 54,722 14%
Wells Fargo Bank, NA® 363,559 30,949 44,628 12%
CitiMortgage, Inc. 217,189 27,965 40,813 19%
GMAC Mortgage, Inc. 49,452 6,083 27,505 56%
Notes:

2 Estimated eligible mortgages with 60+ day delinquencies are as of 5/31/2010.

b Active trial and permanent modifications as reported into the HAMP system of record by servicers are as of 6/30/2010.

¢ Bank of America, NA includes Bank of America, NA, BAC Home Loans Servicing LP, Home Loan Servicers, and Wilshire Credit Corporation.
4 JPMorgan Chase Bank, NA includes EMC Mortgage Corporation.

¢ Wells Fargo Bank, NA includes a portion of the loans previously included in Wachovia Mortgage, FSB.

Source: Treasury, response to SIGTARP data call, 7/14/2010.

Activity by the five servicers initiating the most permanent HAMP modifications
is shown in Table 2.11.

The number of cancellations of mortgage modifications has increased as deci-
sions on aged trials are being reached. According to HUD and Treasury, HAMP
cancellations increased “because many borrowers who received temporary modifi-
cations were not able to meet eligibility requirements such as verifying their income

"71 Other common causes of cancellations

and successfully making trial payments.
include borrowers who had mortgage payments already less than 31% of their

income or who did not occupy the property as their primary residence.”

Unemployment Program (“UP”)

The Home Affordable Unemployment Program (“UP”) was announced on March
26, 2010, to provide temporary assistance to unemployed borrowers while they
search for new employment.”

On May 11, 2010, Treasury released Supplemental Directive 10-04, which
provides detailed guidelines for servicers to follow when offering UP to borrowers.”
Under the program, borrowers who meet certain qualifications can receive unem-
ployment forbearance for a portion of their mortgage payments for at least three
months, unless they regain employment. According to the supplemental directive,
“[s]ervicers may extend the minimum forbearance period in increments at the ser-
vicer’s discretion, in accordance with investor and regulatory guidelines.””

Before Supplemental Directive 10-04 was issued, servicers were required to
consider unemployment insurance benefits as income when assessing a borrower
for HAMP eligibility if the borrower could document that the income would
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continue for at least nine months.” UP changes this practice for trial period plans
effective on or after August 1, 2010, at which time servicers will no longer be per-
mitted to consider unemployment insurance benefits as a source of income when

evaluating a borrower for HAMP.”?

Who Is Eligible
For borrowers who meet UP eligibility criteria, all HAMP participating servicers are
required to offer a UP forbearance plan of at least three months’ duration. In order

to be eligible for UP, a borrower must meet the following criteria:™®

e The borrower is otherwise HAMP eligible.

¢ The mortgage loan is secured by a one- to four-unit property, one unit of
which is the borrower’s principal residence. The property cannot be vacant or
condemned.

¢ The mortgage loan is a first-lien mortgage originated on or before January 1,
2009.

¢ The mortgage’s unpaid principal balance is equal to or less than $729,750.

¢ The mortgage has not been modified under HAMP previously, nor has the bor-
rower received UP forbearance previously.

+  The UP request must be made before the first-lien mortgage loan is seriously
delinquent, i.e., three months or more overdue.

+ The servicer may, pursuant to investor or regulator guidelines, require a bor-
rower to have received unemployment benefits for up to three months before
the forbearance period will begin.

+ The borrower is unemployed when making the UP request and can document
receipt of unemployment benefits.

Borrowers enrolled in the HAMP trial period plan who lose their jobs may seek
UP consideration as long as they were not seriously delinquent (more than 90 days)
as of the date they were first considered for HAMP. If the borrower becomes eligi-
ble for the unemployment forbearance plan and accepts the plan offer, the servicer
must cancel the HAMP trial period plan. Eligible borrowers may request a new
trial period plan after the forbearance plan is completed. In addition, those borrow-
ers who were enrolled in HAMP trial period plans using unemployment benefits
as income (e.g., they were already unemployed upon receipt of their HAMP trial
period plan) may request to drop their HAMP trial period plan in order to enroll for
an UP forbearance plan. A borrower who was previously determined ineligible for
HAMP may request assessment for an UP forbearance plan if he or she meets all

eligibility criteria.
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How UP Works

For qualifying homeowners, the mortgage payments during the forbearance period
will be lowered to no more than a maximum of 31% of gross monthly income,
including unemployment benefits.” According to the supplemental directive, “at
the discretion of the servicer, the borrower’s monthly mortgage payments may be
suspended in full.”®° The duration of the UP forbearance plan is required to be a
minimum of three months, unless the borrower becomes employed within that
time.

If the borrower regains employment but because of reduced income still has a
hardship, the borrower must be considered for HAMP and, if eligible, the amount
of the arrearage or forbearance will be added to the principal balance to be modi-
fied. Conversely, if the borrower regains employment and is no longer in need of
or eligible for a HAMP modification, the amount of arrearage or forbearance will
become due. If the UP forbearance period expires before the borrower gets a job,
the borrower might be eligible for HAMP foreclosure alternatives, such as HAFA.®!

Applying UP to Borrowers
As with other HAMP-related initiatives, the supplemental directive governing
UP allows for use of discretion across servicers in several areas. For example, as
previously noted, beyond the required minimum three-month period, the servicer
has discretion as to how long a borrower’s forbearance plan will remain in effect.
Additionally, in accordance with investor and regulator guidelines and applicable
laws and regulations, the servicer may reduce the borrower’s monthly payment be-
low 31% of gross monthly income or suspend it altogether during the forbearance
period. Servicers must have written, consistently applied procedures to determine
UP forbearance payments.

Treasury is allowing servicers to rely on verbal financial information provided
by the borrower to determine homeowner eligibility for UP. Servicers may use a
borrower’s stated income when calculating the borrower’s monthly payment, which
must be reduced to an amount that is no more than 31% of the borrower’s gross

monthly income.®

PRA
On June 3, 2010, Treasury released Supplemental Directive 10-05, which provides

guidance to servicers concerning offering mortgage relief to eligible homeowners
whose homes are worth significantly less than the remaining amounts outstand-
ing under their first-lien mortgage loans. The Principal Reduction Alternative
(“PRA”) program guidance is only applicable to non-GSE loans and does not cover
loans owned, guaranteed, or insured by FHA, Veterans Affairs, Freddie Mac, or
Fannie Mae.** According to the guidance, PRA officially takes effect on the later
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of October 1, 2010, or the implementation date of version 4 of the NPV test.
Servicers were permitted, however, to begin offering PRA assistance immediately
following the release of Supplemental Directive 10-05.

Prior to PRA, servicers were allowed to forgive principal to achieve the debt-to-
income ratio goal of 31% on a stand-alone basis or before any of the other HAMP
modification waterfall steps but would not receive additional incentive payments
for doing s0.%* PRA does not require servicers to forgive principal, even when doing
so0 is deemed to offer greater financial benefit to the investor, in contrast with other
aspects of HAMP.

Who Is Eligible

PRA is intended to offer relief to underwater borrowers, in other words, those who
owe significantly more on their first-lien mortgage loans than their homes are cur-
rently worth (also referred to as negative equity). Under PRA, servicers are required
to evaluate the benefit of a principal write-down for all borrowers who owe more
than 115% of their home’s value.*

According to Treasury, borrowers already in HAMP trial period plans or HAMP
permanent modifications may eventually be evaluated for PRA assistance.®®
However, Treasury has not yet issued an anticipated supplemental directive provid-
ing additional guidance on these evaluations, nor has it provided specifics regarding

the anticipated release date for such guidance.

How PRA Works
Principal forbearance divides a mortgage loan into two segments, one interest-
bearing and the other not. The borrower continues to make regular principal and
interest payments on the interest-bearing segment. In a modification, no monthly
payments are due with respect to the non-interest-bearing segment. Rather, that
segment, representing the principal forbearance amount, is due as an additional
lump-sum or “balloon” payment at the earlier of the sale of the property or the
eventual maturity of the mortgage. Under PRA, if the borrower is in good standing
on the first, second, and third anniversaries of the modification, the servicer must
reduce the principal balance in the separate forbearance account on each anniver-
sary date in installments equal to one-third of the initial PRA forbearance amount.
As previously stated, servicers are required to evaluate for PRA assistance every
HAMP-eligible loan with a loan-to-value ratio greater than 115%. The servicer
will do so by running two different NPV tests, using methodologies prescribed by
Treasury, reserving the option to modify the borrower’s loan either with or without
principal forgiveness.®® As described by Treasury, the servicer’s decision between

the two NPV tests — one with and one without principal forgiveness — is expected
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to be based upon the outcome that offers the greater expected financial benefit to
the investor holding the loan. However, servicers are not required to offer principal
reduction regardless of the two NPV results; they are simply required to consider
PRA-eligible borrowers for such assistance.

The two versions of the NPV test differ in the following manner: the original
NPV test calculates investor return if the mortgage is modified per standard HAMP
procedure, described above. The servicer runs a second NPV test in two steps: first
they reduce principal down to 115% of loan to value at the beginning of the pro-
cedure and then follow the standard HAMP procedure with the reduced principal
to calculate the return to investors if the mortgage is modified through principal
reductions, including payments from Treasury.”

Who Gets Paid
According to Treasury’s Supplemental Directive 10-05, in addition to the other
incentives that are paid for first-lien modifications, investors will be compensated
for a percentage of the dollar value of the principal forgiven in the same three an-
niversary years of the modification referred to above. Incentives range from 6 to 21
cents on the dollar, depending on the extent of the delinquency or the loan-to-value
ratio.® Table 2.12 shows the schedule under which investors will be compensated
for forgiving principal. This schedule, however, is only applicable to those loans
equal to or less than six months delinquent within the previous year. For loans
more than six months delinquent within the previous year, investors will be paid
$0.06 per dollar of principal reduction, regardless of the loan-to-value ratio range.*
The supplemental directive states that, although servicers may reduce the mort-
gage principal below the floor of 105% loan-to-value ratio, no PRA incentives will
be paid for that portion of the principal reduction amount.

TABLE 2.12

INCENTIVES TO INVESTORS PER DOLLAR OF LOAN PRINCIPAL REDUCED

Mark-to-Market Loan-to-Value
Ratio Range
Incentive Amount $0.21 $0.15 $0.10

Source: Treasury, “Modification of Loans with Principal Reduction Alternative,” 6,/3/2010, www.hmpadmin.com/portal/docs/hamp_
servicer/sd1005.pdf, accessed on 7/2/2010.

105 <115 115 to 140 > 140
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FIGURE 2.5
HFA Hardest-Hit Fund AMOUNT ALLOCATED TO EACH STATE
On February 19, 2010, the Obama Administration announced a new housing (S MILLIONS)
support program, the HFA Hardest-Hit Fund. The first round of the HHF was South Carolina $138.0 Arizona $125.1
allocated $1.5 billion out of the $50 billion designated for MHA initiatives and is ‘ ‘
intended to promote innovative measures to help families in the states that have Rhode Island 543.0

OresonSag 0 |
been hit the hardest by the aftermath of the housing crisis.”® According to Treasury, Oregon 588.0

funds were designated for five states (Arizona, California, Florida, Michigan, and Ohio $172.0

Nevada) where the average home price, determined using the Federal Housing o Caroie Caltora
Finance Agency’s (“FHFA”) Purchase Only Seasonally Adjusted Index, had de- $159.0 $699.6
creased more than 20% from its peak. On June 23, 2010, Treasury announced that Nevada $102.8

it had approved the use of $1.5 billion of HHF for the programs submitted by the

first round of states.’!

Michigan $154.5 Florida $418.0
On March 29, 2010, the program expanded to five more states, and its
potential funding increased by $600 million, bringing the total funding for HHF to Note: Numbers affected by rounding.
$2.1 billion. The additional $600 million is designated for North Carolina, Ohio, Sources: Treasury, “HFA HardestHit Fund FAQS,” 3/5/2010,
Oregon, Rhode Island, and South Carolina, which Treasury indicated were selected g“{“g%;g:,ﬁ;"ﬁ';f;@;@ﬁ;ﬁ?,‘,%ﬁ‘;Vc/cde"sfe{?Zﬁ?ggéfgfi??;ﬂ?j 0
because of high concentrations of people living in economically distressed areas, e e st o eSO 2publc200

. . . . 0, 0, 0,
defined as counties in which the unemployment rate exceeded 12%, on average, in AR200%2029%2010.0df. accessed 6/25/2010.

2009.” As of June 23, 2010, Treasury was reviewing proposals submitted for the
second round of funding under the HHF program. Figure 2.5 shows the allocation
of funds for all participating states to date.

The Housing Finance Agencies (“HFAs”) of the 10 participating states each
submitted proposals to Treasury to address their states’ unique challenges. Program
proposals for the first five states were submitted to Treasury on April 16, 2010, and
were approved on June 23, 2010. Proposals for the second five states were submit-
ted on June 1, 2010, and Treasury is expected to approve them by early August
2010. According to Treasury, each state’s HFA will report program performance
on a quarterly basis and post the reports on their websites. Some states will initi-
ate a pilot program to assess program performance before full implementation.
Individual state laws, staffing levels of the HFAs, and the relative complexity of
each state’s program are some of the reasons that explain the variance in the avail-
ability of programs.”?
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The Hardest Hit Fund - State-by-State Description

ARIZONA
Estimated
Number of
Borrowers
Description Allocation Helped
Permanent modification component is designed to help homeowners avoid foreclosure by permanently modifying
a borrower’s primary mortgage to achieve a monthly payment that does not exceed 31% of the borrower’s
monthly income. Loan modifications may include principal reduction (the amount of any principal reduction $92.400.000 1.848-3.080
provided by HHF program funds must be matched by a borrower’s lender/servicer), interest rate reduction, and/ R ! !
or term extension. The Permanent Modification Component aspires to achieve a 90% success rate in modifying
loans with the borrowers’ lenders/servicers.
Second-mortgage assistance component is designed to help homeowners avoid foreclosure by eliminating
a second mortgage if necessary to modify the terms of the primary loan, and to reduce the likelihood that a 7 500.000 1.500-1.875
borrower will re-default under the primary loan as a result of the burden of a second mortgage. The amount of any e ' '
principal reduction must be matched by a borrower’s lender/servicer.
Temporary modification component is designed to help homeowners remain in their homes and prevent avoidable
foreclosures despite loss of income due to unemployment or underemployment. The funds will reduce past-due
payments, and provide borrowers additional time to find alternate employment and replace income needed
to make mortgage payments. The Temporary Modification Component is designed to complement other 12,000,000 1,000-1,428
components of the HHF program. Funds available under the Temporary Modification Component may also be
applied to remove second mortgages as necessary to modify the terms of the primary loan. The amount of any
principal reduction must be matched by a borrower’s lender/servicer.
Administrative Costs 13,200,000 N/A
Total $125,000,000 4,348-6,383
Source: Treasury, “Arizona’s proposal,” 06/10/2010, http://www.financialstability.gov/roadtostability/AZ.pdf, accessed 06/26/2010.
CALIFORNIA
Estimated
Number of
Borrowers
Description Allocation Helped
The Unemployment Mortgage Assistance Program subsidizes mortgage payments for up to six months, paying
half of the monthly payment up to $1,500. The borrower will be required to contribute no more than 31% of gross $64.700.000 8953
monthly household income toward the monthly mortgage payment. The goal of the program is for the applicable e !
servicer/lender to match the funds.
The Mortgage Reinstatement Assistance Program pays half of past-due first mortgage amounts up to $15,000. 129 400.000 17293
The goal of the program is for the applicable servicer/lender to match the funds. T !
The Principal Reduction Program pays up to $50,000 over three years to reduce principal owed on qualifying 420.729.999 13.375
properties with negative equity. The goal of the program is for the applicable servicer/lender to match the funds. e !
Transition Assistance Program funds would be available on a one-time-only basis up to $5,000 per household and
could be used or layered with other CalHFA MAC HHF programs. All funds will be sent to the servicer, subject to
servicer/investor approval of short sale or deed-in-ieu of foreclosure. Funds are intended to help the borrower 32,300,000 6,471
pay the costs of securing new housing (e.g., rent, moving expenses, and security deposits) and will be available
for transition assistance counseling services.
Administrative Costs 52,470,001 N/A
Total $699,600,000 46,092

Source: Treasury, “California’s proposal,” no date, http://www.financialstability.gov/roadtostability/CA.pdf, accessed 06/26,/2010.
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FLORIDA
Estimated
Number of
Borrowers
Description Allocation Helped

The mortgage intervention strategy focuses on the creation of a sustainable solution to keep unemployed or

underemployed Florida homeowners in their current homes by helping those who are struggling to make their cur-

rent mortgage payments because of hardships sustained since purchasing their homes. Florida Housing will use

HHF Program funds to pay up to nine months of mortgage payments on behalf of a qualified homeowner. It is an-

ticipated that in return for these funds, the bank, credit union, or mortgage investor will forgive up to nine months 5379,586,200 7,500-12,500
of payments. This partnership will potentially extend the time period for homeowners to become re-employed, to

up to 18 months, at a salary that is sufficient to allow them either to resume making full mortgage payments or to

qualify for a mortgage modification that will lower the payments and terms of the mortgage to an affordable level.

Administrative Costs 38,413,800 N/A
Total $ 418,000,000 7,500-12,500
Source: Treasury, “Florida’s proposal,” no date, http://www.financialstability.gov/roadtostability/FL.pdf, accessed 06,/26,/2010.

MICHIGAN
Estimated
Number of
Borrowers
Description Allocation Helped

The Principal Curtailment Program will provide a one-time matching fund of up to $10,000 to homeowners seek-
ing to modify their loans. The Lender/Servicer must agree to provide matching forgiveness of principal overhang $30,400,000 3,044
and to modify the reduced loan balance.

Loan rescue will provide up to $5,000 in assistance to households who can now sustain homeownership, catch
- ! 15,500,000 3,090
up on delinquent payments, and avoid foreclosure.

Unemployment Mortgage Subsidy Program is a one-time fund that will assist the borrower in retaining homeown-

ership by subsidizing 50% or $750 (whichever is less) of their mortgage payments during their time of unemploy- 99 791 861 11.090-16.500
ment. The assistance will not exceed a total of 12 consecutive months or $9,000. Homeowners will continue to e ! !

be responsible for the remaining 50% of their monthly payment.

Administrative Costs 8,808,139 N/A
Total $154,500,000 17,224-22,634
Source: Treasury, “Michigan’s proposal,” 04/14/2010, http://www.financialstability.gov/roadtostability/MI.pdf, accessed 06/26/2010.
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NEVADA
Estimated
Number of
Borrowers
Description Allocation Helped
The goal of the Principal Reduction Program is to reduce first-mortgage principal balances throughout the state
of Nevada such that the loan-to-value ratios are reduced to 115% or less and, correspondingly, the principal, $59,743,055 2,468-5,000
interest, taxes, and insurance (“PITI") payment is reduced to 31% or less of the homeowner’s gross income.
The goal of the Second-Mortgage Reduction Program is to assist families remove the impediment of a second
lien on their property such that either a refinancing or firstmortgage modification can be carried out, thus 20,100,000 1,246
preventing foreclosure.
The Short-Sale Acceleration Program is designed so that at a $8,025 level of average funding per family facing
imminent foreclosure threat due to unemployment, it will eliminate the burden of their home mortgage and 6,300,000 1,713
remove threats of a default judgment.
Administrative Costs 16,656,945 N/A
Total $102,800,000 5,427-7,959

Source: Treasury, “Nevada’s proposal,” no date, http://www.financialstability.gov/roadtostability/NV.pdf, accessed 06,/26,/2010.
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FINANCIAL INSTITUTION SUPPORT PROGRAMS

Treasury created five TARP programs through which it made capital investments
or asset guarantees in exchange for equity in participating financial institutions.
Two, the Capital Purchase Program (“CPP”) and the Capital Assistance Program
(“CAP”), were open to all qualifying financial institutions (“QFIs”). The other three,
the Systemically Significant Failing Institutions (“SSFI”) program, the Targeted
Investment Program (“TIP”), and the Asset Guarantee Program (“AGP”), were
available on a case-by-case basis to institutions needing assistance beyond that
available through CPP. Treasury has agreed, for some institutions, to modify the
investment by converting the preferred stock shares it originally received into other
forms of equity, such as common stock or mandatorily convertible preferred stock,
to help improve the capital structure of struggling TARP recipients.”* Treasury does
not expect to make new investments through any of these programs.

As of June 30, 2010, CPP, CAP, TIP, and AGP were effectively closed to new
investment. For further information on the closing of these programs, see previous

SIGTARP Quarterly Reports.

Capital Purchase Program

Treasury's stated goal for CPP was to invest in healthy, viable banks as a way to
promote financial stability, maintain confidence in the financial system, and permit
lenders to meet the nation’s credit needs.”> CPP was a voluntary program open to

all QFTs through an application process. QFIs included U.S.-controlled banks, sav-

ings associations, and certain bank and savings and loan holding companies.”® FIGURE 26
Under CPP, Treasury used TARP funds to purchase preferred equity interests in SNAPSHOT OF CPP FUNDS
QFIs. The QFTs issued Treasury senior preferred shares that pay Treasury a 5% divi- OUTSTANDING AND REPAID,
dend for the first five years following Treasury’s investment and a rate of 9% per year EYB‘LQLBQSTER
thereafter. In addition to the senior preferred shares, public QFIs issued Treasury s
common stock warrants equal to approximately 15% of the preferred stock invest- $200719081);;f,7(;;,;1:{3;8,;6‘:,
ment. Private QFIs issued Treasury warrants to purchase additional senior preferred 150 111111
stock worth 5% of Treasury’s initial preferred stock investment.”” In total, Treasury 1150 177.5 133.1 1339
invested $204.9 billion of TARP money in 707 QFIs through CPP.* s 5 1 1 I % B B
The Treasury Secretary announced on December 9, 2009, that TARP will wind so_ | I B B B S5 e -
down, saying that CPP, “through which the majority of TARP investments in banks 0
have been made, is effectively closed.” Through June 30, 2010, CPP recipients & &€ 88 8 8 2 =
o o © © o o o°o ©

had repaid $146.9 billion, leaving $58.0 billion outstanding. In addition, Treasury

has received from CPP recipients approximately $9.4 billion in interest and divi- CPP Funds Outstanding at Quarter’s End
. 1 CPP Funds Repaid at Quarter’'s End
dends. Treasury also received $5.9 billion through the sale of warrants that were

obtained from TARP recipients.'® For a summary of CPP funds outstanding and Note: Numbers affected by rounding.

associated repa}mlents? see Flgure 2.6. Sources: Treasury, Transactions Report, 6/30/2010; Treasury,

response to SIGTARP vetting draft, 7/9/2010.
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Status of Funds

TABLE 2.13
CPP INVESTMENT SUMMARY BY TRANSACTION
Original® Current®

Total Investment $204.9 Billion $58 Billion
Largest Capital Investment $25 Billion $16.5 Billion
Smallest Capital Investment $301,000 $301,000
Average Capital Investment $277.6 Million $98.7 Million
Median Capital Investment $10.3 Million $9.53 Million

Notes: Numbers affected by rounding. Data as of 6,/30/2010.

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

®Amount does not include those investments that have already been repaid and is based on total invest-
ments outstanding.

Source: Treasury, Transactions Report, 6/30/2010.

FIGURE 2.7

As of June 30, 2010, Treasury had purchased $204.9 billion in preferred stock and
subordinated debentures from 707 QFIs in 48 states, the District of Columbia,
and Puerto Rico. Figure 2.7 shows the geographical distribution of funded QFTs.
Although the 10 largest investments accounted for $142.6 billion of the program,
CPP made many smaller investments: 331 of 707 recipients received $10.0 million

or less. Table 2.13 and Table 2.14 show investment distribution by amount.

TABLE 2.14
CPP INVESTMENT SIZE BY INSTITUTION

Original® Outstanding®
$10 Billion or More 6 1
$1 Billion to $10 Billion 19 7
$100 Million to $1 Billion 57 38
Less than $100 Million 625 580
Total 707 626

Notes: Numbers affected by rounding. Data as of 6/30/2010. Data is based on the

institutions’ total CPP investments. There are more than 30 institutions that have received

multiple transactions through CPP.

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

bCurrent amount does not include those investments that have already been repaid or in
bankruptcy proceedings and is based on total investments outstanding.

Source: Treasury, Transactions Report, 6/30/2010.

TRACKING CAPITAL PURCHASE PROGRAM INVESTMENTS ACROSS THE COUNTRY

M $10 Billion or More

M S$1 Billion to $10 Billion

W $100 Million to $1 Billion
$10 Million to $100 Million
Less than $10 Million
S0

Note: Banks in Montana and Vermont did not receive CPP
funds.

Source: Treasury, “Local Impact of the Capital Purchase
Program,” 6/3/2010, www.financialstability.gov,
accessed 7/7/2010.
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TABLE 2.15

CPP SHARE REPURCHASES GREATER THAN $1 BILLION, AS OF 6/30/2010

Repurchase Date Institution Amount of Repurchase
6/17/2009 JPMorgan Chase & Co. $25.0
12/23/2009 Wells Fargo and Company 25.0
12/9/2009 Bank of America Corp. 25.0
4/26/2010 - 6/30/2010 Citigroup, Inc.? 10.5
6/17/2009 Morgan Stanley 10.0
6/17/2009 The Goldman Sachs Group, Inc. 10.0
2/10/2010 The PNC Financial Services Group, Inc. 7.6
6/17/2009 U.S. Bancorp 6.6
6/17/2009 Capital One Financial Corporation 3.6
6/17/2009 American Express Company 3.4
3/31/2010 Hartford Financial Services Group, Inc. 3.4
6/17/2009 BB&T Corp. 3.1
6/17/2009 BNYM 3.0
3/17/2010 Comerica Inc. 2.3
6/17/2009 State Street Corporation 2.0
6/17/2009 Northern Trust Corporation 1.6
4/21/2010 Discover Financial Services 1.2
Total $143.3

Notes: Numbers affected by rounding. Data as of 6/30/2010.
aTreasury sold 2,608,971,857 shares of Citigroup common stock it held as a result of its investment in Citigroup under CPP during two
separate sales. For more on these sales, see the “Citigroup Common Stock Sale” discussion in this section.

Source: Treasury, Transactions Report, 6/30/2010.

Repayment of Funds For more information on CPP repayment,

Through June 30, 2010, 82 banks — including 8 of the 10 banks with the largest e SI:;TARP’S]MZ)/ 2009 Quarterly Repor,
CPP investments — had repaid CPP by repurchasing from Treasury some or all pasene

of the banks’ preferred shares.!*! Treasury received approximately $146.9 billion

in principal repayments, leaving approximately $58.0 billion outstanding.'® Table
2.15 shows CPP share repurchases greater than $1 billion as of June 30, 2010. For
a full listing of CPP share repurchases, see Appendix D: “Transaction Detail.”

Program Administration
As previously discussed, Treasury does not plan to make new CPP investments.
However, Treasury still has significant responsibilities to manage the program. The

following are some of those responsibilities:

® managing asset portfolios

e collecting dividends and interest payments on outstanding investments
¢ disposing of warrants as investments are repaid

e overseeing CPP’s wind-down

® restructuring the investment in some troubled financial institutions

¢ potentially selecting directors for TARP recipients that missed six quarterly

dividend payments
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Dividends and Interest

As of June 30, 2010, Treasury had earned $9.4 billion in dividends and interest on
its CPP investments.'”* However, 105 QFIs had missed scheduled dividend pay-
ments to Treasury totaling approximately $159.8 million. Although some have paid
the dividend since June 30, $157.7 million has not been paid.'** Approximately
$6.3 million of the $157.7 million in outstanding payments are non-cumulative,
meaning that the institution has no legal obligation to pay Treasury unless the insti-
tution declares a dividend.'”

Under the terms of the preferred shares held by Treasury as a result of its CPP
investments, in certain circumstances, such as when a QFI misses six quarterly
payments or makes changes to its charter or bylaws, Treasury has the right to ap-
point two additional members to the institution’s board of directors.!” According to
Treasury, as of June 30, 2010, one QFI, Saigon National Bank, had missed six con-
secutive dividend payments, and eight banks had missed five consecutive dividend
payments totaling $25 million.

As of June 30, 2010, Treasury had informed SIGTARP that it was actively work-
ing to develop a plan to exercise Treasury’s right to appoint new directors. Table
2.16 lists CPP participants missing one or more dividend payments as of June 30,
2010. For a complete list of CPP recipients and institutions making dividend or
interest payments, see Appendix D: “Transaction Detail.”

TABLE 2.16
CPP-RELATED MISSED DIVIDEND PAYMENTS, AS OF 6,/30/2010

Number of Value of

Missed Value of Missed Dividends

Dividend Dividends Outstanding

Institution Dividend Type Payments ($ Thousands) ($ Thousands)
Saigon National Bank Non-Cumulative 6 $117.7 $117.7
Anchor BanCorp Wisconsin, Inc. Cumulative 5 7,104.2 7,104.2
Blue Valley Ban Corp. Cumulative 5 1,359.4 1,359.4
Commonwealth Business Bank Non-Cumulative 5 524.6 524.6
Lone Star Bank Non-Cumulative 5 2135 2135
OneUnited Bank Non-Cumulative 5 753.9 753.9
Pacific Capital Bancorp Cumulative 5 11,289.6 11,289.6
Seacoast Banking Corporation of Florida/Seacoast National Bank Cumulative 5 3,125.0 3,125.0
United American Bank Non-Cumulative 5 586.1 586.1
Central Pacific Financial Corp. Cumulative 4 6,750.0 6,750.0
Centrue Financial Corporation Cumulative 4 1,633.4 1,633.4
Citizens Bancorp Cumulative 4 566.8 566.8
Citizens Bank & Trust Company Non-Cumulative 4 130.8 130.8

Continued on next page.
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CPP-RELATED MISSED DIVIDEND PAYMENTS, AS OF 6,/30/2010 (conTinuED)

Number of Value of

Missed Value of Missed Dividends

Dividend Dividends Outstanding

Institution Dividend Type Payments ($ Thousands) ($ Thousands)
Community Bank of the Bay Non-Cumulative 4 $§72.5 §72.5
Dickinson Financial Corporation Il Cumulative 4 7,959.9 7,959.9
First BanCorp Cumulative 4 20,000.0 20,000.0
First Banks, Inc. Cumulative 4 16,099.3 16,099.3
Georgia Primary Bank Non-Cumulative 4 254.8 254.8
Grand Mountain Bancshares, Inc. Cumulative 4 161.1 161.1
Idaho Bancorp Cumulative 4 376.1 376.1
One Georgia Bank Non-Cumulative 4 305.6 305.6
Pacific City Financial Corporation/Pacific City Bank Cumulative 4 882.9 882.9
Pacific International Bancorp Inc. Cumulative 4 325.0 325.0
Patterson Bancshares, Inc. Cumulative 4 201.2 201.2
Peninsula Bank Holding Co. Cumulative 4 312.5 312.5
Premier Service Bank Non-Cumulative 4 15.0 215.0
Royal Bancshares of Pennsylvania, Inc. Cumulative 4 1,520.4 1,520.4
Sterling Financial Corporation/Sterling Savings Bank Cumulative 4 15,150.0 15,150.0
Cascade Financial Corporation Cumulative 3 1,461.4 1,461.4
Citizens Commerce Bancshares, Inc. Cumulative 3 257.5 257.5
Community First, Inc. Non-Cumulative 3 80.7 80.7
FC Holdings, Inc. Cumulative 3 860.1 860.1
Hampton Roads Bankshares, Inc. Cumulative 3 3,013.0 3,013.0
Heritage Commerce Corp Cumulative 3 1,500.0 1,500.0
Integra Bank Corporation Cumulative 3 3,1345 3,134.5
Maryland Financial Bank Non-Cumulative 3 69.5 69.5
Northern States Financial Corporation Cumulative 3 645.4 645.4
Omega Capital Corp. Cumulative 3 115.1 115.1
0SB Financial Services, Inc. Cumulative 3 383.8 383.8
Pathway Bancorp Cumulative 3 152.3 152.3
Pierce County Bancorp Cumulative 3 278.0 278.0
Premierwest Bancorp Cumulative 3 1,5652.5 1,5652.5
Ridgestone Financial Services, Inc. Cumulative 3 4455 4455
Rising Sun Bancorp Cumulative 3 244.5 244.5
Rogers Bancshares, Inc. Cumulative 3 1,021.9 1,021.9
Syringa Bancorp Cumulative 3 327.0 327.0
The Connecticut Bank and Trust Company Non-Cumulative 3 178.6 178.6
The Freeport State Bank Non-Cumulative 3 12.3 12.3
TIB Financial Corp Cumulative 3 1,387.5 1,387.5
First Federal Bancshares of Arkansas, Inc. Cumulative 2 412.5 412.5

Continued on next page.
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CPP-RELATED MISSED DIVIDEND PAYMENTS, AS OF 6,/30/2010 (coNTINUED)

Number of Value of

Missed Value of Missed Dividends

Dividend Dividends Outstanding

Institution Dividend Type Payments ($ Thousands) ($ Thousands)
Alliance Financial Corporation Cumulative 2 $503.4 $503.4
BNCCORP, Inc. Cumulative 2 547.6 547.6
Cecil Bancorp, Inc. Cumulative 2 289.0 289.0
Central Virginia Bankshares, Inc. Cumulative 2 284.6 284.6
Citizens Bancshares Inc. Cumulative 2 681.0 681.0
Citizens Republic Bancorp, Inc. Cumulative 2 7,500.0 7,500.0
City National Bancshares Corporation Cumulative 2 236.0 236.0
Congaree Bancshares, Inc. Cumulative 2 134.3 89.5
Duke Financial Group, Inc. (Peoples Bank of Commerce) Cumulative 2 503.4 503.4
Fidelity Federal Bancorp Cumulative 2 177.4 177.4
First Security Group, Inc. Cumulative 2 825.0 825.0
First Sound Bank Non-Cumulative 2 185.0 185.0
First Southwest Bancorporation, Inc. Cumulative 2 149.9 149.9
FPB Bancorp, Inc. Cumulative 2 145.0 145.0
Fresno First Bank Non-Cumulative 2 334 334
Heartland Bancshares, Inc. Cumulative 2 186.2 186.2
Intermountain Community Bancorp/Panhandle State Bank Cumulative 2 675.0 675.0
Intervest Bancshares Corporation Cumulative 2 625.0 625.0
Investors Financial Corporation of Pettis County, Inc. (Excel Bank) Cumulative 2 167.8 167.8
Monarch Community Bancorp, Inc. Cumulative 2 169.6 169.6
Presidio Bank Non-Cumulative 2 276.7 276.7
Security State Bank Holding Company (Bank Forward) Cumulative 2 451.0 451.0
Sonoma Valley Bancorp Cumulative 2 235.8 235.8
South Financial Group, Inc./Carolina First Bank Cumulative 2 8,675.0 8,675.0
Tennessee Valley Financial Holdings, Inc. Cumulative 2 81.8 81.8
The Bank of Currituck Non-Cumulative 2 109.6 109.6
U.S. Century Bank Non-Cumulative 2 1,368.9 1,368.9
Bankers' Bank of the West Bancorp, Inc. Cumulative 1 172.2 172.2
Bridgeview Bancorp, Inc. Cumulative 1 517.8 17.8
Exchange Bank Non-Cumulative 1 585.9 585.9
First Community Bancshares, Inc. Cumulative 1 201.7 201.7
First Trust Corporation Cumulative 1 376.9 76.9
FNB United Corp. Cumulative 1 643.8 643.8
Gold Canyon Bank Non-Cumulative 1 21.2 21.2
Goldwater Bank, N.A. Non-Cumulative 1 104.9 35.0
Gregg Bancshares, Inc. Cumulative 1 11.2 11.2
Heritage Oaks Bancorp Cumulative 1 262.5 262.5

Continued on next page.
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CPP-RELATED MISSED DIVIDEND PAYMENTS, AS OF 6,/30/2010 (conTinuED)

Number of Value of

Missed Value of Missed Dividends

Dividend Dividends Outstanding

Institution Dividend Type Payments ($ Thousands) ($ Thousands)
Independent Bank Corporation Cumulative 1 $2,099.8 $299.8
Madison Financial Corporation Cumulative 1 459 459
MetroCorp Bancshares, Inc. Cumulative 1 562.5 562.5
Midtown Bank & Trust Company Non-Cumulative 1 142.3 71.1
Millennium Bancorp, Inc. Cumulative 1 197.8 98.9
Northwest Bancorporation, Inc. Cumulative 1 143.1 143.1
Pacific Commerce Bank Non-Cumulative 1 87.3 32.0
Patapsco Bancorp, Inc. Cumulative 1 81.8 81.8
Plumas Bancorp Cumulative 1 1494 1494
Popular, Inc. Cumulative 1 11,687.5 11,687.5
Prairie Star Bancshares, Inc. Cumulative 1 38.2 38.2
Premier Bank Holding Company Cumulative 1 129.4 129.4
Santa Clara Valley Bank, N.A. Non-Cumulative 1 39.5 39.5
Stonebridge Financial Corp. Cumulative 1 149.5 149.5
TCB Holding Company Cumulative 1 159.8 159.8
Timberland Bancorp, Inc. Cumulative 1 208.0 208.0
Treaty Oak Bancorp, Inc. Cumulative 1 44.5 44.5
Valley Financial Corporation Cumulative 1 200.2 200.2
Total $159,806.9 $157,666.8

Notes: Numbers affected by rounding. Approximately $6.3 million of the $157.7 million in outstanding CPP dividend payments is non-cumulative and Treasury has no legal right to missed dividends that are

non-cumulative.

Source: Treasury, response to SIGTARP data call, 6/30/2010.
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For more information on CPP warrant
disposition, see SIGTARP's January
2010 Quarterly Report, page 58.

Warrant Disposition

As required by EESA, Treasury receives warrants when it invests in troubled assets,
with an exception for certain small institutions. Warrants give Treasury the right,
but not the obligation, to purchase a certain number of shares of common stock in
a company at a predetermined price. Because warrants rise in value as the com-
pany’s share price rises, they permit Treasury (and the taxpayer) to benefit from a

197 For publicly traded institutions, the warrants received by

firm’s potential recovery.
Treasury under CPP allowed Treasury to purchase shares of common stock, in an
amount equal to 15% of the value of the investment, at a fair market value deter-
mined by market price, financial models, and third-party valuations. CPP warrants
in public institutions expire 10 years from the date of the CPP investment. For
private institutions, the warrants gave Treasury additional preferred stock or debt in
an amount equal to 5% of the TARP investment, effectively giving Treasury more
preferred shares or debt securities than it purchased.! Warrants in private compa-
nies were exercised immediately.'” As of June 30, 2010, Treasury had not exercised

warrants for any publicly traded institution’s stock.!!

Repurchase of Warrants by Financial Institutions

Upon repaying its CPP investment, a CPP recipient may buy back its warrants.
As of June 30, 2010, 37 publicly traded institutions had bought back $2.9 billion
worth of warrants. By that same date, 11 private institutions whose warrants had
been immediately exercised, resulting in additional preferred shares, had bought
back those shares for a total of $3.8 million.!"! Table 2.17 lists publicly traded
institutions that have paid back TARP and repurchased warrants. Table 2.18 lists
private institutions that had done so as of June 30, 2010.''2
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TABLE 2.17

CPP WARRANT REPURCHASES (PUBLIC), AS OF 6/30/2010

ggf:rchase Institution NuWn;?gn(t): R;\::l:(l;;l‘;:;
Repurchased ($ Thousands)
7/22/2009 The Goldman Sachs Group, Inc. 12,205,045 $1,100,000.0
8/12/2009 Morgan Stanley 65,245,759 950,000.0
7/29/2009 American Express Company 24,264,129 340,000.0
7/15/2009 U.S. Bancorp 32,679,102 139,000.0
8/5/2009 BNYM 14,516,129 136,000.0
8/26/2009 Northern Trust Corporation 3,824,624 87,000.0
7/22/2009 BB&T Corp. 13,902,573 67,010.4
7/8/2009 State Street Corporation? 2,788,104 60,000.0
4/7/2010 City National Corporation 1,128,668 18,500.0
12/30/2009 Trustmark Corporation 1,647,931 10,000.0
6/16/2010 SVB Financial Group 354,058 6,820.0
5/27/2009 FirstMerit Corporation 952,260 5,025.0
3/31/2010 Umpqua Holdings Corp. 1,110,898 4,500.0
6/24,/2009 First Niagara Financial Group 953,096 2,700.0
11/24/2009 Bank of the Ozarks, Inc. 379,811 2,650.0
5/27/2009 Independent Bank Corp. 481,664 2,200.0
5/27/2009 Sun Bancorp, Inc. 1,620,545 2,100.0
4/7/2010 First Litchfield Financial Corporation 199,203 1,488.0
9/30/2009 Bancorp Rhode Island, Inc. 303,083 1,400.0
6/24,/2009 SCBT Financial Corporation 192,967 1,400.0
10/28/2009 CVB Financial Corp. 834,761 1,307.0
5/20/2009 Iberiabank Corporation 813,008 1,200.0
5/8/2009 Old National Bancorp 138,490 1,200.0
6/24,/2009 Berkshire Hills Bancorp, Inc. 226,330 1,040.0
12/23/2009 WesBanco, Inc. 439,282 950.0
6/17/2009 Alliance Financial Corporation 173,069 900.0
12/30/2009 Flushing Financial Corporation 375,806 900.0
6,/30/2009 HF Financial Corp., Sioux Falls 302,419 650.0
12/16/2009 Wainwright Bank & Trust Company 390,071 568.7
12/16/2009 LLSB Corporation 209,497 560.0
12/23/2009 4oy Bankshares Corporation 211,318 4500
2/3/2010 OceanFirst Financial Corp. 190,427 430.8
6/24/2009 Somerset Hills Bancorp 163,065 275.0
2/10/2010 Monarch Financial Holdings, Inc. 132,353 260.0
9/2/2009 Old Line Bancshares, Inc. 141,892 225.0
10/28/2009 Centerstate Banks of Florida Inc. 125,413 212.0
10/14/2009 Manhattan Bancorp 29,480 63.4
Total 183,646,330 $2,948,985.3
Notes: Numbers affected by rounding. This table represents warrants for common stock issued to Treasury by publicly traded TARP
reci_pie_nts. Treasury may hold one warrant for millions of underlying shares, rather than millions of warrants of an individual financial
Lngggéu%r;eet Corporation reduced its original amount of warrants issued through a qualified equity offering.
Source: Treasury, Transactions Report, 6/30/2010; Treasury, response to SIGTARP data call, 7/10/2010.
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TABLE 2.18
CPP REPURCHASES OF PREFERRED SHARES RESULTING FROM IMMEDIATE
EXERCISE OF WARRANTS (PRIVATE), AS OF 6/30/2010
Number of Amount of
Repurchase Warrants Repurchase
Date Institution Repurchased ($ Thousands)
4/15/2009 Centra Financial Holdings, Inc. 750,000 $750.0
5/27/2009 First Manitowoc Bancorp, Inc. 600,000 600.0
6/16/2010 First Southern Bancorp, Inc. 545,000 545.0
12/23/2009 Midland States Bancorp, Inc. 509,000 509.0
11/18/2009 1st United Bancorp, Inc. 500,000 500.0
4/22/2009 First ULB Corp. 245,000 245.0
4/21/2010 Hilltop Community Bancorp, Inc. 200,000 200.0
Dutch Auction: For a Treasury warrant 5/19/2010 Texas National Bancorporation 199,000 199.0
auction (which has multiple bidders 6/16/2010 FPB Financial Corp. 162,000 162.0
bidding for different quantities of the 4/14/2010 First State Bank of Mobeetie 37,000 37.0
asset), the accepted price is set at the 11/10/2009  Midwest Regional Bancorp, Inc. 35,000 35.0
lowest bid of the group of high bidders, Total 3,782,000 $3,782.0
whose collective bids fulfill the amount Notes: Numbers affected by rounding. This table represents the preferred shares held by Treasury as a result of the exercise of warrants
offered by Treasury. As an example, 3 o wrtant for millons ofuncering hares, athr han millons ofwrrants ofan nchickal ancie nestton, oo O
investors place bids to own a pOftiOﬂ Source: Treasury, Transactions Report, 6/30/2010.
of 100 shares offered by the issuer:
Bidder A wants 50 shares at $S4/share
Bidder B wants 50 shares at $3/share
Bidder C wants 50 shares at $2/share
Treasury Warrant Auctions
The seller selects Bidders A and B as When a CPP recipient declines to repurchase its warrants directly from Treasury
the 2 highest bidders, and their col- or cannot reach agreement on their price, Treasury holds a modified Dutch auction
lective bids consume the 100 shares to sell the warrants publicly. On the announced auction date potential investors
offered. The winning price is $3, which (which may include the CPP recipient) submit bids to the auction agent (Deutsche
is what both bidders pay per share. Bank) at specified increments above a minimum price set by Treasury.!'* Once
Bidder C's bid is not filled. Deutsche Bank receives all bids, it determines the final price and distributes the
warrants to the winning bidders.
Auction Agent: Firms (such as an
investment banks) that buys a series
of securities from one institution for
resale — also called an “underwriters.”
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Since April 1, 2010, Treasury has held warrant auctions for First Financial

Bancorp, Wells Fargo and Company, Comerica Inc., Valley National Bancorp,

Sterling Bancshares Inc., and The PNC Financial Services Group, Inc. (Each

institution had opted not to buy back its warrants directly after repaying TARP.) As

of June 30, 2010, Treasury had held 14 public auctions, raising approximately

$1.4 billion. Final closing information for all auctions is shown in Table 2.19.

TABLE 2.19

TREASURY AUCTIONS, AS OF 6/30/2010

# of Proceeds to

Date of Warrants Minimum  Selling Treasury

Auction Offered Bid Price Price ($ Millions)

Sterling Bancshares Inc. 6/9/2010 2,615,557 $0.85 $1.15 S3
First Financial Bancorp 6/2/2010 465,117 4.00 6.70 3.1
Wells Fargo and Company 5/20/2010 110,261,688 6.50 7.70 849
Valley National Bancorp 5/18/2010 2,532,542 1.70 2.20 5.6
Comerica Inc. 5/6/2010 11,479,592 15.00 16.00 183.7
the PG Financial Senvices ——4/59/2010 16,885,192 1500  19.20 324.2

roup, Inc.

Texas Capital Bancshares, Inc.  3/11/2010 758,086 $6.50 $6.50 6.7
Signature Bank 3/10/2010 595,829 16.00 19.00 11.3
Washington Federal, Inc. 3/9/2010 1,707,456 5.00 5.00 15.6
Bank of America A Auction (TIP) 3/3/2010 150,375,940 7.00 8.35 1,255.6
Bank of America B Auction (CPP) 3/3/2010 121,792,790 1.50 2.55 310.6
TCF Financial 12/15/2009 3,199,988 1.50 3.00 9.6
JPMorgan Chase 12/10/2009 88,401,697 8.00 10.75 950.3
Capital One 12/3/2009 12,657,960 7.50 11.75 148.7

Note: Numbers affected by rounding.

Sources: The PNC Financial Services Group, Inc., “Final Prospectus Supplement,” 4/29/2010, http://www.sec.gov/Archives/edgar/
data/713676,/000119312510101032/d424b5.htm, accessed 6/30/2010; Valley National Bancorp, “Final Prospectus Supplement,”
5/18/2010, http://www.sec.gov/Archives/edgar/data/714310/000119312510123896/d424b5.htm, accessed 6/30/2010; Comeri-
ca Incorporated, “Final Prospectus Supplement,” 5/6/2010, http://www.sec.gov/Archives/edgar/data/28412/000119312510112107/
d424b5.htm, accessed 6/30/2010; Wells Fargo and Company, “Definitive Prospectus Supplement,” 5/20/2010, http://www.sec.
gov/Archives/edgar/data/72971,/000119312510126208/d424b5.htm, accessed 6/30/2010; First Financial Bancorp, “Pro-

spectus Supplement,” 6/2/2010, http://www.sec.gov/Archives/edgar/data/708955,/000114420410031630/v187278_424b5.

htm, accessed 6/30/2010; Sterling Bancshares, Inc., “Prospectus Supplement,” 6/9/2010, http://www.sec.gov/Archives/edgar/
data/891098/000119312510137258/d424b5.htm, accessed 6/30/2010 Signature Bank, “Prospectus Supplement,” 3/10/2010,
http://files.shareholder.com/downloads/SBNY/865263367x0x358381/E87182B5-A552-43DD-9499-8B56F 79AEFDO/8-K__Reg_FD_Of-
fering_Circular.pdf, accessed 3/11/2010; Texas Capital Bancshares, Inc., “Prospectus Supplement,” 3/11/2010, www.sec.gov/
Archives/edgar/data/1077428/000095012310023800/d71405ae424b5.htm, accessed 3/12/2010; Bank of America, “Form 8-K,”
3/3/2010, www.sec.gov/Archives/edgar/data/70858/000119312510051260/d8k.htm, accessed 3/4/2010; Bank of America,
“Prospectus Supplement,” 3/1/2010, www.sec.gov/Archives/edgar/data/70858/000119312510044940/d424b7.htm, accessed
3/4/2010; Bank of America, “Prospectus Supplement,” 3/1/2010, www.sec.gov/Archives/edgar/data/70858/000119312510044945/
d424b7.htm, accessed 3/4/2010; Washington Federal, Inc., “Prospectus Supplement,” 3/9/2010, www.sec.gov/Archives/edgar/
data/936528/000119312510052062/d424b5.htm, accessed 3/10/2010; TCF Financial, “Prospectus Supplement,” 12/16,/2009,
www.sec.gov/Archives/edgar/data/814184,/000104746909010786,/a2195869z424b5.htm, accessed 12/29/2009; JPMorgan
Chase, “Prospectus Supplement,” 12/11,/2009, www.sec.gov/Archives/edgar/data/19617,/000119312509251466/d424b5.

htm, accessed 12/29/2009; Capital One Financial, “Prospectus Supplement,” 12/3/2009, www.sec.gov/Archives/edgar/
data/927628/000119312509247252/d424b5.htm, accessed 12/4/2009; Treasury, Transactions Report, 6/30/2010, http://financial-
stability.gov/docs/transaction-reports/4-2-10%20Transactions%20Report%20as%200f%203-31-10.pdf, accessed 6,/30/2010.

For more information on Treasury
warrant auctions, see SIGTARP's
audit “Treasury’s Process to Value and
Repurchase Warrants Issued Under the
Capital Purchase Program” at
www.SIGTARP.gov.

For more information on CPP warrant
auctions, see SIGTARP's January 2010
Quarterly Report, page 60.
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Undercapitalized: Condition in which a
financial institution does not meet its
regulator’s requirements for sufficient
capital to operate under a defined level
of adverse conditions.

For more information on CPP recipient
restructurings approved by Treasury, see
SIGTARP’s October 2009 Quarterly
Report regarding Banco Popular, page
61, and SIGTARP's July 2009 Quarterly
Report regarding Citigroup, page 66.

CPP Restructurings and Recapitalizations
If a CPP bank is undercapitalized and in danger of becoming insolvent, it may pro-
pose to Treasury a restructuring (or recapitalization) plan to avoid failure (or to at-
tract private capital) and to “attempt to preserve value” for Treasury’s investment.''*
To preserve value, Treasury may make concessions such as downgrading creditor
standing, either forgiving or capitalizing unpaid dividends, reducing interest rates,
or accepting less than face value for its securities. Although Treasury often com-
pletes these transactions at discount to par value, which may result in a loss, it has
explained to SIGTARP that it is seeking to avoid a total loss, which would occur if
the bank fails."”® Under this process, the bank asks Treasury for a formal review of
its proposal. The proposal will discuss the bank’s recapitalization plan at length and
may estimate how much capital the bank plans to raise from private investors. The
proposal may also involve the proposed discount on Treasury’s shares.!'® According
to Treasury, when it receives such a request from a TARP recipient, it asks one of
its external asset managers to analyze the proposal and perform due diligence on
the bank."'” The external asset manager interviews bank managers, gathers non-
public information, and conducts loan-loss estimates and capital structure analysis.
The manager submits its evaluation to Treasury, which in turn decides whether to
restructure its CPP investment.''®

Table 2.20 shows all CPP restructurings and recapitalizations that had taken
place as of June 30, 2010.
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TABLE 2.20

TREASURY RESTRUCTURINGS, AS OF 6/30,/2010 ($ MILLIONS)

Pre-Exchange Investment Exchange
Amount (Loss)/
Received Security Gain on
Institution Date Amount Security Type Date by Treasury Type Haircut  Exchange®
Citigroup Inc. 10/28/2008 $25,000.0 Preferred Stock 2/27/2009  $25,000.0 Common Stock 0% S0
First Merchants 6/30/2010 $46.4 Preferred Stock  3/23/2010 S46.4 Just Freferred 0% 50
Mandatorily Convertible
Preferred Stock ($2.4
12/12/2008 $72.0 Preferred Stock 4/16/2010 $74.4 million in accrued and 0% N}
Independent Bank unpaid dividends)
Corporation® -
Mandatorily
4/16/2010 $74.4 Convertible Pending® $54.0 Common Stock 27% (520.4)
Preferred Stock
Mandatorily Convertible
Preferred Stock ($4.6
. 12/5/2008 $84.8 Preferred Stock 3/8/2010 $89.4 million for accrued and 0% S0
Midwest Banc unpaid dividends)
Holdings, Inc.c -
Mandatorily
3/8/2010 $89.4 Convertible 5/14/2010 — N/A 100% (589.4)
Preferred Stock
Trust Preferred
Popular, Inc. 12/5/2008 $935.0 Preferred Stock 8/24,/2009 $948.0 Securities 0% $13.0
($13.0 Exchange Fee)
South Financial Group, Preferred Stock & .
Inc./Toronto Dominion® 12/5/2008 $347.0 Warrants Pending® $130.6 Cash 62% ($216.4)
Mandatorily Convertible
o . 12/5/2008 $303.0 Preferred Stock 4/29/2010 $303.0 Preferred Stock 0% S0
Sterling Financial -
Corporation® Mandatorily
4/29/2010 $303.0 Convertible Pending® $75.8 Common Stock 75% ($227.3)
Preferred Stock
. Series A Preferred Trust Preferred o
Superior Bancorp, Inc. 12/5/2008 $69.0 Stock 12/11/2009 $69.0 Securities 0% S0

Notes: Numbers affected by rounding.
aTreasury completes these transactions at discount to par value. Any loss or gain would typically not be realized until the sale of the securities.
® Loss will be realized when transaction closes.
¢ The FDIC ordered the closure of Midwest's wholly owned subsidiary on 5/14/2010. As a result, all of Treasury’s investment was lost in the transaction.

Source: Treasury, Transactions Report, 6/30/2010.
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For more information on Citigroup's
December 22, 2009, equity offering,
see SIGTARP's January 2010 Quarterly
Report, page 73.

Recent Exchanges
Toronto-Dominion Bank Merger with South Financial Group
On December 5, 2008, Treasury invested $347 million in South Financial Group
Inc. (“South Financial”) through CPP. On May 17, 2010, Toronto-Dominion Bank
(“TD”) entered into a definitive agreement with South Financial under which TD
would acquire all of South Financial’s business and obligations. The agreement was
unanimously approved by both companies’ boards. Under the agreement, South
Financial shareholders were given the choice of accepting, per share, either $0.28
or 0.004% of a TD common share — valuing South Financial at approximately
$61 million."" At the time of the merger, South Financial was under a consent
order from the South Carolina State Board of Financial Institutions and the FDIC
that required South Financial improve its capital position by early September
2010.'°

In addition, TD agreed to pay Treasury approximately $130.6 million as consid-
eration for the $347.0 million of South Financial preferred stock and warrants that
Treasury held as a result of its CPP investment in South Financial and the unpaid
dividends associated with Treasury’s investment. Upon closing, this exchange likely

will result in a loss to taxpayers of approximately $216.4 million.'?!

Updates on Previously Announced Exchanges

Citigroup Common Stock Sale

On October 28, 2008, Treasury received $25 billion in Citigroup Inc. (“Citigroup”)
preferred shares in return for investing in Citigroup under CPP.!?? On February 27,
2009, Treasury agreed, at the request of Citigroup, to an exchange with Citigroup
in which Treasury converted the $25.0 billion in preferred stock shares it had
received under CPP for 7.7 billion shares of Citigroup common stock, which were
exchanged for the equivalent of $3.25 per share.'”® On March 29, 2010, Treasury
announced that it would sell the Citigroup common stock it held as a result of its
CPP investment.'**

The March 29, 2010, Treasury announcement followed the March 16, 2010,
end of the 90-day lockout period to which Treasury had agreed in order to facili-
tate Citigroup’s December 22, 2009, equity offering. In exchange for the 90-day
“lockup period” Citigroup had agreed to pay all costs associated with the sale of any
securities issued to Treasury by Citigroup or any of its subsidiaries in connection
with TARP. Treasury hired Morgan Stanley as its capital markets advisor in con-
nection with its disposition of its Citigroup common stock. On March 29, 2010,
Treasury stated that, under a prearranged written trading plan, it would sell its
Citigroup common shares in an “orderly and measured” fashion over the course of
2010, subject to market conditions.!?®

In accordance with that plan, on May 26, 2010, Treasury completed its month-
long sale of 1.5 billion shares of Citigroup common stock.'?® As a result, Treasury
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received approximately $6.2 billion in proceeds (at an average price of $4.12 per
share) and reduced its percentage ownership of Citigroup common stock from ap-
proximately 27% to 21%. Additionally, Treasury entered into a second prearranged
trading plan with Morgan Stanley to sell up to 1.5 billion of Treasury’s remaining
6.2 billion shares of Citigroup common stock.'?’

On July 1, 2010, Treasury announced that, over the preceding month, it had
sold another approximately 1.1 billion shares, at an average price of approximately
$3.90 per share, resulting in $4.3 billion in proceeds. To date Treasury has sold a
total of 2.6 billion shares for a total of approximately $10.5 billion, leaving it with
approximately 5.1 billion shares.'?® As of June 30, 2010, Treasury owned approxi-

mately 18% of Citigroup’s outstanding common shares.'*

Midwest Banc Holdings Exchange
On December 5, 2008, Treasury invested $84.8 million in Midwest Banc Holdings
under CPP in return for preferred shares and warrants.'* On October 15, 2009,
Midwest Banc Holdings, Inc. (“Midwest”) sent a letter requesting that Treasury
convert its $84.8 million in preferred shares to 29.0 million shares of common
stock as part of a capital plan approved by Midwest’s primary regulator, the Federal
Reserve Board.'*' On March 8, 2010, Treasury exchanged its $84.8 million of
Midwest preferred stock for $89.5 million of Midwest mandatorily convertible
preferred shares (“MCP”), which was equal to Treasury’s $84.8 million of Midwest
preferred stock, plus $4.6 million of capitalized accrued and unpaid dividends.'*
Because of the poor condition of Midwest’s subsidiary bank, the Federal
Reserve issued a prompt corrective action order against the bank.'** Midwest was
unable to recapitalize its subsidiary bank in accordance with the order’s terms, and
the bank was officially closed on May 14, 2010. To protect depositors, the FDIC
entered into a purchase agreement with Firstmerit Bank under which Firstmerit
Bank assumed all of Midwest’s deposits.'** All of Treasury’s $84.8 million invest-

ment was lost in the transaction.'?

Sterling Financial Corporation
On December 5, 2008, Treasury invested $303 million in Sterling Financial
Corporation under CPP in return for preferred stock and warrants.'** On
March 16, 2010, Treasury tentatively agreed to exchange its entire CPP investment
in Sterling Financial Corporation (“Sterling”) for MCP. The MCP will have a 5%
annual dividend rate from the issue date until December 5, 2013, after which the
rate becomes 9%. Sterling will be able to convert the MCP to common stock at
any time.'¥’

On April 29, 2010, Sterling announced it had reached a definitive exchange
agreement with Treasury. Under the agreement’s terms, once Sterling raises
$720 million in private capital, it will be able to convert the $303 million MCP to

Mandatorily Convertible Preferred
Shares (“MCP"): Preferred share that
can be converted to common stock
at the issuer’s discretion if specific
criteria are met by a certain date.

Prompt Corrective Action Order:
Federal law requires that Federal bank
regulators take necessary actions to
resolve the problems of insured deposi-
tory institutions at the least possible
long-term loss to the Deposit Insurance
Fund.
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common stock at any time for a discounted purchase price of approximately
$75.8 million.'?®

On May 25, 2010, Sterling announced it had reached definitive investment
agreements with Thomas H. Lee Partners L.P. (“THL”) and Warbug Pincus
Investments (“Warbug Pincus”). Under the agreements, THL and Warbug Pincus
will each invest $139 million in Sterling in return for Sterling common stock,
Series B convertible participating voting preferred stock, and warrants for a com-
bined total investment of approximately $278 million. Both investments are contin-
gent on Sterling’s ability to raise enough additional funds to meet the $720 million

regulatory capital requirement and convert Treasury’s preferred stock to MCP.!**

Use of Funds

In December 2009, Treasury finally adopted SIGTARP’s longstanding recommen-
dation that it collect and report data concerning TARP recipients’ use of TARP
funds. Specifically, Treasury agreed to obtain and report publicly qualitative data
from each TARP recipient on its use of TARP funds, backed by data from the in-
stitutions’ regulators and Treasury’s own analysis. In March 2010, Treasury sent its
use of funds survey to TARP recipients with responses due before April 19, 2010.
As of June 30, 2010, Treasury had not yet released the findings of the surveys.
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Small-Business Lending Initiatives

Treasury has taken steps to initiate two new programs that it describes as small-
business lending initiatives. Both are similar to TARP’s CPP in that they involve
Treasury purchases of preferred shares or subordinated debt in certain QFIs. The
first, the Community Development Capital Initiative (“CDCI”), will use TARP
money. Under legislation currently pending in the U.S. Congress, the other
initiative, the Small Business Lending Fund (“SBLF”), would operate outside of
TARP.'* Although it was initially announced that funding for SBLF would be
provided through the rescission of $30 billion from TARP, pending legislation has
no such requirement. The SBLF program, however, would likely involve a large

number of existing TARP recipients.'*!

Community Development Capital Initiative (“CDCI")

The Obama Administration announced a program on October 21, 2009, that it
described as a way to help small businesses obtain credit at better interest rates.'*?
Under the program, later named CDCI, TARP will make capital investments in
the preferred stock or subordinated debt of eligible banks, bank holding compa-
nies, thrifts, and credit unions certified as Community Development Financial
Institutions (“CDFIs”). In general, these organizations provide financial services to
under-served communities.'* The “CDFI” designation is a certification granted by
Treasury’s CDFI Fund.'**

CDCI is open to certified, qualifying CDFIs or financial institutions that ap-
plied for CDFI status by April 30, 2010. The original CDCI deadline was extended
from April 2 to April 30."*> CDFlIs participating in CPP and in good standing may
exchange CPP investments for CDCI investments.'* Each institution’s Federal

regulator must review and approve its application.'*’

Terms for Senior Securities and Dividends
An eligible bank, bank holding company; or thrift may apply to receive capital up to
5% of its risk-weighted assets. Credit unions are member-owned, non-profit entities
that have a different capital structure than banks, which are shareholder-owned,
for-profit entities.'* A credit union may apply for Government funding totaling up
to 3.5% of its total assets—roughly equivalent to the 5% of risk-weighted assets ap-
plicable to banks. Participating credit unions issue to Treasury subordinated debt in
lieu of the preferred stock that would be issued by banks, bank holding companies,
thrifts, and savings and loan holding companies.'* For all CDFlIs, the investments
will have an initial dividend rate of 2%, which will increase to 9% after eight years.'>
A CDFI currently participating in CPP can request to convert those shares into
CDCI shares, thereby reducing the dividend percentage it pays the Government
from 5% to 2%.'>' By the application deadline, Treasury received applications for
CDFI investments from 37 banks and thrifts and 56 credit unions; 36 of 37 bank

Community Development Financial
Institutions (“CDFIs”): Financial institu-
tions eligible for Treasury funding to
serve the CDCI's targeted demographic
under the CDFI Fund. CDFls were cre-
ated in 1994 by the Riegle Community
Development and Regulatory Improve-
ment Act.

Under-Served Communities: Either
geographic areas or demographic
groups that Treasury’s CDFI Fund divi-
sion determines lack adequate access
to financial services.

Total Risk-Weighted Assets: Financial
institution’s total assets after making
adjustments based on each individual
asset’s risk factor.
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applications came from CPP recipients seeking to convert those investments into
CDCI."?

Treasury will invest up to $780.2 million in CDCI.'** No institutions had been
funded under the program as of June 30, 2010."*

According to Treasury, CDFIs are not required to issue warrants because of the
de minimis exception in EESA granting Treasury the authority to waive the warrant
requirement for qualifying institutions in which Treasury invested $100 million or
less.'>

If, during the application process, a CDFT’s primary regulator deems it under-
capitalized, Treasury may match private investments on a dollar-for-dollar basis, up
to 5% of the financial institution’s risk-weighted assets, but only if the combined
investment is enough for regulators to deem the institution healthy and viable.!>

In such case the private capital must bear any losses before Treasury’s investment
does."”

Small Business Lending Fund (“SBLF”)

SBLF as proposed is intended to allow Treasury “to make capital investments in
eligible institutions in order to increase the availability of credit for small busi-
nesses.”!>® The proposal passed the House of Representatives on June 17, 2010, as
the Small Business Lending Fund Act of 2010." In the Senate, the bill was renamed
the Small Business Jobs and Credit Act of 2010, in which SBLF is now one of several
provisions.'® As of the drafting of this report, the bill was still pending in Congress.'®!

SBLF includes an incentive for participating institutions, all of which must have
$10 billion or less in total assets, to boost small-business lending.!®* An eligible
financial institution could receive a capital investment totaling up to 3% or 5% of
its risk-weighted assets, depending on its size.'*® The dividend or interest rate on
the investment would initially be 5% per annum but would be reduced by 1% for
every 2.5% increase in small business lending (compared to the lender’s previous
levels) during the next two years, subject to a minimum rate of 1%.'** If the interest
rate declined under this incentive during the two-year adjustment period, the final
interest rate would hold until the end of the four-and-one-half year period that
would begin on the date of Treasury’s investment.'® If at the end of the two-year
adjustment period, however, an institution’s small-business lending is the same or
less relative to its previous levels, the dividend or interest rate would rise to 7%.'%
Four-and-one-half years after Treasury’s investment, the rate for all participants
would rise to 9%.'¢”

Although the program would operate outside of TARP, certain TARP recipients
likely could convert their investments into the program, thus benefiting from a low-
er interest rate.'®® The legislation provides that the Treasury secretary shall “issue
regulations and other guidance to permit eligible institutions to refinance securities
issued to Treasury under the CDCI and the CPP for securities to be issued under
the Program.”'%® Additionally, they would no longer have to comply with EESA’s

restrictions, such as those on executive compensation and dividends.'”
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Systemically Significant Failing Institutions Program/AIG
Investment Program

According to the Treasury Department (“Treasury”), the Systemically Significant
Failing Institutions (“SSFI”) program was established to “provide stability and pre-
vent disruptions to financial markets from the failure of institutions that are critical
to the functioning of the nation’s financial system.”'”! Through SSFI, Treasury al-
located $69.8 billion to American International Group, Inc. (“AIG”), the program’s

sole participant.'”

Status of SSFI Funds

On November 25, 2008, Treasury made an initial $40 billion investment in AIG. In
return, Treasury received AIG Series D cumulative preferred stock and warrants to
purchase AIG common stock. On April 17, 2009, AIG and Treasury signed a secu-
rities exchange agreement under which Treasury exchanged the Series D cumula-
tive preferred stock for Series E non-cumulative preferred stock. Additionally, on
April 17, 2009, Treasury committed to fund an equity capital facility under which
AIG may draw down up to $29.8 billion in exchange for additional preferred stock
shares. Through June 30, 2010, AIG had drawn down $7.5 billion from the equity
capital facility.'”?

Dividend Payments

As of June 30, 2010, AIG had not paid or had failed to declare dividends for six
consecutive quarters, for a total of $5.5 billion in missed dividend payments.'”
Under the documents governing Treasury’s preferred shares in AIG, the dividend
payments that AIG skipped do not have to be paid to Treasury. Instead, once AIG
failed to pay dividends for four consecutive quarters, Treasury had the right to elect
to AIG’s board either two directors or a number (rounded upward) equal to 20%

of all AIG directors, whichever is greater. On April 1, 2010, Treasury appointed
Donald H. Layton and Ronald A. Rittenmeyer directors.'”” AIG has 13 board mem-
bers; therefore, Treasury has the right to elect 1 more director. Treasury is in the

process of identifying potential candidates.'”®

Use of Funds Report

AlG is required by its equity capital facility agreement with Treasury to submit

a use of funds report describing how it plans to use the facility’s proceeds.!”” As

of June 30, 2010, AIG has used the facility’s proceeds to: meet capital solvency
requirements resulting from declines in the value of AIG’s investments; purchase
shares of United Guaranty Corporation (“UGC”), an AIG subsidiary; provide capi-
tal support to UGC; settle payments for UGC; redeem all of its preferred shares
held by National Union Fire Insurance Company of Pittsburgh; purchase its shares
from American International Assurance Co., Ltd. (“AIA”) subsidiaries AIA(B) and

Cumulative Preferred Stock: Type of
stock that requires a defined dividend
payment. If the company does not pay
the dividend on schedule, it still owes
the missed dividend to the preferred
stock’s owner.

Non-Cumulative Preferred Stock: Type
of preferred stock that also features a
defined dividend but the company has
no obligation to pay any dividends it
misses.

Equity Capital Facility: Commitment
to invest equity capital in a firm under
certain future conditions.
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For more on AIG's Federal Reserve
credit facility reduction transaction, see
SIGTARP's January 2010 Quarterly
Report, page 71.

Revolving Credit Facility: Line of credit
for which the borrower pays a commit-
ment fee and is then allowed to use up
to a guaranteed maximum amount of
funds as needed.

Special Purpose Vehicle (“SPV”): Off-
balance-sheet legal entity that holds
transferred assets presumptively be-
yond the reach of the entities providing
the assets, and that is legally isolated.

Philam Life AIG; and purchase its shares held by the American Life Insurance
Company (“ALICO”) unit (Japan).'”

There have been no additional drawdowns since March 16, 2010.'”

Federal Reserve Credit Facility Reduction

In September 2008, the Federal Reserve Bank of New York (“FRBNY”) extended
an $85 billion revolving credit facility to AIG in an effort to stabilize the com-

pany. In return, AIG committed 79.9% of its equity to a trust for the sole benefit

of Treasury.'*® Subsequent transactions were eventually necessary to modify the
revolving credit facility to give AIG more time to repay the Government and greater
flexibility in the sale of its assets. The following actions were taken to stabilize AIG’s

operations:'®!

¢ Treasury purchased $40 billion in AIG preferred shares under TARP, the pro-
ceeds of which went directly to FRBNY. After that payment, the total amount
available to AIG under FRBNY's revolving credit facility was reduced from
$85 billion to $60 billion.

e FRBNY created Maiden Lane II, a special purpose vehicle (“SPV”), to which
FRBNY was authorized to lend up to $22.5 billion to fund the purchase of
residential mortgage-backed securities from the securities-lending portfolios
of several of its U.S.-regulated insurance subsidiaries in order to help address
liquidity pressures stemming from its security lending programs.

¢ FRBNY created Maiden Lane III, an SPV, to which FRBNY was authorized to
lend up to $30 billion to buy collateralized debt obligations underlying credit
default swaps from AIG’s counterparties, in return for which the counterparties
agreed to terminate the associated swaps with AIG.

On March 2, 2009, Treasury and the Federal Reserve announced a restructur-
ing of Government assistance to AIG that was designed to strengthen the com-
pany’s capital position. The measures included an authorization from the Federal
Reserve for FRBNY to acquire up to $26 billion of preferred equity interests in two
SPVs formed to hold two of AIG’s largest foreign life insurance subsidiaries — AIA
and ALICO — which would reduce the outstanding amount available under the
revolving credit facility by an equivalent amount. The SPVs’ creation also facilitated
the independence of these two subsidiaries in anticipation of a sale or initial public
offering (“IPQ”).182

On December 1, 2009, FRBNY received $16 billion in preferred equity inter-
ests in the AIA SPV and $9 billion in preferred equity interests in the ALICO SPV.
This decreased AIG’s outstanding credit facility principal balance by $25 billion
and reduced its total facility borrowing capacity from $60 billion to $35 billion.'®?
Under the transaction’s terms, with limited exceptions, all proceeds from the
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voluntary sale, public offering, or other liquidation of the assets or businesses held
by the SPVs (that is, AIA or ALICO) must first be used to redeem FRBNY’s pre-
ferred equity interests in the SPVs, until those interests have been fully redeemed,
and then to reduce the outstanding credit facility.'®* As of June 30, 2010, AIG’s to-
tal outstanding principal balance under the credit facility was $20.48 billion.'® AIG
is not permitted to repay its TARP investment until all of its obligations to FRBNY
are fully repaid.

Sale of Business and Assets

On March 1, 2010, AIG announced the signing of an agreement to sell AIA to
Prudential ple, Inc. (“Prudential”) for approximately $35.5 billion. However,
Prudential shareholders indicated that the deal would not be approved unless a
lower price could be negotiated. On June 2, 2010, the original AIG-Prudential
agreement ended when price renegotiations between the companies failed. AIG still
plans to sell AIA, most likely through an IPO.'% Any cash proceeds from the sale of
AIA will be used first to redeem FRBNY'’s preferred equity interests in the AIA SPV
and then to repay the outstanding debt under the credit facility.'®”

On March 8, 2010, AIG announced the signing of an agreement to sell ALICO
to MetLife, Inc. (“MetLife”) for approximately $15.5 billion, including $6.8 billion
in cash and the remainder in MetLife equity securities, subject to closing adjust-
ments. AIG will use the cash portion of the proceeds to redeem approximately
$6.8 billion of the preferred interests held by FRBNY in the ALICO SPV. AIG
will sell the remaining MetLife securities over time, subject to minimum holding
periods and market conditions. The net cash proceeds from this sale will be used
first to redeem the remainder of the preferred shares in the ALICO SPV held by
FRBNY and then to repay outstanding debt under the credit facility.'®

On April 13, 2010, AIG and International Lease Finance Corporation (“ILFC”),
AIG’s aircraft leasing division, announced the signing of an agreement to sell a
portfolio of 53 airplanes to Macquarie Aerospace Ltd. for approximately $2 billion.
The sale was undertaken to increase liquidity and reduce the debt on ILFC’s bal-
ance sheet.'®

AIG announced on June 11, 2010, that it would amend the terms of its
October 12, 2009, agreement to sell its 98% share of Nan Shan Insurance Ltd.
(“Nan Shan”) to a consortium of investors. Under the original agreement, AIG was
to receive $2.15 billion upon completion of the sale.” However, in an effort to
help support Nan Shan'’s capital position and speed up the Taiwanese regulatory
agency’s approval of the sale, AIG agreed to hold $325.0 million of the original

$2.15 billion price in escrow for four years.'*!
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Trust Preferred Securities: Securities
with both equity and debt characteris-
tics that are created by establishing a
trust and issuing debt to it.

Targeted Investment Program and Asset Guarantee Program

Treasury invested a total of $40 billion in Citigroup Inc. (“Citigroup”) and Bank
of America Corp. (“Bank of America”) through the Targeted Investment Program
(“TTIP”). Treasury invested $20 billion in Citigroup on December 31, 2008, and
$20 billion in Bank of America on January 16, 2009, in return for preferred shares
paying quarterly dividends at an annual rate of 8% and warrants from each in-
stitution.'*? The stated goal of TIP was to “strengthen the economy and protect
American jobs, savings, and retirement security,” where “the loss of confidence in
a financial institution could result in significant market disruptions that threaten
the financial strength of similarly situated financial institutions.”'** By December
2009, both banks had repaid the TIP investments.'” On March 3, 2010, Treasury
successfully auctioned its Bank of America warrants received under TIP for

$1.25 billion.'”* Although Treasury still holds warrants in Citigroup, TIP is effec-
tively closed.'*®

Under the Asset Guarantee Program (“AGP”), Treasury, the Federal Deposit
Insurance Corporation (“FDIC”), the Federal Reserve, and Citigroup agreed to
share losses on a pool of Citigroup assets valued at approximately $301 billion. In
return, the Government received $7 billion in Citigroup preferred stock, which
was subsequently exchanged for trust preferred securities, and warrants to pur-
chase Citigroup common stock. Treasury received $4 billion of the trust preferred
securities as a result of the Government guarantees, while the FDIC received the
remaining $3 billion."” Although Treasury’s asset guarantee was not a direct cash
investment, it exposed taxpayers to a potential TARP loss of $5 billion.

On December 23, 2009, in connection with Citigroup’s TIP repayment, the
bank and Treasury terminated the AGP agreement. Treasury agreed to cancel
$1.8 billion of the trust preferred securities issued by Citigroup, reducing the
premium from $4.0 billion to $2.2 billion, in exchange for the guarantee’s early
termination. The FDIC retained all of the $3 billion in trust preferred securities it

198

received for its original guarantees.'”® However, subject to the conditions set out

in the AGP termination agreement, the FDIC may transfer $800 million of those
securities to Treasury when Citigroup’s participation in the FDIC’s Temporary

Liquidity Guarantee Program closes.'”
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ASSET SUPPORT PROGRAMS

There are three TARP programs that focus on supporting markets for specific
asset classes: the Term Asset-Backed Securities Loan Facility (“TALF”), the
Public-Private Investment Program (“PPIP”), and the Unlocking Credit for Small
Businesses (“UCSB”) program.

As initially announced, TALF was designed to support asset-backed securities
(“ABS”) transactions by providing up to $200 billion in Federal Reserve financing
to investors in ABS and commercial mortgage-backed securities (“CMBS”) through
the Federal Reserve Bank of New York (“FRBNY”), backed by up to $20 billion in
TARP loss protection. TALF ultimately provided $71.1 billion in Federal Reserve
financing.

PPIP uses equity and debt financing provided by Treasury through TARP to
facilitate purchases of legacy mortgage-backed securities (“MBS”) held by various
financial institutions. As announced, Treasury’s PPIP commitment was up to
$30 billion, depending upon how much private capital the PPIP managers raised.
The capital raising period has ended. As of June 30, 2010, Treasury’s commitment
to PPIP totaled $22.1 billion.

Finally, through the UCSB/Small Business Administration (“SBA”) loan support
initiatives, Treasury launched a program to purchase SBA 7(a) securities, which
are securitized small business loans. As of June 30, 2010, Treasury’s investment in
UCSB totaled $179.1 million.

TALF
Announced in November 2008, TALF issued loans collateralized by eligible ABS
with the ultimate goal of making credit available to consumers and small business-
5.2 The program was extended to eligible newly issued CMBS in June 2009 and
legacy CMBS in July 2009.2%!

TALF is divided into two parts:

¢ alending program, which originated loans to eligible borrowers against eligible
collateral

e an asset disposition facility, TALF LLC, which purchases the collateral from
FRBNY if borrowers choose to walk away from their loans or if the collateral is Collateral: Asset pledged by a bor-
seized in an event of default rower to a lender until a loan is repaid.

TALF, which was funded and managed by FRBNY, closed its lending program
for non-mortgage-backed ABS and legacy CMBS on March 31, 2010, with the last
non-mortgage-backed ABS and legacy CMBS subscription closing on March 11
and March 29, respectively.?* The last subscription for newly issued CMBS was
June 18, 2010, marking the program’s closure to new loans.?** As of June 30, 2010,
$42.5 billion in TALF loans was outstanding.?**
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Synthetic ABS: Security deriving its
value and cash flow from sources other
than a physical set of reference assets.

Nationally Recognized Statistical Rating
Organization (“NRSRQO"): Credit rating
agency registered with the SEC. Credit
rating agencies provide their opinion on
the creditworthiness of companies and
the financial obligations issued by com-
panies. The ratings distinguish between
investment grade and non-investment
grade equity and debt obligations.

For an analysis of the impact of NRSROs on
TARP and the overall financial market, see
SIGTARP’s October 2009 Quarterly Report,
pages 113—148.

The asset disposition facility, TALF LLC, is managed by FRBNY and remains
in operation.?”” The funding for TALF LLC comes first from interest earned by
FRBNY on its TALF loans to borrowers from the lending program and interest
earned on TALF LLC’s investments. In the event that such funding proves insuffi-
cient, funding would then come from TARP, which is committed to purchase up to
$20 billion in subordinated debt from TALF LLC.?°® The TARP money is available
for TALF LLC to purchase surrendered assets from FRBNY and may offset losses
associated with disposing of the surrendered assets.

Lending Program
TALF’s lending program made secured loans to eligible borrowers.?”” The loans
were issued with terms of three or five years and were available for ABS, newly is-
sued CMBS, and legacy CMBS.>%

ABS had to meet a variety of eligibility criteria including the following:**

¢ possess collateral in the form of U.S. dollar-denominated cash (not synthetic)
ABS

® bear short-term and long-term credit ratings of the highest investment-grade
(e.g., AAA) from two or more major, nationally recognized statistical rating
organizations (“NRSROs")

® not bear a long-term credit rating less than the highest rating by a major
NRSRO

¢ have substantially all of the underlying loans originate in the U.S.

¢ had one of the following types of underlying loans: auto, student, credit card,
equipment, floor plan, insurance premium finance, small-business fully guar-
anteed by the Small Business Administration as to principal and interest,
receivables related to residential mortgage servicing advances (servicing advance
receivables)

¢ not have collateral backed by loans originated or securitized by the TALF
borrower or one of its affiliates — the TALF borrower could have no affiliation
with institutions that sold or originated the ABS

In order to qualify as TALF collateral, newly issued CMBS and legacy CMBS
had to meet numerous requirements, some of which were the same for both

CMBS types:*!°

¢ evidenced an interest in a trust fund consisting of fully funded mortgage loans
and not other CMBS, other securities, interest rate swap or cap instruments, or
other hedging instruments

® possessed a credit rating in the highest long-term investment grade from at least
two TALF CMBS-eligible rating agencies; and not possess a credit rating below
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the highest investment-grade rating category from any TALF CMBS-eligible
rating agency

o offered principal and interest payments

e issued by any institution other than a GSE or an agency or instrumentality of
the U.S. Government

¢ included a mortgage or similar instrument on a fee or leasehold interest in one

or more income-generating commercial properties

Some minor, but important, differences existed between eligible newly issued

CMBS and eligible legacy CMBS. Newly issued CMBS had to:*!!

o evidence first-priority mortgage loans that were current in payment at the time
of securitization

¢ not be junior to other securities with claims on the same pool of loans

® have 95% or more of the dollar amount of the underlying credit exposures origi-

nated by a U.S.-organized entity or U.S. branch or agency of a foreign bank
Legacy CMBS had to:?'2

® not be junior to other securities with claims on the same pool of loans upon
issuance

e have at least 95% of the underlying properties, by related loan principal balance,
located in the U.S. or one of its territories

The final maturity date in the TALF loan portfolio is March 30, 2015.2'* TALF
loans are non-recourse (unless the borrower breaches any of its representations,
warranties, or covenants), meaning FRBNY cannot hold the borrower liable for any

losses beyond the surrender of any assets pledged as collateral.

Loan Terms

TALF participants were required to use a TALF agent to apply for a TALF loan.?'*
Once the collateral (the particular asset-backed security financed by the TALF
loan) was deemed eligible by FRBNY, the collateral was assigned a haircut.
Haircuts represent the amount of money put up by the borrower — the borrower’s
“skin in the game”— and were required for all TALF loans. FRBNY lent each bor-
rower the amount of the market price of the pledged collateral minus the haircut,
subject to certain limitations. The borrower delivered the collateral to the
custodian bank, which collects payments generated by the collateral and distributes
it to FRBNY (representing its payment for interest on the TALF loan). Any excess
payments from the collateral go to the TALF borrower.?'* The risk for any borrower
is limited to the haircut and any additional principal paid down on the TALF loan.

Non-Recourse Loan: Secured loan
whereby the borrower is relieved of
the obligation to repay the loan upon
surrender of the collateral.

TALF Agent: Financial institution that

is party to the TALF Master Loan

and Security Agreement and which
occasionally acts as an agent to the
borrower. TALF Agents include primary
and nonprimary broker-dealers.

Haircut: Difference between the value
of the collateral and the value of the
loan (the loan value is less than the
collateral value).

Skin in the Game: Equity stake in an
investment; down payment; the amount
an investor can lose.

Custodian Bank: Bank (for TALF the
custodian is BNY Mellon) holding the
collateral and managing accounts for
FRBNY.
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Spread: Difference between two inter-
est rates, or the excess of the return
on a particular security or instrument
relative to a benchmark. For example,
if the market return for a five-year
corporate bond is 5% while the return
for a five-year U.S. Treasury bond
(used as the benchmark) is 3%, the
spread is 2%. If the market return for
the corporate bond decreases to 4%
and the Treasury return remains the
same, the spread will “narrow” to 1%.
When a market for a particular security
becomes frozen, spreads will generally
increase, or “widen,” significantly.

London Interbank Offered Rate (“LI-
BOR"): Interest rate that large banks in
London charge each other for dollar-
denominated funds.

If the securities pledged as collateral are worth less than the loan amount when the
loan is due, the borrower would likely surrender the collateral rather than pay the
loan balance.?'® The Government would then be at risk for potential losses equal to
the difference between the loan amount and the value of the collateral.

Haircuts for ABS varied based on the riskiness and maturity of the collateral
and ranged between 5% and 16% for ABS with average lives of five years or fewer.?'”
For ABS benefiting from a Government guarantee with average lives of five or more
years, haircuts increased by one percentage point for every two years (or portion
thereof) of average life at or past five. For all other ABS with average lives of five or
more years, haircuts increased by one percentage point per year (or portion thereof)
of average life at or beyond five.?'®

The haircut for legacy and newly issued CMBS with average lives of five or
fewer years was 15% of par. For CMBS with average lives beyond five years, hair-
cuts increased one percentage point of par per year (or portion thereof) of average
life beyond five years. No newly issued CMBS could have an average life beyond

ten years.*"°

Interest Rates

Interest rates were based on the loan asset class, with most quoted at a spread

over the London Interbank Offered Rate (“LIBOR”), a generally accepted short-
term interest rate standard. Interest payments on TALF loans are payable monthly.
Interest rates are fixed or floating, i.e., reset periodically according to changes in
market prices, and were generally below market rate when the loan was made. If
the cash flow supporting the collateral has a fixed interest rate, then the TALF loan
has a fixed interest rate, and if the cash flow supporting the collateral has a floating
interest rate, then the TALF loan interest rate will also float.

TALF Subscription Activity

The final TALF ABS loans were settled March 4-11, 2010.2% Of all settled TALF
ABS loans, $33 billion was outstanding as of June 30, 2010.?*! Table 2.21 includes
all settled ABS TALF loans.

FRBNY facilitated 13 TALF CMBS subscriptions as of June 30, 2010, total-
ing approximately $12.1 billion in TALF loans settled. Of the CMBS loans settled,
$9.5 billion was outstanding as of June 30, 2010.?*2 Table 2.22 includes all CMBS
TALF loans settled.

Asset Disposition Facility

FRBNY created TALF LLC to “purchase and manage any [surrendered] assets
received by the New York Fed in connection with any TALF loans.”??* TALF LLC
will purchase these assets from FRBNY at a “price equal to the outstanding TALF
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TABLE 2.21

TALF LOANS SETTLED BY ABS SECTOR (NON-MORTGAGE-BACKED COLLATERAL) ($ BILLIONS)

1st Quarter 2nd Quarter 3rd Quarter 4th Quarter 1st Quarter

ABS Sector 2009 2009 2009 2009 2010 Totals
Auto Loans $1.9 $6.1 $45 $0.2 $0.1 $12.8
Credit Card Receivables 2.8 12.4 8.4 1.8 0.9 26.3
Equipment Loans — 1.0 0.1 0.3 0.2 1.6
Floor Plan Loans — — 1.0 15 1.4 3.9
Premium Finance — 0.5 0.5 — 1.0 2.0
Servicing Advance — 0.4 0.1 0.6 0.1 1.3
Receivables

Small-Business Loans — 0.1 0.4 0.9 0.7 2.2
Student Loans — 2.5 3.6 1.0 1.8 8.9
Total $47 $23.0 $18.7 $6.4 $6.1 $59.0

Notes: Numbers affected by rounding. Data as of 6/30/2010.The first subscription in the program was in March 2009; therefore, the first quarter of 2009 represents one subscription while
the remaining quarters represent three subscriptions.

Source: FRBNY, “Term Asset-Backed Securities Loan Facility: non-CMBS,” no date, www.newyorkfed.org/markets/talf_operations.html, accessed 7/12/2010; FRBNY, “Term Asset-Backed
Securities Loan Facility: non-CMBS,” no date, www.newyorkfed.org/markets/TALF_recent_operations.html, accessed 7/12/2010.

TABLE 2.22

TALF LOANS SETTLED (CMBS COLLATERAL) (S BILLIONS)

Type of 2nd Quarter 3rd Quarter 4th Quarter 1st Quarter 2nd Quarter

Collateral Assets 2009 2009 2009 2010 2010 Total
Newly Issued CMBS S — §$— $0.1 S — §$— $0.1
Legacy CMBS — 4.1 45 3.3 — 12.0
Total $— $4.1 $4.6 $3.3 $— $12.1

Notes: Numbers affected by rounding. Data as of 6/30/2010. The second quarter of 2009 was only for legacy CMBS while the second quarter of 2010 was only for newly issued
CMBS.

Source: FRBNY, “Term Asset-Backed Securities Loan Facility: CMBS,” no date, http://www.newyorkfed.org/markets/CMBS_recent_operations.html, accessed 6,/22/2010.

loan amount plus accrued but unpaid interest.”??* If TALF LLC is required to
purchase assets from FRBNY, such purchases will be funded first from interest on
TALF loans plus any interest earned on TALF LLC’s cash and short-term invest-
ments. In the event that such funding proves insufficient for the asset purchases
by TALF LLC, Treasury, through TARP, has committed to lend up to $20 billion to
the LLC.2#

When FRBNY created TALF LLC, TARP loaned TALF LLC $100 million to
provide initial funding, of which $15.8 million was allocated to cover administrative
costs.?? TARP will continue to fund TALF LLC, as needed, until the full
$20 billion TARP commitment has been funded or the loan commitment term

expires. Any additional funds, if needed, would be provided by a loan from FRBNY
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that would be collateralized by the assets of TALF LLC and senior to the TARP
loan.?*” Payments by TALF LLC from the proceeds of its holdings will be made in

the following order:**

operating expenses of TALF LLC

principal due to FRBNY and funding of FRBNY’s senior loan commitment
principal due to Treasury

interest due to FRBNY

interest due to Treasury

A

Any remaining money will be shared by FRBNY and Treasury according to a

229

10%-90% split, respectively.

Current Status
As of June 30, 2010, no collateral had been surrendered or purchased by TALF
LLC.%° As of June 30, 2010, TALF LLC had assets of $506.4 million, including
approximately $100 million in initial TARP funding.?*! The remainder consists of
interest payments and interest income earned from permitted investments. From
its February 4, 2009, formation through June 30, 2010, TALF LLC spent approxi-
mately $1 million on administration.?*?

Because TALF closed for new loans on June 30, 2010, FRBNY's responsibilities
under the program shifted primarily to portfolio management, which includes the

following duties:**?

® maintaining documentation

e overseeing custodians responsible for holding ABS collateral

e calculating and collecting principal and interest on TALF loans

¢ collecting interest on TALF loans

¢ disbursing excess spread to TALF borrowers per the governing documents

® monitoring the TALF portfolio

¢ collecting and managing collateral assets if a borrower defaults or surrenders the
collateral without recourse in lieu of repayment
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State of the Securitization Market
ABS

As shown in Figure 2.8, consumer ABS issuance declined substantially beginning

in the summer of 2008 and has generally rebounded after TALF was launched.
Much of the ABS market in 2009 met FRBNY's criteria for TALF eligibility, even

if TALF loans were not actually made against all of those securities. The volume of
ABS issued has increased substantially since TALF began issuing loans against ABS

collateral in March 2009, although not to pre-financial crisis levels.?**

FIGURE 2.8

U.S. CONSUMER ABS ISSUANCE
($ BILLIONS)
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TALF Announced
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Source: FRBNY, response to SIGTARP data call, 7/13/2010.

For more information on the securitization
process and the typical lending process
prior to the market breakdown, see “TARP
Tutorial: Securitization” in SIGTARP's
April 2009 Quarterly Report, pages 92-94.
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TALF’s ultimate stated goal was to meet the credit needs of households and

small businesses.?*> As the ABS market issuance increased, total consumer loans
decreased over the same time period as shown in Figure 2.9.

Newly Issued CMBS

Although the ABS market contracted significantly at the start of the financial crisis,
the market for new CMBS issuance ceased entirely from the third quarter of 2008
until November 2009, when $323 million was issued, $72.2 million of which was
TALF-financed.?*® There have been few CMBS issuances since then, as shown

in Figure 2.10, and none were TALF-eligible.?*” Furthermore, as shown in Figure
2.11, the volume of commercial mortgage loan originations remains well below
pre-crisis levels.

Legacy CMBS

Legacy CMBS were the final class of securities eligible for TALF loans, with the
first loan issued in July 2009.%*®* When the expansion to legacy CMBS was an-
nounced in May 2009, spreads on CMBS had already begun to narrow from their
peak, but were still substantially larger than historic levels.?** The spreads contin-
ued to narrow when the first TALF legacy CMBS loan was issued in July 2009 as
shown in Figure 2.12.

FIGURE 2.9
CONSUMER LOANS OUTSTANDING
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Note: Includes revolving and non-revolving credit from major holders including commercial banks, finance companies, credit unions,
Federal Government, savings institutions, non-financial businesses, and pools of securitized assets.

Source:

Federal Reserve, “G.19 Consumer Credit,” no date, www.federalreserve.gov/datadownload, accessed 7/9/2010.
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FIGURE 2.10
U.S. CMBS ISSUANCE
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accessed 6/1/2010.

FIGURE 2.12

CMBS SPREADS OVER TREASURY BONDS

FIGURE 2.11
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Legacy Securities: Real estate-related
securities lingering on the balance
sheets of financial institutions because
of pricing difficulties resulting from
market disruption.

For more information on the withdrawal

of the PPIF, see SIGTARP's January 2010

Quarterly Report, page 88.

Pro Rata: Refers to dividing something
among a group according to the pro-
portionate share that each participant
holds as a part of the whole.

Limited Partnership: Partnership in
which there is at least one partner
whose liability is limited to the amount
invested (limited partner), and at least
one partner whose liability extends
beyond monetary investment (general
partner).

Non-Agency Residential Mortgage-
Backed Securities (“Non-Agency
RNVBS"): Financial instrument backed
by a group of residential real estate
mortgages not guaranteed by a
Government-sponsored enterprise
(“GSE"), such as the Federal National
Mortgage Association (“Fannie Mae”)
or the Federal Home Loan Mortgage
Corporation (“Freddie Mac”).

For an analysis of the impact of NRSROs
on TARP and the overall financial market,
see SIGTARP's October 2009 Quarterly
Report, pages 113—148.

Public-Private Investment Program

The stated purpose of the Public-Private Investment Program (“PPIP”) is to
purchase legacy securities from financial institutions through Public-Private
Investment Funds (“PPIFs”), which are partnerships that combine capital from
private-sector investors with public equity investments and non-recourse debt from
TARP funds. A private-sector fund management firm oversees each PPIF on behalf
of these investors. According to Treasury, PPIP’s aim is to “restart the market for
legacy securities, allowing banks and other financial institutions to free up capital
and stimulate the extension of new credit.”**

Treasury selected nine fund management firms to establish PPIFs. One PPIF
manager subsequently withdrew. Private investors and Treasury co-invest in the
eight remaining PPIFs to purchase legacy securities from financial institutions. The
fund managers raise private-sector capital, and Treasury matches the private equity
dollar-for-dollar, up to set limits, and provides debt financing up to the total amount
of the equity. The PPIF manager is also required to invest at least $20 million of its
own money in the PPIF.**! Each existing PPIF is approximately 75% TARP funded.
PPIP is designed as an eight-year program with the possibility of up to two years of
extensions.**

The securities are purchased, through an intermediary dealer, from banks,
insurance companies, mutual funds, pension funds, and other eligible sellers, as
defined in EESA.?* Treasury, the PPIF manager, and the private investors share in
PPIF profits on a pro rata basis based on their limited partnership interests. PPIF
losses are shared on a pro rata basis up to each participant’s limited partnership
equity investment amount.?** In addition to its pro rata share, Treasury received
warrants as mandated by EESA.**

The securities eligible for purchase by PPIFs, “eligible assets,” are supported by
real estate-related loans, including non-agency residential mortgage-backed securi-

vy
N

ties (“non-agency RMBS”) and CMBS, meeting the following criteria:*

e issued before January 1, 2009 (legacy)

® bearing an original AAA rating, or equivalent, from two or more credit rating
agencies designated as NRSROs

¢ secured directly by actual mortgages, leases, or other assets, and not other secu-
rities (other than certain swap positions, as determined by Treasury)

¢ located primarily in the United States (the loans and other assets securing the
non-agency RMBS and CMBS)

¢ purchased from financial institutions eligible for TARP participation

Legacy Securities Program Process
The following steps detail the process for participation in the Legacy Securities
Program:

1. Fund managers applied to Treasury to participate in the program.
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2. Approved fund managers raised necessary private capital for the PPIF.

3. Treasury matched the capital raised, dollar-for-dollar, up to a predetermined
maximum amount. Treasury also received warrants so it can participate further
if profits are earned by the PPIF.

4. Fund managers can borrow additional money from Treasury, 50%—100% of the
total equity investment (including the amount invested by Treasury).

5. Each fund manager purchases and manages the legacy securities and provides

monthly reports to its investors, including Treasury.

PPIF Purchasing Power

Through June 30, 2010, eight fund managers raised $7.4 billion of private-sector
equity capital, which Treasury matched for a total equity capital of $14.7 billion.
Treasury also provided $14.7 billion of debt capital, resulting in $29.4 billion of
PPIF purchasing power. Of that $29.4 billion, PPIFs purchased approximately
$16.0 billion of PPIP-eligible assets, through June 30, 2010.2*

The fund-raising stage for PPIFs is now complete. PPIF managers had six
months from the closing date of their first private-sector fund raising to raise ad-
ditional private-sector equity. As of June 30, 2010, although Treasury had commit-
ted up to $30 billion for PPIP, the fund managers were not able to raise enough
capital to subscribe fully to Treasury’s commitment. As a result, because the time
to raise private capital has expired, it is not anticipated that PPIP will exceed the
$22.1 billion that has been committed to the individual PPIFs in equity and debt
financing.>*® Table 2.23 shows all equity and debt invested under the program. No
additional funds will be committed to the PPIFs.

TABLE 2.23
PUBLIC-PRIVATE INVESTMENT PROGRAM

Private-Sector Equity Treasury Treasury  Total Purchasing

Capital Equity Debt Power

($ Billions) ($ Billions) ($ Billions) ($ Billions)

AG GECC PPIF Master Fund, L.P. $1.2 S1.2 $2.5 $5.0

AllianceBernstein Legacy Securities Master Fund, L.P. 1.2 1.2 2.3 4.6

BlackRock PPIF, L.P. 0.7 0.7 1.4 2.8

Invesco Legacy Securities Master Fund, L.P. 0.9 0.9 1.7 3.4
Marathon Legacy Securities Public-Private Investment

Partnership, L.P. 0.5 0.5 0.9 1.9

Oaktree PPIP Fund, Inc. 1.2 1.2 2.3 4.6

RLJ Western Asset Public/Private Master Fund, L.P. 0.6 0.6 1.2 2.5

Wellington Management Legacy Securities PPIF Master Fund, LP 1.1 1.1 2.3 4.6

Current Totals as of 6/30/2010 $7.4 $7.4 $14.7 $29.4

Note: Numbers affected by rounding.

Source: Treasury, “Legacy Securities Public-Private Investment Program: Program Update — Month Ended 6,/30/2010,” received 7/15/2010.



102 SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

FIGURE 2.13

AGGREGATE COMPOSITION OF PPIF

PURCHASES, AS OF 6/30/2010
percent of $16.0 Billion

CMBS
15%

85% RMBS

Note: Numbers affected by rounding.

Source: PPIF Monthly Performance Reports, July 2010.

Disclosure of PPIF Transactions and Holdings

Since PPIFs commenced trading in October 2009, SIGTARP has been in discus-
sions with Treasury and PPIF managers concerning the appropriate disclosure of
information about PPIF activity. As previously stated, SIGTARP believes that trans-
parency in PPIP is vital to the program’s overall success and credibility. However,

as urged by Treasury and PPIF managers, SIGTARP acknowledges that publishing
security-by-security information poses a risk during the ramp-up period while PPIF
managers are still building their portfolios, and that publication may not be in the
best interest of taxpayers or other PPIF investors. Specifically, disclosure could re-
veal PPIF managers’ investment strategies, putting them at a disadvantage relative to
private investors who could anticipate a PPIF manager’s target, purchase the securi-
ties, and then sell those securities back to the PPIF at a higher price.

Accordingly, and consistent with SIGTARP’s previous recommendation that
contemplated a temporary redaction of information that could harm taxpayer inter-
est, SIGTARP will not disclose security-by-security information for active PPIFs
here. However, after discussions with PPIF managers, SIGTARP anticipates that it
will disclose such data in its next quarterly report, to be issued in October 2010.

Fund Performance

Each PPIF’s performance — its gross and net returns since inception — is listed
in Table 2.24, as reported by PPIF managers. The returns are calculated based
on a methodology requested by Treasury. Each PPIF has three years to buy legacy
securities in the market on behalf of its private and Government investors.>* The
program strives for “predominantly a long-term buy and hold strategy.”**

The data in Table 2.24 constitutes a snapshot of the funds’ performance during
the quarter ended June 30, 2010, and may not predict the funds’ performance over
the long term. According to some PPIF managers, it would be premature to draw
any long-term conclusions because, among other reasons, some managers have not
fully executed their investment strategies, and have not yet fully tapped Treasury’s
capital or debt commitments.

According to their agreements with Treasury, PPIF managers may trade in both
RMBS and CMBS except for Oaktree, which may purchase only CMBS.?*!

Figure 2.13 shows the collective value of securities purchased by all PPIFs as of
June 30, 2010, broken down by RMBS and CMBS.

PPIF investments can be classified by underlying asset type. For non-agency
RMBS, the underlying assets are mortgages for homes occupied by up to four
families; all non-agency RMBS investments are considered residential. For CMBS,
the assets are commercial real estate mortgages: office, retail, multi-family, hotel,

industrial (such as warehouses), mobile home parks, mixed-use (combination of
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TABLE 2.24
PPIF INVESTMENT STATUS, AS OF 6/30/2010

1-Month 3-Month Cumulative
Return Return Since Inception
Manager (percent)? (percent)? (percent)?
AG GECC PPIF Master Fund, Gross 1.06% 4.29% 27.10%
L.P. Net 1.04 4.16 25.57
AllianceBernstein Legacy Gross 3.72 6.59 13.37
Securities Master Fund, L.P. Net 361 6.24 11.64
Gross 3.25 8.50 22.23
BlackRock PPIF, L.P.
Net 3.15 8.16 20.89
Invesco Legacy Securities Gross 2.72 3.9 15.94
Master Fund, L.P. Net 2.60 3.55 14.04
Marathon Legacy Securities Gross 2.72 7.39 14.94
Public-Private Investment
Partnership, L.P. Net 2.59 7.01 12.51
Gross 0.99 2.02 8.40
Oaktree PPIP Fund, Inc.
Net 0.81 1.11 4.28
RLJ Western Asset Public/ Gross 2.09 6.43 14.21
Private Master Fund, L.P. Net 2.07 6.42 13.65
Wellington Management Legacy  Gross 1.25 2.75 10.22
Securities PPIF Master Fund, LP gt 1.12% 2 43% 8.98%

Notes: The performance indicators are listed as reported by PPIF managers without further analysis by SIGTARP. The net returns
include the deduction of certain management fees and expenses. Further, several of the fund managers have told SIGTARP that they
are capitalizing start-up expenses in the first few quarters, which accounts for some of these expenses.

2Time-weighted, geometrically linked returns. The net returns include the deduction of management fees and partnership expenses
attributable to Treasury.

Source: PPIF Monthly Performance Reports submitted by each PPIF manager, June 2010, received 7/15/2010.

commercial and residential), and self-storage. Figure 2.14 breaks down CMBS
investment distribution by sector. The aggregate CMBS portfolio had large concen-
trations in office (30%) and retail (25%) loans.

Non-agency RMBS and CMBS can be classified by the degree of estimated
default risk (sometimes referred to as “quality”). Investors are most concerned with
whether the borrower(s) will default and the underlying collateral will be sold at a
loss. Therefore estimated risk, or quality, attempts to measure the likelihood of that
outcome. There are no universal standards for ranking mortgage quality and the
designations vary depending on context. In general, the highest quality rankings
are granted to mortgages with the strictest requirements regarding borrower credit,
completeness of documentation, and underwriting standards. Treasury character-
izes these investment-quality levels of risk for the types of mortgage loans support-
ing non-agency RMBS:*

FIGURE 2.14

AGGREGATE CMBS PURCHASES BY
SECTOR, AS OF 6/30/2010

Other
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Notes: Numbers affected by rounding. Calculated based on
monthly data supplied by PPIF managers.

Source: PPIF Monthly Performance Reports, July 2010.
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FIGURE 2.15

AGGREGATE RMBS PURCHASES BY
QUALITY, AS OF 6/30/2010

percent of $13.5 Billion
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Option ARM

10%
Subprime

38%  Prime

Alt-A 45%

Note: Numbers affected by rounding.

Sources: PPIF Monthly Performance Reports, July 2010.

FIGURE 2.16

AGGREGATE CMBS PURCHASES BY

QUALITY, AS OF 6/30/2010
percent of $2.4 Billion
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Source: PPIF Monthly Performance Reports, July 2010.

¢ Prime — mortgage loan made to a borrower with good credit that generally
meets the lender’s strictest underwriting criteria. Non-agency prime loans gener-
ally exceed the dollar amount eligible for purchase by Government-sponsored
enterprises (jumbo loans), but may include lower balance loans as well.

¢ Alt-A — mortgage loan made to a borrower with good credit but with limited
documentation or other characteristics that do not meet the standards for prime
loans. An Alt-A loan may have a borrower with a lower credit rating, a higher
loan-to-value ratio, or limited or no documentation, compared to a prime loan.

¢ Subprime — mortgage loan made to a borrower with a poor credit rating.

¢ Option Adjustable Rate Mortgage (“ARM”) — mortgage loan that gives the
borrower a set of choices about how much interest and principal to pay each
month. This may result in negative amortization (an increasing loan principal

balance over time).

Treasury characterizes CMBS according to the levels of credit enhancement

supporting the securitization:**?

¢ Super Senior — most senior originally rated AAA bonds in a CMBS securitiza-
tion with the highest level of credit enhancement. Credit enhancement refers to
the percentage of the underlying mortgage pool by balance that must be written
down before the bond suffers any losses. Super senior bonds often compose
approximately 70% of a securitization and, therefore, have approximately 30%
credit enhancement at issuance.

¢ AM (Mezzanine) — mezzanine-level originally rated AAA bond. Creditors
receive interest and principal payments after super senior creditors but before
junior creditors. AM bonds often compose approximately 10% of a CMBS
securitization.

¢ AJ (Junior) — the most junior bond in a CMBS securitization that attained an
AAA rating at issuance.

¢ Other (CMBS) — CMBS that do not meet the definitions for super senior,
AM, or AJ but meet the definition of “eligible assets” as described above.

Figure 2.15 and Figure 2.16 show the distribution of PPIP-held non-agency
RMBS and CMBS investments by respective risk levels, as reported by PPIF
managers.

Non-agency RMBS and CMBS can be classified geographically according to
the states represented by the underlying mortgages. Figure 2.17 and Figure 2.18
show the states with the greatest representation in the underlying non-agency
RMBS and CMBS investments in PPIFs, as reported by PPIF managers.

Non-agency RMBS and CMBS can also be classified by delinquency of the
underlying mortgages. Figure 2.19 and Figure 2.20 show the distribution of PPIP-
held non-agency RMBS and CMBS investments by respective delinquency levels,
as reported by PPIF managers.
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FIGURE 2.17
AGGREGATE GEOGRAPHICAL
DISTRIBUTION — PERCENT OF TOTAL
RMBS, AS OF 6/30/2010
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Notes: Only states with the largest representation shown.
Calculated based on monthly data supplied by PPIF managers.

Source: PPIF Monthly Performance Reports, July 2010.

FIGURE 2.19

AGGREGATE AVERAGE RMBS
DELINQUENCIES BY MARKET VALUE,
AS OF 6/30/2010
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Notes: Numbers affected by rounding. Calculated based on
monthly data supplied by the PPIF managers.

Source: PPIF Monthly Performance Reports, July 2010.

FIGURE 2.18

AGGREGATE GEOGRAPHICAL
DISTRIBUTION — PERCENT OF TOTAL
CMBS, AS OF 6/30/2010
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Notes: Only states with the largest representation shown.
Calculated based on monthly data supplied by PPIF managers.

Source: PPIF Monthly Performance Reports, July 2010.

FIGURE 2.20

AGGREGATE AVERAGE CMBS
DELINQUENCIES BY MARKET VALUE,
AS OF 6/30/2010

2% 30 Days 60+ Days
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Notes: Numbers affected by rounding. Calculated based on
monthly data supplied by PPIF managers.

Source: PPIF Monthly Performance Reports, July 2010.
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7(a) Loan Program: SBA loan program
guaranteeing a percentage of loans for
small businesses that cannot otherwise
obtain conventional loans at reasonable
terms.

504 Community Development Loan
Program: SBA program combining
Government-guaranteed loans with
private-sector mortgage loans to
provide loans of up to $10 million for
community development.

SBA Pool Certificate: Ownership
interest in a bond backed by
SBA-guaranteed loans.

For more information on SBA 7(a) Loan
Program mechanics and TARP support
for 7(a), see SIGTARP's April 2010
Quarterly Report, pages 105—106.

Unlocking Credit for Small Businesses (“UCSB”)/Small
Business Administration (“SBA”) Loan Support Initiative

On March 16, 2009, Treasury announced the Unlocking Credit for Small
Businesses (“UCSB”) program, which is designed to encourage banks to extend
more credit to small businesses. Treasury stated that, through the UCSB program,
it would purchase up to $15 billion in securities backed by pools of loans from two
Small Business Administration (“SBA”) programs: the 7(a) Loan Program and the
504 Community Development Loan Program.?** Treasury now expects to buy no
more than $1 billion in securities via UCSB.

On March 2, 2010, Treasury initiated the 7(a) portion of the program. Under
the governing agreement, Earnest Partners, on behalf of Treasury, may anony-
mously purchase SBA pool certificates from participating pool assemblers.?* As of
June 30, 2010, Coastal Securities was the only pool assembler participating in the
program.?** On March 19, 2009, Treasury made its first UCSB purchases of 7(a)
securities, totaling $21.4 million.?*” Through June 30, 2010, Treasury acquired
$179 million in 12 floating-rate 7(a) securities. Table 2.25 shows the CUSIPs and
investment amounts for the securities Treasury purchased.?® “Settled” transac-
tions have been fully concluded. The terms of “not settled” transactions have been
agreed upon but the actual transfer of securities for cash has not yet taken place

and is possibly subject to change.

TABLE 2.25

FLOATING-RATE SBA 7(A) SECURITIES ($ MILLIONS)

Investment
Date cusip Amount?
Settled Transactions:
3/19/2010 83165ADE1 $4.4
3/19/2010 83165ADC5 8.3
3/19/2010 83164KYN7 8.7
4/8/2010 83164KGH9 26.0
4/8/2010 83165AD84 9.6
5/11/2010 83165AEEQ 11.5
5/11/2010 83165AED2 14.2
5/11/2010 83164K2Q5 9.7
Settled Transactions Subtotal $92.4
Not Settled Transactions:
5/25/2010 TBA $8.8
5/25/2010 TBA 16.4
6/17/2010 TBA 333
6/17/2010 TBA 28.0
Not Settled Transactions Subtotal® $86.7
Total Investment Amount¢ $179.0

Notes: Numbers affected by rounding.

2|nvestment Amount is stated after giving effect to factor and, if applicable, the purchase of accrued principal and interest.

®The transactions listed as to be announced (“TBA”) are not settled as of 6/30/2010, therefore, the CUSIPs for these are not available.
¢ Amount subject to adjustment.

Source: Treasury, Transactions Report, 6/30/2010, www.treas.gov, accessed 7/1/2010.
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AUTOMOTIVE INDUSTRY SUPPORT PROGRAMS

During the financial crisis, Treasury, through TARP, launched the Automotive
Industry Financing Program (“AIFP”). In addition to direct financial assistance,
AIFP also included two subprograms: the Auto Supplier Support Program (“ASSP”)
and the Auto Warranty Commitment Program (“AWCP”). According to Treasury,

it established the programs “to prevent a significant disruption of the American
automotive industry that poses systemic risk to financial market stability and will
have a negative effect on the real economy of the United States.”?** The program
included assistance to General Motors Co. (“GM”); the Chrysler entities (includ-
ing CGI Holding LLC (“CGI Holding”), formerly known as Chrysler Holding LL.C,
and the parent company of Chrysler LLC (“Old Chrysler”), and Chrysler Group
LLC (“New Chrysler”)); GMAC Inc. (“GMAC”); and Chrysler Financial Services
Americas LLC (“Chrysler Financial”).

On December 29, 2008, Treasury signed an agreement to provide assistance
to GMAC, followed by a December 31, 2008, agreement with GM. The agree-
ments providing aid to Chrysler and Chrysler Financial were signed on January 2
and January 16, 2009, respectively.*®® The automobile industry has not received
Government assistance since December 30, 2009, when GMAC, now Ally
Financial Inc. (“Ally Financial”), received a $3.8 billion capital infusion through
AIFP.

ASSP, designed to allay fears that auto companies would not be able to pay auto
parts suppliers, was terminated in April 2010, after all loans through the program
were repaid in full.?*! AWCP, designed to provide assurance to vehicle buyers that
the warranties on any vehicles purchased during the bankruptcies of GM and
Chrysler would be guaranteed by the Government, was terminated in July 2009,
after all loans under the program had been repaid in full.2?

As of June 30, 2010, Treasury had provided $84.8 billion through these pro-
grams to GM, Ally Financial, the Chrysler entities, and Chrysler Financial. The
companies have paid back approximately $14.3 billion in principal and $816.9

million in interest.

Automotive Industry Financing Program (“AlFP”)

As of June 30, 2010, Treasury had invested $80.7 billion through AIFP to support
automakers and their financing arms in order to “avoid a disorderly bankruptcy of
one or more automotive companies.”* As of that same date, Treasury had received
approximately $2.3 billion in dividends and interest payments from participating
companies.”** AIFP-related principal repayments included approximately

$6.7 billion from GM, $1.9 billion from CGI Holding, and $1.5 billion from
Chrysler Financial.>*®
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GM

As of June 30, 2010, Treasury committed approximately $49.5 billion to GM.

Of the $49.5 billion committed directly to GM through AIFP, $19.4 billion was
granted pre-bankruptcy and $30.1 billion during bankruptcy. During bankruptcy
proceedings, most of Treasury’s original GM investment was converted into com-
mon or preferred stock in New GM (the company that emerged from bankruptcy)
or debt assumed by New GM. As a result, Treasury’s $49.5 billion GM invest-
ment was converted to a 60.8% common equity stake in New GM, $2.1 billion

in preferred stock, and a $7.1 billion loan ($6.7 billion through AIFP and $360.6
million from AWCP). Of the funds originally provided to GM, at the time of GM’s
emergence from bankruptcy, $16.4 billion was put into an escrow account that GM
could only access with Treasury’s permission.

Under the terms of the sale of certain assets from Old GM to New GM under
Section 363 of the Bankruptcy Code, the United Auto Workers (“UAW”), bond-
holders from Old GM, Treasury, and the governments of Canada and Ontario are
the owners of New GM.2¢

An October 15, 2009, stockholders agreement between GM, the Government,
and other shareholders states that the “Government Holders shall use their rea-
sonable best efforts to exercise their demand registration rights under the Equity
Registration Rights Agreement and cause an IPO to occur no later than July 10,
2010, unless the Corporation is already taking steps and proceeding with reason-
able diligence to effect an IPO.”” On May 17, 2010, Treasury hired Lazard Freres
& Co. as its advisor in connection with the exploration of a possible New GM IPO.
The term of the contract is for 18 months but it could be extended.?*® Treasury
is paying the company $500,000 per month for a year and $250,000 per month
thereafter. A Treasury press release issued on June 10, 2010, stated: “[The] exact
timing of the offering will be determined by [New] GM in light of market condi-

tions and other factors, but will not occur before the fourth quarter of this year.”*

Debt Repayments
Through AIFP, $49.5 billion was committed to GM. Of that amount, approximately
$41.4 billion was exchanged for preferred and common stock in New GM, while
$7.1 billion in debt was transferred to New GM. Old GM retains the remaining
$986 million of Treasury’s initial investment. Of Treasury’s $7.1 billion debt in New
GM, $6.7 billion was provided under AIFP and the remaining $360 million was
provided under AWCP.27°

Following repayment of the debt related to AWCP on July 10, 2009, GM owed
the Government $6.7 billion. GM repaid $1.0 billion on December 18, 2009,
$35.0 million on January 21, 2010, $1.0 billion on March 31, and the remain-
ing $4.7 billion on April 20.2”" All of these payments were made, with Treasury’s
permission, using funds from the escrow account that held TARP funds provided to
GM.
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Chrysler

Through AIFP, $12.5 billion was committed directly to Chrysler in three stages:
$4 billion before bankruptcy to Chrysler Holding LLC (now CGI Holding),

$1.9 billion in debtor-in-possession (“DIP”) financing during bankruptcy to Old
Chrysler, and $6.6 billion through a working capital facility after bankruptcy to
New Chrysler.?”? Of the approximately $12.5 billion committed directly to all
Chrysler entities through AIFP, Treasury holds a $7.1 billion loan (including
undrawn commitments and $500 million from Chrysler Holding, LLC (now CGI
Holding)), and a 9.9% equity ownership stake in New Chrysler.?”

Pursuant to Chrysler’s Chapter 11 bankruptcy filing on April 30, 2009, almost
all of its assets were sold to a newly formed entity, New Chrysler, on June 10, 2009.
Of the $4 billion funded before bankruptcy, $500 million was transferred to New
Chrysler and the remaining $3.5 billion was retained by CGI Holding.?* On
May 14, 2010, CGI Holding repaid the Government $1.9 billion to satisfy its
$3.5 billion Government obligation. Treasury expects no further payment from CGI
Holding.?”

On April 30, 2010, following the bankruptcy court’s approval of a Plan of
Liquidation, the DIP loan was extinguished and the assets remaining with Old
Chrysler, including collateral attached to the loan, were transferred to a liquidation
trust. Treasury retained the right to recover the proceeds from the liquidation of the
specified collateral, but does not expect a significant recovery from the liquidation

proceeds.?”

Automotive Financing Companies
Ally Financial/GMAC
On December 29, 2008, Treasury purchased $5 billion in senior preferred equity
from GMAC and received an additional $250 million in preferred shares through
warrants. On the same day, Treasury also committed to lend $1 billion to GM in
order to increase GM'’s ownership interest in GMAC, of which GM drew down
$884 million for this purpose.?”” In May 2009, Treasury exchanged the
$884 million note it received from GM for 35.4% common equity ownership in
GMAC, thereby giving Treasury the right to appoint two directors to GMAC'’s board.
On May 21, 2009, Treasury made an additional investment in GMAC when
it purchased $7.9 billion of convertible preferred shares, including $375 million
received from the exercise of warrants. In December 2009, Treasury invested
another $3.8 billion in common shares of GMAC, which increased its equity
ownership from 35.4% to 56.3%. This gave Treasury the right to appoint two ad-
ditional directors to GMAC's board. On May 10, 2010, GMAC changed its name

278

to Ally Financial Inc.?”® On May 26, 2010, Treasury appointed Marjorie Magner, a

former Citigroup executive, to the board, making her the first Treasury-appointed

director.?”

Debtor-in-Possession (“DIP"): Company
operating under Chapter 11 bank-
ruptcy protection that technically still
owns its assets but is operating them
to maximize the benefit to its creditors.

For a swummary of Treasury's investments
in Ally Financial (formerly GMAC), see
SIGTARP's January 2010 Quarterly
Report, page 94.
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As of June 30, 2010, Treasury had invested a total of $17.2 billion in GMAC —
56.3% of Ally Financial’s common stock, $2.5 billion of trust-preferred securities,
and $11.4 billion in mandatorily convertible preferred (“MCP”) shares.?*

Chrysler Financial

In January 2009, Treasury loaned Chrysler Financial $1.5 billion under AIFP to
support Chrysler Financial’s retail lending. In July 2009, Chrysler Financial repaid
the loan, with interest.?8!

Auto Supplier Support Program (“ASSP”)

On March 19, 2009, Treasury announced the $5 billion ASSP to “help stabilize the
automotive supply base and restore credit flows in a critical sector of the American
economy.”**? Because of worries about the auto manufacturers’ ability to pay their
invoices, suppliers had not been able to borrow from banks using their receivables
as collateral. ASSP allowed automotive parts suppliers to access Government-
backed protection for money owed to them for the products they shipped to
manufacturers.

The total commitment of $5.0 billion was reduced to $3.5 billion on July 8,
2009 — $2.5 billion for GM and $1.0 billion for Chrysler.** Of the $3.5 billion
committed to GM and Chrysler, only $413 million was actually disbursed. Treasury
received a total of $413 million in ASSP loan repayments — $290 million from
the GM special purpose vehicle (“SPV”) and $123 million from the Chrysler SPV.
Additionally, Treasury received $116.4 million in fees and interest payments —
$65.6 million from GM and $50.7 million from Chrysler.?** ASSP terminated on
April 5, 2010, for GM and April 7, 2010, for Chrysler.>* All loans made under this
program have been repaid with interest.

Auto Warranty Commitment Program (“AWCP”)

AWCP was designed to bolster consumer confidence by guaranteeing Chrysler
and GM vehicle warranties during the companies’ restructuring in bankruptcy.
Treasury funded $640.7 million toward this program — $360.6 million to GM
and $280.1 million to Chrysler.?%¢ On July 10, 2009, the companies fully repaid
Treasury.
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EXECUTIVE COMPENSATION

As discussed in SIGTARP’s previous quarterly reports, TARP recipients are subject
to executive compensation restrictions. The rules set forth in Section 111 of the
Emergency Economic Stabilization Act of 2008 (“EESA”) have been changed by
Congress and interpreted and implemented by successive Treasury regulations and
notices.?” On June 10, 2009, Treasury released its Interim Final Rule on TARP
Standards for Compensation and Corporate Governance (the “Rule”),*® which
“implement[s] the ARRA provisions, consolidates all of the executive-compensa-
tion-related provisions that are specifically directed at TARP recipients into a single
rule (superseding all prior rules and guidance), and utilizes the discretion granted
to the [Treasury] Secretary under the ARRA to adopt additional standards, some of
which are adapted from principles set forth” in guidance provided by Treasury in
February 2009.%°

The Rule applies to institutions meeting its TARP recipient definition. As long as a
TARP recipient has an outstanding “obligation” to Treasury (as defined by ARRA, this
does not include warrants to purchase common stock), it must abide by the Rule.>*

Some program participants are exempt from the Rule:*!

e TALF recipients, because they do not directly receive TARP assistance (instead,
TARP funds purchase collateral surrendered to TALF)

e PPIP participants, because no party owns more than 50% of any PPIF, which
is the actual TARP recipient (PPIP legal agreements cap ownership interests of
investors other than Treasury in any PPIF at 9.9%, and any modifications would
be subject to Treasury’s written consent)

e  Making Home Affordable (“MHA”) program participants, because they are
statutorily exempt

Special Master

Treasury created the Office of the Special Master for TARP Executive
Compensation (the “Special Master”) on June 15, 2009, and appointed Kenneth
R. Feinberg to the position. Special Master Feinberg’s responsibilities include the

following:*?

¢ Top 25 Payment Reviews — review and approve compensation structures and
payments for the 5 most senior executive officers (“SEOs”) and the next 20 most
highly paid employees at institutions receiving exceptional financial assistance
under TARP

® Top 26 through 100 Payment Reviews — review and approve compensation
structures for the next 75 highest-paid employees at institutions receiving
exceptional financial assistance under TARP (employees who are not in the top
25 but are executive officers or among the top 100 most highly compensated
employees fall into this category)

For more information on the Rule and
a summary of the timeline on TARP
executive compensation restrictions, see
SIGTARPs July 2009 Quarterly Report,
page 118.

For more information on executive
compensation issues and findings, refer to
SIGTARP audits: “Despite Evolving Rules
on Executive Compensation, SIGTARP
Survey Provides Insights on Compliance,”
issued on August 19, 2009, and “Extent
of Federal Agencies’ Oversight of AIG
Compensation Varied, and Important
Challenges Remain,” issued on

October 14, 2009.

Senior Executive Officer (“SEQ”):
“Named executive officer” of a TARP
recipient as defined under Federal
securities law, which generally includes
the principal executive officer, the
principal financial officer, and the next
three most highly compensated execu-
tive officers.
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For the specific principles used in
reviewing compensation plans, see
SIGTARPs July 2009 Quarterly Report,
pages 122—123.

Exceptional Assistance Recipients:
Companies receiving assistance under
SSFI, TIP, AIFP, and any future Treasury
program designated by the Treasury
Secretary as providing exceptional
assistance. Current recipients are

AIG, Chrysler, GM, and Ally Financial
(formerly GMAC).1

Public Interest Standard: Regulatory
standard that the Special Master is
required to apply in making determina-
tions. It refers to the determination of
whether TARP-recipient compensation
plans are aligned with the best inter-
ests of the U.S. taxpayer, based on

a balancing of specific principles set
forth in the Rule.

¢ Prior Payment Reviews — review bonuses, retention awards, and other com-
pensation paid to SEOs and the 20 next most highly compensated employees of
each entity that received TARP assistance before February 17, 2009, and, when
appropriate, negotiate reimbursements

¢ Interpretation — provide advisory opinions with respect to the Rule’s applica-
tion and whether compensation payments and plans are consistent with EESA,
TARP, and the public interest

On June 16, 2010, Special Master Feinberg was named to oversee the $20 bil-
lion fund that BP p.l.c. established to provide compensation for damages caused by
its oil spill in the Gulf of Mexico.>”* As a result, Special Master Feinberg is expected
to leave his TARP position by the end of the summer.

Exceptional Assistance Recipients
As of June 30, 2010, only AIG, Chrysler, GM, and Ally Financial (formerly GMAC)
were still considered exceptional assistance recipients. Citigroup and Bank of
America no longer fall under this designation because of repayments each made in
December 2009.2* (Although Citigroup no longer falls into this category, it still has
outstanding TARP obligations. As long as the Government holds Citigroup common
stock or trust preferred securities, Citigroup is subject to TARP executive compensa-
tion restrictions.) Chrysler Financial had been considered an exceptional assistance
recipient even though it repaid its TARP loan because it was a subsidiary of Chrysler
Holding, now CGI Holding, which had an outstanding obligation to Treasury. On
May 14, 2010, CGI Holding repaid $1.9 billion to Treasury in satisfaction of the
amount it owed and, therefore, Chrysler Financial is no longer deemed an excep-
tional assistance recipient.

As a result of these repayments, Citigroup, Chrysler Financial, and Bank of
America are no longer under the Special Master’s jurisdiction.?*®

Special Master “Look Back” Letter Findings

On March 23, 2010, the Special Master issued a letter to each of the 419 banks
that had received TARP money before February 17, 2009, requesting information
on the compensation paid prior to that date to their 25 most highly paid execu-

2 In an effort to ease the administrative burden on small banks, the Special

tives.
Master limited the scope of his request, requiring the banks to provide detailed
compensation data only for those executives earning more than $500,000 a year.**”
The banks’ responses were due within 30 days. The Special Master is examining
the payments and will decide whether any were not in the public interest.>® If the
Special Master concludes that any payment was contrary to the Public Interest
Standard, he is required to seek to negotiate with the TARP recipient and the em-

ployee for appropriate reimbursements to the Government.*”



TARP IN CONTEXT: FINANCIAL

cecrion = INSTITUTION SUPPORT AND
POLICIES OUTSIDE OF TARP—
2010 UPDATE




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM




QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

SUMMARY OF FINANCIAL ASSISTANCE PROGRAMS

In response to a request from Senator Max Baucus, Chairman of the Senate
Finance Committee, this section updates a summary of the financial institution
assistance programs created or expanded because of the financial crisis, as initially
presented in SIGTARP’s Quarterly Report to Congress dated July 21, 2009 (the
“July 2009 Quarterly Report”).

The Troubled Asset Relief Program’s (“TARP”) goal of stabilizing financial insti-
tutions was but one component of the Government'’s broad response to the crisis. In
many instances, TARP worked in concert with other Federal initiatives — either as
a direct partner or as another option for the banking sector. This section attempts
to place TARP in the broader context of the Government’s overall response to the
financial crisis.

As in the July 2009 Quarterly Report, in this section SIGTARP includes three
estimates for each separate Federal Government program that was either initiated or
expanded in response to the financial crisis: the program’s maximum potential com-
mitment since the onset of the crisis, its high-water mark (the maximum amount
actually expended or guaranteed under the program at any one time), and the cur-
rent outstanding balance of actual expenditures or guarantees. See Table 3.1 for a
summary of these amounts.

With respect to current outstanding balances, the total amount related to TARP
and TARP-related programs has decreased significantly in the past year, and many
of the other programs described in the July 2009 Quarterly Report, particularly the
extraordinary liquidity programs initiated by the Federal Reserve System (“Federal
Reserve”) through the Federal Reserve Bank of New York (“FRBNY”), have closed,
with their outstanding balances either extinguished or significantly reduced. These
reductions, however, have been more than offset in the past 12 months by signifi-
cant increases in expenditures and guarantees in other programs, with the total
current outstanding balance increasing 23%, from approximately $3.0 trillion
to $3.7 trillion. This increase can largely be attributed to greater support for the
Government-sponsored enterprises (“GSEs”), the housing market, and the financial
institutions that participate in it. As discussed in greater detail below, the num-
bers set forth in this section are not a calculation of the risk of loss to the Federal
Government (many of the transactions are collateralized, many of the programs were
not fully implemented, and there are areas of significant overlap among several of
the programs), but reflect the total amounts the various agencies have pledged or

committed in response to the financial crisis.
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Methodology for Estimating Government Financial
Commitments

No official financial statements have been prepared for the combined Government
response to the financial crisis, and this section is not intended to substitute for
one. Instead it sets forth the scale and scope of those efforts. The numbers have
been taken almost entirely from public sources — the agencies themselves —

and the agencies were provided with an advance copy of this section for vetting.
SIGTARP incorporated their comments, as appropriate. The program listings in
this section are not intended to be comprehensive but instead strive to cover those
programs that benefited or supported financial institutions. The data is broken
down into the following categories:

e Current balance ($3.7 trillion) — the actual amount expended or guaranteed
by the programs outstanding as of June 30, 2010. This figure includes only
explicit guarantees of specific assets or actual expenditures, as the agencies
themselves account for them. For example, the corporate debt guaranteed by
the Federal Deposit Insurance Corporation’s (“FDIC”) Debt Guarantee Program
is included in this amount because the FDIC is explicitly standing behind those
assets, while the Federal Housing Finance Agency (“FHFA”) and Treasury
Department’s implicit backing of the potential liabilities of the GSEs is not.

¢ Balance as of last year’s report ($3 trillion) — the actual amount expended or
guaranteed by the programs outstanding as of last year’s report.

¢ High-water mark to date ($6.3 trillion) — the highest balance of actual amounts
expended or guaranteed by each program to date. Many programs peaked in
December 2008, and have since closed. The sum for each Federal agency re-
flects the sum of the individual high-water marks for each separate program un-
der its supervision. This does not, of course, mean that at any single time there
was an outstanding balance for the agency of this amount. Instead, this reflects
the sum of the high-water marks for each program, typically at varying times.

¢ Maximum potential commitment related to crisis ($23.9 trillion) — each
program’s gross, not net, pledged commitment if all eligible applicants had
requested the maximum assistance for each program at the same time. Implicit
guarantees are included in these figures. When a program has no limit, such as
Treasury’s commitment to backstop losses for the GSEs, the high-water mark is
used for this figure as well. To reemphasize, for the reasons detailed below, this
number should not be considered as an estimate of total potential losses, but
rather as the sum of all of the maximum pledged explicit and implicit commit-
ments to support financial institutions and the broader financial markets since

the inception of the crisis.
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Several additional caveats should be applied to this methodology:

¢ In many cases, the totals reflect the gross maximum commitment each agency
would have regardless of any offsetting assets or collateral. For almost all of
the programs, there is collateral backing the financial commitments, such as
securities or real estate. Accordingly, if a borrower or beneficiary of a particular
program defaulted, the applicable agency would typically have recourse to assets
that could mitigate or prevent losses.

® As noted above, several programs may involve significant overlap, resulting in
the same guarantee or loan being double-counted in the totals. For example,
when the Federal Reserve purchases mortgage-backed securities (“MBS”)
guaranteed by the GSEs, those purchases may be counted toward the current
outstanding balance, high-water mark, and maximum potential commitment for
the Federal Reserve, while the guarantee of those MBS also appears as part of
the maximum potential commitment for FHFA's implicit backing of GSE liabili-
ties. Similarly, a financial institution may be insured against loss on a mortgage
by the Federal Housing Administration (“FHA”), and appear in the accounting
for that program, while that same mortgage may be packaged into a security
that is then guaranteed by the Government National Mortgage Association
(“GNMA”) (and also included in the totals). Further, several programs may have
been implemented to replace other programs, such as with respect to sup-
port provided to American International Group, Inc. (“AIG”) and Bear Stearns
Companies Inc. (“Bear Stearns”).

e Several program estimates are based on contingent rather than direct commit-
ments and implied asset guarantees (such as the Government’s backstop of the
guarantees issued by the GSEs) rather than an explicit guarantee on an agency’s
balance sheet.

e Several of the programs were never implemented or were never fully drawn

down, and many of the programs have since been closed.

Despite these caveats, this section tracks the historical commitment of the
Federal Government to the financial system and the array of programs it deemed
necessary to address the financial crisis, including in those areas where multiple
agencies felt compelled to pledge overlapping support for the same asset or institu-
tion, albeit in different contexts.

TARP Programs in Context and Current Status

By itself, TARP remains a significant program, but the amount of funds outstand-
ing in TARP and TARP-related programs has fallen significantly.>®® As of June 30,
2010, the amount of total potential funds related to these programs is $755.9
billion, down from an original estimate of $3 trillion, and this figure is expected

For a swmmary of the originally projected
funding commitments under TARP, see
SIGTARP's April 2009 Quarterly Report,
page 38.
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to decrease further over time. This decrease is due primarily to sharp reductions

in the projected size and scope of the Term Asset-Backed Securities Loan Facility
(“TALF”) and the Public-Private Investment Program (“PPIP”). (See Section 2:
“TARP Overview” of this report for an update on these programs.) TARP, however,
is only a part of the combined efforts of the Federal Government to address the
financial crisis. Approximately 50 initiatives or programs have been created by vari-
ous Federal agencies since 2007.

The Federal Reserve assembled the largest support package of initiatives in

response to the financial crisis. Its balance sheet has grown from $900 billion in
2007, prior to the financial crisis, to a peak of nearly $2.4 trillion in May 2010.
It did so to provide liquidity to financial markets, stabilize prices of various asset
classes, and intervene in specific situations.**! This increase in its balance sheet
does not represent the maximum potential commitment of the Federal Reserve,
which is estimated to be approximately $6.7 trillion, because many of its efforts
have involved guarantees not included on its balance sheet. The current balance for
Federal Reserve programs has increased from $1.5 trillion to $1.7 trillion since last
year, driven primarily by its increase in purchases of agency MBS (see Table 3.2).

The FDIC is another key player. Its maximum potential commitment increased

from $2.3 trillion to $2.5 trillion in the past year as it has focused on providing a

TABLE 3.1

INCREMENTAL FINANCIAL SYSTEM SUPPORT,
BY FEDERAL AGENCY SINCE 2007 ( TRILLIONS)

Maximum
Potential
Balance High-Water High-Water Commitment
as of Current Mark as of Mark as of Related to
6/30/2009 Balance 6/30/2009* 6/30/2010* Crisis
Federal Reserve $1.52 S1.7 $3.1 $4.0 $6.7
FDIC 0.3 0.3 0.3 0.4 2.5
Treasury —
TARP (includ-
ing Federal 0.6 0.3 0.6 0.6 3.0
Reserve, FDIC
components)
Treasury —
Non-TARP 0.3 0.5 0.3 0.6 4.1
Other: FHFA,
NCUA, GNMA, 0.3 0.8 0.3 0.8 7.7
FHA, VA
Total $3.0 $3.7 $4.7 $6.3 $23.9

Notes: Numbers affected by rounding. Amounts may include overlapping agency liabilities, “implied” guarantees, and unfunded initia-
tives. Maximum Potential Commitment does not account for collateral pledged. See the “Methodology for Estimating Government
Financial Commitments” discussion in this section for details on the methodology of this chart. Other agencies include: FHFA, National
Credit Union Administration (“NCUA"), Government National Mortgage Association (“GNMA”"), Federal Housing Administration (“FHA"), and
U.S. Department of Veterans Affairs (“VA”).

* High-water mark means the highest outstanding balance during the entire history of the program as of the respective dates.

2 This amount has changed from last year's report due to a change in methodology in accounting for the Federal Reserve’s Maiden Lane
facilities. See notes to Table 3.2 for further explanation.

Source: See respective source notes in the agency-specific tables later in this section.
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higher deposit insurance ceiling, guaranteeing the debt of its member institutions,
and stemming losses in the regional and community banking sectors. However, the
FDIC'’s total outstanding balance has remained largely static, falling slightly from
$339.4 billion to $309.6 billion since last year’s report (see Table 3.4).

The increased importance of the FHFA — under whose auspices fall the GSEs
such as the Federal National Mortgage Association (“Fannie Mae”), the Federal
Home Loan Mortgage Corporation (“Freddie Mac”), and Federal Home Loan
Banks (“FHLBs”) — underscores the Government's efforts to backstop GSE
liabilities and provide a floor under the housing market. The implied commitment
to backstop the GSEs’ debt obligations and MBS guarantees reached nearly
$6.9 trillion last year but had declined to approximately $6 trillion by the end of
2009 as the GSEs reduced the overall size of their portfolios.

The current balance for the Department of Housing and Urban Development
(“HUD”) has increased markedly since last year, with approximately $500 billion
in additional guarantees from FHA and GNMA over its pre-crisis commitments.
These guarantees directly assist financial institutions, insuring them against the risk
of loss and allowing them to sell loans that they originate. Collectively, mortgage
loan and MBS guarantee commitments increased from $283.7 billion last year
to $764.2 billion above pre-crisis levels as the domestic mortgage market became
increasingly dependent upon Government assistance (see Table 3.5).

Meanwhile, Treasury’s outstanding balance for non-TARP programs increased
from $257.1 billion to $533.5 billion over the past year. The increases have largely
been driven by Treasury’s continued purchasing of GSE-related assets, expan-
sion of student loan purchasing programs, and commitment to supporting the
International Monetary Fund’s efforts to respond to the euro-zone debt crisis (see
Table 3.3). An updated overview of the Government’s current program commit-
ments and continuing maximum potential commitments related to the financial

crisis by Federal agency is provided in Table 3.1.

SPECIFIC INTERVENTIONS/PROGRAMS

Non-TARP Financial Assistance Programs

The Government has undertaken dozens of initiatives in response to the financial
crisis since the summer of 2007, some with specific spending limits and others
without any specific, quantifiable measurement appearing in the books of the

responsible agency. Examples of the latter include:

e the FDIC’s expansion of deposit insurance limits
e Treasury’s agreement to backstop losses without limit for both Fannie Mae and
Freddie Mac**

For more information on Federal sup-
port of the residential mortgage market,
see SIGTARP's January 2010 Quarterly
Report, pages 109—126.

For more information on the Federal
Reserve System, see “TARP Tutorial:
The Federal Reserve System” in
SIGTARP's July 2009 Quarterly
Report, pages 130—136.
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To the extent possible, SIGTARP has quantified the total support provided by
these programs using publicly available information from the agencies responsible
for the program or initiatives. Following each table are brief descriptions of key
programs implemented by the agencies. The descriptions largely reflect the agen-
cies’ own program descriptions. Note that TARP-related programs, such as TALF
and the Asset Guarantee Program, are not included here but addressed elsewhere
in this report.

Summary and Update of Federal Reserve Assistance Programs

As the central bank of the United States, the Federal Reserve has exceptional
responsibilities and powers to address systemic financial crises. As the financial
crisis emerged, the Federal Reserve used its broad powers to implement a number
of programs aimed at supporting the liquidity of financial institutions and foster
improved conditions in financial markets, and promote a resumption of economic
growth. Since 2007, the Federal Reserve has created 18 financial support programs
outside of TARP.

These programs and tools can be divided into four groups. The first set of tools,
which are closely related to the Federal Reserve’s traditional role as lender of last
resort, focused on the provision of short-term liquidity on a secured basis to banks
and other depository institutions as well as the primary dealers. The traditional
discount window, Term Auction Facility (“TAF”), Primary Dealer Credit Facility
(“PDCF”), and Term Securities Lending Facility (“TSLF”) programs fell into this
category. Because bank funding markets are global in nature, the Federal Reserve
also approved bilateral currency swap agreements with foreign counterparts. In
response to continued improvement in financial market conditions, these programs
— with the exception of the traditional discount window — were wound down
or were allowed to expire. However, the Federal Reserve reestablished bilateral
currency swaps arrangements with five foreign central banks in light of the recent
euro-zone debt crisis.?*

A second set of facilities was created to provide liquidity directly to borrowers
and investors in key credit markets. These programs allowed the Federal Reserve

to assure liquidity for institutions in the money market, commercial paper, and
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asset-backed securities (ABS) markets. The Commercial Paper Funding Facility
(“CPFF”), Money Market Investor Funding Facility (‘“MMIFF”), Asset-Backed
Commercial Paper Money Market Mutual Fund Liquidity Facility (“AMLE”), and
TALF fell into this category. These programs are closed, although TALF still has
loans outstanding.

The third set of measures expanded the traditional role of the Federal Reserve
in open market operations (“OMOs”) to support the functioning of credit markets
and to provide economic stimulus through the purchase of longer-term securities
for the Federal Reserve’s portfolio. The purchase of GSE debt and MBS as well as
the purchase of longer-term Treasury securities (the Treasuries Purchase Program,
or “TPP”) are primary examples. These securities are currently the largest remain-
ing items resulting from the financial crisis response programs on the Federal
Reserve’s balance sheet. The increase in assistance to the financial system through
these holdings, from a total of $733.7 billion to $1.6 trillion, during the past year
more than outweighed the reduction in guarantee amounts outstanding under the
various liquidity programs described above.**

Finally, the Federal Reserve provided a financial backstop through various credit
facilities to avoid the disorderly failure of two individual companies, AIG and Bear
Stearns. These facilities have shrunk but continue to have balances outstanding.>”®

In aggregate, the Federal Reserve’s crisis response programs authorized since
2007 represent a maximum potential commitment of approximately $6.7 trillion.
The currently outstanding $1.7 trillion amount reflects a net increase of approxi-
mately $262 billion since the July 2009 Quarterly Report (see Table 3.2).

For a complete listing of financial crisis-related Federal Reserve programs and
their status, see Table 3.2.
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TABLE 3.2

NON-TARP GOVERNMENT SUPPORT OF THE FINANCIAL SECTOR FEDERAL RESERVE SYSTEM (s siLLioNS)

Maximum
Potential
Balance High-Water Commitment
as of Current Mark as of Related to
Program Coverage 6,/30/2009 Balance 6/30/2010* Crisis* *
Term Auction Facility (“TAF”) - CLOSED Banks $282.8 S— $493.1¢ $900.0°
Primary Credit Program of the Discount Window  Banks 39.1 0.2 111.9¢ 1119
Repurchase Agreements Banks 0.0 0.0 124.6¢ 124.6
Commercial Paper Funding Facility (“CPFF") — Commercial . y
CLOSED Paper Markets 128.1 0.0 349.9 1,800.0¢
Money Market Investor Funding Facility (“MMIFF”)  Money Market
— CLOSED Mutual Funds 0.0 - 0.0 600.0"
Asset-Backed Commercial Paper Money Market ~ Money Market . ;
Mutual Fund Liquidity Facility (“AMLF") — CLOSED  Mutual Funds 16.7 145.9 145.9
Term Securities Lending Facility (“TSLF”), TSLF . . : .
Options Program (“TOP") — CLOSED Primary Dealers 8.0 233.6! 250.0
Expansion of System Open Market Account . o . .
(“SOMA") Securities Lending Primary Dealers 14.3 13.9 30.8 36.0°
Primary Dealer Credit Facility (‘PDCF”) - CLOSED Primary Dealers 0.0 — 147.74 147.7
Purchases of Direct Obligations of GSEs GSEs, Housing 92.1 165.2 169.0 200.0°
Markets
Purchases of GSE-Guaranteed Mortgage-Backed GSEs, Housing .
Securities Markets 467.1 1,119.3 1,128.4¢ 1,250
Foreign Central Bank Currency Liquidity Swaps U.S. Markets 114.6¥ 1.2v 586.1* 586.1
Treasuries Purchase Program Private Credit 174.5v 300.0 300.0¢ 300.0%
Markets
Credit to AIG*** specifc 435 50,40 90.3% 122.8%
nstitution
Maiden Lane LLC (Bear Stearns)**** lSpe_ciﬁc 29.2¢e 29.3ff 29.3ee 30.0m
nstitution
Maiden Lane Il LLC (AIG)* *** Ispe.dﬁ.c 17.70 15.3i 19.5k 225!
nstitution
Maiden Lane IIl LLC (AIG)**** specifc 22.6m 17.3m 24,40 30.0%
nstitution
Other Credit Extensions (JPMorgan, Bear Stearns Specific . . 129w 12.9
bridge loan) — CLOSED Institution ’ ’
Total $1,450.3 $1,712.1 $3,997.4 $6,670.4
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Notes: Numbers affected by rounding. If only one source is given for a program, it is the same source for all column headers. If only one source is given for “Balance as of 6/30/2009" and “High-Water Mark,”
it is the same source.

* High-water mark means the highest outstanding balance during the entire history of the program as of the respective date.

** Maximum Potential Commitment does not account for any collateral pledged; the high-water mark is used as the maximum potential support for programs that did not specify an upper limit.

*** Current credit to AlG balance includes the value of AIA and ALICO SPV preferred shares currently held by the Federal Reserve. This amount was not included in SIGTARP's July 2009 Quarterly Report.

**** All Maiden Lane LLC amounts represent the current outstanding principal balance (including accrued and capitalized interest) of funds borrowed from the Federal Reserve. Last year's report measured
the value of the respective Maiden Lane asset portfolios.

Sources:

2 Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WTERAUC.txt, accessed 7/6/2010.

b Federal Reserve Press Release, 10/6/2008, www.federalreserve.gov/newsevents/press/monetary/20081006a.htm, accessed 6,/8/2010.

¢ Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WPC.txt, accessed 7/6/2010.

4 Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WREPO.txt, accessed 7/6/2010.

e CPFF SPV is closed, but current balance of remaining assets includes about $1 million in other investments as of 6/30/2010.

f Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WCPFF.txt, accessed 7/6/2010.

¢ FDIC, Supervisory Insights, Summer 2009, p. 4, www.fdic.gov/regulations/examinations/supervisory/insights/sisum09/si_sum09.pdf, accessed 6,/30/2010.

" FDIC, Supervisory Insights, Summer 2009, p. 4, www.fdic.gov/regulations/examinations/supervisory/insights/sisum09/si_sum09.pdf, accessed 6,/30/2010.

" Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WABCMMF.txt, accessed 7/6/2010; FDIC Supervisory Insights, Summer 2009, p. 4, www.fdic.gov/regulations/examina-
tions/supervisory/insights/sisum09/si_sum09.pdf, accessed 6,/30/2010.

I Week ending 6/30/2010: St. Louis Fed, http://research.stlouisfed.org/fred2/data/WTERMFAC.txt, accessed 7/6/2010.

Congressional Budget Office, “The Budget and Economic Outlook: Fiscal Years 2009-2019, p. 39, accessed 6/23/2010; FDIC, Supervisory Insights, Summer 2009, p. 4, www.fdic.gov/regulations/exami-

nations/supervisory/insights/sisum09/si_sumQ9.pdf, accessed 6/23/2010.

! Maximum $5 billion per primary dealer; Fed's primary dealer list shows 18 dealers (www.newyorkfed.org/markets/pridealers_current.html). Limit was increased from $3 billion to $5 billion per dealer in

2008 and has remained at that level. Effective July 9, 2009, the SOMA expanded to include direct obligations of housing-related GSEs Fannie Mae, Freddie Mac, and the Federal Home Loan Banks held in

the SOMA portfolio and offered them for loan in the daily SOMA securities lending auctions.

This is an update to SIGTARP's July 2009 Quarterly Report: Federal Reserve Bank of New York, Securities Lending Activity, 6/30/2009, www.newyorkfed.org/markets/seclend/historical/results.cfm,

accessed 7/9/2010.

Federal Reserve Bank of New York, response to SIGTARP data call, 7/9/2010.

This is an update to SIGTARP's July 2009 Quarterly Report: Federal Reserve Bank of New York, Securities Lending Activity, 10/23/2008, www.newyorkfed.org/markets/seclend/historical/results.cfm,

accessed 7/9/2010.

> SOMA figures for “total support” are net of pre-existing lending limits. To estimate a total support amount of $36 billion, the increased facility of $2 billion per primary dealer was multiplied by the 18

primary dealers in the industry; historical data, www.federalreserve.gov/releases/h41/hist/h4Lhistl.pdf, accessed 6/11,/2009.

Technically unlimited potential, though usage peaked on 10/1/2008 at $147.7 billion. Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WPDF.txt, accessed 7/6/2010.

Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WFEDSEC.txt, accessed 7/6,/2010.

Maximum Potential Commitment extended to the program at any point was $200 billion; see Federal Reserve Board Press Release, 3/18/2009, http://federalreserve.gov/newsevents/press/

monetary/20090318a.htm, accessed 6,/30/2010.

t Week ending 6/30/2010: St. Louis Fed, www.research.stlouisfed.org/fred2/data/WMBSEC.txt, accessed 7/6/2010.

v FDIC, Supervisory Insights, Summer 2009, p. 4, www.fdic.gov/regulations/examinations/supervisory/insights/sisum09/si_sum09.pdf, accessed 6/30/2010.

v This is an update to last year's report; Federal Reserve Bank of New York, response to SIGTARP data call, 7/10/2010.
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°

Week ending 6/30/2010: St. Louis Fed, http://research.stlouisfed.org/fred2/data/WLIQSWP.txt, accessed 7/6/2010.
Last year's chart reflected an upper limit of $755 billion. The Federal Reserve Bank of New York now clarifies that current swap lines are unlimited. High-water mark and unlimited maximum potential com-
mitment amount provided by Federal Reserve Bank of New York, response to SIGTARP data call, 7/10/2010.

v Data derived from taking the increase of U.S. Treasury securities held from 3/18/2009 (date of program announcement) to 6/3/2009 to data source: Federal Reserve, www.research.stlouisfed.org/fred2/
categories/32215/downloaddata, accessed 6,/11/2009.

= Purchase amount found by taking the difference of the current $777 billion of U.S. Treasury securities held and the amount held prior to the program’s initiation in March 2009; Federal Reserve, March
2010,“Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/monthlyclbsreport201002.pdf, accessed
6/30/2010.

2 Federal Reserve Board of Governors, June 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monettarypolicy/files/month-
lyclbsreport201006.pdf, accessed 6,/23/2010.

% Current Balance and Balance as of 6/30/2009 provided by Federal Bank of New York, response to SIGTARP draft, 7/10/2010.

« Sum of AIG's Credit Facility and Securities Lending Facility. Federal Reserve Board, Statistical Release H.4.1, “Recent balance sheet trends,” 7/13/2010, www.federalreserve.gov/monetarypolicy/bst_re-
centtrends_accessible.htm, accessed 7/13/2010.

4 Prior to restructuring of assistance, the Federal Reserve’s maximum potential commitment to AIG peaked at $122.8 billion between two programs — an $85 billion credit facility and a $37.8 billion
securities lending facility. Federal Reserve Board, Monetary Policy Report to the Congress, Appendix A, 2/24/2009, www.federalreserve.gov/monetarypolicy/mpr_20090225_appendixa.htm, accessed
6/23/2010.

e Federal Reserve Board of Governors, February 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/
monthlyclbsreport201002.pdf, accessed 6/24/2010.

- Federal Reserve Board of Governors, June 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/month-
lyclbsreport201006.pdf, accessed 6,/23/2010.

ee Federal Reserve Bank of New York, “Maiden Lane Transactions,” 3/31/2010, www.newyorkfed.org/markets/maidenlane_100331.html#begin, accessed 7/10/2010.

- Federal Reserve, Monetary Policy Report to the Congress, Appendix A, 2/25/2009, www.federalreserve.gov/monetarypolicy/mpr_20090225_appendixa.htm, accessed 6,/9/2010.

i Federal Reserve Board of Governors, February 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/
monthlyclbsreport201002.pdf, accessed 6/24/2010.

i Federal Reserve Board of Governors, June 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/monthly-
clbsreport201006.pdf, accessed 6/23/2010.

¥ Federal Reserve Bank of New York, “Maiden Lane Transactions,” 12/31/2008, www.newyorkfed.org/markets/maidenlane2_081231.html#begin, accessed 7/10/2010.

' Federal Reserve, Monetary Policy Report to the Congress, Appendix A, 2/25/2009, www.federalreserve.gov/monetarypolicy/mpr_20090225_appendixa.htm, accessed 6,/9/2010.

mm Federal Reserve Board of Governors, February 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/
monthlyclbsreport201002.pdf, accessed 6/24/2010.

™ Federal Reserve Board of Governors, June 2010, “Federal Reserve System Monthly Report on Credit and Liquidity Programs and the Balance Sheet,” www.federalreserve.gov/monetarypolicy/files/monthly-
clbsreport201006.pdf, accessed 6,/23/2010.

% Federal Reserve Bank of New York, “Maiden Lane Transactions,” 12/31/2008, www.newyorkfed.org/markets/maidenlane3_081231.html#begin, accessed 7/10/2010.

Federal Reserve, Monetary Policy Report to the Congress, Appendix A, 2/25/2009, www.federalreserve.gov/monetarypolicy/mpr_20090225_appendixa.htm, accessed 6/9/2010.

Initial outlay of March 14-16, 2008; repaid on March 17, 2009; Federal Reserve, Report Pursuant to Section 129 of the Emergency Economic Stabilization Act of 2008: Bridge Loan to The Bear Stearns

Companies Inc. through JPMorgan Chase Bank N.A., www.federalreserve.gov/monetarypolicy/files/129bearstearnsbridgeloan.pdf, accessed 5/14/2010.
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Although the Federal Reserve’s remaining maximum potential commitments
have fallen as many of its liquidity facilities have closed, the current balance of its
securities held outright continues to rise. The majority of this increase is associ-
ated with the settlement of MBS purchases executed prior to the completion of
the MBS purchase program on March 31, 2010, and the completion of TPP in
October 2009. Figure 3.1 below shows the direction in which the Federal Reserve’s

commitments and liabilities have shifted during the financial crisis.

FIGURE 3.1
FEDERAL RESERVE BALANCE SHEET ASSETS (12/26/2007 - 6/30/2010)
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Note: The “All Liquidity Facilities” category includes various Federal Reserve programs such as the Term Auction Facility, the
Commercial Paper Funding Facility, and the Money Market Investor Funding Facility.

Sources: Securities Holdings: Federal Reserve Board, Statistical Release H.4.1, “Factors Affecting Reserve Balances,”
7/8/2010, www.federalreserve.gov/releases/h41/hist/h41hist11.txt, accessed 7/10/2010; All Liquidity Facilities: Federal
Reserve Board, Recent Balance Sheet Trends, 7/10/2010, www.federalreserve.gov/monetary policy/bst_recenttrends.htm,
accessed 7/10/2010.
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Term-Auction Facility (“TAF”) — Closed on March 8, 2010 — Maximum Potential
Commitment: $900 Billion, Amount Outstanding: $O

The Term Auction Facility (“TAF”) allowed depository institutions in generally
sound condition to borrow funds by bidding at competitive auctions and putting
up collateral. It was a new means of providing funds through the Federal Reserve’s
discount window. Although most instances of borrowing from the discount win-
dow are routine and short-term in nature, banks have also sometimes relied on the
discount window as a source of funds for longer periods in an emergency. Because
of its association with emergencies, borrowing at the discount window has carried
a certain stigma. Because TAF funds were obtained through regular auctions, bor-
rowing under TAF, by contrast, was perceived less as a sign of weakness.

TAF was created in December 2007 by the Federal Reserve Board of Governors
to meet the short-term liquidity needs of banks. According to the Federal Reserve,
“by increasing the access of depository institutions to funding, the TAF support[ed]
the ability of such institutions to meet the credit needs of their customers.”3%

The funds were borrowed by banks in an auction that set the interest rate. The
bank had to be in “generally sound financial condition” and post collateral — such
as high-quality securities — that were subject to certain haircuts. Thus, a bank
could borrow, for example, $0.92 after posting $1.00 worth of securities. The
minimum interest rate a bank could bid was the interest rate paid by the Federal
Reserve on excess reserve balances. Typically, the Federal Reserve conducted regu-
lar auctions of 28- and 84-day funds for $150 billion at a time.*” The sum of all
TAF credit authorized within these auctions reached a maximum potential commit-
ment peak of $900 billion.>*® The outstanding balance of funds under TAF reached
its $493 billion peak as capital markets bottomed out in March 2009.3%

As financial market conditions improved in the second half of 2009, the Federal
Reserve said it would scale back the amount of funds offered at TAF auctions and
shorten the maturity of future auction terms. TAF’s 84-day auctions were aligned
with maturity dates of 28-day auctions; the auction amount for other 28-day auc-
tions was gradually decreased, and the last auction was held March 8, 2010.31°
These final funds matured in early April 2010 and the TAF program’s outstanding
balance was zero as of June 30, 2010.3!"

Primary Credit Program of the Discount Window — Maximum Potential
Commitment: $111.9 Billion, Amount Outstanding: $0.2 Billion

Primary credit loans are taken by banks at the Federal Reserve’s discount window
when they require short-term funds to meet the needs of their customers and
creditors. Prior to the crisis, the Federal Reserve ordinarily lent on a very short-
term basis, typically overnight, at 1.0% above the Federal Open Market Committee
(“FOMC”) target federal funds rate. The borrowing bank must provide suitable
collateral, subject to a haircut. In August 2007, the Federal Reserve reduced the
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primary credit (discount) rate to 0.5% above the federal funds rate and extended
the primary credit term to 30 days. Accessibility was broadened in March 2008,
as the Federal Reserve further reduced the rate to 0.25% above the FOMC target
federal funds range and lengthened the term to 90 days.

In response to improvement in financial markets in late 2009 and early 2010,
the Federal Reserve twice reduced the maximum term of primary credit loans, first
to 28 days, and then back to overnight, effective March 18, 2010. In addition, the
Federal Reserve raised the rate to 0.5% above the target federal funds range, effec-
tive February 19, 2010.3'2 The reduction of the lengthier term to overnight has es-
sentially eliminated the modifications for emergency liquidity through this program.
As of June 30, 2010, borrowing through the discount window had decreased from a
crisis high point of $111.9 billion in October 2008 to approximately $200 million.

Repurchase Agreements (“Repos”) — Maximum Potential Commitment:
$124.6 Billion, Amount Outstanding: $O

According to the Federal Reserve, “repurchase agreements reflect some of the
Federal Reserve’s temporary [open market operations]. Repurchase agreements
are transactions in which securities are purchased from a primary dealer under an
agreement to sell them back to the dealer on a specified date in the future. The
difference between the purchase price and the repurchase price reflects an inter-
est payment. The Federal Reserve may enter into repurchase agreements for up
to 65 business days, but the typical maturity is between one and 14 days. Federal
Reserve repurchase agreements supply reserve balances to the banking system for
the length of the agreement. The Federal Reserve employs a naming convention
for these transactions based on the perspective of the primary dealers: the dealers
receive cash while the Federal Reserve receives the collateral.”!?

During the years leading up to the financial crisis, non-banking institutions
such as money market mutual funds, securities lenders, institutional investors, and
businesses increasingly needed a means of safely depositing funds while earning in-
terest but retaining easy access to their funds. Repurchase agreements developed to
serve this need. However, the onset of the financial crisis and near failure of large
financial institutions heightened counterparty risk as the value of collateral, such as
AAA-rated subprime securities, used in repurchase agreements came increasingly
into question. As a result, private lenders raised the haircuts required for the repo
loans or refused to roll over the repo loans collateralized by subprime mortgage
assets.’!

As liquidity in the repo market subsequently dried up, the Federal Reserve
became the preferred counterparty of primary dealers in the repo market. In an
effort to supply reserve balances and additional liquidity to the banking system, the
Federal Reserve increased the level of its repurchase agreements substantially be-
yond pre-crisis levels. The value of reserve bank credit provided through repurchase
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agreements reached its high-water mark of $124.6 billion in June 2008. The
normalization of liquidity in the banking system reduced the need to further inject

reserves and repurchase agreement balances have remained at zero since February
200931

Commercial Paper Funding Facility (“CPFF”) — Closed on February 1, 2010 —
Maximum Potential Commitment: $1.8 Trillion, Amount Outstanding: $O

The Commercial Paper Funding Facility (“CPFF”) was created in October 2008

to provide an emergency source of funds to U.S. corporations that borrow short-
term funds by issuing commercial paper (“CP”). CP is a short-term debt security
commonly used by corporations to raise funds in what has historically been a
liquid market. The market for these securities froze in the fall of 2008 follow-

ing the failure of Lehman Brothers. CPFF was created to reassure investors and
corporate issuers that the Federal Reserve was willing to act as a “buyer of last
resort,” maintaining the liquidity and functioning of this market. CPFF, accord-
ing to the Federal Reserve Board’s February 2009 Monetary Policy Report to the
Congress, was “intended to improve liquidity in short-term funding markets and
thereby increase the availability of credit for businesses and households.”!® Under
the terms and conditions of CPFF, the Federal Reserve committed to lending funds
to a special purpose vehicle (“SPV”) that bought eligible CP from eligible issuers.
Eligible CP was U.S.-dollar-denominated CP or asset-backed CP rated at least
A-1/P-1/F1 (these are the top ratings of the different ratings agencies). Eligible
issuers were U.S. corporations, including those with a foreign parent company. For
any given issuer, the SPV’s purchases were limited to the maximum amount of CP
that issuer had outstanding between January 1 and August 31, 2008. Issuers paid
a fee to FRBNY of 0.1% of the maximum of its CP the SPV could own. Under the
program’s guidelines, the amount of qualifying CP holdings the CPFF SPV was
potentially authorized to purchase was approximately $1.8 trillion.?!” The SPV’s
holdings reached a peak of approximately $350 billion in January 2009 and steadily

declined until its closure on February 1, 2010.3'8

Money Market Investor Funding Facility (“MMIFF”) — Closed on October 30,
2009 — Maximum Potential Commitment: $600 Billion, Amount Outstanding: $0
Money market funds are investment funds that buy high-quality, short-term debt
instruments such as Treasury securities and high-quality bank and corporate notes.
Investments in money market funds are generally intended to provide a high degree
of safety and relatively quick access to funds. In turn, banks and other financial
intermediaries depend on the money market as a source of funds for their business
and household customers. In 2008, this market also experienced the same liquidity
problems as other markets — that is, money market investors could not find buyers
for securities they were seeking to sell when needed.

To help meet this liquidity need, the Federal Reserve created the Money Market
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Investor Funding Facility (“MMIFF”) on October 21, 2008. According to the
Federal Reserve Board’s February 2009 Monetary Policy Report to the Congress,
“the Federal Reserve Bank of New York [would] provide senior secured funding to a
series of SPVs to facilitate an industry-supported private-sector initiative to finance
the purchase of eligible assets from eligible investors. Eligible assets include[d]
U.S. dollar-denominated certificates of deposit, bank notes, and commercial paper
issued by highly rated financial institutions and having remaining maturities of 90
days or less.”!” The SPVs for MMIFF were similar to the SPV for CPFF in that
they would purchase eligible money market paper using funds from MMIFF and
through the issuance of asset-backed CP. FRBNY committed to lending the SPVs
90% of the purchase price of eligible assets; sellers of assets to the SPV would
receive that much in cash and the remaining 10% in ABS from the SPV.*** Under
the program’s guidelines, the amount of qualifying money market fund holdings
the MMIFF SPV was potentially authorized to purchase was approximately $600
billion.??! MMIFF was never used to fund any purchases of money market instru-
ments, but it may have succeeded in providing confidence to this market through
its existence alone. MMIFF expired on October 30, 2009.32

Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility
(“AMLF") — Closed on February 1, 2010 — Maximum Potential Commitment:
$145.9 Billion, Amount Outstanding: $O

The Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity
Facility (“AMLF”) was designed to assist money market funds holding asset-backed
commercial paper (“ABCP”) in meeting the liquidity demands of their investors.
Through the facility, the Federal Reserve provided non-recourse loans at the primary
credit rate to U.S. depository institutions and bank holding companies to finance
their purchases of high-quality ABCP from money market mutual funds. The facility
was intended “to assist money funds that hold such paper in meeting demands for
redemptions by investors and to foster liquidity in the ABCP markets and broader
money markets.”3?* AMLF was initially authorized on September 19, 2008, and al-
though originally scheduled to terminate in January 2009, was extended to February
1, 2010.3** The program’s high-water mark of $145.9 billion was reached almost
immediately upon its authorization, but its size gradually declined and remained

relatively unused from August 2009 until its closure on February 1, 2010.3%

Term Securities Lending Facility (“TSLF”), and Term Securities Lending Facility
Options Program (“TOP”) — Closed on February 1, 2010 — Maximum Potential
Commitment: $250 Billion, Amount Outstanding: $O

In the securities markets, primary dealers are a group of securities broker-dealers
that have the right to trade directly with the Federal Reserve System in connec-
tion with Federal Reserve OMO. They also participate directly in U.S. Treasury
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auctions, and are an important conduit for financial interactions between the
Federal Government and the private capital markets. In early 2008, many primary
dealers came under increasing liquidity pressure, which the Federal Reserve ad-
dressed through the creation of the Term Securities Lending Facility (“TSLF”)

on March 11, 2008. According to the Federal Reserve Board’s February 2009
Monetary Policy Report to the Congress, “Under the TSLEF, the Federal Reserve
lends up to $200 billion of Treasury securities to primary dealers for a term of

28 days (rather than overnight, as in the regular securities lending program); the
lending is secured by a pledge of other securities.”3?¢ The facility allowed for the
expansion of eligible collateral from Treasury and Federal agency securities and
AAA-rated RMBS to include all investment-grade debt securities. The securities
were then made available in weekly competitive auctions.??” The program reached
its high-water mark of $233.6 billion in October 2008 and steadily declined until
reaching zero in August 2009. The program closed on February 1, 2010.3%

An extension of the TSLF was TSLF Options Program (“TOP”), described by
FRBNY as intended to “enhance the effectiveness of the TSLF by offering added
liquidity over periods of heightened collateral market pressures, such as quarter-
end dates.”?° The program “offer[ed] options on a short-term fixed rate of [TSLF]
bond-for-bond loan of general Treasury collateral against a pledge of eligible col-
lateral.”**® The Federal Reserve’s Open Market Trading Desk offered a total of $50
billion in options for each targeted period in addition to the $200 billion authorized
under TSLE.*! TOP was suspended effective July 1, 2009, and did not resume
before TSLF closed.**

Expansion of System Open Market Account (“SOMA”) Securities Lending —
Maximum Potential Commitment: $36.0 Billion Increase in Funding, Amount
Outstanding: $13.9 Billion

The System Open Market Account (“SOMA”) pre-dated the crisis and is managed
by FRBNY. The account contains dollar-denominated assets purchased in OMO
in the course of the Federal Reserve’s implementation of U.S. monetary policy.
Borrowing of securities in the SOMA is permitted “for the purpose of covering an
expected fail to receive on the part of a dealer. In order to prevent lending activ-
ity from affecting reserves, Treasury securities, rather than cash, are posted with
the Federal Reserve as collateral.”*** Under SOMA’s Securities Lending Program,
the Federal Reserve lends Treasury securities and agency direct obligations held
in the System account on an overnight basis for a fee. Such loans are secured by
Treasury securities pledged by the borrower.*** In response to market pressures,
the program was expanded on September 23, 2008, to raise the current dealer ag-
gregate limit from $3 billion to $4 billion*** and raised again on October 8, 2008,
to $5 billion per dealer.?*® This $2 billion increase per dealer has resulted in an



SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

expansion of $36 billion spread across the 18 designated primary dealers.
On July 9, 2009, the Federal Reserve modified the SOMA securities lending
program by offering direct GSE obligations in the program’s daily lending auc-

337

tions.**” On June 30, 2010, securities loans outstanding to primary dealers through

the securities lending program totaled approximately $13.9 billion.***

Primary Dealer Credit Facility (“PDCF”) — Closed on February 1, 2010 —
Maximum Potential Commitment: $147.7 Billion, Amount Outstanding: $0

The Federal Reserve Board’s February 2009 Monetary Policy Report to the
Congress states that “to bolster market liquidity and promote orderly market
functioning, on March 16, 2008, the Federal Reserve Board voted unanimously

to authorize the Federal Reserve Bank of New York to create a lending facility —
the Primary Dealer Credit Facility (“PDCF”) — to improve the ability of primary
dealers to provide financing to participants in securitization markets.”** Under the
facility, loans were made to primary dealers, against which they had to post eligible
collateral. Initially, eligible collateral was limited to investment-grade securities,
but this was expanded in September 2008 to include “all collateral eligible for
pledge in tri-party funding arrangements through the major clearing banks. The
interest rate charged on such credit [was] the same as the primary credit rate at
the Federal Reserve Bank of New York.”** The first participants eligible to pledge
this wider range of collateral were Merrill Lynch & Co., Inc. (“Merrill Lynch”),
The Goldman Sachs Group, Inc. (“Goldman Sachs”), and Morgan Stanley; these
collateral arrangements were later expanded to include other primary dealers.

The program reached its high-water mark of $147.7 billion in October 2008 and
steadily declined until reaching zero in May 2009. The program closed on February
1,2010.3

Purchases of Direct Obligations of GSEs — Maximum Potential Commitment:
$200.0 Billion, Amount Outstanding: $165.2 Billion
GSEs are private corporations created by Congress to fulfill certain social and fi-
nancial policy goals, primarily in the housing finance markets. The most prominent
are Fannie Mae, Freddie Mac, and the FHLBs. As Fannie Mae and Freddie Mac
in particular encountered difficulty raising funds in 2008, their problems began af-
fecting the cost and availability of credit within the housing markets, where the two
agencies alone accounted for more than half of all domestic mortgage financing.
To help reduce the cost and increase the availability of credit in support of the
housing and mortgage markets, the Federal Reserve announced on September 19,
2008, that it would commence purchasing debt and other instruments of the GSEs
through its Open Market Trading Desk; these purchases are made in competitive
auctions through primary dealers.
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On November 25, 2008, the Federal Reserve announced a program to buy up
to $100 billion in the GSEs’ direct obligations. On March 18, 2009, the Federal
Reserve’s FOMC increased the size of this program to a total of $200 billion for
direct obligations.*** Prior to August 31, 2009, the purchase program had been fo-
cused on less liquid fixed-rate, non-callable, senior GSE securities. This policy was
amended to include widely traded benchmark GSE securities in an effort to “miti-
gate market dislocations and promote overall market functioning.”*** Subsequently,
on September 23, 2009, the FOMC announced its intention to gradually slow
the pace of these purchases and to execute them by the end of the first quarter of
2010. On November 4, 2009, the Committee announced its intention for pur-
chases to total about $175 billion.>** As of June 30, 2010, the Federal Reserve held
approximately $165.2 billion in GSE direct obligations on its balance sheet.>*

Purchases of GSE-Guaranteed MBS — Maximum Potential Commitment:
$1.25 Trillion, Amount Outstanding: $1.1 Trillion

In addition to purchasing the direct obligations of GSEs, the Federal Reserve
provided further support to the mortgage markets by committing to purchase

up to $1.25 trillion of MBS that have been guaranteed by GSEs. This purchase
program was originally announced on November 25, 2008, with a maximum pur-
chase limit of $500 billion, but was raised to $1.25 trillion on March 18, 2009.3%
Subsequently, on September 23, 2009, FOMC announced its intention to gradu-
ally slow the pace of its purchases of agency-guaranteed MBS by scaling back
average weekly purchase amounts.?¥” As anticipated by FOMC, these purchases
were completed by March 31, 2010. As of June 30, 2010, the Federal Reserve held
approximately $1.1 trillion in GSE-guaranteed MBS on its balance sheet.?*

Foreign Central Bank Currency Liquidity Swaps — Maximum Potential
Commitment: $586.1 Billion, Amount Outstanding: $1.2 Billion

On December 12, 2007, FOMC announced it had authorized dollar liquidity swap
lines with the European Central Bank and the Swiss National Bank in order to
“provide liquidity in U.S. dollars to overseas markets.”*’ Subsequently, the program
expanded to include additional central banks.

The Federal Reserve describes the transactions as follows: “These swaps involve
two transactions. When a foreign central bank draws on its swap line with the
Federal Reserve, the foreign central bank sells a specified amount of its currency to
the Federal Reserve in exchange for dollars at the prevailing market exchange rate.
The Federal Reserve holds the foreign currency in an account at the foreign central
bank. The dollars that the Federal Reserve provides are deposited in an account
that the foreign central bank maintains at the Federal Reserve Bank of New York.
At the same time, the Federal Reserve and the foreign central bank enter into a
binding agreement for a second transaction that obligates the foreign central bank
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to buy back its currency on a specified future date at the same exchange rate. The
second transaction unwinds the first. At the conclusion of the second transac-
tion, the foreign central bank pays interest, at a market-based rate, to the Federal
Reserve.

“When the foreign central bank lends the dollars it obtained by drawing on
its swap line to institutions in its jurisdiction, the dollars are transferred from the
foreign central bank’s account at the Federal Reserve to the account of the bank
that the borrowing institution uses to clear its dollar transactions. The foreign cen-
tral bank remains obligated to return the dollars to the Federal Reserve under the
terms of the agreement, and the Federal Reserve is not a counter party to the loan
extended by the foreign central bank. The foreign central bank bears the credit risk
associated with the loans it makes to institutions in its jurisdiction.”*

These temporary dollar liquidity swap arrangements reached a maximum
amount of $586.1 billion in December 2008 and then gradually declined to zero
until the arrangements first expired on February 1, 2010.>' However, in response
to the re-emergence of strains in offshore short-term U.S. dollar funding markets
stemming from the euro-zone sovereign debt crisis, in May 2010, the Federal
Reserve re-established temporary dollar liquidity swap lines with the Bank of
Canada, the Bank of England, the European Central Bank, the Bank of Japan, and
the Swiss National Bank through January 2011.32 These facilities are designed to
help improve liquidity conditions in U.S. dollar funding markets and to prevent
the spread of strains to other markets and financial centers.?>* The amount of
credit being extended through this new round of liquidity swap agreements has
been small so far and looks to remain relatively minor compared to the liquidity
swap program arranged during the peak of the financial crisis. The pricing on the
reopened swap lines is consistent with pricing under the previous swap lines, but
is now above current market pricing and is largely pre-emptive in nature, looking
to provide a backstop for dollar funding markets and bolster market confidence.***
The first drawing on the new swap lines settled on May 12, 2010, and the aggre-
gate outstanding swap balances stood at approximately $1.2 billion as of June 30,
2010.3%

Treasury Purchase Program (“TPP”) — Maximum Potential Commitment:
$300.0 Billion, Amount Outstanding: $300.0 Billion

On March 18, 2009, FOMC announced that “to help improve conditions in
private credit markets, the [FOMC] Committee decided to purchase up to $300
billion of longer-term Treasury Securities over the next six months.”*¢ The Federal
Reserve stated that the goal of TPP was “to provide support to mortgage and hous-
ing markets and to foster improved conditions in financial markets more generally”
by improving the functioning of the MBS market and so reducing the yields on
the longer-term Government securities used as the benchmarks against which the
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rates of long-term loans, such as mortgages, are set. In August 2009, the FOMC
announced it would gradually slow the pace of Treasury purchases in order to “pro-
mote a smooth transition in markets as purchases were completed.” As anticipated,
the purchases were completed by the end of October 2009 and currently stand at
$300 billion.>*”

Non-TARP Credit to American International Group, Inc. — Maximum Potential
Commitment: $122.8 Billion, Amount Outstanding: $50.4 Billion
The Federal Reserve Board’s Monetary Policy Report to the Congress in February
20009 states that “In early September, the condition of American International
Group, Inc. (‘AIG’), a large, complex financial institution, deteriorated rapidly. In
view of the likely systemic implications and the potential for significant adverse
effects on the economy of a disorderly failure of AIG, on September 16, the Federal
Reserve Board, with the support of Treasury, authorized the Federal Reserve Bank
of New York to lend up to $85 billion to the firm to assist it in meeting its obliga-
tions and to facilitate the orderly sale of some of its businesses. This facility had
a 24-month term, with interest accruing on the outstanding balance at a rate of
3-month LIBOR plus 850 basis points, and was collateralized by all of the assets of
AlG and its primary non-regulated subsidiaries. On October 8, the Federal Reserve
announced an additional program under which it would lend up to $37.8 billion to
finance investment-grade, fixed-income securities held by AIG, for a total poten-
tial commitment amount of $122.8 billion. These securities had previously been
lent by AIG’s insurance company subsidiaries to third parties.”**® Federal Reserve
support for AIG through these two credit facilities reached a combined high-water
mark of approximately $90.3 billion on October 22, 2008.3*° The securities lending
facility was repaid in full and terminated on December 12, 2008.3°° Subsequently,
in November 2008, “Treasury, through TARP, purchased $40 billion of newly is-
sued AIG preferred shares under the Systemically Significant Failing Institutions
(‘SSFT’) program. The $40 billion allowed the Federal Reserve to reduce from
$85 billion to $60 billion the total amount available under the credit facility.”**! In
addition to reducing the line of credit, the Federal Reserve reduced the interest rate
on the facility and extended the term of the facility from two years to five years.3%?

On December 1, 2009, the Federal Reserve completed two transactions previ-
ously announced as part of the restructuring of the U.S. Government's assistance
to AIG. Under these agreements, the Federal Reserve received $25 billion in pre-
ferred interests in two SPVs formed to hold the outstanding stock of AIG’s largest
foreign insurance subsidiaries, American International Assurance Co., Ltd. (“AIA”)
and American Life Insurance Company (“ALICQO”). In exchange, the credit facility
available to AIG was reduced by $25 billion to a maximum of $35 billion.

As of June 30, 2010, the maximum amount available under the AIG credit facil-
ity was approximately $33.7 billion, with an outstanding balance of $24.7 billion.3%3
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As of June 30, 2010, the outstanding balance on the AIA and ALICO SPVs was
$25.7 billion.*** The combined amount of remaining Federal Reserve support to
AIG through these facilities totaled $50.4 billion.

Maiden Lane LLC (Bear Stearns) — Maximum Potential Commitment:

$30.0 Billion, Amount Outstanding: $29.3 Billion

In mid-March 2008, Bear Stearns, a major investment bank and primary dealer,
was in imminent danger of failure. According to the Federal Reserve Board’s
February 2009 Monetary Policy Report to the Congress, “A bankruptcy filing would
have forced the secured creditors and counterparties of Bear Stearns to liquidate
underlying collateral, and given the illiquidity of markets, those creditors and coun-
terparties might well have sustained substantial losses. If they had responded to
losses or the unexpected illiquidity of their holdings by pulling back from providing
secured financing to other firms and by dumping large volumes of illiquid assets

on the market, a much broader financial crisis likely would have ensued. Thus,

the Federal Reserve judged that a disorderly failure of Bear Stearns would have
threatened overall financial stability and would most likely have had significant
adverse implications for the U.S. economy.”* To prevent a complete collapse of
Bear Stearns, therefore, the Federal Reserve invoked its emergency powers under
Section 13(3) of the Federal Reserve Act to authorize a loan of up to $30 billion

to facilitate JPMorgan Chase & Co.’s (“]PMorgan”) purchase of Bear Stearns and
its assumption of the company’s financial obligations. A limited liability company,
Maiden Lane LLC was created to facilitate these arrangements, particularly to hold
and manage certain assets.>*® On June 26, 2008, Maiden Lane LLC purchased
approximately $30 billion in Bear Stearns assets with approximately $29 billion of
funding from the Federal Reserve to Maiden Lane LLC and a subordinated loan
of approximately $1 billion from JPMorgan.>*” As of June 30, 2010, the outstand-
ing principal balance (including accrued and capitalized interest) on the Federal
Reserve’s loan stood at $29.3 billion while the current fair market value of Maiden
Lane LLC'’s assets stood at $28.4 billion.>*

Maiden Lane Il LLC and Maiden Lane lll LLC (American International Group, Inc.)
— Maximum Potential Commitment: $22.5 Billion and $30 Billion, Respectively,
Amount Outstanding: $15.3 Billion and $17.3 Billion, Respectively

The Federal Reserve Board’s April 2009 Monetary Policy Report to the Congress
states that “In November 2008, the Federal Reserve also announced plans to
restructure its lending related to AIG by extending credit to two newly formed
limited liability companies. The first, Maiden Lane II LLC, received a $19.5 billion
loan (the commitment was $22.5 billion) on December 12, 2008 from the Federal
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Reserve and a $1 billion subordinated loan from AIG and purchased residential
mortgage-backed securities from AIG. As a result of these actions, the securities
lending facility established on October 8, 2008, was subsequently repaid and ter-
minated. The second new company, Maiden Lane ITI LLC, received a $24.3 billion
loan (the commitment was $30 billion) on November 25, 2008, from the Federal
Reserve and a $5 billion equity funding from AIG and purchased multi-sector
collateralized debt obligations on which AIG ha[d] written credit default swap
contracts.”**® As of June 30, 2010, the outstanding principal balances (including
accrued and capitalized interest) on the Federal Reserve’s loans to Maiden Lane 11
LLC and Maiden Lane III LLC stood at $15.3 billion and $17.3 billion, respective-
ly, while the current fair market value of Maiden Lane I LLC and Maiden Lane III
LLC's assets stood at $15.7 billion and $23.2 billion, respectively.>”

Bridge Loan to JPMorgan & Bear Stearns — Maximum Potential Commitment:
$12.9 Billion, Amount Outstanding: $O

According to the Federal Reserve, on March 14, 2008, FRBNY made an over-
night discount window loan of $12.9 billion to JPMorgan to facilitate its purchase
of Bear Stearns; this was done simultaneously, in a back-to-back transaction, to
provide secured financing to Bear Stearns. The loan was repaid in full the follow-
ing Monday, March 17, 2008, “with interest of nearly $4 million.”*”! The Federal
Reserve Board describes this decision to extend credit as “designed to provide
funding necessary for Bear Stearns to meet its obligations for that day and to give
the company and policymakers additional time to develop a more permanent solu-
tion to the company’s severe liquidity problems that threatened to cause its sudden

”372

default and bankruptcy.

Non-TARP U.S. Department of the Treasury Programs

Outside of TARP, Treasury is using its non-EESA resources and authorities to
support a number of other programs for the benefit of the financial industry. The
Emergency Economic Stabilization Act of 2008 (“EESA”), the legislation that
created TARP, was not the first financial rescue act of Congress in 2008. Prior

to EESA, Congress passed the Housing and Economic Recovery Act of 2008
(“HERA”) in July 2008. As such, many of Treasury’s earlier efforts at restoring
stability to the financial sector arose out of provisions in this law. Table 3.3 provides
a summary of the key Treasury initiatives related to the financial crisis. In the year
since the July 2009 Quarterly Report, Treasury’s outstanding balance for non-TARP
programs increased by $276 billion, to $533.5 billion. The increases derive from
Treasury's open-ended support of the GSEs, support of the student loan industry,
and support for the International Monetary Fund.
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Table 3.3

NON-TARP GOVERNMENT SUPPORT OF THE FINANCIAL SECTOR — U.S. TREASURY ($ BILLIONS)

High-Water Maximum Potential

Balance as of Current Mark as of Commitment
Program Coverage 6/30/2009 Balance 6/30/2010* Related to Crisis* *
Money Market Mutual Fund (“MMMF”) Money Market Mutual Funds $0.0 $0.0 $0.0 $3,355.32
Program — CLOSED
GSE Preferred Stock Purchase Fannie/Freddie; Housing 59.8° 144.9 144.9¢ 144,94
Agreements (“PSPA”) Markets
GSE MBS Purchase Program Fannie/Freddie; Housing 145.7¢ 180.7f 198.0¢ 225.5h
Markets
GSE Credit Facility Program — CLOSED  Fannie/Freddie; Housing 0.0 0.0 0.0 25.0
Markets
New Issue Bond Program (“NIBP") Fannie/Freddie; Housing — 15.3 15.3 15.3
Markets
Temporary Credit and Liquidity Program  Fannie/Freddie; Housing — 8.2 8.2 8.2%
(“TCLP") Markets
Other HERA/Treasury (Tax Benefits and Housing Markets 19.0' 30.8 30.8 30.8m
CDBG)
Student Loan Purchases, and Asset- Higher Education, Lending 32.6" 99.6 99.6° 112.0°
Backed Commercial Paper Conduits Institutions
Potential International Monetary Fund International Agencies — 54.0 54.0 154.09
Liabilities
Total $257.1 $533.5 $550.8 $4,071.0

Notes: Numbers affected by rounding.

* High-water mark means the highest outstanding balance during the entire history of the program as of the respective date.

** Maximum Potential Commitment does not account for collateral pledged.

2 Per Treasury, the MMMF provided coverage to all participating money market mutual funds as of 9/19/2008. Treasury Press Release, “Treasury Announces Extension of Temporary Guarantee Program for
Money Market Funds,” 3/31/2009, www.ustreas.gov/press/releases/tg76.htm, accessed 6,/23/2010. The amount, $3.355 trillion, represents the total money market mutual funds outstanding at the end
of Q3, 2008. Federal Reserve Board Statistical Release Z.1, “Flow of Funds Accounts of the United States,” 6/11,/2009, Table L.206, www.federalreserve.gov/releases/z1/20090611/z1.pdf, accessed
6/23/2010.

b Data as of 4/16/2009. White House, FY 2010 Budget, www.whitehouse.gov/omb/budget/fy2010/assets/gov.pdf, accessed 6/15/2010.

¢ Data as of 3/31/2010. Federal Housing Finance Agency, “Capital Disclosures under Conservatorship (as of Q1 2010),” April 2010, www.fhfa.gov/webfiles/15747/1Q10CapitalDisclosure52010.pdf, ac-
cessed 6/30/2010.

4 This amount is technically unlimited through December 31, 2012. Data as of 3/31,/2010. Federal Housing Finance Agency, “Capital Disclosures under Conservatorship (as of Q1 2010),” April 2010, www.
fhfa.gov/webfiles/15747/1Q10CapitalDisclosure52010.pdf, accessed 6/30/2010.

¢ Data as of 5/31/2009. Treasury, Monthly Treasury Statement, May 2009, www.fms.treas.gov/mts/mts0509.pdf, accessed 6,/15/2010.

 Treasury, Monthly Treasury Statement, June 2010, www.fms.treas.gov/mts/mts0610.pdf, accessed 7/14/2010.

¢ Treasury, Monthly Treasury Statement, January 2010, www.fms.treas.gov/mts/mts0110.pdf, accessed 6/16,/2010.

" This represents a decline from SIGTARP's July 2009 Quarterly Report due to lower Treasury budget estimates for purchases going forward. Treasury, “Budget in Brief FY 2010,” www.ustreas.gov/offices/
management/budget/budgetinbrief/fy2010/BIB-HousingGSE..pdf, accessed 6/25/2009; Treasury, “Budget in Brief FY 2011,” www.ustreas.gov/offices/management/budget/budgetinbrief/fy2011/FY%20
2011%20BIB%20(2).pdf, accessed 6/8/2010; represents the sum of Treasury’s actual FY 2008, actual FY 2009, and estimates for FY 2010 and FY 2011.

House Committee on Financial Services Press Release, “Today: House to Consider H.R. 3221,” 7/23/2008, www.house.gov/apps/list/press/financialsvcs_dem/press072308.shtml, accessed 6,/15/2010.

I Treasury, Press Release, “Administration Completes Implementation of Initiative to Support State and Local Housing Finance Agencies,” 1/13/2010, www.financialstability.gov/latest/tg_01132010.html,
accessed 6/1/2010.

k Treasury Press Release, “Administration Completes Implementation of Initiative to Support State and Local Housing Finance Agencies,” 1/13/2010, www.financialstability.gov/latest/tg_01132010.html,
accessed 6/1/2010.

"House Committee on Financial Services Press Release, “Today: House to Consider H.R. 3221,” 7/23/2008, www.house.gov/apps/list/press/financialsvcs_dem/press072308.shtml, accessed 6/8/2010.
m Total adds this year's estimates to last year's $19.0 billion estimate. For Homebuyer's Tax Credit Extension estimate, see U.S. Congress, Joint Committee on Taxation, “Estimated Revenue Effects of Certain
Revenue Provisions Contained in the Worker, Homeownership, and Business Assistance Act of 2009, 11/3/2009, accessed 7/8/2010; for CDBG funds extension estimate, see Department of Housing and
Urban Development, no date, “American Recovery and Reinvestment Act of 2009- Program-Level Plan Community Development Block Grants (CDBG) Entitlement Grants,” http://portal.hud.gov/portal/page/

portal/RECOVERY/PLANS/Community%20Development%20Block%20Grant%20(CDBG)%20Entitlement%20Grants.pdf, accessed 6/16,/2010.

" As of May 31, 2009. Treasury, Monthly Treasury Statement, May 2009, www.fms.treas.gov/mts/mts0509.pdf, accessed 7/5/2010.

° Department of Education, response to SIGTARP data call, 7/5/2010.

» This updates last year's estimate for maximum potential commitments. For estimate of total purchases, see Congressional Budget Office, March 2010, “Costs and Policy Options for Federal Student Loan
Programs,” www.cbo.gov/ftpdocs/110xx/doc11043/03-25-StudentLoans.pdf, accessed 5/28/2010.

a CNBC, “US Exposure to EU Bailout is Big, but Risk is Limited,” 5/11/2010, www.cnbc.com/id/37084075/US_Exposure_to_EU_Bailout_Is_Big_But_Risk_Is_Limited, accessed 6/1/2010.



QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

Money Market Mutual Fund Program (“MMMF”) — Closed on September 18,
2009 — Maximum Potential Commitment: $3.4 Trillion, Amount Outstanding: $0
Treasury initiated the temporary Money Market Mutual Fund (“MMMEF”) guaran-
tee program on September 29, 2008. The stated intent was to address temporary
dislocations in credit markets by guaranteeing “the share price of any publicly
offered eligible money market mutual fund — both retail and institutional — that
applies for and pays a fee to participate in the program.” According to Treasury, the
program provided “coverage to shareholders for amounts that they held in partici-
pating money market funds as of the close of business on September 19, 2008. The
guarantee will be triggered if a participating fund’s net asset value [per share] falls
below $0.995, commonly referred to as breaking the buck.”*” Originally designed
to last for three months, the program was extended twice to September 18, 2009.
Funding for the program was drawn not from TARP funds, but from the Exchange
Stabilization Fund, which was established by the Gold Reserve Act of 1934.37*The
Exchange Stabilization Fund has assets of approximately $50 billion, and the maxi-
mum potential commitment provided to the MMMF program was approximately
$3.4 trillion — the total amount of money market mutual funds outstanding as of
the third quarter of 2008, when the program was created, and which were eligible
for coverage.’” Treasury announced the expiration of the program on September
18, 2009, without any losses and $1.2 billion earned in fund participation fees.*”®
GSE Preferred Stock Purchase Agreements (“PSPA”) — Maximum Potential
Commitment: $144.9 Billion, Amount Outstanding: $144.9 Billion

HERA provided temporary authority for Treasury to purchase obligations of the
housing GSEs. In September 2008, FHFA, established under HERA to oversee the
housing GSEs, put Fannie Mae and Freddie Mac under Federal conservatorship.
Treasury entered into a Preferred Stock Purchase Agreement (“PSPA”) with both
Fannie Mae and Freddie Mac to make investments up to $100 billion each in their
senior preferred stock as required to maintain positive equity.>’” On May 6, 2009,
Treasury increased the funding commitments for the PSPAs to $200 billion for
each of the entities. On December 24, 2009, Treasury announced that the fund-
ing commitments for both would be modified to allow for additional funding in the
event that cumulative losses at Fannie Mae or Freddie Mac exceed $200 billion
each before December 31, 2012, without limit. As of June 30, 2010, Fannie Mae
and Freddie Mac had received $83.6 billion and $61.3 billion, respectively, under
the PSPAs.37

GSE MBS Purchase Program — Maximum Potential Commitment:

$225.5 Billion, Amount Outstanding: $180.7 Billion

HERA also gave Treasury the authority to purchase GSE MBS in the open market,
and Treasury announced the program on September 7, 2008.%”° According to the
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Treasury’s FY 2011 budget, “The purpose of the program was to promote liquid-

ity in the mortgage market and, thereby, affordable homeownership by stabilizing
the interest rate spreads between mortgage rates and Treasury issuances.”* The
purchase of the securities would broaden access to mortgage funding for current

381 According to

and prospective homeowners as well as promote market stability.
Treasury’s FY 2010 and 2011 budgets, the amount of actual expenditures and
future allocations to GSE MBS purchases had been estimated at approximately
$225.5 billion over the life of the program.*? As of June 30, 2010, the Treasury
held $180.7 billion in GSE MBS, down from a high-water mark of approximately
$198 billion at the end of December 2009.3% Treasury’s authority to continue pur-
chasing GSE MBS expired on December 31, 2009, and Treasury did not request

additional funds for the program in FY 2011.3%

GSE Credit Facility Program — Closed on December 31, 2009 — Maximum
Potential Commitment: $25 Billion, Amount Outstanding: $O

The third Treasury program conducted under HERA relating to the GSEs was a
program designed to “ensure credit availability to the housing GSEs by providing
secured funding on an as-needed basis.”*** All of the GSEs would be able to borrow
under the program if needed until December 31, 2009. The Congressional Budget
Office (“CBO”) estimated that, if used, the federal budgetary cost of this facility
would be $25 billion over the fiscal years 2009-2010.3% No loans were made under
this program between its authorization on July 30, 2008, and its expiration on
December 31, 2009.3%7

New Issuance Bond Program (“NIBP”) — Maximum Potential Commitment:
$15.3 Billion, Amount Outstanding: $15.3 Billion

In December 2009, Treasury initiated two new programs providing temporary
financing for state and local Housing Financing Agencies (“HFAs”) to issue hous-
ing bonds. Under the New Issuance Bond Program (“NIBP”), Treasury purchased
securities of Fannie Mae and Freddie Mac backed by new HFA housing bonds,
intended to support up to several hundred thousand new affordable mortgages and
tens of thousands of new affordable rental housing units. HFAs will pay GSEs and
Treasury an amount intended to cover both the cost of financing the newly issued
bonds as well as a fee designed to cover risk posed by the HFA.**® More than 90
state and local HFAs representing 49 states participated in the NIBP for an aggre-
gate total new issuance of $15.3 billion before the expiration of Treasury’s authori-

zation to make these purchases expired on December 31, 2009.3%
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Temporary Credit and Liquidity Program (“TCLP”) — Maximum Potential
Commitment: $8.2 Billion, Amount Outstanding: $8.2 Billion

The Temporary Credit and Liquidity Program (“TCLP”) was created alongside the
NIBP in December 2009. The program provides HFAs with credit and liquidity fa-
cilities supporting up to $8.2 billion in existing HFA bonds. The TCLP is intended
to reduce the costs of maintaining existing financing for HFAs, which will have

to pay GSEs and Treasury a fee designed to cover risk posed by the program. This
fee will rise over time to encourage HFAs to transition from the TCLP to private
market financing alternatives as quickly as possible. All purchase commitments of
related GSE securities were completed before the expiration of Treasury’s authori-

zation to make these purchases expired on December 31, 2009.3%

Other HERA 2008 and ARRA 2009 Programs — Maximum Potential
Commitment: $30.8 Billion, Amount Outstanding: $30.8 Billion

HERA focused on the early centers of the financial crisis — the home mortgage
markets and the housing-related GSEs. Beyond the GSE programs, the other
components pertaining to Treasury include measures to support home prices

in general, which in turn support financial institutions holding mortgages and
mortgage-backed securities, as well as to support families and communities harmed
by the crisis. Specifically, the act introduced $15 billion in homebuyer tax credits,
extension of the property tax deduction to non-itemizing filers, and $4 billion in
emergency assistance for neighborhood real estate market stabilization.

The American Recovery and Reinvestment Act of 2009 (“ARRA”) expanded on
some of the HERA 2008'’s programs. An additional $990 million in funding was
allocated through the Community Development Block Grant (“CDBG”) to assist
with neighborhood real estate market stabilization.*' The First-Time Homebuyer’s
Tax Credit was also extended to April 30, 2010. CBO estimated the cost of extend-
ing and modifying the homebuyer’s tax credit would add approximately
$10.8 billion to the credits extended under HERA over the fiscal years 2010-
2019.%2 In sum, the total estimated maximum potential commitment for these
programs under both HERA and ARRA was approximately $30.8 billion as of
June 30, 2010.

Joint Treasury/Department of Education Student Loan Programs — Maximum
Potential Commitment: $112.0 Billion, Amount Outstanding: $99.6 Billion
Treasury and the Department of Education have jointly announced four programs
to support the student loan markets, which have been affected by the credit crisis.
The authority for these new programs is addressed in the Ensuring Continued
Access to Student Loans Act of 2008 (“ECASLA”). The first of these programs is
the Participation Program, under which the Government will buy participations
in pools of student loans. The second is the Purchase Program, through which
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the Government will purchase individual loans from lenders so that the lender’s
balance sheets can be freed up to make new student loans. The third is the Short
Term Purchase Program (“STPP”), which provided additional liquidity to lend-
ers participating in the Purchase Program. The fourth new program is the Asset-
Backed Conduit Program under which the Government will issue forward commit-
ments to purchase Federal Family Education Loan (“FFEL”) program loans from
qualified ABS issuers.>

Due to concerns about the availability of private capital for student loans,
Congress extended ECASLA to cover loans made for the 2009-2010 academic
year. The Department of Education reported that it purchased roughly $50 billion
in FFEL program loans through the end of fiscal year 2009. It estimated that it
will buy another $62 billion in loans under the extended authority ending on July
1, 2010, for total purchases of about $112 billion.*** As of June 30, 2010, the
Department of Education had purchased $99.6 billion in loans under the original
programs and their extensions for loans covering the 2009-2010 academic year.>*®

On March 21, 2010, Congress passed the Health Care and Education
Affordability Reconciliation Act of 2010 that eliminated the FFEL program on July
1,2010.3%

Commitments to International Fund — Maximum Potential Commitment:
Approximately $154 Billion, Amount Outstanding: $54.0 Billion

On April 2, 2009, the International Monetary Fund (“IMF”) New Arrangements to
Borrow (“NAB”) increased by up to $500 billion, of which the United States com-
mitted up to $100 billion. According to Treasury, “expanding the NAB will ensure
the IMF has adequate resources to play its central role in resolving and preventing
the spread of international economic and financial crises. Large and urgent financ-
ing needs projected for emerging markets and developing countries cannot be met
from pre-crisis IMF lending resources.””

The key elements of an expanded and more flexible NAB were agreed upon by
the current 26 NAB participants and representatives of 13 potential new partici-
pants in November 2009.3% However, NAB participants must consent to proposed
amendments and increases in credit arrangements. For many of the current and
potential participants, this will require legislative approval measures before NAB
can formally be expanded. As of June 30, 2010, the process of reaching consents
from all participants was still ongoing.**

Furthermore, the IMF and European Central Bank’s debt support agreement
for Greece includes a 250 billion euro loan from IMF. Though this amount is
only a rough approximation, depending on a variety of circumstances, the various
formulas and quota systems used by IMF to fund such loans would make Treasury
responsible for at least $54 billion of the cost of funding the loan.** The expansion
of the NAB and the estimated cost of the U.S. Government’s contribution to IMF’s
support package for Greece represent $154 billion in potential commitments as of
June 30, 2010.
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Summary and Update of Federal Deposit Insurance
Corporation (FDIC) Programs

The FDIC supports banks by insuring depositors against loss. Once depositors
need not worry about the financial health of any particular bank, the entire banking
system can avoid the destabilizing and dangerous potential for “runs on the bank”
or other precipitous withdrawals of funds. Historically a standby guarantor of de-
posits, the current banking crisis has drawn the FDIC away from this core mandate
and into the business of direct guarantees of debt instruments, investment funds,
and asset values. Table 3.4 provides a summary of the key FDIC initiatives related
to the financial crisis. Overall, the current outstanding balance of the FDIC’s

TABLE 3.4

NON-TARP GOVERNMENT SUPPORT OF THE FINANCIAL SECTOR —
FEDERAL DEPOSIT INSURANCE CORPORATION (s BiLLIoNS)

Balance High-Water Mark Maximum Potential
as of Current as of Commitment Related
Program Coverage 6,/30/2009 Balance 6/30/2010 to Crisis*
Enhanced Deposit Insurance (to $250K/ . . . . )
accounty: Depositors ) ) ) $700.0
Temporary Liqidity Guarantee Program ~  (271RoE FOWE 339.00  305.4¢ 345.8¢ 940.0
Debt Guarantees (“TLGP — DGP") (“Igl M) y ' ' ’ '
Temporary Liquidity Guarantee Program —
Transaction Account Guarantee Program Depositors™** 0.4 0.4 0.4¢ 835.1h
(“TLGP - TAG")
Purchasers of assets
. . of failed insured ‘
FDIC Loss Share/Receivership Program depository institutions — 3.8 3.8 34.7
(“DIs”)
Total $339.4 $309.6 $350.0 $2,509.8

Note: Numbers affected by rounding.

* Total potential support does not account for collateral pledged.

** Also includes eligible bank and savings and loan holding companies, certain affiliates of IDIs.

*** Limited to noninterest-bearing accounts held at participating IDls.

2As of 3/31/2010, the Deposit Insurance Fund (“DIF") remained solvent and the FDIC had yet to draw on any of the additional borrowing authority granted by Congress. FDIC, FDIC Quarterly Profile, Fourth
Quarter 2009, www.fdic.gov/bank/analytical/quarterly/2010_vol4_1/FDIC_Quarterly_Vol4Nol_Full.pdf, accessed 6/16/2010.

bEstimate as of 12/31/2008. Congressional Budget Office, “The Budget and Economic Outlook: Fiscal Years 2009-2019,” 1/2009, www.cbo.gov/ftpdocs/99xx/doc9958/01-08-Outlook_Testimony.pdf,
accessed 6/16/2010.

¢ This amount updates SIGTARP's July 2009 Quarterly Report with the latest available data as of 6/30/2009. Federal Deposit Insurance Corporation, Monthly Reports on Debt Issuance Under the Temporary
Liquidity Guarantee Program, 6/30/2009, www.fdic.gov/regulations/resources/tlgp/total_issuance6-09.html, accessed 6,/16,/2010.

dFederal Deposit Insurance Corporation, Monthly Reports on Debt Issuance Under the Temporary Liquidity Guarantee Program, 5/31/2010, www.fdic.gov/regulations/resources/tlgp/reports.html, accessed
7/1/2010.

¢Federal Deposit Insurance Corporation, Monthly Reports on Debt Issuance Under the Temporary Liquidity Guarantee Program, 5/31/2009, www.fdic.gov/regulations/resources/tigp/total_issuance5-09.html,
accessed 6/16/2010.

fFDIC, Chief Financial Officer's Report to the Board, Q4 2008, www.fdic.gov/about/strategic/corporate/cfo_report_4qtr_08/sum_trends_results.html, accessed 6,/16/2010.

2As of 3/31,/2009, during 2008 the FDIC paid out $70 million in guaranteed claims of depositors. FDIC, Chief Financial Officer's Report to the Board, Q4 2008, www.fdic.gov/about/strategic/corporate/
cfo_report_4qtr_08/sum_trends_results.html, accessed 6,/30/2009; during Q1 2009, the FDIC paid out $323 million. FDIC, Chief Financial Officer's Report to the Board, Q1 2009, www.fdic.gov/about/
strategic/corporate/cfo_report_1stqtr_09/corp_fund_fin_statement.html, accessed 6,/30/2009. No payments have been made since Q1 2009.

" This amount represents the highest reported guaranteed deposit amount under the program since SIGTARP's July 2009 Quarterly Report. Data as of 3/31/2010, FDIC, “Quarterly Banking Profile: 1st Quarter
2010,” http://www2.fdic.gov/qbp/2010mar/qgbp.pdf, accessed 7/7/2010.

'FDIC, response to SIGTARP data call, 7/1/2010.
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guarantees decreased in the past year from $339.4 billion to $309.6 billion. As with
the Federal Reserve, any of the FDIC’s TARP-related programs, such as its involve-
ment in the Asset Guarantee Program, are omitted from this discussion because

they are already mentioned in Section 2: “TARP Overview” of this report.

Enhanced Deposit Insurance — Maximum Potential Commitment: $700.0 Billion,
Amount Outstanding: $0
Since the 1980s, the FDIC has insured deposits up to a maximum of $100,000 per
depositor. In October 2008, EESA gave the FDIC statutory authority to increase
its coverage to $250,000 for individual accounts.*' On May 20, 2009, the tem-
porary increase to $250,000 per depositor was extended through December 31,
2013. At the time of this increase, CBO estimated this would cover approximately
$700 billion in additional deposits.*** The standard insurance amount will return
to $100,000 per depositor for all account categories on January 1, 2014, except
Individual Retirement Accounts (“IRAs”) and other certain retirement accounts,
which will remain at $250,000 per depositor.*** The increase in deposit insurance
would become permanent retroactive to January 1, 2008, if the provision in the
conference report of the Dodd-Frank Wall Street Reform and Consumer Protection
Act becomes law.*%*

The CBO, in its “Budget and Economic Outlook: Fiscal Years 2009 to 2019,”
estimated that the temporary increase in the limit of deposit insurance from
$100,000 to $250,000 will “increase the amount of insured deposits by about $700

billion, or 15 percent.”

Claims on deposit insurance, including any losses stem-
ming from the failure of insured depository institutions, are paid by the Deposit
Insurance Fund (“DIF”), which is financed by fees levied on insured depository
institutions. Estimated losses to DIF are expected to reach roughly $100 billion
from 2009 through 2013, with $35.6 billion in estimated losses resulting from

140 insured depository institution failures in 2009.%*° The FDIC expects failures
of insured depository institutions to reach their peak this year and has set aside
approximately $41 billion to cover contingent future losses.*” Losses have hit the
insurance fund hard since the financial crisis began in 2007. The fund fell into
negative territory in late 2009, prompting the FDIC to use extraordinary measures
in an effort to restore the ratio of reserves to covered deposits above 1.15% — the
minimum required by law.**® On November 17, 2009, the FDIC required all mem-
ber institutions to prepay their assessments through 2012 by the end of the year.*”
This $45 billion cash injection sufficiently restored DIF’s liquidity levels to allow it

to fund resolution activity.*'°

Temporary Liquidity Guarantee Program (Debt Guarantee Program) — Maximum
Potential Commitment: $940 Billion, Amount Outstanding: $305.4 Billion

The Temporary Liquidity Guarantee Program (“TLGP”) was established in October
2008 to address “disruptions in the credit market, particularly the interbank
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lending market, which reduced banks’ liquidity and impaired their ability to lend.
The goal of the TLGP is to decrease the cost of bank funding so that bank lending
to consumers and businesses will normalize.”*!! The program “does not rely on the

9412

taxpayer or the deposit insurance fund to achieve its goals™'? and fees raised from

participating entities are expected to cover any losses associated with the program'’s
guarantees.*"?

The TLGP had two components, the Debt Guarantee Program (“DGP”) dis-
cussed in this paragraph and the Transaction Account Guarantee (“TAG”) program
described in the following paragraph. DGP provided an FDIC guarantee of newly
issued senior unsecured debt of participating insured depository institutions and
other eligible entities. The goal of DGP was to “create significant investor demand,
and dramatically reduce funding costs for eligible banks and bank holding compa-
nies.”*'* All FDIC-insured institutions were automatically included in the program
initially, but given the option not to participate. Participating institutions were
allowed to issue debt under DGP until October 31, 2009, with the debt being guar-
anteed until “the earliest of the opt-out date, the maturity of the debt, the manda-
tory conversion date for mandatory convertible debt, or December 31, 2012.”#!> On
December 31, 2008, the FDIC estimated that if all eligible entities had issued debt
up to the program’s allowable limit, the maximum potential commitment would
have been $940 billion.*'® The amount of debt outstanding issued under TLGP-
DGP remained at approximately $305 billion as of May 31, 2010, but has gradually
declined since peaking at $345.8 billion in May 2009.#!

Temporary Liquidity Guarantee Program (Transaction Account Guarantee
Program) — Maximum Potential Commitment: $835.1 Billion, Amount
Outstanding: $0.4 Billion

On October 14, 2008, the FDIC announced the temporary Transaction Account
Guarantee (“TAG”) program, which is the second component of TLGP. It provides
depositors with “unlimited coverage for non-interest-bearing transaction accounts
if their bank is a participant in FDIC’s TLGP. Non-interest-bearing checking ac-
counts include Demand Deposit Accounts (“DDAs”) and any transaction account
that has unlimited withdrawals and that cannot earn interest. Also included are
low-interest Negotiable Order of Withdrawal (“NOW”) accounts that initially
could earn no more than 0.5% interest and Interest on Lawyer Trust Accounts
(“IOLTAs”).”*'8 The program was scheduled to end on December 31, 2009, but has
been extended a second time to December 31, 2010, with the possibility of extend-
ing the program up to an additional 12 months to a date no later than December
31, 2011. As with the debt guarantee component, FDIC-insured institutions were
given the option not to participate in the TAG program. Effective July 1, 2010,

the maximum interest rate limit for NOW accounts guaranteed under the TAG
program is currently 0.25%.*'° As of June 30, 2010, the amount of TAG guaranteed
funds with participating FDIC-insured institutions had fallen to approximately
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$279 billion after reaching a peak of approximately $835.1 billion at the end of
2009.%%° As of June 30, 2010, the FDIC had paid out approximately $393 million in

guaranteed claims of depositors.*?!

Receivership Management Program — Maximum Potential Commitment:

$34.7 Billion, Amount Outstanding: $3.8 Billion

Many FDIC-insured institutions continued to suffer from the lingering effects of the
financial crisis. Insured depository institutions that were heavily involved in sub-
prime mortgage lending and the financing of residential construction projects have
continued to suffer significant loan losses in recent quarters, causing some to fail.
Institutions that have significant concentrations of certain other loan products, such
as credit card loans or commercial real estate loans, also could find themselves more
vulnerable to losses in the event of a more serious economic downturn.*?

The FDIC’s Receivership Management Program focuses on attracting healthy
institutions to assume deposits and purchase assets of failed banks and savings
associations at the time of failure in order to minimize the disruption to customers
and return some assets to the private sector immediately. Of the 249 banks that
have failed since 2007, the FDIC has resolved 160 institutions using a Whole Bank
Purchase and Assumption resolution transaction with an accompanying Loss Share
Agreement on the assets purchased by the acquirer through June 30, 2010.#2
Typically, acquiring institutions have purchased the entirety of the failed banks’
deposits in return for the FDIC agreeing to backstop 80% of losses on residential
and commercial loan portfolios up to an agreed threshold amount, past which the
FDIC would guarantee 95% of any additional losses.*** The FDIC eliminated the
95% loss guarantee provision on loss share agreements signed after March 26,
2010.** As of June 30, 2010, DIF receiverships are estimated to pay approximately
$34.7 billion over the term of these loss-share agreements (typically 5 to 10 years)
on approximately $175.2 billion in total covered assets.*® As of June 30, 2010, DIF
receiverships made loss-share payments totaling $3.8 billion.**”

Summary and Update of Other Federal Agency Programs

In addition to the Federal Reserve, Treasury, and the FDIC, the Federal
Government operates a number of financial agencies, many of which have loan or
deposit guarantee programs that have experienced large increases in guarantees
during the course and aftermath of the financial crisis. These programs are out-
lined in Table 3.5.

Federal Housing Finance Agency (“FHFA”) — Fannie Mae and Freddie Mac —
Maximum Potential Commitment: $5.5 Trillion

FHFA was created on July 30, 2008, as part of HERA. The agency is an indepen-
dent regulator of the housing-related GSEs: Fannie Mae, Freddie Mac, and the
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TABLE 3.5

NON-TARP GOVERNMENT SUPPORT OF THE FINANCIAL SECTOR — OTHER FEDERAL HOUSING AND FINANCIAL SYSTEM
SUPPORT ($ BILLIONS)

Maximum Potential

Balance as of High-Water Mark Commitment Related to
Agency/Program Coverage 6/30/2009  Current Balance as of 6/30/2010 Crisis as of 6/30/2010*
FHFA —Fannie Mae / Fannie Mae and Freddie S— S— $— $5,5000
Conservatorship? Mac
FHFA — Implied Guarantee of Federal Home Loan — — — 1,300
FHLB liabilities? Banks
National Credit Union Credit Unions 15.2¢ 17.1 17.4¢ 22.4

Administration (“NCUA")
Temporary Corporate Credit
Union Liquidity Guarantee
Program (“TCCULGP”)

NCUA Homeowners Affordability ~ Credit Unions 8.4¢ 0.1 8.4f 43.8¢8
Relief Program (“HARP”) and

Credit Union System Investment

Program (“CUSIP”)

Dept. of Housing and Urban Federal Mortgage 149.2 398.4 398.4 398.4
Development (“HUD”) Increase Guarantors

in Guarantees by Government

National Mortgage Assoc.

(“GNMA)"
HUD Increase in Guarantees Federal Mortgage 134.5% 365.9 365.9 365.9'
by Federal Housing Authority Guarantors

(uFHAn)h

Increase in Guarantees by Dept.  Federal Mortgage 11.8 43.6 43.6 43.6m
of Veterans Affairs (“VA")" Guarantors

Total $319.1 $825.1 $833.1 $7,674.1

Note: Numbers affected by rounding.

*Total potential support does not account for any collateral pledged.

2 These obligations have been viewed as enjoying an “implied” guarantee because of historical U.S. Government involvement and support. In 2001, CBO stated: “CBO attributes the greater liquidity of GSE
securities over those of other financial firms to the implicit guarantee, much as the Government guarantee of Treasury securities is often cited as the reason for their liquidity.” Congressional Budget Office,
“Federal Subsidies and the Housing GSEs, Appendix A: Responses to Analyses of the Congressional Budget Office’s 1996 Subsidy Estimates,” 5/2001, www.cbo.gov/doc.cfm?index=2841&type=0&sequen
ce=7, accessed 6/16/2010.

b FHFA, “The Housing GSE's,” Presentation by James Lockhart, Executive Director, 12/10/2008, www.fhfa.gov/webfi les/216,/WHF121008webversion.pdf, accessed 6/16,/2010.

¢ NCUA, “Preliminary NCUA Financial Highlights,” 3/31/2009, www.ncua.gov/Resources/Reports/ncusif/2009/Mar09PRELIMNETREPORT.pdf, accessed 6/2/2010.

9 For loss provisions and current borrowing from the Stabilization Fund, see NCUA, Office of Public & Congressional Affairs, “Board Action Bulletin: NCUA Board Meeting Results for May 20, 2010,”
5/20/2010, www.ncua.gov/Geninfo/BoardandAction/reports/2010/BAB10-0520.pdf, accessed 6/2/2010; for outstanding $10 billion loan, see NCUA, “Preliminary NCUA Financial Highlights,” 5/31,/2010,
www.ncua.gov/Resources/Reports/ncusif/2010/10MayNetReport.pdf, accessed 6,/24/2010.

¢ NCUA, “Monthly CLF Reports,” 6/30/2009, www.ncua.gov/Resources/CLF/Files/CLF9-06.pdf, accessed 6/16/2010; see also NCUA, “Statement of Michael E. Fryzel, Chairman, National Credit Union
Administration, on HR 2351, The Credit Union Share Insurance Stabilization Act,” 5/20/2009, www.house.gov/apps/list/hearing/financialsvcs_dem/fryzel_testimony.pdf, accessed 7/14/2009.

fNCUA, “Monthly CLF Reports,” 5/31,/2010, www.ncua.gov/Resources/CLF/Files/CLF10-05.pdf, accessed 7/7/2010.

¢ Credit Union National Association, Inc., “CUNA Issue Summary: Credit Liquidity Facility,” 2/19/2010, www.cuna.org/gov_affairs/legislative/issues/download/clf.pdf, accessed 7/14/2010.

" Balance as of 6/30/2009 represents increase in FY 2008 from FY 2007. Current Balance amount represents aggregate increase between FY 2009 and FY 2007.

' GNMA, Report to Congress, Fiscal Year 2008, 11,/7/2008, www.ginniemae.gov/reporttocongress/,www.ginniemae.gov/about/ann_rep/ReportToCongress08.pdf, accessed 6/3/2010.

i Current, High-Water Mark, and Maximum Potential Commitment amounts represent cumulative FY 2008 and FY 2009 guarantees above FY 2007 level. Maximum Potential Commitment will change with every
annual increase. For FY 2009 guarantees, see GNMA, Report to Congress, Fiscal Year 2009, 12/6/2009, www.ginniemae.gov/reporttocongress, accessed 6/3/2010.

¥ FHA, “Message from the Chief Financial Officer,” 11/17/2008, p. 323, www.hud.gov/offices/cfo/reports/section3.pdf, accessed 6,/4/2010.

!'Current, High-Water Mark, and Maximum Potential Commitment amounts represent cumulative FY 2008 and FY 2009 guarantees above FY 2007 level. Maximum Potential Commitment will change with every
annual increase. For FY 2009 guarantees, see Office of Housing and Urban Development, Fiscal Year 2009 Report, 11/16/2009, p. 250, www.hud.gov/offices/cfo/reports/hudfy2009par.pdf, accessed
6/4/2010.

mAll amounts provided by Department of Veterans Affairs, response to SIGTARP data call, 7/10/2010.
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FHLBs.**® The financial markets have historically viewed the GSEs as quasi-gov-
ernmental, and awarded them high ratings and low borrowing costs in the anticipa-
tion that the U.S. Government would bail them out if they were ever in trouble.

In August and September of 2008, Fannie Mae and Freddie Mac lost market
confidence as their losses grew and their financial situations became uncertain, and
both had difficulty raising funds. Instead of shutting down the companies, FHFA
brought them into Federal conservatorship and worked with Treasury and the
Federal Reserve to institute the various purchase and credit programs mentioned
above. By providing support to Fannie Mae and Freddie Mac, the Government
reinforced the market’s assumptions that the obligations of the GSEs are its own
implied liabilities.** The total outstanding debt obligations and MBS guarantees of
those two firms alone have shrunk from last year’s estimate of $5.5 trillion to ap-
proximately $5.0 trillion as of June 30, 2010.43

FHFA — Federal Home Loan Banks (“FHLBs”) — Maximum Potential
Commitment: $1.3 Trillion

The Federal Home Loan Banks (“FHLBs”) are a system of 12 regional banks from
which local lending institutions borrow funds to finance housing and other lending.
The FHLBs are organized as member-owned cooperatives, focused on providing
low-cost funding for their members.

It is true that FHFA, and by extension Treasury, do not have full legal liability
for all of Fannie Mae’s and Freddie Mac’s losses, but it has created a very strong
implied guarantee by taking responsibility for the entities and increasing their
participation in the financial markets, instead of closing them. By providing support
to Fannie Mae and Freddie Mac, the Government created an assumption in the
market that it would do the same for the FHLBs.

As of March 31, 2010, the FHLBs had successfully reduced their total li-
abilities to approximately $923 billion, a decrease of nearly $380 billion from
SIGTARP’s July 2009 Quarterly Report estimate of $1.3 trillion.*! This reduction
can be attributed to an increase in deposits at member banks and a decrease in
mortgage originations, coupled with the support of Federal liquidity programs and

changing market conditions.**

NCUA — Temporary Corporate Credit Union Liquidity Guarantee Program
(“TCCULGP”) and Temporary Corporate Credit Union Share Guarantee Program
(“TCCUSGP”) — Maximum Potential Commitment: $22.4 Billion, Amount
Outstanding: $17.1 Billion

The National Credit Union Administration (“NCUA”) essentially acts as the FDIC
of the nation’s credit unions. The independent agency charters and supervises cred-
it unions, as well as insures their depositors (technically, “shareholders”) against
loss through the National Credit Union Share Insurance Fund (“NCUSIF”).*33 As
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of April 30, 2010, NCUA insured approximately $726.9 billion of deposits.***

NCUA has initiated several programs to address financial system difficulties,
in addition to its normal deposit insurance programs. The first is the Temporary
Corporate Credit Union Liquidity Guarantee Program (“TCCULGP”), under
which NCUA insures the senior unsecured debt of member institutions experienc-
ing temporary liquidity difficulties.**> On May 21, 2009, TCCULGP was extended
to June 30, 2010, for new issuances, with the debt being guaranteed until June 30,
2017. Further, the guaranteed debt limit was revised to “the greater of: 1) 100% of
maximum unsecured debt obligations outstanding from September 30, 2007, to
September 30, 2008, limited to no more than $10 billion, 2) amount approved by
the Office of Corporate Credit Unions not to exceed the greater of $100 million or
5% of liabilities and shares.”3¢

TCCULGP was modified and extended in June 2009. Corporate credit unions
are now able to issue new TCCULGP-guaranteed debt through September
30, 2011. However, new issuances after June 30, 2010, must mature prior to
September 30, 2012, to receive the TCCULGP guarantee. The June 30, 2017, ma-
turity end date guarantee requirement has been eliminated. This change will allow
corporate credit unions continued access to more liquidity sources going forward.*’

The Temporary Corporate Credit Union Share Guarantee Program
(“TCCUSGP”) was established by NCUA on January 28, 2009, as a comple-
mentary program to TCCULGP. The program originally included a temporary
guarantee of all shares at all corporate credit unions through December 31, 2010.
The NCUSIF guarantee applied to all share amounts above $250,000 while the
NCUSIF insurance coverage applied to all amounts below $250,000 with the
combined effect that the entire share account would be treated by NCUSIF as if it
had been insured. On April 21, 2009, the program was extended to September 30,
2011, with the option for quarterly extensions of the expiration date and a maxi-
mum maturity of two years for any share subject to the program.*** The program
has been extended each quarter, most recently on June 2, 2010, so that the current
expiration date is September 30, 2012. The new extension will fully cover existing
deposits as well as new investments with maturities less than two years in partici-
pating corporate credit unions made before September 30, 2010.%°

The Temporary Corporate Credit Union Stabilization Fund (“TCCUSF”) was
established on May 20, 2009, to absorb losses related to corporate credit union
investments under both TCCULGP and TCCUSGP. Treasury will provide this
fund with a lending limit of $6 billion to be repaid over seven years, giving NCUA
time to assess credit unions for corporate losses over a longer time frame instead
of all at once. As of June 30, 2010, NCUSIF had not paid back a $10 billion loan

from NCUA to provide liquidity to two problem credit unions.*** Furthermore, the
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TCCUSF’s reserve for corporate credit union losses stood at $6.4 billion. The fund
also had not paid back $690 million borrowed from the Treasury’s $6 billion credit
line as June 30, 2010.**! In aggregate, NCUA’s outstanding loans and loss provi-
sions equaled $17.1 billion and maximum potential commitments totaled

$22.4 billion as of June 30, 2010.

NCUA Homeowners Affordability Relief Program (“HARP”) and Credit Union
System Investment Program (“CUSIP”) — Maximum Commitment: $43.8 Billion,
Amount Outstanding: $95.7 Million

The other major financial rescue programs initiated by NCUA were the
Homeowners Affordability Relief Program (“HARP”) and the Credit Union System
Investment Program (“CUSIP”). These programs intend to help members avoid de-
linquency and default (HARP) and increase the liquidity in the credit union system
(CUSIP). The NCUA’s Credit Liquidity Facility (“CLF”), which was established in
1978 to provide emergency back-up liquidity to credit unions, receives an annual
appropriation from Congress. In response to rising concerns about the liquidity
needs of member credit unions, Congress raised the borrowing authority for the
CLF from $1.5 billion to its full statutory authority of $41 billion in March 2009.
This was raised again to $43.8 billion on December 16, 2009 as part of the House
Omnibus Appropriations bill.**? The amount of loans outstanding under these pro-
grams stood at $95.7 million as of June 30, 2010.%3

HUD Increase in Guarantees by Government National Mortgage Association
(“GNMA”) — Maximum Potential Commitment: $398.4 Billion, Amount
Outstanding: $398.4 Billion

GNMA guarantees investors the timely payment of principal and interest on MBS
backed by federally insured or guaranteed loans, thus helping to provide liquidity to
the housing markets, ensure the institutions that purchase these securities receive
timely payments and suffer no losses, and enable the institutions that originate

the loans to sell them quickly. The largest housing agency that supplies mortgages
to GNMA-backed MBS is FHA. Other Federal mortgage programs participat-
ing in GNMA’s programs include those of the Department of Veterans Affairs.***
The guarantees are thus redundant, in the sense that another Federal program is
already insuring much of the principal amount, but the ultimate potential losses
to the Federal Government depend on the particulars of the individual losses.
Outstanding single-family guarantees in September 2009 were $784.2 billion, and
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outstanding multi-family guarantees were $41.8 billion. Collectively, those amounts
were up $249.2 billion in 2009 and $149.2 billion in 2008, for a total increase in
guarantees since 2007 of $398.4 billion, an approximate increase of 93.2%.'* As
described in SIGTARP’s January 2009 Quarterly Report, following the onset of

the financial crisis, the Government support and guarantee programs stepped in

as private players fled the industry with the Government essentially becoming the

mortgage market.

HUD Increase in Guarantees by Federal Housing Administration (“FHA") —
Maximum Potential Commitment: $365.9 Billion, Amount Outstanding:

$365.9 Billion

FHA provides home mortgage insurance to lenders; if the borrower should fail

to make payments and goes into foreclosure, FHA will insure the lender against
most of its losses. FHA is the oldest of the Federal housing agencies. In 20009, it
had outstanding liabilities of more than $807.7 billion in single-family and multi-
family mortgage programs, an increase of $231.3 billion from the previous year and
$365.9 billion from the end of 2007, an approximate increase of 83%.%*

Increase in Guarantees by Department of Veterans Affairs (“VA”) Home Loan
Guarantee Program — Maximum Potential Commitment: $43.6 Billion, Amount
Outstanding: $43.6 Billion

The Department of Veterans Affairs (“VA”) has run a long-standing home loan
guarantee program similar to FHA’s, but limited to eligible service members and
veterans of the U.S. military and eligible surviving spouses. The purpose of the VA's
loan guarantee program is to encourage lenders to make loans to eligible borrow-
ers by protecting the lenders/loan holders against loss, up to the amount of the
guarantee, in the event of foreclosure.*** Additionally, the VA provides lenders with
100% financing (no down payment is required) providing certain criteria are met.*’
The reduction in the availability of private-sector home mortgage loans has made
the VA’s loan guarantee program increasingly attractive to a number of eligible VA
members since the financial crisis began in late 2007. As a result, the amount of
annual guaranteed home loan disbursements made to the VA increased from ap-
proximately $24.2 billion in FY 2007 to $36.0 billion in FY 2008 to $67.8 billion in
FY 2009, an increase of $43.6 billion.*** As of June 30, 2010, the amount of new
guaranteed home loan disbursements in FY 2010 had reached $46.1 billion, nearly

matching the previous year’s estimate for all of FY 2010.4*
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TARP TUTORIAL: HOW BANKS PROFIT FROM

LOW INTEREST RATES

Introduction
As discussed earlier in this section, in response to the financial crisis, the Government
implemented a number of programs intended to increase shortterm liquidity within
financial markets and return credit markets to normal functioning. Below are some of the
programs, listed by administrator:

Federal Reserve:

e Term Auction Facility

e Term Securities Lending Facility

e Commercial Paper Funding Facility

¢ Money Market Investor Funding Facility

e AssetBacked Commercial Paper Money Market Mutual Fund Liquidity Facility

Treasury:
e Money Market Mutual Fund
e GSE Preferred Stock Purchase Agreements

FDIC:
e Temporary Liquidity Guarantee — (“TLGP-DGP") Debt Guarantees
e Temporary Liquidity Guarantee — Transaction Account Guarantee

Many of these programs, along with others discussed in this section, have increased
money flow within the financial system, which has contributed to lower interest rates. This
tutorial explores how low interest rates have contributed to an increase in bank profits.

Firms in the financial services industry, particularly the institutions that were among the
largest TARP recipients, have posted improved profits in recent quarters despite linger-
ing signs of economic weakness.**° Revenues derived from trading in securities such
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as bonds helped offset ongoing weakness in consumer loans, such as mortgages and
credit cards. Reflecting the strength of trading results, four major banks (Bank of America

Corp., Citigroup Inc., The Goldman Sachs Group, Inc., and JPMorgan Chase & Co.) made
money in their trading operations during each business day of the first calendar quarter in
2010.%!

What Is Driving These Profits?

One factor behind these profits is access to cheap money. Shortterm interest rates
remain at record lows. The federal funds rate (“FFR") is the interest rate that commercial
banks and other depository institutions charge each other to borrow money on a short-
term basis. The amounts borrowed, known as federal funds, are held at the Federal
Reserve on behalf of its member banks.*?

The FFR is controlled by the Federal Reserve, which sets a “federal funds target rate”
that it maintains through open market operations (“OMOs”), i.e., the purchase and sale of
securities in the open market, and by paying interest on reserves.*®® Through OMOs, the
Federal Reserve buys securities in order to inject cash into the financial system and sells
securities to remove cash from the system.*>*

The FFR is a key indicator of the Federal Reserve’s monetary policy and serves as a
benchmark that generally influences short-term interest rates. According to the Federal
Reserve, “changes in the federal funds rate trigger a chain of events that affect other
shortterm interest rates, foreign exchange rates, long-term interest rates, the amount of
money and credit, and, ultimately, a range of economic variables, including employment,
output, and prices of goods and services."*® Lowering the FFR normally encourages busk
nesses and households to take out loans and spend more liberally.

The Federal Reserve usually determines the target FFR at its regular monetary policy
meetings. Between late 2007 and the end of 2008, the Federal Reserve steadily lowered

Federal Funds Rate (“FFR"): Rate
charged by a depository institution on
an overnight loan of federal funds to
another depository institution; the rate
may vary from day to day and from
bank to bank.

Federal Funds: Funds deposited by
commercial banks at the Federal
Reserve banks, thereby enabling banks
temporarily falling short of reserve re-
quirements to borrow funds from banks
with excess reserves.

Reserve Requirements: Amount of
money a depository institution must
keep in reserve against specified de-
posit liabilities. The reserves must be in
the form of vault cash or deposits held
at the Federal Reserve banks.

Open Market Operations (“OMOs"):
OMOs involve the purchase and sale of
securities in the open market by a cen-
tral bank. These transactions are a key
tool used by the Federal Reserve to ad-
just the supply of reserve balances so
as to keep the effective federal funds
rate near the targeted rate. OMOs are
conducted by the trading desk at the
Federal Reserve Bank of New York.

Monetary Policy: Measures undertaken
by a central bank, such as the Federal
Reserve, to influence the availability
and cost of money and credit to help
promote national economic goals.




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

Quantitative Easing: Monetary policy
used occasionally in which the Govern-
ment increases the money supply by
buying Government or other securi-
ties from the market. Quantitative
easing aims to increase the money
supply by flooding financial institutions
with reserves in an effort to promote
lending and liquidity. Such actions are
conducted through OMOs.

Federal Funds Transactions: Short-term
transactions in immediately available
funds — made between depository
institutions and certain other institu-
tions that maintain accounts with the
Federal Reserve — that involve lending
balances at the Federal Reserve; such
transactions are usually not collateral-
ized.

Required Reserves: Balances held
within the Federal Reserve System to
satisfy reserve requirements.

Excess Reserves: Balances held within
the Federal Reserve System in excess
of the required reserve and any other
contractually required balances.

its target FFR in 0.25-0.75% increments from 5.25% to a recordHow range between 0.0%
and 0.25%, where it remains.*>® The Federal Reserve acted to lower shortterm interest

rates to stimulate economic activity and, therefore, increase employment.

In addition to these actions, the Federal Reserve has undertaken quantitative
easing measures to promote the flow of money and credit through the economy, primar-
ily through large-scale asset purchases. For example, in November 2008, the Federal
Reserve announced plans to purchase up to $100 billion in Government-sponsored
enterprise (“GSE”) debt and up to $500 billion in mortgage-backed securities.*” Then, in
March 20009, the Federal Reserve said it would purchase up to $S300 billion of longerterm
Treasury securities and increase its total purchases of GSE debt and mortgage-backed
securities to up to $200 billion and $1.25 trillion, respectively.*®® Such actions change the
quantity of reserves in the banking system — as more cash is injected into the financial
markets, banks ultimately keep more excess reserves at the Federal Reserve. Banks,
seeking to maximize profits, then lend the excess funds to one another on a shortterm
basis.*** Such transactions are called federal funds transactions. The banks borrowing
funds from other banks then use the money to finance projects, make investments, and
meet reserve requirements.*6°

According to the Federal Reserve Bank of New York (“FRBNY”), actions by the Federal
Reserve that change the quantity of reserves in the banking system also tend to change
interest rates by encouraging funds to trade at a particular level.** OMOs change the sup-
ply of reserve balances in the system and, by affecting the supply of balances, the Federal
Reserve creates upward or downward pressure on the FFR.#6? Historically, reserves held at
the Federal Reserve did not earn any interest.*63 As a result, banks had an incentive to lend
excess reserves or use the money to buy other shortterm assets.*** An increase in such
activities will cause a decrease in shortterm market interest rates.*6°

As a response to the current crisis, Congress granted the Federal Reserve the author-
ity to pay interest on reserves beginning in October 2008. The Federal Reserve utilized
that authority to begin paying interest on required reserves and excess reserves for the
first time in its history.#® According to the Federal Reserve, this action was taken to “give
the Federal Reserve greater scope to use its lending programs to address conditions in
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credit markets while also maintaining the federal funds rate close to its target.”*¢” When

a bank earns interest on the excess funds held in reserve, however, it has no incentive to
lend these funds at rates lower than the rate being paid by the Federal Reserve, and thus
banks maintain higher levels of reserves. The Federal Reserve paid interest on excess re-
serves to steer the market interest rate toward its target level, stating that “paying interest
on excess balances would help to establish a lower bound on the FFR."468

Figure 3.2 illustrates the FFR from June 1990 through June 2010. According to avail-
able Federal Reserve statistics dating back to 1954, as of June 30, 2010, the FFR stood
at 0.09%, just off early January 2010’s 0.05% record for the lowest federal funds rate in
the past 56 years.*° The Federal Reserve has signaled its intention to keep the FFR at a
low level for “an extended period,” pointing to continuing challenges to economic growth
and subdued inflation.*”® On June 23, 2010, the Federal Reserve announced that its target
range for the FFR will remain between 0.0% and 0.25%.471

FIGURE 3.2
FEDERAL FUNDS EFFECTIVE RATE, 6/1990 - 6/2010

10%
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Sources: Federal Reserve Statistical Release, H.15 Selected Interest Rates, www.federalreserve.gov/releases/h15/data.htm,
accessed 5/29/2010; Federal Reserve Statistical Release, H.15 Selected Interest Rates, Federal Funds Rate, www.federal
reserve.gov/releases/h15/data/Daily/H15_FF_O.txt, accessed 6,/10/2010; Board of Governors of the Federal Reserve System,
Data Download Program, 7/8/2010, www.federalreserve.gov/datadownload/Download.aspx?rel=H15&series =3c9calf47ce74d
0ff1d0c81bb011a891&filetype=spreadsheetml&label=include&layout=seriescolumn&from=06,/01,/1990&t0o=06,/30/2010,
accessed 7/8/2010.
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In addition to maintaining the target FFR, the Government's response to the financial
crisis, as detailed in this section, included many different programs designed to lower the

cost of borrowing and promote lending within financial markets, such as providing below-
market bank capital through CPP; the FDIC's guarantee of bank debt (thus enabling finan-
cial institutions to borrow funds more cheaply though TLGP-DGP); the downward pressure
on interest rates through the Federal Reserve’s purchase of GSEs and GSE-guaranteed
mortgage-backed securities; and the Federal Reserve’s purchase of longerterm Treasury
securities. This is just a sampling; for more information on these programs as well as on
additional programs implemented to lower the cost of bank capital and the cost of bor-
rowing for businesses and households, see “Specific Interventions/Programs” earlier in
this section. Note that TARPrelated programs, such as CPP, are addressed in Section 2:
“TARP Overview” of this report.

How Do Banks Profit from Low Short-Term Funding Costs?
The fall of banks’ short-term borrowing costs to these historic lows has offered banks an
unusually broad range of profitable trading and investment opportunities. As Figure 3.3
illustrates, the difference between available returns on fixed-income investments and the
cost of funding (as indicated by the FFR) has remained at or near its high over the past
20 years for a variety of asset classes, including corporate debt, residential mortgages,
and even U.S. Treasury obligations. Moreover, in recent months, the yields (and prices,
which correlate directly) of these assets have returned to relative stability after experienc-
ing unusually high volatility in late 2008 and early 2009. Given the opportunity to invest in
assets using cheap money at a low and stable cost in the near term, these straightforward
investments can become highly profitable.

In simpler terms, the Federal Reserve actions to lower the FFR enables institutions to
borrow money at an extremely low rate and then lend that money, through investments
in private or Government bonds, at a higher rate, ensuring a profit if interest rates stay at
these current historically low levels. Of course, institutions adopting this strategy face the
risk that the value of longer-term assets could decline if interest rates increase.
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FIGURE 3.3

COMPARISON OF FIXED INCOME INVESTMENT RETURNS AND COST OF
FUNDING, 6/1990 - 6/2010
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Source: Board of Governors of the Federal Reserve System, Data Download Program, 7/8/2010, www.federalreserve.
gov/datadownload/ Download.aspx?rel=H15&series=3c9calf47ce74d0ff1d0c81bb011a891&filetype =spreadsheetml&label=
include&layout=seriescolumn&from=06,/01,/1990&to=06,/30/2010, accessed 7/8/2010.

Empirical Evidence

As discussed, the banking industry has traditionally been a conduit through which the
Federal Reserve manages the availability of credit to businesses and consumers through-
out the U.S. economy. However, one characteristic of this recession is that the low
shortterm market interest rates fostered by the Federal Reserve have so far not produced
plentiful lending for consumers and businesses. Although there are many theories offered
for this, one possible contributing factor is that banks have an array of profitable alterna-
tives, such as lending money to the Government through Treasury investments. These
securities provide attractive returns, given current low borrowing costs, without the default
risk associated with lending to businesses or consumers. Indeed, from January through
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June of this year, bank holdings of Treasury bonds have risen 3% while banks’ commercial

and industrial loan portfolios have dropped 4% and real estate loans have contracted by
2%.472

Additionally, banks (and bank regulators) have become stricter about maintaining capi-
tal levels, resulting in less money available for lending. Moreover, in an economy still per-
ceived as sluggish and uncertain, consumers and businesses have curtailed their demand
for loans.*”® The overall result is that lending activity remains subdued despite the Federal
Reserve's maintenance of historically low short-term interest rates. Figure 3.4 tracks the
changes in commercial banks' holdings in various assets from 2005 to 2009 — positive
values represent increases in holdings and negative values represent decreases. It shows
that the commercial banking industry increased its lending activity in mortgages in 2005
and 2006 but then curtailed its mortgage lending starting in 2007. Banks also increased
loan activities from 2006 through 2007 and then decreased such activities in 2008; by
20009, banks had significantly curtailed their investment in bank loans. Also of note is the
tremendous growth in the banking industry’s holdings of reserves from 2007 to 2008, re-
flecting the Federal Reserve's lending programs and asset purchases. Low market interest
rates and uncertainty have supported deposits, and with loan demand weak, banks have
also increased securities holdings.
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FIGURE 3.4

COMMERCIAL BANKING FLOW OF FUNDS FOR SELECT
FINANCIAL ASSETS, 2005 - 2009 ($ BILLIONS)
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Source: Federal Reserve Statistical Release, Z.1 Flow of Funds Accounts of the United States, F.109 Commercial
Banking, 6/10/2010, www.federalreserve.gov/releases/z1/current/, accessed 6/23/2010.
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TARP OPERATIONS AND
ADMINISTRATION

SECTION 4
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Under the Emergency Economic Stabilization Act of 2008 (“EESA”), Congress
authorized the Secretary of the Treasury (“Treasury Secretary”) to create the opera-
tional and administrative mechanisms to carry out the Troubled Asset Relief Program
(“TARP”). EESA established the Office of Financial Stability (“OFS”) within the
U.S. Department of the Treasury (“Treasury”), which is responsible for administering
TARP.** Treasury has authority to establish program vehicles, issue regulations, di-
rectly hire or appoint employees, enter into contracts, and designate financial institu-
tions as financial agents of the Government.*”” In addition to permanent and interim
staff, OFS relies on contractors and financial agents for legal services, investment

consulting, accounting, and other key services.*”®

TARP ADMINISTRATIVE AND PROGRAM
EXPENDITURES

As of June 30, 2010, Treasury had spent $126.4 million administering TARP.*"” Table
4.1 provides a summary of expenditures and obligations through June 30, 2010.
These costs are categorized as “personnel services” and “non-personnel services,” with
a few exceptions.

Treasury released a summary of programmatic expenditures, including costs to
hire financial agents and legal firms. Treasury had spent an additional $352 million on
such expenses as of June 30, 2010.#7

TABLE 4.1
TARP ADMINISTRATIVE EXPENDITURES AND OBLIGATIONS

Obligations for Period Expenditures for Period
Budget Object Class Title Ending 6/30/2010 Ending 6/30/2010

Personnel Services

Personnel Compensation & Services $36,800,151 $36,563,564
Total Personnel Services $36,800,151 $36,563,564
Non-Personnel Services

Travel & Transportation of Persons $706,381 $667,339
Transportation of Things 11,960 11,960
Rents, Communications, Utilities & Misc. Charges 675,334 576,832
Printing & Reproduction 395 395
Other Services 140,447,681 87,849,234
Supplies & Materials 481,656 469,377
Equipment 232,054 222,675
Land & Structures — —
Dividends and Interest 15 15
Total Non-Personnel Services $142,555,476 $89,797,827
Grand Total $179,355,627 $126,361,391

Notes: Numbers affected by rounding.

The costs associated with the “Other Services” category are related to agreements to provide various support, including: financial,

administrative, IT, and legal.

Source: Treasury, response to SIGTARP data call, 7/7/2010.
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CURRENT CONTRACTORS AND FINANCIAL
AGENTS

As of June 30, 2010, Treasury retained 54 private vendors, including 15 finan-
cial agents and 39 contractors, to help administer TARP.*”® Treasury streamlined
solicitation procedures and structured several agreements and contracts pursuant
to Federal Acquisition Regulations to allow for flexibility in obtaining the required
services expeditiously. Table 4.2 includes service providers retained as of June 30,

2010.%480
TABLE 4.2
OFS SERVICE CONTRACTS
Type of Expended
Date Vendor Purpose Transaction Obligate Value Value
10/8/2008 PricewaterhouseCoopers Internal Control Services Contract $24,593,177 $18,366,795
10/10/2008  Simpson, Thacher & Bartlett LLP Legal services for the implementation of Contract 1,025,000 931,090
TARP
10/11/2008  Ennis, Knupp & Associates Inc Investment and Advisory Services Contract 2,715,965 2,512,742
10/14/2008  The Bank of New York Mellon Custodian Financial Agent 21,254,387 17,603,593
Corporation
10/18/2008 Ernst & Young LLP Accounting Services Contract 11,493,786 9,606,445
10/23/2008  GSA - Turner Consulting Archiving Services Other 9,000 9,000
10/29/2008 Hughes Hubbard & Reed LLP Legal services for the Capital Purchase Contract 7,109,312 2,796,644
Program
10/29/2008  Squire, Sanders & Dempsey LLP Legal services for the Capital Purchase Contract 6,985,000 2,682,999
Program
10/31/2008 Lindholm & Associates, Inc Human resources services Contract 751,302 577,465
11/7/2008 Sonnenschein Nath & Rosenthal LLP  Legal services related to auto industry Contract 2,722,326 2,722,326
loans
11/14/2008  Security and Exchange Comm. U.S.  Detailees and Study per ESSA Interagency 586,859 430,000
Agreement
11/14/2008 CSC Systems and Solutions IT Services Other 8,095 8,095
12/3/2008 Alcohol and Tobacco Tax and Trade  IAA - TBB Development, MGMT & Operation Interagency 67,489 67,489
Bureau of SharePoint Agreement
12/5/2008 Department of Housing and Urban Detailees Interagency $142,863 $124,773
Development Agreement

Continued on next page.
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OFS SERVICE CONTRACTS (CONTINUED)

Type of Expended
Date Vendor Purpose Transaction Obligate Value Value
12/5/2008  Washington Post Vacancy Announcement Other $395 $395
12/10/2008  Sonnenschein Nath & Rosenthal LLP  Legal services for the purchase of asset- Contract 249,999 82,884
backed securities
12/24/2008 Cushman and Wakefield of VA Inc Painting services for TARP offices Contract 8,750 8,750
1/6/2009 Office of the Comptroller of the Detailees Interagency 561,568 501,118
Currency Agreement
1/7/2009 Colonial Parking Inc Lease of parking spaces Contract 191,650 95,494
1/27/2009 Cadwalader, Wickersham & Taft LLP  Bankruptcy legal sercices Contract 417,563 409,955
1/27/2009  Whitaker Brothers Bus Machines Inc  Paper Shredder Contract 3,213 3,213
2/9/2009 Pat Taylor & Associates, Inc Temporary services for document produc-  Contract 799,960 692,108
tion, Freedom of Imformation Act (“FOIA”)
Assistance, and Program Support
2/12/2009 Locke Lord Bisell & Liddell LLP Initiate interim legal services in support of ~ Contract 693,600 272,225
Treasury investments under EESA
2/18/2009 Fannie Mae Homeownership Preservation Program Financial Agent 103,865,363 88,458,941
2/18/2009 Freddie Mac Homeownership Preservation Program Financial Agent 96,444,455 64,348,035
2/20/2009 Simpson, Thacher & Bartlett LLP Capital Assistance Program (Il) Contract 2,796,180 1,363,085
2/20/2009 Venable LLP Capital Assistance Program (1) Contract 1,770,750 1,394,724
2/20/2009 Congressional Oversight Panel Oversight Interagency 4,000,000 3,394,348
Agreement
2/20/2009 Office of Thrift Supervision (OTS) Detailees Interagency 226,931 189,533
Agreement
2/28/2009 Pension Benefit Guaranty Corpora- Legal services Interagency 8,220,000 7,750,000
tion Agreement
3/6/2009 The Boston Consulting Group Management consulting relating to the auto  Contract 1,000,000 991,169
industry
3/16/2009 Earnest Partners Small Business Assistance Program Financial Agent 4,050,000 1,560,000
3/30/2009 Cadwalader, Wickersham & Taft LLP  Auto investment legal services Contract 23,069,119 16,942,023
3/30/2009 Haynes and Boone, LLP Auto investment legal services Contract 532,175 345,746
3/30/2009 McKee Nelson LLP SBA Initiate Legal Services - Contract Contract $149,349 $126,631
Novated to TOFS-10-D-0001 with Bingham
McCutcheon

Continued on next page.
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OFS SERVICE CONTRACTS (CONTINUED)

Type of Expended
Date Vendor Purpose Transaction Obligate Value Value
3/30/2009 Sonnenschein Nath & Rosenthal LLP  Auto investment legal services Contract $2,159,709 $1,834,193
3/31/2009 FI Consulting Inc Credit reform modeling and analysis Contract 2,037,325 1,246,996
4/3/2009 The Boston Consulting Group Management consulting relating to the auto  Contract 6,142,689 3,845,462
industry
4/3/2009 American Furniture Rentals* Office Furniture Other 35,187 25,808
4/17/2009 Herman Miller, Inc Chairs Contract 53,799 53,799
4/17/2009 Bureau of Printing and Engraving Detailee Interagency 45,822 45,822
Agreement
4/21/2009 AllianceBertstein LP Asset Management Services Financial Agent 20,435,000 18,556,420
4/21/2009 FSI Group, LLC Asset Management Services Financial Agent 11,102,500 9,075,000
4/21/2009 Piedmont Investment Advisors, LLC  Asset Management Services Financial Agent 5,615,000 4,354,999
4/30/2009 Department of State Detailees Interagency 45,492 45,492
Agreement
5/4/2009 Federal Reserve Board Detailees Interagency 48,422 48,422
Agreement
5/11/2009 Alcohol Tobacco and Firearms Detailee - Pavel Facilities Officer Interagency 132,416 130,395
Agreement
5/14/2009 Department of Treasury - US Mint Administrative Support Interagency 975 325
Agreement
5/15/2009 Phacil, Inc FOIA Analylysts to support the Disclosure Contract 103,427 90,304
Services, Privacy and Treasury Records
5/26/2009 Anderson, McCoy & Orta Legal work for work under Treasury’s Contract 4,923,940 716,074
Public-Private Investment Fund (“PPIF”)
program
5/26/2009 Simpson, Thacher & Bartlett LLP Legal work for work under Treasury’s Contract 9,781,301 3,118,729
Public-Private Investment Fund (“PPIF”)
program
6/1/2009 Department of Justice Detailees Interagency 63,219 33,496
Agreement
6/8/2009 Financial Management Services Development of an Information Manage- Interagency 167,042 163,186
ment Plan to articulate strategies to be Agreement
used by the Office of Financial Stability
(“OFS”) to manage its portfolio on informa-
tion management transformation activities
7/1/2009 Department of the Interior Administrative support Interagency 24,000 24,000
Agreement
7/15/2009  Judicial Watch Legal Advisory Other $1,500 $1,500

Continued on next page.
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OFS SERVICE CONTRACTS (CONTINUED)

Type of Expended
Date Vendor Purpose Transaction Obligate Value Value
7/17/2009 Korn/Ferry International Executive search services for the OFS Chief Contract §75,017 $75,017
Investment Officer Position
7/20/2009 National Aeronautics and Space Detailees Interagency 146,986 138,492
Administration Agreement
7/30/2009 Cadwalader, Wickersham & Taft LLP  Restructuring legal services Contract 4,382,790 1,317,308
7/30/2009 Debevoise & Plimpton LLP Restructuring legal services Contract — —
7/30/2009 Fox, Hefter, Swibel, Levin & Carol, Restructuring legal services Contract — —
LLP
8/18/2009 Mercer LLC Executive-Compensation data subscription ~ Contract 3,000 3,000
9/2/2009 Knowledge Mosaic Inc. SEC filings subscription service Contract 5,000 5,000
9/10/2009 Equilar, Inc. Executive-Compensation data subscription ~ Contract 59,990 59,990
9/11/2009 PricewaterhouseCoopers PPIP compliance Contract 1,446,150 863,800
9/30/2009 NNA INC. Newspaper delivery Contract 8,479 7,765
9/30/2009 SNL Financial LC SNL Unlimited, a web-based financial analyt- Contract 110,000 110,000
ics service
10/1/2009 US Government Accountability Office  Oversight Interagency 20,360,000 12,859,077
Agreement
10/25/2009 Internal Revenue Service Detailees Interagency 46,202 —
Agreement
12/22/2009 Hughes Hubbard & Reed LLP Document production services and litigation Contract 658,277 —
support
12/22/2009  Avondale Investments LLC Asset Management Services Financial Agent 750,000 375,000
12/22/2009 Bell Rock Capital, LLC Asset Management Services Financial Agent 750,000 375,000
12/22/2009 Howe Barnes Hoefer & Arnett, Inc.  Asset Management Services Financial Agent 1,250,000 625,000
12/22/2009 KBW Asset Management, Inc Asset Management Services Financial Agent 3,803,333 2,818,750
12/22/2009 Lombardia Capital Partners, Inc. Asset Management Services Financial Agent 1,250,000 625,000
12/22/2009  Paradigm Asset Management Co. Asset Management Services Financial Agent 1,250,000 625,000
LLC
1/15/2010  Association of Government Ac- CEAR Program Application Contract $5,000 $5,000
countants

Continued on next page.
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OFS SERVICE CONTRACTS (CONTINUED)

Type of Expended
Date Vendor Purpose Transaction Obligate Value Value
1/19/2010  Bingham Mccutchen LLP SBA Initiate Legal Services - Contract Contract $750,651 $130,400
Novated to TOFS-10-D-0005 with McKee
Nelson
2/16/2010 The MITRE Corporation FNMA IR2 Assessment Contract 408,075 309,952
2/16/2010 Internal Revenue Service Detailees Interagency 52,742 52,742
Agreement
3/8/2010 Qualx Corporation FOIA support services Contract 230,438 76,867
3/26/2010 Federal Maritime Commission (FMC) Detailees Interagency 104,054 78,958
Agreement
3/29/2010 Morgan Stanley & Co Asset Management Services Financial Agent 23,577,000 8,969,546
4/2/2010 Congressional Oversight Panel Oversight Interagency 4,800,000 3,541,421
Agreement
4/8/2010 Squire, Sanders & Dempsey LLP Legal Advisory Contract 1,229,350 276,874
4/12/2010 Ennis, Knupp & Associates Inc Financial Advisory Contract 82,050 —
4/22/2010 Digital Management Administrative support Contract — —
4/22/2010 MicroLink, LLC Administrative support Contract 1,306,760 30,000
4/23/2010 RDA Administrative support Contract — —
5/17/2010 Lazard Freres & Co. LLC Financial Advisory Financial Agent 7,500,000 716,667
6/24/2010 Reed Elselvier INC Administrative support Contract 8,208 —
6/30/2010 The George Washington University ~ Administrative support Contract 5,000 —
Date Not Departmental Offices Administrative Support Interagency $42,909,699 $26,175,368
Available Agreement

Source: Treasury, response to SIGTARP data call, 7/7/2010.

Asset Managers

EESA requires SIGTARP to provide biographical information for each person or en-
tity hired to manage assets acquired through TARP.**! From April 1 through June 30,
2010, no new asset managers were hired.
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One of the critical responsibilities of the Office of the Special Inspector General
for the Troubled Asset Relief Program (“SIGTARP”) is to provide recommenda-
tions to the U.S. Department of the Treasury (“Treasury”) and other Federal
agencies managing Troubled Asset Relief Program (“TARP”) initiatives so that the
various TARP programs can be designed or modified to facilitate transparency and
effective oversight and to prevent fraud, waste, and abuse. SIGTARP has made
such recommendations in its quarterly reports to Congress and in several of its
audit reports. This section discusses developments with respect to SIGTARP’s pri-
or recommendations, including recommendations made over the previous quarter,
and, in the table at the end of this section, summarizes SIGTARP’s recommenda-
tions from past quarters and notes the extent of their implementation. Appendix

G: “Correspondence” includes Treasury’s written responses to this section.

RECOMMENDATIONS RELATING TO TREASURY'S
PROCESS FOR SELLING WARRANTS RECEIVED
FROM TARP RECIPIENTS

As discussed in Section 1, “The Office of the Special Inspector General for the
Troubled Asset Relief Program,” on May 10, 2010, SIGTARP released an audit
report entitled “Assessing Treasury’s Process to Sell Warrants Received from
TARP Recipients.” The audit examined, first, the process and procedures Treasury
has established to ensure that the Government receives fair market value for

the warrants; and second, the extent to which Treasury follows a consistent and
well-documented process in reaching its decision to sell warrants back to recipi-
ent institutions. The audit concluded that Treasury has generally succeeded in
negotiating prices for warrant repurchases at or above Treasury’s own internal
estimates of their value. It also observed, however, that Treasury does not suf-
ficiently document important parts of the negotiation process and lacks sufficient
guidelines or internal controls governing how those negotiations are conducted,
especially with respect to how much information it shares with TARP recipients
repurchasing their warrants.

The audit noted, for example, Treasury provided some TARP recipients with
information about what price would likely be acceptable to Treasury; for other
recipients, no such information was provided. Without established guidelines or
internal controls governing how those negotiations are conducted, Treasury is
vulnerable to charges of arbitrariness and favoritism.

In light of these findings, SIGTARP made a series of recommendations to
improve transparency in the decision-making process and consistency in the
negotiations. Each recommendation, along with Treasury’s response, is discussed

in turn below:
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Treasury should ensure that more detail is captured by the Warrant
Committee meeting minutes. At a minimum, the minutes should include the
members’ qualitative considerations regarding the reasons bids were accepted
or rejected within fair market value ranges.

Treasury has indicated that it will adopt this recommendation.

Treasury should document in detail the substance of all communications with
recipients concerning warrant repurchases.

With respect to this recommendation, Treasury has indicated that “it will maintain
a record of communications with each institution concerning the negotiations of
warrant repurchases.” Treasury has refused to specify, however, how much detail
will be included in such a record. A mere recitation of dates and participants would
not remedy the material deficiency in transparency described in the report, nor
would it address the inherent problem that SIGTARP faced in trying to reconstruct
months-old conversations that involved tens of millions of taxpayer dollars and that
involved discrepancies in the amount of information regarding Treasury’s bargain-
ing position provided to different TARP recipients. In follow-up conversations,
Treasury has refused to commit to SIGTARP that it will require documentation of
all material aspects of these conversations, and it has stated that it is unwilling to
go beyond the language quoted above. SIGTARP maintains that the failure to note

the substance of such discussions is an unwarranted failure in transparency.

Treasury should develop and follow guidelines and internal controls concern-
ing how negotiations will be pursued, including the degree and nature of
information to be shared with repurchasing institutions concerning Treasury’s
valuation of the warrants.

Treasury has not yet indicated its position with respect to this recommendation,
instead stating that it is currently reviewing its procedures for sharing information
with institutions. More than two months have elapsed since SIGTARP issued its
report; Treasury should commit to adopt this recommendation fully without further
delay. This recommendation resulted from the audit’s findings that Treasury was
inconsistent in the quality and quantity of information that it shared with apparently
similarly situated TARP recipients, with some receiving, in undocumented negotia-
tions, very specific information about the price that Treasury would likely accept to
repurchase the warrants, and others receiving no information at all. To avoid such
inconsistent treatment, SIGTARP made the recommendation listed above to ensure
that the fate of any given negotiation would not be guided by the personality or gut
reaction of a Treasury official, but rather on a principled and well-considered policy.
It is a matter of fundamental fairness that, in any Government program, similarly

situated participants should be treated the same. The inconsistencies found in the
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audit are likely to continue absent a framework for how the negotiations should be
conducted.

Indeed, in its response, Treasury appears to misunderstand fundamentally
the significance of this recommendation. Treasury suggests, for example, that
the “consistency” urged by SIGTARP should not be judged by whether it treats
counterparties impartially, but instead that “[c]onsistency should be measured
by outcomes.” Treasury then cites its belief that it “has succeeded in obtaining
consistently positive results” as evidence that it has in fact acted consistently in its
negotiations. Treasury apparently offers this “ends justify the means” rationale to
avoid a uniform set of rules, asserting that the varying conditions for each negotia-
tion mandate the need to “maintain flexibility in the way it responds while maximiz-
ing overall returns for taxpayers.” There may be legitimate reasons to treat firms
differently during these negotiations, but, if so, Treasury should articulate those
reasons to its personnel through consistently applied guidelines so that the negotia-
tion process remains successful not only in terms of financial results, but also in
upholding the Government'’s reputation for fair and principled administration of its
programs. Inconsistent treatment of counterparties might be acceptable for a Wall
Street hedge fund, where bottom line results are the paramount consideration, but
policymakers and negotiators working on behalf of the United States Government
simply must meet a higher standard. To protect both taxpayers (from receiving a
less advantageous deal from a particular bank) and Treasury itself (from accusa-
tions of treating one bank more favorably than another), in both fact and percep-
tion, Treasury must apply its policies in the fairest, most impartial manner possible
to all parties concerned. To accomplish this goal, SIGTARP reiterates its recom-
mendation that there must be clearly articulated negotiating parameters assuring
that Treasury officials remain consistent in the amount and type of information
they provide to similarly situated TARP recipients.

In sum, to minimize the significant reputational risk presented by potential al-
legations that Treasury has been picking winners and losers throughout its admin-
istration of TARP, it must no longer engage in undocumented negotiations with
counterparties and must take steps to ensure that all similarly situated entities are
treated the same during these negotiations. Treasury’s response letter, dated June
11, 2010, is reproduced in full in Appendix G: “Correspondence.”

RECOMMENDATIONS REGARDING THE HOME
AFFORDABLE MODIFICATION PROGRAM (“HAMP”)

As discussed in greater detail in Section 1 of SIGTARP’s Quarterly Report to
Congress dated April 20, 2010 (the “April 2010 Quarterly Report”), on March
25, 2010, SIGTARP released an audit report entitled “Factors Affecting the
Implementation of the Home Affordable Modification Program” (the “HAMP
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For further discussion of recommendations
from the HAMP Audit, see SIGTARP's
April 2010 Quarterly Report, page 134.

Audit”). Among other things, the HAMP Audit questioned Treasury’s emphasis

on the number of offers for trial modification rather than executed permanent
modifications and observed that the number of permanent modifications had been,
by Treasury’s own evaluation, “disappointing.” In the HAMP Audit, to improve
HAMP’s administration and effectiveness, SIGTARP made the following recom-

mendations to Treasury:

e rectify the confusion that its own statements have caused for HAMP by promi-
nently disclosing its goals and estimates (updated over time, as necessary) of
how many homeowners the program will help through permanent modifications
and report monthly on its progress toward meeting that goal

¢ set other performance benchmarks and publicly report against them to measure
over time the implementation and success of HAMP

¢ undertake a sustained public service campaign as soon as possible, both to reach
additional borrowers who could benefit from the program and to arm the public
with complete, accurate information; this will help to avoid confusion and delay,
and prevent fraud and abuse

¢ reconsider its policy that allows servicers to substitute alternative forms of in-
come verification based on subjective determinations by the servicer

¢ re-examine HAMP’s structure to ensure that it is adequately minimizing the risk
of re-default driven by negative equity, high non-first-mortgage debt service, and

other risk factors

To address some of the vulnerabilities identified by SIGTARP in its audit report,
Treasury announced its intention to adopt several significant modifications to
HAMP, as detailed more completely in the April 2010 Quarterly Report, including
the following:

¢ requiring that servicers “consider” principal reductions at their option as part
of the loan modification process when indicated by program guidelines, with
increased incentives for successful principal reductions

® anew program, backed by up to $14 billion in TARP funds and managed by
both Treasury and the Federal Housing Administration (“FHA”), that will enable
severely underwater borrowers to refinance their mortgages so that the total
amount they owe on their homes will not exceed 115% of its value

¢ the Home Affordable Unemployment Program (“UP”), which offers assistance
to unemployed homeowners through temporary forbearance of a portion of their
payments

¢ increased incentives for servicers to provide permanent loan modifications in or-
der to compensate them for costs associated with the revisions to the program,

including assistance to unemployed homeowners
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¢ expansion of HAMP to include borrowers with FHA loans and borrowers in ac-
tive bankruptcy proceedings

¢ improved requirements for borrower solicitations, stating performance time-
frames for all parties and prohibiting new foreclosure referrals during the
HAMP modification process

¢ additional assistance for homeowners who lose their homes through a short sale
or deed in lieu, including increased financial assistance for moving and incen-

tives to servicers and second-lien holders for use of foreclosure alternatives

Although the modifications represented a significant step forward, SIGTARP
noted several issues with the modifications in its April 2010 Quarterly Report that
could impede HAMP’s effectiveness and efficiency; SIGTARP thus made a series
of additional recommendations. Each of those recommendations is set forth below,
followed by a discussion of Treasury’s responses, which were set forth in letters
dated May 20, 2010, and June 30, 2010. Treasury’s letters are reproduced in full in
Appendix G: “Correspondence.” Treasury’s responses to the prior recommendations
contained in the March 2010 HAMP audit are detailed in the table set forth at the

end of this section.

For each HAMP-related program and subprogram, Treasury should publish
the anticipated costs and expected participation in each and that, after each
program is launched, it report monthly as to the programs’ performance
against these expectations.

This recommendation echoes previous recommendations from SIGTARP, the
Government Accountability Office (“GAQ”) and the Congressional Oversight Panel
that Treasury must finally adopt meaningful benchmarks and goals for HAMP,
including setting forth its expectation and goals for the most meaningful aspect of
HAMP — permanent modifications. Although in its March 22, 2010, response

to the audit Treasury stated that it “agrees that performance goals and metrics are
critical to the effective administration of any program,” in its more recent written
responses, Treasury essentially ignores this recommendation, merely noting its plans
to continue monthly updates on aspects of HAMP (including expansion on the types
of information published) without disclosing its formal projections and goals for
permanent modifications or other HAMP components. SIGTARP subsequently con-
firmed with Treasury officials that they are, in fact, rejecting these recommendations
and will not detail Treasury’s participation goals for permanent modifications or any
other HAMP-related program or subprogram. Instead, it will continue defining the
program’s success against only one benchmark — its goal of making offers to three to
four million homeowners. This “goal,” which SIGTARP has already described as es-
sentially meaningless and which Treasury itself has previously acknowledged has led
to “confusion,” simply does not provide the necessary transparency or accountability.
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First, American taxpayers and their representatives in Congress have an ab-
solute right to know what the Government'’s specific expectations and goals are
for using the $50 billion that will be added to the national debt as a result of this
program. Instead, Treasury only offers a goal — regarding offers of assistance —
that is completely disconnected from the actual expenditure of taxpayer money.
No HAMP funds will be spent on an “offer” but rather on what happens after it is
made. The measurement of such offers is becoming even more meaningless over
time as HAMP expands to provide different kinds of relief to homeowners and as
the number of trial modifications canceled continues to skyrocket.

Second, the failure to provide meaningful benchmarks is contributing to the
negative public perception of the program. The stated goal for offers of assis-
tance has either been ignored or misunderstood, and, without a clear sense of the
program’s intended direction, taxpayers and their representatives in Congress are
understandably focusing on the program’s shortcomings, such as that substantially
more trial modifications have failed than have successfully been made permanent,
or that foreclosure filings have increased dramatically while HAMP has been in
place, with permanent modifications constituting just a few drops in an ocean of
foreclosure filings. Moreover, Treasury’s continued refusal to provide benchmarks
for itself leaves it vulnerable to accusations that it is simply trying to avoid ac-
countability. If Treasury sets no meaningful goals, it cannot be held accountable
for failing to meet those goals and instead can continue claiming each incremental
increase in participation a success, irrespective of the program'’s cost or whether it

could have been designed to help more homeowners.

Treasury should re-evaluate the voluntary nature of its principal reduction
program and, irrespective of whether it is discretionary or mandatory, consid-
er changes to better maximize its effectiveness, ensure to the greatest extent
possible the consistent treatment of similarly situated borrowers, and address
potential conflict of interest issues.

In response to SIGTARP’s recommendation in the HAMP Audit that Treasury
needed to re-evaluate the vulnerability of HAMP to rampant re-defaults, Treasury
announced that it would initiate a Principal Reduction Alternative (“PRA”) pro-
gram within HAMP. However, unlike other aspects of HAMP, the decision whether
to provide this benefit to struggling homeowners would be left to the servicer,
irrespective of whether Treasury’s Net Present Value (“NPV”) test indicated that

a principal reduction modification would be in the best financial interest of the
investor who owned the mortgage. Citing concerns about the potential arbitrariness
and effectiveness of a voluntary PRA program and the inherent conflict of interest
for servicers who might have a financial incentive to avoid principal reductions,
SIGTARP recommended that Treasury reconsider its decision to make principal
reduction discretionary.
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Treasury has declined to make principal reduction mandatory within PRA, of-
fering three separate arguments:

¢ the potential moral hazard of strategic default, i.e., that homeowners able to
make their house payments would stop doing so in order to receive principal
forgiveness

¢ the objections of responsible borrowers who continue to make their mortgage
payments but believe that their tax dollars are being used to subsidize principal
reductions even in instances where investors would not otherwise offer this
benefit

e the prospect that servicers, on behalf of investors, would opt out of HAMP
entirely due to its perceived financial impact and therefore would reduce avail-
ability of HAMP to borrowers

Although each of these issues is important, and, in the final analysis, it is up
to Treasury to weigh the competing interests involved, SIGTARP remains con-
cerned that Treasury may be overestimating the problems with a mandatory PRA
and discounting the problems with a voluntary one. With respect to moral hazard,
although it is certainly true that mandatory principal reduction carries moral hazard
risks, HAMP already has mitigating protections that would ameliorate the risks. It
is difficult to see how such risks would be materially different from the risks posed
by a voluntary program, or even from HAMP without principal reductions. As not-
ed in the April 2010 Quarterly Report, those mitigating factors include: Treasury’s
existing safeguards against moral hazard, such as income verification and hard-
ship affidavits, and the requirement for three years of annual payments before the
principal reduction is fully implemented. Treasury makes the conclusory assertion
that the mandatory nature of the program would “promote strategic default among
homeowners” without explaining how these current safeguards (or other potential
measures) are inadequate. This argument presumes that potential strategic default-
ers: (1) can bypass the safeguards and are willing to commit a federal crime by
knowingly executing a false hardship affidavit and/or arranging for fraudulent third-
party verification of their income; and (2) have such intimate knowledge of HAMP
that they could determine that, if they were to strategically default, they would fall
into the category of homeowners for which the two NPV tests (which are incred-
ibly complex and not publicly available) would yield the desired result (i.e., that the
PRA NPV test would both be positive and yield a greater financial benefit for the
investor than the standard NPV test).

In light of these practical impediments, it is unclear that making PRA manda-
tory would have any more than a small, incremental impact on moral hazard. To be
clear, SIGTARP is not discounting moral hazard risks generally, but merely pointing
out, as emphasized in prior quarterly reports, that Treasury has already jumped into
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the deep end of the moral hazard pool through TARP in general. Any incremental
moral hazard implicated by making principal reductions for homeowners manda-
tory pales in comparison to the moral hazard caused by TARP assistance to Wall
Street, particularly when the difference here might be between a successful HAMP
and an unsuccessful HAMP.

Treasury deems equally serious “the recognition of the very real frustration
on the part of responsible homeowners who, although they are overleveraged, are
continuing to make their scheduled payments but believe that taxpayers are being
used to subsidize principal reduction in instances where investors would otherwise
be unwilling to offer this benefit.” Although there is no doubt that HAMP, as a
whole, potentially fuels such frustration, it is difficult to see how making principal
reduction mandatory instead of discretionary contributes any significant amount, if
at all, to such anger. For responsible borrowers who continue to meet their obliga-
tions, using tax dollars to subsidize a principal reduction program (including the
announced $14 billion TARP-funded FHA refinance program as well as the current
version of PRA) would likely not be significantly more offensive than using tax
dollars to subsidize interest rate reductions for homeowners, or to pay homeowners
to leave homes on which they had already stopped making mortgage payments, or
to subsidize with incentive payments the banks and other investors that made the
poor investment decisions to acquire these mortgages, all of which already exists
under HAMP. In the final analysis, all of the Government’s financing of HAMP
could reasonably be deemed offensive to responsible homeowners who have
continued to meet their obligations without Government assistance, but any small
incremental additional offense involved in a mandatory PRA versus a voluntary one
would not appear to be dispositive, particularly in light of the problems with the
voluntary system.

Treasury’s third justification for the voluntary nature of principal reduction is
that servicers may opt out of HAMP entirely if reduction is made mandatory. One,
from a legal perspective, this appears to be erroneous. Under their agreements with
Treasury, if servicers choose not to participate in PRA, they could do so without
leaving HAMP entirely. Two, Treasury’s argument is squarely inconsistent with sev-
eral other aspects of HAMP, which generally require mandatory action for partici-
pating servicers. For example, the standard HAMP modification is already manda-
tory if the NPV test is positive, and, indeed, Treasury has made principal reduction
for second mortgages mandatory in the event that the first mortgage is so modified.

Finally, Treasury’s argument is inconsistent with its own stated reasons as to
why servicers would voluntarily want to offer principal reductions (and therefore,
presumably; be less inclined to opt out): (a) “where a modification with principal
reduction has a higher NPV than a standard NPV modification, servicers may be
required by investor guidelines or other legal obligations to perform the modifi-
cation that yields the highest NPV for the investor”; (b) the program “includes
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significant financial incentives to offer principal reduction”; and (c) the “increased
transparency” of the program “should cause the industry to make better decisions
for homeowners and investors.” Indeed, the observation that many servicers might
already be legally required “to perform the modification that yields the highest NPV
for the investor” only further emphasizes the reasonableness of applying that stan-
dard to the program as a whole.

At the same time that Treasury is overstating the problems with a mandatory
PRA program, it appears to continue to disregard the substantial problems asso-
ciated with a voluntary one. As discussed more fully in the April 2010 Quarterly
Report, a voluntary program is susceptible to inconsistent results for similarly
situated homeowners (one HAMP participant could receive principal reduction,
while the next-door neighbor in the same financial position might not), all based on
the decisions of a servicer that may be acting under a conflict of interest (because
servicers are paid based in part on principal balance). These arbitrary results and
potential abuses are a risk in a voluntary program.

More fundamentally, making principal reductions mandatory would better ad-
dress the danger of re-defaults in HAMP, i.e., when a homeowner who has received
a HAMP modification ends up unable or unwilling to make the modified payments
and defaults again. As GAO noted in a June 2010 report, the current average loan-
to-value ratio (a key predictor of re-default) for homeowners in HAMP modifica-
tions is, incredibly, 150%, meaning that the average HAMP participant owes over
50% more than the home is worth.

At its core, PRA represents an opportunity to address a significant danger for
HAMP — that modifications will fail and borrowers re-default because the bor-
rowers are simply too deeply underwater, thereby wasting taxpayers’ money with
little actual benefit. There is a growing consensus that re-defaults will indeed be
a problem in HAMP. For example, Fitch Ratings Ltd. estimates that, under the
program as currently constructed, 65%-75% of HAMP borrowers will re-default.
Moody’s Investors Service, Inc. projects, that without principal reduction, 50%-70%
of borrowers receiving permanent HAMP modifications will re-default, adding that
“the ultimate level of re-defaults will depend heavily on the successful implementa-
tion of principal forgiveness.” As the Federal Reserve Bank of New York noted in a
recent paper: “Clearly, a loan modification program that lowers the principal bal-
ance on a mortgage will do more to support homeownership than a program that
simply eases the terms of the loan.” Failure to make PRA mandatory may severely
undercut the ability of HAMP to meet this challenge.

Moreover, when purely voluntary, the program is vulnerable to selective use by
servicers and investors to subsidize only those principal reductions that they would
have made even in the absence of taxpayer assistance. Many banks are already
implementing principal reduction as part of their own non-HAMP mortgage modi-
fications. As just one example, shortly before Treasury’s announcement of PRA,
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Bank of America announced a program under which it would forgive principal for
a select group of borrowers who had taken out certain types of mortgages from
Countrywide, which Bank of America acquired. Bank of America announced that
it would fund this program without Government support. Shortly after the an-
nouncement of HAMP’s principal reduction program, however, Bank of America
indicated that it would be shifting its existing program into HAMP so that it could
benefit from taxpayer subsidies, without committing that it will offer principal
reductions to all homeowners outside of this initiative who qualify for PRA and
for which the NPV tests yield a more positive result. Simply put, a Government
program that does no more than subsidize activity that would have occurred in its
absence is not an efficient or effective use of taxpayer dollars, and the voluntary

nature of the principal reduction program risks encouraging that result.

Treasury should adopt a uniform appraisal process across all HAMP and
HAMP-related short-sale and principal reduction programs consistent with
FHA’s procedures.
In the April 2010 Quarterly Report, SIGTARP warned that Treasury’s Home
Affordable Foreclosure Alternative (“HAFA”) program, which provides incentives
for short sales and surrenders of deeds in lieu of foreclosure, had a potentially
significant fraud vulnerability arising out of its failure to require full appraisals
before authorizing payments for short sales. Specifically, SIGTARP warned of the
rising prevalence of short sale-related fraud and noted that other short sale-related
programs, such as the Department of Housing and Urban Development’s (“HUD”)
FHA program, require full appraisals. SIGTARP further warned that PRA could
also be subject to valuation fraud. In its response, Treasury has indicated that it will
reject this recommendation, referring in its response only to its standard mortgage
modification protocols and largely ignoring the fraud concerns raised with respect
to the increased vulnerability to valuation fraud raised by its short-sale and prin-
cipal reduction programs. Treasury cited cost and timeliness considerations in its
decision to permit the use of automated valuation models or broker price opinions
for home valuations. It asserted that its guidance is consistent with that provided
by the Office of the Comptroller of the Currency (“OCC”) for mortgage modifica-
tions, and that FHA does not require valuations when modifying delinquent loans.
Although it is true that FHA does not require appraisals for standardized loan
modifications (for which the incentive to commit valuation fraud is far less) it
does require them for short sales (i.e., the subject of SIGTARP’s recommendation)
which are far more vulnerable to this type of fraud. Treasury offers no explana-
tion as to why taxpayers who stand behind FHA-supported short sales should be
better protected from short-sale schemes than when they stand behind the TARP-
supported HAFA short sales.
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Treasury also cites investor agreements, which may not require full apprais-
als. It is not at all clear why taxpayers’ protections should be determined by the
contractual rights of those who invested in failing mortgages — SIGTARP deems
it axiomatic that all reasonable steps should be taken to safeguard taxpayers from
fraud. Whether a fraud prevention measure is cost effective is a determination
that Treasury should make, not investors. Furthermore, when the investor agree-
ments were conceived, the widespread home depreciation associated with the
financial crisis was not contemplated, let alone that as a result of that crisis there
would be a subsequent Government program that would spend billions of taxpayer
dollars to encourage widespread short sales. Nor was it contemplated that short-
sale fraud schemes, such as the “flopping” schemes described in the April 2010
Quarterly Report, would arise out of the crisis. In light of the dramatic change
in circumstances since those agreements were forged, the protections that were
deemed commercially prudent in the agreements have little bearing to what would
be prudent to protect taxpayer interests now. SIGTARP remains convinced that a
HAMP requirement for certified appraisers, at least in those portions of HAMP
most vulnerable to valuation fraud, would add useful rigor and consistency to this
process. Allowing servicers themselves the discretion to value homes in declining or
depressed markets will leave the program vulnerable to fraud and create the strange
incongruity that tax dollars will be substantially better protected in an FHA-run

short-sale program than in the Treasury-run one.

Treasury should reconsider the length of the minimum term of HAMP’s un-
employment forbearance program.

In response to this recommendation, Treasury noted that it has considered extend-
ing the UP term limits in response to the growing incidence of long-term unem-
ployment. Following SIGTARP’s recommendation, Treasury issued Supplemental
Directive 10-04, which removes the six-month cap for forbearance but retains

the original three-month minimum. Treasury stated that it would not increase the
three-month minimum, however, because “the OCC does not encourage unem-
ployment forbearance longer than three months,” and because “[i]f the forbearance
period lasts longer than six months, generally accepted accounting standards may
require a financial institution to write down the value of the loan.” Neither of these
concerns satisfactorily explains Treasury’s actions. First, what OCC “encourages”
(as opposed to what it prohibits) is obviously of little relevance, otherwise Treasury
would presumably cap its unemployment-forbearance program at three months.
Furthermore, to the extent that Treasury is concerned that it might be imposing

a requirement that one of the regulators would outright reject, it could make the
higher minimum period subject to regulatory override. Second, logically, Treasury’s

concerns about what “may” or may not happen under general accounting standards
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after a six-month forbearance is simply not a relevant explanation as to why it is
imposing only a three-month minimum.

In light of the continuing distress caused by record long-term unemployment
(indeed, since the date of Treasury’s response, the Bureau of Labor Statistics has
released June 2010 figures, seasonally adjusted, indicating that the median period
of unemployment has increased to 25 weeks and that the average has increased to
35 weeks) SIGTARP continues to encourage Treasury to reconsider extending its

three-month minimum forbearance period.

Treasury should launch a broad-based information campaign, including public
service announcements in target markets that focus on warnings about poten-
tial fraud, and include conspicuous fraud warnings whenever it makes broad
public announcements about the program.

To its credit, Treasury pointed out in its response that, along with HUD and other
Federal agencies, it is participating in the “Loan Scam Alert” anti-fraud campaign
being led by NeighborWorks America and the Ad Council, as well as another joint
effort with the Ad Council to educate homeowners about HAMP’s availability and
key provisions. Treasury indicates that, in addition to advertisements, representa-
tives of the campaign attend MHA events where they work with homeowners who
have been victimized by scams and seek to raise awareness about mortgage modi-
fication frauds. Treasury also notes that it is running additional advertisements
through the Ad Council. Treasury thus appears to be striving to implement this

recommendation.

RECOMMENDATIONS CONCERNING TREASURY’S
MONITORING OF COMPLIANCE WITH TARP
REQUIREMENTS BY COMPANIES RECEIVING
EXCEPTIONAL ASSISTANCE

As discussed in Section 1, “The Office of the Special Inspector General for the
Troubled Asset Relief Program,” on June 29, 2010, SIGTARP released an audit
report entitled “Treasury’s Monitoring of Compliance with TARP Requirements by
Companies Receiving Exceptional Assistance.” The audit examined the extent to
which Treasury follows a clear, consistent, and effective process to ensure that a
company receiving exceptional assistance adheres to the requirements of its TARP
agreement. The audit found that Treasury’s staffing and policies have not been
robust enough to meet this obligation fully in a number of key respects:

First, Treasury’s compliance implementation has been too slow, requiring from
6 to 14 months after the companies’ obligations commenced to even request the
companies’ compliance frameworks, and 7 to 15 months to meet initially with the
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companies’ compliance officials. To date, Treasury has only begun its review of
three of the companies’ audit documentation and does not expect to complete this
final process step for the remaining three firms until well over a year after their
entry into TARP. In the context of companies that might not have survived absent
TARP’s infusion of tens of billions of taxpayer dollars, the risks posed by such com-
panies’ non-compliance with these important conditions (both financial and to the
credibility of the Government’s stabilization efforts) are too great to countenance
such delays.

Second, Treasury’s compliance procedures rely too heavily on the companies
themselves. To date, decisions on whether a violation is serious enough to report
have effectively been left to their own judgment, so that Treasury relies upon TARP
participants (and sometimes upon the same managers who presided over the com-
panies as they reached the brink of failure) to abide by their various requirements
in a diligent and well-judged manner. Treasury has not provided basic guidance on
materiality standards for compliance breaches and has no plans to conduct its own
audits or otherwise test these companies’ compliance independently. Under these
circumstances, only one participant of extraordinary public assistance, American
International Group, Inc. (“AlG”), has reported violations to Treasury. Even then,
AIG’s reporting was made months after the events in question and included an
unconvincing explanation of one of the violations (regarding the CEO’s personal
use of a corporate jet).

Third, Treasury’s compliance staffing levels continue to be inadequate. Although
the Office of Financial Stability-Compliance (“OFS-Compliance”) has continued to
add staff over time, its shortages of qualified compliance personnel persist. Indeed,
Treasury itself has stated that it would like to add 15 compliance staff members,
but that it has been unable to do so. Twenty months into its administration of
TARP, Treasury simply has no legitimate excuses as to why it has still failed to ac-
complish the critically important task of assembling a robust compliance staff.

In sum, Treasury has not adopted the rigorous approach or developed the
professional team necessary for an adequate compliance system to ensure that
companies receiving exceptional assistance under TARP adhere to the special re-
strictions that were imposed to protect taxpayer interests. In light of these findings,
SIGTARP recommended that Treasury undertake the following steps to address the
issues identified:

o First, Treasury should promptly take steps to verify TARP participants’ confor-
mance to their obligations, not only by ensuring that they have adequate compli-
ance procedures but also by independently testing participants’ compliance.

e Second, Treasury should develop guidelines that apply consistently across TARP
participants for when a violation is sufficiently material to merit reporting, or, in

the alternative, require that all violations be reported.
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¢ Third, SIGTARP reiterates its previous recommendation concerning the need to
add enough infrastructure and staff at OFS-Compliance to ensure TARP recipi-

ents’ adherence to their compliance obligations.

Treasury responded to the audit’s recommendations with a letter dated June 29,
2010, a copy of which is reproduced in Appendix G: “Correspondence.” The letter
noted that, “[a]lthough we agree with a portion of your third recommendation
regarding increasing the Office of Financial Stability’s compliance staff, we strongly
disagree with many of the statements and two of your recommendations in this
report.” Treasury expects to provide a fuller response to the audit within 30 days of
the letter’s date.

TRACKING THE IMPLEMENTATION OF
RECOMMENDATIONS IN PREVIOUS REPORTS

SIGTARP has now made dozens of individual recommendations; updating compli-
ance with each one in narrative form would be impractical. The following table,
Table 5.1, summarizes SIGTARP’s prior recommendations, gives an indication

of SIGTARP’s view of the level of implementation to date, and provides a brief
explanation for that view where necessary. For more details on the recommenda-
tions, see SIGTARP’s earlier quarterly reports to Congress. Treasury’s views on

the level of implementation of the recommendations are set forth in Appendix G:
“Correspondence.”



QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

"88ed 1xau UO panuiuo?)

"UOI}OR JBULIN} OU BYE] [IM PUB PASO|D UONRPUSLULIOIB U} SISPISUOI AINSeal| 1ey} S81edipy|, 810N

"9ouel|dwod

4ons 03 309dsaJ Y}IM UOIIRILIIIS B apIn0id pue ‘9oue
-|dwod yoans uo Ajjeaipolsad 3iodas ‘uonipuod yoes
0} 1090S3J YHIM S|0J3UOD [uJlul YSI|qe)s 03 paJinbal
SI pasoduwl SI UOIJIPUOD 3y} YaIym uo Ayied ay} 1eyl
‘J7vL Jo Med se pasodwi uoiipuod Aue 03 309dsal
UM (2) ‘d¥v19IS pue 8dueldwo)d-S40 Jo SIsIano
3y} 01 108lgns aJe Aay} (1) :1eyl Juswdpamouyoe ue
apnjoul pjnoys sjuedidiped 47y YIM Sjuawassy

*LONEPUBLILLIODAI SIY} SSBIPPE 1y}
swsliueyoaw paydope sey anIasay [eIapa4 sy

"|e431e]|09 40} pasn Sgy ay} Sulklispun

S}asse auy) Jo/pue Sgy sy} 0} 30adsal yym aoeld ur Ind
9q Sswslueydsw uonuanaid pneJy Jayjo Jo/pue spiep
-Uels unMIspUN WNWiuIW Uieyad eyl ‘wesdoad ayj
0} Spun} dyy1 Sulwwod a40j9q ‘SulinbaJ JapIsuod
pinoys Ainseas| ‘47v1 JO 84njonJis ay} Sunenuiioy uj

"No031S
UOWIWWIOD JO SJUBLIBM BSIDJSX3 0} SPUSIUI I JaLIayM
apIodp pue SY201S Jo 01j0fI0d SH SSalppe 0} AZajels
WBWISAUI ||BJ3A0 Ue dojansp 0} suigaq Ainseas)

‘A30j0poyiaw uon
-enjen pJemio}-3ulogd sy saulwialap Aoinb Ainseas|

"0102 AINf Ul 9)Isgam s} uo sasuodsal
341 350d ||Im 31 3By} S1elS pue AsAns spuny
dYVL Jo asn e sjuaidioss dd) |1 uas Ainseau|

'Spuny dyy1 40 8sn [enjoe sy} uo
14odaJ 0] sjualdioal dyy] |le a4nbas pjnoys Ainseas|

*9]qissod se uoos se dsgam Ainseas|
3y} uo paysod ag pinoys ‘suonoesues) mau Suluisnos
9SOU] SE [|aMm Sk ‘Sjualaaide JyyL Sunsixe ||y

. '9leudoidde, swasp } se

pJlemio} 3ui08 swea3oid dyyL mau 03 108dsal
UHIM UOIJePUSLLIWIODa SIU} Juswajdwi 0} anuiuod
(I 31 Jeuy pajels Jaypng sey Ainseal] “yHIN

Ul SI9IAIS YHM Sjuswaaide sy ur 3uipnjoul
‘suoiidadxa usaq aney aJay} ‘syuswaaide Sy Jo
Auew ur uorepuswLLIOdal Sy} yim Ajdwod 0}
S1J0}0 |enueisgns apew sey Anseas] y3noyyy

"891e4ndoe S| Jodas yons jey aoueldwo)-S4Q0 01
[eI1oY40 Joluas ajerdoidde ue WoJdj UOIRIYIIIBD paudis
e apinoid (1) pue ‘uonipuod sy} yum aouelduwod sy
pue S|04]u09 89S0y} Jo uonejuawaldwi sy} Suipiedal
(,doUel|dwod-S40,) AMlIgeIS [e1oueuld Jo 3240 aU} JO
Juswiedap aoueldwo) ay} 01 Ajjeaipouad Jodal (€)
‘UOIYIPUOI Jey} 03 199dSaJ YHM S|0J3U0D [euidlul ysi|gel
-59 () ‘uonsanb ul Juawaai3e ay} Ul PauUIRUOD SUOIHP
-U02 8y} Jo doueldwod 93SIBA0 0} ‘JueAS|aJ Se ‘SaIpoq
1Y31S4910 JBUI0 PUE dYYIDIS JO AYioyne pue uonoIp
-sunl ayy Ajpoidxa a3pajmouye (1) pjnoys juedioiped
weJ30id yoes eyl SpusLILLOdaI JYy19IS ‘Alledyloads
"JY31S49n0 pue aoueldwiod ae}|ioe) 0} Sjuswasi3e
d¥\yL mau ul agendue| apnjoul pjnoys Ainsea.|

X

"|auu0sJad pue SUBWINIOP JUBAd[d) 0} SS8J0P
dYYLOIS Buing Alssaidxe pue 8]0 JY3ISIaN0 S,dyyL
-5|S SuIZpajmoude 188ys W8} uoioesues} Asnpul
ajiqowoine ay} ul adendue| apnjoul pinoys Ainseal|

sjuswwiod

VYN/adL

pajuawajduwiy
1oN

$$990.d U]

pajuawajdwiy
Ajjented

pajuawa|duwi

UOIIEPUBLILL0IDY

3189VY1L SNOLLYANININODTY dYV1OIS




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

"93ed xau U0 panupuo)

"UOI}OB JBU}IN} OU 8Ye] [|IM PUB PaSO|d LONBPUSLILIOII B} SIapISU0d AINseas] ey} sa1edlpu], 910N

‘sJa8uep 9say} SSaJppe 0} papn|oul aJe

Sainseaw 3uije3iiw Juedyiudis sssjun 4yL Ul 1seAul
X 0} S4|dd S@nn2as Aoe3a] mojje Jou pinoys Ainseas) | , /I

'S3Ip0q 1Y3ISIon0

JueAd|al JBY0 pue ‘dyy19|S ‘}esy 4o} syuedidiied

uonoesuelt 471 |1e 01 SiySu $S999e 8919|dwod Yum
X |020304d 92ueldWwO 1snqgoJ e ugisap pinoys Ainseasl | , 91

‘sainseaw

"'SEINY 03 {7vL Suipuedxa uonuanaid pneJj Jayjo pue spiepuels SuimIapun

9Q JOU [|IM }I Jey} padunouue sey pue ‘SqND 01 wnwiuiw uipnpour ‘471 papuedxs ue ur Suiedidiied

109dSaJ YHIM UOI}epuswwodal Siy} Ssalppe jey} 210J0q ‘SN ||e 03 dyI0ads ‘suoisinoad uondsold
swisiueydosw pajdope Sey anIasay [eJapa ayL X JIpaJd pue pneJjue [euorippe ainbas pinoys Anseas) |, GT

‘SAINY 03 'SHoye

47V Suipuedxa 8q jou ||ImM } Jey} padunouue sey uone3ijw aAidas Ajlenba Jayjo Jo ‘SGNY Adoesds| 1oy

BMJIBSBY [BJBPa By} pue ‘SGIND 03 10adsal yum snaJiey Y3y Aenaipied yum ‘Sgi (e 404 SindJiey
pajusLwa|dwi ussq Sey UoepUBWLIOda SIY] X Jay3iy Apueoyiudis asnbai pinoys Aunseas) ‘LUl | . VI

'sageduow [enuspisal

awiudgns pajuawndopun utelsad Juipnjaul ‘pne.y yum

pa|ppLI 8q 0} udA0.d Usaq dAeY Jey) SaLi0Za8led Ul

9Je JO eLIYUO SuiIMIBPUN BUIlBSE] UIRLISD 198 Jou

op SNy Jejndied 3uoeq sueo| ay) i [eJale||od se

pajoafal aq [IIm ‘Aoe38| J0 Mau Jayreym ‘SgINY 1eul 0s

paudisap jou si wes3oid sy} ji aledioiied 0} asnyal

"JOOW UOI}ePUSLLLWLOD3I pinoys Ainseau] Sy £oess| yoes 1o} 3ulusaids

SIy} Suispual ‘sueo| {71 404 9|qISIe 8q 1ou ||Im R1n28s-Ag-A1un2ss e aJinbai pue suoneullLdlap
SINY 1eyl paounouue sey anIasay [elspad syl X Kouage 3unes yum asuadsip pjnoys Anseas] 4Lyl | . €1

'90e|d S9)e) JapualIns
[£4912]|00 B 92UO 9AIISAY [eJapa4 aU} YHIM anss!

SIU} USIARA 0} SPUBUl dYY1D)IS ‘wes3oad {7vL "L Ul [B481e]|00 JSPUSLINS OYM SIIMO

3y} ur Aoussedsuey Jo 10adse diseq siy} asoddo -10q 8y} Jo Ayjuapl ay} ‘@ansojasip angnd 40} ‘dYvLOIS
0} 9NUUOd AINSeal| pue anIasay |elapad syl X 0} apIn0ad pinoys anIasay |edapaq sy} pue funseas) | , 21

*lqnd

"Jeak yoea sauwli} noy Sajew}sa 3} 0] SJUBISAAUI Y1 8y} Jo sanjea Suipinoid uidaq
uoienjeA sy ysignd 01 pajpwiwod sey Ainseal| X pue AZejel)s uoien|ea sy azijewJo} pjnoys Ainsea.| 11

'SEINY 03 ‘uoisuedxs Ue yons yum paje

47vL Suipuedxa aq Jou ||IM } JeY} padunouue Sey 400SSe SYSII JO JUBLISSASSE ||n} B 84nsus 0} wel3oid

BMIBSBY |BJBPa By} pue ‘SGIND 03 10adsal yum 3} 0} SuoneIYIPOW JuedLIudIS INOYIM SgIN Aoe3s
pajuswajdwi Usaq Sey uonepuawWOoda) Siy| X 0} 47vL Jo uoisuedxs Aue asoddo pjnoys Ainseas) | , 01

‘suoi}

'SEINY 0} -09}0.d pnedj Wwnwiuiw utepsd SuLIspiSuod INOYHM

41vL Suipuedxa 8 Jou ||Im } Jey} pasunouue sey pue panjoAul 8q Aew Jey} SYSLI JO MBIABI [N} B INOYHM

9MJ9S9Y [eJapa 8yl pue ‘SgIND 01 10adsal yum SgIN 8pnjoul 01 {7y JO uoisuedxa ay} 0} 3ureaise
pajuswaldwi Usaq Sey UonepusWOola) SIy| X 91049 UOILIBPISUOI |nfoIed aAI3 pinoys Ainseal) | , 6

sjuawwo?) | YN/agl | powwswajdw| | ssasoid uj | paawajdwy | pajuswajdwy uonepuaWWOoIdY

10N Ajjensed

(@INNIINOD) 319V SNIOILYANIININODIY dHVLOIS




QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

*88ed ]xau Lo panunuo?)

*UOIO. J3Y}N} OU 98] [|IM pUB PaSO[O UONEBPUSLLLLIOIAI BY) SISPISUOD AINseal| Jey) Sa1edipy), 910N

"uojeLwIoul
JaUMO [e124dUusq Ulejulew pue uielqo siadeuew
Jeuy} JuswaJinbal anijewLye ue Suijew jou Si
AInseal] ‘JOASMOH *SISUMO [e1dyausq 0} Sunejal
uoISsassod sa3euew puny e ul UOIeLLIojuUI

Aue 0] $S8208 9ARY ||IM JI 1oy} paaide Sey
Ainseal] *sjuswiaiinbas ,Jawoisny INOA Mouy),
Se 4ons saunpadoid 3uiusaids-10}SaAUl BpN|oul
SJadeuell J|dd Yum sjuswaaide shinseal|

*9lew}ids| aJe spuny ay} ul

SJ0}SaAUI Jey} 84nSud 0} 99uadI|ip aieldoidde op ued
Ainseal] Jey} 0S puny ay} ul S}saiajul sjeald sy} Jo
SJBUMO [BIOLYBUDQ BU} |[B JO SBIHUSPI BU} UM Ainseai|
apinoid 0} paJinbal aq (g) pue ‘waisAs ayy Suisnge

0} auoJd sJojoe Jo uoiedionied ay} pue 3uLdpune|
Aauow jusnaid 0} uonjesado adela)o0iq |Ie}ad JO yueq
[e12J8WIWOD € JO Jey} Se SnoJo3L Se ases) 1e Sjusw
-24inbaJ ,JBWoISNY INOA MOUY, BAISUBYaIdwod Suipnjo
-Ul ‘S94npa20.d 3ulu88J0S-101SBAUI JUBZULIS 9ARY (T)
SJadeuew puny 4|dd |le 1ey} aiinbai pjnoys Ainseas|

€¢

‘spJengajes

Juedyiusdis Jayjo asodwi 0} pajie) sey Ing ‘uon
-epuUaWWLIODaI SIY} 0} Paje|al Sa|NJ }SaI8lUI0
-J014u0? Juedyiudis sawos paydope sey Ainseai|

*SJ9Y}0 40

SON[9SLWBY} JO J[Byaq Uo pajsanul aAey A3y} YyoIym ui
SBIHIUD YIM SUOIROBSURIY ldd JONPUOD () 4O SIUdI|d
19U} 10 SAjPSWaY} JO Jleyaq uo ageuew Jo pjoy Aay}
ey} syasse Aoe3a| ul spuny 41dd IS9AuIl (T) Ued SJ49
-euew 8y} JUaIXa Jeym 0} pue Jayiaym ssaippe Ajjea
-J108ds jey} sweigoid ||e ssosoe siadeuew 4|dd uodn
S9|NJ 1S8493U-J0-}014U0D 1013 9sodwi pinoys Ainseas|

44

“Joouwl uoljepusw
-W023J Sy} Suapual ‘apew usaq 3uiney Sjusw
-1SaAUl ou Yyym wes3oid sy} paso|o Ainsead|

“JusWaaJ3e ay} Ul PaUIRIUOD SUOIHIPUOD 99SJ9A0 0}
‘ajenidoadde se ‘saipoq JUSISIaN0 JaYl0 pue dyy19IS
Jo Aioyine pue uoidipsuUNl ayy Apoldxa apamouyoe
() pue ‘syuedidnted dy9 uo pasodul SUORIPUOI |8
0} paidde aq pjnoys spiodaJ payJad Jeingas pue
S|043U0D [BUJBIUI JO BLIS}ID BWES By} Jey} ‘Sjeundde S|
10daJ 8y} Jey} ‘uoioues [euilid Jo Ajeusad sy} Japun
‘92uel|dWwo-S40 0} AJa0 (€) ‘Spuny dyvy1 4o asn [en)
-oe J1ay} uo 3uipiodal aipouad apinoad (g) ‘spuny dyyL
JO 85N [eN}O. JIBY} JOHUOW 0} [0JIUOD [RuB)UI Ue YS)|
-qe1sa (1) 01 syuedionted 4y aainbal pinoys Ainseasp

e

*UOI}O9S SIY} Ul UOISSNISIP 89S

‘wes30id soueldwod pue Juswagdeuew

¥S1 pajes3ajul ue Jo uonejusws|duwi pue juswdojansp
Ajpwiy 8y} aunsua pue adueldwo-S4Q JO S|en9)
3uyyels ayy aseasoul Ajpuedyiudis pjnoys Ainseal|

0¢

'suoiendal paJinbai
oy} 3uinssi Ajeipawiwi Aq uonesuadwod aAINJaXe Uo
Ajuie3sa2UN pue UoISNYUOD B} SSaJppPe pPINoys Ainseal|

61

X

"9NI9SY [eJapad ay} 0} SaSSO|

lepuajod 3snf Jou pue ‘spuny dyy1 Sulpnjoul ‘Ajpeoiq
S1S8J9}Ul JUBWIUISAOY) 0} S8SSO| [erusjod 40} JuUnodde
pINOYS ‘SwSiueyIaW SSO| pned} 40 IpaJd Jaylo Aue Jo
SINdJiey UO JaYIBym ‘SuoIsiosp pue 3ulspow 4yL IV

81

sjuswiwio)

VN/adL

pajuawa|dwy
1oN

$$920.d U]

pajuawsajdw
Ajjented

pajuawa|duwy

UOIIEPUBLILLOIDY

(@3NNLINOD) 379V SNOILYANIWINODIY dHVLOIS




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

"a8ed xau U0 panuiuo)

"UONOB JBYLINS OU BYe] [|IM pue P3SO|d UOREBPUSLILLIOIBI Y} SIPISU0D AINseal] Jey) seledipul, 910N

‘pouiad [euy sy} Suunp sjuswAed aa.y} spew
Sey JauMoaWoy 8y} ey} Sjuasaidal J92IAISS By}
Ja)je anuadul ay) Aed |m Ainseal] ‘uonedyipow
jusuew.ad sy uo sjuswAed Jo Jaquinu wnwiuiw

© 9pew A|geylIaA Sey Jaumoswoy sy} Jaye [aun

‘weJs3o.4d uonedyipow agesuow ay}
Japun sjuswAed Jo Jaquinu wnwiuiw e apew A|qeyian
Sey JauMOSLIOY Sy} J91e [1I3Un JBDIAIBS BY} 0} SAIRUIIUI

ANIJUBDUI B} JO JuawAed SuLiaep uey) Jayiey X 000°'TS au1 Jo wawAed Jajsp pinoys Anseai] ‘yHA Ul | . OE
‘apew aJe sjuswAed uoiRIYIPOW Aue 840J3¢ SLIOdUI
Ssjuedldde ue wJyuod 0} paule}qo aq uoijewojur Ayed
X -pAI} ‘S|qeYLISA Jeu) auinbai pinoys Aunseal ‘VHIN U | . 6¢
‘uoijeol|dde ueo| [eul3LI0 8y} Uo payiodal sawodul ‘suorjedljdde ueo)
0} paJedwod aq 0} uonealjdde uoieILIPOL By} [eu131I0 |8y} uo pajodas BLWOdUI Y} yum uonedldde
uo paypodaJ wodul a4INbaJ Jou SBOP pue uol} uonjeayipow a3e3pow e uo paliodal awodul sy} ased
-epuaLIWOdal S,dYVIDIS palosfel sey Ainseal) X -W09 0} 492IAIRS By} aJinbai pinoys Aunseal] ‘VvHAN Ul | . 82
*JAMO.1I0q “Jaumoawoy
3y} Jo Ayuap! pue Aouedndd0 JBUMO J0} %Iy 3y} Jo Jyauaq ay} 40} wayy SuiAldde Inoyym saipisqns
0} elep [9A3] Ueo| MaIA3J 0} $S9904d due||lsnIns JUBWIUIBAOL) SUIAIBIBU S|eNPIAIPUI LLOJY [e8)S 0} SI9DIA
uo}o83ap pnedj e wiopad o3 Ajus Aued paiyl -J9S 10} [enuajod 8y} SSaJppe 0] pue uoijoesue.}
e 3uIy Jo $S9204d BY) Ul SI .|\ Sluue IO} 9y} ul syuedionJed ay) Jo Anuspl syl AjUan 0} YHIA Ul
-eJ]siuiwpe wea3oid sy Jeyy pajels Ainseal| X paldope 8q p|noys Suoi}99304d pneJgiue [euoippy 12
"UOI}ROYIPOW 8y} 40} padieyd
9Q pINOYS 994 OU Jey} 10.} ay} (9) pue (Siaumoawoy
3} 03 SaIPISANS 3y} 4O Junowe ||n} 8y} 3uissed jou
pue JUSWUIBA0Y) 3y} Wod) SjuswAed Suios(j0d woiy
J321AJ3S 1dNn1I0D e JuaAaid 03) wes3oad ay} Japun
PajUS 2t AU} YDIYM 0} SIYaURq BU} (G) :LaY} Jo
aJjeme Ajny spew aJe syuedidde jey} os sjuswdhed pue
S99} uappIy SuipJe3aJ S3uluiem uslLIM pue [egJan ()
‘uoioesued) ay3 Ui sjuedionJed ||e Jo SUsWNI0pP Uol
-eayiuapl Jo sa1dod Jo uonualas pue ‘SuiAdod ‘uond9)
409 Aojepuewl (g) ;juedionsed yoes jo judqunyy pue
aJnjeudis paziiejou sy} (g) -pneJs Jo saduanbasuod
"poday Aapend) 3y} Jo Juedidde ay} uiem pjnom eyl 19ays Suiuiem
6002 49903100 S.dHVY1DIS 40 ,Ssuonepusw 3UIS0[2 € (1) @pNjoul PiNOM Jey} Psonpuod aq ainp
-W029Y dYYLOIS, -G UOI}I_S Ul UOISSNISIP 89S X -9204d 9y1-3uISod e aJinbaJ pinoys Ainseail ‘VHN Ul | « 92
*JAMOJI0Q By} Jo Ajjuapl pue
A2uedndd0 JBUMO 10} ¥I8YD 0} BIep [9A8] URO)
M3IN3J 0} $S8204d BIUB|IBAINS UOIIB}8p-pnel) e
wuoyad 03 Aynus Aped-payl e 3uuiy Jo $s9904d ‘uoijeoyIpow
3y} Ul SI 8.\ dluue4 Jojedisiulpe weidoid a3e31iow e 3uipuny a109q Apiadoud 30algns ayj ul Sul
S]l Jey} Palels pue UoIePUSLLIWOID) JYV1DIS -pisaJ s juedidde sy} ey} 9ouspIAG paulIaA Aled-paiy}
juepjodw sy} ydope 0} paplosp Sey Ainseal| X JWQNS 0} YHIA U S4921AI8S dainbas pinoys Ainseal| G2
‘snjeedde aoueldwod pue Ad1jod So1y3e 1Snqo.
e 1dope JaSeuew yoes jey pue ‘Anp Aseronpy e Ains
-894] amo Aay} Jey} a3pajmouyde 03 Siadeuel d|dd
X ‘sasne|d uoleu-paloneiisow ainbal pnoys Ainseal) | , g
sjuawwo?) | YN/agl | powwswajdw| | ssasoid uj | paawajdwy | pajuswajdwy uonepuaWWOoIdY
10N Ajjensed

(@INNIINOD) 319V SNIOILYANIININODIY dHVLOIS




QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

"93ed Ixau U0 panuiuo)

"UOO. J3Y}IN} OU 9)B) [|IM pUB PaSO[d UONEPUSLILLIOIDI BY} SIS9PISUOD AINSeal| jey) Saledipy), 910N

‘Saly|Igel|

pajejaJ 0} Saunsodxa J0 S}asse pajelas ul s3uipjoy
0S|e Ing syasse a|qi31je Ul S3uIp|oy Inoge uoijeLLioul
Ajuo jou ‘ssad0.d 3SI7 Yydiep 8y} jo ped se ‘Ainseal|

X 0} 8S0|2SIp 0} SJa3euew 4|dd a4inbas pjnoys Ainseal| L€
"¥Ysu e
Spuny Juswuanox) Juedyudis sund Ajlenuaiod
YJewyouaq pJepuels e mojaq ||e} 0} anuipuod 'S9|nJ [edly1 Jo sdueldwod paje|oin AjjeLsjew sey
Aew souewopad s Jadeuew 4ldd syl awn Jadeuew ay} 1ey} SBPNJOU0D AINSeal] §i 10 ‘YJewyousq
yorym 3uunp ‘syjuow Z1 Jeye pouad Juswisanul pJepuels uielad e mojaq adueuLiopad s JaSeuew
3y} pus 01 y3u sAunseal) uo Ajg|os Sulkjal uon e 9pnjoul 0} papuedxs aq pjnoys Jageuel d|dd
-epuawwodai siy} ydope 03 pasnjai sey Ainseas| X 9AOWaI 0} ,8Sned, Ainseal| anIS Jey} SUOIIPUOD ay| ols
"90uewIopad aInsesw 0} pue
SjuswaaJge Jivy} Jo Swud} ay} Suljjyny a4e Asy} ainsua
0} Y10q ‘siadeuew J|dd dU} JO SSBUBAI}IBYS B} 10}
{uow 0} a2ejd u ind 8q p|NoYs WalSAS uoien|jens
"}0daJ SIY} JO T UOI}IDS Ul UOISSNISIP 89S X ue pue souaw ajeudosdde suyap pinoys Ainseas| Ge
*Ja}enb 1xau 3uiJels didd ul pajonpuod
suonoesuel} [e Jodas (M d¥YIDIS "Sdldd U
ul apeJ} AJ9A3 JO 94nso|dsIp dlpouad Suuinbal
AQ paisanul aJe Suejjop alignd aiaym moys 0} *syi0das AjJapenb sy ul ‘suoijoslold sjqeuoseal
Kouasedsuedy ||ny Suipinoid 0} papILILLOD JOU Sey 0} 103[qns ‘uonewoul yans asojasip Aew dyy19IS
AinseaJ] “Japenb 8y} JO 3S0|d 8y} JO SAep uanas ey} 0s suoienjen pue ‘s3uipjoy ‘Auaoe Suipedy e
uIym 3ou Ing ‘s41dd aui Aq saseyaind paje3al3 ‘193Jenb 3y} JO 9S0J0 AU} JO SABP UBASS UIUIM ‘d¥vL
-3e In0qe uoiewWIOUI [9ABI-YSIY Ulelad Siseq A| |G 0} 9S0|2SIp 0} S4a8euew 4|dd a4inbaJ pue Auaioe
-Japenb e uo ysiignd 03 payiwiwod sey Ainseal| X 3uipeJy 41dd 9s0|asIp Ajleaipouad pjnoys Ainseal| e
'Spuny 4|dd-uou ageuew oym
‘weJs3oad ayj ul Auedwod juswadeuew puny ay} Jo saskojdws asoy}
Kousioyap [eLslew e suasaidal siy] 1saalul Jo pue 4|dd dul JO Jjeyaq uo SuoISIoap JuaWISaAul Suiyew
S1014u09 Juana.d 0] pauSISap ainsesw pnej-jue sJadeuew 4|dd @y} ussmiaq ,S|jem, o SiaLeq uonew
Jueoyudis siy} ydope 0} pasnjau sey Ainseal| X -J0JU1 J0L1)S JO uomsoduwi ay} aanbas pinoys Ainsea.| o
‘pnely 9|eas
-93Je| SunWWOD aJe oym SJapisul 3uioalap
Ul 3sISSe Aew ey} UoIjeLLLIojUl JBY30 ulejurew
0} Pa1oNJISU09 J0U SI aseqelep sy} ‘Sassaippe
pue Saweu Se Yyoans ‘uoiewolul ajqeyusapl
Ajleuos.ad siamo.loq Sunedionpied pue saweu "UOIjeW.oUI YINs JO aseqelep e ulejulew 0} pue uonoe
,SJ0JSOAUI pUB ,SI9DIAIBS B} Sulejulew ey} -SueJ} uoieoyipow asesyow yoes ul juedionted yoes
pA023.J Jo WalsAs JYH e padojanap sey ‘sey 40} uonewuioul SulAjuap! pue saLieu ay} Jo yoel}
dluue ‘Jojesisiuiwpe weJadoud sAunseal] a|ilym X daay 01 sjuagde sy a4inbas pjnoys Ainsead] ‘YHIA Ul 2
‘wes3oad sy} ul sjedidipied 0} A1eSS999U SI 99} OU Jey)
9z121|qnd pue ‘sJs}spneJ) andasaJ UOIRRILIPOW Jnoge
wiay} uiem ‘weJdoad sy} Jo ainjeu sy} INoge SISUMOD
X -woy 83eanpa AjgAaizoeoud pinoys Ainsead] ‘YHIA Ul 1€
sjuawWwWo) | YN/agl | pawaswajdw] | ssa820id u] | pajuawsajdwy | pajuswajduw) uonepPUBWIWOIY
10N Ajjented

(@3NNLINOD) 379V SNOILYANIWINODIY dHVLOIS




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

‘93ed Jxau U0 panuuo) "UOI}OR J8y}INy OU 8)e} [|IM pUe PasO|d UOIJepUSLLIOIDI B} SI9PISU0D Ainseal| Jey} Seledipul, 810N
"POAJOAUL SI
Kouage |eJapa auo UeY} 8J0W AJSYM SUOISIdBP ulw
-weJgoud gyy1 Sunjew usym Aouade Jayjoue 0} Jajap
"dYVL Ul PAAJOAUI 4. Jey) Sa1ouade |eapa4 0} ajendoidde Si 3 Jayiaym Suluiwisiap ul Sunjew
J3Y10 YHM Aj9S0|d yioM 0} paaide sey Ainseas| X uoIsioap apingd 03 saidljod ysiigeiss pjnoys Ainseal| 7472
‘suonpnyisul
yons 3uioe} sa3us|leyd pue suonesd|qo sy} Jo sleme
A|qeuoseas 8q ued Aunseas] 1ey} 0S MaIAB) doUBApe
"¥S33 03 Juensund uonlnyisul [eldueuy Jayjo Aue ue aJinbaJ pinom Jey} suolnRSul [edueUy Ul uosod
ur uorysod diysiaumo a3ejusdiad |eiueisqns e diys4auMO |enUeISQNS B 8ye} 0} SUOISIOBP a4njny
3unye) ajedionue 10U SS0p H Jey} pajels Ainseal| X Jejiwis Aue aping 0} saro1jod ysijgeisa pjnoys Ainseal| £y
‘papInoad aduelsIsse [esapa4 104 Dy Aq predal 193
0} Ayjiqe suonnisul Yjoq Joaye Aew Jeyy suoisioap
uonesuadwod ainin} Suidojansp a104aq saduajieyd
uonuajaJ pue sweigoid uoesuadwod vy Suipuels
-Japun Ut S|e1oujo ANGYHH UNM 31om 0} Jaisel [e1oads
X 3y} 10a41p pinoys Ainseal) ay} o AJe1ai0as sy VA
*3unjew uoIs1oap 8y} Jo Led aq Aew
Aay1 yoiym 03 swe3oid aduelsISSe-dyyL Je|iulis Jaylo
pue dd9 aui Jepun 3uipuny jo sjuaidioas [enusiod
pue |enjoe Jnoge s3uleaw uosiad-ul pue sjjed suoyd
X [BUJB]XD JO BInjeu pue 3dUa1INIJ0 B} JUSWNIOP 0}
SwsAs 10J1u0d 3unsixe anoidwi pjnoys Ainseal| 17
'Spuny dy/1 4O JUSWISSAUI BU} 0} paje|al
SUOISIOBP |[e 40} JOQUISLL S3JHWIWOY) JUSLLISSAU| Yoed
X JO 8J0A 8y} Juawndop Aoldxa aiow pinoys Ainseaig oy
*$a1ouade 1paJd dy) uowie 1SIXs Jey} aled
‘9)elidoidde -J3N0 0} SaAuadul Jadoadwi sy} AQ pasusnyul Ainpun
8Jaym ‘sassa004d pue $|00} Juswadeueul ySu 10U SI 47y Ul [e491€]|02 JO 92ue}dadde Jey} ainsus 0}
aoueyus pue dojaAsp 0} SNUNRUOD 0} paaide aney swisiueydswl dojanap (g) pue 3uned yyy Aessaosu
pue ‘salouagde 3uneJ sy} yum 3uiddoys 3uned 3y} A1un2as {7y |enuslod e aAI 0} SpJepuels Jamo|
J0 3uilelIaA0 |eijualod IN0Qe SUIBJUOD PASSNI 3uisn aJe salouade 3uijes JpaJd aWoS Jey} SUoipIasSe
-SIp 9ABY BAJIBSY [BJBPB BY} pue Ainseal| X SAPOOJ\ Buiwexs (T) pINoys ANgGY4 pue Ainseas| 6€
‘uotjedioned 4ajap pinom ysu e yons
1ey} 3uIje)s ‘I0)SeAuUl Ue SAOLBI 4O 0] SSJJe
Auap 0} Ajijige [eJa3ejiun @Sy aAI3 0} uonepusw
-W02aJ 8y} 1dope jou [IImM AInseal] ‘uoljewloul
JBUMO [e1oyauaq ulejuleL pue uiejqo siadeuew 'sJ0)sanul Aunba a1eaud
Jeyl Juswalinbai anjewlye ue Suiyew jou S| J0 uonedionJed uqiyoad o3 Aljige |elalejiun sy} aney
AinseaJ] ‘J9NSMOH "SIauMO [e1dyauaq 0} Suijefa. pinoys Ainseal] pue ‘sisaajul Aynba ajeaud sy} Jo e
uoIssassod sJadeuew puny e ul uorewour Aue 40 diysJaumo [e1oyauaq 8y} 1N0Je UOIeLLLIoUI ulejuiew
0} SS9908 9ABY URD Jl Jey) paaide sey Ainseal| X pue uieqo o} siedeuew 4|dd a4inbas pjnoys Ainseas| 8¢
sjuawwo?) | YN/agl | powwswajdw| | ssasoid uj | paawajdwy | pajuswajdwy uonepuaWWOoIdY
10N Ajjented

(@INNIINOD) 319V SNIOILYANIININODIY dHVLOIS




QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

"23ed xau U0 panuiuo)

"UOIO. J3Y}N} OU 9)8) [[IM pUB PaSO[d UONEPUSLILLIOIDI BY} SISPISUOD AINSeal| Jey) Sajedipu, 910N

'3sied |euded

papodind Aue Jo Sapy euoq ayj Aj4an pue Jpne
0} sudisap AinseaJ] ey} sainpadoid Aue Jo ssau
-9NI}03)J9 By} BUIWIISP 0} JOHUOW O} BNUIFUOD
M dYY1DIS "sastes [ended ayj o 82In0s L}
J0} 1d19934 JO uoljewIyUOd B uIe}qo pue spuny
Ayuapi 03 suondo SunapISUOI SI Jl Jey} pajels
0S|e sey AinseaJ] "Sjuswisanul alenld pawie|d
papodind |je Jo 3uISojd pue Junowe ‘82un0s ay}
AJlIaA 03 S|0J3u0d 3jenbape dojaAap 0} Si0}e|n3al

"SJUBWIISAAUI
ajeAud pawie|d |je Jo 3uISO|d pue junowe ‘82unos
3Y} AJlIaA 0] S|0J1u09 Blenbape ysijgeisa 0} pue asiel
|eyded payiodind Aue Jo sapy euoq ay} Ajuan pue

[BJBP3 YUM HJOM [|IM J ey} palels sey Aunseal| X Jipne 0} ainpadoid 3snqos e dojansp pinoys Ainseal| 16
'ddJ 404
$59904d 3UIU9aIOS S,AINSeal| 0} Jejiwlis ‘1DaD ‘aJn|iey Jo
Jo} Aiqi8ije Suiuiwisiap Ui Joyein3ai [edapa4 93J9A BY} UO SI Jey} uonN}SUI Ue ojul SuIMoj} Jou aJe
9lelidoidde 8y} woJj UOIEPUBLILLOIDI B %98S spuny Suiyolew 4yy1 ayi eyl aansus oy ended jusioy
||IM 3 yaIym ur ssado.d [enoidde pue 3uiussids -NSul Yim uoinyisul ue ojul jeyded jeuonippe Sumnd
e padojanap sey )l Jey) pajels sey Ainseas| X 9J0J9¢ 3UIUSBIIS |njoJed aNYISUI pinoys Ainseau| 0G
*Jajemiapun
3utaq s1emo.ioq Auew wouj pue ‘pus SuoiedYIPOW
Jeaf-9AY By} Jaye S}asal djeJ }salsiul [ered ‘sual|
puo2as ‘1qap 93eZHoW-uou WoJj SUILLWS)S }nejop-ai
X 40 ¥su 8y} Suiziwuiw Aj@yenbape si i Jey) aInsua
*UOI}09S SIY} Ul UOISSNISIP 995 0} 94N}ONJA3S S JINVH dulwexa-a4 pinoys Ainseas| 61
*JBOINIDS
3y} AQ suoneuLIBlep dAIRIBIGNS UO PaSE] UOIRIYLISA
3WODUI JO SWIO} SAJRUIBYE S3N)ISANS 0} SI9DINIBS
X SMOJ[ Jey} uoiisod Sy JapISU0JaJ pinoys Ainseal| Y
"asnqge pue pneuy juanaud pue ‘Aejap
pue uoISnjuod ploAe 0} wei30.d sy} Inoge uorewLIoul
9]eJnade ‘a1a|dwod yum djgnd sy} Wwue o) pue we.s
-04d 8y} Aq padjay aq Ajjenualod pinod jey} S1emo.ioq
[euoiippe yoeaJ 0] Yyjoq 8|qissod se uoos se ugiedwed
"UOI}09S SIY} Ul UOISSNISIP 995 X 90IAJ9S 21|gnd pauleIsns e ayenspun pinoys Ainseau| VA,
*S|Ie}op 40} UONISS SIY}
Ul UOISSNISIP 998G "}|9sH 04 S|e0d aduewopad ‘dINVH 0 $S820ns pue uonejuaws|duwi sy}
Je|ILLIS J0U INQ ‘SJSDIAISS JO) SOLIBW UIRLIBD 3w} JOA0 aunseaw 0} way} Jsuiede JodaJ Ajolgnd pue
Suidojanap st 3 1eyy pajedlpul sey Ainseas| X SouaW 9ouewoad Jaylo dojaasp pinoys Ainseas| oY
‘|03 jey} Sunesw plemoy
ssa4304d sy uo Ayjuow 3iodas pue ‘suoiedyipou jusu
-ewuad ysnouyy padjay aq Ajjenjoe ||im Sisumoswoy
Auew moy jo (A1essadau se ‘swi} JaAo pajepdn)
Sajewn}sa pue s|eod sy suisojosip Apusuiwoid pue
Aisnon3iqweun Aq JINH 40} pasned aney SjuaLalels
*UOI}09S SIU} Ul UOISSNISIP 995 X UMO SH 3} uoIsnjuod ay} Aj3oaJ pinoys Ainseal| G
sjuawWwWo) | YN/agl | pawaswajdw] | ssa820id u] | pajuawsajdwy | pajuswajduw) uonepPUBWIWOIY
10N Ajjented

(@3NNLINOD) 379V SNOILYANIWINODIY dHVLOIS




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

1009
J0 8so0dind sy} aziseydwa A|SAI}OB4 S10W PINOM

sAanns Alispen() ‘pajejdwajuod Ajpualind se Ajjenuue
uey} sABAINS JuanbaJy aiow JapISU0D pinoys Ainseal|

€q

X

"Ainseal] Jo jeyy 0} |enba SpI0dai S,14Q0 dU} 0} SS8208
aney [|eys dyy1oIS eyl Aissaidxa apinoid 0} pasinei
3q p|noys swisy ay} ‘sweasold 4yl 49Ul0 Ypm uon

-09UU09 Ul 9peL SUONePUSLLILIOIAI UM JUB)SISUOD
‘Alleuorppy "pajeuluLid} sI Juawlsanul [9JY a4nud
3y} [un anunuod syy3u Adod pue uonoadsul Ainseal|
eyl Ajue|d 03 suLd} [DAD dSIAa4 pinoys Ainseal|

¢S

sjuswuwo)

VN/adL

pajuawajduwiy
10N

$$990.d U]

pajuawajduwi
Ajjented

pajuawajduwi

UOEPUBLILLOIDY

(GINNILNOD) FTEVYL SNOLLYANININODIY dUVLOIS




QUARTERLY REPORT TO CONGRESS | JULY 21, 2010

11.
12.

13.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.
25.
26.

27.
28.

29.

30.

31.

33.

34.

35.

36.

37.

38.
39.

40.

In October 2009, Treasury started to encounter challenges with its website counting system, and, as a result, it changed to a new system in January of 2010. SIGTARP has
calculated the total number of website hits reported herein based on the number reported to SIGTARP as of September 30, 2009, plus an archived number provided by
Treasury for the period of October—December 2009, and information generated from Treasury’s new system for the period of January—June 2010.

Treasury Press Release, “Treasury Department Releases Text of Letter from Secretary Geithner to Hill Leadership on Administration’s Exit Strategy for TARP,” 12/9/2009,
www.financialstability.gov/latest/pr_12092009.html, accessed 6/25/2010.

Office of Management and Budget, “Mid-Session Review, Budget of the U.S. Government — Fiscal Year 2010,” 8/25/2009, www.whitehouse.gov/omb/assets/fy2010_
msr/10msr.pdf, accessed 6/23/2010.

Treasury, “Troubled Assets Relief Program (TARP) Monthly 105(a) Report — May 2010,” 6/10/2010, www.financialstability.gov/docs/May%202010%20105(a)%20Report_
final.pdf, accessed 6/14/2010; Office of Management and Budget, “Budget of the U.S. Government — Fiscal Year 2011,” 2/1/2010, www.whitehouse.gov/omb/budget/fy2011/
assets/budget.pdf, accessed 7/10/2010.

Treasury, “Troubled Assets Relief Program (TARP) Monthly 105(a) Report — May 2010,” 6/10/2010, www.financialstability.gov/docs/May%202010%20105(a)%20Report_
final.pdf, accessed 6/14/2010.

Commitment source: Treasury, response to SIGTARP data call, 7/7/2010. The $699 billion represents the $700 billion authorized for TARP by EESA less the $1.2 billion
reduction as a result of the Helping Families Save Their Homes Act of 2009, P.L. 111-22.

From a budgetary perspective, what Treasury has committed to spend (e.g., signed agreements with TARP fund recipients). Treasury, Transactions Report, 6/30/2010, http:/
financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, 7/12/2010; Treasury, response to SIGTARP data call,
7/7/2010.

As of June 30, 2010, 87 TARP recipients in various programs had repaid their TARP funds. Under the Capital Purchase Program (“CPP”), 84 TARP recipients had repaid a
total $138.4 billion. Chrysler Financial, LLC, General Motors Co., and Chrysler had repaid their TARP funds under the Automotive Industry Financing Program (“ATFP”)
totaling $11.2 billion. Under the Targeted Investment Program (“TIP”), Bank of America and Citigroup had repaid $40 billion. Treasury and Citigroup also terminated their
agreement under the Asset Guarantee Program (“AGP”), reducing Treasury’s exposure by $5 billion.

Emergency Economic Stabilization Act of 2008, P.L. 110-343, 10/3/2008; Treasury, response to SIGTARP draft report, 1/15/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury Press Release, “Relief for Responsible Homeowners One Step Closer Under New Treasury Guidelines,” 3/4/2009, www.financialstability.gov/latest/tg48.html,
accessed 7/7/2010.

Treasury, “Making Home Affordable Updated Detailed Program Description,” 4/28/2009, www.treas.gov/press/releases/reports/housing_fact_sheet.pdf, accessed 7/7/2010.
Treasury, response to SIGTARP data call, 7/7/2010.

Treasury, “Update on HFA hardest hit fund,” 3/5/2010, www.makinghomeaffordable.gov/pr3052010.htm, accessed7/12/2010; Treasury, “Housing Finance Agency Innovation
Fund for the Hardest Hit Housing Markets,” 3/29/2010, www.makinghomeaffordable.gov/docs/HFA%20FAQ%20--%200305 10%20FINAL%20(Clean).pdf, accessed
7/12/2010.

Treasury, “Factsheet on Capital Purchase Program,” 3/17/2009, www.financialstability.gov/roadtostability/CPPfactsheet.htm, accessed 7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury, “Community Development Capital Initiative,” 2/18/2010, http:/financialstability.gov/roadtostability/comdev.html, accessed 7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury Press Release, “Statement of Secretary Geithner on House Passage of the Small Business Lending Fund Act,” 6/17/2010, www.treas.gov/press/releases/tg749.htm,
accessed 6/23/2010.

U.S. House of Representatives, “111th Congress, 2nd Session, H.R. 5297 Small Business Lending Fund Act of 2010,” 5/13/2010, www.house.gov/apps/list/speech/financials-
ves_dem/hr_5297.pdf, accessed 6/2/2010.

Treasury, “Programs,” 5/7/2009, www.financialstability.gov/roadtostability/programs.htm, accessed 7/7/2010.

The $40 billion Series D cumulative preferred shares were effectively converted to $41.6 billion Series E non-cumulative preferred without any cash outlay by Treasury.
Treasury, Transactions Report, 6/30/2010, http:/financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, accessed
7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury, “Agency Financial Report, Fiscal Year 2009,” 12/10/2009, www.treas.gov/press/releases/OSF%20AFR%2009.pdf, accessed 7/7/2010.

Treasury, Transactions Report, 6/30/2010, http:/financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, accessed
7/7/2010.

Treasury, “Agency Financial Report, Fiscal Year 2009,” 12/10/2009, www.treas.gov/press/releases/OSF%20AFR%2009.pdf, accessed 7/7/2010.

Treasury Press Release, “U.S. Government Finalizes Terms of Citi Guarantee Announced in November,” 12/16/2009, www.financialstability.gov/latest/hp1358.html, accessed
7/7/2010.

Treasury, “Troubled Assets Relief Program: Monthly 105(a) Report — December 2009,” 1/11/2010, http:/financialstability.gov/docs/105CongressionalReports/December%20
105(a)_final_1-11-10.pdf, accessed 7/10/2010.

Treasury, “Troubled Assets Relief Program: Monthly 105(a) Report — December 2009,” 1/11/2010, http://financialstability.gov/docs/105CongressionalReports/December%20
105(a)_final_1-11-10.pdf, accessed 7/10/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

FRBNY, response to SIGTARP data call, 7/7/2010.

FRBNY, response to SIGTARP data call, 7/7/2010.

Treasury, “Public-Private Investment Program,” 12/2/2009, www.financialstability.gov/roadtostability/publicprivatefund.html, accessed 7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010.

Treasury, “Unlocking Credit for Small Businesses Fact Sheet,” 3/17/2009, www.financialstability.gov/roadtostability/unlockingCreditforSmallBusinesses.html, accessed
7/7/2010.

Treasury, “Master Purchase Agreement for SBA Pooled Certificates and Senior Securities Issued by SBA Pool Assemblers,” 3/2/2010, http:/financialstability.gov/docs/
agreements/Coastal%20Securities,%20Inc.pdf, accessed 7/7/2010.

Treasury, “Guidelines for Automotive Industry Financing Program,” no date, www.financialstability.gov/docs/AIFP/AIFP_guidelines.pdf, accessed 7/7/2010.

Treasury, response to SIGTARP data call, 7/7/2010; Treasury, Transactions Report, 6/30/2010, http://financialstability.gov/docs/transaction-reports/7-1-10%20Transactions %20
Report%20as%200{%206-30-10.pdf, accessed 7/7/2010.

Treasury, Transactions Report, 3/31/2010, www.financialstability.gov/docs/transaction-reports/4-2-10%20Transactions%20Report%20as%200f%203-31-10.pdf, accessed
4/7/2010; Treasury, Transactions Report, 6/30/2010, http://financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, ac-
cessed 7/7/2010.
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Concerning the principal, see Treasury, Transactions Report, 2/25/2010, www.financialstability.gov/docs/transaction-reports/3-1-10%20Transactions%20Report%20as %20
0f%202-25-10.pdf, accessed 3/4/2010; for interest amounts, see Treasury, Dividends and Interest Reports, 2/19/2010, www.financialstability.gov/docs/dividends-interest-
reports/January%202010_Dividends%20and%20Interest%20Report.pdf, accessed 3/4/2010.

Treasury, “Auto Supplier Support Program: Stabilizing the Auto Industry at a Time of Crisis,” no date, www.treas.gov/press/releases/docs/supplier_support_program_3_18.pdf,
accessed 7/7/2010.

Treasury, Transactions Report, 6/30/2010, http:/financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, accessed
7/7/2010.

Treasury, Transactions Report, 6/30/2010, http:/financialstability.gov/docs/transaction-reports/7-1-10%20Transactions%20Report%20as%200f%206-30-10.pdf, accessed
7/7/2010.

Treasury, response to SIGTARP draft report, 7/13/2010.

Treasury, “Written Testimony of Herbert M. Allison, Jr., Assistant Secretary for Financial Stability, Domestic Policy Subcommittee of the Oversight and Government Reform
Committee,” 12/17/2009, http:/financialstability.gov/latest/st_12172009.html, accessed 7/7/2010.

Treasury, “Making Home Affordable Updated Detailed Program Description,” www.treas.gov/press/releases/reports/housing_fact_sheet.pdf, accessed 7/2/2010.

Treasury, response to SIGTARP draft, 7/14/2010.

Treasury, “FHA Program Adjustments to Support Refinancings for Underwater Homeowners,” http:/makinghomeaffordable.gov/docs/FHA_Refinance_Fact_
Sheet_032510%20FINAL2.pdf, accessed 7/12/2010; Treasury, response to SIGTARP draft report, 4/9/2009.

Treasury, “Testimony of Herbert M. Allison, Assistant Secretary for Financial Stability, U.S. Department of the Treasury Before the House Committee on Oversight and
Government Reform, ‘Foreclosure Prevention: Is the Home Affordable Modification Program Preserving Homeownership?” 3/25/2010, www.ustreas.gov/press/releases/
tg608.htm, accessed 3/29/2010.

Treasury, response to SIGTARP data call, 1/12/2010.

Treasury, Transactions Report, 6/30/2010, www.financialstability.gov/docs/transaction-reports/7-9-10%20Transactions%20Report%20as %200f%207-7-10.pdf, accessed
7/9/2010.

Treasury, response to SIGTARP data call, 1/14/2010.

Treasury, response to SIGTARP data call, 1/14/2010; Treasury, response to SIGTARP draft report, 1/15/2010; Treasury, response to SIGTARP draft report, 4/8/2010.
Treasury, Transactions Report, 6/30/2010, www.financialstability.gov/docs/transaction-reports/1-4-10%20Transactions%20Report %20as200f%2012-30-09.pdf, accessed
7/9/2010.

Treasury, Transactions Report, 6/30/2010, www.financialstability.gov/docs/transaction-reports/1-4-10%20Transactions%20Report%20as200f%2012-30-09.pdf, accessed
7/9/2010.

Treasury, “Making Home Affordable: Updated Detailed Program Description,” 3/4/2009, www.financialstability.gov/roadtostability/homeowner.html, accessed 3/8/2010.
Treasury, “Making Home Affordable Program Enhancements to Offer More Help for Homeowners,” 3/26/2010, http:/makinghomeaffordable.gov/docs/HAMP%20
Improvements_Fact_%20Sheet_032510%20FINAL2.pdf, accessed 3/26/2010.

Treasury, “HAMP: Program update and resolution of active trial modifications,” 1/28/2010, www.hmpadmin.com/portal/docs/hamp_servicer/sd1001.pdf, accessed 3/4/2010.
Treasury, “Home Affordable Modification Guidelines,” 4/6/2009, www.hmpadmin.com/portal/docs/hamp_servicer/sd0901.pdf, accessed 7/2/2010.

Treasury, “Introduction of the Home Affordable Modification Program,” 4/6/2009, www.hmpadmin.com/portal/docs/hamp_servicer/sd0901.pdf, accessed 7/12/2010.
SIGTARP, “Factors Affecting Implementation of the Home Affordable Modification Program,” 3/25/2010, http://sigtarp.gov/reports/audit/2010/Factors_Affecting
Implementation_of_the_HomeAffordable_Modification_Program.pdf, accessed 3/25/2010.

Treasury, “Servicer Performance Report Through May 2010,” 6/20/2010, www.financialstability.gov/docs/May%20MHA%20Public%20062110.pdf, accessed 7/2/2010.
SIGTARP, “Factors Affecting Implementation of the Home Affordable Modification Program,” 3/25/2010, http:/sigtarp.gov/reports/audit/2010/Factors_Affecting
Implementation_of_the_HomeAffordable_Modification_Program.pdf, accessed 3/25/2010.

SIGTARP, “Factors Affecting Implementation of the Home Affordable Modification Program,” 3/25/2010, http://sigtarp.gov/reports/audit/2010/Factors_Affecting
Implementation_of_the_HomeAffordable_Modification_Program.pdf, accessed 3/25/2010.

SIGTARP, “Factors Affecting Implementation of the Home Affordable Modification Program,” 3/25/2010, http://sigtarp.gov/reports/audit/2010/Factors_Affecting
Implementation_of_the_HomeAffordable_Modification_Program.pdf, accessed 3/25/2010.

Treasury, “Making Home Affordable Program on Pace to Offer Help to Millions of Homeowners,” 8/4/2009, www.financialstability.gov/latest/tg252.html, accessed 3/8/2010.
Treasury, “Administration Releases April Loan Modification Report,” www.makinghomeaffordable.gov/pr_05172010.html, accessed 6/1/2010.
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GLOSSARY

This appendix provides a glossary of terms that are used throughout the context of this report.

504 Community Development Loan Program: SBA program combin-
ing Government-guaranteed loans with private-sector mortgage loans to
provide loans of up to $10 million for community development.

7(a) Program: SBA loan program guaranteeing a percentage of loans
for small businesses that cannot otherwise obtain conventional loans at
reasonable terms.

Asset Backed Securities (“ABS”): Bonds backed by a portfolio of non-
mortgage consumer or corporate loans, e.g., credit card, auto, or small
business loans. Financial companies typically issue ABS backed by exist-
ing loans in order to fund new loans for their customers.

Auction Agent: Firms (such as investment banks) that buy a series of
securities from one institution for resale — also called “underwriters.”

Collateral: Asset pledged by a borrower to a lender until a loan is repaid.

Commercial Mortgage-Backed Securities (“CMBS”): Bonds backed by
one or more mortgages on commercial real estate (e.g., office buildings,
rental apartments, hotels) rather than by residential real estate loans.

Common Stock: Equity ownership entitling an individual to share in
corporate earnings and voting rights.

Community Development Financial Institutions (“CDFIs”): Financial
institutions eligible for Treasury funding to serve the CDCI'’s targeted
demographic under the CDFI Fund. CDFIs were created in 1994 by the
Riegle Community Development and Regulatory Improvement Act.

Cumulative Preferred Stock: Stock requiring a defined dividend pay-
ment. If the company does not pay the dividend on schedule, it still owes
the missed dividend to the preferred stock’s owner.

Custodian Bank: Bank (for TALF the custodian is BNY Mellon) holding
the collateral and managing accounts for FRBNY.

Debtor-in-Possession (“DIP”): Company operating under Chapter 11
bankruptey protection that technically still owns its assets but is operat-
ing them to maximize the benefit to its creditors.

Dutch Auction: For a Treasury warrant auction (which has multiple bid-
ders bidding for different quantities of the asset) the accepted price is set
at the lowest bid of the group of high bidders, whose collective bids fulfill
the amount offered by Treasury.

Equity Capital Facility: Commitment to invest equity capital in a firm
under certain future conditions.

Exceptional Assistance Recipients: Companies receiving assistance un-
der SSFI, TIP, AIFP, and any future Treasury program designated by the
Treasury Secretary as providing exceptional assistance. Current recipients
are AIG, Chrysler, GM, and Ally Financial (formerly GMAC).

Excess Reserves: Balances held in within the Federal Reserve System
excess of the required reserve and any other contractually required bal-
ances.

Federal Funds: Funds deposited by commercial banks at the Federal
Reserve banks, thereby enabling banks temporarily falling short of reserve

requirements to borrow funds from banks with excess reserves.

Federal Funds Rate: Rate charged by a depository institution on an
overnight loan of federal funds to another depository institution; the rate
may vary from day to day and from bank to bank.

Federal Funds Transactions: Short-term transactions in immediately
available funds — made between depository institutions and certain other
institutions that maintain accounts with the Federal Reserve — that
involve lending balances at the Federal Reserve; such transactions are
usually not collateralized.

Haircut: Difference between the value of the collateral and the value of
the loan (the loan value is less than the collateral value).

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

Legacy Assets: Commonly called troubled or toxic assets, these are real
estate-related loans and securities issued before the financial institutions’
balance sheets. Legacy assets lost significant value at the onset of the
financial crisis and were difficult to price because of market disruption.

Legacy Securities: Real estate-related securities lingering on the balance
sheets of financial institutions because of pricing difficulties resulting
from market disruption.

Limited Partnership: Partnership in which there is at least one partner
whose liability is limited to the amount invested (limited partner), and
at least one partner whose liability extends beyond monetary investment
(general partner).

London Interbank Offered Rate (“LIBOR”): Interest rate that large
banks in London charge each other for dollar-denominated funds.

Mandatorily Convertible Preferred Stock (“MCP”): Preferred share
that can be converted to common stock at the issuer’s discretion if spe-
cific criteria are met by a certain date.

Monetary Policy: Measures undertaken by a central bank, such as the
Federal Reserve, to influence the availability and cost of money and credit
to help promote national economic goals.

Nationally Recognized Statistical Rating Organization (“NRSRO”):
Credit rating agency registered with the SEC. Credit rating agencies pro-
vide their opinion on the creditworthiness of companies and the financial
obligations issued by companies. The ratings distinguish between invest-
ment grade and non-investment grade equity and debt obligations.

Non-Agency Residential Mortgage- Backed Securities (“non-agency
RMBS”): Financial instrument backed by a group of residential real
estate mortgages not guaranteed by a Government-sponsored enterprise,
such as the Federal National Mortgage Association (“Fannie Mae”) or the
Federal Home Loan Mortgage Corporation (“Freddie Mac”).

Non-cumulative Preferred Stock: Type of preferred stock that also
features a defined dividend but the company has no obligation to pay any
dividends it misses.

Non-recourse Loan: Secured loan whereby the borrower is relieved of
the obligation to repay the loan upon surrender of the collateral.
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Open Market Operations (“OMO”): OMOs involve the purchase and
sale of securities in the open market by a central bank. These transactions
are a key tool used by the Federal Reserve to adjust the supply of reserve
balances so as to keep the effective federal funds rate near the target rate.
OMOs are conducted by the trading desk at the Federal Reserve Bank of
New York.

Preferred Stock: Equity ownership that usually pays a fixed dividend
prior to distributions for common stock owners but only after payments
due to holders of debt and depositors. It typically confers no voting rights.
Preferred stock also has priority over common stock in the distribution of
assets when a bankrupt company is liquidated.

Pro Rata: Refers to dividing something among a group according to the
proportionate share that each participant holds as a part of the whole.

Prompt Corrective Action Order: Federal law requires that Federal
bank regulators take necessary actions to resolve the problems of insured
depository institutions at the least possible long-term loss to the Deposit
Insurance Fund.

Public Interest Standard: Regulatory standard that the Special Master is
required to apply in making determinations. It refers to the determination
of whether TARP-recipient compensation plans are aligned with the best
interests of the U.S. taxpayer, based on a balancing of specific principles
set forth in the Rule.

Quantitative Easing: Monetary policy used occasionally in which the
Government increases the money supply by buying Government or other
securities from the market. Quantitative easing aims to increase the
money supply by flooding financial institutions with reserves in an effort
to promote lending and liquidity. Such actions are conducted through
OMOs.

Required Reserves: Balances held within the Federal Reserve System to
satisfy reserve requirements.

Reserve Requirements: Amount of money a depository institution must
keep in reserve against specified deposit liabilities. The reserves must be
in the form of vault cash or deposits held at the Federal Reserve banks.

Residential Mortgage-Backed Securities (“RMBS”): Bonds backed by
a pool of mortgages for residential real estate (e.g., home mortgages for
residences occupied by up to four families) rather than by commercial
real estate loans.

Revolving Credit Facility: Line of credit for which the borrower pays a
commitment fee and is then allowed to use up to a guaranteed maximum
amount of funds as needed.

SBA Pool Certificate: Ownership interest in a bond backed by SBA-

guaranteed loans.

Senior Executive Officer (“SEQ”): “Named executive officer” of a
TARP recipient as defined under Federal securities law, which generally
includes the principal executive officer, principal financial officer, and the
next three most highly compensated executive officers.

Senior Preferred Stock: Shares that give the stockholder priority
dividend and liquidation claims over junior preferred and common
stockholders.

Senior Subordinated Debenture: Debt instrument ranking below senior
debt but above equity with regard to investors’ claims on company assets
or earnings. Senior debt holders are paid in full before subordinated debt
holders are paid. There may be additional distinctions of priority among
subordinated debt holders.

Skin in the Game: Equity stake in an investment; down payment; the
amount an investor can lose.

Special Purpose Vehicle (“SPV”): Off-balance-sheet legal entity that
holds the transferred assets presumptively beyond the reach of the enti-
ties providing the assets, and is legally isolated.

Spread: Difference between two interest rates or the excess of return on
a particular security or instrument relative to a benchmark.

Synthetic ABS: Security deriving its value and cash flow from sources
other than from a physical set of reference assets.

Systemically Significant: Term referring to any financial institution
whose failure would impose significant losses on creditors and counter-
parties, call into question the financial strength of similar institutions,
disrupt financial markets, raise borrowing costs for households and busi-
nesses, and reduce household wealth (also commonly used to describe
institutions known as “too big to fail”).

TALF Agent: Financial institution that is party to the TALF Master Loan
and Security Agreement and which occasionally acts as an agent to the
borrower. TALF Agents include primary and nonprimary broker-dealers.

Total Risk-Weighted Assets: Financial institutions’ total assets after
making adjustments based on each individual asset’s risk factor.

Trial Modification: Under the design of HAMP, a trial modification is
generally intended to last three months.

Trust Preferred Securities: Securities that have both equity and debt
characteristics created by establishing a trust and issuing debt to it.

Undercapitalized: Condition in which a financial institution does not
meet its regulator’s requirements for sufficient capital to operate under a
defined level of adverse conditions.

Under-Served Communities: Either geographic areas or demographic
groups that Treasury’s CDFI Fund division determines lack adequate ac-
cess to financial services.

Underwater Mortgage: When a homeowner owes more on the mortgage
than the home is worth. When a home’s value drops and/or when mort-
gage debt increases significantly, the homeowner has “negative equity” in
that home.

Warrant: Right, but not an obligation, to purchase a certain number of
shares of common stock at a fixed price. Because warrants rise in value as
the company’s share price rises, Treasury (and the taxpayer) can benefit
from a firm’s potential recovery.



ACRONYMS AND ABBREVIATIONS | APPENDIX B | JULY 21, 2010

ACRONYMS AND ABBREVIATIONS

2MP
ABCP
ABS
AGP
AHR
AIA
AIFP
AIG
ALICO
Ally Financial
AMLF

APR
ARM
ARRA
ASSP
AWCP

Bank of America

BlackRock
CAP

CBO

CDBG

cDcClI

CDFI

CEO

CGl Holding

Second Lien Modification Program
asset-backed commercial paper
asset-backed securities

Asset Guarantee Program

American Home Recovery

AIA Group, Limited

Automotive Industry Financing Program
American International Group, Inc.
American Life Insurance Company

Ally Financial Inc. (formerly GMAC Inc.)

Asset-Backed Commercial Paper Money Market Mutual
Fund Liquidity Facility

annual percentage rate

adjustable-rate mortgage

American Recovery and Reinvestment Act of 2009
Auto Supplier Support Program

Auto Warranty Commitment Program

Bank of America Corporation

BlackRock Financial Management, Inc.
Capital Assistance Program

Congressional Budget Office

Community Development Block Grant
Community Development Capital Initiative
Community Development Financial Institution
chief executive officer

CGl Holding LLC

Chrysler Financial Chrysler Financial Services Americas LLC

Citigroup
CMBS
Colonial
cop

CcP

CPFF
CPP
cusip
DDA

Citigroup, Inc.

commercial mortgage-backed securities
Colonial Bancgroup

Congressional Oversight Panel
commercial paper

Commercial Paper Funding Facility
Capital Purchase Program

Credit Union System Investment Program

Demand Deposit Account

DGP

DIF

DIL

DIP

DOJ

DTI
ECASLA

EESA

Fannie Mae
FBI

FDIC

FDIC OIG

Federal Reserve

FFEL
FFETF
FFR
FHA
FHFA
FHLB
FOMC
FRBNY
Freddie Mac
FTC
GAO
GM
GMAC
GNMA
GSE
HAFA
HAMP
HARP
HERA
HFA
HHF

Debt Guarantee Program
Deposit Insurance Fund
deed-in-lieu of foreclosure
debtor-in-possession
Department of Justice
debt-to-income ratio

Ensuring Continued Access to Student Loans Act
of 2008

Emergency Economic Stabilization Act of 2008

Federal National Mortgage Association
Federal Bureau of Investigation
Federal Deposit Insurance Corporation

Office of the Inspector General of the Federal Deposit
Insurance Corporation

Federal Reserve System

Federal Family Education Loan

Financial Fraud Enforcement Task Force
federal funds rate

Federal Housing Administration

Federal Housing Finance Agency

Federal Home Loan Bank

Federal Open Market Committee

Federal Reserve Bank of New York
Federal Home Loan Mortgage Corporation
Federal Trade Commission

Government Accountability Office

General Motors Corporation

GMAC Inc.

Government National Mortgage Association
Government-sponsored enterprise

Home Affordable Foreclosure Alternatives
Home Affordable Modification Program
Homeowners’ Affordability Relief Program
Housing and Economic Recovery Act
Housing Finance Agency

Hardest Hit Fund
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HPDP
HUD
HUD OIG

IG

ILFC

IMF

Initial Report
IOLTA

IPO

IRA

IRS

IRS-CI

LIBOR

LLC

LTv

MBS

MCP

Merrill Lynch
MHA
Midwest
MMIFF
MMMF
MVMC

Nan Shan
NCUA
NCUSIF

New Chrysler
NIBP

Non-Agency RMBS non-agency residential mortgage-backed securities

NPV

NRSRO

Ocala Funding
occ

OFS

Old Chrysler

Home Price Decline Protection
Department of Housing and Urban Development

Office of the Inspector General of the Department
of Housing and Urban Development

Inspector General

International Lease Finance Corporation
International Monetary Fund

SIGTARP's Initial Report to Congress
Interest on Lawyers Trust Accounts
initial public offering

Individual Retirement Account

Internal Revenue Service

Internal Revenue Service Criminal Investigations
Division

London Interbank Offered Rate

limited liability company

loan-to-value ratio

mortgage-backed securities

mandatorily convertible preferred shares
Merrill Lynch & Co. Inc.

Making Home Affordable Program
Midwest Banc Holdings, Inc.

Money Market Investor Funding Facility
Money Market Mutual Fund program

Mt. Vernon Money Center

Nan Shan Insurance Ltd.

National Credit Union Administration
National Credit Union Share Insurance Fund
Chrysler Group LLC

New Issuance Bond Program

net present value

nationally recognized statistical rating organization

Ocala Funding, LLC

Office of the Comptroller of the Currency
Office of Financial Stability

Chrysler LLC

OMB
Omni
OMO
Pacific
PDCF
PPIF
PPIP
PRA
Prudential
PSPA
QFI
REPOS
RMBS
S&P
SBA
SBIC
SBLF
SEC
SEO
SIGTARP

SOMA
South Financial

Special Master

SPV
SS/DIL
SSFI
Sterling
STPP

TAF

TAG

TALF
TARP
TCCULGP

TCCUSF

Office of Management and Budget
Omni National Bank

open market operations

Pacific Capital Bancorp of Santa Barbara California
Primary Dealer Credit Facility
Public-Private Investment Fund
Public-Private Investment Program
Principal Reduction Alternative
Prudential PLC, Inc.

preferred stock purchase agreement
qualifying financial institution
repurchase agreements

residential mortgage-backed securities
Standard & Poor’s

Small Business Administration

Small Business Investment Company
Small Business Lending Fund
Securities and Exchange Commission
senior executive officer

Special Inspector General for the Troubled Asset Relief
Program

System Open Market Account
South Financial Group Inc.

Office of the Special Master for the Troubled Asset
Relief Program

special purpose vehicle

Short Sales/Deed-In-Lieu of Foreclosure program
Systemically Significant Failing Institutions program
Sterling Financial Corporation

Short Term Purchase Program

Term Auction Facility

Transaction Account Guarantee

Term Asset-Backed Securities Loan Facility
Troubled Asset Relief Program

Temporary Corporate Credit Union Liquidity Guarantee
Program

Temporary Corporate Credit Union Stabilization Fund
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TCCUSGP

TCLP
™
THL
TIP
TLGP
TOP
TPP
Treasury
TSLF
UAW
UcsB
UGC
upP
UPB
USPIS
VA

Warbug Pincus

Temporary Corporate Credit Union Share Guarantee
Program

Temporary Credit and Liquidity Program
Toronto-Dominion Bank

Thomas H. Lee Partners L.P.

Targeted Investment Program

Temporary Liquidity Guarantee Program
Term Securities Lending Facility Options Program
Treasuries Purchase Program

U.S. Department of the Treasury

Term Securities Lending Facility

United Auto Workers

Unlocking Credit for Small Businesses
United Guaranty Corporation

Home Affordable Unemployment Program
unpaid principal balance

U.S. Postal Inspection Service

U.S. Department of Veterans Affairs

Warbug Pincus Investments



APPENDIX C | REPORTING REQUIREMENTS 1 JULY 21, 2010

REPORTING REQUIREMENTS

This appendix provides Treasury's responses to data call questions regarding the reporting requirements of the Special
Inspector General for the Troubled Asset Relief Program outlined in the Emergency Economic Stabilization Act of 2008
section 121, as well as a cross-reference to related data presented in this report and prior reports. Italics style indicates

narrative taken verbatim from source documents.

EESA EESA Reporting SIGTARP
# Section Requirement Treasury Response to SIGTARP Data Call Report Section
Section A description of Treasury posts several documents on its public website that are responsive to this question, Section 2:
121(c)A) the categories of available at http://www.financialstability.gov/latest/reportsanddocs.html. Specifically, “TARP Overview”
troubled assets tranche reports and reports required under section 105(a) of the Emergency Economic
purchased or Stabilization Act of 2008 (EESA) describe, at a high level, Treasury’s programs and troubled  Appendix D:
otherwise procured asset purchases. The transaction reports describe these purchases in detail, including “Transaction

by the Secretary. the type of asset purchased, the identity of the institution selling the asset, and the price Detail”
Treasury paid for the asset.

We describe assets purchased under TARP during the period from April 1, 2010 through
June 30, 2010 in the Monthly 105(a) reports for April 2010, May 2010 and June 2010
and in separate transaction reports posted on http://www.financialstability.gov/latest/
reportsanddocs.html. The most recent Monthly 105(a) report for June 2010 will be posted
on July 12.

Below are program descriptions from Treasury’s FinancialStability.gov website, as of
6/30/2010:

CPP: Treasury created the Capital Purchase Program (CPP) in October 2008 to stabilize the
financial system by providing capital to viable financial institutions of all sizes throughout the
nation. With a strengthened capital base, financial institutions have an increased capacity to
lend to U.S. businesses and consumers and to support the U.S. economy.

SSFI: Systemically Significant Failing Institution Program (SSFI) was established to provide
stability and prevent disruptions to financial markets from the failure of institutions that are
critical to the functioning of the nation’s financial system.

AGP: The Asset Guarantee Program (AGP) provides government assurances for assets held
by financial institutions that are critical to the functioning of the nation’s financial system,
which face a risk of losing the critical confidence that is needed for them to continue to lend
to other banks.

TIP: Treasury created the Targeted Investment Program (TIP) to stabilize the financial sys-
tem by making investments in institutions that are critical to the functioning of the financial
system. This program focuses on the complex relationships and reliance of institutions
within the financial system. Investments made through the TIP seek to avoid significant mar-
ket disruptions resulting from the deterioration of one financial institution that can threaten
other financial institutions and impair broader financial markets and pose a threat to the
overall economy.
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EESA Reporting
Requirement

Treasury Response to SIGTARP Data Call

SIGTARP
Report Section

TALF: The TALF is designed to increase credit availability and support economic activity by
facilitating renewed issuance of consumer and small business ABS at more normal interest
rate spreads... Under the TALF, the Federal Reserve Bank of New York (FRBNY) will provide
non-recourse funding to any eligible borrower owning eligible collateral... The U.S. Trea-
sury’s Troubled Assets Relief Program (TARP) will purchase $20 billion of subordinated debt
in an SPV created by the FRBNY. The SPV will purchase and manage any assets received by
the FRBNY in connection with any TALF loans. Residual returns from the SPV will be shared
between the FRBNY and the U.S. Treasury.

PPIP: The Legacy Securities Public-Private Investment Program (“S-PPIP”) is designed to
purchase troubled legacy securities that are central to the problems currently impacting the
U.S. financial system. Under this program, Treasury will invest equity and debt in multiple
Public-Private Investment Funds (“PPIFs”) established with private sector fund managers and
private sector investors for the purpose of purchasing eligible assets. PPIF managers will
invest in securities backed directly by mortgages that span the residential credit spectrum
(e.g., prime, Alt-A, subprime mortgages) as well as the commercial mortgage market.

CDCI: In February 2010, Treasury announced the Community Development Capital Initiative
(CDCI) to improve access to credit for small businesses. Through this TARP program, Trea-
sury will invest lower-cost capital in Community Development Financial Institutions (CDFls)
that lend to small businesses in the country’s hardest-hit communities.

UCSB: The Treasury Department will begin making direct purchases of securities backed by
SBA loans to get the credit market moving again, and it will stand ready to purchase new
securities to ensure that community banks and credit unions feel confident in extending new
loans to local businesses.

AIFP: The objective of [AIFP] is to prevent a significant disruption of the American auto-
motive industry, which would pose a systemic risk to financial market stability and have

a negative effect on the economy of the United States... [Through AIFP, Treasury has
provided] loans or equity investments to General Motors, GMAC, Chrysler, and Chrysler
Financial in order to avoid a disorderly bankruptcy of one or more auto companies; such an
event would pose a systemic risk to the country’s financial system. Treasury’s loans to the
automobile industry forged a path for these companies to go through orderly restructurings
and achieve viability.

ASSP: [ASSP was created to] provide up to S5 billion in financing, giving suppliers the
confidence they need to continue shipping parts, pay their employees and continue their
operations.

AWCP: The Treasury Department announced an innovative new program to give consumers
who are considering new car purchases the confidence that even in this difficult economic
period, their warrantees will be honored. This program is part of the Administration’s
broader program to stabilize the auto industry and stand behind a restructuring effort that
will result in stronger, more competitive and viable American car companies.

HAMP (a program under MHA): The Home Affordable Modification Program has a simple
goal: reduce the amount homeowners owe per month to sustainable levels to stabilize
communities. This program will bring together lenders, investors, servicers, borrowers,
and the government, so that all stakeholders share in the cost of ensuring that responsible
homeowners can afford their monthly mortgage payments — helping to reach up to 3 to 4
million at-risk borrowers in all segments of the mortgage market, reducing foreclosures,
and helping to avoid further downward pressures on overall home prices.

EESA
# Section
2 Section
121(c)B)

A listing of the
troubled assets
purchased in each
such category
described under
section 121(c)(A).

Information on all transactions as well as additional information about these programs and
related purchases is available in the transaction reports and monthly 105(a) reports posted
at http://www.financialstability.gov/latest/reportsanddocs.html.

Appendix D:
“Transaction
Detail”
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EESA EESA Reporting SIGTARP
Section  Requirement Treasury Response to SIGTARP Data Call Report Section
3 Section An explanation of Pursuant to Section 3(9)(B) of EESA, the Secretary fo the Treasury periodically designates fi- Section 2: “TARP
121(c)(C)  the reasons the nancial instruments as “troubled assets” and submitts written determinations to appropriate  Overview”
Secretary deemed  committees of Congress. During the second quarter 2010, the Secretary of the Treasury
it necessary to pur-  signed the Troubled Asset Determinations for the CDCI and HFA Fund programs. Treasury Appendix C:
chase each such provided SIGTARP with all troubled asset determinations signed by the Secretary of Trea- “Reporting
troubled asset. sury since Treasury responded to SIGTARP data call on April 8, 2010. Additiona information ~ Requirements”
on the TARP program associated with these “troubled assets,” including each program’s of prior SIGTARP
scope and purpose, can be found online at www.financialstability.gov/roadtostability/index. ~ Quarterly Reports
html. to Congress
4 Section A listing of each See #2 above See #2
121(c)(D)  financial institution
that such troubled
assets were pur-
chased from.
5  Section A listing of and There have been no new PPIP fund managers hired between April 1, 2010 and June 30, Section 2.5: “Au-
121(c)E)  detailed biographi-  2010. tomotive Industry
cal information on Support Program”
each person or On May 17, 2010, the Treasury engaged Lazard Fréres & Co. LLC (Lazard) as a financial
entity hired to man-  agent and capital markets disposition agent in connection with its investments under the Appendix C:
age such troubled  Automotive Industry Financing Program (AIFP). Lazard is a global financial services firm “Reporting
assets. providing investment banking, securities, investment management and wealth management ~ Requirements”
services. of prior SIGTARP
Quarterly Reports
Lazard, acting as Treasury’s capital markets disposition agent, will perform various services to Congress
related to the disposition of such investments, including:
e Analyzing, reviewing and documenting financial, corporate, and business information
related to potential transactions under AIFP,
® Reporting on the potential performance of designated AIFP investments and their disposi-
tion given a range of market scenarios and transaction structure,
e Analyzing and reviewing disposition alternatives and structures including the use of
underwriters, brokers or other capital market advisors for the best means and structure to
dispose of assets, and,
e Maintaining a compliance program designed to detect and prevent violations of Federal
securities laws, and identifying, documenting, and enforcing controls to mitigate conflicts of
interest.
Additionally, Lazard is required to permit the Treasury’s internal and external auditors, or
other governmental oversight entities, to audit books and records related to their services
provided to Treasury under the terms of their Financial Agency Agreement (FAA) with the
Treasury. The FAA is available on our website at http;//www.financialstability.gov/impact/
contractDetail2.html.
6  Section A current estimate  This information is contained in our transaction reports, which are posted on Treasury’s Table C.1;
121(c)(F)  of the total amount  website at http://www.financialstability.gov/latest/reportsanddocs.html. The transactions Section 2: “TARP
of troubled assets  report captures the total obligation under each TARP program. Overview”
purchased pursu-
ant to any program  Information on the repayments of Treasury’s investments under the CPP and proceeds Appendix D:
established under  from the sale of warrants are available within Treasury's press releases, transactions “Transaction
section 101, the reports and 105(a) Monthly Reports to Congress at http://www.financialstability.gov/latest/  Detail”

amount of troubled
assets on the
books of Treasury,
the amount of
troubled assets
sold, and the profit
and loss incurred
on each sale or
disposition of each
such troubled
asset.

pressreleases.html and http.//www.financialstability.gov/latest/reportsanddocs.html.
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EESA EESA Reporting SIGTARP
Section  Requirement Treasury Response to SIGTARP Data Call Report Section
Section A listing of the There have been no new insurance contracts issued under TARP from April 1, 2010 to Section 2:
121(c)(G) insurance con- June 30, 2010. “TARP Overview”
tracts issued under
section 102. Section 2:
“Targeted Invest-
ment Program and
Asset Guarantee
Program”
Section A detailed Treasury provides information about TARP purchases, obligations, expenditures, and Table C.1,
121(f) statement of revenues on Treasury’s public website at www.financialstability.gov . Treasury posts a trans- Section 2:
all purchases, action report for each purchase of troubled assets two business days after the transaction.  “TARP Overview”

obligations, expen-
ditures, and rev-
enues associated
with any program
established by the
Secretary of the
Treasury under

Treasury also posts a detailed financial statement as part of its monthly Congressional
report under section 105(a) of EESA. The next section 105(a) report will be posted on the
Financial Stability website on July 12, 2010.

The transactions reports and TARP Budget capture detailed information about TARP
purchases, obligations, expenditures, and revenues. The latest transactions reports are
available on Treasury’s public website at http://www.financialstability.gov/latest/reportsand-

Section 4: “TARP
Operations and
Administration”

Appendix D:
“Transaction
Detail”

sections 101 and docs.html

102.

Sources: Treasury, responses to SIGTARP data call, 6/30/2010 and 7/7/2010; Program Descriptions: Treasury, “Programs” webpage, www.financialstability.gov/roadtostability/programs.htm, accessed
4/9/2010; ASSP: “Treasury Announces Auto Suppliers Support Program,” 3/19/2009, www.financialstability.gov/latest/auto3_18.html, accessed 6/30/2009; AWCP, “Obama Administration’s New War-
rantee Commitment Program,” no date, www.financialstability.gov/docs/WarranteeCommitmentProgram.pdf, accessed 6/30/2009; TALF: Federal Reserve, “Term Asset-Backed Securities Loan Facility
(TALF) Frequently Asked Questions,” no date, www.federalreserve.gov/newsevents/press/monetary/monetary20090303a2.pdf, accessed 6/30/2009; MHA: “Making Home Affordable Updated Detailed
Description Update,” 3/26/2010, financialstability.gov/latest/pr_03262010.html, accessed 4/9/2010.

TABLE C.1
é%{ﬁl(;Nlé)MOUNT OF TROUBLED ASSETS PURCHASED AND HELD ON TREASURY’S BOOKS, AS OF 6/30/2010
Obligations? Expended® On Treasury’s Books®
Capital Purchase Program (“CPP") $204.89 $204.89 $55.99
Systemically Significant Failing Institutions (“SSFI") 69.84 47.54 47.54
Home Affordable Modification Program (“HAMP”)¢ 42.58 1.51 1.51
Targeted Investment Program (“TIP") 40.00 40.00 —
Automotive Industry Financing Program (“AIFP”) 84.84 79.69 65.39
Asset Guarantee Program (“AGP") — — —
Consumer and Business Lending Initiative (“CBLI") — — —
Term Asset-Backed Securities Loan Facility (“TALF”) 20.00 0.10 0.10
Small Business Lending Program — — —
Unlocking Credit for Small Businesses (“UCSB”) 0.09 0.09 0.09
Community Development Capital Initiative (“CDCI") — — —
Legacy Securities Public-Private Investment Program (“PPIP") 30.36 12.41 12.04
Total $492.60 $386.23 $182.66

Notes: Numbers affected by rounding.

aFor purposes of this table, “Obligations” refers to “Face Value Obligations” on the Treasury TARP/Financial Stability Plan Budget Table (“TARP Budget” as of 6/30/2010).

b “Expended” refers to “Face Value Disbursed/Outlays,” defined as “TARP cash that has left the Treasury,” according to the TARP Budget.

< “On Treasury's Books” calculated as “Face Value Disbursed/Outlays” net of repayments per the Transactions Report if they do not appear to be already netted out.

9 According to Treasury, “TARP funds obligated include the total amount of funds that may be provided to servicers under existing agreements for the Home Affordable Modification Program (HAMP).
In light of recent changes to HAMP as well as recent experience, Treasury expects to reestimate and revise these amounts in the next few months which will change this total. Treasury expects
that the process will also result in there being sufficient funds to finance two recently announced TARP housing initiatives, consisting of $2.1B for the HFA Hardest Hit Fund and $14B for the FHA
Refinance program. The $50B also includes $1.2448B to offset costs of program changes for the ‘Helping Families Save Their Homes Act of 2009, Public Law No: 111-22, Section 202 (b) and
$15M for administrative expenditures relating to the Special Inspector General for the Troubled Asset Relief Program (SIGTARP).”

Sources: Repayments data: Treasury, Transactions Report, 7/1/2010; all other data: Treasury, response to SIGTARP data call, 7/7/2010.
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