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“...if there's one thing that has unified Democrats and Republicans, and everybody in between, it's that

we all hated the bank bailout. | hated it. You hated it. It was about as popular as a root canal.

But when | ran for President, | promised | wouldn't just do what was popular -— | would do what was
necessary. And if we had allowed the meltdown of the financial system, unemployment might be double

what it is today. More businesses would certainly have closed. More homes would have surely been lost.

So | supported the last administration's efforts to create the financial rescue program. And when we
took that program over, we made it more transparent and more accountable. And as a result, the

markets are now stabilized, and we've recovered most of the money we spent on the banks.”

-- President Obama, January 27, 2010

TARP Summary Table:

Maximum

As of September 30, 2010 Allocation Total Spent Repayments % Repaid Income

Bank capital programs $ 250 $ 245 $ 192 78% $ 26.8
Automotive companies $ 82 $ 80 $ 11 14% $ 2.6
AlG $ 70 $ 48
Credit Markets

Public Private Investment Program a $ 24 s 14.2 $ 0.43 3% $ 0.2

Term Asset-Backed Loan Facility $ 4.3 $ 0.1

SBA 7a Securities Purchase Program $ 0.4 $ 0.4 *
Community Development Capital Initiative $ 0.8 $ 0.6
Treasury housing programs 2 $ 456 °|$ 05 *4 n/a n/a n/a

Totals $475 $388 $204 53% $30

*Less than $10 million as of 8/31/2010

1/ Amountwas $30 billion, but was reduced to $22 billion in July 2010.

2/ Treasurys housing expenditures are not expected to be repaid and Treasury does not receive income or warrants related to these programs.
3/ Amount was $50 billion, but was reduced to approximately $46 billion in July 2010.

4/ Expenditures under the housing programs are made incrementally over time.
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1. Message from the Acting Assistant Secretary for Financial Stability

October 5, 2010

Ladies and Gentlemen:

October 3, 2010 marked the second anniversary of the Emergency Economic Stabilization Act that
created the Troubled Asset Relief Program (TARP) and the end of the authority to make new financial
commitments. Therefore, this is an appropriate time to reflect on what TARP has accomplished.

The TARP was, and is, an enormous commitment of taxpayer money. And TARP has been unpopular for
good reason -- no one likes using tax dollars to rescue financial institutions. However, by objective
measures, TARP worked. Two years later, our financial system is stable, more than $204 billion of TARP
funds have been repaid, only a quarter of the original $700 billion authorization remains outstanding,
the total estimated cost of TARP has been cut by more than three-fourths, taxpayers have received $30
billion in income, and the TARP bank programs are on track to make solid returns for taxpayers.

The ultimate cost of TARP and our other financial policies will depend on how financial markets and the
economy perform in the future. If financial and economic conditions deteriorate, prospects for TARP
investments will also deteriorate. But in light of the recently-announced AIG restructuring and when
valued at current market prices, Treasury now estimates that the total cost of TARP will be about $50
billion. In addition, using the same assumptions, we estimate that the combined cost of TARP programs
and other Treasury interests in AlG will be about $30 billion. The costs are expected to come from
losses related to TARP investments in auto companies and initiatives to help responsible homeowners
avoid foreclosure.

Going forward, the Department of the Treasury will continue to manage the investments prudently
while working with the companies to recover as much of the taxpayers’ funds as possible. We will also
continue our efforts to help distressed homeowners. And we will take these steps while maintaining
comprehensive accountability and transparency for the TARP programs.

This milestone also marked the departure, on September 30, 2010, of Herbert M. Allison, Jr. as the
Assistant Secretary for Financial Stability. As Secretary Geithner has said, “the fact that TARP is now
regarded by many experts as one of the most effective emergency programs in financial history is a
direct result of Herb’s leadership."

Sincerely,

/ Lt

Timothy G. Massad
Acting Assistant Secretary for Financial Stability
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2. Executive Summary

October 3, 2010 marked the second anniversary of the Emergency Economic Stabilization Act (EESA)
that created the Troubled Asset Relief Program (TARP) and the end of the authority to make new
financial commitments.

EESA was an integral part of the government’s program to resolve the financial crisis of 2008 and early
2009. Alongside the actions of the Federal Reserve and the FDIC, and the tax cuts and investments set
forth in the American Recovery and Reinvestment Act, the financial actions authorized under EESA were
critical in preventing a devastating collapse of our financial system and restarting economic growth.

We now have recovered most of the investments we made in the banks. Taxpayers will likely earn a
profit on the investments the government made in banks and AIG, with TARP losses limited to
investments in the automobile industry and housing programs. And we have already returned hundreds
of billions of unused authority to the taxpayer to help reduce our debt and future budget deficits.

TARP, of course, was not the answer to all of America’s challenges, and we have many still ahead. The
U.S. economy is healing, but at a slower pace than we need. Millions of Americans are still out of work
and at risk of losing their homes. Small businesses in many parts of the country still find it very hard to
get access to credit. American families are still working to reduce debt and rebuild their savings.

And although the direct fiscal cost of the emergency financial programs will likely be a very small
fraction of initial projections and significantly lower than the savings and loan crisis of the 1980s, the
overall fiscal and economic costs of this crisis are substantial, and will take significantly more time to
address.

The record of the financial programs is defined by the following key accomplishments:

1. TARP was remarkably effective in helping to unfreeze the markets for credit and capital,
bring down the cost of borrowing, restore confidence in the financial system, and restart
economic growth.

At the peak of the crisis, banks were not making new loans to businesses, or even to one another.
Businesses could not get financing in our capital markets. Municipalities and state governments could
not issue bonds at reasonable rates. The securitization markets—which provide financing for credit
cards, student loans, auto loans and other consumer financing—had basically stopped functioning. The
economy was contracting at an accelerating rate, with millions of Americans losing their jobs.

By the middle of 2009, because of the combined impact of the government’s financial programs,
borrowing rates had fallen sharply for businesses, individuals, and state and local governments.
Companies were able to fund themselves in private markets by issuing equity and long-term debt.
Housing prices began to stabilize. The value of the savings of American workers had begun to recover.
And economic growth turned from negative to positive.
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2. Executive Summary

Figure 2-A:
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2. The projected costs of TARP have fallen by about $300 billion.

Independent observers, such as the Congressional Budget Office, initially projected that TARP would
cost $350 billion or more. Now, because of the success of the program, TARP will likely cost a fraction of
this amount.

We expect that TARP investments in the banks and the credit market programs will be profitable. The
recently announced restructuring of AlG will accelerate the government’s exit on terms that are likely to
lead to an overall profit on the government’s support for AlG, including the value of Treasury’s interests
in AIG held outside of TARP. Most of the cost of TARP is expected to come from two sources: expected
losses related to TARP investments in auto companies and initiatives to help responsible homeowners
avoid foreclosure.

The ultimate cost of TARP and our other financial policies will depend on how financial markets and the
economy perform in the future. If financial and economic conditions deteriorate, prospects for TARP
investments will also deteriorate. But in light of the recently-announced AIG restructuring and when
valued at current market prices, Treasury now estimates that the total cost of TARP will be about $50
billion. In addition, using the same assumptions, we estimate that the combined cost of TARP programs
and other Treasury interests in AlG will be about $30 billion.
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2. Executive Summary

Figure 2-B:
Preliminary Treasury Estimates of the impact of TARP Programs and Other
Treasury Investments in AIG on the Federal Budget v

($U.S. billions)
TARP Bank Programs 16 ¥
AIG (TARP) -5 3/
TARP Credit Market Programs * 1%
TARP Auto Programs -7 Y
TARP Housing Programs -46 %
Total TARP Cost -51
Other Treasury AIG Investments 22 5/
Total Treasury Cost -29

Y Estimates for AlG reflect the impact of the recently announced restructuring of the government's interests
in the firm. Treasury and the Federal Reserve made seweral investments in AIG. These investments have
been restructured over time and are closely intertwined. In particular, Treasury holds investments in AIG in
two forms: equity investments made through TARP and equity provided to a trust for Treasury's benefit in
connection with the Federal Reserve's creation of a credit facility for AIG.

2 preliminary estimates for end August. Change for autos from previously-published estimate primarlly
reflects increase in valuation of investments in Ally Financial Inc. (formerly known as GMAC, Inc.). due to
improved market conditions.

3 After the proposed restructuring of AIG, TARP will hold 1.09 billion shares of AIG common stock, plus
preferred equity interests in SPVs of approximately $22.3 billion, against a cost basis of $69.8 billion.
Valuing the common equity at the market close for October 1 of $38.86 per share implies a net cost of -$5.1
billion.

“Includes PPIP, TALF, CDCI and SBA.

5 After the proposed restructuring of AIG, Treasury will receive 563 million shares of AIG common in
connection with the wind-down of the Federal Resene credit facility, in addtion to the shares noted in
footnote 3. Valuing those shares at the market closing price for October 1 of $38.86 per share implies a
profit to the Treasury of $21.9 billion.

Outside of TARP, we expect to incur substantial losses from Fannie Mae and Freddie Mac (Government
Sponsored Enterprises, or GSEs), through capital injections from Treasury to the GSEs through the
Preferred Stock Purchase Agreements (PSPAs). These losses stem from poor credit choices and bad risk
management decisions before the Federal Housing Finance Agency (FHFA) placed the GSEs in
conservatorship in late 2008--not actions taken in 2009 or 2010.

However, a substantial part of the government’s projected losses on its support for the GSEs will be
offset by revenue from two sources. Under authority provided by the Housing and Economic Recovery
Act (HERA), Treasury purchased more than $200 billion in mortgage-backed securities guaranteed by the
GSEs. Those investments are generating notable returns. In addition, as a result of its emergency
financial programs, remittances from Federal Reserve operations to the Federal Budget have increased
sharply in 2009 and 2010, and they are projected to remain elevated for some time. While considerable
uncertainty remains, revenues from these two sources will significantly offset to likely losses elsewhere.

We currently expect that the overall direct fiscal cost of all our financial interventions will be less than
one percent of GDP. This result is notable compared past systemic financial crises. An International
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2. Executive Summary

Monetary Fund study found that the average net fiscal cost of resolving roughly 40 banking crises since
1970 was 13 percent of GDP. And according to the Government Accountability Office (GAO), the net
fiscal cost of cleaning up the U.S. savings and loan crisis was 2.4 percent of GDP.

These estimates provide a meaningful way to compare the direct fiscal cost of resolving financial crises
across countries and time. However, our estimates do not reflect the full economic and fiscal costs of
this crisis, whether measured in the millions of Americans still searching for work, the lost income for
business, or the impact of the recession on Federal and State budgets. But because TARP was so
effective at much lower cost than expected, we are in a much stronger position than we would
otherwise have been to address the very substantial economic challenges we still face as a country.

3. We are moving quickly to recover the government’s investments and to withdraw from
the financial system.

We have already made substantial progress in recovering taxpayer investments, ending emergency
government programs, and exiting from the financial system.

In the most acute phase of the crisis at the end of 2008, TARP preferred stock investments were made in
financial institutions that held approximately 88 percent of the total assets of our banking system.
Today, we hold preferred stock investments in financial institutions that hold approximately 10 percent
of the total assets of the system.

In just two years, we have already recovered three-fourths of the TARP funds invested in banks, and we
have generated $27 billion in income from our investments in banks.

We will finish selling our investment in Citigroup early next year. We will also exit from government
investments in AlG and the automotive industry much faster than anyone predicted. General Motors is
planning an initial public offering for later this year that will allow us to begin to sell down, and AIG has
announced a restructuring plan that will accelerate the timeline for repaying the government and put
taxpayers in a considerably stronger position to recoup our investment in the company.

Figure 2-C:

Share of Bank Holding Company Assets Held by Firms
with Outstanding CPP Prefered Equity

Percent Percent
0 100
U 80
I 87,5 R 60
40 F B 40
20 [ B 20
0 0

Peak Current*
* Excludes Citigroup common stock holdings which should be sold by early 2011.
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2. Executive Summary

We have closed or are in the process of winding down nearly all other emergency government
programs. Treasury terminated the Money Market Fund Guarantee program last year, resulting in a
profit to taxpayers. The FDIC's Temporary Liquidity Guarantee Program (TLGP) for debt is closed to new
commitments, and the level of participation in the TLGP for transaction accounts has fallen to roughly
one quarter of its peak. Nearly all of the Federal Reserve’s liquidity programs have been shut down and
generated significant revenues.

4. Two critical elements of the Obama Administration’s strategy were the “stress test” to
force banks to raise private capital and a series of innovative programs to jumpstart credit
markets and financing for consumers, businesses, and homeowners.

When President Obama took office many were convinced that the only way to stabilize the banking
system was with large additional injections of public capital or nationalization — steps that would have
entailed significant risks and costs. The President chose a different path, subjecting major U.S. financial
institutions to a “stress test” and forcing them to strengthen capital through private fundraising. Since
the results of the tests were released last May, those institutions have raised in the aggregate over $150
billion in private capital. Only one of the 19 institutions subjected to the tests needed to access TARP
after the results were released. And all but six of those institutions have repaid all TARP funds they
received—at a profit to taxpayers.

One popular misconception is that Treasury under the Obama Administration injected massive amounts
of TARP funds into large banks. In fact, since January 20, 2009, Treasury has provided only $11 billion to
banks under CPP, a large part of which went to over four hundred small and community banks.
Meanwhile, the government has gotten out of the business of guaranteeing newly-issued bank debt.
Nearly 50 percent of such new issuance was guaranteed by the government in January 2009. The
government has not guaranteed one dollar of new issuance in 2010.

When the Administration took office, the credit markets that help provide access to loans to consumers
and businesses had frozen. Treasury efforts to unfreeze these markets — including through the Term
Asset-Backed Securities Loan Facility (TALF), the Public Private Investment Program (PPIP), and the SBA
7(a) Securities Purchase Program — have helped to make credit more available and are expected to
generate revenues—not costs—for taxpayers. Since the government launched TALF in March 2009,
prices for securities backed by consumer and business loans have improved significantly and new
issuance of such asset-backed securities has averaged $12 billion per month, compared to less than $2
billion per month in the six months prior to the program’s launch. Similarly, since the announcement of
PPIP in March 2009, prices for eligible residential and commercial mortgage-backed securities (i.e.,
RMBS and CMBS) have increased by as much as 75 percent. As a result, both programs have helped
remove significant impediments to new credit for consumers, businesses, and homeowners.

In addition, under TARP, Treasury launched the Making Home Affordable Program (MHA), which
includes the Home Affordable Modification Program (HAMP).

After 18 months, HAMP has helped more than 1.3 million homeowners by reducing their mortgage
payments to more affordable levels. This includes more than 460,000 homeowners whose mortgage
terms have been modified permanently. These homeowners have experienced a 36 percent median
reduction in their mortgage payments—more than $500 per month—amounting to a total, program-
wide savings for homeowners of more than $3.2 billion. MHA has also spurred the mortgage industry to
adopt similar programs that have helped millions more at no cost to the taxpayer.
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2. Executive Summary

In addition, Treasury launched the Housing Finance Agency (HFA) Innovation Fund for the Hardest Hit
Housing Markets (HFA Hardest Hit Fund, or HHF) to help state housing finance agencies provide
additional relief to homeowners in the states hit hardest by unemployment and house price declines,
and Treasury and the Department of Housing and Urban Development (HUD) enhanced the FHA Short
Refinance program to enable more homeowners whose mortgages exceed the value of their homes to
refinance into more affordable mortgages if their lenders agree to reduce principal by at least 10%.

The U.S. financial system is much stronger today, and in a strong position to support economic
recovery.

The policy response to the crisis has brought about an essential restructuring of the financial system.

The weakest parts of the financial system no longer exist. Of the 20 largest financial institutions in the
fall of 2008, four no longer exist as independent entities, five were subject to major interventions by
regulators, two agreed to become subject to much greater oversight, and 10 have had significant
changes in senior management. The firms that remain had to meet a market test for viability — they had
to demonstrate they could raise substantial amounts of private capital.

Today, our financial system has substantially higher levels of capital relative to risk than before the crisis
and more capital relative to global competitors. At the same time, we led the effort, working with other
countries, to design and impose higher capital requirements internationally so that banks will not
become so undercapitalized again.

And the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the Dodd-Frank Act) will
significantly reduce the threat of future financial crises. No longer will a major non-bank firm escape
comprehensive supervision and capital requirements. No longer will the government be left without the
tools it needs to wind down a major firm in the event of a major financial crisis. No longer will
derivatives or the shadow banking system be left in the dark. And no longer will consumers be left
without adequate protection or the basic information they need to make sound choices.

The next stage of financial repair.

Even though the most dangerous phase of the financial crisis is behind us, we still have substantial work
to do to repair the damage.

The Administration will continue to help responsible but at-risk homeowners, while reforming the U.S.
housing finance system. In addition to the MHA, the HFA Hardest Hit Fund and FHA Short Refinance
programs discussed above, Treasury continues to support new housing credit through the Preferred
Stock Purchase Agreements with Fannie Mae and Freddie Mac (the GSEs). Treasury is also working with
HUD and other agencies to develop proposals to reform U.S. housing finance and restructure the GSEs.
In recent months, we have received input from a variety of stakeholders to inform that process, and
have held conferences to hear the views of citizen advocacy groups, economists, investors, market
researchers, originators, securitizers, servicers, and private mortgage insurers on reform. We will
provide a comprehensive reform proposal to Congress by January 2011 and will work to ensure the new
system will deliver a more stable housing market with stronger regulation and a clearer role of
government with less risk borne by the American taxpayer. Where guarantees or support is provided, it
will be explicit and priced appropriately.
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2. Executive Summary

Beyond the measures taken under EESA, we are continuing to provide support for small businesses,
many of which are still struggling to access credit, expand and hire new workers. Last week, the
President signed into law the Small Business Jobs Act. This legislation establishes two new and separate
Treasury lending initiatives: a Small Business Lending Fund that will provide up to $30 billion in capital to
community banks with incentives to increase their small business lending, and a State Small Business
Credit Initiative that will spur $15 billion in private sector lending by strengthening small business
programs threatened by state budget cuts. The Small Business Jobs Act also includes enhancements to
SBA programs that will help creditworthy small businesses access loans, as well as eight new small
business tax cuts that provide incentives for small businesses to invest and expand.

Finally, there is still work to be done in managing our remaining TARP commitments. Foreclosure-
mitigation programs will continue to require substantial oversight of mortgage servicers to ensure that
these initiatives are effectively implemented. While most of the largest banks have repaid their
obligations to TARP, we still have investments in over 600 banks. We will work with these institutions,
and their regulators, to accelerate repayment where appropriate. We will also work to ensure that
restructuring plans for our investments in AlG and the auto industry are executed successfully. And we
will continue to be transparent in all of our efforts.

When TARP was created, the world around us was falling apart. And in that moment, when
families and businesses were worried like never before about their basic economic security,
leaders from both parties stood up, stood together, and as Americans, did what was best for the
country. They did something unpopular, but necessary. And we are much better off as a result.
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3. TARP Overview

In this overview, we discuss why TARP was necessary, the results and current status of the actions taken
under TARP, its costs, its effect on achieving stabilization of financial markets, and Treasury’s plans to wind
down the program.

A. The Financial Crisis and the Need for the Troubled Asset Relief Program.

In September 2008, the nation was in the midst of one of the worst financial crises in our history. The
financial institutions and markets that Americans rely upon to protect their savings, help finance their
children’s education, and help pay their bills, and that businesses rely upon to make payroll, build
inventories, fund new investments, and create new jobs, were threatened unlike at any time since the Great
Depression. Across the country, people were rapidly losing confidence in our financial system and in the
government’s ability to safeguard their economic future.

The causes of the crisis will be studied for years, and this report is not meant to provide a comprehensive
analysis of why the crisis occurred. But some reasons are clear. Over the two decades preceding the crisis,
the financial system had grown rapidly in an environment of economic growth and stability. Risks grew in
the system without adequate transparency. Lax regulations and loopholes in supervision let firms become
highly leveraged and take on too much risk. Ample credit around the world fueled an unsustainable housing
boom in the first half of the last decade. When the housing market inevitably turned down, starting in 2006,
the pace of mortgage defaults accelerated at an unprecedented rate. By mid-2007, rising mortgage defaults
were undermining the performance of many investments held by major financial institutions.

The crisis began in the summer of 2007 and gradually increased in intensity and momentum over the course
of the following year. A series of major financial institutions, including Countrywide Financial, Bear Stearns,

and IndyMac, failed; and Fannie Mae and Freddie Mac, the largest purchasers and guarantors of home loans
in the mortgage market, came under severe stress.

By September 2008, for the first time in 80 years, the U.S. financial system was at risk of collapse. A growing
sense of panic was producing the classic signs of a generalized run on the banks. Peoples’ trust and
confidence in the stability of major institutions, and the capacity of the government to contain the damage,
were vanishing.

Our system of regulation and supervision had failed to constrain the excessive use of leverage and the level
of risk in the financial system, and the United States entered this crisis without adequate tools to manage it.
The Executive Branch did not have existing options for managing failures of systemically important non-bank
financial institutions.

The Treasury Department, the Federal Reserve, the FDIC, and other government bodies undertook an array
of emergency actions to prevent a collapse and the dangers posed to consumers, businesses, and the
broader economy. However, the severe conditions our nation faced required additional resources and
authorities. Therefore, the Bush Administration proposed EESA in late September, and with the support of
Democrats and Republicans in Congress, it was enacted into law on October 3, 2008.

B. The Bush Administration’s Actions under TARP

The TARP was originally proposed as a means for the government to buy mortgage loans, mortgage-backed
securities and certain other assets from banks. The fact that it was not used for this purpose promptly after
passage has led to criticism of the program. However, by early October 2008, lending even between banks

had practically stopped, credit markets had shut down, and many financial institutions were facing severe
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3. TARP Overview

stress. It was also clear that there was not sufficient time to implement a program to buy mortgage-related
assets, given the challenges of valuing troubled assets and quickly building the administrative infrastructure
to purchase large volumes of those assets.

In this context, immediate capital injections were needed to stabilize the banks and avert a potential
catastrophe. The law provided for this approach, because the authorities had been broadened in the
legislative process to cover the purchase of any financial instrument if the Secretary of the Treasury, after
consultation with the Chairman of the Federal Reserve, determined this was necessary to promote financial
stability. This was also the approach that many other countries took at that time. Therefore, the Bush
Administration launched the Capital Purchase Program and later the Targeted Investment Program to
provide this support.

Under the Bush Administration, during the fall and winter of 2008, TARP funds were used as follows:

e $234 billion was invested in banks and thrifts, including $165 billion in eight of the largest
financial institutions in the country, and additional funds were committed to guarantee assets of
two of the largest banks;

e 540 billion was invested in American International Group (AIG), along with additional funds from
the Federal Reserve; and

e Approximately $20 billion in loans was provided to the auto industry.
C. The Obama Administration’s Actions under TARP

In January 2009, President-elect Obama faced a combination of acute financial and economic challenges.
The economy was in a full-fledged recession. The nation had lost over 3.5 million jobs in 2008, and was
losing additional jobs at the rate of roughly 750,000 per month in the first quarter of 2009. Businesses
around the world were cutting back investments that are essential to growth. Trade among nations had
contracted sharply. Home prices were falling, and foreclosures were increasing. Instead of catalyzing
recovery, the financial system was working against recovery. The system was still fragile, and the recession
was putting even greater pressure on banks. This dangerous dynamic needed to be halted immediately.

Together with the fiscal stimulus enacted under the American Recovery and Reinvestment Act, the Financial
Stability Plan announced in February 2009 laid out the Obama Administration’s comprehensive, forceful and
sustained commitment to ensure the stability of the financial system, assist in the cleanup of legacy assets,
jumpstart the provision of new credit for households and businesses, and support distressed housing
markets. As part of that plan, the Treasury Department has taken the following actions under TARP over the
last 20 months:

1. Recapitalizing the Banking System

Our financial system needed to be recapitalized. But private capital could not be raised until the condition
of the major financial institutions was made clear. Treasury worked with the federal banking regulators to
develop a comprehensive, forward-looking “stress test” for the nineteen largest bank holding companies to
determine which ones would need more capital to remain well-capitalized if economic conditions
deteriorated significantly more than expected. The stress test was conducted with unprecedented
openness and transparency, which helped restore market confidence in our financial system. Since
completion of the stress test, these banks have raised an aggregate of more than $150 billion in private
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capital, and twelve of the stress test banks that had TARP investments have repaid the government in full.
Treasury allowed banks needing capital to apply for further assistance from the government, but only one
did so.

Treasury estimates that the capital programs developed under TARP to support all banks, taken together,
will result in a gain to the taxpayer. See Section 5 — Program Descriptions, pages 22 — 33.

2. Jumpstarting the Credit Markets that are Critical to Providing Financing to Consumers and
Businesses

Because the crisis had frozen credit markets, Treasury launched three programs to help restart them:

e The Term Asset-Backed Securities Loan Facility (TALF), a joint program with the Federal Reserve,
helped to restart the asset-backed securitization markets that provide credit to consumers and
small businesses;

e The Legacy Securities Public Private Investment Program (PPIP), matched TARP funds with
private capital to purchase legacy mortgage-related securities; and

e The SBA 7(a) Securities Purchase Program, in which Treasury committed to help unlock credit for
small businesses by providing capital in exchange for securities backed by small business loans.

Treasury estimates that these programs, taken together, will result in minimal or no costs under TARP. See
Section 5 — Program Descriptions, pages 34 —43.

3. Stabilizing the Automotive Industry and AIG

Treasury provided additional assistance to GM and Chrysler on the condition that those companies
fundamentally restructure their businesses. These restructurings involved sacrifices from all stakeholders—
shareholders, unions, auto dealers, and creditors—and have enabled the companies to become more
competitive. This assistance also helped the many suppliers and ancillary businesses that depend on the
automotive industry.

Treasury also took steps to restructure the assistance that had been provided to the American International
Group, Inc. (AIG) under the Bush Administration. This involved making an additional commitment of
support and working with AlG toward repaying the government by selling non-core businesses and
completing other restructuring initiatives.

In Treasury’s most recent official estimate, these investments will result in a portion of the costs under
TARP. However, the prospects for repayment to the taxpayer are improving as the companies continue to
strengthen. See Section 5 — Program Descriptions, pages 44 — 57.

4. Support for Small and Mid-Sized Banks

While the Obama Administration made no further investments in the nation’s largest banks, Treasury
invested $11 billion in more than 400 other banks and thrifts, most of which were small and community
banks. In recognition of the fact that they had fewer alternatives to raise capital, the smallest banks were
also given additional time to apply for assistance. Because community development financial institutions
serve small businesses and consumers in the communities hardest hit by the recession, communities which
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are typically underserved by large financial institutions, a special program was established to help these
institutions.

See Section 5 — Program Descriptions, page 33.
5. Helping Responsible but Struggling Homeowners

When the Obama Administration took office, the nation’s housing market had been in broad decline for 18
months. EESA authorities enabled Treasury to develop a voluntary program that would support servicers’
efforts to modify mortgages, consistent with the protection of taxpayers. While the serious effects of the
recession and financial crisis on the housing market and foreclosures persist, this Administration has taken
aggressive action on many fronts, including under TARP, and has made considerable progress in helping to
stabilize the housing market.

e Treasury launched the Making Home Affordable (MHA) program, which includes the Home
Affordable Modification Program (HAMP), under TARP. HAMP has helped hundreds of
thousands of responsible homeowners reduce their mortgage payments by an average of $500
per month and avoid foreclosure. MHA has also spurred the mortgage industry to adopt similar
programs that have helped millions more at no cost to the taxpayer.

As the housing crisis has evolved, Treasury has responded to the unemployment and negative equity
problems by adjusting HAMP and instituting additional programs. For example:

e Treasury launched the Housing Finance Agency (HFA) Hardest Hit Fund to help state housing
finance agencies provide additional relief to homeowners in the states hit hardest by
unemployment and house price declines.

e Treasury and the Department of Housing and Urban Development (HUD) enhanced the FHA
Short Refinance program to enable more homeowners whose mortgages exceed the value of
their homes to refinance into more affordable mortgages.

To protect taxpayers, MHA housing initiatives have pay-for-success incentives: funds are spent only when
transactions are completed and thereafter only as long as those contracts remain in place. Therefore, funds
will be disbursed over many years. The total cost of the housing programs cannot exceed—and may be less
than—5$46 billion, which is the amount committed to that purpose.

See Section 6 — Retrospective on the TARP Housing Initiatives, pages 58 — 79.
6. Recovering TARP Funds

One of Treasury’s primary objectives has been to get TARP dollars back. So far, more than $200 billion has
been returned. In addition, TARP investments have generated $30 billion of proceeds to taxpayers, in the
form of dividend and interest payments and sales of warrants.

The sales of warrants have been particularly successful. The law that created TARP requires, in most cases,
an institution receiving TARP funds to give Treasury warrants that allow taxpayers to participate in potential
additional returns when the institution regains financial stability. By negotiating effectively with banks
seeking to repurchase their warrants directly, and by effectively auctioning the warrants of banks that elect
not to repurchase, Treasury has received over $8 billion in additional revenue for taxpayers.
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Figure 3-A: TARP Income as of September 30, 2010

Source: Treasury

See Section 5 — Program Descriptions, page 26, for a description of certain institutions in the Capital
Purchase Program that represent losses on TARP investments.

7. Implementing Executive Compensation Restrictions

The law that created TARP (as amended by the American Recovery and Reinvestment Act of 2009 (ARRA))
imposes restrictions on the executive compensation of top management of those institutions that received
TARP funds. Treasury implemented regulations to enforce these restrictions, which included creating the
Office of the Special Master for Executive Compensation. The Special Master has taken steps to ensure that
executive pay at the TARP firms receiving exceptional assistance promotes long-term value creation and
financial stability.

8. Comprehensive Accountability and Transparency

Treasury has operated the TARP programs with comprehensive standards for accountability and
transparency. Voluminous data and information have been made public and available to taxpayers,
observers and Congress on the websites — www.FinancialStability.gov and
www.MakingHomeAffordable.gov. This includes all contracts governing any investment or expenditure of
TARP funds, and more than 275 reports over two years. Treasury will also publish in November
comprehensive audited financial statements for the TARP programs, for the fiscal year ending September
30, 2010, as we did for the previous fiscal year.

D. TARP Will Cost a Fraction of What Was Expected

It is clear that TARP will cost taxpayers a fraction of the $700 billion originally authorized. The Treasury
Department’s efforts have consistently reduced the program’s cost. We will not use more than $475 billion
of TARP funds, including amounts already expended and recovered, and we expect to recover most of those
funds, other than the funds spent on housing programs, which were not intended to be returned.
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e InJuly 2010, the Obama Administration and Congress capped the amount that could be invested
under TARP at $475 billion, a one-third reduction from the original commitment authorized by
Congress.

e More than $204 billion of TARP funds expended have been repaid — including more than
seventy-five percent of the money invested in large banks.

e TARP investments have already generated returns to taxpayers from dividends, interest and
sales of warrants and other securities of $30 billion.

e The pay-for-success features of TARP’s MHA housing programs assure that taxpayer funds
are used only to the extent that programs achieve intended results. In addition, the TARP
housing programs have also caused mortgage servicers to adopt similar programs that have
helped millions more homeowners at no cost to the taxpayer.

The ultimate cost of TARP and our other financial policies will depend on how financial markets and the
economy perform in the future. If financial and economic conditions deteriorate prospects for TARP
investments will also deteriorate. But the most up-to-date Treasury estimates for TARP programs, including
the impact of the AIG restructuring, now suggest that total fiscal impact of TARP will be to increase the
Federal deficit by about $50 billion. Moreover, other Treasury investments in AlG are expected to generate
a positive return of about $20 billion. See Figure 2-B “Preliminary Treasury Estimates of the Impact of TARP
Programs and Other Treasury Investments in AlG on the Federal Budget” in Section 2 — Executive Summary,
page 4.

E. Exit Strategy and Wind Down

Final purchase authority to make commitments under TARP expired on October 3, 2010. This means no new
commitments to invest funds can be made. The Department of the Treasury will continue to wind down
TARP and manage the remaining TARP investments prudently in order to recover as much of taxpayers’
funds as possible.

1. TARP Investments

As of September 30, 2010, Treasury has approximately $184 billion in TARP investments and commitments
outstanding, in over 600 banks, the automotive industry, AIG, the Public Private Investment Program funds
and the purchased SBA 7(a) securities’, but exclusive of the housing initiatives. Treasury intends to recover
or dispose of these investments as soon as practicable. But generally, Treasury cannot demand repayment,
so recovery requires that the institutions replace government support with private capital. This means that
the timing of repayments by various institutions will differ, as will the times when the various TARP
programs terminate. For example, under the bank capital support programs, some financial institutions are
thriving and have the ability to repay Treasury now or in the very near future. Other institutions will need
more time to recover and repay Treasury, as expected given the uneven impact of this financial crisis. Exit
from the largest remaining investments — which are in the automotive industry and AlG — will also take time
in order to protect the returns for the taxpayer.

! The amount outstanding may be adjusted as further repayments are received and committed but undisbursed
amounts for investments are made.
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In most cases, the TARP investment is in the form of non-voting preferred stock, for which Treasury cannot
demand repayment. In certain cases, Treasury owns common stock: in GM (61 percent of the outstanding
shares) — for which an initial public offering is expected before year-end; Ally Financial (formerly GMAC, 56
percent); Chrysler (9 percent); and Citigroup (12.4 percent as of September 30, 2010). Upon consummation
of the restructuring plan for AIG announced on September 30, 2010, Treasury will be the majority
shareholder of AIG.

2. Housing Initiatives

In this next phase of TARP, Treasury will also complete the implementation of the housing initiatives.
HAMP, the principal TARP housing program, is designed so that most funds are disbursed over a five year
period, on a “pay for success” basis. This ensures that taxpayer dollars are used only as long as mortgage
modifications remain in effect and borrowers continue to fulfill their responsibilities.

Servicers that participate in HAMP can continue to make mortgage modifications through the end of 2012.
The HFA Hardest Hit Fund permits participating state housing agencies to provide support through their
programs until as late as 2017, depending on available funding. And the FHA Short Refinance program is
designed to enable homeowners to refinance their mortgage loans and reduce their overall mortgage debt
through the end of 2012. In much the same way that HAMP’s first lien modification program has provided a
national blueprint for mortgage modifications, these new programs will continue to reshape the mortgage
servicing industry and promote industry standardization of short sale, refinance and principal reduction
programs. However, their cost cannot exceed—and may be less than—the $46 billion allocated.

F. Financial Regulatory Reform

The actions taken to combat the financial crisis were, in part, the result of a fundamental failure of the
structure of financial regulation. Regulators did not have the tools to break apart or wind down a failing
financial firm without putting the entire financial system at risk. The FDIC’s resolution authority was limited
to insured depository institutions and did not include their holding companies. Without changes to the
system, there is a risk that TARP and other government actions had created “moral hazard”. That is,
because the federal government stepped in to provide assistance, the private sector may assume federal
government support will be there if they again cause a systemic risk to our financial system. Therefore,
beginning in 2009, the Obama Administration fought to pass a comprehensive financial reform law to rein in
excessive risk in our financial system so that we will not have to again resort to a TARP-like program. In July
this year, Congress passed and President Obama signed into law the comprehensive financial reform
legislation, the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010. The rules to
implement the Dodd-Frank Act are currently being written. Among other things, the legislation will:

e Give the federal government the authority to shut down and break apart large non-bank
financial firms whose imminent failure might threaten the broader system;

e Putin place a Consumer Financial Protection Bureau to promote transparency and consumer
choice, and to prevent abusive and deceptive practices;

e Give financial regulators the tools they need to collect data and analyze risk in the entire
financial system, beyond individual firms and markets, and to identify and curb reckless risk-
taking, so that we can help prevent future crises; and

e Create a safer, more transparent derivatives market.
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“There is broad consensus that the TARP was an important part of a broader government strategy that
stabilized the U.S. financial system by renewing the flow of credit and averting a more acute crisis...it
eventually proved decisive enough to stop the panic and restore market confidence.”

- Congressional Oversight Panel, “Taking Stock: What Has the Troubled Asset Relief Program Achieved?”,
(December 2009), page 4.

A. TARP Contributed to Financial Stability

The Troubled Asset Relief Program has succeeded—faster, and at a much lower cost, than expected.
TARP has played a critical role in helping to stabilize the financial system and in putting the economy in a
better position to confront the challenges that lie ahead. Emergency government programs helped to
stabilize financial markets by rebuilding confidence in our financial system, making it possible for U.S.
homeowners, consumers, and businesses to borrow at lower costs and the U.S. to recover more rapidly
from a severe recession. Financial market data shows that conditions have significantly improved since
the fall of 2008.

e Fear that our major financial institutions could fail has receded.

e Credit markets important to consumers and small businesses have reopened.
e Businesses are able to raise record amounts of capital in private markets.

e Mortgage rates have been brought down to historical lows.

e Municipalities are able to borrow at historically low rates.

While substantial progress has been made, our economy still has a long way to go to get back to normal.
Unemployment is unacceptably high and the housing market has not yet stabilized. In the banking
system, charge-offs for residential, consumer, and commercial loans are still high, and the FDIC projects
that the rate of bank failures will remain high for some time. Despite offering relatively low borrowing
costs, banks continue to report falling loan balances. This reflects the fact that we have endured a
difficult recession and many borrowers and lenders are reducing debt after a period of aggressive
growth in leverage. But it means that many responsible consumers and businesses are still finding it
difficult to get new credit.

Nevertheless, thanks to the coordinated and forceful actions of Congress, the Obama Administration,
the Federal Reserve, the FDIC, and other regulatory agencies, the U.S. financial system is much stronger
today than it was in the fall of 2008 and early 2009.

1. TARP restored confidence in the financial system, lowering borrowing costs for businesses,
homeowners, and municipalities.

The primary purpose of TARP was to restore the liquidity and stability of our financial system. That
system plays a critical role in our economy, for example, by helping businesses raise funds and pay
employees, providing consumers with convenient forms of credit, financing education, and allowing
millions of Americans to own homes.

In September 2008, banks were not making new loans to businesses, or even to one another.
Businesses could not get financing in our capital markets. Municipalities and state governments could
not issue bonds at reasonable rates. The securitization markets—which provide financing for credit
cards, student loans, auto loans and other consumer financing—had basically stopped functioning.

Troubled Asset Relief Program — Two Year Retrospective - October 2010 16




4. Stabilization of the Financial Markets

TARP provided the buffer that the system needed. In conjunction with the “stress tests” of our major
banks, it helped force the system to raise private capital. And more broadly TARP provided a backstop
that allowed the credit markets to start working again.

Figure 4-A shows bank borrowing costs relative to Treasury borrowing cost over the course of the crisis.
During the financial crisis in 2008, there was a drastic spike in cost of bank borrowing costs, followed by
an improved, lower cost of borrowing after implementation of the TARP and the Obama
Administration’s Financial Stability Plan.

Figure 4-A: Spread Between Inter-Bank Deposit Rates and Yields on Short-term Treasury Bills
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Following the passage of TARP and the announcement or implementation of TARP programs, borrowing
costs declined for many businesses, homeowners, and municipalities. Investment-grade corporate bond
spreads fell by almost 70 percent in 2009. Yields on high quality municipal bond rates fell to three
percent in 2009, down from five percent in fall 2008. That translated into real savings for Americans and
enabled our economy to begin to recover.
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Figure 4-B:
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2. Lower borrowing costs have allowed businesses to tap private funding sources and major
financial institutions to recapitalize with private funds.

As borrowing costs have come down, businesses have raised substantial capital from private sources in
2009 and 2010. Corporations, for example, raised over $1 trillion in investment-grade debt and over
$180 billion in high-yield debt in 2009. While much of the new issuance in early 2009 was supported by
government guarantees, private investors funded most new corporate debt without public support in
late 2009 and in 2010. Nearly 50 percent of new issuance was guaranteed by the government in January
2009. No new issuance has been government guaranteed in 2010.

The overall strength in the funding markets has continued into 2010. The pace of high yield issuance so
far this year is actually higher than in 2009.

Figure 4-C:
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It is important to note that, banks managed to raise substantial private capital following the release of
the results from the federal government “stress test” of major U.S. financial institutions. In the months
after the results were released, banks issued over $100 billion in new common equity. As a result, the
U.S. banking system is much better capitalized today
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3. Securitization markets have come back to life as a result of TALF and other initiatives.

Securitization markets that provide important channels of credit for consumers and small businesses
have also improved, in large part because of programs launched under the TARP. Announcements
about the Term Asset-Backed Securities Loan Facility (TALF) helped narrow spreads in these markets
even before the program began operating. In 2009, spreads on TALF-eligible asset-backed securities
(ABS) fell back to pre-crisis levels and spreads on non-TALF-eligible ABS were down more than 90
percent from their peaks in the fall of 2008. Since the government launched TALF in March 2009,
issuance of ABS backed by consumer and business loans have averaged $12 billion per month, compared
to less than $2 billion per month in the six months prior to the program’s launch. And as with corporate
bonds, new issuance in the ABS market has shifted from public support to purely private financing.

Prices for impaired securities that constrain bank lending also improved significantly starting in 2009.
This was due in part to general market improvement and in part to announcements for the Public
Private Investment Program, which was designed to remove these securities from banks. Most of the
Public Private Investment Funds were formed by the end of 2009 and had started to purchase legacy
securities. Since the announcement of PPIP in March 2009, prices of benchmark indices for the non-
agency residential mortgage backed securities and commercial mortgage backed securities have
appreciated between 60 percent and 100 percent. These positive developments reduced the need for
PPIP at the levels originally contemplated.

4. Housing markets stabilized to some degree.

Following the implementation of TARP, housing markets began showing some signs of stabilizing and
wealth recovery, which should stimulate consumer spending — vital to American economic growth.
Thanks in part to federal government financial policies, mortgage rates remain near historic lows. Home
prices stabilized in March 2009, following consistent declines since 2006. For example, the S&P/Case-
Shiller U.S. 20-City Composite Home Price Index experienced a 3 percent year-to-year increase in July,
compared to a 19 percent year-to-year decline in March 2009.

The Obama Administration’s housing initiatives under TARP were intended to help prevent avoidable
foreclosures and stabilize the housing market. Eighteen months into the HAMP program, over 1.3
million homeowners have seen their monthly mortgage payments reduced to affordable levels,
including over 460,000 who are in permanent modifications.

Figure 4-D:

Conventional 30-Year Mortgage Rate
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The TARP housing initiatives have also spurred mortgage servicers to adopt similar programs, enhancing
their capacity to engage with homeowners to modify mortgages and provide additional solutions to
avoid foreclosure. This has helped millions more homeowners at no cost to the taxpayer.

5. The investments in the Automotive Industry and AlG accomplished their purpose -- they were
critical to maintaining financial stability.

The Bush Administration provided loans to GM and Chrysler in December 2008 to avoid uncontrolled
liquidations in the industry that could have resulted in millions of job losses. The Obama Administration
provided additional assistance to GM and Chrysler on the condition that those companies would
fundamentally restructure their businesses. In the 14 months since GM and Chrysler emerged from
bankruptcy, the auto industry has increased employment by 62,100 jobs and is much stronger. Some
TARP funds have already been returned, and GM is poised for an initial public offering, which will allow
the government to begin selling down its TARP investment.

Before the crisis there was insufficient regulation and oversight of AlG, and none of the government
agencies with supervisory authority had a mechanism to provide for the orderly unwinding, dismantling,
sale, or liquidation of a global, non-bank financial institution like AIG. But, today, the risks to our
economy posed by AlIG have been reduced. On September 30, 2010, AIG and the government
announced a restructuring plan that will accelerate the government’s exit and puts us in a stronger
position to recover taxpayers’ investments.

B. TARP Was Part of the Government’s Coordinated Efforts

As credit conditions have improved, the U.S. economy has stopped contracting and started to grow
again. The number of jobs is also growing, although at a slow pace. After four consecutive quarters of
negative growth, the economy expanded at an annual rate of 1.6 percent in the third quarter of 2009
and has continued to grow since. The unemployment rate has fallen from a peak of 10.1 percent in
October 2009 to 9.6 percent in August.

Economic experts Alan Blinder and Mark Zandi? find that TARP has been a substantial success in helping
the economy snap back more rapidly than would be expected from early 2009 when the U.S. was
suffering a severe economic downturn. Blinder and Zandi estimate that without government
intervention U.S. real GDP would have fallen roughly three times what we actually experienced, and the
unemployment rate would have peaked at 16.5 percent.

C. Challenges Lie Ahead To Achieving a Full Recovery

The financial and economic recovery still faces significant headwinds. TARP and the broader response to
the financial crisis have been successful in critical ways. Those policies have contained the most
significant financial crisis our country has faced since the Great Depression. But the economy has a long
way to go to recover fully from the deep contraction generated by the crisis.

The contraction in many categories of bank lending reflects a combination of persistent weak demand
for credit and tight lending standards at the banks, amidst continued pressure on many bank balance
sheets, particularly from commercial mortgage losses. Bank lending continues to contract overall,
although the pace of contraction has moderated and some categories of lending are growing again. For

% Blinder and Zandi, “How the Great Recession Was Brought to an End,” July 27, 2010.
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example, commercial and industrial loans contracted at an annual rate of 27 percent in the third quarter
of 2009, but they expanded in the third quarter of 2010. Such loans are particularly important for small
businesses, which generally cannot raise money by issuing debt in securities markets.

Figure 4-E:
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Although RealtyTrac reports that July 2010 foreclosure activity was 10 percent lower than in July 2009,
foreclosures were still up nearly 20 percent since July 2008, and July 2010 marked the seventeenth
consecutive month of foreclosure activity exceeding 300,000 filings.
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A. Capital Purchase Program

EESA was originally proposed as a means to buy mortgage loans, mortgage-backed securities and certain
other assets from banks. However, the authorities granted under EESA were broadened in the legislative
process to cover any financial instrument whose purchase the Secretary of the Treasury, after
consultation with the Chairman of the Federal Reserve, determines necessary to promote financial
market stability. Shortly following passage of EESA, lending even between banks had practically stopped,
credit markets had shut down, and many financial institutions were facing severe stress. Given the high
level of uncertainty in financial markets and the economy, even strong financial institutions began to
hoard capital. There was not sufficient time to implement a program to buy mortgage related assets,
which posed difficulties related to valuing such assets and getting the holders of such assets to sell them
at current prices. Based on market indicators, it became clear that financial institutions needed
additional capital to sustain a normal flow of credit to businesses and consumers during the financial
turmoil and economic downturn. In this context, immediate capital injections into financial institutions
were a necessary step to avert a potential collapse of the system.

As a result, Treasury launched the Capital Purchase Program (CPP), the largest and most significant
program under EESA, on October 14, 2008. Treasury initially committed over a third of the total TARP
funding, $250 billion, to the CPP, which was later lowered to $218 billion in March 2009. At the close of
the program, Treasury had invested approximately $205 billion under the Capital Purchase Program.

1. Program and Goals

The Capital Purchase Program was designed to bolster the capital position of viable institutions of all
sizes and, in doing so, to build confidence in these institutions and the financial system as a whole. With
the additional capital, CPP participants were better equipped to undertake new lending and continue to
provide other services to consumers and businesses, even while absorbing write-downs and charge-offs
on loans that were not performing.

Of the $250 billion in total possible commitments, Treasury invested $125 billion in eight of the
country’s largest financial institutions.> The remaining $125 billion was made available to qualifying
financial institutions (QFIs) of all sizes and types across the country, including banks, savings and loan
associations, bank holding companies and savings and loan holding companies. QFls interested in
participating in the program had to submit an application to their primary federal banking regulator.
The minimum subscription amount available to a participating institution was one percent of risk-
weighted assets. The maximum subscription amount was the lesser of $25 billion or three percent of
risk-weighted assets.

In the months following announcement of the Capital Purchase Program, Treasury provided $205 billion
in capital to 707 institutions in 48 states, including more than 450 small and community banks and 22
certified community development financial institutions (CDFIs) (see chart 5-A below). The largest
investment was $25 billion and the smallest was $301,000. The final investment under the CPP was
made in December 2009.

The CPP funds were not given as grants. Treasury received preferred stock or debt securities in
exchange for these investments. There is no fixed date on which the banks must redeem the preferred
stock—or repay Treasury. This is necessary for the investment to qualify as “Tier 1” capital under

®In 2008, these banks represented more than half of all bank assets.
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regulatory requirements. However, there are incentives for the banks to repay.® Institutions may repay
Treasury after consultation with the appropriate federal regulator. To date, Treasury has received
approximately $152 billion in CPP repayments.

Most banks participating in the Capital Purchase Program pay Treasury a dividend rate of five percent
per year, which will increase to nine percent a year after the first five years. In the case of Subchapter S-
corporations, Treasury acquires subordinated debentures. The subordinated debenture interest rate is
7.7 percent per year for the first five years and 13.8 percent thereafter; however, the total amount of S-
corporation dividends payable per year is less than $40 million. To date, Treasury has received
approximately $10 billion in CPP dividends and interest and $3 billion in other income from the sale of
Citigroup common stock (in excess of the recovered principal amount).

Treasury also received warrants to purchase common shares or other securities from the banks at the
time of the CPP investment. The purpose of the additional securities is to provide opportunities for
taxpayers to reap additional returns on their investments as banks recover. To date, Treasury has
received more than $8 billion in proceeds from the sale of CPP and TIP warrants. See page 32 for a
description of the warrants and their sale by Treasury.

a. Role of bank regulators

Many have asked how Treasury decided which banks would receive funds. The program was open to all
institutions and a process was established to ensure decisions were made in a fair, impartial and
consistent manner. The process also helped ensure that the program fulfilled Treasury’s statutory
responsibilities to promote financial stability and protect the taxpayer. The process required that a QFI
apply to the federal agency that is its primary regulator—the Federal Reserve, the FDIC, the Office of the
Comptroller of the Currency or the Office of Thrift Supervision. The application had to receive the
positive recommendation of the regulator.

The regulators are most familiar with these institutions because they perform periodic safety and
soundness examinations that include detailed analyses of the banks’ overall financial conditions and
operations, e.g., capital, assets, management, earnings, liquidity, and sensitivity to market risk.
Regulators also examine the institutions for compliance with applicable laws and regulations.

Nonetheless, Treasury did not defer entirely to the regulators. Treasury conducted its own review of
every application that received a positive funding recommendation from the regulators. Treasury staff
reviewed the successful applications and presented them to an internal TARP investment committee,
which in turn made recommendations to the Assistant Secretary for Financial Stability for a final
decision. This process was critical to ensuring objective decision making. The Special Inspector General
for TARP did an extensive review of the process and concluded in its August 2009 report that that it was
“a mostly clear process enhanced by multiple reviews and control mechanisms”.

* The contract terms include a number of incentives to encourage banks to replace TARP investments with private
capital. These terms include a provision to increase the dividend rate over time, a restriction on the bank from
paying dividends to its common shareholders and a restriction on repurchasing shares until the bank repays the
TARP preferred stock.
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b. Small institutions

The Capital Purchase Program is often characterized as a “big bank” program and many people
erroneously believe that small institutions did not benefit from this program. In fact, smaller financial
institutions make up the vast majority of participants in the CPP. Of the 707 applications approved and
funded by Treasury through the Capital Purchase Program by the time it closed on December 31, 2009,
473 or 67 percent were institutions with less than $1 billion in assets.

Treasury recognized that, to allow small institutions to participate in CPP, the program would need to
accommodate more than one corporate structure. To that end, Treasury prepared CPP transactional
documents for private institutions, mutual organizations, and S-corporations in addition to the
documents for publicly traded institutions. The variety of documents addressed the structural
complexity of including large and small institutions.

The rate at which applications were submitted declined rapidly in early 2009 and over 650 banks
withdrew new applications. Several reasons have been cited for this. One was that in February 2009,
Congress adopted more restrictive executive compensation requirements on all TARP recipients. A
second was that many banks felt there was a stigma associated with participation in the program. A
third was that the severity of the crisis had lessened somewhat.

In May 2009, after many larger institutions started raising capital from the private debt and equity
markets, Treasury re-opened the CPP application window for institutions with less than $500 million in
assets. This initiative gave smaller institutions, which did not have the same access to the capital
markets as larger institutions, an opportunity to receive additional CPP investments, and Treasury
increased the amount of capital available to smaller institutions under the program. Originally,
institutions were eligible for a CPP capital investment that represented up to three percent of risk-
weighted assets. Upon re-opening the CPP for smaller institutions, Treasury raised the amount of funds
available to five percent of risk-weighted assets, and did not require additional warrants for the
incremental investment.

The chart below indicates the asset size of the banks participating in the Capital Purchase Program.

Figure 5-A:

CPP Participants Investment
Asset Range* Number Percent Amount Percent
<Sibn 473 66.9% 3.8 1.9%
Slbn - $10bn 177 25.0% 10.0 4.9%
>$10bn 57 8.1% 191.1 93.3%
Total 707 100% 204.9 100%

Source: SNL Financial; Treasury
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c. TARP bank investments were structured as non-voting preferred stock, which provided
crucial capital support without creating government control

As described in Section 3 on page 10, in 2008 Treasury decided that the most effective way to try to
stabilize the nation’s financial system was to provide capital to banks. The vast majority of TARP
investments were made in the form of non-voting preferred stock. In order to achieve the objective of
providing capital support, and meet bank regulatory requirements for Tier 1 capital, TARP could not
require that a bank repay Treasury at a fixed date, as one would with a loan.

Preferred stock generally is nonvoting (except in limited circumstances), while common stock has full
voting rights. Therefore, most TARP investments are nonvoting. The preferred stock does not entitle
Treasury to board seats or board observers, except in the event dividends are not paid for six quarters,
in which case Treasury has the right to elect two directors to the board.

2. Status as of September 2010
a. Repayments — getting TARP funds back

Banks may repay Treasury under the conditions established in the purchase agreements as amended by
the ARRA. Treasury also has the right to sell the securities. However, Treasury does not have the right
to force repayment. The repayment price is equal to what Treasury paid for the shares, plus any unpaid
dividends or interest.

As of September 30, 2010, Treasury has received over $152 billion in CPP repayments. Of that amount,
approximately $13.4 billion of repayments is from the sales of Citigroup common stock through
September 30, 2010.

b. Returns for taxpayers
1) Dividend and interest payments

As is typical for a preferred stock investment, banks must decide whether to pay the dividends; they can
elect instead to conserve their capital. Treasury received “cumulative” dividends where permitted by
applicable regulation. That is, if the dividends are not paid in any quarter, they are added to the
liguidation preference, thus increasing the claim of the holder of the preferred. In other cases, the
dividends were “noncumulative”. CPP participants are allowed to make dividend payments with the
approval of their primary federal regulator. But if a bank fails to pay dividends for six quarterly periods,
Treasury has the right to appoint two directors to the bank’s board.

As of September 30, 2010, total dividends and interest received from Capital Purchase Program
investments is approximately $10 billion. In addition, the sales of Citigroup common stock through
September 30, 2010 have generated $3 billion of income (in excess of the recovered principal amount of
the Citigroup investment referred to above).

2) Overall returns

The CPP was a success not only in stabilizing the financial system. It will also generate a positive return
to taxpayers, as will the bank support programs (Capital Purchase Program, Targeted Investment
Program and Asset Guarantee Program) taken as a whole. Currently, Treasury estimates that the net
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gain for all three programs combined will be $16 billion. This is only an estimate and it will depend on
several factors, including market conditions and performance of individual companies. Some initial
observers of the CPP investments were critical, for example, that Treasury overpaid to make the
investments in eight of the nation’s largest financial institutions and/or that the institutions would not
be able to repay. In fact, all of those institutions have repaid the government in full with the exception
of Citigroup where part of the investment is in the form of common stock which the government is
currently in the process of selling. In that case, the government expects to complete its exit by early
next year. For the seven institutions which have fully repaid, our internal rate of return on a combined
basis was 11 percent. We have also realized a gain on our Citigroup sales to date and expect to realize a
gain overall based on the current market price.

3) Certain institutions; missed payments and appointment of directors

The returns realized from investments in the Capital Purchase Program will be partially offset by losses
on investments in certain institutions. As of September 30, 2010, five institutions have been declared
bankrupt or had their banking subsidiary placed in receivership (CIT Group Inc., UCBH Holdings, Inc.,
Midwest Banc Holdings, Inc., Sonoma Valley Bancorp, and Pacific Coast National Bancorp), which
represent a total investment of $2.73 billion. To date, together with the $242 million of realized
discount on sales, as described later in this report, losses on investments are approximately $3 billion.

For the quarterly dividend payment due in August 2010, 123 institutions missed payments>, consisting
of 96 cumulative dividend payments (approximately $41.5 million), 19 non-cumulative dividend
payments (approximately $1.8 million), and eight S-corporation interest payments (approximately $1.6
million). To date, 21 banks have missed four payments, 15 banks have missed five, six banks have
missed six, and one bank has missed seven.

Treasury has released guidance on the exercise of its contractual right to nominate members to an
institution’s board of directors. Directors cannot be government employees and by law they must act in
the interests of all shareholders, not as Treasury’s or the taxpayers’ representative. Treasury will
prioritize banks in part based on whether its investment exceeds $25 million. In addition, Treasury will
seek a bank’s permission to have an observer attend board meetings once an institution misses five
dividends. The observers can be government employees. This proactive step will help Treasury
determine where the appointment of directors would be most effective. If the right to nominate
members to a board of directors of a bank becomes exercisable, Treasury will determine whether to
nominate up to two members based on an evaluation of the condition of the institution and the
functioning of its board of directors.

4) Exchanges and restructurings — to preserve value and protect taxpayer Interests

In limited cases, in order to protect the taxpayers’ interest in the value of a CPP investment and to
promote financial stability, Treasury may exchange the CPP preferred stock for other securities.
Treasury evaluates whether to participate in an exchange of the CPP preferred stock on the basis of
enabling the bank to get new investors to provide additional capital, to conduct a capital restructuring
or to strengthen its capital position and financial condition. Exchanges made on this basis may be at a
rate less than par, and sales by Treasury to a new investor may be made at a discount. Treasury has

> Data excludes the institutions that have entered bankruptcy or receivership at the time the quarterly payment
was due.
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described the considerations for evaluating exchanges and restructurings in the Agency Financial Report
for FY2009, page 41.

c. Use of funds by banks participating in the Capital Purchase Program

Treasury worked with the Office of the Special Inspector General for the Troubled Asset Relief Program
(SIGTARP) on a Use of Capital Survey. The scope of the annual Use of Capital Survey covers lending,
financial intermediation, and capital building activities of each financial institution after the investment
of funds under the CPP from the date the funds were initially received until the end of the fourth
quarter 2009. Treasury sent the Use of Capital Survey to CPP participants in March 2010, and received
survey responses from the majority of CPP participants. Treasury posted all submitted surveys from
individual CPP recipients and published the names of the financial institutions that failed to submit a
survey response to Treasury, on the FinancialStability.gov website. Additionally, Treasury posted a
summary of quantitative data (summary balance sheet and income statement information from each
institution’s regulatory filings) for each individual CPP recipient on the FinancialStability.gov website.

d. Comparative lending by CPP banks

The capital that remains in place at many small and medium-sized banks is facilitating new lending while
they absorb losses from legacy assets. Indeed, at banks with less than $1 billion in assets that received
TARP capital, median total loans have grown 3.3 percent since 2008Q3, compared with 1.6 percent for
comparably-sized institutions that did not receive TARP funds. The difference is even larger for
commercial and industrial loans, and for commercial real estate loans, which are especially important
for small businesses.
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B. Supervisory Capital Assessment Program (“Stress Test”) and Capital Assistance Program

While the investments made under the Capital Purchase Program helped prevent a collapse, Treasury
also focused on how to recapitalize the system with private capital, so that government support could
be paid back. Butin late 2008 and early 2009 confidence in our financial system had been severely
eroded; investors questioned whether institutions were healthy enough to survive, and doubted
whether many institutions really knew their true condition. Therefore, a critical part of the Financial
Stability Plan announced by the Obama Administration was to conduct a “stress test” on the major
banks to determine their health, and to do so in an open and transparent manner so that the market
would know which banks needed more capital. In conjunction with this forward-looking test, Treasury
announced that it would provide capital under TARP through the Capital Assistance Program (CAP) to
banks that needed additional capital but were unable to raise it through private sources.

1. Program and Goals

In early 2009, Treasury worked with the Federal banking agencies to develop the one-time, forward-
looking assessment or “stress test”—known as the Supervisory Capital Assessment Program (SCAP)—
on the nineteen largest U.S. bank holding companies (BHCs). The design of the tests and their results
were made public, a novel step that was taken because of the unprecedented need to restore
confidence. By identifying and quantifying potential capital shortfalls and requiring that additional
capital be raised to eliminate any deficiencies, the SCAP ensured that these financial institutions would
have sufficient capital to sustain their role as intermediaries and continue to provide loans to
creditworthy borrowers even if economic conditions suffered a severe and extended deterioration.

The stress test found that nine of the largest bank holding companies had adequate capital to withstand
more severe economic conditions. Of the ten bank holding companies that were identified as needing
to raise more capital, nine met or exceeded the capital raising requirements through private efforts.
Only one institution, Ally Financial (formerly GMAC), required additional funds under TARP to meet its
SCAP requirements, which was provided through the Automotive Industry Financing Program, not CAP.

2. Status as of September 2010

Since the results of the SCAP were released in May 2009, in the aggregate, the stress test firms have
increased requisite capital by over $150 billion. Importantly, that capital raising has enabled more than
80 banks to repay the TARP investments made by Treasury.

The Capital Assistance Program was offered to all banks and QFls, not solely to those banks that
underwent the SCAP. Another measure of the effectiveness of SCAP and the CPP, as well as other
government efforts, is that Treasury did not receive any applications for CAP which terminated on
November 9, 2009.
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C. Targeted Investment Program

Treasury established the Targeted Investment Program (TIP) in December 2008. The program gave the
Treasury the necessary flexibility to provide additional or new funding to financial institutions that were
critical to the functioning of the financial system. The TIP was considered “exceptional assistance” for
purposes of executive compensation requirements (see Section 7).

1. Program and Goals

Through the Targeted Investment Program, Treasury sought to prevent a loss of confidence in critical
financial institutions, which could result in significant financial market disruptions, threaten the financial
strength of similarly situated financial institutions, impair broader financial markets, and undermine the
overall economy. Eligibility to participate in the TIP was determined on a case-by-case basis, and
depended on a number of factors. Treasury considered, among other things:

e The extent to which the failure of an institution could threaten the viability of its creditors
and counterparties because of their direct exposures to the institution;

e The number and size of financial institutions that are perceived or known by investors or
counterparties as similarly situated to the failing institution, or that would otherwise be
likely to experience indirect contagion effects from the failure of the institution;

e Whether the institution is sufficiently important to the nation’s financial and economic
system that a disorderly failure would, with a high probability, cause major disruptions to
credit markets or payments and settlement systems, seriously destabilize key asset prices,
or significantly increase uncertainty or loss of confidence, thereby materially weakening
overall economic performance; and

e The extent and probability of the institution’s ability to access alternative sources of capital
and liquidity, whether from the private sector or other sources of government funds.

Treasury invested $20 billion in each of Bank of America and Citigroup under the Targeted Investment
Program, which investments were in addition to those that the banks received under the CPP. Like the
Capital Purchase Program, Treasury invested in preferred stock, and received warrants to purchase
common stock in the institutions. However, the TIP investments provided for annual dividends of eight
percent, which was higher than the CPP rate, and also imposed greater reporting requirements and
more onerous terms on the companies than under the CPP terms, including restricting dividends to
$0.01 per share per quarter, restrictions on executive compensation, restrictions on corporate expenses,
and other measures.

2. Status as of September 2010

In December 2009, both participating institutions repaid their TIP investments in full, with dividends.
Total dividends received from Targeted Investment Program investments was $3 billion. Treasury also
received warrants from each bank which provide the taxpayer with additional gain on the investments.
As a consequence, the program is closed and resulted in a positive return for taxpayers.
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D. Asset Guarantee Program

1. Program and Goals

Under the Asset Guarantee Program (AGP), Treasury acted to support the value of certain assets held by
qualifying financial institutions, by agreeing to absorb a portion of the losses on those assets. The
program was conducted jointly by Treasury, the Federal Reserve and the FDIC. Like the Targeted
Investment Program, it was designed for financial institutions whose failure could harm the financial
system and reduce the potential for “spillover” to the broader financial system and economy. More
specifically, the Asset Guarantee Program was used to help certain financial institutions facing a
potential loss of market confidence due in large part to their holdings of distressed or illiquid assets. By
helping to limit the institution’s exposure to losses on illiquid or distressed assets, the Asset Guarantee
Program helped the institution maintain the confidence of depositors and other funding sources and
continue to meet the credit needs of households and businesses. The AGP was used in a limited fashion
to assist Bank of America and Citigroup in conjunction with the Targeted Investment Program
investments in those institutions.

a. Bank of America

In January 2009, Treasury, the Federal Reserve and the FDIC agreed in principle to share potential losses
on a $118 billion pool of financial instruments owned by Bank of America, consisting of securities backed
by residential and commercial real estate loans and corporate debt and derivative transactions that
reference such securities, loans and associated hedges. If the arrangement had been finalized, Treasury
and the FDIC would have received preferred stock and warrants as a premium for the guarantee. The
announcement of the transaction (and the Citigroup transaction discussed below) was widely welcomed
by the markets and contributed immediately to helping restore investor confidence in the financial
institution and the banking system generally. In May 2009, before the transaction was finalized, Bank of
America announced its intention to terminate negotiations with respect to the loss-sharing arrangement
and in September 2009, the government and Bank of America entered into a termination agreement.
Bank of America agreed to pay a termination fee of $425 million to the government, $276 million of
which went to Treasury. The fee compensated the government for the value that Bank of America had
received from the announcement of the government’s willingness to guarantee and share losses on the
pool of assets from and after the date of the term sheet. The termination fee was determined by
reference to the fees that would have been payable had the guarantee been finalized. No claims for loss
payments were made to the government, nor were any TARP or other funds spent. Thus, the feeis a
net gain to the taxpayer.

b. Citigroup

In January 2009, Treasury, the Federal Reserve and the FDIC similarly agreed to share potential losses on
a $301 billion pool of Citigroup’s covered assets. The arrangement was finalized and, as a premium for
the guarantee, Treasury and the FDIC received $7.1 billion of preferred stock, with terms that were
similar to those in the TIP investment and more onerous than in the CPP, including a dividend rate of
eight percent. Treasury also received warrants to purchase 66.5 million shares of common stock.
Although the guarantee was originally designed to be in place for five to ten years, Citigroup requested
that it be terminated in December 2009 in conjunction with Citigroup’s repayment of the $20 billion TIP
investment. This was because Citigroup’s financial condition had improved and the bank raised over
$20 billion of private capital. The banking regulators approved this request.
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In connection with the termination, Treasury and the FDIC kept most of the premium paid. That is, the
government retained a total of $5.3 billion of the $7.1 billion of preferred stock (which had since been
converted to trust preferred securities). Of this amount, Treasury retained $2.23 billion, and the FDIC
and Treasury agreed that, subject to certain conditions, the FDIC would transfer up to $800 million of
trust preferred securities to Treasury at the close of Citigroup’s participation in the FDIC's Temporary
Liquidity Guarantee Program.

For the period that the Citigroup asset guarantee was outstanding prior to termination in December
2009, Citigroup made no claims for loss payments to the government, and consequently Treasury made
no guarantee payments of TARP funds to Citigroup. Thus, all payments received to date, and the
income received from the sale of the securities described above, will constitute a net gain to the
taxpayer. As of September 30, 2010, total dividends received from the securities were approximately
$440 million. On September 30, 2010, Treasury sold the trust preferred securities for proceeds of
approximately $2.25 billion. Treasury still holds its Citigroup warrants and expects to receive another
$800 million in trust preferred securities from the FDIC, both of which should provide the taxpayer with
an additional gain.

2. Status as of September 2010

The Asset Guarantee Program is now closed. No payments were made. The fee from Bank of America,
and securities and dividends received from Citigroup, will result in a positive return for taxpayers.
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E. Warrant Dispositions

1. Program and Goals

As required by EESA, Treasury received warrants from TARP banks to provide taxpayers with an
additional return on the government’s investment. For each CPP and TIP investment in a publicly traded
company, Treasury received warrants to purchase, at a fixed exercise price, shares of common stock
equal to 15 percent of the aggregate liquidation preference of the senior preferred investment. The per
share exercise price was set at the 20-trading day trailing average of the bank’s common stock price as
of the time it was given preliminary approval for the TARP investment.

The warrants may be exercised at any time over a ten year period. These public warrants include
certain customary anti-dilution provisions to protect their value to Treasury in the event the company
issues more stock or takes certain other actions. For CPP investments in a privately-held company, an S-
corporation, or certain mutual institutions, Treasury received warrants to purchase, at a nominal cost,
additional preferred stock (these securities are referred to as “warrant preferreds”) or subordinated
debentures (these securities are referred to as “warrant sub debt”) equivalent to five percent of the
aggregate liquidation preference of the primary CPP investment. These warrant preferreds and warrant
sub debt securities pay a higher dividend or interest rate than the primary CPP investment. Treasury
immediately exercised these kinds of warrants at the closings of the investments.

Upon repaying its TARP preferred stock investment, a financial institution may repurchase its warrants
at an agreed upon fair market value. In all cases, Treasury follows a consistent evaluation process to
ensure that taxpayers receive fair market values for the warrants. If an institution decides not to
repurchase its warrants, Treasury has the contractual right to sell the warrants. Treasury has followed a
policy of disposing of warrants as soon as practicable if no agreement is reached on a repurchase. Thus
far, Treasury has utilized a modified Dutch public auction methodology to dispose of warrants that are
not repurchased by the bank.

2. Status as of September 2010

To date, the disposition of warrants has succeeded in significantly increasing taxpayer returns on the
Capital Purchase Program and Targeted Investment Program preferred investments that have been
repaid. As of September 30, 2010, Treasury has received more than $8 billion in gross proceeds from
the disposition of warrants associated with 58 CPP investments and one (1) TIP investment, consisting of
approximately (i) $3 billion from issuer repurchases at agreed upon fair market values and (ii) S5 billion
from auctions. In the auctions, clearing prices have been set through robust competition among large
numbers of bidders. For those investments, which represent approximately $140 billion in capital,
Treasury has received an absolute return of 4.2 percent from dividends and an added 5 percent return
from the sale of the warrants for a total absolute return of 9.2 percent. For the $20 billion TIP
investment in Bank of America Corporation, Treasury received an internal rate of return of 15.3 percent.
These returns are not predictive of the eventual returns on the entire CPP and TIP portfolios.

Treasury has released two semi-annual Warrant Disposition Reports that provide additional information
regarding the disposition process and the results of the warrant sales. The reports can be found on our
website at www.FinancialStability.gov/latest/reportsanddocs.html.
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F. Community Development Capital Initiative

Communities underserved by traditional banks and financial services providers have found it more
difficult to obtain credit in the current economic environment. Community Development Financial
Institutions (CDFIs) exist to provide financing to these communities. CDFls offer a wide range of
traditional and innovative financial products and services designed to help their customers access the
financial system, build wealth and improve their lives and the communities in which they live. In
particular, CDFIs focus on providing financial services to low- and moderate- income, minority, and other
underserved communities. CDFls are certified by Treasury’s CDFI Fund, which was created for the
purpose of promoting economic revitalization and community development in low-income
communities.

1. Program and Goals

Most CDFIs have been adversely affected by the financial crisis. Treasury launched the Community
Development Capital Initiative to help viable certified CDFls and the communities they serve cope with
effects of the financial crisis.

Under this program, CDFI banks and thrifts received investments of capital with an initial dividend or
interest rate of 2 percent, compared to the 5 percent rate offered under the Capital Purchase Program.
CDFI banks and thrifts applied to receive capital up to 5 percent of risk-weighted assets. To encourage
repayment while recognizing the unique circumstances facing CDFls, the dividend rate will increase to 9
percent after eight years, compared to five years under CPP.

CDFI credit unions could also apply to receive secondary capital investments at rates equivalent to those
offered to CDFI banks and thrifts and with similar terms. These institutions could apply for up to 3.5
percent of total assets, which is an amount approximately equivalent to the 5 percent of risk-weighted
assets available to banks and thrifts.

Treasury established a process for reviewing CDCl applications that relied on the appropriate federal
regulators, similar to that described under “CPP - Role of bank regulators” above. For this program,
viability was determined by the CDFI’s federal regulator on a pro-forma basis. That is, pro forma viability
took into account additional capital injections from private investors made prior to, or concurrently
with, Treasury’s investment. CDFIs were not required to issue warrants under this program. In addition,
CDFls that participated in CPP and were in good standing could exchange securities issued under CPP for
securities under this program.

2. Status as of September 2010

Treasury completed funding under this program in September 2010. The total investment amount for
the CDCI program under TARP is approximately $570 million for 84 institutions. Of this amount,
approximately $363.3 million from 28 banks was exchanged from investments under the Capital
Purchase Program into the CDCI.
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-----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

Programs Designed to Unlock Credit for Small Businesses and Consumers

Credit was extremely constrained for small businesses and consumers during the financial crisis.
Availability of credit is critical for small businesses to grow and for consumers to make home
improvements, buy a new car, or send their children to college. Recognizing the vital importance that
small businesses and consumers have for the overall economy, Treasury launched three programs to
address the credit constraints faced by these groups: the Term Asset-Backed Securities Loan Facility
(TALF), the Public Private Investment Program (PPIP) and the SBA 7(a) Securities Purchase Program.
Although the specific goals and implementation methods of each program differed, the overall goal of
these three programs was the same — to restart the flow of credit to meet the critical needs of small
businesses and consumers.

G. Term Asset-Backed Securities Loan Facility

The Term Asset-Backed Securities Loan Facility is a key part of the Obama Administration’s Financial
Stability Plan and the major initiative under the TARP’s Consumer and Business Lending Initiative (CBLI).
TALF is a joint Federal Reserve-Treasury program that was designed to restart the asset-backed
securitization markets that had ground to a virtual standstill during the early months of this financial
crisis. The ABS markets historically have helped to fund a substantial share of credit to consumers and
businesses. The effects of this issuance standstill were many: limited availability of credit to households
and businesses of all sizes, an unprecedented widening of interest rate spreads, sharply contracting
liquidity in the capital markets and a potential to further weaken U.S. economic activity.

1. Program and Goals
a. Program design

Pursuant to its Federal Reserve Act Section 13(3) authority, the Federal Reserve Bank of New York
(FRBNY) agreed to extend up to $200 billion in non-recourse loans to borrowers to enable the purchase
of AAA-rated asset-backed securities (ABS), including those backed by consumer loans, student loans,
small business loans, and commercial real estate loans. In return, the borrowers pledged the eligible
collateral as security for the loans, including the amount of the equity “haircut” provided by the
individual borrower. Should a borrower default upon its TALF loan or voluntarily surrender the
collateral, the collateral would be seized and sold to TALF LLC, a special purpose vehicle created by
FRBNY to purchase and hold seized or surrendered collateral.

Treasury’s role in TALF is to provide credit protection for the program through the purchase of
subordinated debt in TALF LLC. The funds would be used to purchase the underlying collateral
associated with TALF loans in the event the borrower surrendered the collateral or defaulted upon its
loan. Treasury originally committed to purchase $20 billion in subordinated debt from TALF LLC, or 10
percent of the maximum amount of loans that could be issued. This commitment was later reduced to
$4.3 billion after the program closed to new lending in June 2010 with $43 billion in loans outstanding,
so that the commitment remained at 10 percent of the outstanding loans.

Although TALF was designed to provide up to $200 billion in loans secured by eligible collateral, the
positive effects of TALF on liquidity and interest rate spreads resulting from the announcement of TALF
made utilization of the full amount unnecessary. As TALF positively impacted the market for asset-
backed securities, investors became able to access cheaper funds in the restarted capital markets. The
program was at first extended past the original termination date of December 2009 to March 2010, for
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non-mortgage-backed ABS and legacy CMBS collateral, and to June 2010, for newly issued CMBS
collateral. Given the improvements in the markets, by program close the FRBNY had approximately $70
billion in loans under TALF. Of that amount, $33 billion (or 47 percent) in TALF loans remained
outstanding as of September 8, 2010.

Figure 5-B: Total Consumer ABS Issuance during TALF
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Source: FRBNY TALF Subscription Report

b. Protection of taxpayer interests

TALF was designed to provide borrowers with term loans of up to five years against highly rated
securities, which are forfeited in the event a loan is not repaid. TALF employs a number of other
safeguards to protect taxpayers’ interests including the following:

e TALF borrowers bear the first loss risk in all securities pledged as collateral for TALF loans
due to the substantial haircuts (set by reference to borrower’s equity in the securities)
required of those borrowers. Haircuts ranged from 5 percent to 20 percent based on asset
quality thereby further limiting risk.

e Eligible securities must have received two AAA ratings from the major rating agencies, and
none of the major rating agencies can have rated the security below AAA or placed the
security on watch for a downgrade.

e Protection is provided by the risk premium included in the TALF loan rates. The interest rate
spread provides accumulated excess interest in TALF LLC as a first loss position. The
available excess spread to fund forfeited loans is $476 million as of August 2010.
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e Each ABS issuer must engage an external auditor to offer an opinion that supports
management’s assertion that the ABS is TALF eligible. Further protection is provided by
FRBNY and their collateral monitors that assess the risk associated with ABS and CMBS
collateral and perform due diligence.

2. Status as of September 2010

TALF is widely credited for achieving its purpose of encouraging lending to consumers and businesses
while operating under a conservative structure that protects taxpayer interests. The facility has ceased
making new loans as noted above. By improving credit market functioning and adding liquidity to the
system, TALF has provided critical support to the financial system. This has allowed lenders to meet the
credit needs of consumers and small businesses, and has strengthened the overall economy.

Specifically, TALF achieved its objectives of increasing credit availability and liquidity in the securitization
markets and reducing interest rate spreads. Secondary spreads narrowed significantly across all eligible
asset classes by 60 percent or more. For instance, spreads on AAA-rated auto receivables fell sharply
from a peak of 600 basis points in the fourth quarter of 2008 to 21 basis points over their benchmarks
today. Spreads in the secondary market for CMBS have declined from 1500 basis points over its
benchmark to 210 basis points as of September 16, 2010.

Moreover, the improvements in the secondary credit market contributed to the re-start of the new-
issue market. According to the Federal Reserve Bank of New York, issuance of non-mortgage asset-
backed securities jumped to $35 billion in the first three months of TALF lending in 2009, after having
slowed to less than $1 billion per month in late 2008.°

In November 2009, TALF funds also facilitated the first issuance of commercial mortgage-backed
securities since June 2008. This helped re-open the market for such securities. Following that deal,
there have been additional commercial mortgage-backed deals funded without assistance from TALF.

As the liquidity premium on securitized credit has decreased and credit conditions have improved, TALF
has become a less attractive source of financing. The cost of funds for borrowers who utilized the TALF
has in many cases become more expensive than the cost of funds in the private sector. This is reflected
in the high amount of borrower prepayments which have totaled $35.3 billion - one-third of aggregate
TALF loans - in spite of the longer maturity - three- and five-year - terms of TALF loans. If these trends
continue, and prepayments continue, this may lead to an earlier than originally expected exit from the
program.

The maturity date on the Treasury loan to the TALF LLC is March 2019. Treasury’s engagement may
extend beyond this period if collateral is sold to TALF LLC which will require active management of the
assets. To date, the TALF program has experienced no losses and all outstanding TALF loans are well
collateralized. Treasury and FRBNY continue to see it as highly likely that the accumulated excess
interest spread will cover any loan losses that may occur without recourse to the dedicated TARP funds.
Therefore, Treasury does not expect any cost to the taxpayers from this program.

® Reflections on the TALF and the Federal Reserve's Role as Liquidity Provider;
http://www.newyorkfed.org/markets/talf.html.
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H. Public Private Investment Program

The Legacy Securities Public Private Investment Program (PPIP), another key component of the Financial
Stability Plan, was designed to purchase troubled legacy securities (i.e., non-agency residential
mortgage-backed securities (“RMBS”) and commercial mortgage-backed securities (“CMBS”)) that were
central to the problems facing the U.S. financial system, and thereby help ensure that credit is available
to households and businesses and ultimately drive the U.S. toward economic recovery.

1. Program Goals and Design

a. The Goal: Unlock credit markets for legacy securities to allow financial institutions to
repair their balance sheets and extend new credit

During the crisis, many financial institutions and investors were under extreme pressure to reduce
indebtedness. This de-leveraging process pushed down the market prices for many financial assets,
including troubled legacy RMBS and CMBS, below their fundamental value. Institutions and investors
were trapped with hard-to-value assets, marked at distressed prices on their balance sheets, which
constrained liquidity and the availability of credit in these markets.

The purpose of PPIP was to draw new private capital into the market for legacy RMBS and CMBS by
providing financing on attractive terms as well as a matching equity investment made by the Treasury
Department. By providing this financing, PPIP was designed to help restart the market for these
securities, thereby helping financial institutions begin to remove these assets from their balance sheets
and allowing for a general increase in credit availability to consumers and small businesses.

The key objectives of the Public Private Investment Program include:

e Support market functioning by acting as a catalyst to bring private capital back to the
market for legacy RMBS and CMBS;

e Facilitate price discovery in the markets for mortgage-backed securities, thereby reducing
the uncertainty regarding the value of such securities among the banks and other financial
institutions holding them and enabling these financial institutions to sell such assets and
raise new private capital;

e Restore confidence in and create an environment conducive to new issuance of new
credit; and

e Protect taxpayer interests and generate returns through long-term investments in eligible
assets by following predominantly a buy and hold strategy.

b. Program Design

Following the completion of fundraising, Treasury has committed approximately $22 billion of equity
and debt financing to eight Public Private Investment Funds (PPIFs). These funds were established by
private sector fund managers for the purpose of purchasing eligible RMBS and CMBS from eligible
financial institutions under EESA. This represented a reduction from Treasury’s initial allocation of $30
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billion in potential capital commitments, because there was less aggregate demand from private sector
investors due to improved market conditions for legacy non-agency RMBS and CMBS.’

The equity capital raised from private investors by the PPIP fund managers has been matched by
Treasury. Treasury has also provided debt financing up to 100 percent of the total equity committed to
each PPIF. PPIFs have the ability to invest in eligible assets over a three-year investment period from
their initial closing. They then have up to five additional years, which may be extended for up to two
more years, to manage these investments and return the proceeds to Treasury and the other PPIF
investors. PPIP fund managers retain control of asset selection, purchasing, trading, and disposition of
investments.

The profits generated by a PPIF, net of expenses, will be distributed to the investors, including Treasury,
in proportion to their equity capital investments. Treasury also receives warrants from the PPIFs, which
gives Treasury the right to receive a percentage of the profits that would otherwise be distributed to the
private partners that are in excess of their contributed capital. The program structure spreads risk
between the private investors and Treasury, and provides taxpayers with the opportunity for substantial
gain.

The following fund managers currently participate in PPIP:

e AllianceBernstein, LP and its sub-advisors Greenfield Partners, LLC and Rialto Capital
Management, LLC;

e Angelo, Gordon & Co., L.P. and GE Capital Real Estate;

e BlackRock, Inc.;

e Invesco Ltd,;

e Marathon Asset Management, L.P.;

e Oaktree Capital Management, L.P.;

¢ RL Western Asset Management, LP.; and

¢ Wellington Management Company, LLP.

In addition, PPIP fund managers have established meaningful partnership roles for small, minority-, and
women-owned businesses. These roles include, among others, asset management, capital raising,
broker-dealer, investment sourcing, research, advisory, cash management and fund administration
services. Collectively, PPIP fund managers have established relationships with ten leading small-,
minority-, and women-owned firms, located in five different states.

2. Status as of September 2010

a. PPIF status

The PPIFs have completed fundraising and closed on approximately $7.4 billion of private sector equity
capital, which was matched 100 percent by Treasury, representing $14.7 billion of total equity capital.
Treasury also committed to provide $14.7 billion of debt capital, representing $29.4 billion of total
purchasing power to the program. As of September 30, 2010, PPIFs have drawn-down approximately
$18.6 billion of total capital (63 percent of total purchasing power), which has been invested in eligible

’ The “legacy securities PPIP” was announced in conjunction with a “legacy loan PPIP” to be implemented by the
FDIC. The combined size of the both programs was initially contemplated to be $100 billion.
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assets and cash equivalents pending investment.® The reduction of Treasury’s maximum commitment
from $30 billion to $22 billion, after the announcement of the program contributed to improved market
conditions, allowed Treasury to accomplish its objectives with an efficient use of taxpayer funds.

b. Support market functioning

The announcement and subsequent implementation of PPIP were keys to reducing the illiquidity
discount embedded in these legacy securities and the uncertainty associated with their value, which
created an environment conducive for financial institutions to begin trading and selling their holdings of
such assets. According to the National Information Center®, the non-agency RMBS and CMBS holdings
of the top 50 bank holding companies holdings were $237 billion as of June 30, 2010, approximately $47
billion or 17 percent lower than levels from a year earlier. We believe that PPIP played a role in helping
restart the market for such securities, thereby allowing banks and other financial institutions to begin
reducing their holdings in such assets at more normalized prices.

c. Facilitate price discovery

Since the announcement of PPIP in March 2009, prices for representative legacy securities have
increased by as much as 75 percent for RMBS and CMBS. As illustrated in the chart below™®, benchmark
indices for a standardized basket of subprime non-agency RMBS reference obligations from the 2006
vintage, originally rated AAA, and a standardized basket of CMBS reference obligations from the 2007
vintage, originally rated AAA, have appreciated between 50 percent and 80 percent.

® The next Public Private Investment Program Quarterly Report, available at
www.FinancialStability.gov/roadtostability/legacysecurities.html#reports, will have information through
September 30, 2010.

° The National Information Center is a repository of financial data and institution characteristics collected by the
Federal Reserve System.

% The ABX is a liquid, tradable tool developed by Markit, which allows investors to take positions in a standardized
basket of subprime non-agency RMBS reference obligations via credit default swap contracts. The CMBX is a
liquid, tradable tool developed by Markit, which allows investors to take positions in a standardized basket of
CMBS reference obligations via credit default swap contracts. Such indices have become widely used benchmarks
for the performance of (i) subprime non-agency RMBS and (ii) CMBS, respectively.
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Figure 5-C:
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d. Extending New Credit

Since the announcement of the program in March 2009, approximately ten new CMBS and RMBS
transactions have been brought to market, collectively representing approximately $5 billion in new
issuance to date. Although smaller than the annual issuance prior to the financial crisis, we believe that

these transactions, particularly in CMBS, represent meaningful steps toward new credit formation in the
marketplace.

e. Returns to Taxpayers

Although the PPIFs have been in operation for only a short time, each of the eight PPIFs has generated
positive investment returns for Treasury, with net internal rates of return since inception ranging from
13 percent to 37 percent as of June 30, 2010. The PPIFs have generated cumulative unrealized equity
gains in excess of funded capital contributions of more than $600 million as of June 30, 2010 to all
investors (Treasury and private investors). As of September 30, 2010, the PPIFs also have made
approximately $215 million of interest and dividend payments and distributions to Treasury. Because
the PPIFs are still in the early stages of their investment life cycles, it would be premature to draw any
meaningful long-term conclusions regarding the performance of individual PPIFs or the program in

general. However, Treasury has been encouraged by the performance of the PPIP fund managers to
date.
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f. PPIP Going Forward

The PPIFs are still in their first year of investing, having only drawn approximately 63 percent of their
potential purchasing power as of September 30, 2010, and are expected to continue deploying and
reinvesting their capital in eligible assets through 2012. As time progresses, Treasury anticipates that
the PPIP fund managers will continue to make prudent investment decisions that are consistent with
their long-term, buy and hold strategy, and that the PPIFs will serve as a stabilizing force in the market.
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I. SBA 7(a) Securities Purchase Program

Small businesses have played an important role in generating new jobs and growth in our economy.
The Small Business Administration’s (SBA) 7(a) Loan Guarantee Program assists start-up and existing
small businesses that face difficulty in obtaining loans through traditional lending channels. SBA 7(a)
loans help finance a wide variety of business needs, including working capital, machinery, equipment,
furniture and fixtures.

The initiative to unlock credit for small business included support for the primary market (i.e. loan
origination) and secondary market support (i.e. securities market). The primary market support, an
initiative separate from TARP, included temporarily increasing loan guarantees from 75 percent to 90
percent of an SBA 7(a) loan balance, as well as eliminating certain loan origination fees. These actions,
which were part of the Recovery Act, made it easier for small businesses to obtain SBA 7(a) loans.

1. Program and Goals

To ensure that credit flows to entrepreneurs and small business owners, Treasury took measures to
complement the Obama Administration’s actions to help small businesses recover and grow, including a
program to purchase SBA guaranteed securities (“pooled certificates”). Treasury developed the SBA 7(a)
Securities Purchase Program to purchase SBA guaranteed securities from pool assemblers. By
purchasing in the open market, Treasury injected liquidity - providing cash to pool assemblers - enabling
those entities to purchase additional loans from loan originators. In this manner, Treasury acted as a
patient provider of incremental liquidity to foster a fluid secondary market, which in turn benefits small
business lending.

The design and the launch of the program experienced delays due to the reluctance of pool assemblers
(sellers) to participate in the program, citing concerns about EESA restrictions, general hesitancy in doing
business with the government and ‘TARP stigma’. Notwithstanding these initial hurdles, secondary
market purchases of SBA 7(a) securities originated on or after July 1, 2008 commenced in March 2010.
This coincided with the expiration of the ABS portion of the TALF, which had helped to fund SBA 7(a)
loans, along with credit card, automotive and student loans, among others. The SBA 7(a) Securities
Purchase Program extended the liquidity assistance for the credit markets supporting small business
loans. The SBA 7(a) secondary market support is intended to create an effective, fluid secondary
market, which promotes additional lending in the primary market by providing originators an avenue to
sell their issuances and obtain cash for additional lending, and thus improve the capital inflows to fund
small businesses.

Since the launch of the program Treasury has conducted transactions with two pool assemblers. An
external asset manager purchases the SBA 7(a) securities on behalf of Treasury directly from those pool
assemblers (sellers) in the open market. Treasury utilized independent valuation service providers to
gain additional market insight in order to make informed purchases.

2. Status as of September 2010

The SBA 7(a) Securities Purchase Program was focused in scope and appropriate in scale relative to the
market. Currently, there are approximately $15 billion'! SBA 7(a) securities outstanding, of which $5

! Based on data from SBA.gov as of July 31, 2010.
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billion'* were issued on or after July 1, 2008 (the eligible universe for the SBA 7(a) Securities Purchase
Program). The market has received the program well based on comments from the market participants
and the fact that secondary market prices have strengthened.

Securities purchased by Treasury comprised about 700 loans ranging across approximately 17 diverse
industries including: retail, food services, manufacturing, scientific and technical services, health care
and educational services. The program has supported loans from 39 of the 50 states in the country,
indicating a broad geographic impact.

As of September 30, 2010, Treasury has conducted 31 transactions totaling approximately $357 million.
The program ceased purchasing securities in conjunction with the expiration of purchase authority
under the Act. Treasury will continue to manage existing positions.

12 . .
Colson Online Factor Database, www.colsonservices.com
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J.  Automotive Industry Financing Program (AIFP)

The Automotive Industry Financing Program (AIFP) was begun in December 2008 to prevent a significant
disruption of the U.S. automotive industry, because the potential for such a disruption posed a systemic
risk to financial market stability and would have had a negative effect on the economy. In 2008, the
auto industry lost nearly 35 percent of its sales volume and almost 400,000 jobs, and both GM and
Chrysler were on the verge of disorderly liquidations. This could have caused millions of additional job
losses.

Recognizing the danger, Treasury extended temporary loans to GM and Chrysler in December 2008.
After the Obama Administration took office, it agreed to provide additional investments conditioned on
each company and its stakeholders participating in a fundamental restructuring. Sacrifices were made
by unions, dealers, creditors and other stakeholders, and the restructurings were achieved through
bankruptcy court proceedings in record time. As a result, GM and Chrysler are more competitive and
viable companies, supporting American jobs and the economy. Operating results have improved, the
industry has added jobs, and the TARP investments have begun to be repaid.

1. Programs and Goals
a. Automotive companies

Short-term funding was initially provided to General Motors (GM) and Chrysler on the condition that
they develop plans to achieve long-term viability. In cooperation with the Obama Administration, GM
and Chrysler developed satisfactory viability plans and successfully conducted sales of their assets to
new entities in bankruptcy proceedings. Chrysler completed its sale process in 42 days and GM in 40
days. Treasury provided additional assistance during these periods.

In total, Treasury has provided approximately $80 billion in loans and equity investments to GM, GMAC
(now known as Ally Financial), Chrysler, and Chrysler Financial. The terms of Treasury’s assistance
impose a number of restrictions including rigorous executive compensation standards, limits on luxury
expenditures, and other corporate governance requirements.

While some have questioned why TARP was used to support the automotive industry, both the Bush
and Obama Administrations determined that Treasury’s investments in the auto companies were
consistent with the purpose and specific requirements of EESA. Among other things, Treasury
determined that the auto companies were and are interrelated with entities extending credit to
consumers and dealers because of their financing subsidiaries and other operations, and that a
disruption in the industry or an uncontrolled liquidation would have had serious effects on financial
market stability, employment and the economy as a whole.

b. Supplier and warranty support programs

In the related Auto Supplier Support Program (ASSP), Treasury provided loans to ensure that auto
suppliers receive compensation for their services and products, regardless of the condition of the auto
companies that purchase their products. In the Auto Warranty Commitment Program (AWCP),
Treasury provided loans to protect warranties on new vehicles purchased from GM and Chrysler during
their restructuring periods.
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In early 2009, auto suppliers faced the risk of uncontrolled liquidations across the sector. Fifty-four (54)
supplier-related bankruptcies occurred in 2009 as the industry went through a painful restructuring.
Today, in part due to the support provided by Automotive Supplier Support Program (ASSP), the auto
supply base appears to have stabilized. Suppliers are now breaking even at a lower level of North
American production.”

2. General Motors

Treasury provided $50 billion under TARP to General Motors. This began in December 2008, with a
$13.4 billion loan by the Bush Administration to General Motors Corporation (GM or Old GM) to fund
working capital. Under the loan agreement, GM was required to submit a viable restructuring plan. The
first plan GM submitted failed to establish a credible path to viability, and the deadline was extended to
June 2009 for GM to develop an amended plan. Treasury loaned an additional $6 billion to fund GM
during this period.

To achieve an orderly restructuring, GM filed for bankruptcy on June 1, 2009. Treasury provided $30.1
billion under a debtor-in-possession financing agreement to assist GM during the restructuring. A newly
formed entity, General Motors Company (New GM), purchased most of the assets of Old GM under a
sale pursuant to Section 363 of the bankruptcy code (363 Sale). When the sale to New GM was
completed on July 10, Treasury converted most of its loans to 60.8 percent of the common equity in the
New GM and $2.1 billion in preferred stock. At that time, Treasury held $6.7 billion in outstanding
loans.

Approximately $986 million remained with Old GM (now known as Motors Liquidation Company) for
wind-down costs associated with its liquidation.

a. Repayments

New GM has repaid the $6.7 billion loan in full. (The rest of the investment is equity which will be sold
as described below.) In December 2009, New GM began quarterly repayments of $1 billion on the loan.
In January 2010, New GM and Treasury amended the loan agreement to require cash that New GM held
in an escrow account to be applied to repay the loan by June 30, 2010. After New GM repaid Treasury
S$1 billion on March 31, 2010, the outstanding loan balance fell to approximately $4.7 billion, all of which
was repaid on April 21, 2010, from the escrowed funds.

b. Ownership structure

New GM currently has the following ownership: Treasury (60.8 percent), GM Voluntary Employee
Benefit Association (VEBA) (17.5 percent), the Canadian Government (11.7 percent), and Old GM’s
unsecured bondholders (10 percent). As part of the restructuring, GM issued warrants to acquire
additional shares of common stock to VEBA and Old GM (for distribution to the creditors of Old GM
following confirmation of a plan of liquidation by the bankruptcy court).

13 UBS Investment Research, “US Auto Supplier Survey Q2 2010” (July 8, 2010).
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c. General Motors initial public offering

Treasury has indicated the most likely exit strategy for the AIFP equity investments is a gradual sale
beginning with an initial public offering of New GM. In June 2010, Treasury provided guidance on its
role in the exploration of an IPO by New GM. The following are excerpts from the statement:

e The exact timing of an IPO will be determined by New GM in light of market conditions and
other factors.

e The overall size of the offering and relative amounts of primary and secondary shares will be
determined at a later date.

e The selection of the lead underwriters was made by New GM, subject to Treasury’s agreement
that the selection was reasonable. Treasury will determine the fees to be paid to the
underwriters.

In August 2010, New GM filed a registration statement on Form S-1 with the U.S. Securities and
Exchange Commission (SEC) for a proposed IPO consisting of common stock to be sold by certain of its
stockholders, including Treasury, and the issuance by the company of its Series B mandatory convertible
junior preferred stock. Treasury will retain the right, at all times, to decide whether and at what level to
participate in the offering.

3. Chrysler

Treasury has provided a total commitment of approximately $14 billion to Chrysler and Chrysler
Financial of which more than $12 billion has been utilized.” In January 2009, Treasury loaned $4 billion
to Chrysler Holding (the parent of Chrysler Financial and Old Chrysler). Under the loan agreement,
Chrysler was required to implement a viable restructuring plan. In March 2009, the Administration
determined that the business plan submitted by Chrysler failed to demonstrate viability and concluded
that Chrysler was not viable as a stand-alone company. President Obama subsequently laid out a
framework for Chrysler to achieve viability by partnering with the international car company Fiat. As
part of the planned restructuring, in April 2009, Chrysler filed for bankruptcy protection. In May 2009,
Treasury provided $1.9 billion to Chrysler (Old Chrysler) under a debtor-in-possession financing
agreement for assistance during its bankruptcy proceeding.

a. New Chrysler

In June 2009, a newly formed entity, Chrysler Group LLC (New Chrysler), purchased most of the assets of
Old Chrysler under a 363 Sale. Treasury provided a $6.6 billion loan commitment to New Chrysler, and
received a 9.9 percent equity ownership in New Chrysler. Fiat transferred valuable technology to
Chrysler and, after extensive consultation with the Obama Administration, committed to building new
fuel efficient cars and engines in U.S. factories.

Treasury’s remaining investments in New Chrysler consist of 9.9 percent of common equity and a $7.1
billion loan (including undrawn commitments and $500 million assumed from Chrysler Holding). New
Chrysler currently has the following ownership: Chrysler Voluntary Employee Benefit Association (VEBA)
(67.7 percent), Fiat (20 percent), Treasury (9.9 percent), and the Government of Canada (2.5 percent).

* Correction made as of October 7, 2010.
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b. OlId Chrysler

In April 2010, the bankruptcy court approved Old Chrysler’s Plan of Liquidation. As a result, the $1.9
billion debtor-in-possession loan provided to Old Chrysler in May 2009 was extinguished and the assets
remaining with Old Chrysler, including collateral security attached to the loan, were transferred to a
liguidation 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.

c. Settlement with Chrysler Holding

The original $4 billion loan made to Chrysler Holding in January 2009 went into default when Old
Chrysler filed for bankruptcy. In July 2009, $500 million of that loan was assumed by New Chrysler. In
May 2010, Treasury accepted a settlement payment of $1.9 billion as satisfaction in full of the remaining
debt obligations associated with the original loan. The final repayment, while less than face value, was
significantly more than Treasury had previously estimated to recover following the bankruptcy and
greater than an independent valuation provided by Keefe, Bruyette and Woods, Treasury’s adviser for
the transaction.

d. Chrysler Financial

In January 2009, Treasury announced that it would lend up to $1.5 billion to a special purpose vehicle
(SPV) created by Chrysler Financial to enable the company to finance the purchase of Chrysler vehicles
by consumers. In July 2009, Chrysler Financial fully repaid the loan, including the additional notes that
were issued to satisfy the EESA warrant requirement, together with interest.

4. Ally Financial (formerly GMAC)

Treasury has invested approximately $17 billion in Ally Financial. This began with an investment by the
Bush Administration of $5 billion in December 2008. Treasury also lent $884 million of TARP funds to
GM (one of GMAC’s owners) for the purchase of additional ownership interests in a rights offering by
GMAC. In May 2009, federal banking regulators required GMAC to raise additional capital by November
2009 in connection with the SCAP/stress test. Treasury exercised its option to exchange the loan with
GM for 35.4 percent of common membership interests in GMAC. Treasury also purchased $7.5 billion of
convertible preferred shares from GMAC, which enabled GMAC to partially meet the SCAP
requirements. Additional Treasury investments in GMAC were contemplated to enable GMAC to satisfy
the SCAP requirements. These were completed in December 2009, when Treasury invested an
additional $3.8 billion in GMAC. Today, Treasury's investment consists of 56.3 percent of the common
stock, $11.4 billion of mandatorily convertible preferred securities (which may be converted into
common stock at a later date) and $2.7 billion of trust preferred securities.

5. Status as of September 2010
a. Auto supplier support and warranty commitment program

Treasury has recovered all amounts invested under the supplier and warranty programs. With the
emergence of New GM and New Chrysler from bankruptcy proceedings and with the threat of
liquidation greatly reduced, credit market access for suppliers improved. In July 2009, Treasury reduced
the base commitment under the supplier support program to $3.5 billion. As scheduled, the program
closed in April 2010 after full repayment of all loans, which had totaled not more than $413 million, with
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interest. The warranty program was terminated in 2009, and the $640 million advanced under the
program was assumed and/or repaid in the bankruptcy sale transactions by New GM and New Chrysler.

b. Outlook on automotive industry following restructurings and repayments

Today, the domestic auto industry continues to recover. U.S. sales improved in the first half of 2010
with annualized auto sales running at 11.1 million vehicles (compared to 9.6 million in the first half of
2009 and 10.4 million for the full year of 2009). Since the GM and Chrysler bankruptcies concluded last
year, U.S. auto industry employment has increased by 62,100 jobs.

As the outlook for the domestic auto industry has improved and the estimated value of Treasury’s
investments has increased, the projected cost of AIFP has decreased (from approximately $28.2 billion
as of November 2009, to $17 billion as of August 2010).

e GM repaid $7 billion to Treasury, and is currently preparing for an initial public offering in which
Treasury may elect to sell shares. In the first six months of 2010, GM achieved two consecutive
quarters of positive operating profit and net income — its first quarterly profits since 2007.

o Likewise, after taking one-time charges last year associated with its restructuring, Chrysler
posted two consecutive quarters of operating profit. With respect to Old Chrysler, Treasury was
repaid $1.9 billion, which was significantly more than Treasury had previously estimated to
recover.

e Each of Ally Financial’s four operating businesses has generated a profit so far this year.
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K. American International Group, Inc. (AlG) Investment Program

“We acted because the consequences of AlG failing at that time, in those circumstances,
would have been catastrophic for our economy and for American families and businesses.”
- Secretary Geithner, Written Testimony before the House Committee on Oversight and Government

Reform (January 27, 2010), available at: http://www.treas.gov/press/releases/tg514.htm.

In September of 2008, panic in the financial system was deep and widespread. Fannie Mae and Freddie
Mac were placed into conservatorship; Lehman Brothers filed for bankruptcy; and Merrill Lynch was
acquired by Bank of America in a last-minute rescue. Major banks, such as Washington Mutual and
Wachovia, experienced debilitating deposit withdrawals, eventually collapsed, and were acquired.
Money market funds also suffered a broad run, threatening what was considered one of the safest
investments for Americans. The commercial paper market was also disrupted, threatening a vital source
of funding for many businesses. No one knew how deeply the markets and the economy would fall, and
private lenders massively retrenched risk.

Amidst these events, on Friday, September 12, American International Group (AIG) officials informed
the Federal Reserve and Treasury that the company was facing potentially fatal liquidity problems.
Although it was neither AIG’s regulator nor supervisor, the Federal Reserve Bank of New York (FRBNY)
immediately brought together a team of people from the Federal Reserve, the New York State Insurance
Department, and other experts to consider how to respond to AlG’s problems. Congress gave the
Federal Reserve authority to provide liquidity to the financial system in times of severe stress, and it
acted to fulfill that responsibility.

At the time, AIG was the largest provider of conventional insurance in the world, with approximately 75
million individual and corporate customers in over 130 countries. AlG’s assets exceeded $1 trillion. It
was significantly larger than Lehman Brothers. It insured 180,000 businesses and other entities
employing over 100 million people in the U.S. It was a large issuer of commercial paper and the second
largest holder of U.S. municipal bonds. AlG’s parent holding company, which was largely unregulated,
engaged in financial activities that strayed well beyond the business of life insurance and property and
casualty insurance. lIts financial products unit was a significant participant in some of the newest,
riskiest, and most complex parts of the financial system.

In the chaotic environment of September 2008, the Federal Reserve and Treasury concluded that AIG’s
failure could be catastrophic. Among other things, if AlG had failed, the crisis would have almost
certainly spread to the entire insurance industry, and its failure would have directly affected the savings
of millions of Americans in ways that Lehman’s failure did not. Therefore, the government took action
to protect the financial system.

AIG needed a durable restructuring of both its balance sheet and its business operations. Falling asset
prices generated substantial losses on the company’s balance sheet. They also increased the payments
to counterparties that AIG was required to make under the terms of credit protection contracts it had
sold. AlG’s insurance subsidiaries experienced significant cash outflows related to a securities lending
program, as the value of residential mortgage-backed securities that they had purchased and loaned
against cash collateral continued to fall.
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The government faced escalating and unprecedented challenges on many different fronts of the
financial crisis during September, October, and November. During that time, the Federal Reserve and
Treasury took a series of steps to prevent AlG’s disorderly failure and mitigate systemic risks.

1. Program and Goals

The initial assistance to AlIG was provided by the FRBNY before the passage of EESA and the creation of
TARP. The FRBNY provided loans to AlIG under the section 13(3) authority of the Federal Reserve Act to
lend on a secured basis under “unusual and exigent” circumstances to companies that are not
depository institutions:

e In September 2008, the FRBNY provided an $85 billion credit facility to AIG, and received
preferred shares which currently have approximately 79.8 percent of the voting rights of AIG’s
common stock (known as Series C). The FRBNY created the AIG Credit Facility Trust (the Trust)
to hold the shares for the benefit of the U.S. Treasury but the Department of the Treasury does
not control the Trust and cannot direct its trustees.

After TARP was enacted, the Treasury and the Federal Reserve continued to work together to address
the challenges posed by AlG:

e In November 2008, the Federal Reserve and Treasury jointly announced a package of actions
designed to address the continuing vulnerabilities in AlG’s balance sheet that threatened its
viability and its credit ratings. Treasury invested $40 billion in senior preferred stock of AIG
under the authority recently granted by EESA (the preferred stock was subsequently
exchanged in April 2009, for face value plus accrued dividends, into $41.6 billion of a
different series of preferred stock), and it also received warrants to purchase common
shares in the firm. The funds were used immediately to reduce the loans provided by the
FRBNY. As part of the restructuring, the FRBNY also agreed to lend up to $22.5 billion to a
newly created entity, Maiden Lane Il LLC, to fund the purchase of residential mortgage-
backed securities from the securities lending portfolio of several of AlG’s regulated U.S.
insurance subsidiaries, and up to $30 billion to a second newly created entity, Maiden Lane
Il LLC, to fund the purchase of multi-sector collateralized debt obligations from certain
counterparties of AlG Financial Products Corp. (AIGFP).

e In April 2009, Treasury created an equity capital facility, under which AIG may draw up to
$29.8 billion as needed in exchange for issuing additional shares of preferred stock to
Treasury. As of September 30, 2010, AIG has drawn $7.5 billion from the facility and the
remainder will be used in connection with the restructuring plan discussed below.

e In December 2009, the Federal Reserve received preferred equity interests in two special
purpose vehicles (SPVs) formed to hold the outstanding stock of AlG’s largest foreign
insurance subsidiaries, American International Assurance Company (AlA) and American Life
Insurance Company (ALICO), in exchange for a $25 billion reduction in the balance
outstanding and maximum credit available under AlIG’s revolving credit facility with the
FRBNY. The transactions positioned AIA and ALICO for initial public offerings or sale.
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2. The AIG Restructuring Plan and Taxpayer Exit

On September 30, 2010 AIG announced that it had entered into an agreement-in-principle with the U.S.
Department of the Treasury, the FRBNY, and the Trust designed to repay all of the company’s
obligations to American taxpayers. The restructuring plan will accelerate the timeline for AIG’s
repayment of the government and will put taxpayers in a considerably stronger position to recoup their
investment in the company. At current market prices the value of the 1.655 billion of shares that
Treasury will receive is approximately $64.3 billion,** versus the $47.5 billion that Treasury has invested
in the company to date.

The basic terms of the restructuring plan are straightforward in concept: sell sufficient assets to pay off
AlG’s obligations to the FRBNY, streamline AIG’s business portfolio, and recapitalize AlG’s balance sheet
to support investment grade status without the need for ongoing government support.

More specifically, the plan is premised on three key steps:
a. Repaying and terminating the FRBNY Credit Facility with AlG

Today, AlG owes the FRBNY approximately $21 billion in senior secured debt under the FRBNY credit
facility. Under the plan, AIG will repay this entire amount and terminate the FRBNY senior secured
credit facility. Funding for this will come primarily from the proceeds of the initial public offering of the
company’s Asian life insurance business (AlA) and the pending sale of its foreign life insurance company
(ALICO) to MetLife.

b. Facilitating the orderly exit of the U.S. Government’s interests in two special purpose
vehicles (SPVs) that hold AIA and ALICO

Today, the FRBNY holds preferred interests in two AlG-related SPVs totaling approximately $26 billion.
Under the plan, AIG will use the remaining $22 billion of TARP funds available to it (under the Series F
preferred stock facility provided in April 2009) and Treasury will receive an equal amount of the FRBNY’s
preferred interests in the SPVs. Over time, AlG will repay the FRBNY and the Treasury for these
preferred interests through proceeds from the sales of AlG Star Life Insurance and AlIG Edison Life
Insurance, the monetization of the remaining equity stake in AIA, the sale of MetLife equity securities
that AIG will own after the close of the ALICO sale, and the monetization of certain other designated
assets. The aggregate value of the assets underlying the preferred interests in the SPVs significantly
exceeds the liquidation preference of the preferred interests. Treasury does not anticipate incurring any
loss from its purchase of the SPV preferred interests.

c. Retiring AlIG’s remaining TARP support

To date, Treasury has invested approximately $S47.5 billion of TARP funds in AIG. Under the plan,
Treasury is expected to receive approximately 1.1 billion shares of AIG common stock in exchange for its
existing TARP investments in AIG, and an additional 563 million shares of common stock from the
exchange of the Series C preferred shares held by the Trust. After the exchange is completed, it is
expected that Treasury will sell its stake in AlIG into the public markets over time.

" The price of AIG common stock, as of Friday, October 1, 2010, was $38.86.
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The plan is still subject to a number of conditions, and much work remains to be done to close the
transactions. Nevertheless, the plan reflects the substantial progress that AlG and the government have
made in restructuring the company and reducing the systemic risk that it once posed. The plan also
represents a significant step towards ending the government’s role in providing assistance to the
company.

Over the past two years, the government has worked with AIG to recruit a new CEO, a new Chief Risk
Officer, a new General Counsel, a new Chief Administrative Officer, and an almost entirely new Board of
Directors. All of these executives and directors are committed to the objective of executing the
restructuring plan and paying back taxpayers as promptly as practicable. In addition, the profitability of
the AIG’s core business —its insurance subsidiaries — has been steadily improving, as has the market’s
perception of the value of these subsidiaries. The improvement in the value of these businesses and
their ultimate sale are central to the AIG restructuring plan.

Upon completion of the restructuring plan, AlG will be a simplified life, property and casualty insurer
with solidly capitalized insurance subsidiaries, adequate liquidity, and a stable balance sheet.

Treasury Positions in AlG, post-Restructuring @

Other Total

TARP (Series C) Treasury

Funds Invested ($B) $69.8 - $69.8

Common Equity

Number of Shares (B) 1.092 @ 0.563 ©

Value ($B) $42.4 @ $21.9 @ $64.3

Preferred Interest In AIG SPVs ($B  $22.3 © - $22.3

Treasury Net Value ($B) ($5.1) $21.9 $16.8

Note: This table shows only Treasury's investments in AIG and does not reflect FRBNY's loans to or
interests in AIG. The restructuring plan provides for payment in full of the FRBNY Credit Facility. In
addition, the value of the assets held by Maiden Lane Il and Maiden Lane Ill currently exceeds the
amounts of the FRBNY loans to those entities, and it is expected that each of those loans will be
paid in full.

@ Treasury holds investments in AIG in two forms: equity investments made through TARP and
equity provided to the AIG Credit Facility Trust for Treasury's benefit and in connection with the
Federal Resene's creation of the FRBNY Credit Facility in September 2008.

@ After the proposed restructuring of AIG TARP will hold 1.092 billion shares of AIG common stock.

@ After the proposed restructuring of AIG Treasury will receive 563 million shares of AIG common in
connection with the wind-down of the AIG Credit Facility Trust.

@ Common equity is valued at the market closing price on October 1, 2010 of $38.86 per share.

® After the proposed restructuring of AIG, TARP will hold up to $22.3 billion of preferred interests in
two AlG-related SPVs. The estimated aggregate value of the assets underlying the preferred
interests in the SPVs significantly exceeds the liquidation preference of the TARP preferred interests.
Therefore, Treasury does not anticipate incurring any loss from its purchase of the SPV preferred in
connection with the AIG restructuring. For further details see the 8-K filed by AIG with the SEC on
September 30, 2010.
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3. Protecting the Taxpayer

Since the rescue of AlG, there have been a number of criticisms leveled at the actions the government
took and the decision-making process that resulted in those actions. Representatives of Treasury, the
Federal Reserve Board, and the FRBNY have testified on several occasions about the actions that the
government took and have provided written responses for the public record.” That record should be
read by anyone who wants to obtain a full understanding of the government’s actions. In this report,
we summarize some of the issues that have been raised in that public discussion. We focus on three key
guestions that have been asked:

e Should AIG have been allowed to fail and go bankrupt?
e Were all other options exhausted before assistance was provided to AIG?
e Were the payments made by AIG to its derivative counterparties appropriate?

a. Should AIG have been allowed to fail and go bankrupt?

Some observers have argued that AlG should have been left to fail and file for bankruptcy. However, by
virtue of both the size of its balance sheet and the nature of its liabilities, an AlG bankruptcy in
September of 2008 would have been catastrophic to global financial and insurance markets. AIG was
one of the largest life insurers in the United States. AIG’s failure would have directly threatened the
savings of millions of Americans. AlG had provided financial protection to municipalities, pension funds,
and other public and private entities through guaranteed investment contracts and products that
protect participants in 401(k) retirement plans. Doubts about the value of AlG life insurance products
could have generated doubts about similar products provided by other life insurance companies, and
opened an entirely new channel of contagion and panic.

In addition, upon the filing of a bankruptcy petition by AIG, holders of hundreds of billions of dollars of
financial assets “insured” by AIGFP would have been entitled to: (i) immediately terminate their
insurance contracts with AIG, (ii) apply the collateral AIG had previously posted with them to their
termination claims against AIG, and (iii) offset remaining contractual claims they had against AIG against
any other obligation they might owe AIG on any other qualified financial contract. The consequences of
this rapid unwinding of AlG’s credit insurance would have been severe. Having lost the benefit of AIG’s
insurance or “wrap” on hundreds of billions of dollars of credit instruments, AlG’s counterparties would
have sought to replace the insurance if it were available, or (because such insurance was largely
unavailable in September of 2008) to sell the underlying credit instruments so as to mitigate future
losses.

1 See, for example, Secretary Geithner’s Testimony before the House Committee on Oversight and Government
Reform (January 27, 2010), available at: http://www.treas.gov/press/releases/tg514.htm; Written Testimony of
Jim Millstein, Chief Restructuring Officer, U.S. Department of the Treasury, before the Congressional Oversight
Panel (May 26, 2010), available at: http://cop.senate.gov/documents/testimony-052610-millstein.pdf; Federal
Reserve Board Chairman Ben S. Bernanke’s Testimony before the House Committee on Financial Services (March
24, 2009), available at: http://www.federalreserve.gov/newsevents/testimony/bernanke20090324a.htm; Scott G.
Alvarez’s Testimony before the Congressional Oversight Panel (May 26, 2010), available at:
http://www.federalreserve.gov/newsevents/testimony/alvarez20100526a.htm; and Thomas C. Baxter’s Testimony
before the House Committee on Oversight and Reform (January 27, 2010), available at:
http://www.newyorkfed.org/newsevents/speeches/2010/bax100127.html.
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The widespread sale of hundreds of billions of dollars of a concentrated class of financial assets would
have created significant additional downward selling pressure on financial assets, amplifying the selling
panic that had already started following the Lehman bankruptcy. Of equal concern, the default by AlIG
and AIGFP on more than $100 billion of institutional indebtedness, including $15 billion of commercial
paper and $85 billion of short-term repurchase obligations, would have exacerbated the stresses in the
money market and repo markets.

This damage of AlIG’s collapse would have rapidly spread beyond Wall Street. Borrowing costs for all
businesses would have increased severely, the value of pension funds would have fallen even more
sharply, and job losses would have skyrocketed. While the decision to save AlG was not an easy one, it
was a better choice for the American people than facing the catastrophic risks of letting it fail given the
state of the financial system at the time.

b. Were all other options exhausted?

Some have suggested that the government should have pursued other options more aggressively, such
as a rescue by private firms or a “hybrid” option involving both public and private assistance. However,
no one has identified a particular private or “public-private hybrid” solution that could have been
achieved in the circumstances, or even a potential specific one that should have been explored. Others
have suggested that a pre-packaged bankruptcy might have been possible, even though there was no
legal tool available to manage the orderly wind-down of the company. In particular, the government did
not have the ability to quickly separate the stable, underlying insurance businesses from the complex
and dangerous financial activities carried out primarily by AIGFP.

1) Private or a hybrid private-public rescue

The basic fact is that AIG needed over $60 billion in September 2008 to avoid failure. No private firm
was willing to provide it, despite the efforts of AlG and the government to secure support. AIG had
already reached out to the private sector for funding but was unable to find companies willing to lend it
the amount that it needed to avoid bankruptcy. The government also worked to facilitate a private
solution. A series of major investors considered taking action and refused to do so, including Warren
Buffett, two of the largest banks, and some of the largest private equity firms in the world.

At the time AIG needed assistance, banks were shrinking credit and were reluctant to lend even to one
another. Large private investors were hoarding cash. In short, it was simply not possible, under the
circumstances, to prevent the failure of AlG without having the government step in.

2) Pre-packaged bankruptcy

Others have suggested that the government should have explored the option of a pre-packaged
bankruptcy for AlG. A pre-packaged bankruptcy typically requires months of planning and preparation.
By contrast, in September 2008, the FRBNY, having had no previous regulatory or supervisory authority
over AlG or AIGFP, did not have time to organize AlG’s thousands of creditors and hundreds of
regulators (in over 100 countries) into an effective negotiating committee, let alone structure a plan of
reorganization with them and implement it.

The impracticality of a pre-packaged plan process for AlIG was not merely about timing, however, as
there was a more fundamental problem. AIG’s business depends on its customers’ and lenders’
perception of its long-term viability. Unlike a manufacturing or retail company, the stability of a
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financial institution like AlG depends on its customers’ and counterparties’ confidence that it will be
“good for the money”. A manufacturer or a retailer can continue to sell its products during the
restructuring of its balance sheet so long as it has physical goods to sell. A financial institution like AIG
cannot. A balance sheet restructuring involving the compromise of its obligations, whether in or out of
formal bankruptcy proceedings, is fundamentally inconsistent with the basic commitment that an
insurance company gives to its customers: that it will honor its long-term payment obligations.

Similarly, even with an announced government facility to “bridge” AlG to and through bankruptcy, at the
first hint that AIG had commenced negotiations with its creditors over the potential restructuring of
their debt, AIG’s ability to sell new insurance policies would likely have evaporated. Equally damaging,
redemptions of old policies would have further accelerated. Together, the loss of new sales and the
increase in redemptions would have created a huge drain on the insurance subsidiaries’ liquidity.
Similarly, short-term creditors, such as AlG’s securities lending counterparties, would have likely refused
to roll over their loans, demanding immediate payment instead. That “run” on AlG and its subsidiaries’
liquidity would have forced regulators to protect all policyholders in their jurisdictions by ring-fencing
the insurers’ assets or, in the extreme case, forcing the insurer into wind-down proceedings. In addition,
it is probable that in order to effectuate a pre-packaged bankruptcy, the size of a government “bridge”
facility would have needed to be much larger than the amount of assistance the government actually
provided to stabilize the company.

Moreover, at the time there existed no “resolution authority” to resolve AIG, such as the manner in
which the FDIC resolves banks. AlG’s liquidity position and the value of its underlying insurance
subsidiaries were inextricably linked to the rating of the parent company. So with no other “resolution”
alternative, the only way to avoid the systemic risks associated with a chapter 11 filing of AlG was to
provide AIG with (i) sufficient liquidity to meet its obligations to its creditors and counterparties in the
ordinary course of business in full (so as to avoid any defaults that might trigger insolvency proceedings),
and (ii) sufficient equity to maintain AIG’s investment grade rating (so as to preserve the viability of its
insurance subsidiaries and to avoid further collateral calls at AIGFP).

By contrast, commencement of bankruptcy proceedings for those subsidiaries of AlG that were eligible
for chapter 11 relief would have triggered ratings downgrades at each of AlG’s major insurance
subsidiary groups and would almost certainly have resulted in the commencement of receivership,
rehabilitation or wind-down proceedings by local insurance regulators, affecting the redemption and
surrender rights of more than 100 million life insurance and annuity policyholders, globally. With its
insurance subsidiaries in separate regulatory proceedings in 130 countries, any sale of AIG’s major
insurance business units as integrated wholes would have been extremely difficult.

These further downgrades by the rating agencies would also have triggered additional collateral calls at
AIGFP, putting AIG’s liquidity under even greater stress. In all likelihood, the policyholder run on AIG’s
insurance subsidiaries and the counterparty run on AIGFP would have started in earnest before any pre-
packaged plan could have been put to a vote.

3) Conditional lending

Some have suggested that the government should have made its assistance to AlG conditional on
certain creditors taking discounts on their claims. There are a number of reasons why the government
did not do so which are discussed in the testimony referred to earlier. Most important, had the
government conditioned its assistance on AlG’s coercion of certain creditors to reduce their amounts
due and owed from AIG, the government would have created the very conditions of default that it was
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seeking to avoid. The coercion would have undercut the government’s primary goal in providing AIG
with necessary liquidity — enabling AIG to pay its customers and creditors, maintain confidence, and
avoid further rating downgrades and default. The tactic has been used in certain sovereign debt
restructurings, but it can be used there only because sovereigns cannot go bankrupt, and it generally
requires months of planning.

In addition, any attempt to condition the government’s lending would have created further uncertainty
as to which of AIG’s counterparties would have been paid and which would have been forced to take
losses. More generally, conditional lending would have undermined the public’s trust in the
government’s commitment to the broader range of extraordinary financial stability initiatives underway
during that very fragile period. One of the objectives at the time was to calm market participants. The
market uncertainty (and the potential allegations of favoritism) that would have followed from
conditional lending would have undermined that aim. Such an action would have caused confusion and
doubt about what the government might do. For instance, would the government force the creditors of
other institutions to take haircuts as a condition of assistance and, if so, which ones?

Finally, conditional lending might not necessarily have even worked: would a creditor who was pressed
for a discount simply refuse and declare a default? In sum, conditional lending would have heightened
the risk of an AlG default, which is what the government was trying to — and did — avoid.

c. Was the treatment of AlG’s derivative counterparties appropriate?

Various questions have been raised about how AlG’s counterparties were treated when Maiden Lane llI
was established. While the financial contracts involved were complex, basically, AlG had agreed to
insure the value of certain risky securities called multi-sector CDOs. The value of these securities was
tied to pools of other assets, mostly subprime mortgages. As the financial crisis intensified, the value of
the securities fell sharply, and AIG had to post collateral or make payments on the insurance.

The problem was that AlG had written billions of dollars of insurance on these CDOs without sufficient
capital. AIG was fine as long as the prices of the assets it insured didn’t fall, and its own credit rating
didn’t fall. But if either happened, it would be in trouble. In the fall of 2008, both events occurred. The
value of the assets and AlIG’s credit rating fell, bringing AIG to the brink of bankruptcy.

By August of 2008, AIG had already paid out over $16 billion to counterparties on contracts similar to
the ones that Maiden Lane Ill was designed to address. When the Federal Reserve established the initial
credit facility on September 16, 2008, it knew that there could be further demands of this sort. In the
midst of the ongoing financial crisis, the underlying mortgage securities were likely to continue to
decline in value.

The government faced the following options: let AlG default on these contracts; continue to lend AlG
money so it could meet its short-term obligations; or restructure the contracts to stop the
hemorrhaging, and potentially recover value on them in the future. If the government had let AlG
default, it would have gone into bankruptcy, triggering all the disastrous economic consequences
described earlier. If the government had simply continued to lend AIG money, it would have fed a
vicious cycle. AIG could have made its current payments, but this would have increased AlG’s debt at a
time when the rating agencies felt AIG already had too much. Any resulting downgrade by the rating
agencies would have further threatened AIG’s viability, driving more uncertainty and panic through the
entire financial system, and requiring even more financial support.
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Instead, the government sought to restructure the contracts. The counterparties held insurance
contracts entitling them to full or par value of the contract. Some have suggested that the FRBNY
should have used its regulatory authority, or some other means, to coerce AIG’s counterparties to
accept discounts. This was not a viable option either. If the FRBNY had sought to force counterparties
to accept less than they were legally entitled to, market participants would have lost confidence in AIG,
customers would have sought other places to do business, and the ratings agencies would have
downgraded AIG again. This would likely have led to AlG’s collapse and threatened the government’s
efforts to rebuild confidence in the financial system. This would have likely meant a deeper recession,
more financial turmoil, and a much higher long-term cost for American taxpayers.

Operating with these constraints, the FRBNY and AlG initiated discussions with the major counterparties
about whether they would be prepared to accept concessions on the prices of the securities. The
government knew that the likelihood of success was modest. Relatively quickly, most firms declared
that they would not, on any condition, provide such a concession. One said that it was willing to accept
a small discount, but only if everybody else would agree to equal concessions on their prices.

In order to cancel the insurance, the CDOs were purchased for fair market value, which at the time was
about 48 cents on the dollar.’® The counterparties also kept the cash that they had already received
from AIG. Taken together, these two amounts approximately equaled the original par value that the
banks had insured. In designing and implementing this transaction the Federal Reserve’s objective was,
as it always is, to get the best deal for the taxpayer. The Federal Reserve made judgments about these
transactions carefully with the advice of outside counsel and financial experts. Because Maiden Lane IlI
can hold the underlying CDOs to maturity, it is largely immune from short-term volatility and liquidity
needs, and is therefore in a better position to maximize the value of the CDO portfolio.

In fact, since Maiden Lane Ill purchased the securities, they have generated significant cash flows. These
have been used to pay down the FRBNY’s loan by over $9 billion. It is likely that Maiden Lane Il (as well
as Maiden Lane II) will pay the FRBNY back in full and generate a profit for U.S. taxpayers. While the
immediate objective was to prevent AIG’s collapse, the government believes that strategy that the
Federal Reserve and the Treasury pursued in establishing Maiden Lane Ill will generate a better long-
term outcome for taxpayers than would have any alternative available at that time.

16 At the time, the CDOs had a fair market value of about $29.6 billion and a par value of approximately $62 billion.
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This section examines the development, accomplishments, challenges and evolution of Treasury’s
housing initiatives under TARP. The basic terms of these programs are summarized in the subsection
titled “Summary Description of Housing Programs” on page 77.

A. The Crisis

In the beginning of 2009, the U.S. economy was facing the fallout from a housing bubble that by some
measures had doubled home prices in a period of six years. During the heady days of the bubble,
lenders had migrated to riskier mortgage products and borrowers had extracted equity from their
homes. From 2003 through 2006, the share of mortgages that met the relatively conservative
underwriting guidelines of Fannie Mae, Freddie Mac, and the government fell roughly in half, from two-
thirds to one-third, while riskier products such as subprime and “Alternative A” (Alt-A) loans gained
market share.

Delinquency rates on mortgages had risen significantly, particularly on riskier products; loans were
defaulting at over three times their early-2004 rate. Alt-A and subprime loans, which comprised a
combined 19 percent of OCC-regulated banks’ portfolios in early 2009, accounted for nearly half of the
seriously delinquent loans.

A backlog of seriously delinquent loans had developed, through a combination of state foreclosure
moratoria and the inability of servicers to manage the unprecedented volume of defaults.

Stresses in the financial system had reduced the supply of mortgage credit, limiting the ability of
Americans to buy homes. Fannie Mae and Freddie Mac had been in conservatorship for over four
months. And millions of responsible American families who were making their monthly payments—
despite having lost jobs or income—had seen their property values fall, and were unable to sell or
refinance at lower mortgage rates. The combination of falling home prices and economic contraction
had sharply increased the financial strains on many responsible homeowners. At the beginning of 2009,
nearly one-quarter of homeowners owed more on their mortgages than their homes were worth.
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Figure 6-C:
Product Mix
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B. Policy Responses

During its first month in office, the Obama Administration took aggressive action to address the housing
crisis. In February 2009, President Obama announced the Homeowner Affordability and Stability Plan.
As part of this plan and through other housing initiatives, the Administration took the following actions
to strengthen the housing market:

Launched the Home Affordable Modification Program (HAMP), which would permanently
reduce mortgage payments to affordable levels for qualifying borrowers;

Provided strong support to Fannie Mae and Freddie Mac to ensure continued access to
affordable mortgage credit across the market;

Purchased, through Treasury and with the Federal Reserve, more than $1.4 trillion in agency
mortgage backed securities, which helped keep mortgage rates at historic lows, allowing
homeowners to access credit to purchase new homes and refinance into more affordable
monthly payments;

Through the Federal Housing Administration (FHA), provided liquidity for housing purchases at a
time when private lending had declined, playing an important counter-cyclical role;

Supported expanding the limits for loans guaranteed by Fannie Mae, Freddie Mac, and FHA from
previous limits up to $625,500 per loan to $729,750;

Expanded refinancing options for Fannie Mae and Freddie Mac loans, particularly for borrowers
with negative equity, to allow more Americans to refinance;
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e Supported a tax credit for first time homebuyers, which helped 2.5 million American families
purchase homes; and

e Through ARRA, provided more than $5 billion in support for affordable rental housing through
low income housing tax credit programs and $6.92 billion in support for a neighborhood
stabilization program to restore neighborhoods suffering concentrated foreclosures.

As Mark Zandi (a former economic adviser for Senator John McCain’s 2008 presidential campaign) and
Alan S. Blinder (a former economic adviser for President Clinton) noted in a paper released in July 2010,
the government’s financial and fiscal policies tend to reinforce each other, such that the combined
effect exceeds the sum of the parts. For example, providing housing tax credits as part of the stimulus
boosts housing demand and therefore house prices. Foreclosures decrease, and the financial system
suffers smaller losses, which, in turn, enhances the effectiveness of the government’s efforts to stabilize
the financial system.

C. Design of HAMP

As part of that Homeowner Affordability and Stability Plan, pursuant to the authority granted in EESA,
the Obama Treasury Department began work on a program that would improve the affordability of
mortgages for responsible homeowners, consistent with the mandate of EESA to promote financial
stability while protecting taxpayers. Developing the program posed very difficult and challenging policy
tradeoffs—how to make meaningful interventions that yield a high probability of participation and
broadly support borrower success while minimizing the cost to the government, moral hazard, adverse
selection, and operational and financial risks and complexity.

In addition, legal and other constraints required Treasury to develop a voluntary program that would
support servicers’ efforts to modify mortgages. TARP had originally been conceived as a program to
purchase troubled assets directly from the balance sheets of banks, and to the extent Treasury acquired
mortgages, it had authority to modify them directly. TARP was not primarily used for this purpose.
EESA authorized certain types of programs to assist homeowners but constrained Treasury’s ability to
set up a mandatory modification program. Direct assistance to borrowers would not be consistent with
the law, and valid mortgage contracts would have to be respected by any program Treasury established.
Consequently, these legal constraints forced Treasury to seek the voluntary cooperation of mortgage
servicers and investors.

While designing a program to improve the affordability of mortgages for responsible homeowners was
difficult, the problem facing the mortgage industry was clear: loan servicers were simply unequipped to
manage the magnitude of the crisis before them. The servicers were structured and staffed to perform
a limited role: collecting payments and foreclosing on delinquent mortgages. They did not have the
systems, staffing, operational capacity or incentives to engage with homeowners on a large scale and
offer meaningful relief from unaffordable mortgages. Moreover, the expansion of private
securitizations during the housing boom left servicers in a complicated legal situation; contractual
language designed during the heady days of the bubble vaguely bound them to maximize investor
returns, but little specific guidance existed on how that might be accomplished if the environment
turned sour. At the time, there was no consensus among loan servicers about how to respond to
responsible borrowers who were willing to continue making payments but were in need of some
mortgage assistance.

Troubled Asset Relief Program — Two Year Retrospective - October 2010 61



6. Retrospective on the TARP Housing Initiatives

-----------------------------------------------------------------------------------------------------------------------------------------------------------------------------------

In August 2008, Sheila C. Bair, Chairman of the FDIC, announced a plan for the FDIC to systematically
modify troubled mortgages owned or serviced by IndyMac Federal Bank. The program would use a
standardized modification process, including interest rate reduction, term extension, and principal
forbearance, to achieve a mortgage affordability target, defined as a monthly mortgage payment of no
more than 38 percent of gross monthly income, which was later lowered to 31. The FDIC program also
proposed a decision-making framework that explicitly compared the difference in cash flows a
mortgage-holder would receive with and without an FDIC modification, and the probability the
borrower would ultimately suffer foreclosure in either case.

Though the scale of the FDIC/IndyMac program was small relative to the national crisis, the introduction
of a standardized modification objective, a method for achieving it, and a decision-making framework
marked a breakthrough in the mortgage investing and servicing industries' approach to foreclosure
avoidance. Toward the end of 2008, a group of counselors, mortgage companies, investors, and other
mortgage market participants called the Hope Now Alliance proposed a streamlined loan modification
approach, which represented its best plan to offer relief to borrowers and to preserve its members’
investments in mortgages. Shortly thereafter, Fannie Mae and Freddie Mac adopted the streamlined
loan modification as policy. This standardized modification would reduce the borrower’s obligation to
no more than 38 percent of the borrower’s income through any combination of interest rate reduction,
term extension, and principal forbearance.

The Hope Now Alliance framework demonstrated the private sector’s willingness to work toward finding
solutions to improve borrower and investor outcomes. But the program had serious drawbacks. The
proposed modification framework lacked a mechanism for deciding when to apply the mortgage
modification. Servicers’ legal obligations toward modifying securitized loans remained uncertain, and
servicers continued to be paralyzed by the need to seek approval from investors on a mortgage-by-
mortgage basis. There were no accepted timeframes for servicer decisions. As a result, the streamlined
loan modification was applied irregularly, and repayment plans — rather than more permanent
modification solutions — remained a favored tool for servicers. In the first quarter of 2009, only half of
modifications lowered borrowers’ payments, and nearly 40 percent of servicers’ home retention efforts
took the form of repayment plans rather than modifications or modification trials. As a result, hundreds
of thousands of responsible American families simply lost their homes.

The Obama Administration recognized the momentum in the private sector reflected in Hope Now’s
efforts and sought to build upon it. Understanding that the solution was incomplete, the Administration
concluded that government had a crucial role to play in clarifying legal arrangements between servicers
and securitized trusts, creating uniformity in the decision-making process, and subsidizing more
generous modifications that would better stabilize borrowers.

The Administration challenged itself to develop a program that would protect taxpayers at the same
time that it broadly offered responsible, but struggling, homeowners the opportunity to remain in their
homes at more affordable payment levels. The Administration determined that in order to achieve
these objectives simultaneously, it was critical to leave the financial risk of modification re-default with
the investors. Ultimately, the program should offer the opportunity to many, but the taxpayer should
pay only to the extent the distressed borrower is assisted by a permanent modification that remains in
effect.
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HAMP was built around four core principles, designed to help the large segment of at-risk homeowners
for whom foreclosure is avoidable and who want to stay in their homes.

First, the program focused on affordability, in an effort to ensure that borrowers who hope to remain in
their homes would be able to afford the modified mortgage payment. Every modification under the
program would be required to lower the borrower's monthly mortgage payment to 31 percent of the
borrower's monthly gross income, a level estimated to provide reasonable assurance that the
modification would be sustainable. The borrower’s modified monthly payment would remain in place
for five years, which Treasury expected would provide sufficient time for the housing market and the
financial system to recover.

Second, HAMP would protect the taxpayer by employing an innovative pay-for-success structure and
requiring the investor in the mortgage to retain the risk of future re-default. This structure aligned the
interests of servicers, investors, borrowers and taxpayers and encouraged loan modifications that would
be both affordable for borrowers over the long term and cost-effective for taxpayers. Servicers would
receive an up-front payment of $1,000 for each successful modification after completion of the trial
period, and “pay for success” fees of up to $1,000 per year for three years, if the borrower continued to
make payments on time and in full. Homeowners would earn up to $1,000 in principal reduction each
year for five years if they remained current. HAMP also matches reductions in monthly payments dollar-
for-dollar with the lender/investor as they are reduced from 38 percent of the borrower’s income (a 38
percent debt-to-income ratio, or “DTI”) to 31 percent DTI. This requires the lender/investor to share
with the Treasury the first loss in reducing the borrower’s payment down to a 38 percent DTI, requiring
lenders/investors to share in the burden of achieving affordability. To encourage the modification of
current loans expected to default, HAMP provides additional incentives to servicers and
lenders/investors after current loans are modified. These incentives were deemed crucial to the success
of a program that, under EESA, would have to elicit the voluntary participation of servicers, investors
and homeowners.

Third, while participation in HAMP would be voluntary for mortgage servicers, servicers who chose to
participate would be prevented from “cherry-picking” loans to modify in a manner that might deny
assistance to qualified borrowers at greatest risk of foreclosure. Any servicer that signed up for the
program would be required to evaluate every eligible loan using a standard net present value (NPV) test.
If the test was positive, the servicer would be required to modify the loan.

Fourth, unemployed borrowers would be allowed to participate in the program. Unemployed borrowers
who had nine months or more of unemployment insurance remaining would be eligible to include it in
their income for consideration in the NPV calculation. Unemployed borrowers are also allowed to
include other sources of passive income like rental income and income from an employed spouse.

The basic HAMP terms were as follows: a participating HAMP servicer applies a series of modification
steps to reduce the homeowner’s monthly mortgage payment to 31 percent of the homeowner’s gross
(pre-tax) income, in the following order: rate reduction to as low as two percent; term extension up to
40 years; and principal deferral (or forbearance, at the servicer’s option). The modified interest rate is
fixed for a minimum of five years. Beginning in year six, the rate may increase no more than one
percentage point per year until it reaches the Freddie Mac Primary Mortgage Market Survey rate
(essentially the market interest rate) at the time the permanent modification agreement was prepared.
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Before a mortgage is permanently modified, the homeowner must make the new, reduced monthly
mortgage payment on time and in full, and submit the necessary documentation, during a trial period of
three months to demonstrate that the modified monthly payment is sustainable. Homeowners who
make payments on permanently modified loans on time accrue an incentive of $1,000 per year to
reduce the amount of principal they owe up to a maximum of $5,000.

Any modification offer will provide a binding reduction in payments for borrowers who continue to meet
the full terms of the modification, whether in the trial phase or after having converted to a permanent
modification.

D. HAMP Targeting

Protecting taxpayers required that the new program not aim to prevent all foreclosures. It would be
unfair to ask taxpayers to subsidize mortgages for speculators and owners of million-dollar homes or
vacation homes. Homeowners were facing foreclosure for a number of reasons, many of them outside
the control of the borrowers: some were put in unsustainable loans; many saw their incomes decline. In
addition, Treasury recognized that homeowners who could not afford to remain in their homes even
after receiving a substantial reduction in payments could be served better by assistance in relocating to
more affordable housing. Furthermore, Treasury recognized that preventing all foreclosures would be
extremely expensive, would further increase the “shadow” inventory of housing stock, and would delay
the stabilization of housing prices at realistic levels reflecting a rebalancing of supply and demand.

The Administration therefore identified four separate groups, and took a different approach toward
each:

1. Homeowners who either are likely to find ways to remain in their homes without government
assistance or, for policy reasons, the government should not assist. This group includes
homeowners with jumbo mortgages, non-owner occupied homes and speculative properties.
The program would not assist these homeowners.

2. Homeowners who are very likely to lose their homes, even with government assistance. This
group includes homeowners who purchased homes that they simply could not afford, either as a
result of poor underwriting or because they provided incomplete or misleading information
(often at the urging of originators). It also includes homeowners who lost their jobs, are unlikely
to regain employment with compensation comparable to their prior incomes and, due to high
debt-to-income ratios, would likely default even with a lower monthly payment. The program
would assist these homeowners in relocating, but trying to prevent foreclosure would not be a
justified or constructive intervention.

3. Homeowners who have made the decision that they no longer want to remain in their homes,
regardless of affordability, did not respond to repeated efforts to contact them and were willing
to walk away from their mortgages. The program would not assist these homeowners.

4. Middle-class working homeowners in owner-occupied homes who are at risk of losing their
homes but for whom government assistance would significantly improve the odds they would
avoid foreclosures. Helping these homeowners would prevent unnecessary pain and suffering
and would help to stabilize housing markets. This was the target group for loan modifications
through HAMP.
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The program that Treasury developed, HAMP, was therefore an important part — but only one part — of
the Obama Administration’s comprehensive response to the financial and housing crisis. Based on
economic conditions at the time, HAMP was expected to offer up to three to four million responsible
American homeowners at risk of foreclosure reduced monthly mortgage payments that were
sustainable over the long-term, providing these homeowners with a chance to modify their mortgages
and avoid foreclosure.

It is important to emphasize that HAMP was not intended to help all borrowers. As noted above, it was
intended to help an important segment of borrowers who were currently at-risk of foreclosure or who
would be at risk prior to the end of 2012, including only those homeowners who:

owned and occupied their homes as a primary residence;
e hadloan balances less than $729,750;
o took out their mortgages prior to Jan. 1, 2009;

e had contractual mortgage payments that were greater than 31 percent of their gross monthly
income;

e could afford to make reasonable payments on modified mortgages;
e could provide documentation of income and hardship; and

e wanted to remain in their homes and were willing to remain current on their payments and
comply with program terms.

The Administration originally projected that the new program would offer help to three to four million
families through the end of 2012, expecting most of these to families to act on the offer of help and to
receive a permanent modification. Treasury developed other strategies to transition borrowers out of
homeownership in the manner least disruptive to them or their communities, when a trial modification
did not convert to a permanent solution. Among this target population, Treasury also expected that
there would unfortunately still be some borrowers who would not respond to outreach efforts or who
would not act on trial modification offers when extended, though every effort was planned to reach out
to this population. Despite recognizing that not every trial modification would be successful, working
with servicers, housing counselors and others, Treasury would strive to reach as many eligible borrowers
as possible.

E. Early Successes and Challenges

In the first year of the HAMP program, Treasury made substantial progress in many key areas. Treasury
brought all stakeholders to the table -- servicers, investors, lenders, homeowners -- to assist as fast as
possible. Treasury set a goal of 500,000 trial modifications by November 1, 2009. Even though
participation was voluntary in accordance with EESA, Treasury quickly recruited servicers to the
program. Over one hundred non-agency servicers signed up for HAMP, in addition to the many
hundreds servicing loans on behalf of Fannie Mae and Freddie Mac. Close to ninety percent of
mortgage loans nationwide were quickly covered by participating servicers.
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Almost one month ahead of the November 1, 2009 benchmark, HAMP reached the 500,000 trial loan
modifications milestone. This goal had pushed servicers to ramp up program implementation and
sustain a faster pace of modifications; trial modifications were being issued at a faster rate than new
homeowners were becoming eligible, helping to address the backlog of distressed homeowners who
had received little assistance since the housing crisis became apparent in mid-2007. As of the end of
February 2010, 822,000 borrowers had been in the trial phase of the modification process for more than
three months and could be otherwise eligible for conversion subject to document submission and
remaining current on payments. Of these, 32 percent had received permanent modifications or had
been approved for permanent modification (170,000 permanent and another 92,000 approved for
permanent).

Nearly 1.4 million borrowers were in contact with their servicers and were approved for and extended a
modification offer, with 1.1 million of these approved offers resulting in modification trials. The run rate
of eligible borrowers approved for and starting modifications was at or above the target rate set
internally by Treasury of 20,000 — 25,000 per week. The 1.1 million borrowers who started
modifications had their payments reduced by a median amount of more than $500. And even those
borrowers who did not ultimately obtain a permanent modification received real relief as a result of
reduced payments during the trial period, along with the opportunity to become current or pursue a
foreclosure alternative like a short sale.

While the overall number of borrowers in permanent modifications rose substantially, the conversion
rate to permanent modifications was below anticipated levels. When the program launched in May
2009, servicers were explicitly provided flexibility to approve borrowers for trial modifications without
documentation of income in order to reach more borrowers more quickly. This approach was intended
to provide more immediate relief and allow the program meet pent-up demand for modifications after
two years of crisis conditions, “buy time” for many homeowners to find permanent solutions outside of
the foreclosure process and facilitate housing market stabilization. Though some servicers required
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some documents up front, in practice most servicers started trials on the basis of a verbal income
statement from the borrower. In the early fall and over the coming months, as the first large numbers of
borrowers reached a trial length that would allow them to become eligible for conversion to a
permanent modification, servicers experienced substantial difficulty in collecting and processing
applications and making decisions based on the documentation provided. The modification conversion
process was much more challenging than Treasury originally anticipated as a result of several factors,
including insufficient capacity and execution at most servicers, a lack of borrower willingness or ability
to provide necessary documentation, frequent inconsistencies between verbal and verified income that
resulted in borrowers being deemed ineligible for the program (e.g., a borrower’s verified income
demonstrated that a borrower already had a contract payment below 31 percent of the borrower’s
monthly income), and a process that proved more complex administratively than originally conceived.

Therefore, Treasury’s most immediate and critical challenge became working with servicers to increase
the rate at which trial modifications were converted to permanent modifications as quickly as possible.
As the first round of modifications reached the deadline to convert, Treasury caused servicers to
implement an aggressive conversion campaign to address the challenges that borrowers were
confronting in receiving permanent modifications. To prevent homeowners from losing their residences
during the extended trial period, Treasury issued guidance prohibiting servicers from foreclosing on
homeowners before their eligibility for a modification had been determined.

On January 28, 2010, Treasury issued new guidance requiring servicers to begin collecting documents
upfront no later than June 1, 2010. This was done in direct response to the challenges of collecting
documents during the trial period, and to help better ensure that more borrowers who start
modifications are able to convert to permanent status.

As noted, the program made substantial progress in many key areas through early 2010. The 1.4 million
offers and 1.1 million trial modifications put Treasury on track to meet the initial goal of offering help to
up to three to four million borrowers via a modification. The pace over most of the first year of roughly
100,000 modification starts per month suggested a final total of over four million trial modifications.

In the spring of 2010, the move to collect documents upfront to achieve better overall conversions
reduced the pace of modification offers materially; however, Treasury expects that requiring
documentation up front will substantially improve the success rate of trial modifications and speed
determinations.

Treasury also expects that the number of borrowers who do not complete trial modifications but
ultimately transition to other forms of assistance will grow substantially and will ultimately number in
the many hundreds of thousands. A cancelled trial modification does not mean that the program has
completely failed a homeowner or that the borrower will inevitably face foreclosure: HAMP explicitly
requires servicers to consider these borrowers for other foreclosure prevention options including
proprietary modifications or other options like a short sale or deed-in-lieu of foreclosure that also
prevent a foreclosure sale. The broader HAMP program provides borrowers with a range of assistance;
success can only be measured on an aggregate basis, taking account of homeowners’ individual
situations and outcomes. Based on survey data from the eight largest servicers, it is estimated that a
majority of borrowers who are turned down for a trial modification are offered some sort of foreclosure
alternative — usually a modification proprietary to the servicer, or a short sale — rather than proceeding
directly to foreclosure.
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There are a range of important measures of success; keeping in mind the measures mentioned above, as
well as others like the effect of HAMP on neighborhood and housing market stabilization, Treasury
continues to monitor progress and push for improved results. HAMP has had a substantial impact on
avoiding foreclosures so far (foreclosure sale is prohibited for the 200,000 borrowers still active in HAMP
trial modifications), and very few borrowers that have qualified for HAMP (including the ability to make
a reasonable payment on a modified loan as measured by income sufficient to pass an NPV model) have
gone through foreclosure sale to date. In addition, HAMP has transformed the way the mortgage
servicing industry treats borrowers in distress. Because of HAMP, servicers have developed constructive
private-sector options. Where there was once no consensus plan among loan servicers about how to
respond to borrowers in need of mortgage assistance, HAMP has established a universal affordability
standard, a 31 percent debt-to-income ratio. This has enhanced servicers’ ability to reduce mortgage
payments to sustainable levels while simultaneously providing investors with a justification for
modifications.

Taking into account HAMP’s effect on standardizing and expanding proprietary modifications in the
mortgage industry, the number of mortgage modifications has been double the number of foreclosure
completions: More than 3.35 million modifications were arranged from April 2009 through the end of
July 2010. This includes more than 1.3 million HAMP trial modifications started, more than 510,000
Federal Housing Administration (FHA) loss mitigation and early delinquency interventions, and nearly
1.6 million private sector modifications performed by members of the HOPE Now alliance. Given the
complexity of the mortgage modification process and the number of government and non-government
modification programs available, homeowners often receive more than one modification arrangement.
Therefore it is difficult to determine the exact number of homeowners assisted by multiple programs.

Figure 6-E:

On the measure of neighborhood and housing market stabilization, the substantial number of
foreclosure sales avoided has contributed to a material improvement in market expectations for house
prices and to many successive months of stability in home prices in much of the country. But, as
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discussed, efforts must continue to capitalize on early encouraging signs and overcome remaining
challenges. There are still a number of risk factors that will challenge the stability of the housing
markets, including the potential for mortgage rates to rise, continuing elevated levels of delinquencies
exacerbated by unemployment and the large number of underwater borrowers, and the associated
potential for a substantial increase in the number of foreclosure sales.

Further, it is important to keep in mind that HAMP is only one of many Administration housing efforts
that target these challenges: the Administration has also provided substantial support for the housing
markets through investment in Fannie Mae and Freddie Mac to help keep mortgage rates affordable;
purchase of agency mortgage-backed securities; refinancing opportunities that have allowed more than
four million borrowers to refinance since the launch of the Making Home Affordable Program (MHA);
and an initiative to provide support and financing to state and local Housing Finance Agencies (HFAs).
These HFAs provide, in turn, tens of thousands of affordable mortgages to first time homebuyers and
help develop tens of thousands of affordable rental units for working families, including those displaced
by the housing crisis and foreclosures.

Second Lien Modification Program

A few months after launching HAMP, Treasury rolled out its first major expansion of the program: on
August 13, 2009, Treasury published guidance introducing the Second Lien Modification Program
(referred to as 2MP). Under 2MP, when a borrower’s first lien is modified under HAMP and the servicer
of the second lien is a 2MP participant, that servicer must offer to modify the borrower’s second lien
according to a defined protocol, which provides for a lump sum payment from Treasury in exchange for
full extinguishment of the second lien, or a reduced lump sum payment from Treasury in exchange for a
partial extinguishment and modification of the borrower’s remaining second lien. Although 2MP was
initially met with reluctance from servicers and investors who did not want to recognize losses on their
second lien portfolios, Treasury has signed up several of the largest second lien servicers for 2MP this
year. Servicers participating in the 2MP program service a majority of outstanding second liens.

Home Affordable Foreclosure Alternatives Program

Any modification program seeking to avoid preventable foreclosures has limits, HAMP included. HAMP
does not, nor was it ever intended to, address every delinquent loan. Borrowers not qualifying for HAMP
may benefit from an alternative that helps the borrower transition to more affordable housing and
avoid the substantial costs of a foreclosure. On November 30, 2009, the Administration announced the
Home Affordable Foreclosure Alternatives (HAFA) Program, pursuant to which Treasury provides
incentives for short sales and deeds-in-lieu of foreclosure for circumstances in which borrowers are
unable or unwilling to complete the HAMP modification process. Borrowers are eligible for relocation
assistance of $1,500 and servicers receive a $1,000 incentive for completing a short sale or deed-in-lieu
of foreclosure. In addition, investors are paid up to $1,000 for allowing short sale proceeds to be
distributed to subordinate lien holders.

F. The Second Phase of HAMP

During the fall of 2009, in addition to the challenges articulated above, HAMP faced other challenges.
Some servicers fell short of commitments they had made to Treasury to clear out their backlogs of loans
in aged trial modifications. Participation in 2MP was lower than Treasury had hoped. The evolution of
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the economic landscape since early 2009 had directed attention toward two problems the program’s
broad framework had not specifically targeted: unemployment and negative equity. During 2009,
employment had deteriorated severely, and while home prices had begun to show signs of stabilizing by
late 2009, analysts projected a protracted period of recovery before prices returned to their pre-crisis
levels. Unemployment and negative equity appeared to be the main potential causes of defaults going
forward. In response, Treasury began designing a new phase of HAMP, with input from various
constituencies.

In March 2010, the Obama Administration announced enhancements to HAMP aimed at the
unemployment and negative equity problems, including providing temporary mortgage assistance to
many unemployed homeowners, encouraging servicers to write down mortgage debt as part of a HAMP
modification (the Principal Reduction Alternative, or PRA), allowing more borrowers to qualify for
modifications through HAMP, and helping additional borrowers move to more affordable housing when
modification is not possible.

Unemployment Program

The Unemployment Program (UP) requires servicers to grant qualified unemployed borrowers a
forbearance period during which their mortgage payments are temporarily reduced for a minimum of
three months, and up to six months for some borrowers, while they look for a new job. HAMP servicers
are required to offer UP to any unemployed homeowner whose HAMP-eligible loan has not been
previously modified under HAMP if the homeowner has been receiving unemployment benefits for
three months on the date of the request. If a homeowner does not find a job before the temporary
assistance period is over or finds a job with a reduced income, the homeowner will be evaluated for a
permanent HAMP modification or may be eligible for HAMP’s alternatives to the foreclosure program.
Servicers are prohibited from initiating a foreclosure action or conducting a foreclosure sale while the
borrower is being evaluated for UP, after a foreclosure plan notice is mailed, during the UP forbearance
or extension, and while the borrower is being evaluated for or participating in HAMP or HAFA following
the UP forbearance period. Servicers are reimbursed by TARP for any costs associated with UP, and
there will be no cost to government or taxpayers from the forbearance plans.

Principal Reduction Alternative

Under PRA, servicers are required to evaluate the benefit of principal reduction and are encouraged to
offer principal reduction whenever the NPV result of a HAMP modification using PRA is greater than the
NPV result without considering principal reduction. The principal reduction and the incentives based on
the dollar value of the principal reduced will be earned by the borrower and investor based on a pay-for-
success structure. Under the contract with each servicer, Treasury cannot compel a servicer to select
PRA over the standard HAMP modification even if the NPV of PRA is greater than the NPV of regular
HAMP.

Enhancements to Home Affordable Foreclosure Alternatives (HAFA)
Treasury also doubled relocation assistance payments to homeowners receiving foreclosure

alternatives, and increased incentives to servicers and lenders, including incentives for extinguishment
of subordinate liens, to encourage more short sales and other alternatives to foreclosure.
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FHA Short Refinance

In March 2010, the Obama Administration announced adjustments to existing FHA programs that will
permit lenders to provide additional refinancing options to homeowners who owe more than their
homes are worth because of large declines in home prices in their local markets. This program, known
as the FHA Short Refinance program, will provide more opportunities for qualifying mortgage loans to
be restructured and refinanced into FHA-insured loans. The terms of this program include that the
homeowner must be current on the existing first lien mortgage; the homeowner must occupy the home
as a primary residence and have a qualifying credit score; the mortgage investor must reduce the
amount owed on the original loan by at least 10 percent; the new FHA loan must have a balance less
than the current value of the home; and total mortgage debt for the borrower after the refinancing,
including both the first lien mortgage and any other junior liens, cannot be greater than 115 percent of
the current value of the home — giving homeowners a path to regain equity in their homes and
affordable monthly payments. TARP funds will be made available up to $11 billion in the aggregate to
provide additional coverage to lenders for a share of potential losses on these loans and to provide
incentives to support the write-downs of second liens and encourage participation by servicers.

Housing Finance Agency Innovation Fund for the Hardest Hit Housing Markets

On February 19, 2010, the Administration announced the $1.5 billion Housing Finance Agency
Innovation Fund for the Hardest Hit Housing Markets (HFA Hardest Hit Fund, or HHF) for state housing
finance agencies in the nation’s hardest hit housing markets to design innovative, locally targeted
foreclosure prevention programs. This first round of the HFA Hardest Hit Fund was intended to help
address the housing problems facing those states that have suffered an average home price drop of
more than 20 percent from their respective peaks in the housing bubble. The states included in this first
round of HHF were California, Florida, Arizona, Michigan, and Nevada. Funds were allocated to these
states according to a formula based on severity of home price declines and unemployment. HFAs
designed the state programs themselves, tailoring the housing assistance to their local needs. Treasury
required that the programs comply with the requirements of EESA, such as seeking to prevent avoidable
foreclosures. All of the funded program designs are posted online at
http://www.FinancialStability.gov/roadtostability/hardesthitfund.html.

In March 2010, the Obama Administration announced an expansion of the HFA Hardest Hit Fund to
target an additional five states with high shares of their populations living in local areas of concentrated
economic distress. The second HHF included up to $600 million in funding for locally-tailored measures
to help families stay in their homes or otherwise avoid foreclosure. The $600 million in funds is
equivalent on a per person basis to the $1.5 billion awarded in the first HHF. While the first HHF
targeted five states affected by home price declines greater than 20 percent, the second HHF targeted
states with the highest concentration of their populations living in counties with unemployment rates
greater than 12 percent, on average, over the months of 2009. (States that were allocated funds under
the first HHF program were not eligible for the second HHF program.) The five states that received
allocations based on this criterion were North Carolina, Ohio, Oregon, Rhode Island, and South Carolina.

On August 11, 2010, in recognition of the particular challenges faced by states with extraordinarily high
unemployment, the Administration announced that Treasury will make an additional $2 billion of
assistance available for HHF programs for homeowners struggling to make their mortgage payments due
to unemployment. The 18 states and jurisdictions eligible for this additional funding had high sustained
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unemployment rates over the last 12 months (through June, 2010) that were at or above the national
average. This includes nine of the original HHF states (California, Florida, Michigan, Nevada, North
Carolina, Ohio, Oregon, Rhode Island and South Carolina), which can use the funding for an existing
unemployment bridge program or to implement the model provided, as well as Alabama, the District of
Columbia, Georgia, lllinois, Indiana, Kentucky, Mississippi, New Jersey and Tennessee. Each state will
use the funds for targeted unemployment programs that provide temporary assistance to eligible
homeowners to help them pay their mortgages while they seek re-employment or additional
employment or undertake job training.

On September 29, 2010, the Administration announced that Treasury will make an additional $3.5 billion
of assistance available for the states and jurisdictions participating in HHF to expand the reach of their
programs to help more struggling homeowners. Funds will be allocated to these 18 states and the
District of Columbia based on population size.

G. Accomplishments
HAMP has achieved three critical goals:

e It has provided immediate relief to many struggling homeowners;

e It has used taxpayer resources efficiently; and

e It has transformed the way the entire mortgage servicing industry operates.
Eighteen months into the program, HAMP has helped more than 1.3 million homeowners by reducing
their monthly mortgage payments to more affordable levels. This includes more than 460,000
homeowners whose mortgage terms have been modified permanently. These homeowners have
experienced a 36 percent median reduction in their mortgage payments—more than $500 per month—

amounting to a total, program-wide savings of nearly $3.2 billion. In short, hundreds of thousands of
American families have been able to avoid foreclosure and keep their homes because of HAMP.

“HAMP serve[d] as a catalyst ... a mobilizing event to push servicers to take broader actions at
a more rapid pace,” and noted that “it pushed other investors, including Fannie and Freddie, to
move in a direction of programmatic home loan modifications.”

-Wells Fargo Home Mortgage Co-President Michael Heid (testimony before Congress)*’

“One of the significant advantages of HAMP has been the establishment of standards. And in
particular, the debt-to-income ratio that was used, even on our proprietary programs prior to
HAMP, was higher than 31 percent.”

- Bank of America Home Loan President Barbara DeSoer (testimony before Congress)*®

v Hearings on Foreclosure Prevention Part Il: “Are Loan Servicers Honoring Their Commitments to Help Preserve
Homeownership?” before the Committee on Oversight and Government Reform United States House of
Representatives (June 24, 2010) (statement of Michael J. Heid, Co-President of Wells Fargo Home Mortgage).
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In the year following initiation of HAMP, home retention strategies changed dramatically. In the first
quarter of 2009, nearly half of mortgage modifications increased borrowers’ monthly payments or left
their payments unchanged. By the second quarter of 2010, 90 percent of mortgage modifications
lowered payments for the borrower. This change means borrowers are receiving better solutions.
Modifications with payment reductions perform materially better than modifications that increase
payments or leave them unchanged. Moreover, even holding the percentage payment reduction
constant, modifications appear to have improved since 2008. For modifications made in 2008, 15.8
percent of modifications that received a 20 percent payment reduction were 60 days or more
delinquent three months into the modification. For the 2010 vintage, that delinquency rate has fallen
almost in half, to 8.2 percent. The OCC’s Mortgage Metrics Report from 2010:Q2 attributes the
improvement in mortgage performance to “servicer emphasis on repayment sustainability and the
borrower’s ability to repay the debt.”

Early indications suggest that the re-default rate for permanent HAMP modifications is significantly
lower than for historical private-sector modifications—a result of the program’s focus on properly
aligning incentives and achieving greater affordability. For HAMP modifications made in the fourth
quarter of 2009, OCC records show that 7.9 percent of loans were delinquent three months into the
modification and just 10.8 percent were delinquent six months into the modification. The comparable
delinquency rates for non-HAMP modifications made in the same quarter were 12.1 percent and 22.4
percent, respectively. For modifications made in the first quarter of 2010, the delinquency rates for
HAMP and non-HAMP modifications are similar — 10.5 percent and 11.6 percent delinquent at three
months, respectively. Convergence between the HAMP and non-HAMP re-default rates going forward
may suggest that the industry is adopting the HAMP modification standard.

18 Hearings on Foreclosure Prevention Part Il (statement of Barbara DeSoer, President of Bank of American Home
Loans).
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Figure 6-F:
Redefault Rates for Loans Modified in 2009, by Payment Reduction
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Borrowers who do not ultimately qualify for HAMP modifications often receive alternative forms of
assistance. Approximately one-half of homeowners who apply for HAMP modifications but do not
qualify have received some form of private-sector modification. Less than ten percent have lost their
homes through foreclosure. Industry representatives testifying at foreclosure prevention hearings
before the Committee on Oversight and Government Reform United States House of Representatives on
June 24, 2010 indicated that many of their private-sector modifications are intended to assist borrowers
who are not eligible for HAMP.

HAMP uses taxpayer resources efficiently. HAMP’s “pay-for-success” design utilizes a trial period to
ensure that taxpayer-funded incentives are used only to support borrowers who are committed to
staying in their homes and making monthly payments, and the investor retains the risk of the borrower
re-defaulting into foreclosure. No taxpayer funds are paid to a servicer or an investor until a borrower
has made three modified mortgage payments on time and in full. The majority of payments are made
over a five-year period only if the borrower continues to fulfill this responsibility. These safeguards
ensure that spending is limited to high-quality modifications. Comprehensive public reporting provides
an additional layer of accountability, assuring that servicers fulfill their obligation to contact and help at-
risk borrowers in exchange for taxpayer-funded incentives.

There is a worthwhile point to be made about who should “count” as being helped by administration
housing programs. The Administration originally projected that HAMP would offer help to three to four
million families through the end of 2012, expecting most of these to families to act on the offer of help
and to receive a permanent modification. From one perspective counting borrowers who get a HAMP
permanent modification or a FHA Short Refinance loan is over-inclusive, because some of the families
will re-default and end up in foreclosure in any event, although these programs will increase the odds
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that they can prevent foreclosure and receive valuable temporary relief (up to $6,000 per year) as long
as they remain current.

The “count” is also under-inclusive, because measures to reduce foreclosures help to stabilize housing
markets and avoid community-wide costs of foreclosure. The measure is also under-inclusive because
every person who is in a temporary modification is getting a significant benefit — the family has several
months to remain in the home with a reduced payment and to try to remedy the situation and avoid
foreclosure. Itis under inclusive because homeowners able to take advantage of HAFA will receive
significant help transitioning more quickly and less traumatically to new housing they can afford than
they would if they suffered foreclosure. Lastly, it is under-inclusive because many of the unemployed
homeowners who receive a temporary forbearance through UP are likely to become re-employed and
resume mortgage payments — without the unemployment forbearance program those homeowners
might have gone to foreclosure. This is especially important in the case of FHA Short Refinance, which
could help to avert a wave of foreclosures due to strategic default, and HHF, which helps states provide
targeted assistance to combat deteriorating conditions in local markets. As noted above, HAMP has
transformed the way the mortgage servicing industry treats borrowers in distress. Because of HAMP,
servicers have developed constructive private-sector options.

Finally, the measure does not include all of the new mortgages provided to families at reasonable cost
because of FHA and government interventions with Fannie Mae and Freddie Mac. In many cases, these
mortgages have provided financing to help families purchase foreclosed homes and become
homeowners, often for the first time since housing has become so much more affordable as a result of
the crisis.

H. Transparency and Accountability

To protect taxpayers and ensure that every TARP dollar is directed toward promoting financial stability,
Treasury established rigorous accountability and transparency measures for all of its programs, including
HAMP and the other housing programs, as more fully described later in this report. In addition to these
public reports, Treasury has worked to maximize the transparency of the housing program to borrowers
and ensure that servicers are held accountable. Every borrower is entitled to a clear explanation if he or
she is determined to be ineligible for a HAMP modification. Treasury has established denial codes that
require servicers to report the reason for modification denials in writing to Treasury. Servicers are
required to use those denial codes as a uniform basis for sending letters to borrowers who are
evaluated for HAMP but denied a modification. In those letters, borrowers will be provided with a
phone number to contact their servicers as well as the phone number of the HOPE hotline, which has
counselors who are trained to work with borrowers to help them understand reasons they may have
been denied modifications and explain other modification or foreclosure prevention options that may
be available to them.

Transparency of the NPV model - a key component of the eligibility test for HAMP - is also important.
Treasury increased public access to the NPV white paper, which explains the methodology used in the
NPV model. To ensure accuracy and reliability, Freddie Mac, Treasury’s compliance agent, conducts
periodic audits of servicers’ implementation of the model. If servicers' models do not meet Treasury's
NPV specifications, Freddie Mac will require the servicers to discontinue use of their own
implementation of the model and revert back to the NPV application available from Treasury through
the MHA Servicer Portal. As required by the Dodd-Frank Act, Treasury is preparing to establish a web
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portal that borrowers can access to run a NPV analysis using input data regarding their own mortgages,
and to provide to borrowers who are turned down for a HAMP modification the input data used in
evaluating the application.

All servicers voluntarily participating in HAMP have contractually agreed to follow the HAMP program
guidelines, which require the servicer to offer a HAMP modification to all eligible borrowers and to have
systems that can process all HAMP-eligible loans. Servicers are subject to periodic, on-site compliance
reviews performed by Treasury’s compliance agent, Making Home Affordable-Compliance (MHA-C), a
separate, independent division of Freddie Mac, to ensure that servicers satisfy their obligations under
HAMP requirements in order to provide a well-controlled program that assists as many deserving
homeowners as possible to retain their homes while taking reasonable steps to prevent fraud, waste
and abuse. Treasury works closely with MHA-C to design and refine the compliance program and
conducts quality assessments of the activities performed by MHA-C. Following these reviews, MHA-C
provides Treasury with assessments of each servicer’s compliance with HAMP requirements. If
appropriate, Treasury will implement remedies for non-compliance. These remedies may include
withholding or reducing incentive payments to servicers, requiring repayments of prior incentive
payments made to servicers with respect to affected loans, or requiring additional servicer oversight.

. Looking Ahead for Housing

Since EESA was enacted, the housing market has remained distressed, and although there are promising
signs of stabilization, the nature of that distress has changed. In late 2008 and 2009, the nation’s
housing market was in broad decline, as a result of the subprime mortgage collapse and the effects of
the financial crisis and the severe recession. However, in the middle of 2009, house price declines
started to show signs of stabilization in much of the country. Home prices leveled off after 30 straight
months of decline.

Despite these nascent signs of stabilization at the national level, home prices have continued to decline
and foreclosures have continued to rise in certain areas of the country as the nature of the stress in the
housing market has evolved from defaults generated by poorly-underwritten loans, such as subprime,
Alt-A and option ARM mortgages, to concentrated unemployment, negative equity, excess housing
inventory, and rising foreclosures in certain areas of the country, which act as a drag on housing prices
and economic recovery in those communities. Negative equity and high unemployment tend to be
concentrated in the same regions and appear to exacerbate one another; low equity levels give
unemployed borrowers little opportunity to escape their mortgages except through foreclosure or short
sale.

As described above, the Administration has responded by expanding the initial version of HAMP that
was first announced in February 2009, which was designed to modify conventional first lien loans.
HAMP has since been modified to include unemployment programs, second lien relief, foreclosure
alternatives (such as short sales and deeds-in-lieu of foreclosure) and principal reduction programs.
Recognizing that the housing market conditions vary widely by locality, and are especially stressed by
continued unemployment, the Administration has quickly rolled out the HFA Hardest Hit Fund for those
states most affected by these issues. In addition, to combat negative equity and improve affordability,
Treasury has partnered with FHA in expanding refinance opportunities through the FHA Short Refinance
program.
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Because they are relatively recent expansions, these additions to HAMP, and of HHF and the FHA Short
Refinance program, have not yet begun to penetrate the housing market. Nevertheless, these programs
will allow Federal assistance to reach more distressed homeowners and provide additional stability to
the housing market going forward. Servicers that participate in HAMP can continue to make
modifications through the end of 2012. HHF permits participating HFAs to provide support through
their programs until as late as 2017, depending on available funding. And the FHA Short Refinance
program is expected to permit homeowners to refinance their mortgage loans and reduce their overall
mortgage debt through the end of 2012.

Furthermore, in much the same way that HAMP’s first lien modification program has provided a national
blueprint for mortgage modifications, these new programs will continue to shape the mortgage
servicing industry and act as a catalyst for industry standardization of short sale, refinance and principal
reduction programs. The interplay of all these programs will provide a much more flexible response to
continued changes in the housing market over the next two years. Rather than ending, TARP’s positive
effects on the housing market are expected to expand over time.

J.  Summary Description of Housing Programs

1. Making Home Affordable Program (MHA)

a. Home Affordable Modification Program (HAMP)

The Home Affordable Modification Program (HAMP) is the largest program within MHA. HAMP provides
eligible homeowners the opportunity to reduce their monthly mortgage payments to 31 percent of their
gross (pre-tax) income.

To qualify for HAMP, a borrower must:
e Own a one- to four-unit home that is a primary residence;
e Have received a mortgage on or before January 1, 2009;

e Have a mortgage payment (including principal, interest, taxes, insurance, and homeowners
association dues) that is more than 31 percent of the homeowner’s gross monthly income; and

e Owe not more than $729,750 on a first mortgage for a one—unit property (there are higher
limits for two— to four— unit properties).

To create an affordable payment, a participating servicer applies a series of modification steps in the
following order: rate reduction to as low as two percent; term extension up to 40 years; and principal
deferral (or forbearance, at the servicer’s option). The modified interest rate is fixed for a minimum of
five years. Beginning in year six, the rate may increase no more than one percentage point per year
until it reaches the Freddie Mac Primary Mortgage Market Survey rate (essentially the market interest
rate) at the time the permanent modification agreement was prepared.

Before a mortgage is permanently modified, the homeowner must make the new, reduced monthly
mortgage payment on time and in full during a trial period of three or four months. Homeowners who
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make payments on permanently modified loans on time accrue an incentive of $1,000 per year to
reduce the amount of principal they owe up a maximum of $5,000.

b. Second Lien Modification Program (2MP)

Under the Second Lien Modification Program (2MP), an additional component of MHA, Treasury
provides incentives for second-lien holders to modify or extinguish a second-lien mortgage when a
modification has been initiated on the first lien mortgage for the same property under HAMP. Under
2MP, when a borrower’s first lien is modified under HAMP and the servicer of the second lien is a 2MP
participant, that servicer must offer to modify the borrower’s second lien according to a defined
protocol, which provides for a lump sum payment from Treasury in exchange for full extinguishment of
the second lien, or a reduced lump sum payment from Treasury in exchange for a partial extinguishment
and modification of the borrower’s remaining second lien.

c. Home Affordable Foreclosure Alternatives (HAFA) Program

Under the Home Affordable Foreclosure Alternatives (HAFA) Program, an additional component of
MHA, Treasury provides incentives for short sales and deeds-in-lieu of foreclosure for circumstances in
which borrowers are unable or unwilling to complete the HAMP modification process. Borrowers are
eligible for relocation assistance of $1,500 and servicers receive a $1,000 incentive for completing a
short sale or deed-in-lieu of foreclosure. In addition, investors are paid up to $1,000 for allowing short
sale proceeds to be distributed to subordinate lien holders.

d. The Unemployment Program (UP)

The Unemployment Program (UP), an additional component of MHA, requires participating servicers to
grant qualified unemployed borrowers a forbearance period during which their mortgage payments are
temporarily reduced for a minimum of three months, and up to six months for some borrowers, while
they look for new jobs. If a homeowner does not find a job before the temporary assistance period is
over or finds a job with a reduced income, the homeowner will be evaluated for a permanent HAMP
modification or may be eligible for certain alternatives to the modification program under MHA.

e. Principal Reduction Alternative (PRA)

Under the Principal Reduction Alternative (PRA), an additional component of MHA, servicers are
required to evaluate the benefit of principal reduction and are encouraged to offer principal reduction
whenever the NPV result of a HAMP modification using PRA is greater than the NPV result without
considering principal reduction. Incentives are paid based on the dollar value of the principal reduced.

2. Housing Finance Agency Innovation Fund for the Hardest Hit Housing Markets (HFA Hardest
Hit Fund, or HHF)

The Housing Finance Agency Innovation Fund for the Hardest Hit Housing Markets (HFA Hardest Hit
Fund, or HHF) allows state housing finance agencies (HFAs) in the nation’s hardest hit housing markets
to design innovative, locally targeted foreclosure prevention programs. Five of these states (Arizona,
California, Florida, Michigan and Nevada) have had average home price declines greater than 20 percent
since the housing market downturn, accounting for the majority of “underwater” mortgages in the
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country. The remaining fourteen states and jurisdictions (Alabama, Georgia, Illinois, Indiana, Kentucky,
Mississippi, New Jersey, North Carolina, Ohio, Oregon, Rhode Island, South Carolina, Tennessee and
Washington, DC) have concentrated areas of economic distress due to unemployment or had an
unemployment rate at or above the national average for the past year.

HFAs designed the state programs themselves, tailoring the housing assistance to their local needs.
Treasury required that the programs comply with the requirements of EESA, such as seeking to prevent
avoidable foreclosures. All of the funded program designs are posted online at
http://www.FinancialStability.gov/roadtostability/hardesthitfund.html.

3. Support for the FHA Short Refinance Program

In March 2010, the Administration announced adjustments to existing FHA programs that will permit
lenders to provide additional refinancing options to homeowners who owe more than their homes are
worth because of large declines in home prices in their local markets. This program, known as the FHA
Short Refinance program, will provide more opportunities for qualifying mortgage loans to be
restructured and refinanced into FHA-insured loans.

Among other requirements:

e The homeowner must be current on the existing first lien mortgage;

e The homeowner must occupy the home as a primary residence and have a qualifying credit
score;

e The mortgage investor must reduce the amount owed on the original loan by at least ten
percent;

e The new FHA loan must have a balance less than the current value of the home; and

e Total mortgage debt for the borrower after the refinancing, including both the first lien
mortgage and any other junior liens, cannot be greater than 115 percent of the current value of
the home — giving homeowners a path to regain equity in their homes and an affordable
monthly payment.

TARP funds will be made available up to $11 billion in the aggregate to provide additional coverage to
lenders for a share of potential losses on these loans and to provide incentives to support the write-
downs of second liens and encourage participation by servicers.
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7. Executive Compensation

Treasury Implemented the Executive Compensation Restrictions Required by the Laws that Created
the Troubled Asset Relief Program

EESA set standards for executive compensation and corporate governance for recipients of financial
assistance under the TARP. These executive compensation standards were then expanded under ARRA
and Treasury’s Interim Final Rule on executive compensation published on June 15, 2009. This rule
created the Office of the Special Master for TARP Executive Compensation, and Kenneth R. Feinberg was
appointed as Special Master in June 2009.

1. Restrictions on exceptional assistance recipients and other recipients of TARP funds.

EESA, as amended by ARRA imposed restrictions on executive compensation for all recipients of
financial assistance under TARP. The requirements include the following:

e Limits on bonuses and retention awards for the top executives;
e Prohibition on “golden parachutes” for the top executives;

e Limits on compensation to exclude incentives on senior executives to take unnecessary and
excessive risks that threaten a firm’s value;

e Prohibition on compensation plans that encourage manipulation of reported earnings to
enhance the compensation of employees, and a “clawback” provision to permit recovery of
certain payments based on earnings statements or other criteria that are later found to be
materially inaccurate;

e Establishment of a company-wide policy regarding excessive or luxury expenditures;
e Establishment of a compensation committee composed entirely of independent directors; and

e« Arequirement for an annual, non-binding “say on pay” shareholder vote regarding
compensation required to be disclosed under SEC rules.

Treasury also promulgated rules to implement these provisions that added additional requirements.
These included a prohibition on paying “tax gross-ups” to top executives (which are designed to reduce
or eliminate the tax burden on an executive relating to compensation arrangements) and a requirement
to disclose certain executive perquisites.

Treasury ‘s rules also created the Office of the Special Master, and gave to the Special Master the
responsibility to review and approve the compensation of top executives at firms that received
“exceptional assistance”. These firms were AIG, Bank of America, Citigroup, General Motors, Chrysler,
Ally Financial (formerly GMAC) and Chrysler Financial. The rule required the Special Master to review
the individual pay packages of the top 25 most highly compensated employees at each firm and to
review the compensation structures for the next 26-100 employees. The rule also outlined certain
principles that the Special Master must follow in making his decisions.

The Special Master conducted extensive reviews of executive compensation at these companies for the
2009 and 2010 calendar years and imposed requirements based on the following key principles:
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e Forthe top 25 individual pay packages: to (i) limit cash salary, (ii) pay incentives in long-
term restricted stock, (iii) limit perquisites and “other” compensation, and (iv) limit
executive pension and retirement programs; and

e Forthe next 26-100 employees’ compensation structures: to (i) restrict short-term cash
compensation, (ii) tie incentive compensation to real achievement, (iii) make sure
compensation structures have a long-term focus, and (iv) align pay practices with
shareholder and taxpayer interests.

The review and approval by the Special Master has led to significant reductions in compensation
at these firms. This was to ensure that executive pay for the top 100 employees at the firms
that received exceptional assistance is in line with long-term value creation and financial
stability. For the five firms that were still exceptional assistance recipients for 2010
determinations, a large majority — 84 percent — of top 25 executives covered by the 2009
determinations remained with the companies through the 2010 determinations. The cash and
overall compensation of most executives new to the top 25, who mostly filled slots created by
employee departures prior to the 2009 determinations, was reduced substantially from
historical levels.

Kenneth R. Feinberg observed in his Final Report that of “the seven [exceptional assistance] firms initially
subject to the Office’s jurisdiction, two have completed repayment to the taxpayers and three more have
begun to do so—in one case fully returning the “exceptional” assistance . .. Four firms remain in the
program, but | am encouraged by their record of retaining top employees and adding outside talent, and
hopeful for their eventual repayment.”

“Final Report of Special Master for Executive Compensation Kenneth R. Feinberg”, September

10, 2010.

ARRA also required the Secretary to conduct a Look Back Review of bonuses, retention awards, and
other compensation paid to each TARP recipient’s Top 25 before the introduction of the additional
requirements, to determine if any payments were inconsistent with the purpose of EESA or TARP, or
otherwise inconsistent with the public interest. The Office of the Special Master carried out the Look
Back Review and published its findings in July 2010. The Special Master did not determine that any
reviewed payment was inconsistent with the law or the public interest. However, this outcome does
not express a conclusion that these payments were appropriate or advisable, particularly in light of the
circumstances facing the financial system generally, and some institutions specifically, in late 2008 and
early 2009. Therefore, the Special Master proposed that all TARP recipients adopt a prospective
compensation policy (a “brake” policy) that would provide companies the authority to alter pending
payments to executives in the event of a financial crisis.
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2. TARP helped curb the influence of excessive compensation at TARP recipients, and in
doing so, helped lay the ground work for corporate governance reform.

After two years, the executive compensation landscape has changed significantly. While the Office of
the Special Master focused on its responsibilities under TARP, a much broader policy initiative was
moving forward. These efforts are critical steps to address compensation issues that contributed to the
financial crisis, and significant progress has been made to date.

e In September 2009, G-20 leaders confirmed that compensation practices in the financial
sector both reflected and encouraged excessive risk-taking, and endorsed standards
intended to aligh compensation practices with long-term value creation and financial
stability. These standards are being implemented worldwide.

¢ Inthe United States, the Federal Reserve and other federal banking regulators issued
guiding principles on how incentive compensation at banks should be designed to protect
safety and soundness, and committed to ensuring that banks adopt these principles. The
SEC enhanced existing compensation disclosure requirements. The Dodd-Frank Act law
requires public companies to give shareholders a “say on pay” vote and strengthens
compensation committees’ independence.

Kenneth R. Feinberg observed that there is a “profound difference in perspective on executive pay
practices between some financial institutions and many of the taxpayers whose dollars rescued our
economy and financial system. To our great benefit, the Treasury rules that created the Office of the
Special Master anticipated the range of difficulties we would encounter, and provided authority to
confront them as well as principles for doing so.”

- “Final Report of Special Master for Executive Compensation Kenneth R. Feinberg”, September
10, 2010.

3. Final Report of the Special Master for Executive Compensation

In September 2010, after fourteen months of service, Kenneth R. Feinberg resigned as Special Master for
TARP Executive Compensation and issued the “Final Report of Special Master for Executive
Compensation Kenneth R. Feinberg” (Final Report). The Final Report summarizes the work of the Office
of the Special Master for TARP Executive Compensation during Mr. Feinberg’s tenure as Special Master
and includes an overview of the compensation determinations issued for the 2009 and 2010 calendar
years. The report also reviews, among other things, the processes (collection of data and analysis) and
standards of review used for the determinations.

The 517-page report and exhibits, which include copies of all determination letters, can be found at
http://www.FinancialStability.gov/docs/Exhibits.pdf and
http://www.FinancialStability.gov/docs/Final%20Report%200f%20Kenneth%20Feinberg%20-
%20FINAL.PDF.
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8. U.S. Government As Shareholder

The U.S. Government is a reluctant shareholder in private companies and has no interest in owning
companies over the long term. This unusual role is an unfortunate consequence of the financial crisis
and the recession.

The Obama Administration has stated that core principles will guide Treasury’s management of financial
interests in private firms. One such principle is that the United States government will not interfere with
or exert control over day-to-day company operations. Among other consequences, such involvement
might actually reduce the value of the taxpayer’s investments and impede the successful transition of
the firms to the private sector.

In certain cases, Treasury has sought to pursue strong upfront conditions at the time of investment into
a company, such as changes to the board of directors and management, to ensure that TARP funds were
deployed in a way that promotes economic growth and financial stability and protects taxpayer value.
Thereafter, Treasury has taken a commercial approach to its investments. Treasury does not participate
in the day-to-day management of any company in which it has an investment nor is any Treasury
employee a director or officer of any such company

Treasury’s investments have generally been in the form of non-voting preferred stock. For example, the
preferred shares that Treasury holds in financial institutions under the Capital Purchase Program do not
have voting rights except in certain limited circumstances, such as amendments to the charter of the
company, or in the event dividends are not paid for several quarters, in which case Treasury has the
right to elect two directors to the board.

In a few cases, Treasury has acquired common stock. These include General Motors, Ally Financial
(formerly GMAC), Citigroup and Chrysler, and a few small banks.

In the cases where Treasury has acquired voting rights, it has announced that it will follow the following
principles in exercising its voting rights: (1) Treasury intends to exercise its right to vote only on certain
matters consisting of the election or removal of directors; certain major corporate transactions such as
mergers, sales of substantial amounts of assets, and dissolution; issuances of equity securities where
shareholders are entitled to vote; and amendments to the charter or bylaws; and (2) on all other
matters, Treasury will either abstain from voting or vote its shares in the same proportion (for, against
or abstain) as all other shares of the company's stock are voted.

In the case of AIG, the U.S. Treasury is currently the beneficiary of a trust created by the Federal Reserve
Bank of New York (FRBNY). That trust owns shares having 79.8 percent of the voting rights of the
common stock. The FRBNY has appointed three independent trustees who have the power to vote and
dispose of the stock with prior approval of FRBNY and after consultation with Treasury. The trust
agreement provides that the trustees cannot be employees of Treasury or the FRBNY. The trust exists
for the benefit of the U.S. Treasury, but the Department of the Treasury does not control the trust and it
cannot direct the trustees. Treasury also directly owns preferred stock in AlG which does not have
voting rights except in certain limited circumstances (such as amendments to the charter). Treasury has
the right to appoint directors because AIG failed to pay dividends for four quarters on the preferred
stock held by Treasury. Upon consummation of the proposed restructuring plan announced on
September 30, 2010, Treasury will receive common shares in exchange for its preferred stock and the
trust will be dissolved. As a result, the Treasury will own approximately 92 percent of the common stock
of AlG.
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9. Accountability and Transparency

The Department of the Treasury is committed to transparency and accountability in all of its programs
and policies, including all programs established under EESA. To protect taxpayers and ensure that every
dollar is directed toward promoting financial stability, Treasury established comprehensive
accountability and transparency measures.

A.

Comprehensive Measures

Treasury publishes hundreds of reports other information about TARP so that the public knows how
the money was spent, who received it and on what terms. This includes all contracts governing any
investment or expenditure of TARP funds, and more than 275 reports over two years. All of these
reports and information are posted on our website, www.FinancialStability.gov, including:

e Lists of all the institutions participating in TARP programs, and all of the investments Treasury
has made;

e Allinvestment contracts defining the terms of those investments within five to ten business
days of a transaction’s closing;

e All contracts with Treasury service providers involved with TARP programs;

e Areport of each transaction (such as an investment in or repayment from a bank) within two
business days of completing the transaction;

e Monthly reports of dividend and interest received, which allow the American people to see and
evaluate the investment income they are receiving from these investments;

e« Monthly reports to Congress, which present updates on our investments and programs in a
clear, concise manner, and answer basic questions that many Americans have, such as how
TARP funds are invested;

e Monthly reports detailing the progress of modifications under the Making Home Affordable
program;

e All program guidelines, within two business days of any program launch; and

e A monthly lending survey, and an annual use of capital survey, which contains detailed
information on the lending and other activities of banks that have received TARP funds to help
the public understand what banks are doing with their TARP funds.

Please see “Section 10 - Additional Resources” for links to the reports described above and other
information related to TARP programs.

Audited Financial Statements

Treasury prepares separate financial statements for TARP on an annual basis. The initial Agency
Financial Report for the year ended September 30, 2009 is available at
www.FinancialStability.gov, and the second Agency Financial Report for the year ending
September 30, 2010 will be released in November.

In its first year of operations, TARP’s financial statements received an unqualified (“clean”) audit
opinion from the Government Accountability Office, and a separate report on internal control
over financial reporting found no material weaknesses -- unprecedented achievements for a
start-up operation with an extraordinary emergency mission. As a result of these efforts, the
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9. Accountability and Transparency

Treasury office responsible for implementing TARP -- the Office of Financial Stability -- received
a Certificate of Excellence in Accountability Reporting (CEAR) from the Association of
Government Accountants.

C. Oversight by Four Separate Agencies
Congress also established four additional avenues of oversight for TARP:
e The Financial Stability Oversight Board, established by EESA §104;
e Specific responsibilities for the Government Accountability Office as set out in EESA §116;
e The Special Inspector General for TARP, established by EESA §121; and
e The Congressional Oversight Panel, established by EESA §125.

Treasury has productive working relationships with all of these bodies, and cooperates with each
oversight agency’s effort to produce periodic audits and reports that focus on the many aspects of
TARP. Individually and collectively, the oversight bodies’ audits and reports have made and
continue to make important contributions to the development, strengthening, and transparency of
TARP programs.

D. Congressional Hearings and Testimony

Treasury officials have testified in numerous Congressional hearings since TARP was created. Copies
of the written testimony are prepared for those hearings and are available at
www.FinancialStability.gov/latest/pressreleases.html.
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10. Additional Resources

A. Glossary

2MP - Second Lien Modification Program: 2MP offers homeowners a way to lower payments on their
second mortgage.

AAA or Aaa: The highest rating given to bonds by bond rating agencies.

ABS - Asset-Backed Security: A financial instrument representing an interest in a pool of other assets,
typically consumer loans. Most ABS are collateralized by credit card receivables, auto loans, student
loans, mortgage loans, or other loan and lease obligations.

ABX - Asset Backed Securities Index: A measure of the performance of a group of credit default swaps
on ABS home equity loans, that serves as an indicator of investor sentiment regarding the performance
of subprime mortgage holdings.

AGP - Asset Guarantee Program: A TARP program under which Treasury, together with the Federal
Reserve and the FDIC, agreed to share losses on certain pools of assets held by systemically significant
financial institutions that faced a high risk of losing market confidence due in large part to a portfolio of
distressed or illiquid assets.

AIFP - Automotive Industry Financing Program: A TARP program under which Treasury provided loans
or equity investments in order to avoid a disorderly bankruptcy of one or more auto companies that
would have posed a systemic risk to the country’s financial system..

AIG — American International Group, Inc.

Alt-A: A category of mortgages which have a risk potential that is greater than prime but less than
subprime.

ARRA - American Recovery and Reinvestment Act of 2009: An act that contained, among other things,
an economic stimulus package and amendments to EESA that require the Secretary to allow QFls to
repay TARP assistance at any time, subject to regulatory approval.

ASSP - Auto Supplier Support Program: A TARP program pursuant to which Treasury provided loans to
ensure that auto suppliers receive compensation for their services and products, regardless of the
condition of the auto companies that purchase their products.

AWCP - Auto Warranty Commitment Program: A TARP program pursuant to which Treasury provided
loans to protect warranties on new vehicles purchased from General Motors and Chrysler during their
restructuring periods.

BHC - Bank Holding Company: A company that controls a bank. Typically, a company controls a bank
through the ownership of 25 percent or more of its voting securities.

CAP - Capital Assistance Program: A TARP program, created in connection with the SCAP or stress test,
in which Treasury offered assistance to financial institutions to ensure that they had adequate capital
to absorb losses and to continue to lend even in a worse than expected economic downturn. No funds
were provided under the program.
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CBLI - Consumer and Business Lending Initiative: A series of programs created under TARP which
included the TALF, the CDCI, and the SBA 7(a) Securities Purchase Program. These were designed to
jump start the credit markets that provide financing to consumers and businesses and otherwise
support small banks.

CBO - Congressional Budget Office.

CDCI - Community Development Capital Initiative: A TARP program that provides low-cost capital to
CDFIs to encourage lending to small businesses and help facilitate the flow of credit to individuals in
underserved communities.

CDFI - Community Development Financial Institution: A financial institution that focuses on providing
financial services to low- and moderate- income, minority and other underserved communities, and is
certified by the CDFI Fund, an office within Treasury that promotes economic revitalization and
community development.

CDO - Collateralized Debt Obligation: A financial instrument that entitles the holder to a portion of the
cash flows generated by a portfolio of assets, which may include bonds, loans, mortgage-backed
securities, or other CDOs.

CDX — Credit Default Swap Index: A measure of the performance of a group of credit default swaps.

CMBS - Commercial Mortgage-Backed Securities: A financial instrument representing an interestin a
commercial real estate mortgage or a group of commercial real estate mortgages.

CMBX - Commercial Mortgage Backed Securities Index: A measure of the performance of a basket of
credit default swaps on commercial mortgage backed securities.

CPP - Capital Purchase Program: A TARP program pursuant to which Treasury invested in preferred
equity securities and other securities issued by financial institutions..

Credit Default Swap — A contract between two parties pursuant to which one party agrees to make
periodic payments in exchange for the counterparty’s agreement to pay a sum of money upon the
occurrence of a credit default or other event relating to a particular financial instrument.
Dodd-Frank Act - Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010.

DTI - Debt-to-Income Ratio: A ratio of the debt of a person to the income of such person.

EESA - Emergency Economic Stabilization Act of 2008: The law that created the Troubled Asset Relief
Program (TARP).

Fannie Mae - Federal National Mortgage Association.
FDIC - Federal Deposit Insurance Corporation.
FHA - Federal Housing Administration.

FHFA - Federal Housing Finance Agency.
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FRBNY - Federal Reserve Bank of New York.
Freddie Mac - Federal Home Loan Mortgage Corporation.
GAO - Government Accountability Office.

GSE - Government-Sponsored Enterprises: Private corporations created by the U.S. Government.
Fannie Mae and Freddie Mac are GSEs.

HAFA - Home Affordable Foreclosure Alternatives Program: HAFA offers homeowners, their mortgage
servicers, and investors an incentive for completing a short sale or deed-in-lieu of foreclosure.

HAMP - Home Affordable Modification Program: A TARP program Treasury established to help
responsible but struggling homeowners reduce their mortgage payments to affordable levels and avoid
foreclosure.

HERA - Housing and Economic Recovery Act of 2008.

HFA: A state or local Housing Finance Agency.

HFA Hardest Hit Fund (HHF) - The Housing Finance Agency Innovation Fund for the Hardest Hit
Housing Markets: A program Treasury established under TARP to allow HFAs in the nation’s hardest hit
housing markets to design innovative, locally targeted foreclosure prevention programs.

HFSTHA - Helping Families Save Their Homes Act of 2009.

HUD - U.S. Department of Housing and Urban Development.

IMF - International Monetary Fund.

IPO - Initial Public Offering.

Legacy Securities: CMBS and non-agency RMBS issued prior to 2009 that were originally rated AAA or
an equivalent rating by two or more NRSROs without ratings enhancement and that are secured directly
by actual mortgage loans, leases or other assets and not other securities.

LIBOR - London Interbank Offered Rate: The rate of interest at which banks borrow funds from other
banks, in marketable size, in the London interbank market. LIBOR rates are disseminated by the British
Bankers Association.

MHA - Making Home Affordable: A comprehensive plan to stabilize the U.S. housing market and help
responsible, but struggling, homeowners reduce their monthly mortgage payments to more affordable

levels and avoid foreclosure. HAMP is part of MHA.

MBS - Mortgage-Backed Securities: A type of ABS representing an interest in a pool of similar
mortgages bundled together by a financial institution.
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NPV — Net Present Value: An NPV test is used to compare the net present value of cash flows from the
mortgage if modified under HAMP and the net present value of the cash flows from the mortgage
without modification.

NRSRO - Nationally Recognized Statistical Rating Organization: A credit rating agency which issues
credit ratings that the U.S. Securities and Exchange Commission permits other financial firms to use for
certain regulatory purposes.

Non-Agency Residential Mortgage-Backed Securities: RMBS that are not guaranteed or issued by
Ginnie Mae, Freddie Mac, Fannie Mae, any other GSE or a U.S. federal government agency.

OFS - Office of Financial Stability, the office within Treasury that implements TARP.

PRA - Principal Reduction Alternative Program: A program that offers mortgage relief to eligible
homeowners whose homes are worth significantly less than the remaining amounts owed under their
first lien mortgage loans.

Preferred Stock: Equity ownership that usually pays a fixed dividend and gives the holder a claim on
corporate earnings superior to common stock owners. Preferred stock also has priority in the
distribution of assets in the case of liquidation of a bankrupt company.

PPIF - Public Private Investment Fund: An investment fund established to purchase Legacy Securities
from financial institutions under PPIP.

PPIP - Public Private Investment Program: A TARP program designed to improve the health of financial
institutions holding real estate-related assets. The program is designed to increase the flow of credit
throughout the economy by Treasury partnering with private investors to purchase legacy securities
from financial institutions.

PSPA - Preferred Stock Purchase Agreements: The preferred stock purchase agreements that were
entered into by Treasury and the GSEs pursuant to HERA.

QFI - Qualifying Financial Institution: Private and public U.S.-controlled banks, savings associations,
bank holding companies, certain savings and loan holding companies, and mutual organizations.

RMBS - Residential Mortgage-Backed Securities: A financial instrument representing an interestin a
group of residential real estate mortgages.

S-PPIP - The Legacy Securities Public Private Investment Program.

SBA — U.S. Small Business Administration.

SBA 7(a) Loan Guarantee Program: A SBA loan program pursuant to which the SBA guarantees a
percentage of loans for small businesses that cannot otherwise obtain conventional loans at reasonable

terms.

SBA 7(a) Securities Purchase Program: A TARP program under which Treasury purchases securities
backed by the guaranteed portions of the SBA 7(a) loans.
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SCAP - Supervisory Capital Assessment Program: An assessment of capital, sometimes referred to as
the “stress test”, conducted by federal banking supervisors to determine if the largest U.S. financial
organizations had sufficient capital continue lending and absorb the potential losses that could result
from a more severe decline in the economy than projected.

SEC: U.S. Securities and Exchange Commission.
Servicer: An entity that collects payments and maintains accounts regarding mortgage loans.
SIGTARP - The Special Inspector General for the Troubled Asset Relief Program.

SPV - Special Purpose Vehicle: An off-balance sheet legal entity that holds the transferred assets
presumptively beyond the reach of the entities providing the assets (e.g., legally isolated).

Stress Test: See SCAP.

TIP - Targeted Investment Program: A TARP program that Treasury created to stabilize the financial
system by making investments in institutions that are critical to the functioning of the financial system.

TALF - Term Asset-Backed Securities Loan Facility: A program under which the Federal Reserve Bank of
New York made term non-recourse loans to buyers of AAA-rated Asset-Backed Securities in order to
stimulate consumer and business lending by the issuers of those securities. Treasury used TARP funds
to provide credit support for the TALF as part of its Consumer and Business Lending Initiative.

TARP - Troubled Asset Relief Program: The Troubled Asset Relief Program, which was established
under EESA to stabilize the financial system and prevent a systemic collapse.

Tier 1 Capital or “core capital”: A measure of a bank’s assets and liabilities that includes primarily
common equity (including retained earnings), limited types and amounts of preferred equity, certain
minority interests, and limited types and amounts of trust preferred securities, but excludes goodwill,
certain other intangibles and certain other assets. It is used by banking regulators as a measure of a
bank’s ability to sustain future losses and still meet depositor’s demands.

Tier 1 Common (also known as Tangible Common Equity or TCE): A measure of a bank’s assets and
liabilities calculated by removing all non-common elements from Tier 1 Capital, e.g., preferred equity,
minority interests, and trust preferred securities. It can be thought of as the amount that would be left
over if the bank were dissolved and all creditors and higher levels of stock, such as preferred stock, were
paid off. Tier 1 Common is the highest “quality” of capital in the sense of providing a buffer against loss
by claimants on the bank. Tier 1 Common is used in calculating the Tier 1 Common Ratio which
determines the percentage of a bank’s total assets that is categorized as Tier 1 Common. The higher the
percentage, the better capitalized the bank. Preferred stock is an example of capital that may be
counted in Tier 1 Capital, but not in Tier 1 Common.

TruPs - Trust Preferred Security: A security that has both equity and debt characteristics, created by
establishing a trust and issuing debt to it. A company may create a trust preferred security to realize tax
benefits, since the trust is tax deductible.

UP — Unemployment Program: The Home Affordable Unemployment Program is a supplemental
program to HAMP which provides assistance to unemployed borrowers.
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Warrant: A financial instrument that represents the right, but not the obligation, to purchase a certain
number of shares of common stock of a company at a fixed price.

Warrant Preferred or Warrant Sub Debt: For CPP investments in a privately-held company, an S-
corporation, or certain mutual institutions, Treasury received warrants to purchase, at a nominal cost,
additional preferred stock (these securities are referred to as “warrant preferreds”) or subordinated
debentures (these securities are referred to as “warrant sub debt”) equivalent to five percent of the
aggregate liquidation preference of the primary CPP investment.
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B. Links to Further Information

Office of Financial Stability, U.S. Department of the Treasury

e Financial Stability website: http://www.FinancialStability.gov/

e Agency Financial Report for Fiscal Year 2009:
http://www.ustreas.gov/press/releases/OSF%20AFR%2009.pdf

Warrant Sales

e Warrant Disposition Reports: http://www.FinancialStability.gov/latest/reportsanddocs.html

e Treasury Analysis of Warrant Auction Results (March 18, 2010):
www.Treas.gov/offices/economic-policy/reports/Auction-Analysis-3-18-2010.pdf

Public Private Investment Program Quarterly Reports:

« www.FinancialStability.gov/roadtostability/legacysecurities.html#reports

Housing Initiatives

e Monthly Servicer and Performance Report: www.FinancialStability.gov/latest/reportsanddocs.html

e Making Home Affordable Website: www.MakingHomeAffordable.gov

¢ Home Affordable Modification Program website (includes Supplemental Directives and the MHA
Handbook): www.HMPadmin.com

e Monthly Housing Scorecard from the U.S. Department of Housing and Urban Development (HUD):
www.HUD.gov/scorecard

Automotive Company Programs:

e Executive Office of the President, “A Look Back at GM, Chrysler and the American Auto Industry”
(April 21, 2010):
http://www.whitehouse.gov/sites/default/files/rss viewer/one year later autos report.pdf

Supervisory Capital Assistance Program and Capital Assistance Program

e SCAP White Paper: http://www.FederalReserve.gov/bankinforeg/bcreg20090424al.pdf

Office of the Special Master for TARP Executive Compensation

o www.FinancialStability.gov/about/executivecompensation.html

e Final Report of the Special Master for TARP Executive Compensation Kenneth R. Feinberg:
http://www.FinancialStability.gov/about/executivecompensation.html
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DEPARTAMENTO DEL TESORO DE LOS ESTADOS UNIDOS
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Programa de Alivio de Activos en Problemas [“TARP”]:
Retrospectiva de dos afios

Programa de Alivio de Activos en Problemas
Oficina de Estabilidad Financiera

Octubre de 2010



“...sihay algo que ha unido a demdcratas y republicanos, y a todos los demds, es que todos odiamos el
rescate de los bancos. Yo lo detesté. Ustedes lo detestaron. Fue tan popular como una endodoncia.

Pero cuando me postulé a la presidencia, prometi que no solamente tomaria medidas que fueran
populares; tomaria las medidas necesarias. Y si hubiéramos permitido el colapso del sistema financiero, el
desempleo posiblemente habria sido el doble de lo que es ahora. Con toda certeza, mds empresas
habrian cerrado. Sin duda, se habrian perdido mds viviendas.

Por lo tanto, apoyé los esfuerzos del gobierno pasado de crear un programa de rescate financiero. Y
cuando asumimos el programa, lo hicimos mds transparente y responsable. Como resultado, los
mercados ahora estdn estables y hemos recuperado gran parte del dinero que gastamos en los
bancos.

-- Presidente Obama, 27 de enero de 2010

Cuadro sindptico del TARP:

Asignacion  Total de

Al 30 de septiembre de 2010 . Reembolsos % reembolsado Ingresos
maxima gastos

Programas de capital para bancos $250 S 245 $192 78% $26,8
Compaiiias automotrices $82 S 80 S11 14% $2,6
AlG $70 $48
Mercados de crédito

Programa de inversiones publico-privadas * $22,4" S 14,2 $0,43 3% S0,2

Servicio de préstamos respaldados por activos a $4,3 $0,1

plazos

Programa de compra de titulos 7a SBA S04 S04
Iniciativa de capital para desarrollo comunitario $0,8 $0,6
Programas de viviendas del Tesoro 2 S 45,63 $0,5" n/a n/a n/a

Totales $475 $388 $204 53% $30

*Menos de $10 millones al 31/8/2010

1/ El monto fue de $30.000 millones, pero se redujo a $22.000 millones en julio de 2010.

2/ No se prevé el reembolso de los gastos del Tesoro en viviendas y el Tesoro no recibe ingresos ni certificados de suscripcién en relacién con estos
programas.

3/ El monto fue de $50.000 millones, pero se redujo a aproximadamente $46.000 millones en julio de 2010.
4/ Los gastos en el marco de los programas de viviendas se realizan de manera gradual con el tiempo.
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5. Descripciones del programa de inversiones del TARP

A. Programa de Compra de Capital

En un principio, la Ley de Estabilizacion Econdmica de Urgencia (EESA, por sus siglas en inglés) fue propuesta como
un medio para comprar préstamos hipotecarios, titulos respaldados por hipotecas y otros determinados activos de
los bancos. Sin embargo, se ampliaron las facultades concedidas dentro del marco de la EESA en el proceso
legislativo a efectos de cubrir cualquier instrumento financiero cuya adquisicion el Secretario del Tesoro, previa
consulta con el Presidente de |la Reserva Federal, determine necesario para promover la estabilidad del mercado
financiero. Poco después de la aprobacién de la EESA, llegaron incluso a detenerse practicamente los préstamos
entre los bancos, se cerraron los mercados de crédito y muchas instituciones financieras enfrentaron graves
dificultades. Dado el alto nivel de incertidumbre reinante en los mercados financieros y en la economia, incluso las
instituciones financieras sélidas comenzaron a acumular capital. No habia tiempo suficiente para implementar un
programa de compra de activos con garantias hipotecarias, ya que eso planteaba dificultades relacionadas con la
valuacidn de dichos activos y en lo que respecta lograr que sus titulares los vendieran a precios corrientes. Era
evidente, basandose en los indicadores del mercado, que las instituciones financieras necesitaban capital adicional
para mantener un flujo normal de crédito a las empresas y a los consumidores durante la crisis financieray la
recesién econémica. En este contexto, era necesario efectuar inyecciones inmediatas de capital a las instituciones
financieras para evitar un posible colapso del sistema.

En consecuencia, el 14 de octubre de 2008 el Tesoro lanzé el Programa de Compra de Capital (CPP, por sus siglas
en inglés), el programa mas grande y significativo dentro del marco de la EESA. El Tesoro se comprometio
inicialmente a destinar mdas de un tercio del total de los fondos del TARP, $250.000 millones, al CPP, el cual se
redujo a $218.000 millones en marzo de 2009. Al término del programa, el Tesoro habia invertido
aproximadamente $205.000 millones bajo el Programa de Compra de Capital.

1. Programa y metas

El Programa de Compra de Capital tenia el objetivo de fortalecer la posicidn de capital de las instituciones viables,
cualquiera fuera su envergadura, fomentando asi la confianza en estas instituciones y en el sistema financiero en su
conjunto. Con el capital adicional, los participantes del CPP estaban mejor preparados para emprender la concesion
de nuevos préstamos y continuar proporcionando otros servicios a los consumidores y a las empresas, incluso
mientras absorbian las amortizaciones parciales y las cancelaciones de préstamos que estaban resultando impagados.

De los $250.000 millones del total de los posibles compromisos, el Tesoro invirtié $125.000 millones en ocho de
las instituciones financieras mas grandes del pal's.3 Los restantes $125.000 millones se pusieron a disposicion de
instituciones financieras calificadas (QFI, por sus siglas en inglés) de todo tipo y tamafio a lo largo y ancho del pais,
entre las que figuraban bancos, cajas de ahorro y préstamo, conglomerados bancarios y sociedades de cartera de
ahorro y préstamo. Las QFl interesadas en participar en el programa tenian que presentar una solicitud ante el
principal organismo regulador federal correspondiente. El monto minimo de suscripcion a disposicion de las
instituciones participantes era el uno por ciento de los activos ponderados en funcién del riesgo. El monto maximo
de la suscripcidn era de $25.000 millones o el tres por ciento de los activos ponderados en funcién del riesgo, el
que resultara menor.

En los meses siguientes al anuncio del Programa de Compra de Capital, el Tesoro proporcioné $205.000 millones
en capital a 707 instituciones en 48 estados, entre ellas mds de 450 bancos pequeiios y comunitarios y 22
instituciones financieras de desarrollo comunitario certificadas (CDFI, por sus siglas en inglés) (véase el cuadro 5-A
a continuacion). La mayor inversidn fue de $25.000 millones y la mas pequefia de $301.000. La inversion final
enmarcada en el CPP se realizé en diciembre de 2009.

Los fondos del CPP no se proporcionaron en forma de subvenciones, sino que el Tesoro recibié acciones
preferentes o titulos de deuda a cambio de estas inversiones. No existe ningln plazo para que los bancos rescaten
las acciones preferentes o devuelvan el dinero al Tesoro. Esta es una condicidn necesaria para que la inversion

*En 2008, estos bancos representaban mas de la mitad de todos los activos bancarios.
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califique como capital “Nivel 1" en virtud de los requisitos reglamentarios. Sin embargo, existen incentivos para
que los bancos devuelvan los fondos.” Las instituciones pueden devolver el dinero prestado al Tesoro, previa
consulta con el organismo regulador federal correspondiente. Hasta la fecha, el Tesoro ha recibido
aproximadamente $152.000 millones en reembolsos del CPP.

La mayoria de los bancos que participan en el Programa de Compra de Capital le pagan al Tesoro un cinco por
ciento anual en concepto de porcentaje de dividendos, el que aumenta al nueve por ciento anual después de los
primeros cinco anos. En el caso de las corporaciones bajo sub-capitulo S, el Tesoro adquiere las obligaciones
subordinadas. La tasa de interés de las obligaciones subordinadas es del 7,7 por ciento anual durante los primeros
cinco afios y del 13,8 por ciento a partir de entonces; sin embargo, el monto total de dividendos pagaderos por las
corporaciones S al afio es de menos de $40 millones. Hasta la fecha, el Tesoro ha recibido aproximadamente
$10.000 millones en concepto de dividendos e intereses del CPP y $3.000 millones en los otros ingresos por la
venta de las acciones ordinarias de Citigroup (por encima del monto del principal recuperado).

El Tesoro también recibio certificados de suscripcidn para comprar acciones ordinarias u otros titulos de los
bancos en el momento de la inversidn del CPP. El propésito de los titulos adicionales es darles a los
contribuyentes la oportunidad de obtener ganancias adicionales de sus inversiones a medida que los bancos se
recuperan. Hasta la fecha, el Tesoro ha recibido mas de $8.000 millones en ingresos de la venta de certificados de
suscripcion de los programas CPP y TIP. Véase la pagina 32 en cuanto a una descripcion de los certificados de
suscripcion y su venta por parte del Tesoro.

a. Rol de los organismos reguladores bancarios

Muchos se han preguntado cémo decidié el Tesoro cudles bancos recibirian fondos. El programa estaba abierto a
todas las instituciones y se establecié un proceso para garantizar que las decisiones se tomaran de una manera
justa, imparcial y sistematica. El proceso también ayudd a asegurar que el programa cumpliera con las
responsabilidades estatutarias del Tesoro de promover la estabilidad financiera y proteger a los contribuyentes. El
proceso exigia que las QFI efectuaran su solicitud ante el organismo federal que fuera su principal regulador, ya sea
la Reserva Federal, la Corporacién federal de seguros de depdsitos (FDIC, por sus siglas en inglés), la Oficina del
Contralor de la Moneda o la Oficina de Supervisién de Ahorros. La solicitud deberia recibir una recomendacion
positiva por parte del organismo regulador.

Los organismos reguladores estan muy familiarizados con estas instituciones porque realizan evaluaciones
peridodicas de seguridad y solidez que incluyen analisis detallados de las condiciones y operaciones financieras
generales de los bancos, por ejemplo, capital, activos, gestidn, ganancias, liquidez y sensibilidad al riesgo de
mercado. Estos organismos también examinan las instituciones en lo que hace al cumplimiento de las leyes y los
reglamentos aplicables.

No obstante, el Tesoro no se basaba enteramente en la opinidn de los reguladores, sino que llevaba a cabo su
propio andlisis de todas aquellas solicitudes que recibian una recomendacion positiva de financiacion por parte de
estos organismos. El personal del Tesoro revisaba las solicitudes admitidas y las presentaba ante un comité interno
de inversiones del TARP, el que a su vez le hacia recomendaciones al Subsecretario de Estabilidad Financiera para
que éste tomara la decisidn final. Este proceso fue fundamental para asegurar que se tomaran decisiones objetivas.
El Inspector General Especial del TARP hizo un extenso analisis del proceso y concluyd en su informe de agosto de
2009 que era "un proceso bastante claro, mejorado con varias revisiones y mecanismos de control".

* Los términos del contrato incluyen varios incentivos para alentar a los bancos a reemplazar las inversiones del TARP por capital
privado. Estos términos contienen una disposicidn para incrementar el porcentaje de dividendos con el tiempo, una restriccion
sobre el banco de pagar de dividendos a sus accionistas ordinarios y una restriccion sobre la recompra de acciones hasta que el
banco reembolse las acciones preferentes del TARP.
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b. Pequenas instituciones

El Programa de Compra de Capital suele caracterizarse como un programa para los "grandes bancos", y muchas
personas creen erroneamente que las instituciones pequefias no se beneficiaron con este programa. De hecho,
las pequeiias instituciones financieras constituyen la gran mayoria de los participantes del CPP. De las 707
solicitudes aprobadas y financiadas por el Tesoro a través del Programa de Compra de Capital al momento en que
se cerré el 31 de diciembre de 2009, 473, o el 67 por ciento, eran instituciones con menos de $1.000 millones en
activos.

El Tesoro reconocié que el programa tendria que dar cabida a mas de una estructura corporativa a fin de que las
pequeiias instituciones pudieran participar. Asi fue que el Tesoro preparé documentos transaccionales del CPP
para instituciones privadas, organizaciones mutualistas y corporaciones S, ademas de los documentos para las
instituciones que cotizan en bolsa. La variedad de documentos abordé la complejidad estructural que conlleva la
inclusion de instituciones grandes y pequefias.

La cantidad de solicitudes presentadas se redujo rapidamente a principios de 2009 y mas de 650 bancos retiraron
nuevas solicitudes. Se han citado varias razones para ello. Una de ellas fue que en febrero de 2009, el Congreso
adopté ciertos requisitos que limitaban las remuneraciones de los directivos de las entidades beneficiarias del
TARP. Una segunda razén fue que muchos bancos sintieron que habia un estigma asociado con la participacién en
el programa. Una tercera fue que de algliin modo habia disminuido la gravedad de la crisis.

En mayo de 2009, después de que muchas grandes instituciones comenzaron a obtener capital de los mercados
accionarios y de la deuda privada, el Tesoro reanudé las solicitudes del CPP para instituciones con menos de $500
millones en activos. Esta iniciativa les ofrecid a las instituciones mds pequeias, que no tenian el mismo acceso a
los mercados de capital que las mas grandes, la oportunidad de recibir inversiones adicionales del CPP. El Tesoro
aumento la cantidad de capital disponible para las instituciones mas pequeiias en el marco del programa.
Originalmente, las instituciones eran admisibles para una inversién de capital enmarcada en el CPP que
representaba hasta el tres por ciento de los activos ponderados en funcién del riesgo. Al volver a abrir este
programa para instituciones mas pequenas, el Tesoro elevé el monto de los fondos disponibles al cinco por ciento
de los activos ponderados en funcion del riesgo, y no exigio certificados de suscripcidn adicionales para la
inversidn incremental.

El siguiente cuadro indica el volumen de los activos de los bancos que participaron en el Programa de Compra de
Capital.

Cuadro 5-A:

Perfil de inversion inicial del CPP ($ en mil millones)

Participantes del CPP Inversion
Rango de activos* Numero Porcentaje Monto Porcentaje
<$1.000m 473 66,9% 3,8 1,9%
$1.000m- $10.000m 177 25,0% 10,0 4,9%
>$10.000m 57 8,1% 191,1 93,3%
Total 707 100% 204,9 100%

Fuente: SNL Financial , Tesoro
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c. Las inversiones bancarias del TARP fueron estructuradas como acciones preferentes sin derecho
a voto, lo cual proporcioné un apoyo crucial de capital sin crear control del gobierno

Como se describe en la Seccion 3 de la pagina 10, en el afio 2008 el Tesoro decidié que la manera mas efectiva
para tratar de estabilizar el sistema financiero de la nacidén era proporcionar capital a los bancos. La gran mayoria
de las inversiones del TARP se hicieron en forma de acciones preferentes sin derecho a voto. Con el fin de lograr
el objetivo de proporcionar apoyo de capital y cumplir con los requisitos de las reglamentaciones bancarias para
el capital Nivel 1, el TARP no podia exigirles a los bancos que pagaran lo adeudado al Tesoro en una fecha fija,
como sucede con un préstamo.

Por lo general, las acciones preferentes son sin derecho a voto (excepto en determinadas circunstancias),
mientras que las acciones ordinarias tienen pleno derecho a voto. Por lo tanto, la mayoria de las inversiones del
TARP son sin derecho a voto. Las acciones preferentes no le dan al Tesoro derecho a puestos en las juntas
directivas ni a participar como observadores en las mismas, excepto cuando no se pagan dividendos durante seis
trimestres, en cuyo caso el Tesoro tiene el derecho de elegir a dos directores para que se integren a la junta.

2. Situacion en septiembre de 2010
a. Reembolsos — devolucion de los fondos del TARP

Los bancos pueden efectuar reembolsos al Tesoro de conformidad con las condiciones establecidas en los
acuerdos de compra, segn han sido modificadas por la Ley de Reinversion y Recuperacion de los Estados Unidos
(ARRA, por sus siglas en inglés). El Tesoro también tiene el derecho de vender los titulos. Sin embargo, el Tesoro no
tiene el derecho de obligar al reembolso. El precio de reembolso es igual al precio que el Tesoro pagod por las
acciones, mas los dividendos o intereses pendientes de pago.

Al 30 de septiembre de 2010, el Tesoro ha recibido mas de $152.000 millones en reembolsos del CPP. De esa
cantidad, aproximadamente $13.400 millones de reembolsos corresponden a la venta de acciones ordinarias de
Citigroup hasta el 30 de septiembre de 2010.

b. Rentabilidad para los contribuyentes
1) Pagos de dividendos e intereses

Como es tipico en el caso de las inversiones en acciones preferentes, los bancos deben decidir si pagan dividendos,
ya que pueden optar por conservar su capital. El Tesoro recibié dividendos "acumulativos" cuando asi lo permitia
la regulacion aplicable. Es decir, si no se pagan dividendos en algun trimestre, estos son afiadidos a la preferencia
de liquidacién, lo que aumenta el derecho del titular de la preferencia. En otros casos, los dividendos fueron "no
acumulativos". Los participantes del CPP pueden hacer pagos de dividendos con la aprobacion de su principal
organismo regulador federal. No obstante, si un banco no paga dividendos durante seis trimestres, el Tesoro tiene
el derecho de nombrar a dos directores para integrarse a la junta del banco.

Al 30 de septiembre de 2010, los dividendos e intereses recibidos de las inversiones del Programa de Compra de
Capital totalizan aproximadamente $10.000 millones. Ademads, las ventas de acciones ordinarias de Citigroup al 30
de septiembre de 2010 han generado ingresos por valor de $3.000 millones (por encima del monto del principal
recuperado de la inversion de Citigroup antes mencionada).

2) Rentabilidad general

El CPP fue un éxito, no solo porque se logré estabilizar el sistema financiero, sino porque también generara una
rentabilidad positiva para los contribuyentes, asi como los programas de apoyo a los bancos (Programa de
Compra de Capital, Programa de Inversiones Especificas y Programa de Garantia de Activos) en su conjunto. En la
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actualidad, el Tesoro estima que el beneficio neto para los tres programas combinados serd de $16.000 millones.
Esta cifra es solo una estimacion y dependerd de varios factores, entre ellos, las condiciones del mercado y el
rendimiento de las empresas individuales. Algunos observadores iniciales de las inversiones del CPP fueron
criticos, sefalando, por ejemplo, que el Tesoro habia pagado demasiado para realizar las inversiones en ocho de
las instituciones financieras mas grandes del pais y/o que las instituciones no serian capaces de reembolsar los
fondos. De hecho, todas estas instituciones han reembolsado al gobierno en su totalidad, con la excepcidn de
Citigroup, donde parte de la inversién estd en forma de acciones ordinarias que el gobierno se encuentra
actualmente en proceso de vender. En este caso, el gobierno espera completar su salida a principios del préximo
ano. Con respecto a las siete instituciones que han efectuado un reembolso completo, nuestra tasa interna de
rentabilidad sobre una base combinada fue del 11 por ciento. También hemos obtenido ganancias en las ventas
de Citigroup hasta la fecha y esperamos obtener una ganancia total basada en el precio actual del mercado.

3) Ciertas instituciones; pagos no efectuados y nombramiento de directores

La rentabilidad obtenida de las inversiones en el Programa de Compra de Capital sera parcialmente compensada
por las pérdidas incurridas en inversiones en ciertas instituciones. Al 30 de septiembre de 2010, cinco
instituciones se han declarado en quiebra o sus subsidiarias bancarias fueron puestas bajo administracion judicial
(CIT Group Inc., UCBH Holdings Inc., Midwest Banc Holdings Inc., Sonoma Valley Bancorp y Pacific Coast National
Bancorp), lo que representa una inversion total de $2.730 millones. Hasta la fecha, junto con los $242 millones
del descuento obtenido sobre ventas, seglin se describe mds adelante en el presente informe, las pérdidas en
inversiones ascienden a aproximadamente $3.000 millones.

En lo que hace al pago de dividendos trimestrales con vencimiento en agosto de 2010, 123 instituciones dejaron
de hacer sus pagoss, que consistian en 96 pagos de dividendos acumulativos (aproximadamente $41,5 millones),
19 pagos de dividendos no acumulativos (aproximadamente $1,8 millones) y ocho pagos de intereses de
corporaciones S (aproximadamente $1,6 millones). Hasta la fecha, 21 bancos se han retrasado con cuatro pagos,
15 bancos con cinco, seis bancos con seis y un banco con siete.

El Tesoro ha publicado una guia sobre el ejercicio de su derecho contractual a nombrar a miembros para la junta
directiva de una institucion. Los directores no pueden ser funcionarios del gobierno y por ley deben actuar en
interés de todos los accionistas, y no como representantes del Tesoro ni de los contribuyentes. El Tesoro dara
prioridad a los bancos basado, en parte, en si su inversion supera los $25 millones. Ademas, el Tesoro solicitara el
permiso de los bancos para que un observador asista a las reuniones de las juntas directivas cuando alguna
institucién no cumpla con el pago de cinco dividendos. Los observadores pueden ser funcionarios del gobierno.
Este paso proactivo ayudard a que el Tesoro determine dénde resultard mas efectivo el nombramiento de
directores. Si el derecho de nombrar a los miembros de la junta directiva de un banco llegara a ser ejecutable, el
Tesoro determinara el nombramiento de hasta dos miembros como maximo luego de evaluar la situacién de la
institucién y el funcionamiento de su junta directiva.

4) Intercambios y reestructuraciones — preservacion del valor y proteccion de los intereses de los
contribuyentes

En casos limitados, con el fin de proteger los intereses de los contribuyentes en el valor de una inversion del CPP
y promover la estabilidad financiera, el Tesoro puede intercambiar las acciones preferentes del CPP por otros
titulos. Al evaluar la participacion en un intercambio de acciones preferentes del CPP, el Tesoro considera la
posibilidad de que el banco consiga nuevos inversores que proporcionen capital adicional, de llevar a cabo una
reestructuracién de su capital o de fortalecer su posicién de capital y situacion financiera. Los intercambios
realizados por estas razones pueden ser a una tasa inferior a la nominal, y las ventas del Tesoro a un nuevo
inversor se pueden hacer con un descuento. El Tesoro describié las consideraciones para evaluar los

5 . . . . . .. e . .
Los datos excluyen las instituciones que se declararon en quiebra o estaban bajo administracion judicial en el momento en que
vencia el pago trimestral.
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intercambios y las reestructuraciones en el Informe Financiero de la Agencia correspondiente al ejercicio fiscal
2009, pagina 41.

c. Uso de fondos por parte de los bancos que participan en el Programa de Compra de Capital

El Tesoro trabajo con la Oficina del Inspector General Especial para el Programa de Alivio de Activos en Problemas
(SIGTARP, por sus siglas en inglés) en la elaboracidén de una Encuesta sobre el uso del capital. El alcance de la
Encuesta anual sobre el uso del capital abarca los préstamos, la intermediacidn financiera y las actividades de
creacion de capital de cada entidad financiera después de la inversién de los fondos del CPP desde la fecha en
gue se recibieron inicialmente los fondos hasta el final del cuarto trimestre de 2009. El Tesoro envié esta
Encuesta a los participantes del CPP en marzo de 2010 y recibio respuestas a la encuesta de la mayoria de los
participantes en este programa. El Tesoro publicé todas las encuestas enviadas por los beneficiarios del CPP, asi
como los nombres de las instituciones financieras que no respondieron a la encuesta, en el sitio Web
FinancialStability.gov. Ademas, publicé un resumen de los datos cuantitativos (balance general resumido e
informacién del estado de resultados basado en las presentaciones reglamentarias de cada institucion) de cada
beneficiario individual del CPP en el sitio FinancialStability.gov.

d. Comparacion de préstamos de bancos del CPP

El capital con el que cuentan muchos bancos de pequefia y mediana escala esta facilitando nuevos préstamos al
tiempo que absorben las pérdidas derivadas de activos heredados. De hecho, en los bancos con menos de $1.000
millones en activos que recibieron capital del TARP, la cifra total media de préstamos ha aumentado un 3,3 por
ciento desde el tercer trimestre de 2008, en comparacién con el 1,6 por ciento de otras instituciones de escala
similar que no recibieron fondos del TARP. La diferencia es ain mayor en el caso de préstamos comerciales e
industriales, asi como en los créditos inmobiliarios comerciales, que son muy importantes para las pequefias
empresas.
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B. Programa Supervisorio de Evaluacion de Capital (“Prueba de resistencia) y Plan de Asistencia de Capital

Si bien las inversiones realizadas en virtud del Programa de adquisicién de capital ayudaron a impedir una caida, el
Tesoro también se enfocé en el modo de recapitalizar el sistema con capital privado de manera que el apoyo del
gobierno se pudiera saldar. Sin embargo, a fines de 2008 y principios de 2009, la confianza en nuestro sistema
financiero se habia visto seriamente socavada; los inversores cuestionaban si las instituciones contaban con los
recursos para sobrevivir y se preguntaban si muchas de ellas conocian realmente su verdadera situacién. Asi, una
parte fundamental del Plan de estabilidad financiera anunciado por la Administracion de Obama consistia en llevar a
cabo una “prueba de resistencia” de los principales bancos a fin de determinar su condicion. Esto debia realizarse de
manera abierta y transparente para que el mercado pudiera saber cudles bancos necesitaban mas capital. Junto con
esta prueba con miras al futuro, el Tesoro anuncid que otorgaria capital bajo TARP (Programa de alivio de activos en
problemas) mediante el Plan de Asistencia de Capital (CAP, por sus siglas en inglés) a los bancos que necesitaran
capital adicional y no pudieran obtenerlo de fuentes privadas.

1. Programay objetivos

A principios de 2009, el Tesoro trabajo junto con las agencias bancarias federales para desarrollar la evaluacién unica
con miras al futuro o “prueba de resistencia”, conocida como el Programa Supervisorio de Evaluacién de Capital
(SCAP, por sus siglas en inglés), sobre las diecinueve empresas de holding bancario (BHC, por sus siglas en inglés) mas
grandes de los Estados Unidos. El disefio de las pruebas y sus resultados se hicieron publicos, una medida novedosa
tomada con base en la necesidad sin precedentes de restaurar la confianza. Mediante la identificacién y
cuantificacién de los posibles déficits y la solicitud de capital adicional para eliminar las deficiencias, el SCAP garantizé
que estas instituciones financieras tuvieran capital suficiente para mantener su rol de intermediarios y pudieran asi
continuar ofreciendo préstamos a prestatarios solventes incluso si la situacién econémica sufriera un deterioro grave
y prolongado.

La prueba de resistencia descubrid que nueve de las empresas de holding bancario mas grandes contaban con el
capital adecuado para soportar situaciones econémicas mas graves. Nueve de las diez empresas de holding bancario
que fueron identificadas con necesidad de obtener financiacion cumplian o excedian los requisitos de obtencién de
capital mediante esfuerzos privados. Sélo una institucion, Ally Financial (ex GMAC), necesitaba fondos adicionales en
virtud del TARP para cumplir sus requisitos SCAP, que se brindaron mediante el Programa de Financiacion de la
Industria Automotriz, no mediante el CAP.

2. Condicién desde septiembre de 2010

Desde que se publicaron los resultados del SCAP en mayo de 2009, en total, las empresas de prueba de resistencia
han aumentado el capital requerido en mas de $150 mil millones. Significativamente, esta ampliacion de capital le ha
permitido a mas de 80 bancos reembolsar las inversiones del TARP realizadas por el Tesoro.

El Programa de aportacién de capital se les ofrecié a todos los bancos y a las QFI, no sélo a aquellos bancos sometidos
al SCAP. Otra muestra de la efectividad del SCAP y del CPP, como asi también de otros esfuerzos gubernamentales,
consiste en que el Tesoro no recibid ninguna solicitud para el CAP que finalizé el 9 de noviembre de 2009.
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C. Programa de inversion especifica

El Tesoro cred el Programa de inversion especifica (TIP, por sus siglas en inglés) en diciembre de 2008. El programa le
brindé al Tesoro la flexibilidad necesaria para suministrar fondos nuevos o adicionales a las instituciones financieras
esenciales para el funcionamiento del sistema financiero. El TIP se considerd una “ayuda excepcional” a los fines de
los requisitos de remuneracién de ejecutivos (ver Seccién 7).

1. Programay objetivos

Mediante el Programa de inversion especifica, el Tesoro procurd impedir la pérdida de confianza en las instituciones
financieras fundamentales, lo que podria provocar importantes trastornos en el mercado financiero, poner en riesgo
la solidez financiera de instituciones financieras en situaciones similares, perjudicar a mercados financieros mas
amplios y debilitar la economia global. La admisibilidad para participar en el TIP se determiné caso por caso y
dependio de varios factores. El Tesoro considerd, entre otros, los siguientes puntos:

e Lamedida en que la quiebra de una institucion pusiera en riesgo la viabilidad de sus acreedores y
contrapartes debido a su exposicién directa a la institucion;

e Elnumeroy el tamafio de las instituciones financieras que los inversores o contrapartes percibian como
instituciones en situaciones similares a las de la institucién en quiebra, o sabian que asi era, o instituciones
financieras que probablemente se verian afectadas por los efectos de contagio indirectos de la quiebra de la
institucion;

e Laimportancia de la institucion en relacion con el sistema financiero y econdmico de manera que una
quiebra causaria, muy probablemente, mayores trastornos para los mercados de crédito o los sistemas de
pagos y liquidaciones, desestabilizaria seriamente los precios de activos clave o aumentaria
significativamente la incertidumbre o la pérdida de confianza, debilitando el desempefio de la economia
global; y

e Elalcancey la probabilidad de que la institucién acceda a fuentes alternativas de capital y liquidez, ya sea del
sector privado u otras fuentes de fondos gubernamentales.

El Tesoro invirtié $20 mil millones tanto en Bank of America como en Citigroup en virtud del Programa de inversién
especifica. Estas inversiones se realizaron sumadas a aquellas que los bancos recibieron de acuerdo con el CPP. Al
igual que el CPP, el Tesoro invirtié en acciones preferentes y recibié certificados de suscripcion para comprar acciones
ordinarias en las instituciones. Sin embargo, las inversiones del TIP proporcionaron dividendos anuales del ocho por
ciento, lo que superd la tasa del CPP, e impuso mds requisitos de informe y mas términos onerosos a las empresas
que los términos del CPP, incluyendo restriccién de dividendos a $0.01 por accidn por trimestre, restricciones a la
remuneracion de ejecutivos, restricciones a los gastos corporativos y otras medidas.

2. Condicion desde septiembre de 2010

En diciembre de 2009, ambas instituciones participantes reembolsaron sus inversiones TIP por completo, con
dividendos. El total de los dividendos recibidos de las inversiones del Programa de inversion especifica fue de $3 mil
millones. El Tesoro también recibié certificados de suscripcidon de cada banco que le brindaban al contribuyente una
ganancia adicional sobre las inversiones. Como consecuencia, el programa se encuentra cerrado y logré un retorno
positivo para los contribuyentes.
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D. Programa de garantia de activos

1. Programa y objetivos

Bajo el Programa de garantia de activos (AGP, por sus siglas en inglés), el Tesoro tomé medidas para afirmar el valor
de determinados activos de instituciones financieras iddneas mediante la absorcién de una parte de las pérdidas de
dichos activos. El programa se llevd a cabo de manera conjunta entre el Tesoro, la Reserva Federal y la FDIC. Al igual
que el Programa de inversion especifica, se disefid para aquellas instituciones financieras cuya quiebra pudiera danar
al sistema financiero y reducir la posibilidad de “desparramarse” hacia el sistema financiero y la economia en general.
De manera mas especifica, el Programa de garantia de activos se utilizé para ayudar a determinadas instituciones
financieras que enfrentaban una potencial pérdida de confianza del mercado debido, en gran parte, a su cartera de
activos embargados o iliquidos. Al ayudar a limitar la exposicion de la institucién a pérdidas de activos iliquidos o
embargados, el Programa de garantia de activos contribuyd a que la institucién mantuviera la confianza de los
depositantes y otras fuentes de financiacién y siguiera satisfaciendo las necesidades crediticias de las familias y las
empresas. El AGP se utilizd de manera limitada para ayudar al Bank of America y Citigroup junto con las inversiones
del Programa de inversién especifica en las instituciones mencionadas.

a. Bank of America

En enero de 2009, el Tesoro, la Reserva Federal y la FDIC acordaron en principio compartir las posibles pérdidas en un
fondo de instrumentos financieros de $118 mil millones, propiedad de Bank of America. Estos instrumentos eran
titulos garantizados por préstamos inmobiliarios residenciales y comerciales y deudas corporativas y transacciones de
derivados relacionados a dichos titulos, préstamos y operaciones de cobertura. Si el acuerdo hubiera llegado a
término, el Tesoro y la FDIC habrian recibido acciones preferentes y certificados de suscripcién como prima por la
garantia. Los mercados recibieron muy bien el anuncio de la transaccién (y la transaccién de Citigroup que se detalla
abajo). Este anuncio contribuyd de inmediato a restaurar la confianza de los inversores en la institucion financiera y
en el sistema bancario en general. En mayo de 2009, antes de que finalizara la transaccion, Bank of America anuncid
su intencién de dar por terminadas las negociaciones en relacion con el acuerdo de distribucion de pérdidas y en
septiembre de 2009, el gobierno y Bank of America firmaron un acuerdo de terminacion. Bank of America acordé
pagar una cuota de terminacion de $425 millones al gobierno, de los cuales $276 millones eran para el Tesoro. Esta
cuota indemnizaba al gobierno por el valor que Bank of America habia recibido del anuncio de la voluntad del
gobierno para garantizar y compartir las pérdidas en el fondo de activos a partir de la fecha indicada en la hoja de
términos y condiciones y con posterioridad a la misma. La cuota de terminacion se establecid con base en las cuotas
que se deberian haber pagado si la garantia hubiera llegado a término. No se realizaron reclamos por pagos de
pérdidas al gobierno ni se gastaron los fondos del TARP ni otros fondos. Por lo tanto, la cuota constituye una ganancia
neta para el contribuyente.

b. Citigroup

En enero de 2009, el Tesoro, la Reserva Federal y la FDIC acordaron compartir las potenciales pérdidas en un fondo
de activos cubiertos de Citigroup por $301 mil millones. El acuerdo llegé a término y, como prima por la garantia, el
Tesoro y la FDIC recibieron $7,1 mil millones de acciones preferentes, con términos similares a los de la inversion del
TIP y mds onerosos que los del CPP, incluyendo una tasa de dividendos del ocho por ciento. Asimismo, el Tesoro
recibié certificados de suscripcion para adquirir 66,5 millones de acciones ordinarias. Si bien la garantia se disefid
originalmente por un periodo de cinco a diez afos, Citigroup solicité su terminacion en diciembre de 2009 junto con
la cancelacion de la inversion del TIP por $20 mil millones. Esto se debiod a que la condicidn financiera de Citigroup
habia mejorado y el banco habia captado mas de $20 mil millones en capital privado. Los reguladores bancarios
aprobaron esta solicitud.
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En relacion con la terminacién, el Tesoro y la FDIC retuvieron la mayor parte de la prima abonada. Es decir que el
gobierno retuvo un total de $5,3 mil millones de los $7,1 mil millones de acciones preferentes (que se habian
convertido en titulos preferentes emitidos por fideicomisos). De este monto, el Tesoro retuvo $2,23 mil millonesy la
FDICy el Tesoro acordaron que, sujeto a algunas condiciones, la FDIC transferiria hasta $800 millones de titulos
preferentes emitidos por fideicomiso al Tesoro al momento del cese de la participacion de Citigroup en el Programa
de garantia de liquidez temporal de la FDIC.

Citigroup no realizé reclamo alguno por los pagos de pérdidas efectuados al gobierno por el periodo en el que la
garantia de activos de Citigroup se encontraba pendiente antes de la terminacién en diciembre de 2009. En
consecuencia, el Tesoro no realizd pagos de garantia de los fondos TARP a Citigroup. Por lo tanto, todos los pagos
recibidos hasta la fecha, y el ingreso recibido por la venta de los titulos descriptos anteriormente, constituiran una
ganancia neta para el contribuyente. Desde el 30 de septiembre de 2010, los dividendos totales recibidos de los
titulos alcanzaban aproximadamente los $440 millones. El 30 de septiembre de 2010, el Tesoro vendid las acciones
preferentes emitidas por el fideicomiso por aproximadamente $2,25 mil millones. El Tesoro aun tiene los certificados
de suscripcién del Citigroup y espera recibir otros $800 millones en acciones preferentes emitidos por el fideicomiso
de la FDIC. Ambos le otorgardn al contribuyente una ganancia adicional.

2. Condicidon desde septiembre de 2010

Actualmente el Programa de garantia de activos se encuentra cerrado. No se realizaron pagos. La cuota de Bank of
America y los titulos y dividendos recibidos de Citigroup redundardn en un retorno positivo para los contribuyentes.
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E. Disposiciones de los certificados de suscripcién

1. Programa y objetivos

Tal como lo requirid la EESA, el Tesoro recibid certificados de suscripcién de los bancos del TARP a fin de brindarles a
los contribuyentes un retorno adicional sobre la inversién del gobierno. Por cada inversién CPP y TIP en una empresa
que cotice en bolsa, el Tesoro recibio certificados de suscripcion para comprar, a un precio de ejercicio fijo, acciones
ordinarias equivalentes al 15% del valor total de liquidacion preferencial de la inversidon senior preferencial. El precio
de ejercicio por accion se establecio con base en las medias mdviles de 20 dias del precio de accidén ordinaria del
banco a partir del momento en que recibid la aprobacidn preliminar para la inversién del TARP.

Los certificados de suscripcidn se pueden utilizar en cualquier momento por un periodo de diez afios. Estos
certificados de suscripcion publicos incluyen algunas disposiciones habituales contra la dilucion a fin de proteger su
valor para el Tesoro en el caso de que una empresa emita mas acciones o tome otras medidas. Para las inversiones
del CPP realizadas en una empresa de capital privado, una corporacién S o determinadas instituciones mutualistas, el
Tesoro recibid certificados de suscripcion para comprar, a un costo nominal, acciones preferentes adicionales (a los
que se hace referencia como “certificados de suscripcién prefererentel”) o obligaciones subordinadas (a los que se
hace referencia como “deuda subordinada de orden de pago”) equivalentes al cinco por ciento del valor total de
liquidacién preferencial de la inversién primaria del CPP. Estos titulos de certificados de suscripcion preferente y
deuda subordinada de certificados de suscripcidon pagan un interés o dividendo mas alto que la inversion primaria del
CPP. El Tesoro utilizé de inmediato este tipo de certificados de suscripcion al cierre de las inversiones.

Al reembolsar su inversion en accidn preferentes del TARP, una institucidn financiera puede comprar nuevamente sus
certificados de suscripcion a un valor de mercado justo y acordado. En todos los casos, el Tesoro sigue un proceso de
evaluacion consistente a fin de garantizar que los contribuyentes reciban valores de mercado justos para los
certificados de suscripcion. Si una institucién decide no recomprar sus certificados de suscripcién, el Tesoro tiene el
derecho contractual de venderlos. El Tesoro sigue la politica de deshacerse de los certificados de suscripcion lo antes
posible si no se llega a un acuerdo para la recompra. Hasta el momento, el Tesoro ha utilizado una metodologia de
subasta publica holandesa modificada para deshacerse de los certificados de suscripcion que el banco no compra.

2. Condicidon desde septiembre de 2010

Hasta la fecha, la disposicion de los certificados de suscripcion ha aumentado cada vez mas los retornos del
contribuyente sobre las inversiones preferentes del Programa de adquisicidon de capital y del Programa de inversidn
especifica que se han reembolsado. Desde el 30 de septiembre de 2010, el Tesoro ha recibido més de $8 mil millones
en producto bruto de la venta proveniente de la disposicion de certificados de suscripcion relacionados con 58
inversiones del CPP y una (1) inversion del TIP, que consistian aproximadamente en (i) $3 mil millones provenientes
de recompras de emisores a valores de mercado justos y acordados y (ii) $5 mil millones provenientes de subastas. En
las subastas, los precios de liquidacion se establecieron mediante una fuerte competencia entre una gran cantidad de
licitantes. Para estas inversiones, que representan aproximadamente $140 mil millones en capital, el Tesoro ha
recibido un retorno del 4,2 por ciento de dividendos y un retorno adicional del 5 por ciento de la venta de los
certificados de suscripcidn, alcanzando asi un retorno total del 9,2 por ciento. Por la inversién del TIP de $20 mil
millones en Bank of America Corporation, el Tesoro recibié una tasa de retorno interna del 15,3 por ciento. Estos
retornos no predicen los retornos eventuales en las carteras del CPP y el TIP.

El Tesoro ha publicado dos Informes de disposicion de certificados de suscripcion semestrales que brindan
informacién adicional sobre el proceso de la disposicidn y los resultados de las ventas de los certificados de
suscripcion. Los informes se pueden encontrar en nuestro sitio Web en
www.FinancialStability.gov/latest/reportsanddocs.html.
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F. Iniciativa de capital de desarrollo comunitario

A las comunidades desatendidas por los proveedores de servicios tradicionales bancarios y financieros les ha
resultado mas dificil obtener crédito en el entorno econédmico actual. Las Instituciones financieras de desarrollo
comunitario (CDFI, por sus siglas en inglés) tienen como objetivo brindar financiacién a estas comunidades. Las CDFI
ofrecen una amplia gama de productos y servicios financieros tradicionales e innovadores disefiados para ayudar a
sus clientes a acceder al sistema financiero, crear riquezas y mejorar sus vidas y las comunidades en las que viven. Las
CDFI se centran especialmente en brindar servicios financieros a comunidades con ingresos bajos a moderados,
comunidades minoritarias y otras comunidades marginadas. Las CDFI cuentan con la certificacion del Fondo CDFI del
Tesoro, que se cred con el propdsito de promover la revitalizacién econdmica y el desarrollo comunitario en
comunidades con bajos ingresos.

1. Programa y objetivos

La mayoria de las CDFI se vieron afectadas de manera adversa por la crisis financiera. El Tesoro lanzé la Iniciativa de
capital de desarrollo comunitario para ayudar a las CDFI certificadas, y a las comunidades a las que asisten, para hacer
frente a los efectos de la crisis financiera.

En virtud de este programa, las instituciones de ahorro de las CDFI recibieron inversiones de capital con una tasa de
dividendo o interés inicial del 2 por ciento, en comparacion con la tasa del 5 por ciento que se ofrecia en el Programa
de adquisicion de capital. Las instituciones de ahorro de las CDFI se postularon para recibir capital de hasta el 5 por
ciento de los activos ponderados por el nivel de riesgo. A fin de alentar el reembolso y reconocer las circunstancias
especiales que enfrentan las CDFI, la tasa de dividendo alcanzard el 9 por ciento luego de ocho afios, en comparacién
con 5 afios en los CPP.

Las cooperativas de crédito de las CDFI también podian postularse para recibir inversiones de capital secundarias con
tasas equivalentes a las ofrecidas a las instituciones de ahorro de las CDFl y con condiciones similares. Estas
instituciones podian solicitar hasta el 3,5 por ciento de los activos totales, monto que aproximadamente equivale al 5
por ciento de los activos ponderados por el nivel de riesgo disponible para las instituciones de ahorro.

El Tesoro establecid un proceso para revisar las postulaciones de las CDCI que confia en los reguladores federales
apropiados, similar al descripto en “CPP — Rol de los reguladores bancarios”. Para este programa, el regulador federal
de la CDFI determind la viabilidad segun las condiciones especificas. Esto significa que la viabilidad considerd
inyecciones de capital de inversores privados realizadas con anterioridad a la inversién del Tesoro o simultaneamente
con dicha inversidn. No se les exigio a las CDFI que emitieran certificados de suscripcidn en este programa. Asimismo,
las CDFI que participaron en el CPP y tenian solvencia podian cambiar titulos emitidos en virtud del CPP por titulos de
este programa.

2. Condicidn a septiembre de 2010

El tesoro finalizd la financiacion relacionada con este programa en septiembre de 2010. El monto total de la inversion
para el programa de las CDCl en virtud del TARP es de aproximadamente $570 millones para 84 instituciones. De este
monto, aproximadamente $363,3 millones provenientes de 28 bancos se intercambid de inversiones del Programa de
adquisicion de capital al CDCI.
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Programas disefiados para facilitar créditos para pequefias empresas y consumidores

El crédito se encontraba extremadamente restringido para las pequefias empresas y para los consumidores durante
la crisis financiera. La disponibilidad de crédito es fundamental para que las pequefias empresas crezcan y para que
los consumidores realicen mejoras a sus hogares, compren automdviles nuevos o envien a sus hijos a la universidad.
A modo de reconocimiento de la importancia vital que las pequefias empresas y los consumidores tienen en la
economia global, el Tesoro lanzé tres programas para abordar las restricciones crediticias que enfrentan estos
grupos: el Programa a Término de Préstamos Respaldado por Activos (TALF, por sus siglas en inglés), el Programa de
Inversién Publico-Privado (PPIP, por sus siglas en inglés) y el Programa de Adquisicion de Titulos SBA 4(a). Si bien los
objetivos especificos y los métodos de implementacion de cada programa diferian, el objetivo general de estos tres
programas era el mismo: reiniciar el flujo de crédito para satisfacer las necesidades esenciales de las pequeias
empresas y los consumidores.

G. Programa de Facilidad de Préstamos de Valores a Término Respaldados por Activos

El Programa Facilidad de Préstamos de Valores a Término Respaldados por Activos es una parte fundamental del Plan
de estabilidad financiera de la Administracion de Obama y la principal iniciativa de la Iniciativa de préstamos a las
empresas y los consumidores (CBLI, por sus siglas en inglés) del TARP. El TALF (por sus siglas en inglés) es un
programa conjunto de la Reserva Federal y el Tesoro que se disefié para reiniciar los mercados de titulizacién
respaldados por activos que se habian paralizado durante los primeros meses de la crisis financiera. Los mercados de
ABS (titulos respaldados por activos, por sus siglas en inglés) han ayudado histéricamente a financiar una parte
sustancial del crédito a los consumidores y las empresas. Los efectos de esta paralizacion de emisidn fueron muchos:
disponibilidad limitada de crédito para familias y empresas de todos los tamafios, ampliacién de los margenes de las
tasas de interés sin precedentes y potencial para debilitar aiun mas la actividad econdmica en los Estados Unidos.

1. Programay objetivos
a. Diserio del programa

De acuerdo con la autoridad del Articulo 13 (3) del “Federal Reserve Act”, el Banco de la Reserva Federal de Nueva
York (FRBNY, por sus siglas en inglés) acordé extender hasta $200 mil millones en préstamos sin posibilidad de
recurso a prestatarios a fin de permitir la compra de titulos respaldados por activos (ABS) con calificacion AAA,
incluidos aquellos respaldados por préstamos al consumidor, préstamos para estudiantes, préstamos para pequefias
empresas y préstamos inmobiliarios comerciales. Por su lado, los prestatarios prendaron la garantia admisible como
garantia de los préstamos, incluyendo el monto del “recorte” del capital accionario suministrado por el prestatario. Si
el prestatario no cumpliera con sus obligaciones del préstamo TALF o si renunciara voluntariamente la garantia, la
misma quedaria embargada y se venderia a TALF LLC, un instrumento especial creado por FRBNY para adquirir y
mantener garantias embargadas o renunciadas.

El papel del Tesoro en TALF es brindar proteccidn crediticia para el programa mediante la compra de deudas
subordinadas en TALF LLC. Los fondos se utilizarian para adquirir la garantia subyacente relacionada con los
préstamos TALF en el caso de que el prestatario renunciara la garantia o incumpliera sus obligaciones relacionadas
con el préstamo. El Tesoro se comprometio originalmente a adquirir $20 mil millones en deuda subordinada de TALF
LLC, o el 10 por ciento del monto maximo de préstamos que se pudiera emitir. Este compromiso luego se redujo a
$4,3 mil millones después de que el programa se cerrara a nuevos préstamos en junio de 2010 con $43 mil millones
en préstamos pendientes de pago, de manera que el compromiso permanecid en un 10 por ciento de los préstamos
pendientes.

Si bien TALF se disefid con el objetivo de ofrecer hasta $200 mil millones en préstamos respaldadoscon garantias
admisibles, los efectos positivos de TALF en los margenes de las tasas de interés y liquidez que resultaron del anuncio
de TALF, hicieron que la utilizaciéon del monto total fuera innecesaria. A medida que TALF impactaba de manera
positiva en el mercado por los valores respaldados por activos, los inversores podian acceder a fondos mas
econdmicos en los mercados de capital reiniciados. En un principio, el programa se prolongé pasada la fecha de
finalizacién original que era diciembre de 2009 a marzo de 2010, en el caso de ABS respaldados por garantia no
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hipotecaria y garantia de Titulos respaldados por hipotecas comerciales (CMBS, por sus siglas en inglés), y a junio de

2010 en el caso de garantia CMBS emitida recientemente. Dadas las mejoras en los mercados, al cierre del programa
el FRBNY contaba con aproximadamente $70 mil millones en préstamos del TALF. De este monto, $33 mil millones (o
el 47 por ciento) en préstamos del TALF permanecieron pendientes de pago desde el 8 de septiembre de 2010.

Figura 5-B: Emision total de ABS para el consumidor durante TALF

Emision del TALF

Emisidn no-TALF
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Junio 2008
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Diciembre 2009
Enero 2010
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Fuente: Informe de suscripcion de FRBNY TALF
b. Proteccion de los intereses de los contribuyentes

El TALF fue disefiado para brindarles a los prestatarios préstamos a plazo de hasta cinco afios contra valores muy bien
calificados, que se pierden si el préstamo no se reembolsa. El TALF utiliza otras protecciones para resguardar los
intereses del contribuyente que incluyen los puntos a continuacion:

Los prestatarios del TALF asumen el riesgo de la primera pérdida en todos los titulos otorgados como
garantia para los préstamos del TALF debido a los sustanciales recortes (establecidos en base al capital del

prestatario en los titulos) que se les exige a dichos prestatarios. Los recortes variaban entre el 5y el 20 por
ciento segun la calidad del activo, limitando ain mas el riesgo.

Los titulos admisibles deben haber recibido dos calificaciones AAA por parte de las principales agencias
calificadoras de riesgo, y ninguna de las agencias mencionadas debe haber calificado al titulo valor por
debajo de la calificacién AAA ni colocado el titulo valor en observacion para una reduccion de categoria.

La prima de riesgo, incluida en las tasas del préstamo TALF, brinda proteccion. El margen de la tasa de
interés ofrece exceso de interés acumulado en TALF LLC como posicidén de primera pérdida. El margen de
exceso disponible para financiar préstamos renunciados es de $476 millones desde agosto de 2010.
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e Cada emisor de ABS debe contratar a un auditor externo para que brinde una opinién que respalde la
afirmacién de la gerencia en relacién con la admisibilidad del ABS para el TALF. EI FRBNY ofrece mas
proteccién, asi como también la ofrecen los encargados de la garantia que evallan el riesgo asociado con los
ABS y los CMBS y realizan la debida diligencia.

2. Condicién desde septiembre de 2010

El TALF es ampliamente reconocido por su objetivo de estimular el préstamo a los consumidores y las empresas y
operar con una estructura conservadora que protege los intereses del contribuyente. La facilidad ha dejado de
realizar nuevos préstamos segun se indicé anteriormente. Mediante la mejora del funcionamiento del mercado de
crédito y afiadiendo liquidez al sistema, TALF ha brindado un apoyo fundamental al sistema financiero. Esto les ha
permitido a las entidades crediticias satisfacer las necesidades de crédito de los consumidores y las pequefas
empresas y ha fortalecido a la economia en general.

Especificamente, TALF logro sus objetivos de aumentar la disponibilidad de crédito y la liquidez en los mercados de
titulizacion y reducir los margenes de las tasas de interés. Los margenes secundarios se redujeron significativamente
en todas las clases de activos admisibles en un 60 por ciento o mds. Por ejemplo, los margenes de las cuentas por
cobrar de automdviles con calificacién AAA cayeron rotundamente de un pico de 600 puntos basicos en el cuarto
trimestre de 2008 a 21 puntos basicos en los puntos de referencia actuales. Los mdargenes del mercado secundario
para CMBS han bajado de 1500 puntos basicos sobre su punto de referencia a 210 puntos basicos desde el 16 de
septiembre de 2010.

Ademas, las mejoras en el mercado de crédito secundario contribuyeron al reinicio del mercado de nuevas emisiones.
Segun el Banco de la Reserva Federal de Nueva York, la emisidn de titulos respaldados por activos con garantias no
hipotecarias alcanzé los $35 mil millones durante los primeros tres meses del préstamo TALF in 2009, luego de haber
bajado a menos de $1 mil millones por mes a fines de 2008. ¢

En noviembre de 2009, los fondos del TALF también facilitaron la primera emisién de titulos respaldados por
hipotecas comerciales desde junio de 2008. Este hecho contribuyd a abrir nuevamente el mercado para dichos
titulos. Siguiendo este acuerdo, se produjeron acuerdos adicionales respaldados por hipotecas comerciales y
financiados sin la colaboracién de TALF.

A medida que la prima de liquidez en el crédito con garantia disminuia y las condiciones del crédito mejoraban, TALF
se convertia en una fuente de financiacion menos atractiva. El costo de los fondos para los prestatarios que utilizaban
TALF se ha tornado en muchos casos mas elevado que el costo de los fondos del sector privado. Esto se refleja en la
gran cantidad de pagos anticipados de prestatarios que han alcanzado un total de $35,3 mil millones, un tercio del
total de los préstamos TALF, a pesar del vencimiento mas prolongado, tres y cinco afios, de estos préstamos. Si estas
tendencias continutan, y los pagos anticipados también, es posible que esto lleve a una salida del programa antes de
lo esperado originalmente.

La fecha de vencimiento del préstamo del Tesoro a TALF LLC es marzo de 2019. La participacion del Tesoro puede
prolongarse mas alla de este periodo si la garantia se vende a TALF LLC, lo que requerird la administracion activa de
los activos. A la fecha, el programa TALF no ha sufrido pérdida alguna y todos los préstamos TALF pendientes de pago
cuentan con garantia. El Tesoro y el FBRNY siguen considerando muy probable el hecho de que el margen del exceso
de interés acumulado cubra toda pérdida del préstamo que pueda surgir sin tener que recurrir a los fondos del TARP.
Por lo tanto, el Tesoro no espera que se produzca ningun costo proveniente de este programa para los
contribuyentes.

® Reflexiones sobre el rol de TALF y de la Reserva Federal como proveedores de liquidez:
http://www.newyorkfed.org/markets/talf.html

Programa de Alivio de Activos en Problemas — Retrospectiva de dos aios - Octubre de 2010 36



5. Descripciones del programa de inversiones del TARP

H. Programa de Inversidn Publico-Privada

El Programa de Inversion Publico Privada (PPIP) de titulos de legado, otro componente clave del Plan de Estabilidad
Financiera, fue disefiado para comprar titulos de legado con dificultades (es decir, titulos respaldados por hipotecas
residenciales (RMBS) y titulos respaldados por hipotecas comerciales (CMBS) no emitidos por agencias) que tuvieron
un lugar central en los problemas que enfrenta el sistema financiero de EE. UU. y, de ese modo, ayudar a garantizar
gue haya crédito disponible para los hogares y las empresas y, en ultima instancia, impulsar la recuperacién
econdmica de EE. UU.

1. Objetivos y disefios del programa

a. Elobjetivo: destrabar los mercados de crédito para los titulos de legado a fin de permitir que las
instituciones financieras puedan sanear sus balances y conceder crédito nuevo

Durante la crisis, muchas instituciones financieras e inversionistas estaban bajo presidn extrema para reducir el
endeudamiento. Este proceso de despalancamiento arrastré los precios de muchos activos financieros a la baja,
incluidos los RMBS y CMBS con dificultades, a niveles inferiores a su valor fundamental. Las instituciones e
inversionistas se vieron atrapados en activos dificiles de valorar, con valuaciones reducidas en los balances, lo que
limité la liquidez y disponibilidad de crédito en estos mercados.

El propdsito del PPIP fue atraer nuevos capitales privados hacia el mercado de titulos RMBS y CMBS de legado al
brindar financiamiento en términos y condiciones atractivos, ademas de la inversidn de capital de equiparacion
realizada por el Departamento del Tesoro. Al proporcionar este financiamiento, el disefio del PPIP tuvo como objetivo
reactivar el mercado de estos titulos, y de ese modo ayudar a las instituciones financieras a desprenderse de estos
activos de sus balances generales y permitirles un aumento general de la disponibilidad de crédito para consumidores
y pequefias empresas.

Los objetivos clave del Programa de Inversion Publico-Privado incluyen:

e Apoyar el funcionamiento del mercado al actuar como catalizador que atraiga el capital privado nuevamente
al mercado de RMBS y CMBS de legado;

e Facilitar la determinacion de precios en los mercados de titulos respaldados por hipotecas, reduciendo asi la
incertidumbre respecto del valor de dichos titulos entre los bancos y demas instituciones financieras que
tienen posiciones en estos titulos y permitiendo que estas instituciones financieras compren tales activos y
recauden nuevo capital privado;

e Restablecer la confianza y crear un contexto que propicie la nueva concesién de crédito nuevo; y

e  Proteger los intereses de los contribuyentes y generar rentabilidad mediante inversiones a largo plazo en
activos admisibles mediante la aplicacién de una estrategia de compra y retencidn.

b. Disefio del programa
Tras concluir la captacion de fondos, el Tesoro ha comprometido alrededor de $22 mil millones de financiamiento de

capital y deuda a ocho Fondos de Inversiéon Publico Privada (PPIF). Estos fondos fueron creados por gestores de
fondos del sector privado a fin de comprar RMBS y CMBS admisibles de instituciones financieras admisibles
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en virtud de la Ley de Estabilizacion Econdmica de Emergencia (EESA, por sus siglas en inglés). Esto constituyé una
reduccion de la asignacion inicial de $30 mil millones que realizo el Tesoro en concepto de eventuales compromisos
de capital, ya que hubo una menor demanda agregada de los inversionistas del sector privado al haber mejorado las
condiciones de mercado de los titulos RMBS y CMBS de Iegado7.

El capital propio captado por los gestores de fondos del PPIP de los inversionistas privados ha sido igualado por
contribuciones del Tesoro. El Departamento del Tesoro también ha proporcionado financiamiento de deuda hasta un
100% del capital total comprometido por cada PPIF. Los PPIF tienen la capacidad de invertir en activos admisibles en
un periodo de inversidn de tres afios a partir del cierre inicial. Posteriormente, tienen otro plazo de hasta cinco afios
adicionales, el que puede prorrogarse por otros dos afios como maximo, para gestionar estas inversiones y devolver
los fondos al Tesoro y a los demas inversionistas de los PPIP. Los gestores de los fondos PPIP conservan el control de
la seleccion, adquisicion, comercio de activos, y la enajenacion de inversiones.

Las ganancias generadas por un PPIF, neta de gastos, se distribuye entre los inversionistas, incluido el Tesoro, en
proporcidn a sus inversiones en capital propio respectivamente. El Tesoro también recibe certificados de suscripcion
de los PPIF, los que le conceden al Tesoro el derecho a recibir un porcentaje de las ganancias que de otro modo se
repartirian a los socios privados, y que exceden el capital aportado. La estructura del programa reparte el riesgo entre
inversionistas privados y el Tesoro, y da a los contribuyentes la oportunidad de obtener ganancias sustanciales.

Los siguientes gestores de fondos participan actualmente en el PPIP:

e AllianceBernstein, LP y sus sub-asesores Greenfield Partners, LLC y Rialto Capital Management, LLC;
e Angelo, Gordon & Co., L.P. y GE Capital Real Estate;

e BlackRock, Inc.;

e |nvesco Ltd.;

e  Marathon Asset Management, L.P.;

e  QOaktree Capital Management, L.P.;

e RLJ Western Asset Management, LP.; y

e  Wellington Management Company, LLP.

Ademas, los gestores de fondos PPIP han establecido funciones significativas dentro de la sociedad para empresas
pequefiias, de minorias y de mujeres. Estas funciones incluyen, entre otras, gestion de activos, captacion de capital,
corretaje de intermediacion de cambio y bolsa, busqueda de inversidn, analisis, asesoramiento, administracion de
efectivo y servicios de administracion de fondos. En conjunto, los gestores de fondos en el marco del PPIP han forjado
relaciones con diez firmas pequefias, de minorias y de mujeres lideres en cinco estados distintos.

2. Estado a septiembre de 2010
a. Estado del PPIF

Los PPIF han concluido la captacién de fondos y cerrado con aproximadamente $7,4 mil millones de capital propio del
sector privado, nivelado en un 100% por el Tesoro, lo que representa un capital propio total de $ 14,7 mil millones. El
Tesoro también se comprometié a aportar otros $14,7 mil millones en la forma de deuda, lo que equivale a un poder
adquisitivo total para el programa de $29,4 mil millones. Al 30 de septiembre de 2010,

" El “PPIP de titulos de legado” fue anunciado conjuntamente con un “PPIP de préstamos de legado” que habria de ser
implementado por la FDIC. El tamafio combinado de ambos programas inicialmente estaba previsto en USD 100.000 millones.
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los PPIF han utilizado aproximadamente $18.600 millones del capital total (63% del poder adquisitivo total), que se
han invertido en activos y equivalentes de efectivo que esperan ser invertidos®. La reduccién del compromiso maximo
del Tesoro de $30 mil millones a $22 mil millones, tras el anuncio del programa contribuyd a mejorar las condiciones
del mercado, lo que le permitié al Tesoro cumpliera sus objetivos utilizando en forma eficiente los fondos de los
contribuyentes.

b. Apoyar el funcionamiento del mercado

El anuncio y la implementacién subsiguiente del PPIP fueron clave para reducir el descuento por iliquidez intrinseco
en estos titulos de legado y la incertidumbre asociada con su valor, lo que cred un entorno propicio para que las
instituciones financieras comenzaran a negociar y vender sus tenencias de tales activos. Segun el Centro Nacional de
Informaciéng, las tenencias en RMBS y CMBS no emitidos por agencias de los 50 bancos principales ascendia a $237
mil millones al 30 de junio de 2010, lo que significa una disminucién de aproximadamente $47 mil millones, o un 17%,
respecto del afio anterior. Creemos que el PPIP contribuyd a reactivar el mercado de estos titulos, permitiendo asi
que los bancos y otras instituciones financieras comenzaran a reducir sus tenencias de tales activos a precios mas
normalizados.

c. Facilitar la determinacion de precios

Desde el anuncio del PPIP en marzo de 2009, los precios de los titulos de legado representativos han aumentado
hasta un 75% en el caso de RMBS y CMBS. Como se ilustra en el siguiente gréficolo, los indices de referencia de una
canasta estandarizada de obligaciones de referencia RMBS no emitidas por agencias y de alto riesgo emitidas en
2006, originalmente calificadas como AAA, y una canasta estandarizada de obligaciones de referencia CMBS emitidas
en 2007, originalmente calificadas como AAA, se han revalorizada entre un 50% y un 80%.

| proximo informe trimestral del Programa de Inversidn Publico Privada, disponible en
www.FinancialStability.gov/roadtostability/legacysecurities.html#reports, tendra informacién hasta el 30 de septiembre de 2010.

® El Centro Nacional de Informacién es un depdsito de datos financieros y caracteristicas de las instituciones que ha recopilado el
Sistema de la Reserva Federal.

10| ABX es una herramienta liquida y negociable desarrollada por Markit, que permite a los inversionistas tomar posiciones en
una canasta estandarizada de obligaciones de referencia RMBS no emitidas por agencias de alto riesgo mediante contratos swap
de incumplimiento de crédito (credit default swaps). El CMBS es una herramienta liquida y negociable desarrollada por Markit, que
permite a los inversionistas tomar posiciones en una cartera estandarizada de obligaciones de referencia CMBS mediante
contratos swap de incumplimiento de crédito. Tales indices son ampliamente utilizados como indicadores de referencia de la
evolucién de (i) RMBS no emitidos por agencias de alto riesgo, y de (ii) CMBS, respectivamente.
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d. Nueva concesion de crédito

Desde el anuncio del programa en marzo de 2009, se han lanzado al mercado aproximadamente diez operaciones
nuevas CMBS y RMBS, lo que en conjunto representan aproximadamente $5 mil millones en nuevas emisiones a la
fecha. Pese a tener un volumen menor que la emisién anual anterior a la crisis financiera, creemos que estas

operaciones, en especial los CMBS, representan importantes avances para la nueva formacion de crédito en el
mercado.

e. Rentabilidad para los contribuyentes

Si bien los PPIF llevan poco tiempo en operaciones, cada uno de los ocho PPIF ha generado rentabilidades de
inversion positivas para el Tesoro, con tasas internas de retorno netas desde el lanzamiento que oscilan entre un 13%
y un 37% al 30 de junio de 2010. Los PPIF han generado ganancias sobre el capital acumuladas no realizadas
superiores a los $600 millones al 30 de junio de 2010 a todos los inversionistas (Tesoro e inversionistas privados). Al
30 de septiembre de 2010, los PPIF también han generado alrededor de USD 215 millones en concepto de pagos de
intereses y distribuciones de dividendos al Tesoro. Dado que los PPIF aln estdn en etapas iniciales de los ciclos de
vida de la inversidn, resultaria prematuro sacar conclusiones significativas a largo plazo respecto de la rentabilidad de

cada PPIF o del programa en general. Sin embargo, los resultados de los gestores de fondos del PPIP hasta la fecha
han alentado al Tesoro.
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f. ElPPIP de cara al futuro

Los PPIF aun estan en su primer afio de inversidn, y tan sélo han utilizado alrededor del 63% de su potencial poder
adquisitivo al 30 de septiembre de 2010, y se espera que continlen utilizando y reinvirtiendo su capital en activos
admisibles hasta 2012. Con el paso del tiempo, el Tesoro prevé que los gestores de fondos del PPIP continuaran
tomando decisiones de inversion prudentes que son congruentes con su estrategia a largo plazo que consiste en
comprar y conservar, y que los PPIF operaran como una fuerza estabilizadora del mercado.
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I. SBA 7(a) Programa de Compra de Titulos

Las pequefias empresas han tenido un papel importante en la generacidon de nuevos empleos y crecimiento de
nuestra economia. El Programa de Garantia de Préstamos de la Administracion de Pequefias Empresas (SBA, por sus
siglas en inglés) 7(a) asiste a pequefias empresas en formacién y establecidas a enfrentar las dificultades para obtener
préstamos mediante canales de préstamos tradicionales. Los préstamos SBA 7(a) ayudan a financiar una amplia
variedad de necesidades empresariales, lo que incluye capital de trabajo, maquinaria, equipos, mobiliario y
accesorios.

La iniciativa para destrabar el crédito para las pequefias empresas incluyeron el apoyo al mercado primario (es decir,
generacion de préstamos) y el apoyo a mercados secundarios (es decir, mercado de titulos). El apoyo al mercado
primario, una iniciativa independiente del TARP, incluyd un aumento temporario de las garantias de préstamos de
entre el 75% y el 90% del saldo de préstamos SBA 7 (a), ademas de eliminar determinadas comisiones de generacién
de préstamos. Estas medidas, que formaron parte de la Ley de Recuperacidn, facilitaron el acceso de las pequeiias
empresas a los préstamos SBA 7(a).

1. Programa y objetivos

Para garantizar esos flujos de crédito a empresarios y propietarios de pequefias empresas, el Tesoro tomoé medidas
gue complementan las acciones de la Administracién Obama para ayudar a las pequefias empresas a recuperarse y
crecer, lo que incluye un programa para comprar titulos garantizados por la SBA (“certificados mancomunados”). El
Tesoro desarrollé el Programa de Compra de Titulos SBA 7(a) para comprar los titulos garantizados por la SBA a
quienes estructuraron la emisidn de certificados mancomunados. Al comprar los titulos en el mercado abierto, el
Tesoro inyectd liquidez—al proporcionar efectivo a dichos estructuradores—lo que permitié a esas entidades
comprar préstamos adicionales de los originadores de préstamos. De este modo, el Tesoro actué como un paciente
proveedor de liquidez incremental a fin de promover un mercado secundario fluido, lo que a su vez favorece los
préstamos a pequefias empresas.

El disefio y el lanzamiento del programa sufrié demoras debido a la reticencia de quienes estructuraron la emision de
titulos mancomunados (vendedores) a participar en el programa, argumentando preocupacion por las restricciones
impuestas por la EESA, la vacilacién general a la hora de hacer operaciones con el gobierno y el “estigma del TARP”. A
pesar de estos obstaculos iniciales, las compras en el mercado secundario de titulos SBA 7(a) originados a partir del 1
de julio de 2008 comenzaron en marzo de 2010. Esto coincidié con el vencimiento de la porcion ABS (titulos
respaldados por activos) del TALF, lo que contribuyd a financiar los préstamos SBA 7(a), ademas de préstamos de
tarjetas de crédito, para la compra de automoviles y para estudiantes, entre otros. El Programa de Compra de Titulos
SBA 7(a) prolongd la asistencia de liquidez para los mercados de crédito apoyando a los préstamos de pequefias
empresas. El apoyo al mercado secundario de SBA 7(a) tiene por objetivo crear un mercado secundario eficaz y fluido,
lo que fomenta préstamos adicionales en el mercado primario al brindar a los originadores un canal para vender sus
emisiones y obtener efectivo para seguir prestando, y asi mejorar las entradas de capital para financiar las pequeias
empresas.

Desde el lanzamiento del Programa, el Tesoro ha realizado transacciones con dos estructuradores de
mancomunados. Un gestor de activos externo compra titulos SBA 7(a) en nombre del Tesoro directamente de esas
entidades estructuradoras (vendedores) en el mercado abierto. El Tesoro utilizé proveedores independientes de
servicios de valuacién para obtener informacion adicional del mercado y asi realizar compras informadas.

2. Estado a septiembre de 2010

El Programa de Compra de Titulos SBA 7(a) tenia un alcance especifico y una escala adecuada en relacion con el
mercado. Actualmente, hay aproximadamente $15 mil millones'! de titulos SBA 7(a) en circulacidn, de

" Basado en datos del sitio Web SBA.gov al 31 de julio de 2010
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los cuales $ 5 mil millones™ se emitieron en o con posterioridad al 1 de julio de 2008 (el universo admisible para el
Programa de Compra de Titulos SBA 7(a)). El programa ha tenido buena acogida en el mercado a juzgar por los
comentarios de participantes del mercado y por el hecho de que los precios en el mercado secundario se han
fortalecido.

Los titulos comprados por el Tesoro incluyen alrededor de 700 préstamos entre 17 industrias diversas, entre las que
se incluyen: industria minorista, servicios de alimentos, manufactura, servicios cientificos y técnicos, servicios de
salud y educacion. El programa ha promovido la concesion de préstamos de 39 de los 50 estados del pais, lo que
indica que ha tenido un amplio impacto geografico.

Al 30 de septiembre de 2010, el Tesoro ha realizado 31 operaciones por un total aproximado de $357 mil millones. El
programa dejé de comprar titulos al operar el vencimiento de las facultades de compra conferidas por la Ley. El
Tesoro continuard administrando las posiciones existentes.

12 . .
Colson Online Factor Database, www.colsonservices.com
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