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Thank you, Mr. Chairman. My name is Gary Wolf. I am a managing director at Angelo,

Gordon & Co., L.P., a Delaware limited partnership and an SEC-registered investment advisor.

Angelo, Gordon was founded in 1988 and currently manages, with its affiliates, in excess
of $19 billion. We seek to achieve attractive risk adjusted returns, while preserving capital,
primarily through investments in non-traditional/alternative strategies. Angelo, Gordon manages
capital across four principal lines: (a) distressed debt and par loans, (b) real estate, (c) private
equity, and (d) hedged strategies. Our client base is global and is comprised of institutions,
including corporations, public funds, endowments and foundations, and high net worth
individuals. We have associated offices in London, Amsterdam, Hong Kong, Seoul, Tokyo,

Singapore and Mumbai.

I joined the firm in 1993 and have been a convertible securities research analyst and
portfolio manager during the past 15 years. Since 1995, I have been the head of the firm’s

convertible securities department.

The Subcommittee’s hearing today concerns issues relating to one investment product

which has been offered by investment banks for many years. The use of this product, often



referred to as a “swap” or a CFD (contract for differences), has been a common practice in the
financial world and was marketed to Angelo, Gordon by many of the largest, most sophisticated
investment banks in the world. The investment banks offering these investment products
represented to Angelo, Gordon that the structure of these transactions, including the tax
implications, had been cleared by their legal advisors, a position which was confirmed by our
own legal advisors. Angelo, Gordon did not construct or market these swap products, but rather

these products were created and marketed by the investment banks.

While the specific products offered by different investment banks varied in particular
aspects, this investment product, in general, is one in which the investor is not the actual owner
of the security but rather enters into a contract with the investment bank to receive, or to make,
payments which mirror the performance of the referenced security. The investment bank, which
is the counterparty to the contract, may or may not actually hold or own the security. If the price
of the security rises, the investment bank is obligated under the contract to pay an amount equal
to that increase; if the price of the security falls, the investor must pay the investment bank an
amount equal to the decline. Under the contract an amount equal to some or all of the value of
any dividend paid to stockholders during the contract period is paid to the investor by the

investment bank.

Depending on the specific circumstances of a given transaction, sometimes the best way
to maximize returns for our investors was to engage in a swap transaction. While I am not a tax
expert, it is my understanding that while the person or entity actually owning the security and
receiving the actual dividend payment may be subject to the federal tax on dividends, the tax
treatment of a payment received under a contract is determined by other provisions of the tax

code. At times this tax treatment of swaps would provide a tax benefit resulting in a higher total



yield on the investment for a foreign investor. This benefit was a central aspect of the marketing

pitches that were made to us by the investment banks.

While the tax consequences were a significant factor considered in deciding whether to
enter into a swap transaction, this was far from the only consideration. In fact, there were other
significant economic realities that factored into the decision to enter into a swap transaction,
including increased leverage and competitive transparency benefits. While swap transactions do
have a significant number of positive benefits, including those related to leverage, transparency,
and tax, there are a number of potential negative consequences or risks associated with such
transactions. There was the economic reality that, since we would not be the actual owner of the
security, we would not have the normal stockholders’ role in the control of the company. Also,
there were often significant transaction costs associated with swap transactions, including the
fees for leverage. Sometimes such transaction costs could outweigh any benefits of engaging in
a proposed swap transaction, causing Angelo, Gordon not to enter into the transaction. In
addition, unlike those situations where we held the actual security, under a swap contract we
were exposed to the risk that our counterparty would not make the payments called for by the

contract. Recent events have demonstrated that counterparty risk is a significant factor.

We were told by the investment banks, as well as by our own legal advisors, that this
form of investment offered a legal way for us to enhance or maximize our total return since we
would be receiving contract payments and not actual dividend payments. The investment
strategies we pursue are not designed around dividends but rather focus on movement in the
price of the equity. While the value of any dividends paid during the time we held a position in a
company would be, we hoped, minor compared to what we would realize from the movement of

the price of the security, we were attracted to a form of investment that resulted in lower rather



than higher taxes for our investors. Just as an individual deciding between renting and
homeownership is well advised to consider the tax consequences of each approach, it is
incumbent on financial firms and institutions to also consider the tax consequences, among many

other factors, inherent in a given transaction.

The tax advantage of these products was certainly one of the primary considerations that
made them attractive when they were marketed to us by the investment banks, but the tax
advantage was not the only substantive aspect of these contracts. During the time period when
Angelo, Gordon was active in swap transactions, leverage was also a considerable factor driving
such decisions. In fact, often one of the most important negotiation points when entering into a
swap transaction was the amount of leverage that could be obtained. Leverage was deemed to be
so critical to investment decisions that the prime brokerage arms of investment banks would

compete for business on the basis of the amount of leverage that could be offered.

Another significant benefit associated with swap transactions relates to competitive
transparency. When Angelo, Gordon holds a security in swap, it prevents other competing

investors from tracking and either mirroring or undermining our positions.

Given the myriad of benefits and positive economic results that can be realized through
swap transactions, Angelo, Gordon engaged in such transactions on a global level, and this
activity was not simply limited to U.S. securities. Similarly, this activity was not limited to U.S.
dividend paying securities. In fact, Angelo, Gordon has entered into swap transactions for
securities ranging from U.S. convertible bonds to bank debt to foreign securities, none of which
would be subject to the U.S. withholding tax even if owned directly, and this has been the case

with both our domestic and foreign funds.



My understanding is that some of the recent media discussion regarding swap
transactions has centered on the practice of acquiring a position in a security shortly before a
dividend date and then exiting that position shortly after the dividend date, often referred to as
“bracketing” a dividend. Not only did Angelo, Gordon not engage in either the strategy or the
practice of “bracketing” dividends, but such a practice runs counter to Angelo, Gordon’s core
investment philosophy of focusing on well-researched, longer term investments. Almost always,
Angelo, Gordon would hold a security in swap for at least nine months, and sometimes as long
as two years. In only a handful of instances did Angelo, Gordon hold a security in swap for less

than 30 days.

Due to economic and business realities in the marketplace and at Angelo, Gordon, the
firm currently engages in very few swap transactions, and the number of swap transactions
engaged in has decreased significantly over time. Given a decrease in opportunities in the
marketplace, Angelo, Gordon’s dedicated convertible securities funds, which used to engage in
such swap transactions, closed in late 2006; similarly, Angelo, Gordon’s real estate securities
funds, which also used to engage in such swap transactions, closed in late 2007. Notably, the
significant decrease in swap transactions has had no relationship to any change in the tax
treatment of dividend-based payments, but rather is based on other economic and business

realities.

I hope that my testimony has aided the Subcommittee in understanding these issues, and |

will do my best to answer any questions you may have.



