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The UniTed STaTeS deparTmenT  
Of The TreaSUry

Our VisiOn

Set the global standard in financial and economic leadership

Our MissiOn

Serve the American people and strengthen national security by managing the U.S. 
Government’s finances effectively, promoting economic growth and stability, and ensuring 

the safety, soundness, and security of the U.S. and international financial systems

Our Values

SERVICE – Work for the benefit of the American people

INTEGRITY – Aspire to the highest levels ethical standards of 
honesty, trustworthiness, and dependability

EXCELLENCE – Strive to be the best, continuously improve, innovate, and adapt

OBJECTIVITY – Encourage independent views

ACCOUNTABILITY – Responsible for our conduct and work

COMMUNITY – Dedicated to excellent customer service, collaboration, 
and teamwork while promoting diversity
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Message frOM the seCretaryv

November 17, 2008

On behalf of the Department of the Treasury, I am pleased to submit the Fiscal Year 
2008 Performance and Accountability Report. This annual report provides insight into 
the Department’s broad leadership role for the economic and financial activities of 
the U.S. Government. The current economic turmoil calls for extraordinary measures, 
and the Treasury Department has actively pursued initiatives aimed at stabilizing the 
financial system and strengthening financial institutions that play a vital role in support-
ing U.S. economic activity. 

Maintaining and improving the performance of the Department is crucial. In fiscal year 2008, the Department of the 
Treasury met or exceeded 70 percent of its performance targets, slightly lower than fiscal year 2007. Though the result is 
lower than the prior year, Treasury improved the quality of its measures through innovative approaches to measure difficult 
areas, such as Terrorism and Financial Intelligence, and economic and financial technical assistance provided to other 
countries.

This year brought two additional management challenges for the Department: Management of Treasury’s New Authorities 
Related to Distressed Financial Markets and Regulation of National Banks and Thrifts. Treasury recognizes the importance 
of sound stewardship in managing the authorities related to distressed financial markets. We are executing the authorities 
we have been granted with one primary goal – to restore liquidity and stability to the financial system of the United States. 
More broadly, we are reviewing the regulation of national banks and thrifts to identify gaps in regulatory authority and 
the regulatory framework that contributed to the current financial turmoil, and putting forward policies to modernize our 
financial regulatory architecture to match the evolution of the financial marketplace.

The Department of the Treasury has again received an unqualified opinion on its financial statements. The Department 
has validated the accuracy, completeness, and reliability of the financial data in this report. Performance data has been 
validated, and is likewise complete and reliable. The Department has continued to make progress in reducing management 
control weaknesses and in efforts to satisfy federal financial systems and control objectives. 

Sincerely,

Henry M. Paulson, Jr.  
Secretary of the Treasury

meSSaGe frOm The SecreTary
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vii abOut this rePOrt

abOUT ThiS repOrT

The fiscal year 2008 Treasury Performance and Accountability Report provides information that enables Congress, the 
President, and the public to assess the Department’s performance relative to its mission and stewardship of the resources 
entrusted to it. 

The magnitude of the economic and financial challenges this year prompted changes in this report. Management’s 
Discussion and Analysis (MD&A) is focused on the contributions Treasury has made on behalf of the American people 
to mitigate current or potential financial turmoil. 

The MD&A also includes key accomplishments and challenges that are summarized by strategic goal, along with trends 
in performance, budget, and cost. The Performance Highlights page from the prior year has been renamed to "How Well 
is Treasury Performing?" It includes graphical results for Program Assessment Rating Tool (PART) ratings by both num-
ber of programs and by funding. Performance measures have two additional rating categories this fiscal year, “exceeded” 
and “improved.” These results are indicated in two charts, one that incorporates baseline and discontinued measures, and 
one that does not. There is marked difference in viewing the performance results from these two perspectives. 

Additionally, the Department has included three new charts. The first chart is a summary of actual performance trends 
for the last four years. Treasury examined each of its performance measures for favorable or unfavorable trends, and tabu-
lated the results. The second new chart attempts to provide readers with an approximation of the cost of the Treasury 
Department for each citizen in the United States. Treasury performance cost was divided by an estimate of the U.S. 
population at the end of fiscal year 2008 to determine the result. The third and final chart plots Treasury performance 
and cost versus inflation from 2005-2008. This is a dual-axis chart that indicates the year-over-year change in Treasury 
performance cost and inflation, and the percentage of Treasury performance measures that were either met or exceeded. 

The MD&A also includes a new summary of Treasury-wide and Internal Revenue Service specific challenges, and High 
Risk Area updates (as defined by the Government Accountability Office). Each management challenge is assessed for 
its progress and status, with hyperlinks to the appendix of the report that will provide additional detail. High Risk areas 
are summarized, including hyperlinks to the Office of Management and Budget’s ExpectMore.gov page for performance 
information.

The Annual Performance Report includes new performance measure tables that add a percent of target achieved for 
each performance measure, as well as indicators for actual and target performance trends over the last four years. A new 
section entitled "Analysis of Performance Results" is included to provide a transparent explanation of performance results. 

The Department has also included a "Moving Forward" section as it has done in previous years to describe what it will do 
to address any performance shortfalls and future plans.

Treasury believes this report embodies the integrity, objectivity, transparency, and spirit of continuous improvement that 
is resident at the agency, and clarifies the public benefits of our collective actions.
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parT i — manaGemenT’S diScUSSiOn and analySiS

3 intrODuCtiOn

Fiscal year 2008 has been a challenging year. The ongoing housing correction has reverberated throughout the U.S. 
financial system and severely impacted the U.S. economy. Lack of confidence among lenders and strained capital markets 
have made it harder to obtain student loans, auto loans, home loans and business loans. Restoring confidence in capital 
markets is essential to the long-term health of the U.S. economy. Treasury has made significant efforts this year to 
address financial market difficulties and mitigate effects on the overall economy. The list below constitutes some of the 
actions taken by the Department: 

Led the government response to financial market challenges•	

Participated in development and implementation of the •	 Economic Stimulus Act of 2008

Helped homeowners by supporting creation of the HOPE NOW alliance•	

Participated in finding solutions for troubled non-depository financial institutions•	

Contributed to placement of Fannie Mae and Freddie Mac in conservatorship•	

Proposed legislation allowing Treasury to increase liquidity in financial markets•	

Implemented measures to bolster regulation of national banks and thrifts•	

Established a Temporary Guarantee Program for money market funds•	

Released the •	 Blueprint for a Modernized Financial Regulatory Structure 

Participated in Federal Housing Administration modernization•	

Participated in the development and implementation of temporary tax relief for mortgage holders•	

Issued the •	 Best Practices for Residential Covered Bonds

Coordinated the U.S. policy agenda for the U.S.-China Strategic Economic Dialogue•	

All of these actions are aimed at implementing the Department’s strategy to address the four key challenges financial 
markets face today - confidence, capital, systemic risk and liquidity. It will take time for these actions to have their full 
effect. Treasury will move aggressively on all possible fronts to address ongoing market and economic challenges. 

Treasury’s Offices of the Assistant Secretary for Management and Chief Financial Officer, the Deputy CFO, the Deputy 
Assistant Secretary for Management and Budget, and other Treasury bureaus and policy offices, in coordination with the 
Office of Financial Stability (OFS), are working through the financial and accounting aspects of the Emergency Economic 
Stabilization Act of 2008 (EESA) over which the Department of the Treasury has authority, including the Troubled Asset 
Relief Program (TARP). The TARP includes a Capital Purchase Program, a Systemically Significant Failing Institutions 
Program, and may in the future include other programs to purchase troubled assets plus an insurance program as required 
under EESA.

Value the various types of assets to be purchased under the TARP’s authority•	

Model the associated cash flows related to the assets to be purchased under the TARP’s authority•	

Report the TARP accurately, fairly, and transparently on the OFS’s and the Department’s financial statements in •	

accordance with Generally Accepted Accounting Principles (GAAP)

Account for capital infusions and equity positions in publicly traded banks under the Capital Purchase Program•	

Account for programs that insure money market funds•	

inTrOdUcTiOn
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OrganizatiOn

The Department of the Treasury is the executive agency 
responsible for promoting economic prosperity and 
ensuring the financial security of the United States. 
The Department is organized into two major com-
ponents, the departmental offices and the bureaus. 
The departmental offices are primarily responsible 
for policy formulation, while the bureaus are 
primarily the operating units of the organization.

Departmental Offices
Domestic Finance advises and assists in areas of domestic 

finance, banking, and other related economic matters. 
In addition, this office develops policies and guidance 
for Treasury Department responsibilities in the areas 
of financial institutions, federal debt finance, financial 
regulation, capital markets, financial management, 
fiscal policy and cash management decisions.

International Affairs advises and assists in the formula-
tion and execution of U.S. international economic, 
financial, monetary, trade, investment, bilateral 
aid, environment, debt, development and energy 
policy, including U.S. participation in international 
financial institutions.

Terrorism and Financial Intelligence marshals the 
Department’s intelligence and enforcement func-
tions with the twin aims of safeguarding the finan-
cial system against illicit use and combating rogue 
nations, terrorist facilitators, money launderers, drug 
kingpins, and other national security threats.

Economic Policy reports on current and prospective 
economic developments and assists in the deter-
mination of appropriate economic policies. The 
office is responsible for the review and analysis of 
domestic economic issues and developments in the 
financial markets.

Tax Policy develops and implements tax policies and pro-
grams, reviews regulations and rulings to administer 
the Internal Revenue Code, negotiates tax treaties 
and provides economic and legal policy analysis 
for domestic and international tax policy decisions. 
Tax policy also provides revenue estimates for the 
President’s budget.

Treasurer of the United States advises the Secretary 
on matters relating to coinage, currency, and the 
production of other financial instruments. The 
Treasurer also serves as one of the Department’s 
principal advisors and a spokesperson in the area of 
financial literacy and education.

The Community Development Financial Institutions 
Fund (CDFI) expands the capacity of community 
development financial institutions and community 
development entities to provide credit, capital, tax 
credit allocations, and financial services to under-
served domestic populations and communities.

The Office of Small and Disadvantaged Business 
Utilization assists, counsels, and advises small 
businesses of all types: disadvantaged, women-
owned, veteran-owned, service-disabled veteran-
owned, and small businesses located in historically 

OrganizatiOn

Treasury will work with its partners to determine fair market value of the assets it purchases through the TARP program. 
This work began in early fiscal year 2009. Treasury plans to work closely with the Federal Accounting Standards Advisory 
Board (FASAB) to ensure that TARP financial reporting maintains consistency with appropriate accounting and financial 
reporting standards. 

While there have been significant accomplishments in fiscal year 2008, much work remains to implement Treasury’s new 
authorities. The Department will exercise proper stewardship and provide exceptional accountability and transparency to 
perform its work on behalf of the American people. This work is accomplished through Treasury’s talented and dedicated 
workforce.
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5 OrganizatiOn

underutilized business zones on procedures for 
contracting with Treasury.

Internally, the Treasury’s Departmental Offices 
are responsible for the overall management of the 
Department. The Office of the Assistant Secretary of 
Management and Chief Financial Officer is responsible 
for internal management and controls. Support organi-
zations include General Counsel, Legislative Affairs, and 
Public Affairs. Also, two inspectors general, the Treasury 
Inspector General for Tax Administration and the Office of 
the Inspector General provide independent audits, inves-
tigations, and oversight to the Department of Treasury 
and its programs.

bureaus
Bureaus employ 98 percent of Treasury’s workforce and are 
responsible for carrying out specific operations assigned to 
the Department.

The Alcohol and Tobacco Tax and Trade Bureau 
(TTB) collects excise taxes on alcohol, tobacco, 
and firearms that are lawfully due the government, 
protects consumers of alcoholic beverages through 
voluntary compliance programs that are based on 
education and enforcement to ensure a fair market-
place, and assists industry members in understand-
ing and complying voluntarily with federal tax, 
product, and marketing requirements.

The Bureau of Engraving and Printing (BEP) designs 
and manufactures high quality notes and other 
financial documents that deter counterfeiting and 
meet customer requirements for quality, quantity, 
and performance.

The Bureau of the Public Debt (BPD) borrows the 
money needed to operate the federal government 
through the sale of marketable, savings, and special 
purpose U.S. Treasury securities. In addition, it ac-
counts for and services the public debt and provides 
reimbursable support services to federal agencies.

The Financial Crimes Enforcement Network 
(FinCEN) safeguards the financial system from the 
abuses of financial crime, including terrorist financ-
ing, money laundering, and other illicit activity.

The Financial Management Service (FMS) provides 
central payment services to federal program agen-
cies, operates the federal government’s collections 
and deposit systems, provides government-wide 
accounting and reporting services and manages 
the collection of delinquent debt owed to the U.S. 
Government.

The Internal Revenue Service (IRS) is the largest of the 
Department’s bureaus and determines, assesses, and 
collects tax revenue for the federal government.

The United States Mint designs, produces, and issues 
circulating and bullion coins, numismatic coins and 
other items, Congressional gold medals, and other 
medals of national significance. The United States 
Mint maintains physical custody and protection of 
the nation’s gold assets.

The Office of the Comptroller of the Currency (OCC) 
charters, regulates, and supervises national banks 
to ensure a safe, sound, and competitive banking 
system that supports citizens, communities, and the 
economy.

The Office of Thrift Supervision (OTS) charters, 
examines, supervises, and regulates federal and 
many state-chartered thrift associations in order to 
maintain their safety and soundness and compli-
ance with consumer laws.
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The Treasury Department’s Strategic Framework is a summary of our goals, objectives, and outcomes. This framework 
provides the basis for performance planning and continuous improvement. 

Strategic Goals Strategic Objectives Value Chains** Value Chain Outcomes

Fi
na

nc
ia

l

Effectively	Managed	U.S.	
Government	Finances

Available	cash	resources	to	operate	the	
government

Collect

Disburse

Borrow

Account

Invest

Revenue	collected	when	due	through	a	fair	and	•	
uniform	application	of	the	law	at	the	lowest	possible	
cost	

Timely	and	accurate	payments	at	the	lowest	possible	•	
cost

Government	financing	at	the	lowest	possible	cost	•	
over	time

Effective	cash	management•	

Accurate,	timely,	useful,	transparent	and	accessible	•	
financial	information

Ec
on

om
ic

U.S.	and	World	Economies	
Perform	at	Full	Economic	
Potential

Improved	economic	opportunity,	
mobility	and	security	with	robust,	real,	
sustainable	economic	growth	at	home	
and	abroad

Strengthen

Regulate

Strong	U.S.	economic	competitiveness•	

Free	trade	and	investment•	

Decreased	gap	in	global	standard	of	living•	

Competitive	capital	markets•	

Prevented	or	mitigated	financial	and	economic	crises•	

Trust	and	confidence	in	U.S.	currency	
worldwide

Manufacture Commerce	enabled	through	safe,	secure	U.S.	notes	•	
and	coins

Se
cu

rit
y

Prevented	Terrorism	and	
Promoted	the	Nation’s	
Security	Through	
Strengthened	International	
Financial	Systems

Pre-empted	and	neutralized	threats	to	
the	international	financial	system	and	
enhanced	U.S.	national	security

Secure Removed	or	reduced	threats	to	national	security	•	
from	terrorism,	proliferation	of	weapons	of	mass	
destruction,	narcotics	trafficking	and	other	criminal	
activity	on	the	part	of	rogue	regimes,	individuals,	and	
their	support	networks

Safer	and	more	transparent	U.S.	and	international	•	
financial	systems

M
an

ag
em

en
t

Management	and	
Organizational	Excellence

Enabled	and	effective	Treasury	
Department

Manage A	citizen-centered,	results-oriented	and	strategically	•	
aligned	organization

Exceptional	accountability	and	transparency•	

** Value Chains – Programs grouped by a common purpose.

The TreaSUry deparTmenT’S 2007-2012  
STraTeGic frameWOrK

the treasury DePartMent’s 2007–2012 strategiC fraMewOrk
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Strategic Goal Key Accomplishments Key Challenges Trend

Effectively Managed U.S. 
Government Finances

Cost*: 
2007:$13.3	Billion

2008:	$14.0	Billion

Collected	$2.74	trillion	in	tax	revenue	and	$14.6	billion	in	federal	excise	•	
taxes	on	tobacco,	alcohol,	firearms	and	ammunition

Processed	98.5	million	tax	returns	electronically,	up	10	percent	over	•	
2007	

Administered	116.2	million	payments	under	the	Economic	Stimulus	Act	•	
of	2008	

Conducted	more	than	200	auctions	resulting	in	the	issuance	of	more	•	
than	$5.6	trillion	in	marketable	Treasury	securities

Resumed	issuance	of	the	52-week	bill	on	a	monthly	basis	in	order	to	•	
finance	budget	deficit	projections	

Reduced	the	minimum	bid	at	Treasury	auctions	from	$1,000	to	$100	•	

Continue	to	work	toward	the	Congressional	•	
goal	of	having	80	percent	of	tax	returns	filed	
electronically	

Continue	to	convert	from	paper	to	electronic	•	
savings	bonds	

Meet	the	long-term	goal	to	have	90	percent	•	
of	payments	made	electronically	

Reduce	the	use	of	illegal	international	tax	•	
shelters	

Reduce	the	erroneous	payments	rate	•	
within	the	Earned	Income	Tax	Credit	(EITC)	
program	

Performance	

Budget	

Cost	

U.S. and World Economies 
Perform at Full Economic 
Potential

Cost: 
2007:	$3.2	Billion

2008:	$3.7	Billion

Participated	in	development	and	implementation	of	the	•	 Economic 
Stimulus Act of 2008

Helped	homeowners	by	supporting	creation	of	the	HOPE	NOW	alliance•	
Participated	in	finding	solutions	for	troubled	non-depository	financial	•	
institutions

Contributed	to	placement	of	Fannie	Mae	and	Freddie	Mac	in	•	
conservatorship

Proposed	legislation	allowing	Treasury	to	increase	liquidity	in	financial	•	
markets

Implemented	measures	to	bolster	regulation	of	national	banks	and	thrifts•	
Established	a	Temporary	Guarantee	Program	for	money	market	funds•	
Released	the	•	 Blueprint for a Modernized Financial Regulatory Structure

Participated	in	Federal	Housing	Administration	modernization•	
Participated	in	the	development	and	implementation	of	temporary	tax	•	
relief	for	mortgage	holders

Issued	the	•	 Best Practices for Residential Covered Bonds

Coordinated	the	U.S.	policy	agenda	for	the	U.S.-China	Strategic	Economic	•	
Dialogue	(U.S.-China	SED)

Contributed	to	reform	initiatives	at	the	International	Monetary	Fund	(IMF),	•	
World	Bank	and	other	international	financial	institutions

Participated	in	finalization	of	proposed	rules	for	U.S.	Basel	II	•	
implementation

Provided	loans,	investments,	financial	services	and	technical	support	•	
through	the	CDFI	Fund

Continue	to	mitigate	risks	at	national	banks	•	
and	thrifts

Restructure	regulatory	institutions	to	•	
improve	supervision	of	financial	markets

Reform	Medicare	and	Social	Security	to	•	
ensure	long-term	solvency

Maintain	open	economies	despite	rising	•	
protectionist	interests	

Improve	productivity	management	relating	to	•	
the	printing	and	engraving	of	currency	notes	

Improve	supply	management	for	bullion	coin	•	
production	

Manage	cost	issues	related	to	the	penny	•	
and	nickel	

Performance	

Budget	

Cost	

Prevented Terrorism and 
Promoted the Nation’s 
Security Through 
Strengthened International 
Financial Systems

Cost: 
2007:	$537	Million

2008:	$555	Million

Persuaded	a	number	of	the	world’s	leading	financial	institutions	of	the	•	
risks	of	dealing	with	Iran	and	Iranian	banks

Designated	and	blocked	key	Zimbabwe	regime	supporters	•	
Completed	actions	targeted	at	the	Revolutionary	Armed	Forces	of	•	
Columbia	(FARC)

Led	efforts	within	the	Financial	Action	Task	Force	(FATF)	•	
Increased	collaboration	within	the	Intelligence	Community	•	
Implemented	efforts	to	increase	Bank	Secrecy	Act	(BSA)	effectiveness	•	
and	efficiency

Fully	implement	anti-money	laundering	and	•	
counter-terrorist	financing	(AML/CFT)	laws	
in	key	countries

Establish	an	external	validation	process	to	•	
justify	performance	results

Performance	

Budget	

Cost	

Management and 
Organizational Excellence

Cost:
2007:	$763	Million

2008:	$508	Million

Issued	179	audits	reports	that	produced	financial	accomplishments	of	•	
$2.4	billion

Provided	integrity	and	fraud	awareness	presentations	to	more	than	•	
90,000	IRS	employees	and	educated	tax	professionals	by	providing	
awareness	presentations	to	tax	practitioners	and	preparers

Created	the	Office	of	Privacy	and	Treasury	Records	(PTR)•	
Established	two	Human	Capital	performance	measures	•	

Improve	security	configuration	management	•	
Provide	effective	corporate	leadership	and	•	
accountability	to	improve	performance	
between	corporate,	bureau,	and	program	
office	management

Complete	an	increased	number	of	Material	•	
Loss	Reviews	(MLRs)

Remain	at	last	year’s	levels	for	the	•	
President’s	Management	Agenda	(PMA)	
Initiatives

Performance	

Budget	

Cost	

* Cost is stated as “Performance Cost”, and represents imputed costs, depreciation, losses, and other expenses not requiring budgetary resources. A full definition 
can be found in the Introduction to Part 2.

fiScal year 2008 SUmmary Of perfOrmance 
by STraTeGic GOal

fisCal year 2008 suMMary Of PerfOrManCe by strategiC gOal
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Treasury Program Evaluations Based on Number of Programs

22% Moderately
Effective

22% Adequate

32% Effective

22% Results not
Demonstrated

2% Ineffective

Fiscal Year 2008 Treasury-wide Performance Results
Including Discontinued and Baseline Measures

8% Baseline

2% Improved

19% Met

9% Unmet

13% Discontinued

49% Exceeded

Treasury Actual Performance Trends 2005–2008

31% Unfavorable

6% No Significant
Change

63% Favorable

Treasury Target Performance Trends 2005–2008

29% Unfavorable

18% No Significant
Change53% Favorable

Treasury Performance Cost Trend
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Treasury Program Evaluations Based on Funding

26% Effective

50% Moderately 
Effective

22% Adequate

2% Results Not
Demonstrated

Fiscal Year 2008 Treasury-wide Performance Results
Excluding Discontinued and Baseline Measures
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62% Exceeded

Treasury Total (Direct & Reimbursable) Budget Trend
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hOW Well iS TreaSUry perfOrminG?

hOw well is the treasury PerfOrMing?
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hOw well is treasury 
PerfOrMing DisCussiOn

Performance Cost and budget trends
Performance cost represents the best indication of the 
total cost to operate the Treasury Department. It includes 
normal operating expenses as well as imputed costs, depre-
ciation, losses, and other expenses not requiring budgetary 
resources. Performance cost on the average has risen four 
to five percent per year since 2004. The Department’s total 
budget, which includes direct appropriations and reim-
bursable amounts, has also risen an average of four to five 
percent per year since 2004.

Program evaluations
A total of 37 of Treasury Department programs have been 
evaluated using the Office of Management and Budget’s 
Program Assessment Rating Tool (PART) since 2002. 
Each program receives a rating of effective, moderately 
effective, adequate, results not demonstrated, or ineffec-
tive. Results for all program evaluations are shown in two 
different charts. One chart is based on the number of 
programs, and the other on program funding. Programs 
receiving an adequate or better rating were 76 percent 
using the number of programs, but 98 percent based on 
program funding. 

Performance to target
In fiscal year 2008, the Treasury Department revised its 
performance rating system. Performance to target was 
rated as exceeded, met, improved from the prior year 
(but not met), unmet, baseline or discontinued. Prior to 
this, performance measures were rated only as met or 
unmet. Results are shown in two charts, one including all 
performance measures, and one not including baseline 
and discontinued measures. While 70 percent of targets 
were exceeded, met or improved based on all measures, 88 
percent of targets were exceeded, met or improved based 
on measures that were not base-lined or discontinued.

actual and target Performance trends
Trends in actual performance and targets have been 
analyzed since 2004 where data was available. Trends can 
move upward, downward, or remain flat. Depending on 
the type of measure, a trend can be favorable, unfavorable, 
or remain unchanged. Results indicate that 63 percent of 
actual performance trends were favorable, 31 percent were 
unfavorable, and 6 percent were unchanged. Target trends 
were 53 percent favorable, 29 percent unfavorable, and 18 
percent unchanged.

treasury Cost per Person 
A chart that indicates the approximate cost of the Treasury 
Department per person in the United States is shown 
here. The calculation is determined by dividing Treasury 
Performance Cost by an estimate of the U.S. population at 
the end off fiscal year 2008. This ratio attempts to describe 
the cost of the Department in terms people can relate to. 

treasury Performance and Cost versus inflation
A dual scale chart provides Treasury performance to target, 
performance cost, and inflation information since fiscal 
year 2004. The data indicate that the gap between Treasury 
Performance Cost and inflation is narrowing while 
performance has improved. 
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financial hiGhliGhTS

finanCial highlights

The increase of $1.6 trillion in total assets in fiscal year 2008 
is largely due to the increase in future funds required from the 
General Fund of the U.S. Government to pay for the federal debt 
owed to the public and other federal agencies.

Total Assets (in Billions)
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The increase of $20.5 billion in net interest paid on the federal 
debt is due to the increase in the debt. Total federal debt and 
interest payable increased by $1.05 trillion in fiscal year 2008.

The majority of the $26.8 billion increase in net outlays was due 
to the increase in interest payments on the federal debt.

Total liabilities increased by $1.4 trillion from fiscal year 2007 to 
fiscal year 2008. The majority of the increase is due to borrowings 
from other federal agencies and debt issued to the public.

The majority of the increase in total budgetary resources for fiscal 
year 2008 was to ensure liquidity of Government-Sponsored 
Enterprises (GSEs) pursuant to the Housing and Economic 
Recovery Act of 2008.

Total custodial revenue collected on behalf of the U.S. 
Government decreased by $82 billion. The majority of the 
decrease can be attributed to the Economic Stimulus payments of 
$93.4 billion issued by the Internal Revenue Service.
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leD gOVernMent resPOnse tO 
finanCial Market Challenges 

Throughout fiscal year 2008, the Treasury Department 
coordinated with federal agencies, state authorities, 
international bodies and private groups to address chal-
lenges in financial markets and the broader economy. Some 
examples include:

Coordinated government mortgage management •	

initiatives with the Department of Housing and 
Urban Development (HUD)

Developed funding solutions for economically •	

distressed industries with the Department of 
Commerce

Developed alternative funding solutions for student •	

loan programs with the Department of Education

Coordinated international financial negotiations •	

with the Department of State

Collaborated with the Financial Stability Forum •	

(FSF), a body consisting of representatives from 
the world’s largest economies and international 
financial institutions, and G-7 countries to develop 
international guidelines for managing financial 
market challenges

Worked with various state authorities to address •	

mortgage origination issues and concerns about 
conditions at state-chartered financial institutions

For financial market management in particular, the 
Department worked with members of the President’s 
Working Group on Financial Markets (PWG), Federal 
Deposit Insurance Corporation (FDIC), Federal Housing 
Finance Agency (FHFA) and other agencies to respond to 
market events. 

Established in 1988, the PWG is the federal government’s 
primary inter-agency committee responsible for coordinat-
ing supervision of financial markets and is comprised of:

The Secretary of the Treasury, who serves as •	

Chairman

The Chairman of the Board of Governors of the •	

Federal Reserve

The Chairman of the Securities and Exchange •	

Commission (SEC)

The Chairman of the Commodities Futures Trading •	

Commission (CFTC)

In August 2007, the President charged the PWG with 
reviewing the underlying causes of financial market turmoil. 
In response, the PWG issued a Policy Statement on Financial 
Market Developments in March 2008 providing both an 
overview of causes as well as specific policy recommenda-
tions to address regulatory and management shortfalls. 
The key recommendations to government authorities and 
market participants to address market weaknesses include:

Reforming key parts of the mortgage origination •	

process in the U.S.

Enhancing disclosure and improving the practices •	

of sponsors, underwriters, and investors with respect 
to securitized credits 

Reforming the credit rating agencies’ processes for •	

and practices regarding rating structured credit 
products

Ensuring that global financial institutions take •	

appropriate steps to address weaknesses in risk 
management and reporting practices

Ensuring that prudential regulatory policies •	

applicable to banks and securities firms, including 
capital and disclosure requirements, provide strong 
incentives for effective risk management practices

The report includes 27 specific recommendations for public 
and private sector action within these broad categories. 
The PWG issued a detailed report on progress in October 
2008 and is continuing to monitor the implementation of 
recommendations. 

The Treasury Department, as the nation’s foremost eco-
nomic policy agency, will continue to take necessary steps 
to address financial market challenges in coordination with 
public and private sector agencies. 

fisCal year 2008 key initiatiVes

fiScal year 2008 Key in iTiaTiveS
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DeVelOPeD anD iMPleMenteD the 
eCOnOMiC stiMulus aCt Of 2008 

The Economic Stimulus Act of 2008 was signed into law on 
February 13, 2008. Created to support the economy during 
a period of slowing growth, the bill provided relief in the 
form of individual tax rebates for households and tax in-
centives for businesses to stimulate investment. Businesses 
were expected to utilize $45 billion in tax deductions by 
the end of 2008. In fiscal year 2008, over 116.2 million 
stimulus payments, totaling $94.3 billion, were issued in 
the form of checks and electronic deposits. 

The Department participated directly in development and 
implementation of the stimulus package. The IRS and 
FMS managed customer inquiries and issued payments 
during the tax season. In particular, the IRS provided 
informational announcements and mailings, interactive 
telephone options, an online payment calculator, and main-
tained a hotline to allow taxpayers to check on the status 
of their payment. The FMS issued 74.1 million paper 
checks and made over 42 million electronic deposits. Some 
additional statistics on the stimulus payments:

The first stimulus payments were made by electronic •	

deposit 75 days after the legislation was passed 

A total of 132.9 million notices were sent to inform •	

taxpayers of their potential eligibility

5.5 million operator-assisted calls and 21.9 million •	

automated calls were handled, resulting in a 90 
percent increase in total telephone demand

38.7 million taxpayers used the •	 “Where’s My 
Stimulus Payment?” webpage to check the status of 
their payment

$1.46 billion in delinquent non-tax, state tax, and •	

child support debts were withheld from stimulus 
payments and disbursed to appropriate recipients

Additional information may be found here: Stimulus 
Payment
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suPPOrteD the  
hOPe nOw allianCe 

Ongoing challenges in housing markets have increased 
pressure on homeowners unable to make their mortgage 
payments. Seeking to support a coordinated response to 
the crisis, the Department participated in discussions with 
mortgage industry participants in August 2007 to search 
for a solution to address market conditions. The result 
was the formation in October 2007 of the HOPE NOW 
Alliance, a private sector alliance of mortgage servicers, 
counselors, and investors to provide information and 
direct assistance to homeowners to help avoid preventable 
foreclosures. 

HOPE NOW has worked aggressively over the past year 
to disseminate information to at-risk homeowners through 
direct mailings, advertisements, and phone contacts. 
They have also actively coordinated matching at-risk 
homeowners with mortgage industry specialists to find 
best solutions. In December 2007, HOPE NOW adopted 
the mortgage management framework developed by the 
American Securitization Forum, and in February 2008 
adopted Project Lifeline to focus efforts as efficiently as 
possible to help at-risk homeowners. As of August 2008, 
HOPE NOW included 94 percent of mortgage servicers 
and had helped over two million homeowners negotiate 
arrangements enabling them to avoid foreclosure and keep 
their homes. 

The success of the HOPE NOW Alliance is encouraging 
in light of the ongoing difficulties in mortgage markets. 

fisCal year 2008 key initiatiVes
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The Treasury Department will continue to work closely 
with lenders and key industry participants to identify 
aggressive strategies to help at-risk homeowners.

Additional information may be found here: HOPE NOW

sOlutiOns fOr nOn-
DePOsitOry institutiOns

Working in coordination with the Federal Reserve and 
SEC, Treasury participated in negotiations during fiscal 
year 2008 to determine an appropriate course to address 
financial difficulties at some of the country’s largest non-
depository financial institutions. Challenging conditions 
in financial markets, particularly linked to rapidly falling 
values of Mortgage Backed Securities or MBS (securities 
issued with mortgages as collateral), asset-backed com-
mercial paper (short-term securities generally linked to 
revenue streams, such as payments of auto loans or credit 
cards), credit default swaps (similar to insurance policies 
on debt in case of default) and other instruments increased 
financial pressures on institutions with large holdings 
of these assets. Failure of a few large institutions with 
significant market presence threatened to severely impact 
market confidence. To ensure confidence in capital mar-
kets, extraordinary consultations and actions were taken 
to address conditions in financial institutions such as Bear 
Stearns, Lehman Brothers, and American International 
Group. The Department will continue to monitor financial 
conditions and respond as necessary to maintain the health 
of the financial system.

COntributeD tO PlaCeMent 
Of fannie Mae anD freDDie 
MaC in COnserVatOrshiP

On July 30th 2008, President Bush signed the Housing 
and Economic Recovery Act of 2008 into law, granting the 
Treasury Department, the Federal Reserve and the new 
Federal Housing Finance Agency (FHFA) authority to 
enhance stability in financial markets and manage affairs 
related to the two largest sources of mortgage finance, the 
Federal National Mortgage Association (Fannie Mae) and 
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the Federal Home Loan Mortgage Corporation (Freddie 
Mac). Among the new authorities given to the FHFA 
was the ability to bring the two government-sponsored 
enterprises (GSEs) under either conservatorship (allow-
ing FHFA to assume the powers of the GSEs’ directors, 
officers, and shareholders without declaring bankruptcy) or 
receivership (allowing FHFA to assume the powers above 
and initiate liquidation). The Act also granted the Secretary 
of the Treasury temporary authority to purchase GSE 
obligations and securities through December 31, 2009.

Following passage of the legislation, financial markets, 
business conditions, and the current financial condi-
tion of the two GSEs were closely monitored. On 
September 7, 2008 the Treasury Department, Federal 
Reserve, and FHFA deemed it necessary for the preserva-
tion of market stability and taxpayer interests to place 
Fannie Mae and Freddie Mac in conservatorship under the 
July 2008 Act. 

From the beginning of the current financial turmoil, 
the Treasury Department has maintained three critical 
objectives: provide stability to financial markets, support 
the availability of mortgage finance, and protect taxpayers. 
The intent of placing the GSEs under conservatorship 
was to minimize the near-term costs of insolvency at the 
two institutions and initiate resolution of systemic risks 
associated with the GSEs’ structure. The steps taken were 
the result of detailed and thorough collaboration between 
FHFA, Treasury, and the Federal Reserve. 

The Preferred Stock Purchase Agreements reached be-
tween Treasury and the two GSEs included the following 
provisions:

For each GSE, the Treasury Department received •	

$1 billion in Senior Preferred Equity Shares, 
providing an annual dividend of 10 percent and 
permitting the Department to receive dividends 
before all other shareholders

The Treasury received warrants (ownership options) •	

for 79.9 percent of each enterprise

The Department committed to provide each GSE •	

up to $100 billion under a secured lending facility 
to ensure solvency
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The Department committed to purchase up to •	

$5 billion in MBS issued by the GSEs

Fannie Mae and Freddie Mac’s continued activity is 
central to recovery in the housing market and mitigation 
of underlying financial market uncertainty. The temporary 
liquidity and capital backstops included in the conserva-
torship arrangements are aimed at providing longer-term 
clarity to investors in GSE debt and MBS and ensuring 
the stability of financial markets. Fannie Mae and Freddie 
Mac continue to play an important role in financing 
mortgages in capital markets. 

PrOPOseD legislatiOn allOwing 
treasury tO inCrease liquiDity 
in finanCial Markets

On September 19, 2008, the Treasury Secretary, Federal 
Reserve Chairman, and SEC Chairman met with 
Congressional leaders to discuss legislation permitting 
Treasury to increase liquidity in financial markets by 
purchasing up to $700 billion in assets from financial 
institutions. The initiative was primarily intended to 
ensure stability in financial markets and improve financial 
institutions’ capital position to encourage new lending. On 
the same day, the Department also announced expansion 
of the existing program to purchase GSE MBS.

The Emergency Economic Stabilization Act of 2008 was 
signed into law on October 3, 2008. The legislation in-
cluded provisions for an expanded MBS purchase program, 
a whole loan purchase program, a troubled-assets insur-
ance program, and an equity purchase program. Under 
the Act, Treasury was provided authority to purchase 
up to $250 billion in securities, with an additional $100 
billion available upon written certification to Congress 
by the President and a final $350 billion available upon 
written request by the President, subject to disapproval 
by Congress. The law provides a series of safeguards to 
protect taxpayer interests, including the establishment of 
two oversight boards and a Special Inspector General; 
requirements that participants provide the government 
an ownership stake in their business and restrict certain 

payments to their executives; and strict provisions on asset 
manager selection. 

iMPleMenteD Measures tO 
bOlster regulatiOn Of 
natiOnal banks anD thrifts

The OCC and OTS are the primary regulators of national 
banks and thrifts, respectively. With elevated concerns about 
banking solvency given strained financial markets, both have 
made extensive efforts to monitor evolving conditions at the 
financial institutions they regulate and implement measures 
to ensure the stability of the banking system. The Inspector 
General has indicated regulation of national banks and 
thrifts as a Management Challenge for fiscal year 2008.

In fiscal year 2008, 14 financial institutions with $216 bil-
lion in deposits were placed into receivership under FDIC 
authority. Of these, five were national banks, three were 
thrifts, and six were state banks. The bulk of deposits were 
held by two thrifts, Washington Mutual Bank and IndyMac 
Bank, which accounted together for $207 billion in deposits. 
Work-out solutions, whereby some or all deposits and assets 
were assumed by another existing bank, were arranged 
by FDIC and regulators for all failed institutions except 
IndyMac Bank. IndyMac Bank was placed under conser-
vatorship and operations were assumed directly by FDIC 
under a newly-formed IndyMac Federal Bank.

Supervisory activities at OCC and OTS during fiscal year 
2008 centered on evaluation of loan holdings and risk 
management practices to identify existing and potential 
weaknesses. In response to the crisis, supervisory efforts 
have been strengthened in key risk areas, including: 
underwriting and credit administration, diversification of 
funding sources (including realistic contingency funding 
planning), development of strong internal controls and 
risk management systems, timely recognition of losses, and 
maintenance of strong capital positions. Over the past year, 
resident examiner teams from the OCC have been in place 
at the largest national banks to monitor their funding, trad-
ing, and mortgage practices as well as gather information 
on market conditions, deal flow, and funding availability. 
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Information obtained by the examiners contributed to early 
identification of problem areas and development of risk 
management practices that have been implemented by the 
PWG, the Senior Supervisors Group, and the FSF. (The 
Senior Supervisors Group consists of supervisory agencies 
from France, Germany, Switzerland, Britain, and the U.S.)

Given increases in leveraged lending at national banks 
in prior years, the OCC undertook in-depth leveraged 
lending reviews at the largest national banks in fiscal year 
2008, looking specifically at banks’ syndicated pipeline 
management, stress testing, and limit setting. Following 
the reviews, a Leveraged Lending handbook was developed 
based on findings and issued to all banks, consolidating 
and supplementing guidance to bankers and examin-
ers on managing leverage risk. At an inter-agency level, 
both the OCC and OTS have worked directly with the 
Federal Reserve and FDIC to review large syndicated 
loans through the Shared National Credit program. The 
comprehensive review in 2008 of these loans covered 8,750 
credit facilities with commitments of over $2.8 trillion. The 
OCC and OTS will continue to coordinate their licensing 
and supervisory procedures with other federal agencies to 
keep regulations current, transparent, and supportive of 
financial industry stability and growth.

Due to the thrift industry’s natural concentration in 
longer-term mortgages (thrifts are required to keep 65 
percent of their holdings in mortgages), the OTS main-
tains a Net Portfolio Value model which provides estimates 
of each institution’s interest rate risk. The model allows 
the OTS to value a wide range of financial instruments 
and produce reports focusing on areas such as net interest 
income, liquidity, and value-at-risk. Enhancements to 
the Net Portfolio Value model were added in 2008 which 
improve examiners’ ability to track interest rate risk and 
permit for easier electronic filing (E-Filing) of applications 
for actions requiring OTS approval. 

To facilitate management of mortgage concerns, the OCC 
and OTS have encouraged banks and thrifts to work 
constructively with borrowers facing difficulty meeting 
their mortgage obligations. This includes support for 
industry initiatives such as the HOPE NOW alliance and 
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the American Securitization Forum as well as outreach 
efforts with advocacy groups, research organizations, 
community development practitioners, and community 
development membership organizations. During fiscal year 
2008, the OCC published guides for homeowners on ways 
to recognize and avoid foreclosure rescue fraud and effec-
tively manage certain hybrid adjustable rate mortgages. The 
OTS has issued additional guidance to thrifts governing 
regulation of late charges, prepayment penalties, and 
adjustments to mortgage terms. Given the high concentra-
tion of mortgage holdings at thrifts, the OTS has actively 
encouraged utilization of foreclosure-prevention strategies, 
including loan modifications, conversion of adjustable-rate 
mortgages into fixed-rate mortgages, extension of amorti-
zation, and payment deferral.

Although national banks were not dominant originators 
of subprime mortgages, strains in housing markets have 
significantly affected banks’ residential mortgage and 
home equity loan portfolios. In response, the OCC began 
requiring the nine largest national bank servicers, account-
ing for 90 percent of mortgages held by national banks and 
40 percent of mortgages overall, to submit comprehensive 
mortgage data on a monthly basis. Similarly, in July 2008 
the OTS published its first Mortgage Metrics Report, 
presenting key performance data on first lien residential 
mortgages serviced by the top five thrifts or their affiliates, 
covering 91 percent of thrift mortgages. The data showed 
a total of 49,044 loss mitigation actions through the end 
of March, providing solutions for 25 percent of thrift 
loans in foreclosure. In September, the two supervisors 
merged their reports into a single Mortgage Metrics Report, 
covering some 35 million mortgages worth $6.1 trillion, 
constituting an important data source on conditions in 
mortgage markets.

Given more stringent regulation and the conditions in 
mortgage markets, additional concern has more recently 
been directed towards the under-provision of credit in 
financial markets. The 2008 OCC Annual Survey of Credit 
Underwriting Practices showed that banks have substan-
tially tightened underwriting standards for both retail and 
commercial loans over the last year. Regulatory guidance 
issued to banks and thrifts by both OCC and OTS has 
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releaseD the Blueprint for 
a Modernized financial 
regulatory Structure 

Recent capital market developments stemming from the 
subprime mortgage and credit turmoil have exposed the 
need for fundamental reform of the U.S. financial regula-
tory system. Created over 70 years ago, the U.S. financial 
regulatory structure today is managed under segregated 
industry “silos” that have failed to keep pace with industry 
changes. Under this structure, regulators have narrow 
responsibilities to supervise activities within their industry 
but little responsibility to regulate across industries. With 
the development of more integrated financial markets that 
are characterized by convergence of industries, intercon-
nectedness, and globalization, this “siloed” structure has 
permitted substantial gaps and redundancies in oversight. 
To respond to these conditions, the Department issued a 
Blueprint for a Modernized Financial Regulatory Structure in 
March 2008 to identify and propose solutions to address 
major shortfalls in regulatory systems. The Blueprint 
provides a series of near, intermediate, and long-term 
recommendations to restructure the U.S. financial regula-
tory system.

Near-term recommendations:
Modernize the PWG by expanding its member-•	

ship to include the heads of the OCC, OTS, and 
FDIC, enabling the body to serve as coordinator of 
financial regulatory policy for the entire financial 
industry

Establish a federal Mortgage Origination •	

Commission to develop national standards for 
mortgage origination and work to ensure compli-
ance by all mortgage originators

Improve Federal Reserve liquidity provisions with •	

respect to non-depository financial institutions

Intermediate-term recommendations:
Transition financial institutions chartered as thrifts •	

into national bank charters and merge the OTS 
into the OCC
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reiterated the importance of maintaining prudent credit 
underwriting standards throughout the economic cycle. 

establisheD a teMPOrary 
guarantee PrOgraM fOr 
MOney Market funDs

On September 19, Treasury announced a Temporary 
Guarantee Program for money market funds. Taxable 
and tax-exempt funds regulated by the SEC under the 
Investment Company Act of 1940 are eligible to participate 
in the guarantee program upon payment of an assessed fee 
of 0.01 percent of net asset value per share greater than 
or equal to $0.9975 as of September 19. Funds with net 
asset value per share less than $0.9975 and greater than or 
equal to $0.995 are required to pay an upfront fee of 0.015 
percent, based on the number of shares outstanding as of 
September 19. Funds with net asset values below $0.995 
were not eligible to participate. In return for participa-
tion, fund shareholders receive a guarantee that they will 
be compensated up to the $1 share price of the fund 
should the share price fall below $0.995. Initial funding 
of $50 billion for the program was provided through the 
Exchange Stabilization Fund established under the Gold 
Reserve Act of 1934.

The Temporary Guarantee Program is a temporary 
measure intended to address short-term dislocations in 
credit markets. The program will exist for an initial three 
month term, after which the Secretary of the Treasury 
will review the need and terms for program extension. The 
Secretary has the option to renew the program through 
September 18, 2009. The program will not automatically 
extend for the full year and money market funds would be 
required to renew their participation to maintain coverage. 
If the Secretary does not renew the program at the end of 
the three month period, the program will terminate.
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Establish one federal regulator of state banks, in •	

contrast to the dual supervisory system splitting 
regulatory responsibility between the Federal 
Reserve and FDIC

Establish a federal charter for payment and settle-•	

ment systems supervised by the Federal Reserve

Establish a federal charter and oversight board for •	

insurance companies, distinct from state insurance 
licensing

Merge the CFTC with the SEC, while retaining •	

key strengths of each institution

Long-term recommendations
Restructure the existing financial regulatory system •	

into a three-tiered system with duties divided by 
objectives, including:

A market stability regulator, likely the Federal 
Reserve, which would supervise overall condi-
tions in financial markets and develop measures 
to address high-level market stability

A prudential financial regulator, which would be 
responsible for assessing risk management at all 
financial institutions and supervising institu-
tions’ safety and soundness associated with 
government guarantees

A business conduct regulator, which would 
establish standards for business practices for 
financial institutions and ensure protection of 
consumer rights

In addition to these agencies, two other regulatory •	

bodies were proposed:

A federal insurance guarantor, which would 
provide insurance services for the entire finan-
cial sector, similar to services currently provided 
to banks by the FDIC

A corporate finance regulator, which would 
oversee corporate finance in public securities 
markets, similar to services currently provided 
by the SEC

No amount of regulation can fully eliminate capital market 
risks, but it is clear that a modernized regulatory structure 
is essential to establishing a more stable financial system, 

protecting consumer interests, and promoting financial 
market competitiveness. 

Additional information may be found here: Blueprint for a 
Modernized Financial Regulatory Structure

PartiCiPateD in feDeral hOusing 
aDMinistratiOn MODernizatiOn 
anD PrOVisiOn Of teMPOrary 
tax relief fOr hOMeOwners

In addition to GSE reform, two other presidential 
initiatives were announced in August 2007 to address 
problems in mortgage markets: expanding the capacity of 
the Federal Housing Administration (FHA) to provide 
mortgage assistance to a greater range of homeowners and 
providing temporary tax relief for homeowners entering 
foreclosure or negotiating partial mortgage write-downs. 

The Department worked closely with HUD to promote 
passage of FHA-related statutes in the Housing and 
Economic Recovery Act of 2008. Among other provisions, 
the legislation expanded FHA’s authority to provide as-
sistance to homeowners by offering government insurance 
to lenders who voluntarily reduce mortgages for at-risk 
homeowners to at least 90 percent of the property’s 
current value. (Also known as the Hope for Homeowners 
program.) To participate in the program, homeowners 
are required to share a portion of the appreciation of the 
value of their homes with the FHA. A board consisting 
of the Secretary of HUD, the Secretary of the Treasury, 
the Chairman of the Federal Reserve, and the Chairman 
of FDIC was established under the legislation to oversee 
implementation of the program. The new measures, which 
came into effect on October 1, 2008, are expected to help 
an additional 400,000 homeowners refinance into more 
affordable mortgages. 

In addition to the Hope for Homeowners program, the 
FHASecure program has helped approximately 360,000 
homeowners since July 2007 refinance into FHA-insured 
loans. The program provides assistance to homeown-
ers with conforming loans (prime loans valued up to 
$417,000) who are unable to afford mortgage payments 
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after the reset of their adjustable rate mortgage. Starting 
in July 2008, FHASecure also began providing assistance 
to subprime borrowers with adjustable rate mortgages 
who have missed up to three monthly mortgage payments 
over the previous 12 months or experienced temporary 
economic hardship. The Department was directly involved 
in promoting FHASecure and supported the extension of 
benefits to additional homeowners.

In December 2007, the Mortgage Forgiveness Debt Relief 
Act of 2007 was passed providing temporary tax relief for 
homeowners entering foreclosure or negotiating partial 
mortgage write-downs. Generally, debt that is forgiven by 
a lender is included as income for tax purposes. The Act 
permits homeowners to refinance their mortgages and pay 
no federal taxes on forgiven debt if the refinance occurs 
during 2007, 2008, or 2009. An estimated $200 million in 
tax forgiveness is projected to be available to homeowners 
under the legislation. The Treasury Department, through 
the IRS, OCC, and OTS, has encouraged homeowners 
with mortgage problems to take full advantage of the tax 
relief. 

Additional information may be found here: Mortgage 
Forgiveness Debt Relief Act

issueD the BeSt practiceS for 
reSidential covered BondS

The availability of affordable mortgage financing is 
essential to a healthy economy. Along with focusing on 
restoring the traditional sources of mortgage financing in 
2008, the Treasury Department took steps to encourage 
development of new sources for mortgage funding and 
strengthen financial institutions by issuing a Best Practices 
for Residential Covered Bonds. In preparing this guidance, 
the Department consulted with European counterparts as 
well as the FDIC, Federal Reserve, OCC, OTS, SEC, and 
various market participants. 

Covered bonds provide a means for issuing commercial 
banks or thrifts to sell off rights to mortgage payments 
made by borrowers without selling the mortgages them-
selves. In current practice, a large percentage of mortgages 

are originated by banks or thrifts and then sold to an entity 
which creates MBS which are then sold to investors. In 
these transactions, ownership of the mortgage is effectively 
transferred from the mortgage originator to the bond 
holder and the mortgage originator has no liability if the 
mortgage is not paid. With covered bonds, the originator 
of the mortgage is required to place the mortgages on its 
books, making them liable for payments if the mortgage 
borrower does not pay. Additionally, as the mortgage 
remains on the originator’s books, the originator is also 
required to keep capital reserves covering the mortgages. 
Covered bonds are currently used to finance mortgages 
in the United Kingdom and Europe, constituting a $3.3 
trillion market, and are a promising source of mortgage 
financing to complement the existing system in the U.S. 

On July 15, 2008, the FDIC issued the Final Covered Bond 
Policy Statement which specified actions that the FDIC 
will take if a covered bond issuer becomes insolvent or is 
placed into receivership. The Best Practices for Residential 
Covered Bonds is a complement to the FDIC statement by 
introducing quality standards in areas such as collateral and 
disclosure. In conjunction with the release of the guidance, 
the Treasury Department updated its policy to include 
covered bonds as an approved asset category for Treasury’s 
investments and deposits of public money with commercial 
counterparties, which will provide credibility for the asset 
class.

The $11 trillion U.S. mortgage market can benefit from all 
forms of mortgage finance. As Treasury seeks to encourage 
new sources of mortgage funding in the United States, 
improve underwriting standards, and strengthen financial 
institutions’ balance sheets, covered bonds can help provide 
additional funding to homeowners and strengthen U.S. 
financial institutions by diversifying risk. America’s four 
largest banks, Bank of America, Citigroup, JPMorgan 
Chase, and Wells Fargo, have announced plans to establish 
covered bond programs to launch the market in the United 
States.

Additional information may be found here: Best Practices 
for Residential Covered Bonds
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u.s.–China strategiC 
eCOnOMiC DialOgue

Initiated in 2006, the U.S.-China SED is a semiannual 
forum bringing together the two countries’ highest-level 
officials to discuss key economic issues. The intent is to 
improve officials’ understanding of the interests and chal-
lenges faced by their counterparts on issues of relevance to 
both economies, to improve policy coordination on areas of 
mutual interest, and to institutionalize a forum for address-
ing sensitive issues. Since its inception, the U.S.-China 
SED has held four full meetings with discussions on issues 
including management of financial and macroeconomic 
cycles, market access, trade, property rights protection, 
food and product quality, financial regulation, energy 
management, environmental policy, and other issues. The 
latest U.S.-China SED was held in Annapolis, Maryland 
in June 2008.

As the coordinator for the U.S. Government, the 
Department of the Treasury has worked closely with other 
agencies in the federal government to develop meeting 
agendas, establish policy goals, and facilitate implementa-
tion of final agreements. Key achievements during the 
December 2007 and June 2008 meetings included:

Launching negotiations for a bilateral investment •	

treaty to help open new opportunities for U.S. and 
Chinese investors

Signing of a Ten-Year Energy and Environment •	

Cooperation Framework focused on creating a new 
energy-efficient model for sustainable economic 
development

Reaching agreements to further open financial •	

markets in the areas of banking, insurance, and 
securities

Expanding coordination on management of •	

product quality and food safety

Expanding efforts to address economic imbalances •	

related to trade, investment, and exchange rates

Establishing guidelines to improve transparency in •	

administrative rule-making and innovation policy

By establishing this dialogue, both sides have committed 
to addressing potentially sensitive economic issues of 
interest in a central forum. Through the U.S.-China SED, 
the two countries’ officials have reached important policy 
decisions and established relationships building mutual 
trust and promoting improved coordination. The fifth 
U.S.-China SED is scheduled to be held in Beijing, China 
in December 2008.

Additional information may be found here: U.S.-China 
SED
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effeCtiVely ManageD u.s. 
gOVernMent finanCes

Tax returns filed electronically
In fiscal year 2008, a total of 98.5 million tax returns 
were filed electronically, a 10 percent increase over 2007. 
Although the Department has not yet reached the 
Congressional goal of having 80 percent of tax returns filed 
electronically, in fiscal year 2008 the Department achieved 
63 percent for individual taxpayers including taxpayers 
who filed solely to claim the economic stimulus. Treasury 
continues to promote the use of the IRS Free File program 
as a means of increasing E-Filing. A recent survey showed 
that 96 percent of those who used the Free File program 
found it easy to use, 98 percent said that they would 
recommend it to others, and 95 percent said that they 
would use it again. 

Increase electronic payments
In fiscal year 2008, the Department issued 116.2 mil-
lion economic stimulus payments. However, only 36.2 
percent were made electronically. Overall, 79 percent of 
Treasury payments and associated information were made 
electronically. Treasury continues to promote the use of 
direct deposit for government payments through the Go 
Direct campaign. There were 901,054 conversions from 
paper checks to direct deposit during the third year of the 
campaign.  This is an increase over the 510,045 conversions 
during the campaign’s second year. The total number of 
conversions since the inception of the campaign is over 2.1 
million for a return on investment of $184.7 million.

Debt financing
Debt financing operations are critical to ensuring that 
the government has the money needed to continue its 
operations. In fiscal year 2008, the Department con-
ducted more than 200 auctions, resulting in the issuance 
of over $5.6 trillion in marketable securities. Treasury 
successfully resumed the issuance of the 52-week bill on 
a monthly basis in order to meet increased demand for 
borrowing. Additionally, the minimum bid at Treasury 

auctions was reduced from $1,000 to $100 to broaden 
the potential investor pool

Saving bonds
Issuing savings bonds is an important aspect of debt 
financing and the Department is committed to offering 
them in an efficient manner. There are approximately 
$700 billion in paper savings bonds outstanding. Going 
forward, Treasury is encouraging its customers to purchase 
and manage their holdings online using TreasuryDirect. 
TreasuryDirect allows customers to buy savings bonds and 
convert paper bonds to an electronic version, increasing 
efficiency in management and servicing of bonds over 
the long-term. To mitigate risks associated with online 
financial transactions, Treasury continually seeks ways 
to increase security. For example, TreasuryDirect Access 
Cards are distributed to account holders, providing a 
unique and secure means to access their accounts. While 
the website remains the primary means of communicating 
with the public about Treasury securities, outreach through 
other channels, such as financial literacy programs, will 
target customers unaccustomed to conducting transac-
tions online. Although a date has not been set for the 
withdrawal of paper bonds from sale, the intent is to move 
investors to TreasuryDirect as the preferred way to buy and 
hold savings bonds. 

Need to address international tax issues
The Treasury Department is working to improve interna-
tional tax administration to effectively deal with increased 
tax issues associated with globalization for both individual 
and corporate taxpayers. In fiscal year 2008, Treasury issued 
guidance addressing offshore and cross-border compliance 
risks. Collaboration with foreign tax administrators was 
expanded by the addition of Japan’s National Tax Agency 
to the Joint International Tax Shelter Information Centre, 
an organization created by the tax agencies of the U.S., 
Britain, Canada, and Australia to identify and curb abusive 
cross-border transactions and schemes. The Treasury 
Department has tax representatives in ten international 
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cities, and in fiscal year 2009 tax representatives will be 
placed in Beijing, China. 

Need to address high rates of erroneous payments
The Department continues to have high rates of erroneous 
payments within the EITC program, however, improve-
ments in 2008 allowed for removal of the long-standing 
EITC Federal Managers’ Financial Integrity Act of 1982 
(FMFIA) Material Weakness. In fiscal year 2008, as part 
of the effort to complete the Study of Universal Use of 
Advanced Payment of Earned Income Credit mandated by 
Congress, Treasury took several steps to address the issue. 
These steps included improving communication with 
taxpayers and tax practitioners, reaching out to employers 
to gain their insights into the benefits, costs, risks, and 
barriers if the EITC program were expanded, and enhanc-
ing the training of examiners reviewing EITC returns. 
In fiscal year 2008, $3.2 billion in revenue was protected 
through examination of returns claiming the EITC credit 
and document matching programs.

u.s. anD wOrlD eCOnOMies 
PerfOrM at full 
eCOnOMiC POtential

Contributed to reforms at the IMF, World Bank, 
and other international institutions
In fiscal year 2008, the Department was actively involved 
in reforms at international financial institutions. One of the 
more outstanding achievements was reform at the IMF. 
Based on the Department’s recommendation, the IMF 
has restructured its voting system to expand participation 
for emerging market countries, coordinated development 
of investment guidelines for sovereign wealth funds, and 
undertaken management reorganization saving some $100 
million in annual expenses. With these changes, the IMF is 
redefining its role in international markets to better match 
global exchange and investment needs. 

Banking regulators finalized U.S. Basel II rules
In November 2007, federal banking regulators (the Federal 
Reserve, FDIC, OCC, and OTS) reached final agreement 

on U.S. rules implementing the Basel II Capital Accord. 
The agencies issued a notice of proposed rulemaking in 
July 2008 and are expected to implement final rules in 
2009. The new provisions effectively marry banks’ internal 
risk management systems with their capital requirements, 
more directly linking asset risks with cash holdings. In 
addition to the standard Basel II rules, the proposed 
U.S. rules preserve two requirements from current U.S. 
regulations — a conforming leverage ratio and prompt 
corrective action requirements — to maintain consistency 
in supervisory quality. Implementation of the rules is 
required for the country’s ten largest banks. Other banks 
are currently permitted to implement the new rules on an 
optional basis and will otherwise continue to be subject to 
previous capital requirement regulations.

Provided loans, investments, financial services, and 
technical support through the CDFI Fund
The CDFI Fund provides capital, loans, and tax credits 
to specialized financial institutions that finance economic 
development in underserved communities. The Fund 
competitively awards amounts to organizations that offer 
a wide array of banking services, including loans, invest-
ments, and financial education to underserved populations 
and communities. The Fund also provides incentives for 
community development by allocating federal tax credits to 
organizations that attract investors for commercial, retail, 
industrial, and mixed-use development projects. These 
organizations sell these credits to investors, which can be 
applied against federal income taxes, in order to generate 
funds for projects in target markets. Investments associ-
ated with the CDFI Fund contributed to the creation or 
maintenance of 29,539 jobs in fiscal year 2008, surpassing 
the program target of 28,676 jobs.

Market conditions complicate efforts to mitigate 
risks at national banks and thrifts 
Current market conditions can be attributed in part to 
poor risk management practices at financial institutions 
and insufficient government regulation of lending activi-
ties. While the vast majority of national banks and thrifts 
remain well capitalized, there are some which remain 
over-exposed to riskier mortgage assets or highly leveraged 
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investments. Over the past year, the OCC and OTS have 
made pointed efforts to work with national banks and 
thrifts to reduce exposure to risky assets and improve risk 
management, as outlined previously in the Key Initiatives 
section. However, current strained markets for some 
products, and over-exposure by some institutions to softer 
regional markets, have complicated efforts to manage these 
risk exposures. Assets with uncertain valuations remain on 
financial institutions’ books – removing them will require 
time and effective risk management. Deleveraging, as 
banks reduce holdings in certain assets, has also incurred 
substantial costs. Until these assets can be removed from 
institutions’ balance sheets, new lending will remain 
constrained. The OCC and OTS will continue to work 
with national banks and thrifts to isolate risky investments 
and work towards developing strategies to limit exposure 
to future losses. 

Incomplete regulatory restructuring of the financial 
system
The current “siloed” system of regulatory oversight in 
the United States is incompatible with financial markets 
characterized by cross-sector convergence and market 
globalization. Many of the recent problems in financial 
markets have stemmed from a confusing and sometimes 
insufficient mix of state and federal financial regula-
tions, lack of appreciation for the growing complexity of 
cross-sector financial transactions and institutions, and lack 
of understanding of the riskiness of certain investments. 
Issuing the Blueprint for a Modernized Financial Regulatory 
Structure in March 2008 capped the Department’s analyti-
cal review of the financial system. Included in the report 
are a series of near, intermediate, and long-term measures 
to improve regulatory oversight and restructure the “siloed” 
system. Common across these measures is a recognized 
need to establish stronger federal oversight of mortgage 
origination, insurance practices, clearing operations, and 
banking regulation. These policy recommendations are 
outlined previously in the Key Initiatives section. As of the 
end of fiscal year 2008, most recommendations from the 
Blueprint had yet to be implemented.

Incomplete reforms of Medicare and Social Security
The financial conditions of Medicare and Social Security 
remain dire. Based on actuarial assumptions published in 
March 2008, the Medicare Hospital Insurance trust fund 
is projected to begin paying out more in expenditures than 
it receives in taxes and dedicated revenues by the end of 
2008. With the deficit between expenditures and revenue 
expected to continue rising, the fund is expected to be 
exhausted by 2019. Under current assumptions, Social 
Security is similarly projected to begin paying out more 
in benefits than it receives in income and payroll taxes in 
2011, with the fund exhausted by 2041. The current actu-
arial deficit to cover all expected future payments for Social 
Security recipients is $13.6 trillion. (The actuarial deficit is 
the required funding needed today to pay for the existing 
liabilities of all current contributors and recipients.) In 
addition, the Medicare Supplementary Medical Insurance 
program that covers prescription drug benefits is projected 
to require general revenue financing that will grow faster 
than the economy and beneficiary incomes. These bud-
getary shortfalls will require policy action to ensure the 
solvency of the two funds and manageable provision of 
prescription drug benefits. Given the Secretary’s position 
as Chairman of the Boards of Trustees for the Social 
Security and Medicare trust funds, in fiscal year 2008 the 
Department issued five articles offering policy recom-
mendations to address funding problems at the two funds. 
Government action on these recommendations, however, 
was limited during 2008, due to significant attention 
directed at immediate financial challenges. 

Protectionist interests impede the ability to 
maintain open economies
Preservation of open international trade and financial 
channels has become more challenging in today’s economic 
environment. Collapse of the Doha Round talks in July 
2008, heightened concerns about investments by sovereign 
wealth funds and foreign government-owned enter-
prises and delayed consideration of the U.S.-Colombia 
Free Trade Agreement highlight these challenges. The 
Treasury Department supports the expansion of trade and 
investment opportunities which can promote economic 
development and security. While the number of U.S. free 
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trade agreements negotiated with Treasury Department 
input increased in 2008, delayed implementation of these 
agreements has limited their benefit for the U.S. economy. 
The Department will continue to actively participate in 
the U.S. Government’s efforts to open access to foreign 
markets and promote trade and investment growth.

Improve productivity management relating to the 
printing and engraving of currency notes
The manufacturing of currency notes experienced a 0.6 
billion unit (7.2 percent) reduction in quantity ordered 
by the Federal Reserve, a drop from 8.3 billion notes in 
2007 to 7.7 billion in 2008. This reduction in the Federal 
Reserve order was large enough to affect a 12 percent drop 
in BEP’s productivity between fiscal years 2007 and 2008. 

Improve supply management for bullion coin 
production
As the economy and financial markets softened, investors 
sought the perceived safety of precious metals. Revenue 
from the sale of gold, platinum, and silver bullion coins 
more than doubled, increasing to $949 million in fiscal 
year 2008 from $356 million in fiscal year 2007. However, 
successful sales efforts in the bullion product line posed 
a new set of challenges. The volume of precious metal 
blanks suppliers were able to provide on time and produc-
tion capacity limits at the Mint constrained the number 
of bullion products that could be produced. These forces 
compelled the Mint to temporarily suspend sale of certain 
bullion coins as production was unable to meet demand. 

Manage cost issues related to the penny and nickel
For the third year in a row, the penny and nickel cost more 
to produce than their face value. Two primary factors 
affected the cost to produce these coins. First, the slowing 
economy reduced demand for circulating coins, increasing 
the fixed production cost per unit. Shipments from the 
Mint to the Federal Reserve fell from 15.4 billion coins in 
2007 to 8.6 billion in 2008. Second, global price increases 
for copper, nickel, and zinc, the metals used to produce 
the penny and nickel, drove up per unit production costs. 
Between September 2004 and September 2008, spot prices 
for copper, nickel, and zinc increased by 141.5 percent, 34 

percent, and 78 percent, respectively. The Department is 
working with Congress to determine more cost-effective 
ways to produce circulating coins in the future.

PreVenteD terrOrisM anD 
PrOMOteD the natiOn’s seCurity 
thrOugh strengtheneD 
internatiOnal finanCial systeMs 

Persuaded a number of the world’s leading financial 
institutions of the risks of dealing with Iran and 
Iranian banks
A precautionary advisory and an online warning were 
issued to U.S. banks about the risks of doing business with 
Iran. Specific attention focused on the Central Bank of 
Iran which has engaged in deceptive financial conduct, 
including requesting that its name be removed from global 
transactions to make it more difficult for intermediary 
financial institutions to determine the true parties in the 
transaction. Simultaneously, Treasury continued to take 
targeted financial actions against Iranian individuals and 
entities engaged in Iran’s proliferation activities or support 
to terrorist groups. Bank Melli, Iran’s largest bank, was 
designated for providing services to entities involved in 
Iran’s nuclear and ballistic missile programs, including 
entities listed by the United Nations for their involve-
ment in those programs. Bank Mellat was designated for 
providing bank services in support of Iran’s nuclear entities. 
A vast majority of the world’s leading financial institutions 
have dramatically scaled back or completely cut off their 
dealings with Iran and its banks as a result of mutually 
reinforcing actions taken by government and private sector 
entities. These actions helped protect the integrity of the 
financial system from illicit conduct while supporting a 
multilateral effort to reach a negotiated solution on Iran’s 
nuclear program.

Designated and blocked key Zimbabwe regime 
supporters 
In January 2008, OFAC designated two Zimbabwean 
entities and two individuals as part of an increased effort 
to pressure those who are aiding Robert Mugabe's efforts 
to cripple Zimbabwe. In July 2008, the President signed 
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a new Executive Order to expand sanctions against the 
Government of Zimbabwe and significantly enhanced 
OFAC’s ability to designate additional individuals and 
entities. This included entities owned or controlled 
by the Government of Zimbabwe or an official of the 
Government, or those that have participated in human 
rights abuses. OFAC designated 17 entities including 
several working with their government in an unofficial 
capacity. Designations included one individual whose 
support for Robert Mugabe's regime contributed to the 
undermining of democratic processes and institutions in 
Zimbabwe.

Completed actions against FARC
The Foreign Narcotics Designation Kingpin Act gives 
Treasury the authority to apply economic sanctions 
against foreign narcotics trafficking worldwide. In fiscal 
year 2008, Treasury designated 15 key commanders of 
FARC leadership, parts of the FARC’s money laundering 
network, senior Venezuelan officials supporting the FARC, 
and members of the FARC’s international committee. 
According to a federal indictment, FARC is responsible for 
60 percent of the cocaine that is brought into the United 
States, and is directly involved with its production and 
distribution. Four successive actions throughout the year 
focused on disrupting FARC's money laundering opera-
tions through the international financial system. These 
actions are part of an ongoing U.S. Government effort 
under this Act to apply financial measures against foreign 
drug kingpins.

Led efforts within the Financial Action Task Force 
(FATF) 
Critical to Treasury’s strategic goal of preventing terrorism 
and strengthening national security is identifying systemic 
vulnerabilities that terrorist and other criminals can exploit 
to finance their operations and interests. Treasury led or 
co-chaired several important working groups within the 
FATF that produced valuable guidance and reports for 
identifying and addressing these vulnerabilities in the 
international financial system, including Iran, Pakistan, 
Sao Tome and Principe, Turkmenistan, Uzbekistan, and 
the northern part of Cyprus. As a result, the FATF issued 

public statements expressing concern and alerting jurisdic-
tions worldwide to the risks arising from the deficiencies 
in those anti-money laundering/counter-terrorist financing 
(AML/CFT) regimes.

Increased collaboration with Intelligence 
Community
Treasury enhanced its efforts to provide timely, accurate, 
actionable, and policy-relevant intelligence analysis on the 
financial underpinnings of threats to national security. This 
analysis took the form of tactical and strategic assessments 
to inform policymaking and support enforcement actions. 
The Department strengthened relationships with its 
Intelligence Community counterparts and other partners 
in fiscal year 2008 through exchanges and assignments at 
the working level. Treasury hosted representatives from 
the National Security Agency, the Defense Intelligence 
Agency, United States Central Command, and other key 
partners to improve coordination. Treasury liaison officers 
participate in rotations within the Intelligence Community 
in the United States and overseas. 

Implemented efforts to increase Bank Secrecy Act 
effectiveness and efficiency
Treasury placed additional emphasis on providing guidance 
and feedback to regulated industries, engaging specific 
financial institutions and industries to learn more about 
the practical implications of regulatory requirements, and 
providing additional feedback to industry. A proposal was 
announced to significantly simplify the requirements for 
depository institutions to exempt their eligible customers 
from Currency Transaction Reporting. In fiscal year 2008, 
the draft rule on Chapter 10 was published, an effort to 
overhaul Bank Secrecy Act regulations for inclusion in the 
new Code of Federal Regulations, to provide greater clarity 
in regulations and make it easier for industry to follow, as 
well as more intuitive and responsive to industry feedback. 
This simplified approach serves as an important factor of 
the Department’s anti-money laundering mission by fa-
cilitating compliance by financial institutions. Additionally, 
the Department worked collaboratively with other federal 
banking agencies to assess different approaches to exami-
nations that are commensurate with risk.
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Need to fully implement AML/CFT laws in key 
countries
As a leader and representative of the Financial Action 
Task Force (FATF), the Department is responsible for 
encouraging countries to comply with international AML/
CFT standards. Using these standards to determine 
compliance, FATF assessed 37 countries in fiscal year 2008 
and the Department served as an assessor to 12 of these 
mutual evaluations. Despite Treasury’s work, there is still 
room for improvement in implementing these laws in key 
countries. In particular, Pakistan has passed an anti-money 
laundering law, but has yet to implement it. Additionally, 
many Gulf countries have yet to adequately protect against 
vulnerabilities from cash courier systems. 

Need to implement a mechanism for validating 
performance results
A composite performance measure was developed to rate 
the impact of activities related to the Department’s efforts 
to prevent terrorism and safeguard U.S. and international 
financial systems. Determining this impact has proved 
to be extremely difficult; currently the only validation is 
from internal customers and the Department. An external 
validation process needs to be determined.

ManageMent anD 
OrganizatiOnal exCellenCe 

Issued audit reports
TIGTA conducted audits and investigations to ensure fair 
administration of the nation’s tax system and accountabil-
ity for more than $2 trillion in tax revenue collected each 
year. The audits conducted identify high-risk issues and 
deficiencies related to the administration of programs and 
operations. These audits ensure that taxpayers are served 
appropriately and their rights adequately protected. In 
fiscal year 2008, TIGTA issued 179 audit reports, making 
recommendations to improve areas such as tax compliance, 
security maintenance, systems, and operations, resulting in 
$2.4 billion in potential financial benefits. 

Enhance security of information technology
The Treasury Department strives to provide a secure infor-
mation technology infrastructure. Treasury strengthened 
its networks by encrypting 99.8 percent of laptops, 99.7 
percent of digital assistants, testing 98 percent of system 
contingency plans, certifying and accrediting 97 percent of 
systems, strengthening security policies, and implementing 
enhanced safeguards to reduce exposure to Internet-based 
threats. However, the Department did not meet its goal 
of 100 percent compliance with Security Configuration 
requirements. 

The Department recognizes the importance of cyber se-
curity in fulfilling its mission. In fiscal year 2008, Treasury 
made significant progress in strengthening security 
configuration management, which was noted as a signifi-
cant deficiency in fiscal year 2007. The Federal Information 
Security Management Act (FISMA) 2008 audit found 
no significant deficiencies in information security, and the 
Department’s remaining material weakness in this area was 
formally closed.

Created the Privacy and Treasury Records office
Treasury is committed to maintaining, collecting, using, 
and disseminating information necessary to carry out its 
mission. PTR was created to strengthen the Department’s 
privacy program and records management. PTR will 
ensure that Treasury has a system in place to serve and 
inform the public, and strengthen the Department’s 
compliance with privacy and disclosure requirements. 

Developed human capital measures
In fiscal year 2008, the Department developed two 
human capital performance measures. The first measure 
is designed to assess progress in developing a high-
performance, talented, and diverse workforce; the second 
measure is designed to assess Treasury’s standing as a 
highly desirable employer of choice. 

Strengthen corporate leadership
The Treasury Department has made a profound effort in 
2008 to promote corporate governance. In addition to daily 
meetings of the senior leadership team, weekly bureau 
head meetings, and monthly Treasury-wide council meet-
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ings, the Department has taken several actions to improve 
corporate management. An Executive Review Board was 
re-established for major IT capital investments to better 
engage department and bureau executive leadership in IT 
decision making.

The Human Capital Strategic Plan was revised, identifying 
the factors that will shape the future workforce environ-
ment of the agency, and the corporate strategies that are 
needed to meet these challenges. A corporate approach to 
procurement provided significant savings and improved 
governance, communication, and training across the 
agency. A prototype Treasury performance scorecard was 
developed for the financial outcomes described in the 
Department’s strategic plan. 

Corporate governance activities were consistently moni-
tored and any gaps in the process were identified. These 
included strategic planning, financial management, asset 
management, information technology, risk management, 
human capital, procurement, performance management, 
privacy and records management, and emergency/continu-
ity program management.

Material Loss Reviews
OIG is mandated to conduct MLRs of any Treasury-
regulated bank failures resulting in material losses greater 
than $25 million or two percent of the institution’s assets. 
An MLR examines the cause(s) of the failure, the supervi-
sion exercised over the institution, and recommendations 
regulators can consider to help prevent future failures. Also 
examined are indicators of fraud that may lead to the crimi-
nal or civil prosecution of the perpetrators. In fiscal year 
2008, OIG completed one MLR of the NetBank failure 
and currently has five MLRs in progress. 

President’s Management Agenda
The PMA is a management initiative instituted in 2001 to 
improve management practices across the federal govern-
ment and transform it into a results-oriented, efficient, and 
citizen-centered enterprise. The PMA is used as a frame-
work to strengthen Treasury's workforce, lower the cost 
of doing business through competition, improve financial 
performance, increase the use of information technology and 
E-Government capabilities, and integrate budget decisions 
with performance data. Fiscal year 2008 results were similar 
to fiscal year 2007. Progress steadily improved throughout 
the year in the areas of E-Government, Performance 
Improvement, and Human Capital. For additional informa-
tion see the Treasury website.

President’s Management Agenda

Initiative
Status FY 2008 Progress

FY  
2005

FY  
2006

FY  
2007

FY  
2008 Q1 Q2 Q3 Q4

Human Capital Y G G G G G G G

Commercial Services G G Y Y Y Y Y Y

Financial Performance R R Y Y Y Y G G

E-Government R Y Y Y G G G G

Performance 
Improvement

Y Y Y Y G G G G

Improper Payments R R R R Y Y Y Y

Credit Management N/A N/A Y Y Y G G G

G  Green for Success Y  Yellow for Mixed Results R  Red for Unsatisfactory
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SUmmary Of manaGemenT challenGeS  
and hiGh-riSK areaS 

treasury-wiDe ManageMent Challenges

Management Challenge Importance Progress Status

Management of Treasury’s Authorities 
Related to Distressed Financial Markets

Protection	of	the	taxpayer	from	unnecessary	risk	
associated	with	the	implementation	of	the	program

New New

Regulation of National Banks and Thrifts Prevent	or	better	mitigate	unsafe	and	unsound	practices	
and	protect	the	financial	health	of	the	banking	industry

New New

Corporate Management Overall	agency	performance/improved	value	for	the	
taxpayer

Reasonable Adequate

Management of Capital Investments Effective	use	of	taxpayer	funds	for	large	capital	
investments

Significant Meets	Expectations

Information Security Appropriate	protection	of	electronic	information	and	
cyber	assets

Significant Meets	Expectations

Linking Resources to Results Resources	that	are	focused	on	producing	the	best	value	
for	stakeholders

A	cost	accounting	policy	revision	
and	changes	to	operations	
allowed	removal	of	this	challenge

Closed

Anti-Money Laundering and Terrorist 
Financing/BSA Reporting

U.S.	and	international	financial	systems	that	are	safe Reasonable Meets	Expectations

irs ManageMent Challenges

Management Challenge Importance Progress Status

Modernization of the Internal Revenue 
Service (Computerized Systems and Business 
Structure) and IRS Business Systems

Improved	taxpayer	service	and	efficiency	of	operations Reasonable Meets	Expectations

Tax Compliance Initiatives Improved	compliance	and	fairness	in	the	application	of	
the	tax	laws

Reasonable Meets	Expectations

Security of the Internal Revenue Service Appropriate	protection	of	financial,	personal,	and	other	
information	

Reasonable Meets	Expectations

Providing Quality Taxpayer Service Operations Improved	taxpayer	service Significant Exceeds	Expectations

Human Capital Enables	the	IRS	to	achieve	its	mission Significant Exceeds	Expectations

Erroneous and Improper Payments Effective	use	of	taxpayer	funds Reasonable Adequate

Taxpayer Protection and Rights Fairness	in	the	application	of	the	tax	laws Significant Meets	Expectations

Processing Returns and Implementing Tax 
Law Changes During the Tax Filing Season

Improved	taxpayer	service	and	efficiency	of	operations Significant Exceeds	Expectations

Using Performance and Financial Information 
for Program and Budget Decisions

Resources	that	are	focused	on	producing	the	best	value	
for	stakeholders

Significant Exceeds	Expectations

Click on any management challenge for additional information.

suMMary Of ManageMent Challenges anD high-risk areas

Progress Rating Description

New A	new	management	challenge	in	fiscal	year	2008

None No	progress	was	made	on	the	management	challenge	

Marginal Minimal	progress	was	made	on	the	management	challenge	compared	to	the	prior	
year

Reasonable Progress	was	made	in	addressing	the	management	challenge,	improving	from	the	
prior	year

Significant A	large	amount	of	progress	was	made	compared	to	the	prior	year	assessment

Status Rating Description

New A	new	management	challenge	in	fiscal	year	2008

Inadequate Regardless	of	progress	made	in	the	fiscal	year,	the	status	of	the	management	
challenge	remains	incomplete	and	falls	significantly	short	of	expectations

Adequate The	current	status	of	the	management	challenge	is	acceptable	but	falls	slightly	short	
of	expectations	set	for	the	fiscal	year

Meets	
Expectations

The	current	status	of	the	management	challenge	meets	expectations	set	for	the	
fiscal	year

Exceeds	
Expectations

The	current	status	of	the	management	challenge	exceeds	expectations	set	for	the	
fiscal	year

Closed Actions	taken	resulted	in	the	elimination	of	the	management	challenge	
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high risk area uPDate:  
enfOrCeMent Of the tax laws

Challenges/actions

Reduce the opportunity for evasion 
Propose legislation changes targeted at information •	

reporting, compliance by businesses, and strength-
ening tax administration. 

Target specif ic areas of noncompliance and improve 
voluntary compliance with extensive research. 

In fiscal year 2008 compliance studies will be •	

completed on S corporations and individuals; 
in fiscal year 2009 updates to the payment and 
filing compliance estimates of the tax gap will be 
completed. 

Research the effect of service and its relationship to •	

taxpayer compliance. In addition, survey taxpayers 
to see the relationship between complexity, burden, 
and compliance to improve workload selection 
formulas and reduce the burden of unnecessary 
taxpayer contacts. 

Assess outreach and education awareness cam-•	

paigns that target the EITC eligible and non-
compliant population, and adjust as necessary to 
increase participation and improve compliance. 
In fiscal year 2008 significant achievements were 
made: 1) established diagnostic measures for 
compliance, outreach, and support, 2) developed full 
cost computation for EITC compliance activities, 
3) increased protected revenue from the under-
reporter program by 190 percent, 4) increased base 
compliance activities by 35 percent, 5) reduced the 
no-change rate on examination cases by 59 percent, 
6) realized a return on investment in compliance ac-
tivities of 12–to-1 for examinations and 67-to-1 for 
under-reporter cases. In fiscal year 2009, activities 
from the fourth year of the EITC Return Preparer 
Study will be completed and short-term outcomes 
will be analyzed, including penalties and accuracy 
of returns, and the effect of due diligence visits, 
education/compliance notices, and phone calls to 
first-time EITC preparers. 

suMMary Of ManageMent Challenges anD high-risk areas

Improve information technology through 
modernization. 

Execute the following initiatives: In fiscal year 2008 •	

and fiscal year 2009 the process to match informa-
tion documents to information on a tax return and 
improved case selection and scoring will be reengi-
neered. In fiscal year 2009 data storage facilities will 
be enhanced to improve the workload identifica-
tion. In fiscal year 2009 automated lien delivery will 
be deployed. In fiscal year 2009 new and improved 
analytics will be developed that identify issues and 
select cases for all types of audits. By fiscal year 
2009 features will be built and implemented for an 
electronic transmission capability for additional tax 
forms on Modernized electronic Filing (MeF). In 
fiscal year 2009 the Broker Compliance Initiative 
pilot will be used to identify and address tax 
schemes of individuals and businesses. 

For additional information, click here: Enforcement of Tax 
Laws

high risk area uPDate: 
irs business systeMs 
MODernizatiOn

Problem: The Business Systems Modernization (BSM) 
program is developing and delivering a number of 
modernized systems to replace the aging business 
and tax processing systems currently in use. This 
effort is highly complex and scheduled to be carried 
out over a numbers of years, ultimately creating a 
more efficient and effective IRS. Though the IRS 
experienced delays and cost overruns in the early 
years of the effort, improved practices and oversight 
are now contributing to better delivery of outcomes. 

Goal: Meet all BSM project milestones within a cost 
and schedule variance of 10 percent of the initial 
estimate.
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Challenges/actions

Fully implement all projects and programs for the 
Business Systems Modernization program. 

Customer Account Data Engine (CADE) will hold •	

over 200 million individual and business taxpayer’s 
information that will provide flexibility to respond 
quickly to complex tax law and policy initiatives. 
Through mid-August 2008 CADE processed 30.5 
million individual tax returns which is 21 percent 
of all individual tax returns filed. Each new release 
of CADE will expand the functionality CADE can 
process and thus increase the numbers of returns 
processed. Under current resource assumptions, 
IRS has a goal of processing over 90 percent of all 
returns through CADE by Fall 2012. 

Make similar progress on all other BSM projects: •	

Accounts Management Services (AMS) applies ap-
plications that enable IRS employees and taxpayers 
to access, validate, and update taxpayer accounts 
on demand. Modernized E-File (MeF) will allow 
the IRS to store all tax return data in a modernized 
tax return database allowing all viewers to see an 
entire tax return online. Custodial Detail Database 
(CDDB) provides detailed data to support revenue 
financial reporting. Revenue Accounting Control 
System (RACS) will reduce the risk of failure to 
sustain future clean IRS audit opinions, and stream-
line financial reporting. 

For additional information, click here: IRS BSM

suMMary Of ManageMent Challenges anD high-risk areas
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31 analysis Of finanCial stateMents

The complete financial statements and auditor’s report are in part III of this report. 

analySiS Of financial STaTemenTS

Condensed Consolidated BalanCe sheets	(in	Millions): 2008 2007

Due	From	the	General	Fund $ 10,100,763	 $ 9,052,624	

Other	Intra-governmental	Assets 551,115	 	322,255	

Cash,	Foreign	Currency,	and	Other	Monetary	Assets 	387,270	 	92,330	

Gold	and	Silver	Reserves 11,062	 11,062	

Investments	and	Related	Interest 10.576	 	10,074	

Tax,	Other,	and	Related	Interest	Receivables,	Net 30,878	 27,559	

Other	Assets 25,374	 12,903	

Total Assets 11,117,038 9,528,807 

Federal	Debt	and	Interest	Payable 10,075,108	 9,029,038	

Other	Intra-governmental	Liabilities 681,621	 343,466	

Other	Liabilities 50,598 35,204	

Total Liabilities 10,807,327 9,407,708 

Unexpended	Appropriations 271,968	 72,317	

Cumulative	Results	of	Operations 37,743 48,782	

Total Net Position 309,711 121,099 

Total Liabilities and Net Position $ 11,117,038 $ 9,528,807 

Condensed Consolidated statements of net Cost	(in	Millions): 2008 2007

Net	Financial	Program	Cost $ 12,287	 $ 11,735	

Net	Economic	Program	(Revenue)/Cost 248	 (456)

Net	Security	Program	Cost 342	 300	

Net	Management	Program	Cost 466	 440	

Total Net Cost of Treasury Operations 13,343 12,019 

GSE	Costs 13,800 —

Net	Federal	Costs	(primarily	interest	on	the	Federal	Debt) $ 442,208	 $ 429,302	

Condensed statements of Custodial aCtivity	(in	Millions): 2008 2007

Individual	and	FICA	Taxes $ 2,294,326	 $ 2,201,464	

Corporate	Income	Taxes 354,063	 395,320	

Other	Revenues 144,218	 142,005	

Total Revenue Received 2,792,607 2,738,789 

Less	Refunds (426,074) (292,684)

Net Revenue Received 2,366,533  2,446,105 

Accrual	Adjustment 3,132 5,588

Total Custodial Revenue 2,369,665 2,451,693 

Amounts	Provided	to	Fund	the	Federal	Government 2,366,126	 	2,445,619	

Other 407	 486	

Accrual	Adjustment 3,132	 5,588	

Total Disposition of Custodial Revenue 2,369,665 2,451,693 

Net Custodial Revenue Activity $ 0 $ 0 
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Condensed ComBined statements of  
Budgetary resourCes	(in	Millions): 2008 2007

Unobligated	Balance,	Brought	Forward $ 57,450	 $ 57,540	

Recoveries	of	Prior	Year	Unpaid	Obligations 413	 	474	

Budget	Authority 722,859	 	474,974	

Other	Budget	Authority (8,558) (10,008)

Total Budgetary Resources 772,164 522,980 

Obligations	Incurred 487,534	 465,530	

Unobligated	Balance 273,235	 	46,455	

Unobligated	Balance	Not	Available 11,395	 10,995

Total Status of Budgetary Resources 772,164 522,980 

Total	Unpaid	Obligated	Balances,	Net 57,393	 52,448	

Obligations	Incurred,	Net 487,534	 	 	465,530	

Gross	Outlays (487,608) (460,302)

Recoveries	of	Prior	Year	Unpaid	Obligations,	Actual (413) 	(474)

Changes	in	Uncollected	Customer	Payments	Federal 71	 	191	

Total Unpaid Obligated Balance, Net, End of Year 56,977 57,393 

Gross	Outlays 487,608	 460,302	

Offsetting	Collections	&	Distributed	Offsetting	Receipts (24,740) 	(24,232)

Net Outlays $ 462,868 $ 436,070 

Condensed Consolidated statements of Changes  
in net Position	(in	Millions): 2008 2007

Beginning	Balance $ 48,782	 $ 46,644	

Budgetary	Financing	Sources	 482,150	 447,331	

Other	Financing	Sources	(Uses) (23,838) (3,872)

Total	Financing	Sources 458,312	 443,459	

Net	Cost	of	Operations 	 (469,351) (441,321)

Net	Change (11,039) 2,138	

Cumulative Results of Operations 37,743 48,782 

Beginning	Balance 72,317 68,270

Appropriations	Received 681,473	 451,222	

Appropriations	Used (481,735) (447,057)

Other	 (87) (118)

Total	Budgetary	Financing	Sources 199,651	 4,047	

Total Unexpended Appropriations 271,968  72,317 

Net Position - Year End $ 309,711  $ 121,099
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auDitOr’s rePOrt On  
the treasury DePartMent’s finanCial stateMents

The Department received an unqualified audit opinion on its fiscal year 2008 financial statements. The auditor reported 
a material weakness related to financial systems and reporting at the IRS and significant deficiencies related to financial 
management practices at the departmental level and controls over foreign currency transactions. The auditor also reported 
an instance of noncompliance with laws and regulations related to Section 6325 of the Internal Revenue Code and that the 
Department’s financial management systems did not substantially comply with the requirements of the Federal Financial 
Management Improvement Act of 1996. In addition, a potential Anti-deficiency Act violation related to transactions and 
activities of the Financial Crimes Enforcement Network was reported.

summary of financial statement audit 

Audit Opinion Unqualified

Restatement No

Material Weakness Beginning Balance New Resolved Consolidated Ending Balance

Financial	Systems	and	Reporting	at	the	IRS 1 0 0 0 1

limitations on the Principal financial statements
The principal financial statements have been prepared to report the financial position and results of operations of the 
Department of the Treasury, pursuant to the requirements of 31 U.S.C. 3515 (b). While the statements have been prepared 
from the books and records of the Department of the Treasury, in accordance with GAAP for federal entities and the 
formats prescribed by OMB, the statements are in addition to the financial reports used to monitor and control budgetary 
resources which are prepared from the same books and records.

The financial statements should be read with the realization that they are for a component of a sovereign entity, that 
liabilities not covered by budgetary resources cannot be liquidated without the enactment of an appropriation, and that the 
payment of all liabilities other than for contracts can be abrogated by the sovereign entity.

Major highlights
The following provides the highlights of Treasury’s financial position and results of operations for fiscal year 2008.
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MajOr highlights

The following provides the major highlights of Treasury’s 
financial position and results of operations for fiscal year 
2008. 

Assets. Total assets increased from $9.5 trillion at 
September 30, 2007, to $11.1 trillion at September 
30, 2008. The primary reason for the increase is the 
rise in the federal debt, which causes a corresponding 
rise in the “Due from the General Fund of the U.S. 
Government” account ($10.1 trillion). This account 
represents future funds required from the General 
Fund of the U.S. Government to pay borrowings 
from the public and other federal agencies. 

The majority of loans and interest receivable ($264.9 
billion) included in “Intra-governmental” assets are 
the loans issued by the Bureau of the Public Debt to 
other federal agencies for their own use or to private 
sector borrowers, whose loans are guaranteed by the 
federal agencies. 

Total Assets

7% Other Assets

2% 
Intra-governmental
Loans and 
Interest Receivable

91%
Due from the
General Fund

Liabilities. Intra-governmental liabilities totaled $4.9 tril-
lion, and include $4.3 trillion of principal and interest 
payable to various federal agencies such as the Social 
Security Trust Fund. 

Liabilities also include federal debt held by the 
public, including interest, of $5.8 trillion; this debt 
was mainly issued as Treasury Notes. The increase in 
total liabilities in fiscal year 2008 over fiscal year 2007 
($1.4 trillion and 14.9%) is the result of increases 
in borrowings from various federal agencies ($257 
billion), and federal debt held by the public, includ-
ing interest ($759.4 billion). Debt held by the public 
increased primarily because of the need to finance 
budget deficits. 

Total Liabilities

7% 
Other Liabilities

39% 
Federal Debt and
Interest Payable
(held by other
federal agencies)

54%
Federal Debt and
Interest Payable

(held by the Public)
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Net Cost of Treasury Operations. The Consolidated 
Statement of Net Cost presents the Department’s 
gross and net cost for its four strategic missions: 
financial program, economic program, security 
program, and management program. The majority 
of the Net Cost of Treasury Operations is in the 
financial program. Treasury is the primary fiscal 
agent for the Federal Government in managing the 
nation’s finances by collecting revenue, making federal 
payments, managing federal borrowing, performing 
central accounting functions, and producing coins and 
currency sufficient to meet demand. 

Net cost (not from Treasury operations) includes 
$13.8 billion related to the GSE Keepwell agreement.

Net Cost of Treasury Operations (in Millions)
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Net Cost of Treasury Operations (in Billions)
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Net Federal Debt Interest Costs. Interest costs have 
increased over the past four years due to the increase 
in the federal debt. 

Net Federal Debt Interest Cost (in Billions)
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Custodial Revenue. Total net revenue collected by 
Treasury on behalf of the Federal Government 
includes various taxes, primarily income taxes, user 
fees, fines and penalties, and other revenue. Over 94.8 
percent of the revenues are from income and social 
security taxes.  

Total Revenue (in Trillions)

5% 
Other Revenue

13% 
Corporate 
Income Taxes

82%
Individual Income
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iMPrOPer PayMents 
infOrMatiOn aCt

Background

The Improper Payments Information Act of 2002 (IPIA) 
requires agencies to review their programs and activi-
ties annually to identify those susceptible to significant 
improper payments. According to Office of Management 
and Budget (OMB) Circular A-123, Appendix C, 
Requirements for Effective Measurement and Remediation 
of Improper Payments (A-123, Appendix C), “significant” 
means that an estimated error rate and a dollar amount 
exceed the threshold of 2.5 percent and $10 million of 
total program funding. A-123, Appendix C also requires 
the agency to implement a corrective action plan that in-
cludes improper payment reduction and recovery targets.

However, some federal programs are so complex that 
developing an annual error rate is not feasible. The 
government-wide Chief Financial Officers Council 
developed an alternative for such programs to assist 
them in meeting the IPIA requirements. Agencies may 
establish an annual estimate for a high-risk component of 
a complex program (e.g., a specific program population) 
with OMB approval. Agencies must also perform trend 
analyses to update the program’s baseline error rate in the 
interim years between detailed program studies. When 
development of a statistically valid error rate is possible, 
the reduction targets are revised and become the basis for 
future trend analyses. 

Treasury’s Risk Assessment Methodology 
and Results for Fiscal Year 2008

Each year, Treasury develops a comprehensive inventory 
of all funding sources and conducts a risk assessment 
for improper payments on all of its programs and activi-
ties. The risk assessment performed on all of Treasury’s 
programs and activities resulted in low and medium 
risk susceptibility for improper payments except for the 
Internal Revenue Service’s (IRS) Earned Income Tax 
Credit (EITC) program. The high-risk status of this 
program is well-documented and has been deemed a 
complex program for the purposes of the IPIA.

Earned Income Tax Credit 

The EITC is a refundable tax credit that offsets income 
tax owed by low-income taxpayers and, if the credit 
exceeds the amount of taxes due, provides a lump-sum 
payment in the form of a refund to those who qualify. The 
fiscal year 2008 estimate is that a maximum of 28 percent 
($13.1 billion) and a minimum of 23 percent ($11.1 bil-
lion) of the EITC total program payments are overclaims. 

The IRS has a robust base enforcement program for the 
EITC which consists of examinations, math error notices, 
and document matching and has adopted a two-pronged 
approach to reduce improper payments:

Seek opportunities to increase program efficiency •	

within existing resources 

Test potential new approaches and processes and •	

then request implementation funding if the tests 
prove successful

imprOper paymenTS infOrmaTiOn acT  
and recOvery aUdiTinG acT

iMPrOPer PayMents infOrMatiOn aCt anD reCOVery auDiting aCt
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reCOVery auDiting aCt

Background

In accordance with the Recovery Auditing Act, OMB 
Circular A-123, Appendix C, requires agencies issuing 
$500 million or more in contracts to establish and main-
tain recovery auditing activities and report on the results 
of those recovery efforts annually. Recovery auditing 
activities include the use of (1) contract audits, in which 
an examination of contracts pursuant to the audit and 
records clause incorporated in the contract is performed; 
(2) contingency contracts for recovery services in which 
the contractor is paid a percentage of the recoveries; 
and (3) internal review and analysis in which payment 
controls are employed to ensure that contract payments 
are accurate.

For Recovery Act compliance, Treasury requires each 
bureau and office to review their post-payment controls 
and report on recovery auditing activities, contracts 
issued, improper payments made, and recoveries achieved. 
Bureaus and offices may use recovery auditing firms to 
perform many of the steps in their recovery program and 
identify candidates for recovery action. 

Results for Fiscal Year 2008 

During fiscal year 2008, $5.0 billion in contracts (defined 
as issued and obligated contracts, modifications, task or-
ders, and delivery orders) were issued. Improper payments 
in the amount of $825,279 were identified from recovery 
auditing efforts, and $839,818 has been recovered, 
including prior year recoveries, with $1,834 outstanding 
as accounts receivable on September 30, 2008. 

Note: Additional detail on Treasury’s IPIA and Recovery 
Auditing Act Program can be found in Appendix B.

iMPrOPer PayMents infOrMatiOn aCt anD reCOVery auDiting aCt
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The Secretary’s Letter of Assurance
The Department of the Treasury’s management is responsible for establishing and maintaining effective 
internal control and financial management systems that meet the objectives of the Federal Managers’ 
Financial Integrity Act (FMFIA). Treasury has evaluated its management controls, internal controls 
over financial reporting, and compliance with federal financial systems standards. As part of the evalu-
ation process, we considered results of extensive testing and assessment across the Department and the 
results of independent audits.

Treasury provides reasonable assurance that the objectives of the Federal Managers’ Financial Integrity 
Act over operations have been achieved, except for the material weaknesses noted below. In accordance 
with OMB Circular A-123, Appendix A, we provide qualified assurance that internal control over 
financial reporting is effective as of June 30, 2008. Treasury is not in substantial compliance with the 
Federal Financial Management Improvement Act due to the material weakness involving revenue 
accounting systems; this weakness is a significant reason for our qualified overall assurance level for 
A-123, Appendix A. 

Treasury has four remaining material weaknesses as of September 30, 2008, as follows:

Operations:
Internal Revenue Service

Systems modernization management and controls•	

Systems security controls•	

Financial Management Service
Systems, controls, and procedures to prepare the Government-wide financial statements•	

Financial Reporting:
Internal Revenue Service

Revenue accounting systems•	

The Department made significant progress during fiscal year 2008 by closing two of six material weak-
nesses. For the sixth straight fiscal year, we identified no new material weaknesses. We will continue to 
focus on achieving positive results by:

Emphasizing internal control program responsibilities throughout Treasury•	

Ensuring senior management attention to management controls•	

Focusing on the need to develop and carry out responsible plans for resolving weaknesses•	

Sincerely,

Henry M. Paulson, Jr. 
November 17, 2008

manaGemenT aSSUranceS

ManageMent assuranCes
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suMMary Of ManageMent assuranCe

Summary of Material Weaknesses

Material Weaknesses
Beginning 
Balance New Resolved Consolidated Reassessed

Ending 
Balance

IRS	-	Revenue	Accounting	Systems 1 0 0 0 0 1	

IRS	-	Systems	Modernization	Management	and	Controls 1 0 0 0 0 1

IRS	-	Overclaims	in	the	Earned	Income	Tax	Credit	Program 1 0 1 0 0 0

IRS	-	Systems	Security	Controls 1 0 0 0 0 1

FMS	-	Systems,	Controls	and	Procedures	to	Prepare	the	
Government-wide	Financial	Statements

1 0 0 0 0 1

DO	-	Systems	Security 1 0 1 0 0 0

ToTal MaTERIal WEakNESSES 6 0 2 0 0 4

maTerial WeaKneSSeS, aUdiT fOllOW-Up, 
and financial SySTemS

Material weaknesses, auDit fOllOw-uP, anD finanCial systeMs

During fiscal year 2008, Treasury closed two material 
weaknesses: Treasury Departmental Offices Lack of 
Compliance with the FISMA, and IRS Overclaims  
in the Earned Income Tax Credit.

As of September 30, 2008, Treasury has four remaining 
material weaknesses under Section 2 of the FMFIA as 
shown in the tables below.

Effectiveness of Internal Control over Financial Reporting (FMFIA § 2)

Statement of Assurance Qualified Assurance

Material Weaknesses
Beginning 
Balance New Resolved Consolidated Reassessed

Ending 
Balance

IRS	-	Revenue	Accounting	Systems 1 0 0 0 0 1	

ToTal MaTERIal WEakNESSES 1 0 0 0 0 1

Effectiveness of Internal Control over Operations (FMFIA § 2)

Statement of Assurance Qualified Assurance

Material Weaknesses
Beginning 
Balance New Resolved Consolidated Reassessed

Ending 
Balance

IRS	-	Systems	Modernization	Management	and	Controls 1 0 0 0 0 1

IRS	-	Overclaims	in	the	Earned	Income	Tax	Credit	Program 1 0 1 0 0 0

IRS	-	Systems	Security	Controls 1 0 0 0 0 1

FMS	-	Systems,	Controls,	and	Procedures	to	Prepare	the	
Government-wide	Financial	Statements

1 0 0 0 0 1

DO	-	Systems	Security 1 0 1 0 0 0

ToTal MaTERIal WEakNESSES 5 0 2 0 0 3
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Conformance with Financial Management System Requirements (FMFIA § 4)

Statement of Assurance Systems conform to financial management system requirements

Non-Conformances
Beginning 
Balance New Resolved Consolidated Reassessed

Ending 
Balance

ToTal NoN-CoNFoRMaNCES 0 0 0 0 0 0

Compliance with Federal Financial Management Improvement Act (FFMIA)

Agency Auditor

Overall	Substantial	Compliance No No

1.	System	Requirements No

2.	Accounting	Standards No

3.	USSGL	at	Transaction	Level No

 

Federal Managers’ Financial Integrity Act 
(FMFIA)

The management control objectives under FMFIA are to 
reasonably ensure that: 

programs achieve their intended results•	

resources are used consistent with overall mission •	

programs and resources are free from waste, fraud, •	

and mismanagement 

laws and regulations are followed •	

controls are sufficient to minimize any improper or •	

erroneous payments 

performance information is reliable •	

system security is in substantial compliance with •	

all relevant requirements

continuity of operations planning in critical areas •	

is sufficient to reduce risk to reasonable levels 

financial management systems are in compliance •	

with federal financial systems standards 

Deficiencies that seriously affect an agency’s ability to 
meet these objectives are deemed “material weaknesses.” 
Treasury can provide reasonable assurance that the 
objectives of FMFIA have been achieved, except for the 
remaining material weaknesses noted in the Secretary’s 
Letter of Assurance. The last identified material weakness 
is targeted for closure in fiscal year 2012.

Each year material weaknesses, both the resolution of ex-
isting ones and the prevention of new ones, receive special 
attention. Over the past six years, Treasury has made great 
progress in reducing the number of material weaknesses. 
During fiscal year 2008, the Department closed two of 
six material weaknesses and continues to make resolution 
of these weaknesses a performance requirement for every 
executive, manager, and supervisor.

Office of Management and Budget (OMB)
Circular A-123, Appendix A 

The Department continues to strengthen and improve the 
execution of the Treasury mission through the applica-
tion of sound internal controls over financial reporting. 
In response to OMB Circular A-123, Management’s 
Responsibility for Internal Control, Appendix A, Treasury 
developed and implemented an extensive testing and 
assessment methodology that identified and documented 
internal controls over financial reporting at the transac-
tion level integrated with the Government Accountability 
Office’s Standards for Internal Control. The testing and 
assessment were completed across all material Treasury 
bureaus and offices by June 30, 2008. Treasury provides 
qualified reasonable assurance that internal controls over 
financial reporting are effective as of June 30, 2008, due 
in large part to the revenue accounting system weaknesses 
at the IRS.

Material weaknesses, auDit fOllOw-uP, anD finanCial systeMs
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Federal Financial Management 
Improvement Act (FFMIA) 

FFMIA mandates that agencies “... implement and 
maintain financial management systems that comply 
substantially with federal financial management systems 
requirements, applicable federal accounting standards, and 
the United States Government Standard General Ledger 
at the transaction level.” FFMIA also requires that reme-
diation plans be developed for any entity that is unable to 
report substantial compliance with these requirements.

As of September 30, 2008, the Treasury Department’s 
financial management systems were not in substantial 
compliance with FFMIA due to deficiencies with the 
IRS’s financial management systems. The IRS has a reme-
diation plan in place to correct the deficiencies. For each 
FFMIA recommendation, the remediation plan identifies 
specific remedies, target dates, responsible officials, and 
resource estimates required for completion. This plan is 
reviewed and updated quarterly. (Refer to Appendix D for 
detailed information.) 

Audit Follow-Up

During fiscal year 2008, Treasury placed a renewed 
emphasis on improving both the general administration of 
management control issues throughout the Department 
and the timeliness of the resolution of all findings and 
recommendations identified by the Office of the Inspector 
General (OIG), the Treasury Inspector General for Tax 
Administration (TIGTA), the Government Accountability 
Office, and external auditors.

Treasury management at every level will maintain the 
momentum on accomplishing Planned Corrective Actions 
(PCAs) timely to resolve and implement sound solutions 
for all audit recommendations. Although the Department 
has made great progress, considerably more work lies ahead 
to integrate the effects of those actions more fully into 
management’s decision-making processes. The Department 
needs to identify more precisely what it costs to ac-
complish Treasury’s varied missions and develop ways to 
improve overall performance. This will entail building upon 
the progress already made in expanding the communica-

tion and coordination among the Treasury offices vari-
ously involved in strategic planning, budget formulation, 
budget execution, performance management, and financial 
management.

Financial Management Systems 
Framework

The Department’s overall financial management systems 
framework consists of a Treasury-wide financial data ware-
house, supported by a financial reporting tool and separate 
bureau financial systems. Bureaus submit their monthly 
financial data to the data warehouse within three business 
days of the month-end. The Department then produces 
monthly financial statements and reports for management 
analysis. This framework satisfies both the bureaus’ diverse 
financial operational and reporting needs, as well as the 
Department’s internal and external reporting requirements. 
The financial data warehouse is part of the overarching 
Treasury-wide Financial Analysis and Reporting System 
(FARS), which also includes applications for bureaus to 
report the status of their performance measures and the 
status of their planned audit corrective actions. Treasury 
has also implemented a budget application which is used 
by the Departmental Offices (DO) in the management 
of DO’s budget expenditures. Additional FARS applica-
tions are planned to improve the Department’s financial 
management and operations. This includes asset manage-
ment and enhanced reporting functionality.

Treasury’s FARS applications operate at a contractor 
operated hosting facility. In accordance with the guidance 
contained in the American Institute of Certified Public 
Accountants’ Statement of Auditing Standards (SAS) No. 
70, Service Organizations, the service provider’s indepen-
dent auditors examined the controls for the dedicated 
hosting service. In the opinion of the auditors, the descrip-
tion of the controls presents fairly, in all material respects, 
the relevant aspects of the provider’s controls that had 
been placed in operation as of September 30, 2008. Also, 
the controls described are suitably designed to provide 
reasonable assurance that the specified control objectives 
would be achieved if the described controls were complied 
with satisfactorily and customer organizations applied 

Material weaknesses, auDit fOllOw-uP, anD finanCial systeMs
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the controls contemplated in the design of the provider’s 
controls.

The Department continues to enhance its financial 
management systems structure. As of September 30, 2008, 
the number of financial management systems decreased to 
60, down from 64 at the end of fiscal year 2007. 

The Bureau of the Public Debt’s Administrative Resource 
Center (ARC) has been designated by OMB as a Financial 
Management Line of Business Shared Service Provider 
(SSP). The ARC currently services 28 federal entities for 
core financial systems, including twelve Treasury bureaus 
and reporting entities. Treasury will continue to evaluate 
opportunities to consolidate financial management systems 
and better utilize existing resources. The Department 
will work with the remaining bureaus to develop plans 
to migrate to a SSP for core financial systems in accor-
dance with the Financial Management Line of Business 
requirements.

The ARC also provides systems and service support to 
eleven Department bureaus in the processing of their 
travel needs as part of the Department’s E-Gov Travel 
initiative. Of the three remaining bureaus, two are exempt 
from the Federal Travel Regulations and do not plan to 
migrate at this time. The IRS, which is not cross-serviced 

by the ARC, began a phased implementation to the 
E-Government travel system in May 2008. 

The Department’s FARS applications are also used to 
support other federal agencies. Treasury currently hosts 
another federal agency for consolidated financial process-
ing and reporting. As a result of this arrangement, Treasury 
is able to share costs for the maintenance and operation of 
the FARS applications. In addition, the Department has 
demonstrated various FARS applications to other agencies. 
Several of the agencies have implemented FARS applica-
tions to run in their own systems environment, reducing 
their capital investment in systems software development. 

Material weaknesses, auDit fOllOw-uP, anD finanCial systeMs
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The UniTed STaTeS deparTmenT  
Of The TreaSUry

Our VisiOn

Set the global standard in financial and economic leadership

Our MissiOn

Serve the American people and strengthen national security by managing the U.S. 
Government’s finances effectively, promoting economic growth and stability, and ensuring 

the safety, soundness, and security of the U.S. and international financial systems

Our Values

SERVICE – Work for the benefit of the American people

INTEGRITY – Aspire to the highest levels ethical standards of 
honesty, trustworthiness, and dependability

EXCELLENCE – Strive to be the best, continuously improve, innovate, and adapt

OBJECTIVITY – Encourage independent views

ACCOUNTABILITY – Responsible for our conduct and work

COMMUNITY – Dedicated to excellent customer service, collaboration, 
and teamwork while promoting diversity
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Message frOM the seCretaryv

November 17, 2008

On behalf of the Department of the Treasury, I am pleased to submit the Fiscal Year 
2008 Performance and Accountability Report. This annual report provides insight into 
the Department’s broad leadership role for the economic and financial activities of 
the U.S. Government. The current economic turmoil calls for extraordinary measures, 
and the Treasury Department has actively pursued initiatives aimed at stabilizing the 
financial system and strengthening financial institutions that play a vital role in support-
ing U.S. economic activity. 

Maintaining and improving the performance of the Department is crucial. In fiscal year 2008, the Department of the 
Treasury met or exceeded 70 percent of its performance targets, slightly lower than fiscal year 2007. Though the result is 
lower than the prior year, Treasury improved the quality of its measures through innovative approaches to measure difficult 
areas, such as Terrorism and Financial Intelligence, and economic and financial technical assistance provided to other 
countries.

This year brought two additional management challenges for the Department: Management of Treasury’s New Authorities 
Related to Distressed Financial Markets and Regulation of National Banks and Thrifts. Treasury recognizes the importance 
of sound stewardship in managing the authorities related to distressed financial markets. We are executing the authorities 
we have been granted with one primary goal – to restore liquidity and stability to the financial system of the United States. 
More broadly, we are reviewing the regulation of national banks and thrifts to identify gaps in regulatory authority and 
the regulatory framework that contributed to the current financial turmoil, and putting forward policies to modernize our 
financial regulatory architecture to match the evolution of the financial marketplace.

The Department of the Treasury has again received an unqualified opinion on its financial statements. The Department 
has validated the accuracy, completeness, and reliability of the financial data in this report. Performance data has been 
validated, and is likewise complete and reliable. The Department has continued to make progress in reducing management 
control weaknesses and in efforts to satisfy federal financial systems and control objectives. 

Sincerely,

Henry M. Paulson, Jr.  
Secretary of the Treasury

meSSaGe frOm The SecreTary
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123 Message frOM the assistant seCretary fOr ManageMent anD Chief finanCial OffiCer

November 17, 2008

Secretary Paulson’s message describes the Department of the Treasury’s unprecedented 
role and expanded responsibilities in helping to stabilize the nation’s economy. During 
the first critical weeks following enactment of the Housing and Economic Recovery 
Act and the Emergency Economic Stabilization Act, Treasury professionals in the areas 
of procurement, financial management, information technology, human capital, and 
operations acted swiftly to ensure that these functions were mobilized to support rapid 
implementation. We anticipate a continuing critical role for these teams in fiscal year 
2009 in support of the Troubled Asset Relief Program and the newly established Office 
of Financial Stability.

During the course of the year, Treasury took a number of steps to strengthen corporate management councils and forums, 
including bureau head meetings and active Department-wide functional councils headed by the Chief Financial Officer, 
the Chief Information Officer, the Chief Human Capital Officer, the Senior Procurement Executive, and the Director of 
Emergency Programs. To strengthen the Department’s privacy, governance, disclosure, and record-keeping programs, a 
new Office of Privacy and Treasury Records was established by combining key functions and elevating the integrated effort 
to report directly to the Assistant Secretary for Management. The Department also re-energized the E-Board Information 
Technology Investment Oversight forum to provide increased executive-level strategic direction and scrutiny of major 
projects, and strengthened corporate management of shared services by initiating an ongoing Working Capital Fund 
Review Program with participation by all bureaus.

The Department of the Treasury once again received an unqualified audit opinion on its financial statements. We are 
working diligently to resolve financial systems material weaknesses which are preventing the Department from achieving 
full compliance with federal financial systems requirements and, along with weaknesses in non-financial areas, result in 
providing only qualified assurance that the Department is meeting federal financial management and internal control 
objectives. The Department closed two long-standing material weaknesses in fiscal year 2008, and no new weaknesses were 
identified, leaving four open material weaknesses as of September 30, 2008. These remaining weaknesses involve complex 
solutions that will require several years of sustained, hard work to resolve. The last of the Department’s material weaknesses 
is scheduled to be closed in fiscal year 2012. The Department will also need to devote special attention to the Management 
Challenges outlined by the Department’s Inspectors General. These challenges do not necessarily indicate deficiencies in 
performance; however, they represent inherent risks that must be monitored continuously. This is especially true of the new 
challenges the Department faces in working to stabilize and improve the distressed financial markets.

In the coming months, as our nation awaits the beginning of a new Administration, the dedicated men and women of 
the Department of the Treasury will continue to carry out the vital mission of the Treasury Department on behalf of the 
American people, while making all necessary preparations to support a smooth and effective transition.

Sincerely,

Peter B. McCarthy 
Assistant Secretary for Management 
and Chief Financial Officer

meSSaGe frOm The aSSiSTanT SecreTary  
fOr manaGemenT and chief financial Officer 
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November 17, 2008

INFORMATION MEMORANDUM FOR SECRETARY PAULSON

FROM:  Eric M. Thorson 
  Inspector General

SUBJECT: Audit of the Department of the Treasury’s Financial Statements for Fiscal Years 2008 and 2007

INTRODUCTION

I am pleased to transmit KPMG LLP’s report on the Department of the Treasury’s (the Department) financial statements 
as of and for the fiscal years (FY) ending September 30, 2008 and 2007. 

The Department of the Treasury Office of Inspector General is responsible for ensuring that the financial statement audit 
of the Department of the Treasury is conducted in accordance with the Chief Financial Officers’ Act of 1990, as amended 
by the Government Management Reform Act of 1994.

RESULTS OF INDEPENDENT AUDIT 

Under a contract monitored by my office, KPMG LLP, an independent certified public accounting firm, performed an 
audit of the FY 2008 and 2007 financial statements. The contract required that the audit be performed in accordance 
with generally accepted government auditing standards issued by the Comptroller General of the United States; Office of 
Management and Budget Bulletin No. 07-04, Audit Requirements for Federal Financial Statements; and the GAO/PCIE 
Financial Audit Manual.

In its audit of the Department of the Treasury, KPMG LLP

found that the financial statements were fairly presented, in all material respects, in conformity with U.S. generally •	

accepted accounting principles; 

reported that the three material weaknesses related to financial systems and reporting identified by the auditor of •	

the Internal Revenue Service (IRS) are collectively considered a material weakness for the Department as a whole; 

reported that control deficiencies related to (1) financial management practices at the departmental level and (2) •	

controls over foreign currency transactions represent significant deficiencies for the Department as a whole; 

reported an instance of noncompliance with laws and regulations related to the Internal Revenue Code Section •	

6325; 

reported that the Department’s financial management systems did not substantially comply with the requirements •	

of the Federal Financial Management Improvement Act of 1996 (FFMIA); and

reported an instance of a potential Anti-deficiency Act violation related to transactions and activities of the •	

Financial Crimes Enforcement Network
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IRS’s pervasive internal control weaknesses have existed since audits of its financial statements were initiated in FY 1992. 
The Government Accountability Office (GAO), the auditor of IRS’s financial statements for the fiscal years ending 
September 30, 2008 and 2007, reported that the bureau continued to make significant strides in addressing its financial 
management challenges and material weaknesses in its internal controls. In particular, IRS made progress to address con-
trol deficiencies over tax revenue and refunds such that GAO no longer considers the remaining control deficiencies in this 
area a material weakness. IRS also improved internal controls over safeguarding hard-copy taxpayer receipts and data that 
enabled GAO to conclude that the remaining issues in this area no longer constitute a significant deficiency. However, IRS 
faces serious challenges from its use of obsolete financial management systems that do not conform to the requirements of 
FFMIA. Until IRS resolves the issues affecting the automated systems it relies on to process tax related transactions, it will 
be challenged to sustain the level of effort needed to produce reliable financial statements in a timely manner. Continued 
IRS and Department senior leadership involvement is essential to effectively address IRS’s remaining financial manage-
ment challenges. 

EVALUATION OF AUDITORS’ PERFORMANCE

To ensure the quality of the audit work performed, we reviewed KPMG LLP’s approach and planning of the audit, 
evaluated the qualifications and independence of the auditors, monitored the progress of the audit at key points, reviewed 
and accepted KPMG LLP’s audit report, and performed other procedures that we deemed necessary. We also provide 
oversight of the audits of financial statements and certain accounts and activities conducted at 12 component entities of 
the Department. Our review, as differentiated from an audit in accordance with generally accepted government audit-
ing standards, was not intended to enable us to express, and we do not express, an opinion on the financial statements or 
conclusions about the effectiveness of internal control or on whether the Department’s financial management systems 
substantially complied with the Federal Financial Management Improvement Act of 1996 or conclusions on compliance 
with laws and regulations. KPMG LLP is responsible for the attached auditor’s report dated November 17, 2008, and the 
conclusions expressed in that report. However, our review disclosed no instances where KPMG LLP did not comply, in all 
material respects, with generally accepted government auditing standards. 

I appreciate the courtesies and cooperation extended to KPMG LLP and my staff during the audit. Should you or your 
staff have questions, you may contact me at (202) 622-1090 or Marla A. Freedman, Assistant Inspector General for Audit, 
at (202) 927-5400.

Attachment

cc: Peter B. McCarthy 
 Assistant Secretary for Management 
 and Chief Financial Officer

TAB A - Department of the Treasury Materials



parT iii — annUal financial repOrT

127 auDitOr’s rePOrt On the DePartMent’s finanCial stateMents

KPMG LLP 
2001 M Street, NW 
Washington, DC 20036 

KPMG LLP, a U.S. limited liability partnership, is the U.S. 
member firm of KPMG International, a Swiss cooperative. 

Independent Auditors’ Report 

Inspector General 
U.S. Department of the Treasury:

We have audited the accompanying consolidated balance sheets of the U.S. Department of the Treasury 
(Department) as of September 30, 2008 and 2007, and the related consolidated statements of net cost, and 
changes in net position, combined statements of budgetary resources, and the statements of custodial 
activity (hereinafter referred to as “consolidated financial statements”) for the years then ended. The 
objective of our audits was to express an opinion on the fair presentation of these consolidated financial 
statements. These consolidated financial statements are incorporated in the accompanying U.S. Department
of the Treasury Fiscal Year 2008 Performance and Accountability Report (PAR). 

We did not audit the amounts included in the consolidated financial statements related to the Internal 
Revenue Service (IRS), a component entity of the Department.  The financial statements of the IRS were 
audited by another auditor whose report thereon has been provided to us.  Our opinion, insofar as it relates 
to the amounts included for the IRS, is based solely on the report of the other auditor. 

In connection with our fiscal year 2008 audit, we, and the other auditor, also considered the Department’s 
internal control over financial reporting and tested the Department’s compliance with certain provisions of 
applicable laws, regulations, contracts, and grant agreements that could have a direct and material effect on 
these consolidated financial statements.  Our conclusions on internal control over financial reporting and 
compliance and other matters, insofar as it relates to the IRS, are based solely on the report of the other 
auditor.

Summary 

As stated in our opinion on the consolidated financial statements, based on our audits and the report of the 
other auditor, we concluded that the Department’s consolidated financial statements as of and for the years 
ended September 30, 2008 and 2007, are presented fairly, in all material respects, in conformity with U.S. 
generally accepted accounting principles. 

As discussed in Notes 24, 25, and 26, the Department is a participant in significant legislation and 
transactions whose purpose is to assist in stabilizing the financial markets. 

Our, and the other auditor’s consideration of internal control over financial reporting resulted in the 
following conditions being identified as significant deficiencies: 

Financial Systems and Reporting at the IRS (Repeat Condition) 
Financial Management Practices at the Departmental Level (Repeat Condition) 
Controls Over Foreign Currency Transactions 

We consider the significant deficiency related to Financial Systems and Reporting at the IRS noted above, 
to be a material weakness. 
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November 17, 2008 
Page 2 of 12 

The results of our tests, and the tests performed by the other auditor, of compliance with certain provisions 
of laws, regulations, contracts, and grant agreements disclosed an instance of noncompliance with Internal
Revenue Code (IRC) Section 6325, that is required to be reported under Government Auditing Standards,
issued by the Comptroller General of the United States, and Office of Management and Budget (OMB) 
Bulletin No. 07-04, Audit Requirements for Federal Financial Statements.  In addition, the Department’s 
financial management systems did not substantially comply with the Federal Financial Management 
Improvement Act of 1996 (FFMIA) requirements related to compliance with Federal financial management 
system requirements (FFMSR), applicable Federal accounting standards, and the U.S. Government 
Standard General Ledger (SGL) at the transaction level.

We also reported a matter related to compliance with the Anti-deficiency Act at the Financial Crimes 
Enforcement Network (FinCEN).  This potential violation is currently under review by the Government 
Accountability Office (GAO). 

The following sections discuss our opinion on the Department’s consolidated financial statements; our, and 
the other auditor’s, consideration of the Department’s internal controls over financial reporting; our, and 
the other auditor’s, tests of the Department’s compliance with certain provisions of applicable laws, 
regulations, contracts, and grant agreements; and management’s and our responsibilities. 

Opinion on the Financial Statements 

We have audited the accompanying consolidated balance sheets of the Department of the Treasury as of 
September 30, 2008 and 2007, and the related consolidated statements of net cost, changes in net position, 
the combined statements of budgetary resources, and the statements of custodial activity, for the years then 
ended.

We did not audit the amounts included in the consolidated financial statements related to the IRS, a 
component entity of the Department, which reflect total assets of $35.6 billion and $31.3 billion, net costs 
of operations of $12.2 billion and $11.7 billion, and custodial revenues of $2.8 trillion and $2.7 trillion, as 
of and for the years ended September 30, 2008 and 2007, respectively.  The financial statements of the 
IRS, as of and for the years ended September 30, 2008 and 2007, were audited by another auditor whose 
report dated November 5, 2008, has been provided to us, and our opinion, insofar as it relates to the 
amounts included for the IRS, is based solely on the report of the other auditor. 

In our opinion, based on our audits, and the report of the other auditor, the consolidated financial 
statements referred to above present fairly, in all material respects, the financial position of the Department 
of the Treasury as of September 30, 2008 and 2007, and its net costs, changes in net position, budgetary 
resources, and custodial activity for the years then ended, in conformity with U.S. generally accepted 
accounting principles. 

As discussed in Notes 24, 25, and 26, the Department is a participant in significant legislation and 
transactions whose purpose is to assist in stabilizing the financial markets. 

The information in the PAR in Part I – Management’s Discussion and Analysis, and the Required 
Supplemental Information section of Part III – Annual Financial Report, is not a required part of the 
consolidated financial statements, but is supplementary information required by U.S. generally accepted 
accounting principles. We, and the other auditor, have applied certain limited procedures, which consisted 
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principally of inquiries of management regarding the methods of measurement and presentation of this 
information. However, we did not audit this information and, accordingly, we express no opinion on it. 

Our audits, and the audits of the other auditor, were conducted for the purpose of forming an opinion on 
the consolidated financial statements taken as a whole. The information in the Message from the Secretary, 
in the PAR in Part II – Annual Performance Report; and in Part IV – Other Accompanying Information, are 
presented for purposes of additional analysis and are not required as part of the consolidated financial 
statements. This information has not been subjected to auditing procedures and, accordingly, we express no 
opinion on it. 

Internal Control Over Financial Reporting 

Our, and the other auditor’s, consideration of the internal control over financial reporting is described in 
the Responsibilities section of this report.  Our consideration of internal control over financial reporting 
was for a limited purpose and would not necessarily disclose all deficiencies in the internal control over 
financial reporting that might be significant deficiencies or material weaknesses.  This report also includes 
our consideration of the results of the other auditor’s testing of internal control over financial reporting that 
is reported on separately by the other auditor.  The other auditor’s consideration of internal control over 
financial reporting was for the purpose of providing an opinion on the effectiveness of IRS’s internal 
controls.  This report, insofar as it relates to the results of the other auditor, is based solely on the report of 
the other auditor.     

A control deficiency exists when the design or operation of a control does not allow management or 
employees, in the normal course of performing their assigned functions, to prevent or detect misstatements 
on a timely basis. A significant deficiency is a control deficiency, or combination of control deficiencies, 
that adversely affects the Department’s ability to initiate, authorize, record, process, or report financial data 
reliably in accordance with U.S. generally accepted accounting principles such that there is more than a 
remote likelihood that a misstatement of the Department’s consolidated financial statements that is more 
than inconsequential will not be prevented or detected by the Department’s internal control. A material 
weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a 
remote likelihood that a material misstatement of the financial statements will not be prevented or detected 
by the Department’s internal control. 

In our fiscal year 2008 audit, we, and the other auditor, consider the deficiencies, summarized below, to be 
significant deficiencies in internal control over financial reporting.  The significant deficiency related to 
Financial Systems and Reporting at the IRS noted below is considered to be a material weakness.  Because 
of the IRS material weakness in internal controls discussed below, the other auditor’s opinion on internal 
control stated that the IRS did not maintain effective internal control over financial reporting (including 
safeguarding of assets), or compliance with laws and regulations, and thus did not provide reasonable 
assurance that losses, misstatements, and noncompliance with laws material in relation to the financial 
statements would be prevented or detected on a timely basis.      
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MATERIAL WEAKNESS  

Financial Systems and Reporting at the IRS (Repeat Condition) 

IRS continued to make progress in addressing weaknesses in internal control identified in previous years.  
However, significant deficiencies related to financial reporting, unpaid tax assessments, and information 
security controls continued to exist in fiscal year 2008.   

These weaknesses adversely affect IRS’s ability to fulfill its responsibilities as the nation’s tax collector 
because it is unable to routinely obtain comprehensive, timely, accurate, and useful, information for day-to-
day decision making.  As a result, IRS personnel will continue to be challenged to sustain the level of 
effort needed to produce reliable financial statements timely until the IRS successfully addresses 
underlying systems and internal control weaknesses.    

The material weaknesses in internal control over financial reporting identified by the auditors of IRS’s 
financial statements, all of which are repeat conditions, and collectively considered a material weakness for 
the Department as a whole, are summarized as follows: 

Weaknesses in controls over the financial reporting process, resulting in IRS not (1) being able 
to prepare its balance sheet without extensive compensating procedures, and (2) having current 
and reliable ongoing cost information to support management decision making and to prepare 
cost-based performance measures; 

Weaknesses in controls over unpaid tax assessments, resulting in IRS’s inability to properly 
manage unpaid tax assessments and leading to increased taxpayer burden; and  

Weaknesses in information security controls, resulting in increased risk of unauthorized 
individuals accessing, altering, or abusing proprietary IRS programs and electronic data and 
taxpayer information. 

The material weaknesses in internal control noted above may adversely affect decisions by IRS’s 
management that is based, in whole or in part, on information that is inaccurate because of these 
deficiencies.   

Additional details related to the material weaknesses identified above have been provided to IRS 
management by the auditors of the IRS’s financial statements in their report dated November 5, 2008. 

Recommendations

Recommendations to address the material weaknesses discussed above have been provided to IRS 
management by the auditors of the IRS’s financial statements.  We recommend that the Assistant Secretary 
for Management and Chief Financial Officer (ASM/CFO) provide effective oversight to ensure that 
corrective actions are taken by the IRS to fully address this material weakness. 
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SIGNIFICANT DEFICIENCIES  

Financial Management Practices at the Departmental Level (Repeat Condition) 

Due to expanded accounting and reporting requirements and responsibilities of the Department, 
improvements continue to be needed in current financial management and reporting practices. 

The Office of Accounting and Internal Control (AIC) within the Office of the Deputy Chief Financial 
Officer (ODCFO), is responsible for establishing and maintaining financial policies that guide consolidated 
financial reporting throughout the Department, and implementing internal controls to ensure the overall 
integrity of financial data reported at the consolidated level.  AIC prepares consolidated financial 
statements including footnote and supplementary data, from trial balances and other financial data 
submitted by the components. AIC uses this information to compile the Department’s consolidated 
financial statements.  AIC is dependent on the Treasury components for complete, accurate, and timely 
submission of monthly financial data.  Certain quality control procedures are conducted by AIC to ensure 
that component financial and other data is accurate and complete for inclusion in the consolidated financial 
statements.  However, several control deficiencies were noted, as described below, that indicated a weak 
control environment, resulting in financial management and reporting weaknesses. These deficiencies in 
internal control over financial reporting are collectively considered a significant deficiency for the 
Department as a whole. 

We continue to note that AIC, in addition to other Departmental Offices such as the Office of Financial 
Management (OFM), and the Office of Performance Budgeting and Strategic Planning (OPBSP), have 
financial management infrastructures that are inadequately staffed for the financial reporting 
responsibilities of such a large and complex Executive Branch agency.  Several key personnel having 
significant institutional knowledge of the Department’s accounting and reporting processes within 
these offices are at or near retirement eligibility status.  In the event of retirement or sudden prolonged 
absence of one or more of the key accounting individuals, Treasury would face a significant loss of 
operational and institutional knowledge absent a comprehensive, formalized succession plan, resulting 
in significant financial management deficiencies.  In fiscal year 2008, we noted that AIC successfully 
replaced one key official that retired in the current year, and supplemented its existing staff with two 
additional staff members on detail from other Treasury components.  Although this temporarily helped 
with AIC’s short-term needs, AIC, OFM, and OPBSP’s long-term human capital need of personnel 
who have the requisite financial accounting background, knowledge, and expertise, to assist in the 
financial management and reporting of such a large and complex executive branch agency remains to 
be addressed.  

AIC’s supervisory and monitoring control procedures were not consistently performed and documented 
over certain financial data and other information transmitted by Treasury components.  During our 
review of interim and final consolidated financial statements, we noted errors and discrepancies that 
were only corrected after they were identified during audit test work.  In other instances, we noted 
inadequate and/or untimely follow-up of accounting and/or reporting issues. 

AIC has not yet formalized written policies and procedures for the required accounting and reporting of 
various non-routine, complex, and unique transactions, such as the reporting of the U.S. Mint’s 
Seigniorage amount, accrued interest and discount on debt, transfers to the General Fund and Other, in 
the Department’s consolidated financial statements.   
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AIC procedures for monitoring compliance with existing, as well as new laws and regulations that 
apply to the Department need improvement.  Specifically, we noted that there is no formal 
communication between Treasury’s Office of General Counsel (OGC) and AIC on matters related to 
new legislation, the assessment of compliance requirements, if any, and subsequent actions to be taken 
by the Department.  Currently, interpretation of new laws and regulations, and resulting compliance 
needs, are left up to the discretion and interpretation of Department personnel.  Without a formal 
communication process, there is significant risk of noncompliance with laws and regulations by the 
Department and its components. 

Our reviews of Department-wide testing and reporting on internal control over financial reporting, in 
accordance with OMB Circular No. A-123, Management’s Responsibility for Internal Control (A-123), 
continue to identify similar implementation issues as in prior years.  Although the Department 
established an effective implementation plan (Plan) to assess, document, test, and report on internal 
control over financial reporting, certain Treasury components did not fully execute the Plan.  
Specifically, some components did not have, or provide verifiable and documented results to support 
their conclusion as to whether internal control over financial reporting was properly designed and 
operating effectively for certain areas in accordance with the Department’s guidelines.  In addition, the 
AIC, which is responsible for the Department-wide monitoring of A-123 compliance, did not 
effectively review the work performed by components to assess whether the methodology and 
implementation requirements had been followed. 

As a result of the Housing and Economic Recovery Act legislation of 2008, the Department was 
involved in various financial transactions unique to the Department.  These transactions were processed 
in a shortened time-frame causing various control deficiencies related to documentation of policies and 
procedures and financial reporting.  The Department overcame significant time and personnel resource 
constraints to appropriately execute, manage, and report the results of these unprecedented events and 
transactions all of which occurred during the last month of the fiscal year.  One transaction type 
involved the purchase of GSE Mortgage Backed Securities (MBS) in the amount of $3.3 billion.  The 
Department concluded that the purchase of GSE MBS should be accounted under the Federal Credit 
Reform Act of 1990, as amended (FCRA).  FCRA has significant documentation requirements.  Since 
the MBS program was implemented in a shortened time-frame, the Department did not properly 
document policies and procedures, and controls relating to the MBS accounting and reporting.  The 
primary cause of this lack of documentation was that Treasury did not have the resources, including 
personnel to prepare the required documentation supporting the accounting, re-estimate valuation, and 
financial reporting of the MBS purchases under FCRA.   

The Federal Managers’ Financial Integrity Act of 1982 (FMFIA) requires that agencies establish internal 
controls according to standards prescribed by the Comptroller General and specified in the Government 
Accountability Office’s (GAO) Standards for Internal Control in the Federal Government (Standards).  
The GAO defines “internal control” as an integral component of an organization’s management that 
provides reasonable assurance that the following objectives are achieved:  effectiveness and efficiency of 
operations, reliability of financial reporting, and compliance with applicable laws and regulations. The 
GAO Standards identify the control environment as one of the five key elements of control, which 
emphasizes the importance of control conscientiousness in management’s operating philosophy and 
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commitment to internal control. These standards cover controls such as human capital practices, 
supervisory reviews, and segregation of duties, policies, procedures, and monitoring. 

A-123 requires agencies to (1) develop and implement management controls; (2) assess the adequacy of 
management controls; (3) identify needed improvements; (4) take corresponding corrective actions; and 
(5) report annually on management controls in support of FMFIA.  The issues we identified occurred 
mainly because certain key AIC and OFM financial personnel have excessive workloads, and there is 
insufficient time for these key financial personnel to devote to supervisory reviews and other financial 
management activities.  This resulted in increased reliance being placed on the annual audit process to 
identify errors and omissions in the consolidated financial statements, as well as the Department’s 
implementation of A-123. 

Recommendations

We recommend that the ASM/CFO, Deputy CFO, and Deputy Assistant Secretary for Human Resources 
and Chief Human Capital Officer, with input from the Directors of AIC, OFM and OPBSP, as appropriate: 

1. Complete a human capital needs assessment, with particular focus on the management skills needed to 
perform the daily operations of these offices.  Once the human capital needs are assessed, hire staff, or 
consider transferring suitable staff from other offices within Treasury to meet these immediate needs.   

2. Establish new policies or improve existing policies and procedures to ensure that: 

i. Quality control reviews are performed on the consolidated financial statements by responsible 
officials to ensure that all errors and inconsistencies are corrected in a timely manner; and   

ii. Adequate reviews are conducted by senior AIC officials on all documentation prepared to support 
consolidated financial statement amounts to ensure that the documents and information provided 
are accurate and complete, and such review is documented.   

3. Ensure that documentation exists to support all new and/or unique accounting and reporting 
requirements as well as non-routine or complex accounting and reporting matters. For example, any 
new financial statement footnote disclosures that are developed should include a policy memo, 
financial statement footnote disclosure format as well as evidence of review by responsible officials 
within AIC of both the policy and the format to be followed. 

4. Ensure that communication is initiated on a periodic basis (at least quarterly) with OGC, to obtain 
information and documentation on any new laws and regulations that apply at the 
Department/component level, including documentation of OGC’s assessment of compliance 
requirements especially those having financial impact.       

5. Monitor the A-123 work being conducted by components to ensure that the Department’s A-123 
guidance is fully implemented, and if not, document the rationale or mitgating factors that were 
considered for not following the Department’s requirements.   
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6. Document policy and procedures related to FCRA transactions, periodically examine performance of 
the credit programs to re-estimate cash flow projections and assumptions, and have affected personnel 
continue to consult with other Federal agencies that have substantial credit reform accounting 
experience.

Controls Over Foreign Currency Transactions   

Improvements are needed related to internal control over foreign currency investment transactions at the 
Exchange Stabilization Fund (ESF).  ESF’s foreign currency operations are managed on ESF’s behalf by a 
designated fiscal agent.  The fiscal agent is responsible for the monthly accounting and reporting to the 
ESF of foreign currency activities.  The fiscal agent also provides data that supports various ESF financial 
statement disclosures such as for fair values.  The ESF relies entirely on the financial information reported 
by the fiscal agent and incorporates the financial data reported monthly into its general ledger and financial 
statements.  Although ESF’s financial data are subject to detailed review and validation by the fiscal agent, 
ESF does not have sufficient internal independent checks and balances in place to ensure the accuracy and 
completeness of the transactions and balances reported to them by the fiscal agent.  Comprehensive 
internal processes, procedures, and controls over foreign currency transactions are essential to ensure that 
these transactions and balances are complete and accurate, and appropriately reported.   

Additional details related to the significant deficiency identified above will be provided to ESF 
management by the auditors of the ESF’s financial statements. 

Recommendations 

Recommendations to address the significant deficiency discussed above will be provided to ESF 
management by the auditors of the ESF’s financial statements.  We recommend that the ASM/CFO provide 
effective oversight to ensure that corrective actions are taken by the ESF to fully address this significant 
deficiency. 

Compliance and Other Matter 

The results of certain of our tests, and the tests performed by the other auditor, of compliance as described 
in the Responsibilities section of this report, exclusive of those referred to in FFMIA, disclosed the 
following instance of noncompliance or other matters that is required to be reported herein under 
Government Auditing Standards or OMB Bulletin No. 07-04.  

Noncompliance with IRC Section 6325 - The IRC grants IRS the power to file a lien against 
the property of any taxpayer who neglects or refuses to pay all assessed Federal taxes.  Under 
IRC Section 6325, the IRS is required to release a Federal tax lien within 30 days after the date 
the tax liability is satisfied, or has become legally unenforceable, or the Secretary of the 
Treasury has accepted a bond for the assessed tax.  Instances were noted during the fiscal year 
2008 audit where the IRS did not timely release the applicable Federal tax lien within 30 days 
of the tax liability being either paid off or abated as required by the IRC (Repeat Condition). 
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The results of our other tests, and the tests performed by the other auditor, of compliance as described in 
the Responsibilities section of this report, exclusive of those referred to in FFMIA, disclosed no instances 
of noncompliance or other matters that are required to be reported herein under Government Auditing 
Standards or OMB Bulletin No. 07-04.

The results of our tests of FFMIA, and the tests performed by the other auditor, disclosed instances where 
the Department’s financial management systems did not substantially comply with FFMIA Section 803(a) 
requirements (Repeat Condition) related to compliance with (1) federal financial management system 
requirements (FFMSR), (2) applicable Federal accounting standards, and (3) the United States Government 
Standard General Ledger (SGL) at the transaction level, as described below.  

Instances of noncompliance with FFMSR are summarized below: 

IRS’s financial management systems do not provide timely and reliable information for 
financial reporting and preparation of financial statements.  IRS had to rely on extensive 
compensating procedures to generate reliable financial statements.

Deficiencies were identified in information security controls at the IRS, resulting in increased 
risk of unauthorized individuals accessing, altering, or abusing proprietary IRS programs and 
electronic data and taxpayer information. 

Instances of noncompliance with Federal accounting standards are summarized below: 

Material weaknesses at the IRS related to controls over financial reporting and unpaid tax 
assessments. 

IRS’s financial management system cannot produce reliable, current information on the costs 
of its activities available to support decision making on a routine basis, consistent with the 
requirements of Statement of Federal Financial Accounting Standards No. 4, Managerial Cost 
Accounting Standards.    

An instance of noncompliance with the SGL at the transaction level is summarized below: 

IRS’s core general ledger system for tax-related activities does not comply with the SGL at the 
transaction level and also does not post transactions in conformance with SGL posting models. 

The Secretary of the Treasury also stated in his Letter of Assurance, included in Part I – Management’s 
Discussion and Analysis, of the accompanying PAR that the Department cannot provide assurance that its 
financial management systems are in substantial compliance with FFMIA.  The Department’s remedial 
actions and related time frames are presented in Appendix D of the PAR. 

FFMIA requires that if the head of an agency determines that its financial management systems do not 
substantially comply with FFMIA, a remediation plan must be developed, in consultation with OMB that 
describes the resources, remedies, and intermediate target dates for achieving substantial compliance.  
FFMIA also requires OMB concurrence with any plan not expected to bring the agency’s system into 
substantial compliance within three years after a determination of noncompliance is made. 
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IRS has established a remediation plan to address the conditions affecting its systems’ inability to comply 
substantially with the requirements of FFMIA.  This plan outlines the actions to be taken to resolve these 
issues, but these actions are long term in nature and are tied to IRS’s system modernization efforts. 

Recommendation

We recommend that the ASM/CFO provide effective oversight to ensure that (1) IRS implements 
appropriate controls so that Federal tax liens are released in accordance with Section 6325 of the IRC; and 
(2) IRS implements its plan of action to solve financial management problems so as to enable resolving the 
identified instances of financial management systems noncompliance with the requirements of FFMIA.  
Detailed recommendations to address the noncompliance findings discussed above have been provided to 
IRS management by the auditors of the IRS’s financial statements.   

Other Matter  

The Department’s management informed us of an instance of a potential Anti-deficiency Act violation 
related to transactions and activities of FinCEN.  Specifically, budgetary control weaknesses existing 
within FinCEN may have allowed a potential violation of the Anti-deficiency Act.  This matter is currently 
under review by the GAO. 

Management’s Response to Internal Control and Compliance Findings 

The Department’s management has indicated in a separate letter immediately following this report that it 
concurs with the findings presented in this section of our report.  Further, it has responded that it will take 
corrective action, as necessary, to ensure the matters presented are addressed by the respective component 
management within the Department. We did not audit the Department’s response and, accordingly, we 
express no opinion on it. 

*  *  *  *  * 

We noted certain additional matters involving internal control over financial reporting and its operation 
that we will report to the Department’s management in a separate letter. 

Responsibilities

Management’s Responsibilities. Management is responsible for the consolidated financial statements; 
establishing and maintaining effective internal control; and complying with laws, regulations, contracts, 
and grant agreements applicable to the Department. 

Auditors’ Responsibilities. Our responsibility is to express an opinion on the fiscal year 2008 and 2007 
consolidated financial statements of the Department based on our audits and the report of the other auditor. 
We, and the other auditor, conducted our audits in accordance with auditing standards generally accepted 
in the United States of America; the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States; and OMB Bulletin No. 07-04. 
Those standards and OMB Bulletin No. 07-04 require that we plan and perform the audits to obtain 
reasonable assurance about whether the consolidated financial statements are free of material misstatement. 
An audit includes consideration of internal control over financial reporting as a basis for designing audit 
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procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on 
the effectiveness of the Department’s internal control over financial reporting. Accordingly, we express no 
such opinion. 

An audit also includes: 

Examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated 
financial statements; 

Assessing the accounting principles used and significant estimates made by management; and 

Evaluating the overall consolidated financial statement presentation. 

We believe that our audits, and the report of the other auditor, related to the amounts included for the IRS,
provide a reasonable basis for our opinion. 

In planning and performing our fiscal year 2008 audit, we considered the Department’s internal control 
over financial reporting, exclusive of the internal control over financial reporting related to the IRS, by 
obtaining an understanding of the design effectiveness of the Department’s internal control, determining 
whether internal controls had been placed in operation, assessing control risk, and performing tests of 
controls as a basis for designing our auditing procedures for the purpose of expressing our opinion on the 
consolidated financial statements. Internal control over financial reporting related to the IRS was 
considered by the other auditor whose report thereon dated November 5, 2008 has been provided to us.  
We, and the other auditor, did not test all internal controls relevant to operating objectives as broadly 
defined by the Federal Managers’ Financial Integrity Act of 1982. The objective of our audit was not to 
express an opinion on the effectiveness of the Department’s internal control over financial reporting. 
Accordingly, we do not express an opinion on the effectiveness of the Department’s internal control over 
financial reporting.  The objective of the other auditor’s audit was to express an opinion on the 
effectiveness of the IRS’s internal control over financial reporting.  Accordingly, the other auditor provided 
an opinion on IRS’s internal control over financial reporting.  

As part of obtaining reasonable assurance about whether the Department’s fiscal year 2008 consolidated 
financial statements are free of material misstatement, we, and the other auditor, performed tests of the 
Department’s compliance with certain provisions of laws, regulations, contracts, and grant agreements, 
noncompliance with which could have a direct and material effect on the determination of the consolidated 
financial statement amounts, and certain provisions of other laws and regulations specified in OMB 
Bulletin No. 07-04, including the provisions referred to in Section 803(a) of FFMIA. We, and the other 
auditor, limited our tests of compliance to the provisions described in the preceding sentence, and we, and 
the other auditor, did not test compliance with all laws, regulations, contracts, and grant agreements 
applicable to the Department. However, providing an opinion on compliance with laws, regulations, 
contracts, and grant agreements was not an objective of our audit and, accordingly, we do not express such 
an opinion. 

______________________________ 
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This report is intended solely for the information and use of the Department’s management, the 
Department’s Office of Inspector General, OMB, the GAO, and the U.S. Congress and is not intended to 
be and should not be used by anyone other than these specified parties. 

November 17, 2008 
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November 17, 2008

KPMG LLP 
2001 M Street, N.W. 
Washington, D.C. 20036

Ladies and Gentlemen:
On behalf of Secretary Paulson, I am responding to your draft audit report on the Department of the 
Treasury’s fiscal year (FY) 2008 consolidated financial statements. All of our bureaus and program 
offices can be proud of the Department’s success in issuing a timely and accurate Performance and 
Accountability Report for the seventh consecutive year of accelerated reporting. Further, they are 
to be congratulated for overcoming many obstacles to achieve another unqualified opinion on the 
Department’s financial statements.

These successful results also are due in large part to the high level of professionalism, technical 
expertise, and partnership demonstrated by KPMG in conducting the audit. Treasury has appreciated 
your efforts during the audit process to provide timely, constructive advice on how to improve 
our financial reporting. Treasury is equally appreciative of the expertise and commitment level 
demonstrated by the other organizations involved in the audit process – the Office of Inspector General 
(OIG), the Government Accountability Office (GAO), and the firms that audited several of our bureaus.

The Department of the Treasury continued to make significant progress during FY 2008 to address 
financial and information management deficiencies. The Office of the Chief Information Officer 
made substantial improvements in Treasury’s Information Security Program and achieved an audit 
outcome from the OIG of “significant progress in compliance” with the Federal Information Security 
Management Act (FISMA), for both Treasury unclassified and National Intelligence systems. As 
a result, the Department formally closed the longstanding FISMA compliance material weakness 
in September 2008.  As reported by GAO, the Internal Revenue Service made significant progress in 
addressing its controls over the collection of tax revenues due to the federal government and over the 
issuance of tax refunds.

We acknowledge the Departmental level material weakness, the significant deficiencies, and the 
instances of noncompliance with laws and regulations described in your report. We agree with your 
recommendations. We will focus on necessary corrective actions to address each of these items. 

We appreciate the continuing professional, cooperative relationship that exists with both KPMG and the 
Office of Inspector General.

Sincerely,

Peter B. McCarthy 
Assistant Secretary for Management 
and Chief Financial Officer

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

A S S I S TA N T  S E C R E TA R Y
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cOnSOlidaTed balance SheeTS
As	of	September	30,	2008	and	2007

(In Millions)

assets 2008 2007

Intra-governmental Assets

Fund	Balance	(Note 2) $ 	275,368 $ 74,767
Loans	and	Interest	Receivable	(Note 3) 264,854 236,932
Advances	to	the	Black	Lung	Trust	Fund	(Note 4 and Note 26) 10,484 10,058
Due	From	the	General	Fund	(Note 4) 10,100,763 9,052,624
Accounts	Receivable	and	Related	Interest	(Note 10) 396 466
Other	Intra-governmental	Assets 13 32

Total Intra-governmental Assets $ 10,651,878 $ 9,374,879
Cash,	Foreign	Currency,	and	Other	Monetary	Assets	(Note 5) 387,270 92,330
Gold	and	Silver	Reserves	(Note 6) 11,062 11,062
Loans	and	Interest	Receivable	(Note 3) 172 175
Credit	Program	Receivables	-	Mortgage	Backed	Securities	(Note 3) 3,385 0
Investments	in	Government	Sponsored	Enterprises	(Note 4, Note 7, and Note 13) 7,032 0
Investments	and	Related	Interest	(Note 7) 10,576 10,074
Reserve	Position	in	the	International	Monetary	Fund	(Note 8) 4,750 4,464
Investments	in	International	Financial	Institutions (Note 9) 5,546 5,521
Tax,	Other,	and	Related	Interest	Receivables,	Net	(Note 10) 30,878 27,559
Inventory	and	Related	Property,	Net	(Note 11) 698 638
Property,	Plant,	and	Equipment,	Net	(Note 12) 2,077 2,086
Other	Assets	(Note 3) 1,714 19

total assets (Note 13) $ 11,117,038 $ 9,528,807
Heritage	Assets	(Note 12)

liaBilities
Intra-governmental Liabilities

Federal	Debt	and	Interest	Payable	(Note 4 and	Note 14) $ 4,262,414 $ 3,974,788
Other	Debt	and	Interest	Payable	(Note 14) 14,164 14,164
Due	to	the	General	Fund	(Note 4, Note 5, and Note 22) 667,112 328,973
Other	Intra-governmental	Liabilities	(Note 17) 345 329

Total Intra-governmental Liabilities $ 4,944,035 $ 4,318,254
Federal	Debt	and	Interest	Payable	(Note 4 and Note 14) 5,812,694 5,054,250
Certificates	Issued	to	Federal	Reserve	Banks	(Note 5) 2,200 2,200
Allocation	of	Special	Drawing	Rights	(Note 5) 7,630 7,627
Gold	Certificates	Issued	to	Federal	Reserve	Banks	(Note 6) 11,037 11,037
Refunds	Payable	(Note 4 and Note 21) 3,076 1,684
D.C.	Pensions	and	Judiciary	Retirement	Actuarial	Liability	(Note 15) 8,803 8,992
Other	Liabilities	(Note 17, Note 24 and Note 25) 17,852 3,664
Total Liabilities $ 10,807,327 $ 9,407,708

Commitments	and	Contingencies	(Note 16, Note 24 and Note 26)

net Position
Unexpended	Appropriations:	Earmarked	Funds	(Note 22) $ 200 $ 200

Other	Funds 271,768 72,117
Subtotal 271,968 72,317

Cumulative	Results	of	Operations:	Earmarked	Funds	(Note 22) 37,586 35,385
Other	Funds 157 13,397
Subtotal 37,743 48,782

Total Net Position (Note 18) $ 309,711 $ 121,099
total liabilities and net Position $ 11,117,038 $ 9,528,807

The accompanying notes are an integral part of these financial statements.
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cOnSOlidaTed STaTemenTS Of neT cOST
For	the	Years	Ended	September	30,	2008	and	2007

(In Millions)

2008 2007

Cost of treasury operations: (Note 19)

Financial Program:

Gross	Cost $ 14,569 $ 13,980

Less	Earned	Revenue (2,282) (2,245)

Net Program Cost $ 12,287 $ 11,735

Economic Program:

Gross	Cost $ 5,339 $ 5,660

Less	Earned	Revenue (5,091) (6,116)

Net Program Cost $ 248 $ (456)

Security Program:

Gross	Cost $ 346 $ 302

Less	Earned	Revenue (4) (2)

Net Program Cost $ 342 $ 300

Management Program:

Gross	Cost $ 631 $ $883

Less	Earned	Revenue (165) (443)

Net Program Cost $ 466 $ 440

Total Program Gross Costs: $ 20,885 $ 20,825

Total Program Gross Earned Revenues (7,542) (8,806)

Total Net Cost of Treasury Operations $ 13,343 $ 12,019

GSE	Costs	(Entity)	(Note 24) $ 13,800 $ 0

Total Net Cost of Treasury Operations plus GSE $ 27,143 $ 12,019

federal Costs: (Note 19)

Federal	Debt	Interest $ 453,347 $ 432,153

Less	Interest	Revenue	from	Loans (12,439) (11,714)

Net Federal Debt Interest Costs $ 440,908 $ 420,439

Other	Federal	Costs	(Note 19) $ 8,332 $ 8,863

Less	GSE	Revenue	(non-Entity)	(Note 24) (7,032) 0

Net Federal Costs $ 442,208 $ 429,302

net Cost of treasury operations, gse Cost, federal debt interest,  
other federal Costs, and gse revenue $ 469,351 $ 441,321

The accompanying notes are an integral part of these financial statements.
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cOnSOlidaTed STaTemenT Of chanGeS in neT pOSiTiOn
For	the	Year	Ended	September	30,	2008

(In Millions)

 Combined 
Earmarked

Funds

Combined 
All Other

Funds Eliminations
Consolidated

Total

Cumulative results of oPerations 

Beginning	Balances	 $ 35,385 $ 13,397 $ 0 $ 48,782

Budgetary	Financing	Sources:

Appropriations	Used 458 481,277 0 481,735

Non-exchange	Revenue 134 144 (24) 254

Donations	and	Forfeitures	of	Cash/Equivalent 159 0 0 159

Transfers	In/Out	Without	Reimbursement 0 (10) 0 (10)

Other 38 (26) 0 12

Other	Financing	Sources	(non-exchange)

Donation/Forfeiture	of	Property 112 0 0 112

Accrued	Interest	and	Discount	on	Debt 0 (3,870) 0 (3,870)

Transfers	In/Out	Without	Reimbursement (52) 31 0 (21)

Imputed	Financing	Sources 60	 1,147 (478) 729

Transfers	to	the	General	Fund	and	Other	(Note	18) (23) (20,765) 0 (20,788)

Total Financing Sources 886 457,928 (502) 458,312

Net	Cost	of	Operations 1,315 (471,168) 502 (469,351)

Net	Change 2,201 (13,240) 0 (11,039)

Cumulative Results of Operations $ 37,586 $ 157 $ 0 $ 37,743

uneXPended aPProPriations

Beginning	Balances $ 200 $ 72,117 $ 0 $ 72,317

Budgetary	Financing	Sources:

Appropriations	Received	(Note 18) 458 681,015 0 681,473

Appropriations	Transferred	In/Out 0 24 0 24

Other	Adjustments 0 (111) 0 (111)

Appropriations	Used (458) (481,277) 0 (481,735)

Total Budgetary Financing Sources 0 199,651 0 199,651

Total Unexpended Appropriations $ 200 $ 271,768 $ 0 $ 271,968

net Position $ 37,786 $ 271,925 $ 0 $ 309,711

The accompanying notes are an integral part of these financial statements.
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cOnSOlidaTed STaTemenT Of chanGeS in neT pOSiTiOn
For	the	Year	Ended	September	30,	2007

(In Millions)

 

Combined 
Earmarked

Funds

Combined 
All Other

Funds Eliminations
Consolidated

Total

Cumulative results of oPerations 

Beginning	Balances	 $ 31,614 $ 15,030 $ 0 $ 46,644

Budgetary	Financing	Sources:

Appropriations	Used 390 446,667 0 447,057

Non-exchange	Revenue 109 7 (43) 73

Donations	and	Forfeitures	of	Cash/Equivalent 210 0 0 210

Transfers	In/Out	without	Reimbursement 0 (8) 0 (8)

Other (1) 0 0 (1)

Other	Financing	Sources	(non	exchange)

Donation/Forfeiture	of	Property 73 0 0 73

Accrued	Interest	and	Discount	on	Debt 0	 7,632	 0	 7,632

Transfers	In/Out	Without	Reimbursement (39) 15 0 (24)

Imputed	Financing	Sources 60 1,172 (492) 740

Transfers	to	the	General	Fund	and	Other	(Note 18) 205 (12,498) 0 (12,293)

Total Financing Sources 1,007 442,987 (535) 443,459

Net	Cost	of	Operations 2,764 (444,620) 535 (441,321)

Net	Change 3,771 (1,633) 0 2,138

Cumulative Results of Operations 35,385 13,397 0 48,782

uneXPended aPProPriations

Beginning	Balances $ 202 $ 68,068 $ 0 $ 68,270

Budgetary	Financing	Sources:

Appropriation	Received	(Note 18) 390 450,832 0 451,222

Appropriations	Transferred	In/Out 0 27 0 27

Other	Adjustments (2) (143) 0 (145)

Appropriations	Used (390) (446,667) 0 (447,057)

Total Budgetary Financing Sources (2) 4,049 0 4,047

Total Unexpended Appropriations $ 200 $ 72,117 $ 0 $ 72,317

net Position $ 35,585 $ 85,514 $ 0 $ 121,099

The accompanying notes are an integral part of these financial statements.
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cOmbined STaTemenT Of bUdGeTary reSOUrceS
For	the	Year	Ended	September	30,	2008

(In	Millions)

Budgetary
Non-Budgetary

Financing Total

Budgetary resources
Unobligated	balance,	brought	forward	 $ 57,450 $ 0 $ 57,450
Recoveries	of	prior	year	unpaid	obligations 413 0 413
Budget	authority:

Appropriations (Note 18) 679,563 0 679,563
Borrowing	authority 4 34,304 34,308
Spending	Authority	from	Offsetting	Collections

Earned:	Collected 8,705 335 9,040
Change	in	receivables	from	Federal	sources 	(32) 0 (32)

Change	unfilled	customer	orders:		
Advance	received 19 0 19
Without	advance	from	Federal	sources (39) 0 (39)

Subtotal 688,220 34,639 722,859
Non-expenditure	transfers,	net 844 0 844
Temporarily	not	available	pursuant	to	Public	Law (9) 0 (9)
Permanently	not	available (4,626) (4,767) (9,393)

Total Budgetary Resources $ 742,292 $ 29,872 $ 772,164
Status of Budgetary Resources
Obligations	incurred	(Note 20):	Direct		 $ 477,384 $ 5,415 $ 482,799

Reimbursable 4,735 0 4,735
Subtotal 482,119 5,415 487,534
Unobligated	Balance:	Apportioned 214,114 24,122 238,236

	Exempt	from	apportionment 34,999 0 34,999
Subtotal 249,113 24,122 273,235
Unobligated	balance	not	available 11,060 335 11,395
Total Status of Budgetary Resources $ 742,292 $ 29,872 $ 772,164

Change in obligated Balance
Obligated	balance,	net:

Unpaid	obligations	brought	forward,	Oct.	1 $ 57,811 $ 0 $ 57,811
Uncollected	customer	payments	from	Federal	sources	brought	forward (418) 0 (418)

Total unpaid obligated balance, net 57,393 0 57,393
Obligations	incurred,	net 482,119 5,415 487,534
Gross	outlays (482,199) (5,409) (487,608)
Recoveries	of	prior	year	unpaid	obligations,	actual (413) 0 (413)
Change	uncollected	customer	payments	Federal	source 71 0 71
Obligated	balance,	net,	end	of	period:

Unpaid	obligations	 57,318 6 57,324
Uncollected	customer	payments	Federal	sources (347) 0 (347)

Total unpaid obligated balance, net, end of period 56,971 6 56,977
Net Outlays

Gross	outlays 482,199 5,409 487,608
Offsetting	collections (8,194) (335) (8,529)
Distributed	offsetting	receipts (16,211) 0 (16,211)

net outlays $ 457,794 $ 5,074 $ 462,868

The accompanying notes are an integral part of these financial statements.
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cOmbined STaTemenT Of bUdGeTary reSOUrceS
For	the	Year	Ended	September	30,	2007

(In	Millions)

Budgetary
Non-Budgetary

Financing Total

Budgetary resources
Unobligated	balance,	brought	forward	 $ 57,540 $ 0 $ 57,540
Recoveries	of	prior	year	unpaid	obligations 474 0 474
Budget	authority:

Appropriations (Note 18) 465,200 0 465,200
Borrowing	authority 11 0 11
Spending	Authority	from	Offsetting	Collections

Earned:	Collected 9,937 0 9,937
Change	in	receivables	from	Federal	sources 	(66) 0 (66)

Change	unfilled	customer	orders:		
Advance	received

17 0 17

Without	advance	from	Federal	sources (125) 0 (125)
Subtotal 474,974 0 474,974

Non-expenditure	transfers,	net 25 0 25
Temporarily	not	available	pursuant	to	Public	Law 90 0 90
Permanently	not	available (10,123) 0 (10,123)

Total Budgetary Resources $ 522,980 $ 0 $ 522,980
Status of Budgetary Resources
Obligations	incurred	(Note 20):	Direct		 $ 460,999 $ 0 $ 460,999

Reimbursable 4,531 0 4,531
Subtotal 465,530 0 465,530
Unobligated	Balance:	Apportioned 13,525 0 13,525

	Exempt	from	apportionment 32,930 0 32,930
Subtotal 46,455 0 46,455
Unobligated	balance	not	available 10,995 0 10,995
Total Status of Budgetary Resources $ 522,980 $ 0 $ 522,980

Change in obligated Balance
Obligated	balance,	net:

Unpaid	obligations	brought	forward,	Oct.	1 $ 53,057 $ 0 $ 53,057
Uncollected	customer	payments	from	Federal	sources	brought	forward (609) 0 (609)

Total unpaid obligated balance, net 52,448 0 52,448
Obligations	incurred,	net 465,530 0 465,530
Gross	outlays (460,302) 0 (460,302)
Recoveries	of	prior	year	unpaid	obligations,	actual (474) 0 (474)
Change	uncollected	customer	payments	Federal	source 191 0 191
Obligated	balance,	net,	end	of	period:

Unpaid	obligations	 57,811 0 57,811
Uncollected	customer	payments	Federal	sources (418) 0 (418)

Total unpaid obligated balance, net, end of period 57,393 0 57,393
Net Outlays

Gross	outlays 460,302 0 460,302
Offsetting	collections (8,192) 0 (8,192)
Distributed	offsetting	receipts (16,040) 0 (16,040)

net outlays $ 436,070 $ 0 $ 436,070

The accompanying notes are an integral part of these financial statements.
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STaTemenTS Of cUSTOdial acTiviTy
For	the	Years	Ended	September	30,	2008	and	2007

(In Millions)

2008 2007

sources of Custodial revenue (Note 21):

Revenue Received 

Individual	Income	and	FICA	Taxes $ 2,294,326 $ 2,201,464

Corporate	Income	Taxes 354,063 395,320

Estate	and	Gift	Taxes 29,824 26,978

Excise	Taxes 66,293 67,766

Railroad	Retirement	Taxes 4,939 4,718

Unemployment	Taxes 7,331 7,416

Deposit	of	Earnings,	Federal	Reserve	System 33,598 32,043

Fines,	Penalties,	Interest	and	Other	Revenue 2,233 3,084

Total Revenue Received $ 2,792,607 $ 2,738,789

Less	Refunds (426,074) (292,684)

Net Revenue Received $ 2,366,533 $ 2,446,105

Accrual	Adjustment 3,132 5,588

Total Custodial Revenue $ 2,369,665 $ 2,451,693

Disposition of Custodial Revenue:

Amounts	Provided	to	Fund	Non-Federal	Entities 407 486

Amounts	Provided	to	Fund	the	Federal	Government	(Note 21) 2,366,126 2,445,619

Accrual	Adjustment 3,132 5,588

Total Disposition of Custodial Revenue $ 2,369,665 $ 2,451,693

Net Custodial Revenue $ 0 $ 0

The accompanying notes are an integral part of these financial statements.
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1. suMMary Of signifiCant aCCOunting POliCies 

A. Reporting Entity

The accompanying financial statements include the operations of the U.S. Department of the Treasury (Treasury 
Department), one of 24 CFO Act agencies of the Executive Branch of the United States Government, and certain 
custodial activities managed on behalf of the entire U.S. Government. The following paragraphs describe the activities 
of the reporting entity.

The Treasury Department was created by Act (1 Stat.65) on September 2, 1789. Many subsequent acts affected the 
development of the Treasury Department, delegating new duties to its charge and establishing the numerous bureaus 
and divisions that now comprise the Treasury Department. As a major policy advisor to the President, the Secretary 
has primary responsibility for formulating and managing the domestic and international tax and financial policies of 
the U.S. Government.

Further, the Secretary is responsible for recommending and implementing United States domestic and international 
economic and fiscal policy; governing the fiscal operations of the government; maintaining foreign assets control; 
managing the federal debt; collecting income and excise taxes; representing the United States on international 
monetary, trade, and investment issues; overseeing Departmental overseas operations; and directing the manufacturing 
of coins, currency, and other products for customer agencies and the public.

In September 2008, the Treasury Department began a number of emergency economic measures relating to the 
economy which involved various financing programs. Key initiatives effective for fiscal year 2008 involved programs 
concerning two Government Sponsored Enterprises (GSE), provision of a credit facility for GSEs and Federal Home 
Loan Banks, purchase of Mortgage Backed Securities, and setup of a Money Market Insurance Program (Notes 24 
and 25). 

The Treasury Department includes the Departmental Offices (DO) and nine operating bureaus. For financial reporting 
purposes, DO is comprised of: International Assistance Programs (IAP), Office of Inspector General (OIG), Treasury 
Forfeiture Fund (TFF), Exchange Stabilization Fund (ESF), Community Development Financial Institutions Fund 
(CDFI), Office of D.C. Pensions (DCP), Treasury Inspector General for Tax Administration (TIGTA), Federal 
Financing Bank (FFB), and the DO policy offices. In addition, the Air Transportation Stabilization Board (ATSB) 
was also part of the DO reporting entity for the year ended September 30, 2007. The ATSB was set up to administer 
the temporary emergency program to assist air carriers that were in need of funds as a result of the terrorist attacks on 
the United States that occurred on September 11, 2001. The ATSB program was terminated at September 30, 2007. 
To close out its remaining budgetary resources during fiscal year 2008, ATSB returned $3.5 million of unexpended 
appropriations to the General Fund of the United States. In fiscal year 2008 the management of the Treasury Franchise 
Fund was transferred from the Departmental Offices (DO) to the Bureau of the Public Debt (BPD). 

The nine operating bureaus are: Office of the Comptroller of the Currency (OCC); Bureau of Engraving and Printing 
(BEP); Financial Crimes Enforcement Network (FinCEN); Financial Management Service (FMS); Internal Revenue 
Service (IRS); U.S. Mint (Mint); Bureau of the Public Debt (BPD); Office of Thrift Supervision (OTS); and the 
Alcohol and Tobacco Tax and Trade Bureau (TTB).

The Treasury Department’s financial statements reflect the reporting of its own entity activities, which include 
appropriations it receives to conduct its operations and revenue generated from those operations. They also reflect the 
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reporting of certain non-entity (custodial) functions it performs on behalf of the U.S. Government and others. Non-
entity activities include collecting of federal revenue, servicing the federal debt, disbursing certain federal funds, and 
maintaining certain assets and liabilities for the U.S. Government, as well as for others. The Treasury Department’s 
reporting entity does not include the “General Fund” of the U.S. Government, which maintains receipt, disbursement, 
and appropriation accounts for all federal agencies. 

Transactions and balances among the Treasury Department’s entities have been eliminated from the Consolidated 
Balance Sheets, the Consolidated Statements of Net Cost, and the Consolidated Statements of Changes in Net 
Position. 

B. Basis of Accounting and Presentation

The financial statements have been prepared from the accounting records of the Treasury Department in conformity 
with accounting principles generally accepted in the United States for federal entities, and the Office of Management 
and Budget (OMB) Circular A-136, Financial Reporting Requirements, as amended. Accounting principles gener-
ally accepted for federal entities are the standards prescribed by the Federal Accounting Standards Advisory Board 
(FASAB). FASAB is recognized by the American Institute of Certified Public Accountants as the official accounting 
standards-setting body of the U.S. Government. 

These financial statements are provided to meet the requirements of the Government Management Reform Act 
of 1994. They consist of the Consolidated Balance Sheets, the Consolidated Statements of Net Cost, and the 
Consolidated Statements of Changes in Net Position, the Combined Statements of Budgetary Resources, and the 
Statements of Custodial Activity. The statements and the related notes are prepared in a comparative form to present 
both fiscal year 2008 and fiscal year 2007 information.

While these financial statements have been prepared from the books and records of the Treasury Department in ac-
cordance with the formats prescribed by OMB, these financial statements are in addition to the financial reports used 
to monitor and control budgetary resources which are prepared from the same books and records. 

Throughout these financial statements, intra-governmental assets, liabilities, earned revenues, and costs have been clas-
sified according to the entity for these transactions. Intra-governmental assets and liabilities are those from or to other 
federal entities. Intra-governmental earned revenues are collections or accruals of revenue from other federal entities, 
and intra-governmental costs are payments or accruals of expenditure to other federal entities.

The financial statements should be read with the realization that they are for a component of a sovereign entity, that 
liabilities not covered by budgetary resources cannot be liquidated without the enactment of an appropriation, and 
that the payment of all liabilities other than for contracts can be abrogated by the sovereign entity.

C. Tax and Other Non-Entity Receivables

Tax receivables are not accrued until related tax returns are filed or assessments are made. Prepayments of taxes are 
netted against liabilities. Accruals are made to reflect penalties and interest on tax receivables through the balance sheet 
date. Tax receivables consist of unpaid assessments (taxes and associated penalties and interest) due from taxpayers for 
which the Treasury Department can support the existence of a receivable through taxpayer agreement, such as filing a 
tax return without sufficient payment, or a court ruling in favor of the Treasury Department. Tax receivables are shown 
on the balance sheet net of an allowance for doubtful accounts and abatements. The allowance for doubtful accounts 
reflects an estimate of the portion deemed to be uncollectible based on historical experience of similar taxes receivable. 
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D. Inventory and Related Property

Inventories and related property include inventory, operating materials and supplies, and forfeited property. The 
Treasury Department values inventories at either standard cost or lower of cost or latest acquisition cost except for 
finished goods inventories, which are valued at weighted average unit cost. All operating materials and supplies are 
recorded as an expense when consumed in operations.

Forfeited property is recorded at estimated fair market value at the time of seizure as deferred revenue, and may be 
adjusted to reflect the current fair market value at the end of the fiscal year. Property forfeited in satisfaction of a 
taxpayer’s assessed liability is recorded when title to the property passes to the U.S. Government and a correspond-
ing credit is made to the related taxes receivable. Direct and indirect holding costs are not capitalized for individual 
forfeited assets.

Mortgages and claims on forfeited assets are recognized as a valuation allowance and a reduction of deferred revenue 
from forfeited assets when the asset is forfeited. The allowance includes mortgages and claims on forfeited property 
held for sale and a minimal amount of claims on forfeited property previously sold. Revenue from the forfeiture of 
property is deferred until the property is sold or transferred to a state, local or federal agency. Revenue is not recog-
nized if the forfeited property is ultimately destroyed or cannot be legally sold. 

E. Loans and Interest Receivable – Entity and Non-Entity

Intra-governmental entity Loans and Interest Receivable from other federal agencies represent loans and interest 
receivable held by the Treasury Department. No subsidy costs were recorded for loans purchased from federal agencies 
or for guaranteed loans made to non-federal borrowers, because these are guaranteed (interest and principal) by those 
agencies. 

Intra-governmental non-entity Loans and Interest Receivable from other federal agencies represent loans issued by 
the Treasury Department to federal agencies on behalf of the U.S. Government. The Treasury Department acts as an 
intermediary issuing these loans, because the agencies receiving these loans will lend these funds to others to carry out 
various programs of the Federal Government. Because of the Treasury Department’s intermediary role in issuing these 
loans, the Treasury Department does not record an allowance or subsidy costs related to these loans. Instead, loan loss 
allowances and subsidy costs are recognized by the ultimate lender, the federal agency that issued the loans. 

F.  Advances to the Black Lung Trust Fund

Advances have been provided to the Department of Labor’s Black Lung Trust Fund from the General Fund of the 
U.S. Government. The Bureau of the Public Debt accounts for the advances on behalf of the General Fund of the U.S. 
Government. Advances to the Black Lung Trust Fund are being accounted for pursuant to the Benefits Revenue Act 
which states: “In the event that fund resources are not adequate to meet fund obligations, then, advances of interest 
and principal are paid to the General Fund of the U.S. Government when the Secretary of the Treasury determines 
that funds are available in the trust fund for such purposes.” The advance to the Black Lung Trust Fund is repayable 
with interest at a rate determined by the Secretary of the Treasury to be equal to the current average market yield 
on outstanding marketable obligations of the United States with remaining periods to maturity comparable to the 
anticipated period during which the advance will be outstanding. Advances made prior to 1982 carried rates of inter-
est equal to the average rate borne by all marketable interest-bearing obligations of the United States then forming a 
part of the public debt. 
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These advances were retired on October 7, 2008, under the refinancing agreement authorized by the enactment of 
the Energy Improvement and Extension Act of 2008 on October 3, 2008. The Act gave authority to the Black Lung 
Disability Trust Fund to issue obligations to the Secretary of the Treasury and gave authority to the Secretary of the 
Treasury to purchase the obligations. The repayable advances were retired with the proceeds from these obligations as 
a one time appropriation to the Trust Fund (Note 26).

G. Property, Plant, and Equipment

Property, plant, and equipment (PP&E) is composed of capital assets used in providing goods or services. It also 
includes assets acquired through capital leases, which are initially recorded at the amount recognized as a liability for 
the capital lease at its inception. PP&E is stated at full cost, including costs related to acquisition, delivery, and instal-
lation, less accumulated depreciation. Major alterations and renovations including leasehold and land improvements 
are capitalized, while maintenance and repair costs are charged to expenses as incurred. 

Internal use software encompasses software design, development, and testing of projects adding significant new func-
tionality and long-term benefits. Costs for developing internal use software are accumulated in work in development 
until a project is placed into service, and testing and final acceptance are successfully completed. Once completed, the 
costs are transferred to depreciable property. 

Costs for construction projects are recorded as construction-in-progress until completed, and are valued at actual 
(direct) cost, plus applied overhead and other indirect costs.

The Treasury Department leases land and buildings from the General Services Administration (GSA) to conduct 
most of its operations. GSA charges a standard level users fee which approximates commercial rental rates for similar 
properties. Therefore, GSA-owned properties are not included in the Department’s PP&E. 

The Treasury Department’s bureaus are diverse both in size and in operating environment. Accordingly, the 
Department’s capitalization policy provides minimum capitalization thresholds which range from $25,000 to $50,000. 
The Treasury Department also uses a capitalization threshold range for bulk purchases: $250,000 to $500,000 for 
non-manufacturing bureaus and $25,000 to $50,000 for manufacturing bureaus. Bureaus determine the individual 
items that comprise bulk purchases. In addition, Treasury bureaus may expense bulk purchases if they conclude that 
total period costs would not be materially distorted and the cost of capitalization is not economically feasible. 

Depreciation is expensed on a straight-line basis over the estimated useful life of the asset with the exception of 
leasehold improvements, which are depreciated over the useful life of the lease or the useful life of the improvement, 
whichever is shorter. Service life ranges are high due to the Treasury Department’s diversity of PP&E. Construction 
in progress and internal use software in development are not depreciated. 

The Treasury Department owns the Treasury building — a multi-use heritage asset. Multi-use heritage assets are 
assets of historical significance for which the predominant use is general government operations. All acquisition, 
reconstruction, and betterment costs for the Treasury Department building are capitalized as general PP&E and 
depreciated over their service life.
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H. Federal Debt 

Debt and associated interest are reported on the accrual basis of accounting. Interest costs are recorded as expenses 
when incurred, instead of when paid. Certain Treasury securities are issued at a discount or premium. These discounts 
and premiums are amortized over the term of the security using an interest method for all long term securities and the 
straight line method for short term securities. The Department of the Treasury also issues Treasury Inflation-Protected 
Securities (TIPS). The principal for TIPS is adjusted daily over the life of the security based on the Consumer Price 
Index for all Urban Consumers. 

I.  Pension Costs, Other Retirement Benefits, and Other Post Employment Benefits

The Treasury Department recognizes the full costs of its employees’ pension benefits. However, the liabilities as-
sociated with these costs are recognized by the Office of Personnel Management (OPM) rather than the Treasury 
Department. 

Most employees of the Treasury Department hired prior to January 1, 1984, participate in the Civil Service 
Retirement System (CSRS), to which the Treasury Department contributes 8.51 percent of salaries for regular CSRS 
employees. 

On January 1, 1987, the Federal Employees’ Retirement System (FERS) went into effect pursuant to Public Law 
99-335. Employees hired after December 31, 1983, are automatically covered by FERS and Social Security. A primary 
feature of FERS is that it offers a savings plan to which the Treasury Department automatically contributes one percent 
of base pay and matches any employee contributions up to an additional four percent of base pay. For most employees 
hired after December 31, 1983, the Treasury Department also contributes the employer’s matching share for Social 
Security. For the FERS basic benefit the Treasury Department contributes 11.2 percent for regular FERS employees. 

Similar to federal retirement plans, OPM, rather than the Treasury Department, reports the liability for future pay-
ments to retired employees who participate in the Federal Employees Health Benefits Program (FEHBP) and Federal 
Employees Group Life Insurance (FEGLI) Program. The Treasury Department reports the full cost of providing 
other retirement benefits (ORB). The Treasury Department also recognizes an expense and liability for other post 
employment benefits (OPEB), which includes all types of benefits provided to former or inactive (but not retired) 
employees, their beneficiaries, and covered dependents. Additionally, the Treasury bureaus, OCC and OTS, separately 
sponsor certain benefit plans for their employees. OCC sponsors a defined life insurance benefit plan for current and 
retired employees. Additionally, OTS provides certain health and life benefits for all retired employees that meet 
eligibility requirements. 

J. Special Drawing Rights (SDR) Certificates Issued to Federal Reserve Banks

The Exchange Stabilization Fund (ESF) was established for use by the Secretary of the Treasury to account for the 
purchase or sale of foreign currencies, to hold U.S. foreign exchange and Special Drawing Rights (SDR) assets, 
and to provide financing to foreign governments. SDR transactions of the ESF require the explicit authorization of 
the Secretary of the Treasury. The Special Drawing Rights Act of 1968 authorized the Secretary of the Treasury to 
issue certificates, not to exceed the value of SDR holdings, to the Federal Reserve Banks in return for interest free 
dollar amounts equal to the face value of certificates issued. The certificates may be issued to finance the acquisition 
of SDR from other countries or to provide resources for financing other ESF operations. Certificates issued are to be 
redeemed by the Treasury Department at such times and in such amounts as the Secretary of the Treasury may deter-
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mine. Certificates issued to Federal Reserve Banks are stated at their face value. It is not practical to estimate the fair 
value of Certificates Issued to Federal Reserve Banks since these certificates contain no specific terms of repayment. 

K. Federal Employee Benefits Payable - FECA Actuarial Liability

The Federal Employees’ Compensation Act (FECA) provides income and medical cost protection to covered Federal 
civilian employees injured on the job, and employees who have incurred a work-related injury or occupational disease. 
These future workers’ compensation estimates were generated from an application of actuarial procedures developed 
to estimate the liability for FECA benefits. The actuarial liability estimates for FECA benefits include the expected 
liability for death, disability, medical, and miscellaneous costs for approved compensation cases. 

L. Revenue and Financing Sources

Treasury Department activities are financed either through exchange revenue it receives from others or through 
non-exchange revenue and financing sources (such as appropriations provided by the Congress and penalties, fines, 
and certain user fees collected). User fees primarily include Internal Revenue Service reimbursable costs to process 
installment agreements and accompanying photocopy and reproduction charges. Exchange revenues are recognized 
when earned; i.e., goods have been delivered or services have been rendered. Non-exchange revenues are recognized 
when received by the respective Treasury Department collecting bureau. Appropriations used are recognized as 
financing sources when related expenses are incurred or assets are purchased. Revenue from reimbursable agreements 
is recognized when the services are provided. The Treasury Department also incurs certain costs that are paid in total 
or in part by other federal entities, such as pension costs. These subsidized costs are recognized on the Consolidated 
Statement of Net Cost, and the imputed financing for these costs is recognized on the Consolidated Statement of 
Changes in Net Position. As a result, there is no effect on net position. Other non-exchange financing sources such as 
donations and transfers of assets without reimbursements also are recognized for the period in which they occurred on 
the Consolidated Statement of Changes in Net Position.

The Treasury Department recognizes revenue it receives from disposition of forfeited property as non-exchange 
revenue on the Consolidated Statement of Changes in Net Position. The costs related to the forfeiture fund program 
are reported on the Consolidated Statement of Net Cost.

M. Custodial Revenues and Collections

Non-entity revenue reported on the Treasury Department’s Statement of Custodial Activity includes cash collected by 
the Treasury Department, primarily taxes. It does not include revenue collected by other federal agencies, such as user 
fees and other receipts, which are remitted for general operating purposes of the U.S. Government or are earmarked 
for certain trust funds. The Statements of Custodial Activity is presented on the “modified accrual basis.” Revenues 
are recognized as cash is collected. The “accrual adjustment” is the net increase or decrease, during the reporting 
period, in net revenue related-assets and liabilities, mainly taxes receivable. The Balance Sheets include an estimated 
amount for taxes receivable and payable to the General Fund of the U.S. Government at September 30, 2008 and 
September 30, 2007.

N. Tax Assessments and Abatements

Under Internal Revenue Code Section 6201, the Treasury Department is authorized and required to make inquiries, 
determinations, and assessments of all taxes which have not been duly paid (including interest, additions to the tax, 
and assessable penalties) under the law. Unpaid assessments result from taxpayers filing returns without sufficient 
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payment, as well as from tax compliance programs, such as examination, under-reporter, substitute for return, and 
combined annual wage reporting. The Treasury Department also has authority to abate the paid or unpaid portion 
of an assessed tax, interest, and penalty. Abatements occur for a number of reasons and are a normal part of the tax 
administration process. Abatements may result in claims for refunds or a reduction of the unpaid assessed amount. 

O. Permanent and Indefinite Appropriations

Permanent and indefinite appropriations are used to disburse tax refunds, income tax credits, and child tax credits. 
These appropriations are not subject to budgetary ceilings established by Congress. Therefore, refunds payable at 
year end are not subject to funding restrictions. Refund payment funding is recognized as appropriations are used. 
Permanent indefinite authority for refund activity is not stated as a specific amount and is available for an indefinite 
period of time. Although funded through appropriations, refund activity, in most instances, is reported as a custodial 
activity of the Treasury Department, since refunds are, in substance, a custodial revenue-related activity resulting from 
taxpayer overpayments of their tax liabilities. 

The Treasury Department also receives two permanent and indefinite appropriations related to debt activity. One 
is used to pay interest on the public debt securities; the other is used to redeem securities that have matured, been 
called, or are eligible for early redemption. These accounts are not annual appropriations; and do not have refunds. 
Debt activity appropriations are related to the Treasury Department’s liability and would be reported on the Treasury 
Department’s Balance Sheet. Permanent indefinite authority for debt activity is available for an indefinite period of 
time.

Additionally, the Treasury Department receives other permanent and indefinite appropriations to make certain 
payments on behalf of the U.S. Government. These appropriations are provided to make payments to the Federal 
Reserve for services provided. They also include appropriations provided to make other disbursements on behalf of the 
U.S. Government, including payments made to various parties as the result of certain claims and judgments rendered 
against the United States.

P. Income Taxes

As an agency of the Federal Government, the Treasury Department is exempt from all income taxes imposed by any 
governing body, whether it is a federal, state, commonwealth, local, or foreign government.

Q. Use of Estimates

The Treasury Department has made certain estimates and assumptions relating to the reporting of assets, liabilities, 
revenues, expenses, and the disclosure of contingent liabilities to prepare these financial statements. Actual results 
could differ from these estimates. Major items subject to estimates include loan receivables (including Mortgage 
Backed Securities); investments in non-federal securities (including Freddie Mac and Fannie Mae); taxes receivables; 
depreciation; money market insurance liability; liability for liquidity commitment (Freddie Mac and Fannie Mae); 
imputed costs; actuarial liabilities; cost and earned revenue allocations; contingent legal liabilities; and credit reform 
subsidy costs (Notes 3 and 24).

The Treasury recognizes the sensitivity of credit reform modeling to slight changes in some model assumptions and 
uses continual review of model factors, statistical modeling, and annual re-estimates to reflect the most accurate cost of 
the credit programs to the U.S. Government. Two of the emergency economic programs that Treasury implemented in 
the latter part of September 2008, the purchase program for Mortgage Backed Securities (MBS) and the Government 

nOte 1.   
suMMary Of signifiCant aCCOunting POliCies

TAB A - Department of the Treasury Materials



parT iii — annUal financial repOrT

155

Sponsored Enterprise credit line facility , both operate under the provisions of credit reform and the use of estimates 
as dictated by the Federal Credit Reform Act (Notes 3 and 24). Further, the assumptions underlying the estimated 
future liquidity payments to the GSE’s are subject to a high level of market volatility, such that actual future payments 
may differ significantly from current estimates due to changing circumstances. The Troubled Asset Relief Program 
described further in subsequent event Note 26 will also require the use of sophisticated estimates.

The Treasury used the following methodologies for valuation of the investment in GSE:

Common Stock Warrants: The Black-Scholes Option Model (1973) was used to affirm that the value of the warrants 
is insensitive to the usual option input variables, including time to expiration and stock volatility, and that the value 
per warrant share is nominally less than the trading price at September 30, 2008.

Senior Preferred Stock: These shares were valued based on an interpolation of market prices during the five trading 
days prior to the announcement of the Keepwell Agreement for (i) Fannie Mae and Freddie Mac subordinated debt, 
as adjusted for the tax advantages of stock dividends compared with taxable interest, and (ii) Fannie Mae and Freddie 
Mac preferred stock. 

R. Credit Risk

Credit risk is the potential, no matter how remote, for financial loss from a failure of a borrower or a counter party to 
perform in accordance with underlying contractual obligations. The Treasury Department takes on possible credit risk 
when it makes direct loans or credits to foreign entities or becomes exposed to institutions which engage in financial 
transactions with foreign countries. Given the history of the Treasury Department with respect to such exposure and 
the financial policies in place in the U. S. Government and other institutions in which the United States participates, 
the Treasury Department expectations of credit losses is nominal. 

The Treasury Department also takes on credit risk related to committed but undisbursed direct loans, its liquid-
ity commitment to Government Sponsored Enterprises, its mortgage-backed securities portfolio, its insurance 
of non-FDIC insured money market funds, and its Terrorism Risk Insurance Program. Except for the Terrorism 
Risk Insurance Program, these activities focus on the underlying problems in the credit markets, and the ongoing 
turbulence in those markets exposes the Department to potential costs and losses. The extent of the risk assumed by 
the Treasury Department is described in more detail in the notes to the financial statements, and where applicable 
factored into credit reform models.

S. Earmarked Funds

Treasury has accounted for revenues and other financing sources for earmarked funds separately from other funds.  This 
method was adopted in accordance with the provisions of the Federal Accounting Standards Advisory Board’s Statement 
of Federal Financial Accounting Standards (SFFAS) No. 27, Identifying and Reporting Earmarked Funds, which became 
effective October 1, 2007.  This standard amended SFFAS No. 7, Revenue and Other Financing Sources, by:

Elaborating the special accountability needs associated with dedicated collections; •	

Separating dedicated collections into two categories – earmarked funds and fiduciary activity; and•	

Defining, and providing accounting and reporting guidance for earmarked funds.  •	

Earmarked funds are financed by specifically identified revenues, often supplemented by other financing sources, 
which remain available over time. These specifically identified revenues and other financing sources are required by 
statute to be used for designated activities or purposes. SSFAS No. 27 defines the following three criteria for deter-
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mining an earmarked fund: (1) A statute committing the Federal Government to use specifically identified revenues 
and other financing sources not used in the current period for future use to finance the designated activities, benefits, 
or purposes; (2) Explicit authority for the earmarked fund to retain revenues and other financing sources not used in 
the current period for future use to finance the designated activities, benefits, or purposes; and (3) A requirement to 
account for and report on the receipt, use, and retention of the revenues and other financing sources that distinguished 
the earmarked fund from the Federal Government’s general revenues.

T.  Allocation Transfers 

The Treasury Department is a party to allocation transfers with other federal agencies as both a transferring (parent) 
entity and/or a receiving (child) entity. Allocation transfers are legal delegations by one department of its authority 
to obligate budget authority and outlay funds to another department. A separate fund account (allocation account) is 
created in the U.S. Treasury as a subset of the parent fund account for tracking and reporting purposes. All allocation 
transfers of balances are credited to this account, and subsequent obligations and outlays incurred by the child entity 
are charged to this allocation account as they execute the delegated activity on behalf of the parent. Beginning in fiscal 
year 2007, parent federal agencies report both the proprietary and budgetary activity and the child agency does not 
report any financial activity related to budget authority allocated from the parent federal agency to the child federal 
agency. The Treasury Department had no significant allocation transfers to report in fiscal years 2008 and 2007.

The Treasury Department allocates funds, as the parent, to the Department of Energy. OMB allows certain exceptions 
to allocation reporting for certain funds. Accordingly, the Treasury Department has reported certain funds for which 
the Treasury Department is the child in the allocation transfer, but in compliance with OMB Circular No. A-136 
(see II.4.2 question 5 for three exceptions), will report all activities relative to these allocation transfers in the Treasury 
Department’s financial statements. The Treasury Department receives allocation transfers, as the child, from the 
Agency for International Development.

U. Credit Reform Accounting

The authoritative guidance for the credit reform portion of these statements are contained primarily in SFFAS No. 2, 
Accounting for Direct Loans and Loan Guarantees, as amended by SFFAS No. 18, Amendments to Accounting Standards 
for Direct Loans and Loan Guarantees, SFFAS No. 19, Technical Amendments to Accounting Standards for Direct Loans 
and Loan Guarantees. This guidance was promulgated as a result of the Federal Credit Reform Act (FCRA) of 1990. 

The FCRA requires that the ultimate costs of a credit program be calculated, and the budgetary resources obtained, 
before the direct loan obligations are incurred. The cost of loan guarantee programs is the net present value of the 
estimated future cash flows from payments (for claims, interest rate subsidies). The primary purpose of the FCRA, 
which became effective on October 1, 1991, is to more accurately measure the cost of federal credit programs and to 
place the cost of such credit programs on a basis equivalent with other federal spending.

SFFAS No. 2, which generally mirrors the requirements of the FCRA, established guidance for estimating the cost of 
direct and guaranteed loan programs, as well as for recording direct loans and liability for loan guarantees for financial 
reporting purposes. SFFAS No. 2 states that the actual and expected costs of federal credit programs should be fully 
recognized in both budgetary and financial reporting. To accomplish this, agencies first predict or estimate the future 
performance of direct and guaranteed loans when preparing their annual budgets. The data used for these budgetary 
estimates are re-estimated after the fiscal year-end to reflect changes in actual loan performance and actual interest 
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rates in effect when the loans were issued. The re-estimate data are then used to report the cost of the loans disbursed 
under the direct or guaranteed loan program as a “Program Cost” in the agencies’ Statement of Net Cost.

The FCRA establishes budgetary and financing control for each credit program through the use of the program, 
financing and negative subsidy receipt accounts for direct loans obligated after September 30, 1991. The FCRA estab-
lishes the use of the program, financing, and general fund receipt for direct loans obligated after September 30, 1991 
(Credit Reform). These accounts are classified as either budgetary or non-budgetary in the Combined Statements of 
Budgetary Resources. The budgetary accounts include the program accounts and receipt accounts. The non-budgetary 
accounts consist of the credit reform financing accounts.

The program account is a budget account that receives and obligates appropriations to cover the subsidy cost of a 
direct loan or guarantee and disburses the subsidy cost to the financing account. The program account also receives ap-
propriations for administrative expenses. The financing account is a non-budgetary account that records all of the cash 
flows resulting from Credit Reform direct loans or loan guarantees. It disburses loans, collects repayments and fees, 
makes claim payments, holds balances, borrows from U.S. Treasury Bureau of the Public Debt, earns or pays interest, 
and receives the subsidy cost payment from the program account.

The general fund receipt account is a budget account used for the receipt of amounts paid from the financing account 
when there is a negative subsidy from the original estimate or a downward re-estimate. In most cases, the receipt 
account is a general fund receipt account and amounts are not earmarked for the credit program. They are available 
for appropriations only in the sense that all general fund receipts are available for appropriations. Any assets in this 
account are non-entity assets and are offset by intragovernmental liabilities. At the beginning of the following fiscal 
year, the fund balance in the general fund receipt account is transferred to the U.S. Government General Fund. 

V. Investments

Treasury records investments in non-federal financial securities at acquisition cost at the date of purchases in ac-
cordance with OMB A-136. Disclosure of market values are made as of year end and any permanent impairment is 
recorded.
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2. funD balanCe

Fund Balance with Treasury is the aggregate amount of the Treasury Department’s accounts with the U.S. 
Government’s central accounts from which the Treasury Department is authorized to make expenditures and pay 
liabilities. It is an asset because it represents the Treasury Department’s claim to the U.S. Government’s resources. Fund 
balance with Treasury is not equivalent to unexpended appropriations, because it also includes non-appropriated revolv-
ing and enterprise funds, suspense accounts, and custodial funds such as deposit funds, special funds, and trust funds. 

Fund Balances: As of September 30, 2008 and September 30, 2007, fund balances consisted of the following (in 
millions): 

2008 2007

Appropriated	Funds	(see	Note	24) $ 272,561 $ 72,897

Revolving	Funds 1,837 912

Trust	Funds 2 8

Clearing	Funds 26 10

Deposit	Funds 587 542

Special	Funds 299 395

Other	Funds	(Receipts	and	Suspense	Funds) 56 3

Total Fund Balances $ 275,368 $ 74,767

As of September 30, 2008 and September 30, 2007, the status of fund balances consisted of the following (in 
millions): 

Status of Fund Balance with Treasury 2008 2007

Unobligated	Balance	–	Available	(see	Note	24) $ 242,939 $ 17,843

Unobligated	Balance	–	Unavailable 11,395 10,995

Obligated	Balance	not	yet	Disbursed 56,868 57,310

Subtotal $ 311,202 $ 86,148

Adjustment	for	Non-Budgetary	Funds 669 556

Adjustment	for	Borrowing	Authority (29,810) (5,716)

Adjustment	for	Intra-Treasury	Investments	 (5,530) (5,280)

Adjustment	for	Imprest	Funds (4) (4)

Adjustment	for	Other	Budgetary	Resources	Not	in	Fund	

Balance	–	Cash	and	Other	Assets (4,838) (4,616)

Authority	Unavailable	for	Obligation 3,679 3,679

Total Status of Fund Balance $ 275,368 $ 74,767

For ESF, the above balances only include unobligated balances related to the ESF insurance program that began in 
fiscal year 2008.  Otherwise, ESF does not have Fund Balance with Treasury.  Accordingly, while other ESF bal-
ances are included on the Statement of Budgetary Resources (SBR), they are not a component of Fund Balance with 
Treasury. The ESF balances displayed on the SBR include components of cash, foreign currency, and other monetary 
assets (Note 5).
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As of September 30, 2008 and September 30, 2007, the Treasury Department did not have any budgetary authority in 
Fund Balance with Treasury that was specifically withheld from apportionment by OMB. The balances in non-entity 
funds, such as deposit funds, are being held in a fiduciary capacity by the Treasury Department for the public or for 
another federal entity, such as the General Fund of the U.S. Government. Such funds have an offsetting liability 
equal to fund balance. See Note 8 regarding restrictions related to the line of credit held on the U.S. Quota in the 
International Monetary Fund. 
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3. lOans, interest reCeiVable anD CreDit PrOgraM 
reCeiVables - MOrtgage baCkeD seCurities 

Loans and Interest Receivable: 
As of September 30, 2008 and September 30, 2007, intra-governmental loans (issued by the FFB) and interest receiv-
able consisted of the following (in millions):

entity intra-governmental:
Loans 

Receivable 
Interest 

Receivable
2008 Total

Loans 
Receivable 

Interest 
Receivable

2007 Total

Executive	Office	of	the	President $ 680 $ 8 $ 688 $ 836 $ 9 $ 845

Department	of	Agriculture 26,326 50 26,376 25,604 300 25,904

United	States	Postal	Service 7,200 1 7,201 4,200 3 4,203

General	Services	Administration 2,098 37 2,135 2,151 38 2,189

Department	of	Housing	and	Urban	Development 691 84 775 791 96 887

Department	of	Education 338 3 341 315 4 319

Department	of	Defense 17 0 17 70 1 71

National	Credit	Union	Administration 1,109 0 1,109 0 0 0

Other	Agencies	 18 0 18 25 1 26

Subtotal-Entity $ 38,477 $ 183 $ 38,660 $ 33,992 $ 452 $ 34,444

The FFB issues the above loans to federal agencies for their own use or to private sector borrowers, whose loans are 
guaranteed by the federal agencies. When a federal agency has to honor its guarantee because a private sector bor-
rower defaults, the federal agency that guaranteed the loan must obtain an appropriation or use other resources to 
repay the FFB. Loan principal and interest are backed by the full faith and credit of the U.S. Government, except for 
loans to the U.S. Postal Service. The FFB has not incurred and does not expect to incur any credit-related losses on its 
loans and accordingly, has not recorded an allowance for uncollectable intra-governmental loans.

non-entity intra-governmental:

Loans 
Receivable 

Interest 
Receivable

2008 Total
Loans 

Receivable 
Interest 

Receivable
2007 Total

Department	of	Agriculture $ 51,192 $ 9 $ 51,201 $ 49,133 $ 64 $ 49,197

Department	of	the	Interior 323 393 716 345 513 858

Federal	Communications	Commission 113 0 113 106 0 106

Department	of	Veterans	Affairs 1,575 0 1,575 1,047 27 1,074

Railroad	Retirement	Board 3,096 69 3,165 2,945 73 3,018

Small	Business	Administration 9,463 0 9,463 11,366 0 11,366

Department	of	Housing	and	Urban	Development 4,832 0 4,832 4,573 0 4,573

Department	of	Energy 2,186 20 2,206 2,241 (8) 2,233

Department	of	Education 128,331 0 128,331 103,973 0 103,973

Export	Import	Bank	of	the	U.	S. 2,929 0 2,929 4,364 0 4,364

Department	of	Homeland	Security 17,360 359 17,719 17,787 367 18,154

Other	Agencies	 3,944 0 3,944 3,545 27 3,572

Subtotal Non-Entity $ 225,344 $ 850 $ 226,194 $ 201,425 $ 1,063 $ 202,488

Total Intra-governmental Loans and Interest 
Receivable Entity and Non-Entity $ 264,854 $ 236,932
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BPD accounts for and reports on the principal borrowings from and repayments to the General Fund of the United 
States for approximately 80 funds managed by other federal agencies, as well as the related interest due to the General 
Fund. These agencies are statutorily authorized to borrow from the General Fund, through BPD, to make loans for a 
broad range of purposes, such as education, housing, farming, and small business support.

entity and non-entity non-federal:

As of September 30, 2008 and September 30, 2007, loans and interest receivable from non-federal entities consisted 
of the following (in millions): 

Entity Non-entity
2008  
Total Entity Non-entity

2007  
Total

Direct	Loans $ 62 $ 128 $ 190 $ 63 $ 131 $ 194

Interest	Receivable	 0 2 2 1 2 3

Less:	Allowance	and	Subsidy	Cost	 (20) 0 (20) (22) 0 (22)

Total Non-Federal Loans and Related Interest Receivable $ 42 $ 130 $ 172 $ 42 $ 133 $ 175

Other amounts include certain loans and credits issued by the United States to various foreign governments. The 
agreements with each debtor government vary as to dates, interest rates, method of payment, and billing procedures. 
All such loans and credits represent legally valid and outstanding obligations of foreign governments, and the U.S. 
Government has not waived or renounced its rights with respect to any of them. The loans are due and payable in U.S. 
denominations. 

Credit Program Receivables 
In fiscal year 2008, the Treasury Department began a program to support the availability of mortgage financing for 
millions of Americans and to mitigate pressures on mortgage rates. Under this program, Treasury purchases GSE 
MBS in the open market (note 24). This program is accounted for under credit reform accounting. 

Mbs Purchase Program:

Congress granted Treasury authority to purchase mortgage-backed securities (MBS) issued by Government 
Sponsored Enterprises (GSEs) in the Housing and Economic Recovery Act of 2008. The authority expires on 
December 31, 2009. To promote stability in the mortgage market, Treasury’s makes MBS purchases in the open 
market. GSE MBS are credit-guaranteed by the GSEs and Treasury plans to hold its portfolio of MBS to maturity 
unless, based on mortgage market conditions, sales are necessary. This program was implemented to help improve 
the availability of mortgage credit to American homebuyers and mitigate pressures on mortgage rates. By purchasing 
these securities, Treasury seeks to broaden access to mortgage funding for current and prospective homeowners as 
well as to promote market stability. The scale of the program will be based on developments in the capital markets and 
housing markets.

The MBS program is accounted for under the provisions of the Federal Credit Reform Act, section 13201 of the 
Omnibus Budget Reconciliation Act of 1990, P.L. No. 101-508, dated November 5, 1990. Treasury develops subsidy 
estimates, re-estimates, and rates based on anticipated cash flows from the purchases of MBS. Factors that impact 
these cash flows and the subsidy rate include the interest coupons on the securities, the discount or premium paid 
at the time of purchase, the speed of mortgage prepayments, and the probability of GSE failure. A positive subsidy 
reflects the cost to the Government of the program and a negative subsidy reflects earnings on the program. The 
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fiscal year 2008 GSE MBS subsidy rate was negative, indicating Treasury expects to earn a return on its investments 
in these securities. 

As of September 30, 2008, the Treasury agent responsible for MBS purchases was in receipt of $1,689 million that 
was recorded as an advance which accounts for the increase, in other assets, in fiscal year 2008 to $1,714 million. This 
amount was to purchase MBS, however, the purchases were not made until after September 30, 2008.

gse Credit facility program: 

Congress granted Treasury authority to make credit available to GSE in the Housing and Economic Recovery Act 
of 2008. The GSE credit facility program (GSECF) will offer liquidity if needed until December 31, 2009. This will 
ensure credit availability to the GSEs and provide secured funding on an as needed basis under terms and conditions 
established by the Treasury Secretary to protect taxpayers. Fannie Mae, Freddie Mac, and the Federal Home Loan 
Banks are eligible to borrow under this program if needed. Funding will be provided directly by Treasury in exchange 
for eligible collateral from the GSEs which will be limited to guaranteed mortgage-backed securities issued by Freddie 
Mac and Fannie Mae as well as advances made by the Federal Home Loan Banks. All such assets pledged against loans 
will be accepted with appropriate collateral margins as determined by Treasury. Loan requests will require approval 
from Treasury and verification that adequate collateral has been pledged.

The GSECF program is accounted for under the provisions of the Federal Credit Reform Act, section 13201 of the 
Omnibus Budget Reconciliation Act of 1990, P.L. No. 101-508, dated November 5, 1990. Treasury develops subsidy 
estimates, re-estimates, and rates based on anticipated cash flows from the credit facility. Factors that impact these 
cash flows and the subsidy rate include the interest rate on loans and the probability of GSE failure. A positive subsidy 
reflects the cost to the Government of the program and a negative subsidy reflects earnings on the program. The 
GSECF was not utilized in fiscal year 2008 and no loans were made. 

Direct Mbs Purchase Program and gse Credit facility Obligated(in millions):

Programs

Loan  
Receivable,  

Gross
Interest  

Receivable
Foreclosed  

Property

Allowance for 
Subsidy Cost  

(Present Value)

Value of Assets 
Related to  

Direct Loan

MBS $ 3,311 $ 0 $ 0 $ 74 $ 3,385

Credit	Facility 0 0 0 0 0

Total Obligated $ 3,311 $ 0 $ 0 $ 74 $ 3,385

total amount of Mbs purchases and gse Credit facility Disbursed (in millions):

Programs Current Year

MBS $ 3,311

Credit	Facility 0

Total Obligated $ 3,311
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subsidy expense fiscal year 2008 (in millions):

Programs
Interest  

Differential Defaults
Fees and Other 

Collections Other Total

MBS $ (62) $ 8 $ 0 $ 0 $ (54)

Credit	Facility 0 0 0 0 0

Total Subsidy Expense $ (62) $ 8 $ 0 $ 0 $ (54)

total Mbs Purchases and gse Credit facility subsidy expense (in millions):

Programs Fiscal Year 2008

MBS $ (54)

Credit	Facility 0

Total $ (54)

subsidy rates for Mbs Purchases and gse Credit facility, budget subsidy rates for programs 
in the current year cohorts (in dollars):

Programs
Interest  

Differential Defaults
Fees and Other 

Collections Other Total

MBS,	Cohort	2008 $ (1.86) $ 0.24 $ 0 $ 0 $ (1.62)

Credit	Facility 0 0 0 0 0

Total Subsidy rates $ (1.86) $ 0.24 $ 0 $ 0 $ (1.62)

schedule for reconciling subsidy Cost allowance balances (in millions):
2008

Beginning Balances, Changes, and Ending Balance

Beginning	Balance	of	the	subsidy	cost	allowance $ 0

Add:	subsidy	expense	for	disbursements:

	(a)	Interest	rate	differential	cost (62)

	(b)	Default	Costs	(net	of	recoveries) 	8

	(c)	Fees	and	other	collections 0

	(d)	Other	subsidy	costs 0

Total	of	the	above	subsidy	expense	components (54)

Adjustments:

	(a)	Loan	Modifications 	0

	(b)	Fees	received 0

	(c)	Foreclosed	property	acquired 0

	(d)	Loans	written	off 0

	(e)	Subsidy	allowance	amortized (20)

Ending	Balance	subsidy	cost	allowance	before	re-estimates 	(74)

Add	or	subtract	subsidy	re-estimates	by	component:

	(a)	Interest	rate	re-estimate 0

	(b)	Technical	default	re-estimate 0

Total	of	the	above	re-estimate	components 	0

Ending balance of the subsidy cost allowance $ (74)
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4. Due frOM the general funD anD Due tO  
the general funD

The Treasury Department is responsible for managing various assets and liabilities on behalf of the U.S. Government 
as a whole. Due from the General Fund represents amounts required to fund liabilities managed by Treasury on behalf 
of the U.S. Government. Liabilities managed by the Treasury Department are comprised primarily of the federal debt. 
Due to the General Fund represents assets held for the General Fund of the U.S. Government. 

As of September 30, 2008 and September 30, 2007, Due from and Due to the General Fund, included the following 
non-entity assets and liabilities (in millions):

Liabilities Requiring Funding from the General Fund: 2008 2007

Federal	Debt	and	Interest	Payable	 $ 5,812,694 $ 5,054,250

Federal	Debt	and	Interest	Payable	-	Intra-governmental 4,262,414 3,974,788

Refunds	Payable 3,076 1,684

Adjustment	for	Eliminated	Liabilities 22,579 21,902

Total Due from the General Fund $ 10,100,763 $ 9,052,624

Assets to be Distributed to the General Fund:

Fund	Balance $ 215 $ 222

Advances	to	the	Black	Lung	Trust	Fund 10,484 10,058

Cash	Held	by	the	Treasury	(Note	5) 364,594 70,347

Foreign	Currency	 31 91

Custodial	Gold	and	Silver	held	by	the	U.S.	Mint	without	certificates 25 25

Loans	and	Interest	Receivable	-	Intra-governmental	 226,194 202,488

Loans	and	Interest	Receivable	 130 133

Investments	in	GSEs	(Note	24) 7,032 0

Accounts	Receivable	-	Intra-governmental	 372 368

Tax	and	Other	Non-Entity	Receivables 30,489 27,395

Miscellaneous	Assets 12 9

Adjustment	for	Eliminated	Assets	 27,534 17,837

Total Due to the General Fund $ 667,112 $ 328,973

The Adjustment for Eliminated Intra-Treasury liabilities mainly represents investments in U.S. Government securities 
held by Treasury reporting entities that were eliminated against Federal Debt and Interest Payable. The Adjustment 
for Eliminated Intra-Treasury assets mainly represents loans and interest payable owed by reporting entities that are 
consolidated with Treasury, which were eliminated against Loans and Interest Receivable held by the Bureau of the 
Public Debt.

On the Balance Sheet, Treasury reported $30,878 million in Tax, Other, and Related Interest Receivables as of 
September 30, 2008 ($27,559 million as of September 30, 2007). However, only $30,489 million is reported as Due 
to the General Fund of the U.S. Government ($27,395 million as of September 30, 2007). The difference is attribut-
able to the exclusion of amounts which will be paid to others outside the U.S. Government, and miscellaneous entity 
receivables (Note 10).
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5. Cash, fOreign CurrenCy, anD Other MOnetary assets

Cash, foreign currency, and other monetary assets held as of September 30, 2008 and September 30, 2007 were as 
follows (in millions): 

Entity: 2008 2007

Cash $ 19 $ 32

Foreign	Currency 12,758 12,081

Other	Monetary	Assets:

Special	Drawing	Rights 9,464 9,363

Other	 88 153

Subtotal - Entity $ 22,329 $ 21,629

Non-Entity:

Operating	Cash	of	the	U.S.	Government	(see	Note	24) $ 364,273 $ 69,701

Foreign	Currency 31 91

Miscellaneous	Cash	held	by	all	Treasury	sub-components 637 909

Subtotal - Non-Entity $ 364,941 $ 70,701

Total Cash, Foreign Currency, and Other Monetary Assets $ 387,270 $ 92,330

Non-entity Operating Cash and Other Cash of the U.S. Government held by Treasury disclosed above consisted of 
the following (in millions): 

2008 2007

Operating	Cash	of	the	U.S.	Government $ 39,209 $ 69,797

Operating	Cash	-	Federal	Reserve	Account	(see	Note	24) 332,480 5,539

Subtotal $ 371,689 $ 75,336

Outstanding	Checks	 (7,416) (5,635)

Total Operating Cash of the U.S. Government 364,273 69,701

Other	Cash 386 700

Subtotal 364,659 70,401

Amounts	Due	to	the	Public	 (65) (54)

Total Cash Due to the General Fund (See Note 4) $ 364,594 $ 70,347

 Entity

Entity cash, foreign currency, and other monetary assets primarily include Foreign Currency Denominated Assets 
(FCDA), Special Drawing Rights (SDR), and forfeited cash. SDR and FCDA are valued as of September 30, 
2008 and September 30, 2007, using current exchange rates plus accrued interest, at September 30, 2008 and 2007. 
“Other” includes U.S. dollars restricted for use by the International Monetary Fund (IMF), which are maintained 
in two accounts at the Federal Reserve Bank of New York. 

The foreign currency holdings are normally invested in interest bearing securities issued by or held through foreign 
governments or monetary authorities. FCDA with original maturities of three months or less, were valued at 
$9.3 billion as of September 30, 2008 ($7.6 billion as of September 30, 2007). Other FCDA with maturities greater 
than three months are also held. As of September 30, 2008, FCDA with maturities greater than three months were 
valued at $3.5 billion ($4.5 billion as of September 30, 2007).
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The SDR are international reserve assets created by the IMF. It was created as a supplement to existing reserve assets 
and on several occasions SDR have been allocated by the IMF to members participating in the IMF’s SDR depart-
ment. The SDR value as reserve assets derive, essentially, from the commitments of participants to hold and accept 
SDR and to honor various obligations connected with their proper functioning as a reserve asset. 

The Special Drawing Rights Act of 1968 authorizes the Secretary of the Treasury to issue certificates, not to exceed 
the value of SDR holdings, to the Federal Reserve Bank in return for interest free dollar amounts equal to the face 
value of certificates issued. The certificates may be issued for the purpose of financing the acquisition of SDR from 
other countries or to provide resources for the financing of the Treasury Department’s ESF activities. Certificates 
issued are to be redeemed by the Treasury Department at such times and in such amounts as the Secretary of the 
Treasury may determine. As of September 30, 2008, the value of the certificates issued to Federal Reserve Banks 
amounted to $2.2 billion ($2.2 billion as of September 30, 2007).

On a daily basis, the IMF calculates the value of the SDR using the market value, in terms of the U.S. dollar, from the 
amounts of each of four freely usable weighted currencies, as defined by the IMF. These currencies are the U.S. dollar, 
the European euro, the Japanese yen, and the British pound sterling. Treasury’s SDR holdings (assets resulting from 
various SDR related activities including remuneration received on interest earned on the U.S. reserve position – see 
Note 8) and allocations from the IMF (liabilities of the U.S. coming due only in the event of a liquidation of, or U.S. 
withdrawal from the SDR department of the IMF, or cancellation of SDR) are revalued monthly based on the SDR 
valuation rate calculated by the IMF.

Pursuant to the IMF Articles of Agreement, SDR allocated to or otherwise acquired by the United States are 
permanent resources unless:

canceled by the Board of Governors based on an 85 percent majority decision of the total voting power of the a. 
Executive Board of the IMF

the SDR Department of the IMF is liquidatedb. 

the IMF is liquidated orc. 

the United States chooses to withdraw from the IMF or terminate its participation in the SDR Department.d. 

Except for the payment of interest and charges on SDR allocations to the United States, the payment of the Treasury 
Department’s commitment related to SDR allocations is conditional on events listed above, in which the United 
States has a substantial or controlling voice. Allocations of SDR were made on January 1, 1970, 1971, 1972, 1979, 
1980, and 1981. Since 1981, the IMF has made no further allocations of SDR. As of September 30, 2008, the amount 
of SDR holdings of the United States was the equivalent of $ 9.4 billion and the amount of SDR allocations to the 
United States was the equivalent of $ 7.6 billion. As of September 30, 2007, the amount of SDR holdings of the 
United States was the equivalent of $ 9.3 billion and the amount of SDR allocations to the United States was the 
equivalent of $7.6 billion. 

During fiscal year 2008, the Treasury Department received remuneration on the U.S. reserve position in the IMF, at 
the prevailing rates, in the amount of $59 million equivalent of SDR ($107 million equivalent of SDR during fiscal 
year 2007), and paid the General Fund of the Federal Government $0.01 million ($0.5 million in fiscal year 2007) in 
interest on these funds until they were transferred to the General Fund. 
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 Non-Entity

Non-entity cash, foreign currency, and other monetary assets include the Operating Cash of the U.S. Government, 
managed by the Treasury Department. Also included is foreign currency maintained by various U.S. and military 
disbursing offices. It also includes seized monetary instruments, undistributed cash, and offers in compromises which 
are maintained as the result of the Treasury Department’s tax collecting responsibilities.

The Operating Cash of the U.S. Government represents balances from tax collections, other revenues, federal debt 
receipts, and other various receipts net of checks outstanding, which are held in the Federal Reserve Banks, foreign 
and domestic financial institutions, and in U.S. Treasury tax and loan accounts at commercial banks.

On September 18, 2008, the BPD began issuing specific cash management bills to fund the Supplementary Financing 
Program (SFP). The SFP is a temporary program that was announced by the Treasury Department and the Federal 
Reserve on September 17, 2008. The purpose of the program is to provide emergency cash for the Federal Reserve 
initiatives aimed at addressing the ongoing crisis in financial markets. As of September 30, 2008, there were a total of 
eight cash management bills outstanding that totaled $300 billion (Notes 14, 24, and 25). 

Operating Cash of the U.S. Government is either insured (for balances up to $100,000), as of September 30, 2008, by 
the Federal Deposit Insurance Corporation (FDIC) or collateralized by securities pledged by the depository institu-
tions and held by the Federal Reserve Banks, or through securities held under reverse repurchase agreements.
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6. gOlD anD silVer reserVes, anD gOlD CertifiCates 
issueD tO feDeral reserVe banks

The Treasury Department is responsible for safeguarding most of the U.S. Government’s gold and silver reserves in 
accordance with 31 USC 5117. The consolidated Balance Sheets also reflect the value of the gold being held in the 
Federal Reserve Bank of New York (FRBNY). 

Gold reserves being held by the Treasury Department are offset by a liability for gold certificates issued by the 
Secretary of the Treasury to the Federal Reserve as provided in 31 USC 5117. Since 1934, Gold Certificates have been 
issued in non-definitive or book-entry form to the Federal Reserve. The Treasury Department’s liability incurred by 
issuing the Gold Certificates is limited to the gold being held by the Treasury Department at the legal standard value 
established by law. Upon issuance of Gold Certificates to the Federal Reserve, the proceeds from the certificates are 
deposited into the operating cash of the U.S. Government. All of the Treasury Department’s certificates issued are 
payable to the Federal Reserve. 

The deep storage gold and silver reserves are reported at the values stated in 31 U. S. C. § 5116 and § 5117 (statu-
tory rates) which are $42.2222 per fine troy ounce (FTO) of gold and no less than $1.292929292 per FTO of silver. 
Accordingly, the silver is valued at $1.292929292 per FTO. The gold and silver reserves are in the custody of the U.S. 
Mint and FRBNY. The U.S. Mint holds gold and silver reserves without certificates (Note 4). As of September 30, 
2008 and September 30, 2007, the gold and silver reserves consisted of the following (in millions):

FTOs Statutory Rate
9/30/08 

 Statutory Value Market Rate 
9/30/08  

Market Value

Gold 248,046,116 $ 42.2222 $ 10,473 $ 884.50 $ 219,397

Gold	Held	by	Federal	Reserve 13,452,784 42.2222 568 884.50 11,899

Subtotal - Gold 261,498,900 $ 11,041 $ 231,296

Silver 16,000,000 $ 1.292929292 $ 21 $ 12.96 $ 207

Total Gold and Silver Reserves $ 11,062 $ 231,503

FTOs Statutory Rate
9/30/07 

Statutory Value Market Rate 
9/30/07  

Market Value

Gold 248,046,116 $ 42.2222 $ 10,473	 $ 743.00 $ 184,298

Gold	Held	by	Federal	Reserve 13,452,784 42.2222 568	 743.00 9,996

Subtotal - Gold 261,498,900 $ 11,041 $ 194,294

Silver 16,000,000 $ 1.292929292 $ 21 $ 13.65 $ 218

Total Gold and Silver Reserves $ 11,062 $ 194,512
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7. inVestMents anD relateD interest

Investments in U.S. Government securities held by Treasury Department entities have been eliminated against the 
federal debt liability for financial reporting purposes (Note 4). The ESF holds most of the Treasury Department’s 
other investments. Securities that the Treasury Department has both the positive intent and ability to hold to maturity 
are classified as investment securities held to maturity and are carried at historical cost, adjusted for amortization of 
premiums and accretion of discounts. Foreign investment holdings are normally invested in interest bearing securities 
issued or held through foreign governments or monetary authorities (Note 5). 

As of September 30, 2008 and September 30, 2007, entity investments in foreign investment holdings consisted of the 
following (in millions):

Type of Investment

Cost/
Acquisition

Value

Unamortized 
(Premium)/ 

Discount Net Investment
Interest 

Receivable

9/30/08 
Investment 

Balance 

9/30/08
Market
 Value

Euro	Bonds	&	Notes $ 4,477 $ 29 $ 4,506 $ 115 $ 4,621 $ 4,641

Japanese	Government	Bonds 5,908 3 5,911 11 5,922 5,935

Other	Investments 39 (6) 33 0 33 33

Total	Non-Federal	 $ 10,424 $ 26 $ 10,450 $ 126 $ 10,576 $ 10,609

Type of Investment

Cost/ 
Acquisition 

Value

Unamortized 
(Premium)/ 

Discount Net Investment
Interest 

Receivable

9/30/07 
Investment 

Balance 

9/30/07  
Market  

Value

Euro	Bonds	&	Notes $ 4,338 $ 52 $ 4,390 $ 113 $ 4,503 $ 4,462

Japanese	Government	Bonds 5,520 9 5,529 8 5,537 5,538

Other	Investments 40 (6) 34 0 34 34

Total	Non-Federal	 $ 9,898 $ 55 $ 9,953 $ 121 $ 10,074 $ 10,034

On September 7, 2008 the Treasury Department entered into senior preferred stock purchase agreements with each 
GSE. In exchange for entering into these agreements, Treasury Department initially received from each GSE: (1) 
1,000,000 shares of non-voting variable liquidation preference senior preferred stock with a liquidation preference 
value of $1,000 per share and (2) warrants for the purchase at a nominal cost of 79.9percent of common stock on 
a fully-diluted basis. The warrants expire on September 7, 2028 (Note 24). The GSE preferred stock and warrants 
for common stock were valued (Notes 1Q and 24) as of the initial date at cost of $7,032 million and also valued at 
September 30, 2008 at $12,374 million. As of September 30, 2008, GSE investments consisted of the following (in 
millions):

GSE Investment

Cost/ 
Appraisal

Value

Unamortized 
(Premium) 

Discount Net Investment
Interest 

Receivable

9/30/08 
Investment 

Balance 

9/30/08
Appraisal

 Value

Fannie	Mae	Sr.	Preferred	Stock $ 840 $ 0 $ 840 $ 0 $ 840 $ 741

Freddie	Mac	Sr.	Preferred	Stock 824 0 824 0 824 727

Fannie	Mae	Warrants	Common	Stock 3,104 0 3,104 0 3,104 6,507

Freddie	Mac	Warrants	Common	Stock 2,264 0 2,264 0 2,264 4,399

Total	GSE	Investment	 $ 7,032 $ 0 $ 7,032 $ 0 $ 7,032 $ 12,374
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8. reserVe POsitiOn in the internatiOnal MOnetary funD

The United States participates in the IMF through a quota subscription. Quota subscriptions are paid partly through 
the transfer of reserve assets, such as foreign currencies or SDR, which are international reserve currency assets created 
by the IMF, and partly by making domestic currency available as needed through a non-interest-bearing letter of 
credit. This letter of credit, issued by the Treasury Department and maintained by the FRBNY, represents the bulk 
of the IMF’s holdings of dollars. Approximately one quarter of one percent of the U.S. quota is maintained in cash 
balances in an IMF account at FRBNY.

While resources for transactions between the IMF and the United States are appropriated, they do not result in net 
budgetary outlays. This is because U.S./IMF quota transactions constitute an exchange of monetary assets in which 
the United States receives an equal offsetting claim on the IMF in the form of an increase in the U.S. reserve position 
in the IMF, which is interest-bearing and can be drawn at any time for balance of payments needs. When the IMF 
draws dollars from the letter of credit to finance its operations and expenses, the drawing does not represent a net 
budget outlay on the part of the United States because there is a commensurate increase in the U.S. reserve position. 
When the IMF repays dollars to the United States, no net budget receipt results because the U.S. reserve position 
declines concurrently in an equal amount.

As of September 30, 2008 and 2007, the U.S. quota in the IMF was 37.1 billion SDR, valued at approximately $57.8 
billion. The quota consisted of the following (in millions):

2008 2007

Letter	of	Credit	1 $ 53,012 $ 53,212

U.S.	Dollars	Held	in	Cash	by	the	IMF	1 88 152

Reserve	Position	2 4,750 4,464

U.S. Quota in the IMF $ 57,850 $ 57,828

1 This amount is included in entity appropriated funds under Note 2, Fund 
Balance with Treasury, and unexpended appropriations – Obligations/ 
Undelivered orders.

2 This amount is included in the Cumulative Results of Operations. 

The U.S. reserve position is denominated in SDR, as is the U.S. quota. Consequently, fluctuations in the value of the 
dollar with respect to the SDR results in valuation changes in dollar terms for the U.S. reserve position in the IMF as 
well as the IMF letter of credit. The Treasury Department periodically adjusts these balances to maintain the SDR value 
of the U.S. quota and records the change as a deferred gain or loss in its cumulative results of operations. These adjust-
ments, known as maintenance of value adjustments, are settled annually after the close of the IMF financial year on 
April 30. Such adjustments do not involve a flow of funds. At April 30, 2008, the annual settlement with the IMF re-
sulting from the depreciation of the dollar against the SDR since April 30, 2007, called for an upward adjustment of the 
U.S. quota by $3.4 billion and a corresponding decrease to Unexpended Appropriations on the Statement of Changes 
in Net Position (At April 30, 2007, the depreciation of the dollar against the SDR since April 30, 2006, called for an 
upward adjustment of the U.S. quota by $1.793 billion and a corresponding decrease to Unexpended Appropriations.) 
The dollar balances shown above for the U.S. quota include accrued valuation adjustments. At September 30, 2008, the 
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Treasury Department recorded a net deferred valuation loss in the amount of $15.5 million for deferred maintenance of 
value adjustments needed at year end ($258.2 million valuation gain at September 30, 2007).

The United States earns “remuneration” (interest) on its reserve position in the IMF except for the portion of the 
reserve position originally paid in gold. Remuneration is paid quarterly and is calculated on the basis of the SDR 
interest rate. The SDR interest rate is a market-based interest rate determined on the basis of a weighted average 
of interest rates on short-term instruments in the markets of the currencies included in the SDR valuation basket. 
Payment of a portion of this remuneration is deferred as part of a mechanism for creditors and debtors to share the 
financial consequences of overdue obligations to the IMF, such as unpaid overdue interest, and to similarly share 
the burden of establishing any contingency accounts deemed necessary to reflect the possibility of non-repayment 
of relevant principal amounts. As overdue interest is paid, previously deferred remuneration corresponding to the 
creditors’ share of the burden of earlier nonpayment is included in the next payment of remuneration. The deferred 
remuneration corresponding to the creditors’ share of establishing the contingency accounts is usually paid when there 
are no longer any relevant overdue obligations or when the IMF Executive Board determines to pay the remuneration. 
There was no deduction in the remuneration paid by the IMF as a result of burden-sharing during fiscal years 2008 or 
2007. For fiscal years 2008 and 2007, the Treasury Department received $59 million and $107 million as remuneration 
(Note 5). 

In addition to quota subscriptions, the IMF maintains borrowing arrangements to supplement its resources in times 
of crisis when IMF liquidity is low. The United States currently participates in two such arrangements – the General 
Arrangements to Borrow (GAB) and the New Arrangements to Borrow (NAB). There were no U.S. loans outstanding 
under these arrangements in fiscal year 2008 and fiscal year 2007. The dollar equivalent of SDR $6.7 billion has been 
appropriated to finance U.S. participation in the GAB and NAB; as of September 30, 2008 and September 30, 2007, 
this amounted to $10.5 billion and $10.4 billion, respectively, in standing appropriations available for lending through 
the GAB or NAB as needed. As is the case for the U.S. quota in the IMF, budgetary treatment of U.S. participation 
in the GAB and NAB does not result in net budgetary outlays, since transactions under the GAB or NAB result in 
concurrent adjustments to the U.S. reserve position in the IMF.
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9. inVestMents in internatiOnal finanCial institutiOns

The Treasury Department participates in Multilateral Development Banks (MDBs) to support poverty reduction, 
private sector development, and transition to market economies and sustainable economic growth and development, 
thereby advancing the United States’ economic, political, and commercial interests abroad. The MDB consist of the 
World Bank Group (International Bank for Reconciliation and Development, International Finance Corporation, 
and Multilateral Investment Guarantee Agency), and five regional development banks (the African, Asian, European, 
Inter-American, and North American institutions), as enumerated in the table below. These investments are non-
marketable equity investments valued at cost.

As of September 30, 2008 and September 30, 2007, investments in international financial institutions consisted of the 
following (in millions):

2008 2007

African	Development	Bank $ 172 $ 172

Asian	Development	Bank 458 458

European	Bank	for	Reconstruction	and	Development 633 624

Inter-American	Development	Bank 1,482 1,480

International	Bank	for	Reconstruction	and	Development 1,985 1,985

International	Finance	Corporation 569 569

Multilateral	Investment	Guarantee	Agency 45 45

North	American	Development	Bank 202 188

Total $ 5,546 $ 5,521

Refer to Note 16 for a description of the contingent liability related to these institutions. 
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10. aCCOunts reCeiVable anD relateD interest 

A. Tax, Other, and Related Interest Receivables, Net

Tax, other, and related interest receivables include receivables from tax assessments, excise taxes, fees, penalties, and 
interest assessed and accrued that were not paid or abated, reduced by an estimate for uncollectible amounts. In 
addition to amounts attributed to taxes, interest income due on monies deposited in Federal Reserve Banks is also 
included in this line item.

As of September 30, 2008 and September 30, 2007, Tax, Other, and Related Interest Receivables, and Net, consisted 
of the following (in millions): 

Non-Entity: 2008 2007

IRS	Federal	Tax	Receivable,	Gross $ 112,067 $ 98,016

Less:	Allowance	on	Taxes	Receivable (83,046) (72,007)

Receivable,	Deposit	of	Earnings,	Federal	Reserve 1,465 1,291

Other	Receivables	and	Interest 28 105

Less:	Allowance	on	Other	and	Related	Interest	Receivable (19) (6)

Total Tax, and Other Non-Entity Receivables, Net $ 30,495 $ 27,399

Entity: 

Miscellaneous	Entity	Receivables	and	Related	Interest 383 160

Total Tax, Other and Related Interest Receivables, Net $ 30,878 $ 27,559

IRS federal taxes receivable constitute the largest portion of the receivables. IRS federal taxes receivable consists of tax 
assessments, penalties, and interest which were not paid or abated, and which were agreed to by either the taxpayer 
and IRS, or the courts. An allowance for doubtful accounts is established for the difference between the gross receiv-
ables and the portion deemed collectible. The portion of tax receivables estimated to be collectible and the allowance 
for doubtful accounts are based on projections of collectability from a statistical sample of taxes receivable. The 
Treasury Department does not establish an allowance for the receivable on deposits of Federal Reserve earnings. 

B. Intra-governmental Accounts and Related Interest Receivable

Intra-governmental accounts receivable and interest mainly represents non-entity payments made by the Treasury 
Department under the Contract Disputes Act ($368 million of the $396 million and $364 million of the $466 million 
displayed on the balance sheet for 2008 and 2007, respectively). Other federal agencies are required to reimburse the 
Treasury Department for payments made on their behalf, related to the Contract Disputes Act and the No Fear Act. 
These amounts are a receivable on the Treasury Department’s books, of the Financial Management Service, and a 
payable on the other federal agencies’ books until reimbursement is made. The remaining amount displayed as intra-
governmental accounts receivable and interest is related to miscellaneous intra-governmental transactions. 
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11. inVentOry anD relateD PrOPerty, net

Inventory and related property includes inventory, operating materials and supplies, and forfeited property held by 
Treasury. The Treasury Department’s operating materials and supplies are maintained for the production of bureau 
products. The Treasury Department maintains inventory accounts or balances (e.g., metals, paper, etc.) for use in man-
ufacturing currency and coins. The cost of these items is included in inventory costs, and is recorded as cost of goods 
sold upon delivery to customers. Inventory for check processing activities is also maintained. As of September 30, 
2008 and September 30, 2007, inventory and related property consisted of the following (in millions): 

2008 2007

Operating	materials	and	supplies	held	for	use $ 16 $ 	15

Operating	materials	and	supplies	held	in	reserve	for	future	use 24 23

Forfeited	property 100 85

Inventory	–	raw	materials 355 288

Inventory	–	work	in	process 86 117

Inventory	–	finished	goods 135 121

Allowance	for	inventories	and	related	property (18) (11)

Total Inventories and Related Property, Net $ 698 $  638
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12. PrOPerty, Plant, anD equiPMent, net

As of September 30, 2008 and September 30, 2007, property, plant, and equipment consisted of the following (in 
millions):

Depreciation 
Method Service Life Cost

Accumulated 
Depreciation

2008  
Net Book Value

Buildings,	structures,	and	facilities S/L 3	-	50	years $ 669 $ (297) $372

Furniture,	fixtures,	and	equipment S/L 2	-	20	years 3,376 (2,608) 768

Construction	in	progress N/A N/A 35 0 35

Land	and	land	improvements N/A N/A 12 0 12

Internal	use	software S/L 2	-10	years 1,151 (664) 487

Internal	use	software	in	development N/A N/A 205 0 205

Assets	under	capital	lease S/L 2	-	25	years 30 (20) 10

Leasehold	improvements S/L 2	-	25	years 580 (392) 188

Total $ 6,058 $ (3,981) $ 2,077

Depreciation 
Method

Service Life Cost
Accumulated 
Depreciation

2007  
Net Book Value

Buildings,	structures,	and	facilities S/L 3	-	50	years $ 658 $ (276) $ 382

Furniture,	fixtures,	and	equipment S/L 2	-	20	years 3,271 (2,503) 768

Construction	in	progress N/A N/A 27 0 27

Land	and	land	improvements N/A N/A 12 0 12

Internal	use	software S/L 2-10	years 1,116 (564) 552

Internal	use	software	in	development N/A N/A 148 0 148

Assets	under	capital	lease S/L 2	-	25	years 25 (12) 13

Leasehold	improvements S/L 2	-	25	years 526 (342) 184

Total $ 5,783 $ (3,697) $ 2,086

The service life ranges vary significantly due to the diverse nature of PP&E held by the Treasury Department. 

heritage assets

The Treasury Department Complex (Main Treasury Building and Annex) was declared a national historical landmark 
in 1972. The Treasury Department Complex is treated as a multi-use heritage asset and is expected to be preserved 
indefinitely. 
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13. nOn-entity assets

As of September 30, 2008 and September 30, 2007, non-entity assets consisted of the following (in millions):

Intra-governmental Assets: 2008 2007

	Fund	Balance	(Note	2) $ 889 $ 874

	Loans	and	Interest	Receivable	(Note	3) 226,194 202,488

	Accounts	Receivable	and	Related	Interest	(Note	10) 372 367

	Advances	to	the	Black	Lung	Trust	Fund	(Note	4) 10,484 10,058

	Due	from	the	General	Fund	(Note	4) 10,100,763 9,052,624

Total Non-Entity Intra-governmental Assets $ 10,338,702 $ 9,266,411

Cash,	Foreign	Currency,	and	Other	Monetary	Assets	(Note	5) 364,941 70,701

Gold	and	Silver	Reserves	(Note	6) 11,062 11,062

Loans	and	Interest	Receivable	(Note	3) 130 133

Investments	in	Government	Sponsored	Enterprises	(Note	7) 7,032 0

Tax,	Other,	and	Related	Interest	Receivable,	Net	(Note	10) 30,495 27,399

Miscellaneous	Assets 12 9

Total Non-Entity Assets $ 10,752,374 $ 9,375,715

Non-entity assets are those that are held by the Treasury Department but are not available for use by the Treasury 
Department. For example, Non-entity fund balance with Treasury represents unused balances of appropriations 
received by various Treasury Department entities to conduct custodial operations such as the payment of interest on 
the federal debt and refunds of taxes and fees. Non-entity loans and interest receivable represents loans managed by 
the Treasury Department on behalf of the U.S. Government. These loans are provided to federal agencies, and the 
Treasury Department is responsible for collecting these loans and transferring the proceeds to the General Fund 
of the U.S. Government. Non-entity cash, foreign currency, and other monetary assets include the operating cash 
of the U.S. Government, managed by the Treasury Department. It also includes foreign currency maintained by 
various U.S. and military disbursing offices, as well as seized monetary instruments.

On September 18, 2008, the Bureau of Public Debt began issuing specific cash management bills to fund the 
Supplementary Financing Program (SFP). The SFP is a temporary program that was announced by the Treasury 
Department and the Federal Reserve on September 17, 2008. The purpose of the program is to provide emergency 
cash for the Federal Reserve initiatives aimed at addressing the ongoing crisis in financial markets. The balance 
listed above of $364,941 million for 2008 is an increase over $70,701 million in 2007 as a result of the program. 
As of September 30, 2008, there were a total of eight cash management bills outstanding that totaled $300 billion 
(Notes 5, 14, 24, and 25). 
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14. feDeral Debt anD interest Payable

The Treasury Department is responsible for administering the federal debt on behalf of the U.S. Government. The 
federal debt includes borrowings from the public as well as borrowings from federal agencies. The federal debt man-
aged by the Treasury Department does not include debt issued by other governmental agencies such as the Tennessee 
Valley Authority or the Department of Housing and Urban Development. 

The federal debt as of September 30, 2008 and September 30, 2007 was as follows (in millions):

2008 2007

Intra-governmental

Beginning	Balance $ 3,922,548 $ 3,628,701

New	Borrowings/Repayments 257,022 293,847

Subtotal at Par Value 4,179,570 3,922,548

Premium/(Discount) 32,489 3,672

Interest	Payable	Covered	by	Budgetary	Resources	 50,355 48,568

Total $ 4,262,414 $ 3,974,788

2008 2007

Owed to the Public

Beginning	Balance $ 5,049,305 $ 4,843,121

New	Borrowings/Repayments 759,386 206,184

Subtotal at Par Value 5,808,691 5,049,305

Premium/(Discount) (36,124) (39,441)

Interest	Payable	Covered	by	Budgetary	Resources	 40,127 44,386

Total $ 5,812,694 $ 5,054,250

Debt held by the public approximates the U.S. Government’s competition with other sectors in the credit markets. In 
contrast, debt held by federal entities, primarily trust funds, represents the cumulative annual surpluses of these funds 
(i.e., excess of receipts over disbursements plus accrued interest) that have been used to finance general government 
operations. 

federal Debt held by Other federal agencies

Certain federal agencies are allowed to invest excess funds in debt securities issued by the Treasury Department on 
behalf of the U.S. Government. The terms and the conditions of debt securities issued are designed to meet the cash 
needs of the U.S. Government. The vast majority is non-marketable securities issued at par value, but some are issued 
at market prices whose prices and interest rates reflect market terms. The average interest rate for debt held by the 
federal entities in fiscal year 2008 was 4.83percent (5.1percent in fiscal year 2007).
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The federal debt also includes intra-governmental marketable debt securities that certain agencies are permitted to buy 
and sell on the open market. The debt, at par value (not including interest receivable), owed to federal agencies as of 
September 30, 2008 and September 30, 2007 was as follows (in millions): 

 2008  2007

Social	Security	Administration	 $ 2,367,138 $ 2,182,091

Office	of	Personnel	Management 797,107 762,013

Department	of	Defense	Agencies 335,672 288,456

Department	of	Health	and	Human	Services 380,540 361,294

All	Other	Federal	Entities	-	Consolidated 299,113 328,694

Total Federal Debt Held by Federal Entities $ 4,179,570 $ 3,922,548

The above balances do not include premium/discount and interest payable.

federal Debt held by the Public

As of September 30, 2008 and September 30, 2007, Federal Debt held by the Public consisted of the following:

(at par value, in millions) Term
Average

Interest Rates 2008

Marketable:

Treasury	Bills 1	Year	or	Less 1.6% $ 1,484,332

Treasury	Notes 2	-	10	Years 4.1% 2,623,364

Treasury	Bonds Over	10	Years 7.1% 578,504

Treasury	Inflation	Protected	Security	(TIPS)	 5	Years	or	More 2.0% 523,951

Total Marketable $ 5,210,151

Non-Marketable On	Demand	to	Over	10	Years 4.1% 598,540

Total Federal Debt (Public) $ 5,808,691

(at par value, in millions) Term
Average

Interest Rates 2007

Marketable:

Treasury	Bills 1	Year	or	Less 4.6% $ 954,607

Treasury	Notes 2	-	10	Yearss 4.4% 2,456,100

Treasury	Bonds Over	10	Years 7.4% 560,922

Treasury	Inflation	Protected	Security	(TIPS) 5	Years	or	More 2.3% 456,776

Total Marketable 4,428,405

Non-Marketable On	Demand	to	Over	10	Years 4.9% 620,900

Total Federal Debt (Public) $ 5,049,305

The above balances do not include premium/discount and interest payable. 

The Treasury Department issues marketable bills at a discount and pays the par amount of the security upon maturity. 
The average interest rate on Treasury bills represents the original issue effective yield on securities outstanding as of 
September 30, 2008 and 2007, respectively. Treasury bills are issued with a term of one year or less.
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The Treasury Department issues marketable notes and bonds as long-term securities that pay semi-annual interest 
based on the securities’ stated interest rates. These securities are issued at either par value or at an amount that reflects 
a discount or a premium. The average interest rate on marketable notes and bonds represents the stated interest rate 
adjusted by any discount or premium on securities outstanding as of September 30, 2008 and 2007. Treasury notes 
are issued with a term of 2 to 10 years and Treasury bonds are issued with a term of more than 10 years. The Treasury 
Department also issues inflation–indexed securities (TIPS) that have interest and redemption payments, which are 
tied to the Consumer Price Index, a widely used measurement of inflation. TIPS are issued with a term of five years or 
more. At maturity, TIPS are redeemed at the inflation-adjusted principal amount, or the original par value, whichever 
is greater. TIPS pay a semi-annual fixed rate of interest applied to the inflation-adjusted principal. 

Over the course of fiscal year 2008, changes in economic conditions, financial markets, and fiscal policy as well as a 
reduction in nonmarketable debt issuance have caused an increase in Treasury’s marketable borrowing needs. Financial 
market strains have impacted the real economy, and the nation has experienced lower economic growth, lower receipts, 
and increased outlays. Treasury has responded to the increase in marketable borrowing requirements by increasing 
issuance sizes of regular bills, the frequency, terms, and issuance sizes of cash management bills, and the issuance sizes 
of nominal coupon security offerings. 

Federal Debt Held by the Public includes federal debt held outside of the U. S. Government by individuals, corpora-
tions, Federal Reserve Banks (FRB), state and local governments, and foreign governments and central banks. As of 
September 30, 2008, the FRB owned $221 billion, net of $256 billion in securities lent to dealers, for total holdings of 
$477 billion. As of September 30, 2007, the FRB owned $775 billion, net of $5 billion in securities lent to dealers, for 
total holdings of $780 billion. These securities are held in the FRB System Open Market Account (SOMA) for the 
purpose of conducting monetary policy.

 Other Debt and Interest Payable

Borrowings outstanding are with the Civil Service Trust Fund, which is administered by the Office of Personnel 
Management. The interest rates on these borrowings range from 4.62 percent to 5.62 percent, and the maturity dates 
range from June 30, 2009 to June 30, 2019. Borrowings began in 2005. 
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15. D.C. PensiOns anD juDiCiary retireMent  
   aCtuarial liability 

Pursuant to Title XI of the Balanced Budget Act of 1997, as amended (the Act), on October 1, 1997, Treasury 
became responsible for certain District of Columbia retirement plans. The Act was intended to relieve the District 
of Columbia government of the burden of unfunded pension liabilities transferred to the District by the U.S. 
Government in 1979. To fulfill its responsibility, Treasury manages two funds — the D.C. Teachers, Police Officers, 
and Firefighters Federal Pension Fund (the D.C. Federal Pension Fund), and the District of Columbia Judicial 
Retirement and Survivors Annuity Fund (the Judicial Retirement Fund). The Treasury Department is required to 
make annual amortized payments from the General Fund of the U.S. Government to the D.C. Federal Pension Fund 
and the Judicial Retirement Fund. The actuarial cost method used to determine costs for the retirement plans is the 
Aggregate Entry Age Normal Actuarial Cost Method. The actuarial liability is based upon long-term assumptions se-
lected by the Treasury Department. The pension benefit costs incurred by the plans are included on the Consolidated 
Statements of Net Cost.

 D.C. Federal Pension Fund 

The purpose of the D.C. Federal Pension Fund is to make federal benefit payments and pay necessary administra-
tive expenses for the District of Columbia Police Officers’, Firefighters’, and Teachers’ Retirement Plans for benefits 
earned based upon service on or before June 30, 1997.  The amount paid into the D.C. Federal Pension Fund from 
the General Fund of the U.S. Government was $340.2 million for fiscal year 2008 ($345.4 million during fiscal 
year 2007).  As of September 30, 2008, the unobligated budgetary resources of the D.C. Federal Pension Fund were 
approximately $3,564 million, and the pension actuarial liability was $8,641 million, resulting in an unfunded liability 
of $5,077 million.  (As of September 30, 2007, the unobligated budgetary resources of the D.C. Federal Pension Fund 
were approximately $3,565 million, and the pension actuarial liability was $8,842 million, resulting in an unfunded 
liability of $5,277 million.)  In fiscal year 2008, the assumption for the annual rate of investment return in fiscal year 
2009 is 4.7percent for the D.C. Federal Pension Fund with a gradual increase to 6.0percent by fiscal year  2014; and 
the assumption for the future annual rate of inflation and future cost-of-living adjustments is 3.5percent.  In fiscal year 
2007, the assumption for the annual rate of investment return for the D.C. Federal Pension Fund in fiscal year 2008 
was 4.7percent with a gradual increase to 6percent by fiscal year 2013; and the assumption for the future annual rate 
of inflation and future cost-of-living adjustments was 3.5percent.  In fiscal year 2008, the assumption for the future 
annual rate of salary increases is 6.5percent for police officers and firefighters (also 6.5percent during fiscal year 2007), 
and 5.5percent for teachers (also 5.5percent during fiscal year 2007).

 Judicial Retirement Fund

The purpose of the Judicial Retirement Fund is to make federal benefit payments and pay necessary administrative 
expenses for the Judges’ Retirement Plans for all benefits earned.  The amount paid into the Judicial Retirement 
Fund from the General Fund of the U.S. Government will be $6.98 million for fiscal year 2008 ($7.4 million during 
fiscal year 2007).  As of September 30, 2008, the unobligated budgetary resources of the Judicial Retirement Fund 
were approximately $118.5 million, and the pension actuarial liability was $161.6 million, resulting in an unfunded 
liability of $43.1 million. (as of September 30, 2007, the unobligated budgetary resources of the Judicial Retirement 
Fund were approximately $114.3 million, and the pension actuarial liability was $150.1 million, resulting in an 
unfunded liability of $35.8 million.)  In fiscal year 2008, the assumption for the annual rate of investment return for 
the Judicial Retirement Fund in fiscal year 2009 is 5.2percent for the Judicial Retirement Fund with a gradual increase 
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to 6.0percent by fiscal year 2015; and the assumption for the future annual rate of inflation and future cost-of-living 
adjustments is 3.5percent.  In fiscal year 2007, the assumption for the future annual rate of investment return for the 
Judicial Retirement Fund was 6percent; and the assumption for the future annual rate of inflation and future cost-of-
living adjustments was 3.5percent.  In fiscal year 2008, the assumption for the future annual rate of salary increases is 
3.5percent for judges. This assumption is unchanged from fiscal year 2007. 
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16. COMMitMents anD COntingenCies

 Legal Contingencies

The Department is a party in various administrative proceedings, legal actions, and claims including equal op-
portunity matters which may ultimately result in settlements or decisions adverse to the Federal Government. These 
contingent liabilities arise in the normal course of operations and their ultimate disposition is unknown. Treasury 
has one contingent liability in fiscal year 2008 related to the legal action taken on the case, American Council of the 
Blind and Others, where losses are determined to be probable and amounts can be estimated. The Department has 
disclosed contingent liabilities where the conditions for liability recognition have not been met and the likelihood of 
unfavorable outcome is more than remote. The Department does not accrue for possible losses related to cases where 
the potential loss cannot be estimated or the likelihood of an unfavorable outcome is less than probable. 

In some cases, a portion of any loss that may occur may be paid by the Treasury’s Judgment Fund which is separate 
from the operating resources of the Department. For those cases related to awards under federal anti-discrimination 
and whistleblower protection acts, Treasury must reimburse the Judgment Fund from future appropriations. 

In the opinion of the Department’s management and legal counsel, based on information currently available, the 
expected outcome of legal actions, individually or in the aggregate, will not have a materially adverse effect on the 
Department’s financial statements, except for the legal actions described below. 

 Pending Legal Actions

The American Council of the Blind and Others:•	  Plaintiffs have filed suit against the Department under 
Section 504 of the Rehabilitation Act seeking the redesign of U.S. currency. In 2006, a judge ruled that the 
current U.S. currency design violates this Act and this ruling was appealed. In 2008, the United States Court of 
Appeals for the District of Columbia Circuit affirmed this ruling. No monetary damages were awarded by the 
Court. However, the Department is required to provide meaningful access to United States currency for blind 
and other visually impaired persons. This may require changes to U.S. currency (excluding the one-dollar note.) 
The Court ordered such changes shall be completed, in connection with each denomination of currency, not 
later than the date when a redesign is next approved by the Secretary of the Treasury. Because the cost of these 
changes will be incorporated into future currency redesign costs, no redesign costs have been accrued in the 
accompanying financial statements as of September 30, 2008 and 2007.

The judge in the above mentioned case also has ordered that the parties confer and attempt to negotiate attorney 
fees and costs to be awarded the plaintiffs. A preliminary attorney fee and cost estimate of $800,000 is included 
in other accrued liabilities. However, updated information has changed this figure to a range of $900,000 to 
$1,200,000. 

Amidax Trading Group v. S.W.I.F.T.:•	  Allegations have been made that S.W.I.F.T. unlawfully disclosed 
information to the U.S. Government. We have no opinion as to the likelihood of an unfavorable outcome or an 
estimate of potential loss at this time.  

Cobell et al. v. Kempthorne et al. (formerly Cobell v. Norton):•	  Native Americans allege that the 
Department of Interior and the Treasury Department have breached trust obligations with respect to the 
management of the plaintiffs’ individual Indian monies. On August 7, 2008, a Federal District Court issued 
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an opinion awarding $455 million to the plaintiffs. The opinion is not a final order, and both parties have 
petitioned for the right to appeal. The Department of the Interior is also a defendant in this case and will be 
reporting this case in their financial statements.

Tribal Trust Fund Cases:•	  Numerous cases have been filed in which Native American Tribes seek a declaration 
that the U.S. has not provided the tribes with a full and complete accounting of their trust funds, and seek an 
order requiring the government to provide such an accounting. In addition, there are a number of other related 
cases for damages which do not name the Treasury Department as a defendant. It is not possible at this time to 
determine the likelihood of an unfavorable outcome or an estimate of the amount or range of any potential loss. 
The Department of the Interior is also a defendant in these cases. 

Other Legal Actions:•	  The Department is also involved in employment related legal actions (e.g., 
Discrimination, Equal Employment Opportunity Commission, Merit System Protection Board, etc.) which 
were reported to have a “reasonably possible” chance of being decided in the plaintiff’s favor.  However, an 
estimate of potential loss cannot be determined at this time.  It is not expected that these cases will have a 
material effect on Treasury’s financial position or results.

There are also other legal actions pending where the ultimate resolution of the legal actions, for which the possibility 
of loss could not be determined, may materially affect Treasury’s financial position or results. As of September 30, 
2008, three legal claims amounting to approximately $156.5 million existed for which the possibility of loss could not 
be determined. 

 Other contingencies

Multilateral Development Banks (MDB): The Treasury Department has subscribed to capital for certain MDB, 
portions of which are callable under certain limited circumstances to meet the obligations of the respective MDB. 
There has never been, nor is there anticipated, a call on the Treasury Department subscriptions. As of September 30, 
2008 and September 30, 2007, U.S. callable capital in MDB was as follows (in millions): 

2008 2007

African	Development	Bank $ 1,634 $ 1,602

Asian	Development	Bank 5,911 5,911

European	Bank	for	Reconstruction	and	Development 1,805 1,805

Inter-American	Development	Bank 28,687 28,687

International	Bank	for	Reconstruction	and	Development 22,641 22,641

Multilateral	Investment	Guarantee	Agency 301 301

North	American	Development	Bank 1,275 1,275

Total $ 62,254 $ 62,222

Terrorism Risk Insurance Program: The Terrorism Risk Insurance Act (TRIA or the Act) was signed into law 
on November 26, 2002. This law was enacted to address market disruptions resulting from terrorist attacks on 
September 11, 2001. The Act helps to ensure available and affordable commercial property and casualty insurance 
for terrorism risk, and simultaneously allows private markets to stabilize. The Terrorism Risk Insurance Program 
is activated upon the certification of an “act of terrorism” by the Secretary of the Treasury in concurrence with the 
Secretary of State and the Attorney General. If a certified act of terrorism occurs, insurers may be eligible to receive 
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reimbursement from the Federal Government for insured losses above a designated deductible amount. Insured 
losses above this amount will be shared between insurance companies and the Federal Government. The Act also 
gives Treasury authority to recoup federal payments made under the Program through policyholder surcharges under 
certain circumstances and contains provisions designed to manage litigation arising from or relating to a certified act 
of terrorism. 

The original TRIA program was to expire on December 31, 2005, but the Program was extended through 
December 31, 2007, by the Terrorism Risk Insurance Extension Act of 2005 (Extension Act). This law included the 
following significant changes: it reduced the Federal role in terrorism risk insurance markets by increasing insurer 
deductibles and excluding certain types of previously covered insurance. The Extension Act also reduced the Federal 
Government’s share of insured losses and added a “Program Trigger” provision which precludes federal payments 
unless insured losses from a certified act of terrorism exceeds $100 million. 

On December 26, 2007, the President signed into law the Terrorism Risk Insurance Program Reauthorization 
Act of 2007 (Reauthorization Act) extending the Program through December 31, 2014. The Reauthorization Act, 
among other Program changes, revised the definition of “Act of Terrorism” to remove the certification requirement 
that the act be committed by an individual acting on behalf of a foreign person or foreign interest; revised the 
provisions of the Act with regard to the cap on annual liability for insured losses of $100 billion; and established 
deadlines by which recoupment of federal payments made under the Program would have to be accomplished. 
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17. liabilities

liabilities not Covered by budgetary and Other resources

As of September 30, 2008 and September 30, 2007, liabilities not covered by budgetary and other resources consisted 
of the following (in millions): 

2008 2007

Intra-governmental Liabilities Not Covered by Budgetary and Other Resources:

	Federal	Debt	Principal,	Premium/Discount	(Note	14) $ 4,212,059 $ 3,926,220

	Other	Intra-governmental	Liabilities 105 105

Total Intra-governmental Liabilities Not Covered by Budgetary and Other Resources $ 4,212,164 $ 3,926,325

Federal	Debt	Principal,	Premium/Discount	(Note	14) 5,772,567 5,009,864

D.C.	Pensions	Liability	(Note	15) 5,120 5,313

Other	Liabilities 1,085 1,037

Total Liabilities Not Covered by Budgetary and Other Resources $ 9,990,936 $ 8,942,539

Other liabilities 

Total “Other Liabilities” displayed on the Balance Sheets consists of both liabilities that are covered and not covered 
by budgetary resources. 

The amounts displayed of $17,852 million and $3,664 million, respectively, at September 30, 2008 and September 30, 
2007, consisted of the following (in millions):

2008

 Current Non-Current Total

Intra-governmental

Unfunded	Federal	Workers	Compensation	Program	Liability	(FECA) $ 45 $ 57 $ 102

Accounts	Payable	 76 0 76

Other	Accrued	Liabilities 165 2 167

Total Intra-governmental $ 286 $ 59 $ 345

With the Public

GSE	Quarter	Ended	9/30/08	Keepwell	Payable	(Note	24) $ 13,800 $ 0 $ 13,800

Actuarial	Federal	Workers	Compensation	Program	Liability	(FECA) 0 594 594

Liability	for	Deposit	Funds	(Held	by	the	Federal	Government	for	Others)	and	Suspense	Accounts 526 0 526

Accrued	Funded	Payroll	and	Benefits	 424 0 424

Capital	Lease	Liabilities 4 1 5

Accounts	Payable	and	Other	Accrued	Liabilities	 2,460 43 2,503

Total with the Public $ 17,214 $ 638 $ 17,852
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2007

 Current Non-Current Total

Intra-governmental

Unfunded	Federal	Workers	Compensation	Program	Liability	(FECA) $ 44 $ 58 $ 102

Accounts	Payable	 46 21 67

Other	Accrued	Liabilities 158 2 160

Total Intra-governmental $ 248 $ 81 $ 329

With the Public

Actuarial	Federal	Workers	Compensation	Program	Liability	(FECA) $ 0 $ 573 $ 573

Liability	for	Deposit	Funds	(Held	by	the	Federal	Government	for	Others)	and	Suspense	Accounts 573 0 573

Accrued	Funded	Payroll	and	Benefits	 402 0 402

Capital	Lease	Liabilities 2 5 7

Accounts	Payable	and	Other	Accrued	Liabilities	 2,045 64 2,109

Total with the Public $ 3,022 $ 642 $ 3,664
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18. net POsitiOn

Unexpended Appropriations represents the amount of spending authorized as of year-end that is unliquidated or 
unobligated and has not lapsed, been rescinded, or withdrawn. No-year appropriations remain available for obligation 
until expended. Annual appropriations remain available for upward or downward adjustment of obligations until 
expired.

Cumulative Results of Operations represents the net results of operations since inception, and includes cumula-
tive amounts related to investments in capitalized assets and donations and transfers of assets in and out without 
reimbursement. Also included as a reduction in Cumulative Results of Operations are accruals for which the related 
expenses require funding from future appropriations and assessments. These future funding requirements include, 
among others (a) accumulated annual leave earned but not taken, (b) accrued workers compensation, and (c) expenses 
for contingent liabilities. 

The amount reported as “appropriations received” are appropriated from Treasury General Fund of the U.S. 
Government receipts, such as income taxes, that are not earmarked by law for a specific purpose. This amount will 
not necessarily agree with the “appropriation received” amount reported on the Statement of Budgetary Resources 
(SBR) because of differences between proprietary and budgetary accounting concepts and reporting requirements. For 
example, certain dedicated and earmarked receipts are recorded as “appropriations received” on the SBR, but are rec-
ognized as exchange or non-exchange revenue (i.e., typically in special and non-revolving trust funds) and reported on 
the Statement of Changes in Net Position in accordance with Statement of Federal Financial Accounting Standards 
(SFFAS No. 7).  

transfers to the general fund and Other

The amount reported as “Transfers to the General Fund and Other” on the Consolidated Statements of Changes in 
Net Position under “Other Financing Sources” mainly represents the distribution of interest revenue to the General 
Fund of the U.S. Government of $13.5 billion and $12.4 billion, for the year ended September 30, 2008 and year 
ended September 30, 2007, respectively and $7.032 billion for the value of the GSE stock transactions for the year 
ended September 30, 2008. The interest revenue is accrued on inter-agency loans held by the Treasury Department 
on behalf of the U.S. Government. A corresponding balance is reported on the Consolidated Statement of Net Cost 
under “Federal Costs: Less Interest Revenue from Loans.” The amount reported on the Consolidated Statement of 
Net Cost is reduced by eliminations with Treasury Department bureaus.

The Treasury Department also includes seigniorage in “Transfers to the General Fund and Other.” Seigniorage is the 
face value of newly minted circulating coins less the cost of production. The United States Mint is required to distrib-
ute the seigniorage that it recognizes to the General Fund of the U.S. Government. The distribution is also included in 
“Transfers to the General Fund and Other.” In any given year, the amount recognized as seigniorage may differ for the 
amount distributed to the General Fund by an insignificant amount due to timing differences. 

Seigniorage in the amounts of $728.6 million and $1,032 million was recognized, respectively, for the year ended 
September 30, 2008 and year ended September 30, 2007. Distributions to the General Fund, including seigniorage, and 
numismatic profit amounted to $750 million and $825 million, respectively, for the years ended September 30, 2008 
and September 30, 2007.
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19. COnsOliDateD stateMent Of net COst anD net COsts 
Of treasury sub-OrganizatiOns

The Treasury Department’s Consolidated Statement of Net Cost displays information on a consolidated basis. The 
complexity of the Treasury Department’s organizational structure and operations requires that supporting schedules 
for Net Cost be included in the notes to the financial statements. These supporting schedules provide consolidating 
information, which fully displays the costs of each sub-organization (Departmental Offices and each operating 
bureau).

The classification of sub-organizations has been determined in accordance with SFFAS No. 4, Managerial Cost 
Accounting Concepts and Standards for the Federal Government which states that the predominant factor is the report-
ing entity’s organization structure and existing responsibility components, such as bureaus, administrations, offices, 
and divisions within a department.

Each sub-organization is responsible for accumulating costs. The assignment of the costs to Treasury-wide programs 
is the result of using the following cost assignment methods: (1) direct costs, (2) cause and effect, and (3) cost 
allocation.

Intra-Departmental costs/revenues resulting from the provision of goods and/or services on a reimbursable basis 
among Departmental sub-organizations are reported as costs by providing sub-organizations. Accordingly, such 
costs/revenues are eliminated in the consolidation process.

To the extent practical or reasonable to do so, earned revenue is deducted from the gross costs of the programs to 
determine their net cost. There are no precise guidelines to determine the degree to which earned revenue can rea-
sonably be attributed to programs. The attribution of earned revenues requires the exercise of managerial judgment.

In fiscal year 2008, the management of the Treasury Franchise Fund (BPF) was transferred from the Departmental 
Offices (DO) to the Bureau of the Public Debt (BPD).  Accordingly, BPF is included with BPD for fiscal year 2008 
reporting.  For comparative purposes, this resulted in an increase in amounts reported under the Management 
Program for BPD in fiscal year 2008 and a decrease in the amounts reported for DO.

In fiscal year 2008, BPD began consolidating BPF. It should be noted that the 2008 Consolidated Statement of 
Net Cost by Treasury Sub-organization DO includes BPF, in fiscal year 2007 statement it is included in BPD. This 
change has an immaterial effect on the statement.

In fiscal year 2008, the Treasury Department began incurring costs in association with the intervention programs 
with GSEs. The amount reflected in the Statement of Net Cost for 2008 is $13,800 million. This is the expense 
portion of the quarter ended September 30, 2008 Keepwell payment to ensure liquidity of Freddie Mac. There was 
no payment anticipated or accrued for Fannie Mae.

The Treasury Department’s Consolidated Statement of Net Cost also presents interest expense on the Federal Debt 
and other federal costs incurred as a result of assets and liabilities managed on behalf of the U.S. Government. 
These costs are not reflected as program costs related to the Treasury Department’s strategic plan missions. 
Such costs are eliminated in the consolidation process to the extent that they involve transactions with Treasury 
Department sub-organizations.
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OMB Circular No. A-136, Financial Reporting Requirements, requires that the presentation of the Statements of 
Net Cost align directly with the goals and outcomes identified in the Strategic Plan. Accordingly, the Treasury 
Department has presented the gross costs and earned revenues by the applicable mission goals in the Treasury 
Department’s fiscal years 2007–2012 Strategic Plan. 

Other federal costs for the years ended September 30, 2008 and September 30, 2007 consisted of the following (in 
millions): 

2008 2007

Credit	Reform	Interest	on	Uninvested	Funds	(Intra-governmental) $ 5,043 $ 4,632

Resolution	Funding	Corporation 1,393 1,987

Judgment	Claims	and	Contract	Disputes 786 1,222

Corporation	for	Public	Broadcasting 448 464

Legal	Services	Corporation 347 350

All	Other	Payments 315 208

Total $ 8,332 $ 8,863
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19. Consolidated statement of net Cost and net Costs of treasury sub-organizations (in Millions):

Fiscal Year Ended  
September 30, 2008 Bureau of 

Engraving
and Printing

Bureau of the
Public Debt

Departmental
Offices

Financial 
Crimes

Enforcement
Network

Financial
Management

Service

Internal 
Revenue 
Service U.S. MintProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 71 $ 1,392 $ 0 $ 202 $ 4,107 $ 0

Less:	Earned	Revenue 0 (15) (2,009) 0 (159) (72) 0

Intra-governmental	Net	Costs 0 56 (617) 0 43 4,035 0

Gross	Costs	with	the	public 0 256 373 0 1,120 8,441 0

Less:	Earned	Revenue 0 (10) (1) 0 0 (287) 0

Net	Costs	with	the	public 0 246 372 0 1,120 8,154 0

Net Cost: Financial Program 0 302 (245) 0 1,163 12,189 0

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 81 0 462 0 0 0 78

Less:	Earned	Revenue (8) 0 (811) 0 0 0 (10)

Intra-governmental	Net	Costs 73 0 (349) 0 0 0 68

Gross	Costs	with	the	public 449 0 1,740 0 0 0 1,958

Less:	Earned	Revenue (509) 0 (1,529) 0 0 0 (2,063)

Net	Costs	with	the	public (60) 0 211 0 0 0 (105)

Net Cost: Economic Program 13 0 (138) 0 0 0 (37)

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 139 58 0 0 0

Less:	Earned	Revenue 0 0 (18) (2) 0 0 0

Intra-governmental	Net	Costs 0 0 121 56 0 0 0

Gross	Costs	with	the	public 0 0 171 52 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 171 52 0 0 0

Net Cost: Security Program 0 0 292 108 0 0 0

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 51 143 0 0 0 0

Less:	Earned	Revenue 0 (237) (224) 0 0 0 0

Intra-governmental	Net	Costs 0 (186) (81) 0 0 0 0

Gross	Costs	with	the	public 0 207 300 0 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 207 300 0 0 0 0

Net Cost: Management Program 0 21 219 0 0 0 0

Net Cost of Treasury Operations $ 13 $ 323 $ 128 $ 108 $ 1,163 $ 12,189 $ (37)

nOte 19.  
COnsOliDateD stateMent Of net COst anD net COsts Of treasury sub-OrganizatiOns

TAB A - Department of the Treasury Materials



parT iii — annUal financial repOrT

191

Fiscal Year Ended  
September 30, 2008 Office of the 

Comptroller of 
the Currency

Office of 
Thrift 

Supervision

Alcohol, Tobacco
Tax and  

Trade Bureau
Combined

Total
Eliminations  

and Adjustments
9/30/2008

ConsolidatedProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 0 $ 13 $ 5,785 $ (1,442) $ 4,343

Less:	Earned	Revenue 0 0 0 (2,255) 272 (1,983)

Intra-governmental	Net	Costs 0 0 13 3,530 (1,170) 2,360

Gross	Costs	with	the	public 0 0 36 10,226 0 10,226

Less:	Earned	Revenue 0 0 (1) (299) 0 (299)

Net	Costs	with	the	public 0 0 35 9,927 0 9,927

Net Cost: Financial Program 0 0 48 13,457 (1,170) 12,287

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 96 34 13 764 (409) 355

Less:	Earned	Revenue (27) (14) 0 (870) 845 (25)

Intra-governmental	Net	Costs 69 20 13 (106) 436 330

Gross	Costs	with	the	public 584 217 36 4,984 0 4,984

Less:	Earned	Revenue (710) (254) (1) (5,066) 0 (5,066)

Net	Costs	with	the	public (126) (37) 35 (82) 0 (82)

Net Cost: Economic Program (57) (17) 48 (188) 436 248

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 0 197 (74) 123

Less:	Earned	Revenue 0 0 0 (20) 16 (4)

Intra-governmental	Net	Costs 0 0 0 177 (58) 119

Gross	Costs	with	the	public 0 0 0 223 0 223

Less:	Earned	Revenue 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 0 223 0 223

Net Cost: Security Program 0 0 0 400 (58) 342

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 0 0 194 (70) 124

Less:	Earned	Revenue 0 0 0 (461) 296 (165)

Intra-governmental	Net	Costs 0 0 0 (267) 226 (41)

Gross	Costs	with	the	public 0 0 0 507 0 507

Less:	Earned	Revenue 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 0 507 0 507

Net Cost: Management Program 0 0 0 240 226 466

Net Cost of Treasury Operations $ (57) $ (17) $ 96 $ 13,909 $ (566) $ 13,343

19. Consolidated statement of net Cost and net Costs of treasury sub-organizations (in Millions):

Fiscal Year Ended  
September 30, 2008 Bureau of 

Engraving
and Printing

Bureau of the
Public Debt

Departmental
Offices

Financial 
Crimes

Enforcement
Network

Financial
Management

Service

Internal 
Revenue 
Service U.S. MintProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 71 $ 1,392 $ 0 $ 202 $ 4,107 $ 0

Less:	Earned	Revenue 0 (15) (2,009) 0 (159) (72) 0

Intra-governmental	Net	Costs 0 56 (617) 0 43 4,035 0

Gross	Costs	with	the	public 0 256 373 0 1,120 8,441 0

Less:	Earned	Revenue 0 (10) (1) 0 0 (287) 0

Net	Costs	with	the	public 0 246 372 0 1,120 8,154 0

Net Cost: Financial Program 0 302 (245) 0 1,163 12,189 0

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 81 0 462 0 0 0 78

Less:	Earned	Revenue (8) 0 (811) 0 0 0 (10)

Intra-governmental	Net	Costs 73 0 (349) 0 0 0 68

Gross	Costs	with	the	public 449 0 1,740 0 0 0 1,958

Less:	Earned	Revenue (509) 0 (1,529) 0 0 0 (2,063)

Net	Costs	with	the	public (60) 0 211 0 0 0 (105)

Net Cost: Economic Program 13 0 (138) 0 0 0 (37)

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 139 58 0 0 0

Less:	Earned	Revenue 0 0 (18) (2) 0 0 0

Intra-governmental	Net	Costs 0 0 121 56 0 0 0

Gross	Costs	with	the	public 0 0 171 52 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 171 52 0 0 0

Net Cost: Security Program 0 0 292 108 0 0 0

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 51 143 0 0 0 0

Less:	Earned	Revenue 0 (237) (224) 0 0 0 0

Intra-governmental	Net	Costs 0 (186) (81) 0 0 0 0

Gross	Costs	with	the	public 0 207 300 0 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 207 300 0 0 0 0

Net Cost: Management Program 0 21 219 0 0 0 0

Net Cost of Treasury Operations $ 13 $ 323 $ 128 $ 108 $ 1,163 $ 12,189 $ (37)
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19. Consolidated statement of net Cost and net Costs of treasury sub-organizations (in Millions):

Fiscal Year Ended  
September 30, 2007 Bureau of 

Engraving
and Printing

Bureau of the
Public Debt

Departmental
Offices

Financial 
Crimes

Enforcement
Network

Financial
Management

Service

Internal 
Revenue 
Service U.S. MintProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 76 $ 1,395 $ 0 $ 171 $ 3,967 $ 0

Less:	Earned	Revenue 0 (14) (2,097) 0 (144) (45) 0

Intra-governmental	Net	Costs 0 62 (702) 0 27 3,922 0

Gross	Costs	with	the	public 0 259 474 0 981 8,049 0

Less:	Earned	Revenue 0 (3) 0 0 0 (231) 0

Net	Costs	with	the	public 0 256 474 0 981 7,818 0

Net Cost: Financial Program 0 318 (228)  0 1,008 11,740 0

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 81 0 69 0 0 0 69

Less:	Earned	Revenue (5) 0 (850) 0 0 0 (9)

Intra-governmental	Net	Costs 76 0 (781) 0 0 0 60

Gross	Costs	with	the	public 466 0 2,593 0 0 0 1,520

Less:	Earned	Revenue (573) 0 (3,033) 0 0 0 (1,595)

Net	Costs	with	the	public (107) 0 (440) 0 0 0 (75)

Net Cost: Economic Program (31) 0 (1,221) 0 0 0 (15)

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 135 51 0 0 0

Less:	Earned	Revenue 0 0 (13) (1) 0 0 0

Intra-governmental	Net	Costs 0 0 122 50 0 0 0

Gross	Costs	with	the	public 0 0 126 57 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 126 57 0 0 0

Net Cost: Security Program 0 0 248 107 0 0 0

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 0 167 0 0 0 0

Less:	Earned	Revenue 0 0 (720) 0 0 0 0

Intra-governmental	Net	Costs 0 0 (553) 0 0 0 0

Gross	Costs	with	the	public 0 0 770 0 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 770 0 0 0 0

Net Cost: Management Program 0 0 217 0 0 0 0

Net Cost of Treasury Operations $ (31) $ 318 $ (984) $ 107 $ 1,008 $ 11,740 $ (15)
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Fiscal Year Ended  
September 30, 2007 Office of the 

Comptroller of 
the Currency

Office of 
Thrift 

Supervision

Alcohol, Tobacco
Tax and  

Trade Bureau
Combined

Total
Eliminations  

and Adjustments
9/30/2007

ConsolidatedProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 0 $ 14 $ 5,623 $ (1,441) $ 4,182

Less:	Earned	Revenue 0 0 0 (2,300) 291 (2,009)

Intra-governmental	Net	Costs 0 0 14 3,323 (1,150) 2,173

Gross	Costs	with	the	public 0 0 35 9,798 0 9,798

Less:	Earned	Revenue 0 0 (2) (236) 0 (236)

Net	Costs	with	the	public 0 0 33 9,562 0 9,562

Net Cost: Financial Program 0 0 47 12,885 (1,150) 11,735

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 89 30 13 351 (48) 303

Less:	Earned	Revenue (27) (16) 0 (907) 889 (18)

Intra-governmental	Net	Costs 62 14 13 (556) 841 285

Gross	Costs	with	the	public 548 195 35 5,357 0 5,357

Less:	Earned	Revenue (669) (227) (1) (6,098) 0 (6,098)

Net	Costs	with	the	public (121) (32) 34 (741) 0 (741)

Net Cost: Economic Program (59) (18) 47 (1,297) 841 (456)

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 0 186 (67) 119

Less:	Earned	Revenue 0 0 0 (14) 12 (2)

Intra-governmental	Net	Costs 0 0 0 172 (55) 117

Gross	Costs	with	the	public 0 0 0 183 0 183

Less:	Earned	Revenue 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 0 183 0 183

Net Cost: Security Program 0 0 0 355 (55) 300

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 0 0 167 (54) 113

Less:	Earned	Revenue 0 0 0 (720) 277 (443)

Intra-governmental	Net	Costs 0 0 0 (553) 223 (330)

Gross	Costs	with	the	public 0 0 0 770 0 770

Less:	Earned	Revenue 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 0 770 0 770

Net Cost: Management Program 0 0 0 217 223 440

Net Cost of Treasury Operations $ (59) $ (18) $ 94 $ 12,160 $ (141) $ 12,019

19. Consolidated statement of net Cost and net Costs of treasury sub-organizations (in Millions):

Fiscal Year Ended  
September 30, 2007 Bureau of 

Engraving
and Printing

Bureau of the
Public Debt

Departmental
Offices

Financial 
Crimes

Enforcement
Network

Financial
Management

Service

Internal 
Revenue 
Service U.S. MintProgram Costs:

FINANCIAL PROGRAM:

Intra-governmental	Gross	Costs $ 0 $ 76 $ 1,395 $ 0 $ 171 $ 3,967 $ 0

Less:	Earned	Revenue 0 (14) (2,097) 0 (144) (45) 0

Intra-governmental	Net	Costs 0 62 (702) 0 27 3,922 0

Gross	Costs	with	the	public 0 259 474 0 981 8,049 0

Less:	Earned	Revenue 0 (3) 0 0 0 (231) 0

Net	Costs	with	the	public 0 256 474 0 981 7,818 0

Net Cost: Financial Program 0 318 (228)  0 1,008 11,740 0

ECONOMIC PROGRAM:

Intra-governmental	Gross	Costs 81 0 69 0 0 0 69

Less:	Earned	Revenue (5) 0 (850) 0 0 0 (9)

Intra-governmental	Net	Costs 76 0 (781) 0 0 0 60

Gross	Costs	with	the	public 466 0 2,593 0 0 0 1,520

Less:	Earned	Revenue (573) 0 (3,033) 0 0 0 (1,595)

Net	Costs	with	the	public (107) 0 (440) 0 0 0 (75)

Net Cost: Economic Program (31) 0 (1,221) 0 0 0 (15)

SECURITY PROGRAM:

Intra-governmental	Gross	Costs 0 0 135 51 0 0 0

Less:	Earned	Revenue 0 0 (13) (1) 0 0 0

Intra-governmental	Net	Costs 0 0 122 50 0 0 0

Gross	Costs	with	the	public 0 0 126 57 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 126 57 0 0 0

Net Cost: Security Program 0 0 248 107 0 0 0

MANAGEMENT PROGRAM:

Intra-governmental	Gross	Costs 0 0 167 0 0 0 0

Less:	Earned	Revenue 0 0 (720) 0 0 0 0

Intra-governmental	Net	Costs 0 0 (553) 0 0 0 0

Gross	Costs	with	the	public 0 0 770 0 0 0 0

Less:	Earned	Revenue 0 0 0 0 0 0 0

Net	Costs	with	the	public 0 0 770 0 0 0 0

Net Cost: Management Program 0 0 217 0 0 0 0

Net Cost of Treasury Operations $ (31) $ 318 $ (984) $ 107 $ 1,008 $ 11,740 $ (15)
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20. aDDitiOnal infOrMatiOn relateD tO the COMbineD 
stateMents Of buDgetary resOurCes

Federal agencies are required to disclose additional information related to the Combined Statements of Budgetary 
Resources (per OMB Circular A-136, Financial Reporting Requirements as amended). In accordance with SFFAS No. 
7, the Department must report the value of goods and services ordered and obligated which have not been received. 
This amount includes any orders for which advance payment has been made but for which delivery or performance 
has not yet occurred. The information for the fiscal years ended September 30, 2008 and September 30, 2007 was as 
follows (in millions):

2008 2007

Undelivered	orders	at	the	end	of	the	period $ 57,513 $ 56,304

Available	borrowing	and	contract	authority	at	the	end	of	the	period	 $ 5,716 $ 5,716

apportionment Categories of Obligations incurred: Direct vs. reimbursable Obligations

2008 2007

Obligations Incurred

	Direct	-	Category	A $ 7,050 $ 6,525

	Direct	-	Category	B 20,623 14,197

	Direct	-	Exempt	from	Apportionment 455,126 440,277

Total Direct $ 482,799 $ 460,999

	Reimbursable	-	Category	A 2 0

	Reimbursable	-	Category	B 3,287 3,344

	Reimbursable	-	Exempt	from	Apportionment 1,446 1,187

Total	Reimbursable	 $ 4,735 $ 4,531

Total Direct and Reimbursable $ 487,534 $ 465,530

reconciliation of the President’s budget

The Budget of the United States (also known as the President’s Budget), with actual numbers for fiscal year 2008, was not 
published at the time that these financial statements were issued. The President’s Budget is expected to be published 
in 2009. It will be available from the United States Government Printing Office. The following chart displays the 
differences between the Combined Statement of Budgetary Resources (SBR) in the fiscal year 2007 Performance and 
Accountability Report and the actual fiscal year 2007 balances included in the fiscal year 2009 President’s Budget (PB). 
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reconciliation of fiscal year 2007 Combined statement of budgetary resources
to the fiscal year 2009 President’s budget (in Millions)

Budgetary 
Resources

Outlays (net 
of offsetting 
collections)

Offsetting
Receipts

Net 
Outlays

Obligations 
Incurred

Statement of Budgetary Resources Amounts $ 522,980 $ 452,110 $ (16,040) $ 436,070 $ 465,530

Included in the Treasury Chapter of the President’s Budget (PB) but 
not in the Statement of Budgetary Resources (SBR):

IRS	non-entity	tax	credit	payments	(1) 57,830 57,830 (13) 57,817 57,830

Tax	and	Trade	Bureau	(TTB)	non-entity	collections	for	Puerto	Rico 462 462 0 462 0

Non-Treasury	offsetting	receipts	included	in	Treasury	chapter	of	PB 0 0 (53) (53) 0

Treasury	offsetting	receipts	considered	to	be	“General	Fund”	transac-
tions	for	reporting	purposes	(2)

0 0 (53) (53) 0

Continued	dumping	subsidy	–	CBP 388 381 0 381 381

Other 2 1 (1) 0 1

Subtotal $ 58,682 $ 58,674 $ (120) $ 58,554 $ 58,212

Included in the SBR but not in the Treasury chapter of the PB:

Treasury	resources	shown	in	non-Treasury	chapters	of	the	PB,	included	
in	SBR	(3)

(34,543) (3,489) 0 (3,489) (8,315)

Offsetting	collections	net	of	collections	shown	in	PB (7,224) 0 (741) (741) 0

Treasury	offsetting	receipts	shown	in	other	chapters	of	PB,	part	of	which	
is	in	SBR

0 0 198 198 0

Unobligated	balance	carried	forward,	recoveries	of	prior	year	funds	and	
expired	accounts

(1,339) 0 0 0 (35)

Exchange	Stabilization	Fund	resources	not	shown	in	PB	(4) (28,919) 0 0 0 (307)

Treasury	Financing	Accounts	(CDFI	and	ATSB) (110) (18) 24 6 (106)

IRS	user	fees	and	50%	Transfer	Accounts	and	Capital	Transfers	to	
General	Fund	not	included	in	PB

(108) 0 0 0 0

Other (2) (3) 6 3 (3)

Subtotal $ (72,245) $ (3,510) $ (513) $ (4,023) $ (8,766)

Trust Fund – Comptroller of the Currency (OCC) (5) 0 103 0 103 0

President’s Budget Amounts* $ 509,417 $ 507,377 $ (16,673) $ 490,704 $ 514,976

These	are	primarily	Earned	Income	Tax	Credit	and	Child	Tax	Credit	payments	that	are	reported	with	refunds	as	custodial	activities	in	Treasury’s	financial	statements	1. 
and	thus	are	not	reported	as	budgetary	resources.

These	are	receipt	accounts	that	Treasury	manages	on	behalf	of	other	agencies	and	considers	to	be	“General	Fund”	receipts	rather	than	receipts	of	the	Treasury	2. 
reporting	entity.

The	largest	of	these	resources	relate	to	Treasury’s	International	Assistance	Programs.3. 

Exchange	Stabilization	Fund	(ESF)	is	a	self-sustaining	component	that	finances	its	operations	with	the	buying	and	selling	of	foreign	currencies	to	regulate	the	fluctua-4. 
tions	of	the	dollar.	Because	of	the	nature	of	the	activities	of	the	component,	it	does	not	receive	appropriations,	and	therefore	is	excluded	from	the	PB.

Negative	outlay	for	OCC	included	in	both	Analytical	Perspectives	and	the	Appendix.5. 

*	Per	President’s	Budget	for	fiscal	year	2009	–	Budgetary	Resources	and	Outlays	are	from	the	Analytical	Perspective.	Offsetting	Receipts	and	Obligations	Incurred	are	
from	the	Appendix.
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legal arrangements affecting use of unobligated balances

The use of unobligated balances is restricted based on annual legislation requirements or enabling authorities. Funds 
are presumed to be available for only one fiscal year unless otherwise noted in the annual appropriation language. 
Unobligated balances in unexpired fund symbols are available in the next fiscal year for new obligations unless some 
restrictions had been placed on those funds by law. In those situations, the restricted funding will be temporarily 
unavailable until such time as the reasons for the restriction have been satisfied or legislation has been enacted to 
remove the restriction.

Amounts in expired fund symbols are not available for new obligations, but may be used to adjust obligations and 
make disbursements that were recorded before the budgetary authority expired or to meet a bona fide need that arose 
in the fiscal year for which the appropriation was made.
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21. COlleCtiOn anD DisPOsitiOn Of CustODial reVenue 

The Treasury Department collects the majority of federal revenue from income and excise taxes. Collection activity, 
by revenue type and tax year, was as follows for the fiscal years ended September 30, 2008 and September 30, 2007 (in 
millions): 

Tax Year

2008 2007 2006 Pre-2006
2008

Collections

Individual	Income	and	FICA	Taxes $ 1,455,017 $ 799,244 $ 23,498 $ 16,567 $ 2,294,326

Corporate	Income	Taxes 222,000 113,949 2,010 16,104 354,063

Estate	and	Gift	Taxes 23 19,248 1,266 9,287 29,824

Excise	Taxes 48,106 17,909 119 159 66,293

Railroad	Retirement	Taxes 3,769 1,164 1 5 4,939

Unemployment	Taxes 5,146 2,026 42 117 7,331

Federal	Reserve	Earnings 25,879 7,719 0 0 33,598

Fines,	Penalties,	Interest,	and	Other	Revenue 1,936 297 0 0 2,233

Subtotal $ 1,761,876 $ 961,556 $ 26,936 $ 42,239 $ 2,792,607

Less	Amounts	Collected	for	Non-federal	Entities (407)

Total $ 2,792,200

        Tax Year

2007 2006 2005 Pre-2005
2007 

Collections

Individual	Income	and	FICA	Taxes $ 1,408,591 $ 750,587 $ 23,861 $ 18,425 $ 2,201,464

Corporate	Income	Taxes 253,376 116,342 2,938 22,664 395,320

Estate	and	Gift	Taxes 45 16,162 1,571 9,200 26,978

Excise	Taxes 49,660 17,807 90 209 67,766

Railroad	Retirement	Taxes 3,576 1,127 1 14 4,718

Unemployment	Taxes 5,198 2,041 51 126 7,416

Federal	Reserve	Earnings 26,255 5,788 0 0 32,043

Fines,	Penalties,	Interest,	and	Other	Revenue 2,661 423 0 0 3,084

Subtotal $ 1,749,362 $ 910,277 $ 28,512 $ 50,638 $ 2,738,789

Less	Amounts	Collected	for	Non-federal	Entities (486)

Total $ 2,738,303

Amounts reported for Corporate Income Taxes collected in fiscal year 2008 include corporate taxes of $10 billion for 
tax year 2009 (similarly, amounts reported for Corporate Income Taxes collected in fiscal year 2007 include corporate 
taxes of $10 billion for tax year 2008). Individual Income and FICA Taxes includes $79 billion in payroll taxes col-
lected from other federal agencies ($72 billion in fiscal year 2007). 
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amounts Provided to fund the federal government

For the fiscal years ended September 30, 2008 and September 30, 2007, collections of custodial revenue transferred to 
other entities were as follows (in millions):

2008 2007

Department	of	the	Interior $ 312 $ 288	

General	Fund 2,365,814 2,445,331	

Total $ 2,366,126 $ 2,445,619

federal tax refunds Paid

Refund activity, broken out by revenue type and by tax year, was as follows for the fiscal years ended September 30, 
2008 and September 30, 2007 (in millions):

Tax Year  

2008 2007 2006 Pre-2006
2008

Refunds

Individual	Income	and	FICA	Taxes $ 935 $ 342,216 $ 19,217 $ 6,980 $ 369,348

Corporate	Income	Taxes 2,206 19,610 10,446 22,078 54,340

Estate	and	Gift	Taxes 0 343 428 251 1,022

Excise	Taxes 439 497 107 208 1,251

Railroad	Retirement	Taxes 0 1 1 (9) (7)

Unemployment	Taxes 1 65 14 39 119

Fines,	Penalties,	Interest,	and	Other	Revenue 1 0 0 0 1

Total $ 3,582 $ 362,732 $ 30,213 $ 29,547 $ 426,074

 Tax Year

2007 2006 2005 Pre-2005
2007 

Refunds

Individual	Income	and	FICA	Taxes $ 1,823 $ 235,151 $ 17,839 $ 6,242 $ 261,055

Corporate	Income	Taxes 1,241 8,122 4,278 14,509 28,150

Estate	and	Gift	Taxes 0 256 490 223 969

Excise	Taxes 416 570 253 1,131 2,370

Railroad	Retirement	Taxes 0 5 1 7 13

Unemployment	Taxes 0 75 16 36 127

Total $ 3,480 $ 244,179 $ 22,877 $ 22,148 $ 292,684

 Federal Tax Refunds Payable

As of September 30, 2008 and September 30, 2007, refunds payable to taxpayers consisted of the following (in 
millions):

2008 2007

Alcohol,	Tobacco	Tax	and	Trade	Bureau $ 12 $ 9	

Internal	Revenue	Service $ 3,064 $ 1,675	

Total $ 3,076 $ 1,684 
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22. earMarkeD funDs

Earmarked funds are financed by specifically identified revenues, often supplemented by other financing sources, 
which remain available over time. These specifically identified revenues and other financing sources are required by 
statute to be used for designated activities or purposes. SFFAS No. 27, Identifying and Reporting Earmarked Funds, 
issued by the FASAB defines the following three criteria for determining an earmarked fund: 1) A statute commit-
ting the Federal Government to use specifically identified revenues and other financing sources only for designated 
activities, benefits or purposes; 2) Explicit authority for the earmarked fund to retain revenues and other financing 
sources not used in the current period for future use to finance the designated activities, benefits, or purposes; and 3) 
A requirement to account for and report on the receipt, use, and retention of the revenues and other financing sources 
that distinguishes the earmarked fund from the government’s general revenues.

The majority of Treasury’s earmarked fund activities are attributed to the ESF and the pension and retirement funds 
managed by the Office of DCP. In addition, several Treasury bureaus operate with “public enterprise revolving funds” 
and receive no appropriations from the Congress. These bureaus are BEP, U.S. Mint, OCC, and OTS. Other miscel-
laneous earmarked funds are managed by BPD, DO, FMS, and TFF.

The following is a list of earmarked funds and a brief description of the purpose, accounting, and uses of these funds. 

Exchange Stabilization Fund (ESF)

ESF 20X4444 Exchange	Stabilization	Fund

D.C. Pensions

DCP 20X1713 Federal	payment	–	D.C.	Judicial	Retirement

DCP 20X1714 Federal	payment	–	D.C.	Federal	Pension	Fund

DCP 20X5511 D.C.	Federal	Pension	Fund

DCP 20X8212 D.C.	Judicial	Retirement	and	Survivor’s	Annuity	Fund

Public Enterprise Revolving Funds

BEP 20X4502 Bureau	of	Engraving	and	Printing	Public	Enterprise	Fund

MNT 20X4159 Public	Enterprise	Revolving	Fund

OCC 20X8413 Assessment	Funds

OTS 20X4108 Public	Enterprise	Revolving	Fund

IRS 20X4413 Federal	Tax	Lien	Revolving	Fund

Other Earmarked Funds

BPD 2061738 Payments	to	the	Terrestrial	Wildlife	Habitat	Restoration

BPD 2071738 Payments	to	the	Terrestrial	Wildlife	Habitat	Restoration

BPD 2081738 Payments	to	the	Terrestrial	Wildlife	Habitat	Restoration	

BPD 20X5080 Gifts	to	Reduce	Public	Debt

BPD 20X5080.001 Receipt	of	Gifts	to	Reduce	Public	Debt

BPD 20X8207 Lower	Brule	Sioux	Tribe	Terrestrial	Wildlife	Habitat	Restoration	Trust	Fund

BPD 20X8209 Cheyenne	River	Sioux	Terrestrial	Wildlife	Habitat	Restoration	Trust	Fund

DO 20X5407 Sallie	Mae	Assessments

DO 20X5816 Confiscated	and	Vested	Iraqi	Property	and	Assets
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DO 20X8790 Gifts	and	Bequests	Trust	Fund

FMS 205445 Debt	Collection

FMS 20X5081 Presidential	Election	Campaign

FMS 20X8902 Esther	Cattell	Schmitt	Gift	Fund

FMS 202/35445 Debt	Collection	Special	Fund

FMS 203/45445 Debt	Collection	Special	Fund

FMS 204/55445 Debt	Collection	Special	Fund

FMS 205/65445 Debt	Collection	Special	Fund

FMS 206/75445 Debt	Collection	Special	Fund

FMS 207/85445 Debt	Collection	Special	Fund

FMS 208/95445 Debt	Collection	Special	Fund

IRS 20X5510 Private	Collection	Agent	Program

TFF 20X5697 Treasury	Forfeiture	Fund

The ESF uses funds to purchase foreign currencies, to hold U.S. foreign exchange and SDR assets, and to provide 
financing to foreign governments. ESF accounts and reports its holdings to FMS on the SF224, “Statement of 
Transactions,” as well as to the Congress and Treasury’s policy office. The Gold Reserve Act of 1934, Bretton Woods 
Agreement Act of 1945, P.L. 95-147 and P.L. 94-564 established and authorized the use of the Fund. SDR in the 
IMF, Investments in U.S. Securities (BPD), and Investments in Foreign Currency Denominated assets are the sources 
of revenues or other financing sources. ESF’s earnings and realized gains on foreign currency denominated assets 
represent inflows of resources to the government, and the revenues earned are the result of intra-governmental inflows. 

D.C. Pension Funds provide annuity payments for retired D.C. teachers, police officers, judges, and firefighters. The 
sources of revenues are through annual appropriations, employees’ contributions, and interest earnings from invest-
ments. All proceeds are earmarked. Note 15 provides detailed information on various funds managed by the Office of 
DCP.

Treasury’s four non-appropriated bureaus, BEP, Mint, OCC, and OTS, operate “public enterprise funds” that account 
for the revenue and expenses related to the production and sale of numismatic products and circulating bureaus 
coinage (Mint), the currency printing activities (BEP), and support of oversight functions of banking (OCC) and 
thrift operations (OTS). 31 USC 142 established the revolving fund for BEP to account for revenue and expenses 
related to the currency printing activities. Public Law 104-52 (31 USC §5136) established the Public Enterprise 
Fund for the Mint to account for all revenue and expenses related to the production and sale of numismatic products 
and circulating coinage. Revenues and other financing sources at the Mint are mainly from the sale of numismatic 
and bullion coins, and the sale of circulating coins to the Federal Reserve Banks system. 12 USC 481 established the 
Assessment Funds for OCC, and 103 Stat. 278 established the Public Enterprise Revolving Fund for OTS. Revenue 
and financing sources are from the bank examination and assessments for the oversight of the national banks, savings 
associations, and savings and loan holding companies. These earmarked funds do not directly contribute to the inflows 
of resources to the government; however, revenues in excess of costs are returned to the General Fund of the U.S. 
Government. There are minimal transactions with other government agencies. 

There are other earmarked funds at several Treasury Department bureaus, such as donations to the Presidential 
Election Campaign Fund, funds related to the debt collection program, gifts to reduce the public debt, and other 
enforcement related activities. Public laws, statutory laws, U.S. Code, and the Debt Collection Improvement Act 
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established and authorized the use of these funds. Sources of revenues and other financing sources include contribu-
tions, cash and property forfeited in enforcement activities, public donations, and debt collection. 

 Intra-governmental Investments in Treasury Securities

The Federal Government does not set aside assets to pay future benefits or other expenditures associated with 
earmarked funds. Treasury bureaus and other federal agencies invest some of the earmarked funds that they collect 
from the public. The funds are invested in securities issued by Treasury’s Bureau of the Public Debt (BPD). The 
cash collected by BPD is deposited in the General Fund of the U.S. Government, which uses the cash for general 
government purposes. 

The investments provide the Treasury Department bureaus and other federal agencies with authority to draw upon 
the General Fund of the U.S. Government to make future benefit payments or other expenditures. When Treasury 
Department bureaus or other federal agencies require redemption of these securities to make expenditures, the 
government finances those expenditures out of accumulated cash balances, by raising taxes or other receipts, by 
borrowing from the public or repaying less debt, or by curtailing other expenditures. This is the same way that the 
government finances all other expenditures. 

The securities are an asset to the Treasury Department bureaus and other federal agencies and a liability of the 
BPD. The General Fund of the U.S. Government is liable to BPD. Because Treasury Department bureaus and other 
federal agencies are parts of the U.S. Government, these assets and liabilities offset each other from the standpoint 
of the government as a whole. For this reason, they do not represent an asset or a liability in the U.S. Government-
wide financial statements.

The balances related to the investments made by Treasury Department bureaus are not displayed on Treasury’s 
consolidated financial statements because the bureaus are subcomponents of the Treasury Department. However, 
the General Fund of the U.S. Government remains liable to BPD for the invested balances and BPD remains liable 
to the investing Treasury Department bureaus (Note 4). 

nOte 22.  
earMarkeD funDs

TAB A - Department of the Treasury Materials



fiScal year 2008 perfOrmance and accOUnTabiliTy repOrT

202

summary information for earmarked funds as of and for the year ended september 30, 2008  
(in Millions):

Exchange 
Stabilization 

Fund  D.C. Pensions

Public 
Enterprise 
Revolving 

Funds

Other 
Earmarked 

Funds

Combined 
Earmarked 

Funds Eliminations*
09/30/2008 

Totals

Balance sheet

aSSETS:

Fund	Balance $ 33 $ 0 $ 459 $ 228 $ 720 $ 0 $ 720

Investments/Related	Interest	–		
Intra-governmental 16,847 3,859 1,251 592 22,549 22,549 0

Cash,	Foreign	Currency/Other	Monetary	
Assets 22,221 0 0 16 22,237 0 22,237

Investments	and	Related	Interest 10,543 0 0 0 10,543 0 10,543

Other	Assets 298 16 1,292 133 1,739 9 1,730

Total Assets $ 49,942 $ 3,875 $ 3,002 $ 969 $ 57,788 $ 22,558 $ 35,230

lIaBIlITIES:

Intra-governmental	Liabilities $ 0 $ 0 $ 37 $ 150 $ 187 $ 29 $ 158

Certificates	Issued	to	Federal	Reserve 2,200 0 0 0 2,200 0 2,200

Allocation	of	Special	Drawing	Rights 7,630 0 0 0 7,630 0 7,630

Other	Liabilities	 330 8,856 617 182 9,985 0 9,985

Total Liabilities $ 10,160 $ 8,856 $ 654 $ 332 $ 20,002 $ 29 $ 19,973

NET PoSITIoN:

Unexpended	Appropriations $ 200 $ 0 $ 0 $ 0 $ 200 $ 0 $ 200

Cumulative	Results	of	Operations 39,582 (4,981) 2,348 637 37,586 0 37,586

Total Liabilities and Net Position $ 49,942 $ 3,875 $ 3,002 $ 969 $ 57,788 $ 29 $ 57,759

statement of net Cost 

Gross	Cost $ 250 $ 339 $ 3,496 $ 337 $ 4,422 $ 62 $ 4,360

Less	Earned	Revenue (1,986) (152) (3,593) (6) (5,737) (650) (5,087)

Total Net Cost of Operations $ (1,736) $ 187 $ (97) $ 331 $ (1,315) $ (588) $ (727)

Cumulative results of operations

Beginning	Balance $ 37,846 $ (5,141) $ 2,206 $ 474 $ 35,385 $ 0 $ 35,385

Budgetary	Financing	Sources 0 347 0 442 789 23 766

Other	Financing	Sources 0 0 45 52 97 (31) 128

Total	Financing	Sources 0 347 45 494 886 (8) 894

Net	Cost	of	Operations 1,736 (187) 97 (331) 1,315 588 727

Net	Change 1,736 160 142 163 2,201 580 1621

Total Cumulative Results of Operations $ 39,582 $ (4,981) $ 2,348 $ 637 $ 37,586 $ 580 $ 37,006

* The eliminations reported above include both inter and intra eliminations for the Earmarked Funds. The total eliminations amount will not agree with the elimi-
nations reported in the Statement of Changes in Net Position, which include eliminations for Other Funds.
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summary information for earmarked funds as of and for the year ended september 30, 2007  
(in Millions):

Exchange 
Stabilization 

Fund  D.C. Pensions

Public 
Enterprise 
Revolving 

Funds

Other 
Earmarked 

Funds

Combined 
Earmarked 

Funds Eliminations*
09/30/2007 

Totals

Balance sheet

aSSETS:

Fund	Balance $ 0 $ 0 $ 439 $ 265 $ 704 $ $ 704

Investments/Related	Interest	–		
Intra-governmental 16,439 3,856 1,124 482 21,901 21,901 0

Cash,	Foreign	Currency/Other	Monetary	
Assets 21,445 0 0 28 21,473 21,473

Investments	and	Related	Interest 10,040 0 0 0 10,040 10,040

Other	Assets 0 45 1,259 90 1,394 10 1,384

Total Assets $ 47,924 $ 3,901 $ 2,822 $ 865 $ 55,512 $ 21,911 $ 33,601

lIaBIlITIES:

Intra-governmental	Liabilities $ 0 $ 0 $ 24 $ 198 $ 222 $ 13 $ 209

Certificates	Issued	to	Federal	Reserve 2,200 0 0 0 2,200 2,200

Allocation	of	Special	Drawing	Rights 7,627 0 0 0 7,627 7,627

Other	Liabilities 51 9,042 592 193 9,878 9,878

Total Liabilities $ 9,878 $ 9,042 $ 616 $ 391 $ 19,927 $ 13 $ 19,914

NET PoSITIoN:

Unexpended	Appropriations $ 200 $ 0 $ 0 $ 0 $ 200 $ 200

Cumulative	Results	of	Operations 37,846 (5,141) 2,206 474 35,385 35,385

Total Liabilities and Net Position $ 47,924 $ 3,901 $ 2,822 $ 865 $ 55,512 $ 13 $ 55,499

statement of net Cost 

Gross	Cost $ 703 $ 446 $ 2,997 $ 234 $ 4,380 $ 56 $ 4,324

Less	Earned	Revenue (3,864) (160) (3,120) 0 (7,144) (1,036) (6,108)

Total Net Cost of Operations $ (3,161) $ 286 $ (123) $ $234 $ (2,764) $ (980) $ (1,784)

Cumulative results of operations

Beginning	Balance $ 34,685 $ (5,209) $ 1,816 $ 322 $ 31,614 $ 0 $ 31,614

Budgetary	Financing	Sources $ 0 $ 354 $ 0 $ 354 $ 708 $ 40 $ 668

Other	Financing	Sources 0 0 267 32 299 (16) 315

Total	Financing	Sources 0 354 267 386 1,007 24 983

Net	Cost	of	Operations 3,161 (286) 123 (234) 2,764 980 1,784

Net	Change 3,161 68 390 152 3,771 1,004 2,767

Total Cumulative Results of Operations $ 37,846 $ (5,141) $ 2,206 $ 474 $ 35,385 $ 1,004 $ 34,381

* The eliminations reported above include both inter and intra eliminations for the Earmarked Funds. The total eliminations amount will not agree with the elimina-
tions reported in the Statement of Changes in Net Position, which include eliminations for Other Funds.
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23. reCOnCiliatiOn Of net COst Of OPeratiOns tO buDget

The Reconciliation of Net Cost of Operations to Budget explains the difference between the budgetary net obliga-
tions and the proprietary net cost of operations. For fiscal years 2008 and 2007, OMB did not prescribe a format for 
this reconciliation in OMB Circular A-136, Financial Reporting Requirements, as amended, so that preparers might 
develop a more robust presentation tailored to their agency. As of September 30, 2008 and September 30, 2007, the 
Reconciliation of Net Cost of Operations to Budget consisted of the following (in millions):

2008 2007

RESOURCES USED TO FINANCE ACTIVITIES:

Budgetary Resources Obligated:

Obligations	Incurred	 $ 487,534 $ 465,530

Less:	Spending	Authority	from	Offsetting	Collections	and	Recoveries (9,401) (10,237)

Obligations	Net	of	Offsetting	Collections	and	Recoveries 478,133 455,293

Less:	Offsetting	Receipts (16,211) (16,040)

Net Obligations $ 461,922 $ 439,253

Other Resources:

Donations	and	Forfeiture	of	Property 112 73

Financing	Sources	for	Accrued	and	Discount	on	the	Debt (3,870) 7,632

Transfers	In/Out	Without	Reimbursement (21) (24)

Imputed	Financing	from	Cost	Absorbed	by	Others	 729 740

Transfers	to	the	General	Fund	and	Other	(Note	18)	 (20,788) (12,293)

Net	Other	Resources	Used	to	Finance	Activities (23,838) (3,872)

GSE	Transactions	 13,800 0

Total Resources Used to Finance Activities  $ 451,884 $ 435,381

RESOURCES USED TO FINANCE ITEMS NOT PART OF THE NET COST OF OPERATIONS: 

Change	in	Budgetary	Resources	Obligated	for	Goods,	Services,		
and	Benefits	Ordered	but	not	yet	Provided $ 1,229 $ 4,788

Credit	Program	Collections	that	Increase	Liabilities	for	Loans	Guarantees		
or	Allowances	for	Subsidy (5) (94)

Adjustment	to	Accrued	Interest	and	Discount	on	the	Debt (6,731) 4,385

Other	(primarily	non-exchange	portion	of	offsetting	receipts) (10,745) (14,089)

Total	Resources	Used	to	Finance	Items	Not	Part	of	the	Net	Cost	of	Operations (16,252) (5,010)

Total Resources Used to Finance the Net Cost of Operations $ 468,136 $ 440,391

Total	Components	of	Net	Cost	of	Operations	that	will	Require		
or	Generate	Resources	in	Future	Periods 14 (18)

Total	Components	of	Net	Cost	of	Operations	that	will	not	Require	or	Generate	Resources 1,201 948

Total Components of Net Cost of Operations That Will Not Require  
or Generate Resources in the Current Period 1,215 930

Net Cost of Operations $ 469,351 $ 441,321
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24. sPeCial PrOgraMs with gOVernMent sPOnsOreD 
enterPrises (gse)

 Steps Taken to Maintain Financial Stability of GSE

The Federal National Mortgage Association (Fannie Mae) and the Federal Home Loan Mortgage Corporation 
(Freddie Mac) are stockholder-owned GSE. Congress established these GSE to increase the supply of mortgage loans 
and to reduce the accompanying costs. A key Fannie Mae and Freddie Mac responsibility is to package purchased 
mortgages into securities. These securities are subsequently sold to investors. Proceeds from Fannie Mae and Freddie 
Mac sales are used to buy additional mortgages and keep money flowing through the mortgage markets. Fannie Mae 
and Freddie Mac direct, guaranteed debt, and mortgage backed securities (MBS) outstanding totaled approximately $5 
trillion dollars at September 30, 2008.

Increasingly difficult conditions in the housing market challenged the soundness and profitability of MBS, thereby 
undermining the entire housing market. This led Congress to pass the Housing and Economic Recovery Act of 2008 
in July 2008 (HERA). This Act created the new Federal Housing Finance Agency (FHFA), with enhanced regulatory 
authority over the GSE, and provided the Secretary of the Treasury with certain authorities intended to ensure the 
financial stability of the GSE, if necessary.

Due to deteriorating conditions in the housing mortgage markets and the resulting negative financial impact on the 
GSE, they were placed under FHFA conservatorship on September 7, 2008. This action was taken to preserve GSE 
assets, ensure a sound and solvent financial condition, and mitigate systemic risks that contributed to market instability. 
The FHFA director will terminate the conservatorship once sound and solvent conditions are established. 

Pursuant to the authorities provided to the Secretary under the HERA, the Treasury Department, also on September 7, 
2008, took three additional steps discussed below to help ensure the liquidity of the GSE while they are working to 
resolve their financial difficulties.

senior Preferred stock Purchase agreements

The first step was entering into senior preferred stock purchase agreements with each GSE on September 7, 2008. In 
exchange for entering into these agreements, Treasury Department initially received from each GSE: (1) 1,000,000 
shares of non-voting variable liquidation preference senior preferred stock with a liquidation preference value of 
$1,000 per share and (2) a non-transferrable warrant for the purchase at a nominal cost of 79.9percent of common 
stock on a fully-diluted basis. The warrants expire on September 7, 2028. The senior preferred stock accrues dividends 
at 10percent per year, payable quarterly. This rate shall increase to 12percent if, in any quarter, the dividends are not 
paid in cash, until all accrued dividends have been paid. In addition, beginning on March 31, 2010, the GSE will pay 
the Treasury Department a periodic commitment fee on a quarterly basis. This commitment fee will compensate the 
Treasury Department for the explicit support provided by the preferred stock agreements. This fee will be initially set by 
December 31, 2009, based on mutual agreement between the Treasury Department and each GSE, in consultation with 
the Chairman of the Federal Reserve Board. The fee shall be established for five-year periods, and may be waived by the 
Treasury Department for one year at a time if warranted by adverse mortgage market conditions. It may be paid in cash 
or may be added to the liquidation preference.
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The senior preferred stock and warrants received in fiscal year 2008 are accounted for as non-entity investments in 
the Treasury Department’s Fiscal Year 2008 Performance and Accountability Report. Their combined estimated 
value at September 08, 2008, is $7,032 million and at September 30, 2008, is $12,374 million. As these investments 
are accounted for at their fair value at the date of receipt, no increase in fair value is recorded. Other Federal Revenue 
of $7,032 was recognized from the acquisition of preferred stock and warrants. Treasury recorded the investment 
using the appraisal value $7,032 million at the date of purchase September 8, 2008, and then subsequently used the 
valuation $12,371 million at the reporting date to determine that no permanent impairment had occurred. Therefore, 
the recorded amount remained at the historical appraised value.

These agreements, which have no expiration date, provide that the Treasury Department will increase its investment 
in the senior preferred stock if at the end of any quarter the FHFA determines that the liabilities of either GSE 
exceed its assets. The maximum amount available to each GSE under this agreement is $100 billion. The Department 
determined that the net present value of this potential liability cannot be measured with sufficient reliability for fiscal 
year 2008. Accordingly, the estimated future liability, which would take into account increases in preferred stock 
liquidity value, associated dividends, and future commitment fees, is not recorded in the financial statements. The 
Department will attempt to make this determination on at least an annual basis going forward. 

The actual recorded liability arising from the reported excess of GSE liabilities over assets as of September 30, 2008, 
is $ 13.8 billion. This amount is also recorded as an expense for fiscal year 2008. As funds for these payments are 
appropriated directly to the Department, these payments are treated as entity expenses and reflected as such on the 
Statement of Net Cost and Cumulative Results of Operations. The payment of this liability in fiscal year 2009 will 
result in an increase to the nonentity investment in GSE preferred stock, with a corresponding increase in Due to 
the General Fund, as the Department holds the investment on behalf of the General Fund. The carrying value of the 
investment will be evaluated on at least an annual basis.

The full amount of the $100 billion for each GSE, totaling $200 billion, was appropriated in fiscal year 2008, and 
accounts for the increase in appropriated funds and the increase in Unobligated Balance Available as seen in Note 2.

gse Credit facility

The second step was the establishment of the Government Sponsored Enterprise Credit Facility (GSECF) to ensure 
credit availability to the GSE and the Federal Home Loan Banks. This lending facility will provide secured funding 
on an as needed basis under terms and conditions established by the Secretary to protect taxpayers. Fannie Mae, 
Freddie Mac, and the Federal Home Loan Banks are eligible to borrow under this program. The GSECF provides 
liquidity, if needed, until December 31, 2009.

Funding will be provided directly by Treasury from its account held at the Federal Reserve Bank of New York 
(FRBNY) in exchange for eligible collateral from the GSE which will be limited to guaranteed mortgage backed 
securities issued by the GSE as well as advances made by the Federal Home Loan Banks. Loan requests will require 
approval from Treasury and verification by the FRBNY that adequate collateral has been pledged. Loans made 
through the GSECF are subject to the federal debt limit. Loans will be for short-term durations and are in general 
expected to be for less than one month but no shorter than one week. Loans will not be made with a maturity date 
beyond December 31, 2009. The rate on a loan request ordinarily will be based on the daily London Interbank 
Borrowing Rate (LIBOR) for a similar term loan plus 50 basis points. The rate is set at the discretion of the 
Secretary with the objective of protecting the taxpayer, and is subject to change. 
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There is no stated limitation on loans provided through the GSECF. However, loans are limited to the amounts of 
available collateral. 

There were no loans made through the GSECF in fiscal year 2008.

gse Mortgage-backed securities Purchase Program

The third step was the initiation of a temporary program to further support the availability of mortgage financing 
for millions of Americans and to mitigate pressures on mortgage rates. Under this program, Treasury purchases 
GSE MBS in the open market. By purchasing these credit-guaranteed securities, Treasury seeks to broaden access 
to mortgage funding for current and prospective homeowners and to promote stability in the mortgage market. 

The size and timing of the MBS purchases is subject to the discretion of the Secretary. The scale of the program will 
be based on developments in the capital and housing markets. Initial purchases of $3.3 billion were made during 
September 2008. Additional purchases will be made as deemed appropriate through the expiration of this authority 
on December 31, 2009.

As these securities are backed by individual mortgages, they are accounted for under the Credit Reform Act of 
1990.
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25. teMPOrary guarantee PrOgraM  
fOr MOney Market funDs  

The Treasury Department has established a Temporary Guarantee Program (Program) for Money Market Funds. 
Under this Program the Treasury Department will guarantee to investors that they will receive the stable share 
price (SSP) for shares held in participating money market funds as of the close of business on September 19, 2008. 
President George W. Bush approved the use of existing authorities by Secretary Henry M. Paulson, Jr. to make 
available, as necessary, the assets of the Exchange Stabilization Fund (ESF) to support the Program. If a participating 
fund’s market-based net asset value (NAV) falls below 99.5 percent of the SSP and is not cured, a Guarantee Event 
will be deemed to occur. If outlays become necessary, they would be paid out initially from the ESF, and then under 
the provisions of Section 131 of the Emergency Economic Stabilization Act of 2008, such outlays would be reim-
bursed from funds available under the Troubled Assets Relief Program (Note 26). Treasury is not currently aware of 
any Guarantee Events which have occurred at funds that have been accepted into the Program. 

Eligible funds must be regulated under Rule 2a-7 of the Investment Company Act of 1940, must maintain a SSP, 
must have had a market-based NAV of at least 99.5 percent of the SSP as of September 19, 2008, and must be 
publicly offered and registered with the Securities and Exchange Commission. The Program will be in effect until 
December 18, 2008, with an option to extend until September 18, 2009, at the discretion of the Secretary of the 
Treasury. 

To participate in the Program, eligible money market funds must submit an application and pay a premium of one 
basis point if the fund’s NAV is greater than or equal to 99.75 percent of the SSP, or 1.5 basis points of the SSP if 
the fund’s NAV is less than 99.75 percent of the SSP but greater than or equal to 99.50 percent of the SSP. If the 
Program is extended beyond December 18, new premium charges will apply and funds will have the option to renew 
their coverage.

As of September 30, 2008, the Department collected $39.7 million in program participation premiums. As of October 
10, 2008, the Department collected an additional $298.1 million in premiums. These premiums represent the pay-
ments for the first three months of coverage which began September 19, 2008. All premium payments were invested 
into U.S. Government securities. Treasury received applications representing at least $3 trillion of assets under 
management before the application deadline. As Treasury is currently reviewing the applications and determining 
eligibility for inclusion in the Program, the final assets under management that will be covered by the Program has 
not been determined. In addition, program participation payments from funds that are not accepted into the Program 
will be returned. Of the total $337.8 million collected, $45.0 million was recognized as earned revenue, while $292.8 
million remained as unearned revenue at September 30, 2008. The revenue is included in Economic Program earned 
revenue on the Statement of Net Cost. The unearned revenue is included in other liabilities on the Balance Sheet.

The Department of the Treasury’s exposure under the Program, when a guarantee event occurs, is the difference 
between the SSP and the NAV at liquidation of the money market fund. The Department believes the risk of loss 
under the program is negligible, and no future liability is recorded at September 30, 2008.

nOte 25.  
teMPOrary guarantee PrOgraM fOr MOney Market funDs

TAB A - Department of the Treasury Materials



parT iii — annUal financial repOrT

209

26. subsequent eVents 

A. Emergency Economic Stabilization Act of 2008 

The Emergency Economic Stabilization Act of 2008 (EESA) was signed into law on October 3, 2008. This law 
establishes a Troubled Asset Relief Program (TARP) to be administered by the Department of the Treasury. The 
TARP is intended to promote market stability and protect the U.S. economy by authorizing Treasury to purchase 
and guarantee troubled mortgage-related assets and other financial assets. EESA also provides for the purchase of 
any other financial instruments that the Secretary determines, after consultation with the Federal Reserve Board 
Chairman, is necessary in order to promote financial market stability.

The Secretary’s authority to purchase financial assets was limited initially to $250 billion in outstanding assets, and 
increased to $350 billion upon certification by the President to the Congress on October 14, 2008. The authority 
can be increased to the maximum of $700 billion upon submission of a written report from the President to the 
Congress detailing the Secretary’s plan to exercise additional authority, providing Congress does not enact a law to 
remove the President’s authority.

The $700 billion limit shall be reduced by the difference between outstanding guaranteed obligations under the 
insurance program authorized by EESA, if any, and the balance in the Troubled Assets Insurance Financing Fund 
(TAIFF) established by EESA to guarantee timely payments on mortgage-related assets. The Secretary can guaran-
tee timely payment of up to 100percent of the principal and interest on these insured assets. Institutions seeking this 
guarantee are required to pay risk-based premiums into the fund. The premiums will be in amounts determined by 
the Secretary, as necessary, to meet anticipated claims and eliminate any budgetary cost. 

The EESA legislation terminates on December 31, 2009. However, the Secretary can extend this authority to 
October 3, 2010 upon submission of a written certification to Congress. EESA increases the statutory public debt 
limit by $700 billion, from $10.615 trillion to $11.315 trillion.

Upon passage of EESA, Treasury established the Office of Financial Stability to administer the TARP. No EESA 
transactions occurred during fiscal year 2008. Through November 14, 2008, $148 billion in financial assets were 
purchased through TARP. 

B. Energy Improvement and Extension Act of 2008

P.L. 110-343, Division B - Energy Improvement and Extension Act of 2008, was enacted on October 3, 2008.

Section 113 of the Act allowed for the restructuring of the Advance to the Black Lung Trust Fund (the Fund) by 
the repayment of the market value of outstanding repayable advances with the proceeds of obligations issued by the 
Fund to the General Fund of the U.S. Government and a one time appropriation.

Effective October 7, 2008, the Black Lung Disability Trust Fund repaid the General Fund of the U.S. Government 
the market value of the outstanding repayable plus accrued interest by transferring (1) obligations whose denomi-
nations, rate, and maturity were prescribed by the Secretary of the Treasury and (2) the one time appropriation 
amount, which was the difference between the proceeds received from issuance of the obligations described above 
and the market value of the outstanding advances payable. 
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C. American International Group (AIG)

To help AIG work out its financial difficulties, the Federal Reserve Bank of New York agreed to lend up to 
$85 billion to AIG pursuant to the authority in Section 13(3) of the Federal Reserve Act. The Department is not 
a party to the AIG credit facility with the Fed, and has no liabilities, commitments or guarantees pursuant to the 
Fed’s arrangements with AIG or any other financial relationship with AIG.

Under the terms of the agreement with AIG and the Federal Reserve, an approximately 79.9 percent equity interest 
in AIG (in the form of Convertible Participating Serial Preferred Stock convertible into approximately 79.9 percent 
of the issued and outstanding shares of common stock) was to be issued to a trust to be established by AIG. The 
U.S. Treasury will be named as the beneficiary of that trust, so that when the stock is ultimately liquidated the 
proceeds will be deposited into the General Fund of the U.S. Government. The Treasury Department will be the 
recipient of any dividends and any proceeds from the liquidation of the stock on behalf of the General Fund. The 
accounting and reporting for any activities related to the government’s interest in the stock held by the trust will be 
done by the Treasury Department.

Subsequent to September 30, 2008, the credit facility to assist AIG was restructured significantly. The credit facility 
was modified to be incorporated into the TARP described above. To provide additional financial assistance to AIG, 
the Department agreed in November 2008 to directly purchase $40 billion in senior AIG preferred stock through 
the TARP. The Treasury Department will also receive common stock warrants for 2 percent of the outstanding 
AIG common stock, with the above-described convertible preferred stock interest to be owned by the trust reduced 
to 77.9 percent.
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requireD suPPleMental infOrMatiOn (unauDiteD)

 Introduction

This section provides the Required Supplemental Information as prescribed by Office of Management and Budget 
(OMB) Circular A-136, Financial Reporting Requirements. 

 Other Claims for Refunds 

The Treasury Department has estimated that $22 billion may be payable as other claims for tax refunds. This estimate 
represents amounts (principal and interest) that may be paid for claims pending judicial review by the federal courts 
or internally. The total estimated payout (including principal and interest) for claims pending judicial review by the 
federal courts is $5.0 billion and by appeals is $17 billion. 

 Federal Taxes Receivable, Net 

In accordance with SFFAS No. 7, some unpaid tax assessments do not meet the criteria for financial statement 
recognition as discussed in Note 1 to the financial statements. Although compliance assessments and write-offs are 
not considered receivables under federal accounting standards, they represent legally enforceable claims of the Federal 
Government. There is, however, a significant difference in the collection potential between compliance assessments 
and receivables.

The components of the total unpaid assessments at September 30, 2008, were as follows (in billions):

Total	Unpaid	Assessments $ 278

Less:	Compliance	Assessments (67)

Write	Offs (99)

Gross Federal Taxes Receivable $ 112

Less:	Allowance	for	Doubtful	Accounts (83)

Federal Taxes Receivables, Net   $ 29

To eliminate double counting, the compliance assessments reported above exclude trust fund recovery penalties, total-
ing $4 billion, assessed against officers and directors of businesses who were involved in the non-remittance of federal 
taxes withheld from their employees. The related unpaid assessments of those businesses are reported as taxes receiv-
able or write-offs, but the Treasury Department may also recover portions of those businesses’ unpaid assessments 
from any and all individual officers and directors against whom a trust fund recovery penalty is assessed.

requireD suPPleMental infOrMatiOn (unauDiteD)

TAB A - Department of the Treasury Materials



fiScal year 2008 perfOrmance and accOUnTabiliTy repOrT

212

internal revenue service (irs)

The unpaid assessments balance represents assessments resulting from taxpayers filing returns without sufficient 
payment, as well as from the IRS’s enforcement programs such as examination, under-reporter, substitute for return, 
and combined annual wage reporting. A significant portion of this balance is not considered a receivable. Also, a 
substantial portion of the amounts considered receivables is largely uncollectible. 

Under federal accounting standards, unpaid assessments require taxpayer or court agreement to be considered 
federal taxes receivable. Assessments not agreed to by taxpayers or the courts are considered compliance assessments 
and are not considered federal taxes receivable. Due to the lack of agreement, these compliance assessments are less 
likely to have future collection potential than those unpaid assessments that are considered federal taxes receivable.

Assessments with little or no future collection potential are called write-offs. Write-offs principally consist of 
amounts owed by deceased, bankrupt, or defunct taxpayers, including many failed financial institutions liquidated 
by the FDIC and the former Resolution Trust Corporation (RTC). As noted above, write-offs have little or no 
future collection potential, but statutory provisions require that these assessments be maintained until the statute for 
collection expires.

 Deferred Maintenance

In fiscal year 2008, the Treasury Department had no material amounts of deferred maintenance costs to report on 
vehicles, buildings, and structures owned by the Department of the Treasury.

Deferred maintenance applies to owned PP&E. Deferred maintenance is maintenance that was not performed when 
it should have been, or was scheduled to be, and is put off or delayed for a future period. Maintenance is defined 
as the act of keeping capitalized assets in an “acceptable condition” to serve their required mission. It includes 
preventive maintenance, normal repairs, replacement of parts and structural components, and other activities 
needed to preserve the asset so that it continues to provide acceptable services and achieves its expected useful life. 
Maintenance excludes activities aimed at expanding the capacity or significantly upgrading the assets to a different 
form than it was originally intended (i.e., activities related to capitalized improvements, modernization, and/or 
restoration).

Logistic personnel use condition assessment surveys and/or the total life-cycle cost methods to determine deferred 
maintenance and acceptable operating condition of an asset. Periodic condition assessments, physical inspections, 
and review of manufacturing and engineering specifications, work orders, and building and other structure logistics 
reports can be used under these methodologies.

 Money Market Insurance Program– Risk Assumed Disclosure

The Treasury Department is not recording a contingent liability for any risk assumed, because the Department of 
the Treasury’s exposure under the Program is the difference between a stable share price and the net asset value at 
liquidation of the money market fund. For all of the reasons outlined in Note 25, and based on current information 
and the Federal programs in place, and as this is a temporary program dealing with issues of first impression, we 
believe the risk of loss to the Treasury Department is negligible. 
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 Liquidity Commitment to Government Sponsored Enterprises (GSEs)

The liquidity commitment to the GSEs described in the senior preferred stock purchase agreements section of Note 
24 is essentially an insurance program in that the Treasury Department received a commitment fee in return for a 
guarantee of GSE liquidity should their liabilities exceed their assets at the end of any future quarter.  

The total program liability as of September 30, 2008 should include the amount of quarterly liquidity draws 
requested but not yet paid, accruals for amounts of liquidity draws not known until after the end of the quarter, and 
an estimated contingent liability for the discounted present value of future liquidity draws up to the $200 billion 
combined liability limit. The discounted present value would take into account estimated offsetting increases in the 
liquidity preference of the preferred stock, increases in dividends on the increased liquidity preference, and annual 
commitment fees. However, due to the current uncertainties and turbulence in the financial markets, for fiscal year 
2008 the estimated contingent liability amount does not have “sufficient reliability” to be recorded as a liability. The 
only liability that is recorded for fiscal year 2008 is the $13.8 billion draw request received from the Federal Housing 
Finance Agency on behalf of Freddie Mac in November 2008 for the quarter ended September 30, 2008.  As noted 
above, the total gross risk under this commitment was $200 billion; after the November draw request, the remain-
ing commitment is $186.2 billion.
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fiscal year 2008 statement of budgetary resources Disaggregated by sub-organization accounts 
(in Millions):

Engraving  
and Printing

Bureau
Public Debt

Departmental
Offices

Fin. Crimes
Enforcement

Network

Financial
Management

Service

Internal
Revenue
Service

Budgetary resources

Unobligated	balance	brought	forward $ 112 $ 131 $ 55,288 $ 11 $ 259 $ 662

Recoveries	prior	year	unpaid	obligations 0 125 133 2 15 105

Budget	Authority:

Appropriations 0 452,780 203,289 86 12,018 11,296

Borrowing	authority 0 0 4 0 0 0

Spending	authority	offsetting	collections:

Earned:	Collected 509 334 4,405 2 239 144

			Change	in	receivable	federal	 8 (73) 2 1 2 28

Change	in	unfilled	customer	order:

Advance	received 5 0 (4) 0 0 0

Without	advance	from	federal	sources 0 (37) 6 2 (8) (3)

Subtotal 522 453,004 207,702 91 12,251 11,465

Non-expenditure	transfers,	net 0 (2) 846 0 (18) 18

Temporarily	not	available	 0 (5) (4) 0 0 0

Permanently	not	available 0 (1,303) (1,027) (1) (2,210) (68)

Total Budgetary Resources $ 634 $ 451,950 $ 262,938 $ 103 $ 10,297 $ 12,182

Status of Budgetary Resources

Obligations	incurred

Direct $ 0 $ 451,458 $ 4,544 $ 80 $ 9,847 $ 11,360

Reimbursable 538 317 511 4 211 140

Subtotal 538 451,775 5,055 84 10,058 11,500

Unobligated	Balance

Apportioned	 96 144 213,380 15 212 217

Exempt	from	apportionment 0 23 33,932 0 18 0

Subtotal 96 167 247,312 15 230 217

Unobligated	balance	not	available 0 8 10,571 4 9 465

Total Status of Budgetary Resources $ 634 $ 451,950 $ 262,938 $ 103 $ 10,297 $ 12,182

Relationship Obligations to Outlays

Obligated	balance,	net

Unpaid	obligations	brought	forward $ 102 $ 297 $ 55,202 $ 16 $ 332 $ 1,440

Uncollected	customer	payments	Federal	sources	brought	forward (39) (299) (9) 0 (39) (22)

Total	unpaid	obligated	balance,	net	 63 (2) 55,193 16 293 1,418

Obligations	incurred,	net 538 451,775 5,055 84 10,058 11,500

Gross	Outlays (536) (451,788) (5,335) (85) (10,046) (11,399)

Recoveries	prior	year	unpaid	obligations 0 (125) (133) (2) (15) (105)

Change	uncollected	customer	payments (8) 110 (8) (3) 6 (25)

Obligated	balance	net,	end	of	period

Unpaid	obligations 103 159 54,789 13 329 1,436

Uncollected	customer	payments		federal	 (46) (189) (17) (3) (33) (47)

Total	unpaid	obligated	balance,	net 57 (30) 54,772 10 296 1,389

Net Outlays

Gross	outlays 536 451,788 5,335 85 10,046 11,399

Offsetting	collections (514) (334) (3,871) (2) (239) (144)

Distributed	offsetting	receipts 0 (14,789) (236) 0 (986) (200)

Net Outlays $ 22 $ 436,665 $ 1,228 $ 83 $ 8,821 $ 11,055
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fiscal year 2008 statement of budgetary resources Disaggregated by sub-organization accounts 
(in Millions):

U.S. Mint

Office of the 
Comptroller of 

the Currency
Office of Thrift

Supervision

Alcohol Tobacco 
Tax & Trade 

Bureau
Budgetary  

Total

9/30/2008 
Non-Budgetary 

Financing

Budgetary resources

Unobligated	balance	brought	forward $ 53 $ 668 $ 263 $ 3 $ 57,450 $ 0

Recoveries	prior	year	unpaid	obligations 27 0 3 3 413 0

Budget	Authority:

Appropriations 0 0 0 94 679,563 0

Borrowing	authority 0 0 0 0 4 34,304

Spending	authority	offsetting	collections:

Earned:	Collected 2,066 740 263 3 8,705 335

			Change	in	receivable	federal	 0 0 0 0 (32) 0

Change	in	unfilled	customer	order:

Advance	received 9 0 9 0 19 0

Without	advance	from	federal	sources 1 0 0 0 (39) 0

Subtotal 2,076 740 272 97 688,220 34,639

Non-expenditure	transfers,	net 0 0 0 0 844 0

Temporarily	not	available	 0 0 0 0 (9) 0

Permanently	not	available (15) 0 0 (2) (4,626) (4,767)

Total Budgetary Resources $ 2,141 $ 1,408 $ 538 $ 101 $ 742,292 $ 29,872

Status of Budgetary Resources

Obligations	incurred

Direct $ 0 $ 0 $ 0 $ 95 $ 477,384 $ 5,415

Reimbursable 2,091 674 246 3 4,735 0

Subtotal 2,091 674 246 98 482,119 5,415

Unobligated	Balance

Apportioned	 50 0 0 0 214,114 24,122

Exempt	from	apportionment 0 734 292 0 34,999 0

Subtotal 50 734 292 0 249,113 24,122

Unobligated	balance	not	available 0 0 0 3 11,060 335

Total Status of Budgetary Resources $ 2,141 $ 1,408 $ 538 $ 101 $ 742,292 $ 29,872

Relationship Obligations to Outlays

Obligated	balance,	net

Unpaid	obligations	brought	forward $ 209 $ 152 $ 42 $ 19 $ 57,811 $ 0

Uncollected	customer	payments	Federal	sources	brought	forward (6) (4) 0 0 (418) 0

Total	unpaid	obligated	balance,	net	 203 148 42 19 57,393 0

Obligations	incurred,	net 2,091 674 246 98 482,119 5,415

Gross	Outlays (2,013) (660) (241) (96) (482,199) (5,409)

Recoveries	prior	year	unpaid	obligations (27) 0 (3) (3) (413) 0

Change	uncollected	customer	payments (1) 0 0 0 71 0

Obligated	balance	net,	end	of	period

Unpaid	obligations 260 166 44 19 57,318 6

Uncollected	customer	payments		federal	 (7) (4) 0 (1) (347) 0

Total	unpaid	obligated	balance,	net 253 162 44 18 56,971 6

Net Outlays

Gross	outlays 2,013 660 241 96 482,199 5,409

Offsetting	collections (2,075) (740) (272) (3) (8,194) (335)

Distributed	offsetting	receipts 0 0 0 0 (16,211) 0

Net Outlays $ (62) $ (80) $ (31) $ 93 $ 457,794 $ 5,074

fiscal year 2008 statement of budgetary resources Disaggregated by sub-organization accounts 
(in Millions):

Engraving  
and Printing

Bureau
Public Debt

Departmental
Offices

Fin. Crimes
Enforcement

Network

Financial
Management

Service

Internal
Revenue
Service

Budgetary resources

Unobligated	balance	brought	forward $ 112 $ 131 $ 55,288 $ 11 $ 259 $ 662

Recoveries	prior	year	unpaid	obligations 0 125 133 2 15 105

Budget	Authority:

Appropriations 0 452,780 203,289 86 12,018 11,296

Borrowing	authority 0 0 4 0 0 0

Spending	authority	offsetting	collections:

Earned:	Collected 509 334 4,405 2 239 144

			Change	in	receivable	federal	 8 (73) 2 1 2 28

Change	in	unfilled	customer	order:

Advance	received 5 0 (4) 0 0 0

Without	advance	from	federal	sources 0 (37) 6 2 (8) (3)

Subtotal 522 453,004 207,702 91 12,251 11,465

Non-expenditure	transfers,	net 0 (2) 846 0 (18) 18

Temporarily	not	available	 0 (5) (4) 0 0 0

Permanently	not	available 0 (1,303) (1,027) (1) (2,210) (68)

Total Budgetary Resources $ 634 $ 451,950 $ 262,938 $ 103 $ 10,297 $ 12,182

Status of Budgetary Resources

Obligations	incurred

Direct $ 0 $ 451,458 $ 4,544 $ 80 $ 9,847 $ 11,360

Reimbursable 538 317 511 4 211 140

Subtotal 538 451,775 5,055 84 10,058 11,500

Unobligated	Balance

Apportioned	 96 144 213,380 15 212 217

Exempt	from	apportionment 0 23 33,932 0 18 0

Subtotal 96 167 247,312 15 230 217

Unobligated	balance	not	available 0 8 10,571 4 9 465

Total Status of Budgetary Resources $ 634 $ 451,950 $ 262,938 $ 103 $ 10,297 $ 12,182

Relationship Obligations to Outlays

Obligated	balance,	net

Unpaid	obligations	brought	forward $ 102 $ 297 $ 55,202 $ 16 $ 332 $ 1,440

Uncollected	customer	payments	Federal	sources	brought	forward (39) (299) (9) 0 (39) (22)

Total	unpaid	obligated	balance,	net	 63 (2) 55,193 16 293 1,418

Obligations	incurred,	net 538 451,775 5,055 84 10,058 11,500

Gross	Outlays (536) (451,788) (5,335) (85) (10,046) (11,399)

Recoveries	prior	year	unpaid	obligations 0 (125) (133) (2) (15) (105)

Change	uncollected	customer	payments (8) 110 (8) (3) 6 (25)

Obligated	balance	net,	end	of	period

Unpaid	obligations 103 159 54,789 13 329 1,436

Uncollected	customer	payments		federal	 (46) (189) (17) (3) (33) (47)

Total	unpaid	obligated	balance,	net 57 (30) 54,772 10 296 1,389

Net Outlays

Gross	outlays 536 451,788 5,335 85 10,046 11,399

Offsetting	collections (514) (334) (3,871) (2) (239) (144)

Distributed	offsetting	receipts 0 (14,789) (236) 0 (986) (200)

Net Outlays $ 22 $ 436,665 $ 1,228 $ 83 $ 8,821 $ 11,055

requireD suPPleMental infOrMatiOn (unauDiteD)
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appendix a: OTher accOmpanyinG 
infOrmaTiOn (UnaUdiTed)

This section provides Other Accompanying Information as prescribed by OMB Circular A-136, Financial Reporting 
Requirements.

PrOMPt PayMent 

The Prompt Payment Act requires federal agencies to 
make timely payments to vendors for supplies and services, 
to pay interest penalties when payments are made after 
the due date, and to take cash discounts only when they 
are economically justified. Treasury bureaus report Prompt 
Payment data on a monthly basis to the Department, 
and periodic quality control reviews are conducted by the 
bureaus to identify potential problems. 
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tax gaP

Reducing the tax gap is at the heart of IRS’ enforcement 
programs. The tax gap is the difference between what 
taxpayers should pay and what they actually pay due to not 
filing tax returns, not paying their reported tax liability on 
time, or failing to report their correct tax liability. The tax 
gap, about $345 billion based on updated estimates for tax 
year 2001, is the amount of tax that is not paid voluntarily 
and on time. Underreporting tax liability accounts for 
82% of the gap, with the remainder almost evenly divided 
between nonfiling (8%) and underpaying (10%). The IRS 
remains committed to finding ways to increase compliance 
and reduce the tax gap, while minimizing the burden on 
the vast majority of taxpayers who pay their taxes accu-
rately and on time. 

The tax gap is the aggregate amount of tax (i.e., excluding 
interest and penalties) that is imposed by the tax laws for 
any given tax year but is not paid voluntarily and timely. 
The tax gap arises from the three types of noncompli-
ance: not filing required tax returns on time or at all (the 
nonfiling gap), underreporting the correct amount of 
tax on timely filed returns (the underreporting gap), and 
not paying on time the full amount reported on timely 

filed returns (the underpayment gap). Of these three 
components, only the underpayment gap is observed; 
the nonfiling gap and the underreporting gap must be 
estimated. Each instance of noncompliance by a taxpayer 
contributes to the tax gap, whether or not the IRS detects 
it, and whether or not the taxpayer is even aware of the 
noncompliance. Obviously, some of the tax gap arises from 
intentional (willful) noncompliance, and some of it arises 
from unintentional mistakes.

The collection gap is the cumulative amount of tax, penal-
ties, and interest that has been assessed over many years, 
but has not been paid by a certain point in time, and which 
the IRS expects to remain uncollectible. In essence, it rep-
resents the difference between the total balance of unpaid 
assessments and the net taxes receivable reported on the 
IRS’ balance sheet. The tax gap and the collection gap are 
related and overlapping concepts, but they have significant 
differences. The collection gap is a cumulative balance sheet 
concept for a particular point in time, while the tax gap is 
like an income statement item for a single year. Moreover, 
the tax gap estimates include all noncompliance, while 
the collection gap includes only amounts that have been 
assessed (a small portion of all noncompliance).
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tax burDen

The Internal Revenue Code provides for progressive rates 
of tax, whereby higher incomes are generally subject to 
higher rates of tax. The graphs below present the latest 
available information on income tax and adjusted gross 
income (AGI) for individuals by AGI level and for 
corporations by size of assets. For individuals, the informa-

tion illustrates, in percentage terms, the tax burden borne 
by varying AGI levels. For corporations, the information 
illustrates, in percentage terms, the tax burden borne by 
these entities by various sizes of their total assets. The 
graphs are only representative of more detailed data and 
analysis available from the IRS Statistics of Income (SOI) 
office.
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Individual Income Tax Liability Tax Year 2006

adjusted gross income (agi)

number of taxable 
returns

(in thousands)
agi

(in millions)
total income tax 

(in millions)

average agi
 per return

(in whole dollars)

average income tax 
per return

(in whole dollars)

income tax as a 
percentage

of agi

Under	$15,000 37,614	 188,624	 3,141	 5,015	 84	 1.7%

$15,000	under	$30,000 29,649	 655,386	 22,562	 22,105	 761	 3.4%

$30,000	under	$50,000 24,907	 973,569	 59,846	 39,088	 2,403	 6.1%

$50,000	under	$100,000 30,053	 2,123,894	 185,019	 70,672	 6,156	 8.7%

$100,000	under	$200,000 12,110	 1,610,028	 210,538	 132,956	 17,386	 13.1%

$200,000	or	more 4,088	 2,431,160	 545,226	 594,740	 133,380	 22.4%

Total 138,421 $7,982,661 1,026,332
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Corporation Tax Liability Tax Year 2005

total assets (in thousands)
income subject to tax

 (in millions)
total income tax after credits  

(in millions)
Percentage of income tax after 

credits to taxable income

Zero	Assets 19,086 5,094 26.7%

$1	under	$500 9,223	 1,698	 18.4%

$500	under	$1,000 4,473	 1,043 23.3%

$1,000	under	$5,000 14,935	 4,372	 29.3%

$5,000	under	$10,000 9,367 3,060	 32.7%

$10,000	under	$25,000 13,506 4,456 33.0%

$25,000	under	$50,000 13,459 4,366 32.4%

$50,000	under	$100,000 14,239 4,624 32.5%

$100,000	under	$250,000 31,250 9,935 31.8%

$250,000	or	more 1,071,781	 273,431	 25.5%

Total 1,201,319 312,079 26.0%
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Name of Institution City State
10/28/2008 Bank of America Corporation Charlotte NC Purchase Preferred Stock w/Warrants $15,000,000,000 Par

10/28/2008 Bank of New York Mellon Corporation New York NY Purchase Preferred Stock w/Warrants $3,000,000,000 Par
10/28/2008 Citigroup Inc. New York NY Purchase Preferred Stock w/Warrants $25,000,000,000 Par
10/28/2008 The Goldman Sachs Group, Inc. New York NY Purchase Preferred Stock w/Warrants $10,000,000,000 Par
10/28/2008 JPMorgan Chase & Co. New York NY Purchase Preferred Stock w/Warrants $25,000,000,000 Par
10/28/2008 Morgan Stanley New York NY Purchase Preferred Stock w/Warrants $10,000,000,000 Par
10/28/2008 State Street Corporation Boston MA Purchase Preferred Stock w/Warrants $2,000,000,000 Par
10/28/2008 Wells Fargo & Company San Francisco CA Purchase Preferred Stock w/Warrants $25,000,000,000 Par

1/             10/28/2008 Merrill Lynch & Co., Inc. New York NY Purchase Preferred Stock w/Warrants $10,000,000,000 Par
11/14/2008 Bank of Commerce Holdings Redding CA Purchase Preferred Stock w/Warrants $17,000,000 Par
11/14/2008 1st FS Corporation Hendersonville NC Purchase Preferred Stock w/Warrants $16,369,000 Par
11/14/2008 UCBH Holdings, Inc. San Francisco CA Purchase Preferred Stock w/Warrants $298,737,000 Par
11/14/2008 Northern Trust Corporation Chicago IL Purchase Preferred Stock w/Warrants $1,576,000,000 Par
11/14/2008 SunTrust Banks, Inc. Atlanta GA Purchase Preferred Stock w/Warrants $3,500,000,000 Par
11/14/2008 Broadway Financial Corporation Los Angeles CA Purchase Preferred Stock w/Warrants $9,000,000 Par
11/14/2008 Washington Federal Inc. Seattle WA Purchase Preferred Stock w/Warrants $200,000,000 Par
11/14/2008 BB&T Corp. Winston-Salem NC Purchase Preferred Stock w/Warrants $3,133,640,000 Par
11/14/2008 Provident Bancshares Corp. Baltimore MD Purchase Preferred Stock w/Warrants $151,500,000 Par
11/14/2008 Umpqua Holdings Corp. Portland OR Purchase Preferred Stock w/Warrants $214,181,000 Par
11/14/2008 Comerica Inc. Dallas TX Purchase Preferred Stock w/Warrants $2,250,000,000 Par
11/14/2008 Regions Financial Corp. Birmingham AL Purchase Preferred Stock w/Warrants $3,500,000,000 Par
11/14/2008 Capital One Financial Corporation McLean VA Purchase Preferred Stock w/Warrants $3,555,199,000 Par
11/14/2008 First Horizon National Corporation Memphis TN Purchase Preferred Stock w/Warrants $866,540,000 Par
11/14/2008 Huntington Bancshares Columbus OH Purchase Preferred Stock w/Warrants $1,398,071,000 Par
11/14/2008 KeyCorp Cleveland OH Purchase Preferred Stock w/Warrants $2,500,000,000 Par
11/14/2008 Valley National Bancorp Wayne NJ Purchase Preferred Stock w/Warrants $300,000,000 Par
11/14/2008 Zions Bancorporation Salt Lake City UT Purchase Preferred Stock w/Warrants $1,400,000,000 Par
11/14/2008 Marshall & Ilsley Corporation Milwaukee WI Purchase Preferred Stock w/Warrants $1,715,000,000 Par
11/14/2008 U.S. Bancorp Minneapolis MN Purchase Preferred Stock w/Warrants $6,599,000,000 Par
11/14/2008 TCF Financial Corporation Wayzata MN Purchase Preferred Stock w/Warrants $361,172,000 Par
11/21/2008 First Niagara Financial Group Lockport NY Purchase Preferred Stock w/Warrants $184,011,000 Par
11/21/2008 HF Financial Corp. Sioux Falls SD Purchase Preferred Stock w/Warrants $25,000,000 Par
11/21/2008 Centerstate Banks of Florida Inc. Davenport FL Purchase Preferred Stock w/Warrants $27,875,000 Par
11/21/2008 City National Corporation Beverly Hills CA Purchase Preferred Stock w/Warrants $400,000,000 Par

CAPITAL PURCHASE PROGRAM
Transaction Report

Updated on November 25, 2008; 4:30 PM

Pricing 
MechanismPrice Paid   

Seller
Date Transaction Type Description
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Name of Institution City State

CAPITAL PURCHASE PROGRAM
Transaction Report

Updated on November 25, 2008; 4:30 PM

Pricing 
MechanismPrice Paid   

Seller
Date Transaction Type Description

11/21/2008 First Community Bankshares Inc. Bluefield VA Purchase Preferred Stock w/Warrants $41,500,000 Par
11/21/2008 Western Alliance Bancorporation Las Vegas NV Purchase Preferred Stock w/Warrants $140,000,000 Par
11/21/2008 Webster Financial Corporation Waterbury CT Purchase Preferred Stock w/Warrants $400,000,000 Par
11/21/2008 Pacific Capital Bancorp Santa Barbara CA Purchase Preferred Stock w/Warrants $180,634,000 Par
11/21/2008 Heritage Commerce Corp. San Jose CA Purchase Preferred Stock w/Warrants $40,000,000 Par
11/21/2008 Ameris Bancorp Moultrie GA Purchase Preferred Stock w/Warrants $52,000,000 Par
11/21/2008 Porter Bancorp Inc. Louisville KY Purchase Preferred Stock w/Warrants $35,000,000 Par
11/21/2008 Banner Corporation Walla Walla WA Purchase Preferred Stock w/Warrants $124,000,000 Par
11/21/2008 Cascade Financial Corporation Everett WA Purchase Preferred Stock w/Warrants $38,970,000 Par
11/21/2008 Columbia Banking System, Inc. Tacoma WA Purchase Preferred Stock w/Warrants $76,898,000 Par
11/21/2008 Heritage Financial Corporation Olympia WA Purchase Preferred Stock w/Warrants $24,000,000 Par
11/21/2008 First PacTrust Bancorp, Inc. Chula Vista CA Purchase Preferred Stock w/Warrants $19,300,000 Par
11/21/2008 Severn Bancorp, Inc. Annapolis MD Purchase Preferred Stock w/Warrants $23,393,000 Par

11/21/2008 Boston Private Financial Holdings, Inc. Boston MA Purchase Preferred Stock w/Warrants $154,000,000 Par
11/21/2008 Associated Banc-Corp Green Bay WI Purchase Preferred Stock w/Warrants $525,000,000 Par
11/21/2008 Trustmark Corporation Jackson MS Purchase Preferred Stock w/Warrants $215,000,000 Par
11/21/2008 First Community Corporation Lexington SC Purchase Preferred Stock w/Warrants $11,350,000 Par
11/21/2008 Taylor Capital Group Rosemont IL Purchase Preferred Stock w/Warrants $104,823,000 Par
11/21/2008 Nara Bancorp, Inc. Los Angeles CA Purchase Preferred Stock w/Warrants $67,000,000 Par

TOTAL $161,471,163,000
1/  Settlement deferred pending merger

KEY
Date When payment is authorized
Seller Name, City and State of Qualified Institution
Transaction Type Purchase or Sale
Description e.g. Preferred Stock w/Warrants, Preferred Stock w/Senior Debt
Price Paid Total Purchase Amount 
Pricing Mechanism e.g. Priced at par, auction price
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11/25/2008 AIG New York NY Purchase Preferred Stock w/Warrants $40,000,000,000 Par

KEY
Date When payment is authorized
Seller Name, City and State of Qualified Institution
Transaction Type Purchase or Sale
Description e.g. Preferred Stock w/Warrants, Preferred Stock w/Senior Debt
Price Paid Total Purchase Amount 
Pricing Mechanism e.g. Priced at par, auction price

Pricing 
MechanismPrice Paid   

SYSTEMICALLY SIGNIFICANT FAILING INSTITUTION
Transaction Report

Seller
Date Transaction Type Description

Updated on November 26, 2008; 4:30 PM
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UNITED STATES DEPARTMENT OF THE TREASURY 
TRANCHE REPORT TO CONGRESS 

FOR THE PERIOD THROUGH NOVEMBER 14, 2008 
 
 
 
I.  INTRODUCTION 
 
This Second Tranche Report to Congress (Second Tranche Report) is the second report under 
section 105(b) of the Emergency Economic Stabilization Act of 2008 (EESA).  The Second 
Tranche Report satisfies the requirements for reporting at the $150 billion cumulative 
commitment level and is required because Treasury has made funding commitments of 
approximately $158.5 billion under EESA.  Treasury will submit the next tranche report when 
the commitment level reaches the $200 billion level. 
 
The Second Tranche Report addresses the following six areas as required by EESA section 
105(b)(1):    
 

• A description of all the transactions made during the reporting period. 
• A description of the pricing mechanism for the transactions. 
• A justification of the price paid for, and other financial terms associated with, the 

transactions. 
• A description of the impact of the exercise of such authority on the financial system. 
• A description of challenges that remain in the financial system, including any 

benchmarks yet to be achieved. 
• An estimate of additional actions under the authority provided pursuant to EESA that 

may be necessary to address such challenges. 
 
II. TRANSACTION INFORMATION BY PROGRAM 
 
Treasury has announced two programs to purchase troubled assets under EESA, the Capital 
Purchase Program (CPP) and the Systemically Significant Failing Institution Program (SSFI).  
Treasury published the program description for the CPP on October 14, 2008, and completed its 
first transactions under that program on October 28, 2008.  We reported on these transactions, 
which totaled $125 billion, in the First Tranche Report on November 4.  Treasury completed a 
second set of transactions under the CPP on November 14, 2008, bringing the total amount of 
funds committed under the CPP program to $158.5 billion.  We discuss these recent transactions 
in this report. 
 
On November 10, Treasury announced an agreement in principle for a $40 billion purchase of 
preferred shares of American International Group, Inc. (AIG) under the SSFI program.    
Concurrent with publishing this report, Treasury published a description of the SSFI program on 
its web site.  Since the transaction has not been completed as of the time of this report, we will 
discuss the SSFI Program and the AIG transaction in the next tranche report, when Treasury 
reaches the $200 billion level.    
 

TAB A - Department of the Treasury Materials



 2

Capital Purchase Program 
 
The purpose of the CPP is to encourage U.S. financial institutions to build their capital base, 
which in turn will increase the capacity of those institutions to lend to U.S. businesses and 
consumers and to support the U.S. economy and stabilize the financial system.  The terms of the 
investment limit certain uses of capital by the issuer, including most repurchases of company 
stock, and increases in dividends.  Under this voluntary program, Treasury will purchase up to 
$250 billion of senior preferred shares on standardized terms, which will include warrants for 
future Treasury purchases of common stock.  The CPP is available to qualifying U.S. controlled 
banks, savings associations, and certain bank and savings and loan holding companies engaged 
solely or predominately in financial activities permitted under the relevant law.   
 
Through November 14, Treasury has signed final agreements with 30 financial institutions.  On 
October 28, 2008, Treasury completed capital purchase transactions with 8 of these institutions 
for a total of $115 billion.   Treasury completed capital purchase transactions with an additional 
21 institutions on November 14, 2008 for a total of $33.5 billion.  Funding of the capital 
purchase transaction for the thirtieth institution will be made sometime before January 31, 2009 
in the amount of $10 billion.  A report listing each of these transactions has been published on 
Treasury’s web site.   

All commitments thus far under the CPP have been with financial institutions whose stock is 
traded on national securities exchanges.  The terms of the program for non-publicly held 
financial institutions (excluding S corporations and Mutual Organizations) whose stock is not 
traded on national securities exchanges were released on November 17 and these institutions 
have until December 8 to apply.  The application process – with standardized forms and 
standardized review – encourages banks and thrifts of all sizes to participate in the CPP.  To 
apply for the CPP, financial institutions review the program information on the Treasury website 
and then consult with their Federal banking agency.  After this consultation, institutions submit 
an application to that same Federal banking agency.  The minimum subscription amount 
available to a participating institution is 1 percent of risk-weighted assets. The maximum 
subscription amount is the lesser of $25 billion or 3 percent of risk-weighted assets.  These 
amounts are determined at the discretion of the Treasury reflecting the recommendations of the 
Federal banking agency. 

Treasury has worked with the Federal banking agencies to establish streamlined evaluation 
procedures; this means that all Federal banking agencies use a standardized process to review all 
applications to ensure consistency.   Once a regulator has reviewed an application, it sends the 
application along with its recommendation to the Office of Financial Stability at Treasury.  Once 
Treasury receives the application with the Federal banking agency’s recommendation, Treasury 
reviews it and decides whether or not to make the capital purchase.  Treasury values the 
expertise of the Federal banking agencies, and gives considerable weight to their 
recommendations.  Consistent with the provisions of EESA, all transactions are publicly 
announced within 2 business days of completion.  Treasury will not, however, announce any 
applications that are withdrawn or denied. 
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Treasury created the CPP to encourage U.S. financial institutions to obtain capital to strengthen 
the financial system and increase the flow of financing to U.S. businesses and consumers.  In 
order for the CPP to achieve its objective, a broad class of financial institutions must participate.  
Therefore, Treasury is making capital temporarily available on attractive terms to a broad array 
of banks and thrifts, so they can provide credit to our economy.  The federal regulatory agencies 
issued a joint interagency statement on November 12 with respect to lending to creditworthy 
borrowers. 
 
Treasury has offered the same basic terms to all financial institutions participating in the CPP.  
Because of the differences between publicly-traded and non-publicly traded financial 
institutions, there are separate term sheets for each type of financial institution.  Treasury, in 
consultation with the Federal banking regulators, set the preferred stock coupon rate at 5 percent 
for the first five-years after purchase in order to encourage financial institutions across the 
country to utilize this program.  The dividend rate steps up to 9 percent after five years.  The 
terms of the preferred shares contain certain provisions to protect the taxpayer. These terms 
include a restriction on paying dividends for both preferred shares equal or junior to Treasury’s 
investment and common shares unless the institution is currently paying full dividends to 
Treasury (subject to certain exceptions), a restriction on increasing common dividends, and 
limits on the institution’s ability to repurchase other preferred and common shares within 3 years 
after the Treasury investment.  In addition, pursuant to EESA requirements, under terms 
applicable to publicly held financial institutions, Treasury also receives warrants for common 
shares in participating institutions to allow the taxpayer to benefit from any appreciation in the 
market value of the institution.  Under terns applicable to non-publicly held financial institutions, 
Treasury receives warrants for preferred shares that bear dividends at a rate of 9% per annum. 
Institutions that sell shares to the government also accept restrictions on executive compensation 
promulgated under EESA during the period that Treasury holds equity issued through the CPP.  
Treasury expects all participating institutions to increase their lending activities in a safe and 
sound manner to benefit U.S. businesses and consumers.   
 
Appendix 1 contains the detailed transaction report through November 14 as released on 
November 17, 2008.  Appendix 2 contains the CPP term sheet for non-publicly held financial 
institutions. 
 
III.  ASSESSMENT OF CURRENT MEASURES AND THE CHALLENGES AHEAD 
 
Impact of the Transactions 
 
Treasury’s initial objective has been to stabilize the financial system and the CPP, in conjunction 
with the FDIC’s guarantee of certain financial institution debt, has been essential in 
accomplishing that objective.  Capital purchases are clearly powerful in terms of impact per 
dollar invested.  More capital enables banks to withstand losses as they write down or sell 
troubled assets and stronger capitalization is also vital to increasing lending, an essential element 
for economic recovery.  Through the CPP, we have added over $158 billion into the banking 
system’s capital structure.     
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Treasury has moved rapidly to review applications and make investments in federally regulated 
banks and thrifts.  In one month, Treasury completed transactions with 30 financial institutions.  
We have granted preliminary approval of applications for dozens of additional institutions as 
well and are working with these institutions to complete the legal agreements and fund the 
investments.  A term sheet for non-publicly traded financial institutions (excluding S 
corporations and Mutual Organizations) has been released and there is continued interest in 
participating in the CPP from financial institutions of all sizes.   
 
Challenges That Lie Ahead and Additional Actions 
 
Since initiating the CPP, Treasury has been examining a wide range of ideas that can further 
strengthen the financial system and revive lending to support the broader economy.  Because the 
system remains fragile, systemic failures must be prevented as illustrated by the AIG 
announcement. 
 
Treasury has three critical priorities for investing the remaining TARP funds.  We will continue 
to reinforce the stability of the financial system, so that banks and other institutions are able to 
support economic recovery and growth.  For example, approaches are being evaluated that will 
leverage TARP funding through matching investments.  We are also exploring ways to support 
markets for securitizing credit outside the banking system.  This vital market has, for all practical 
purposes, ground to a halt.  With the Federal Reserve, Treasury is exploring the development of 
a liquidity facility for highly rated asset-backed securities.  In addition, we are evaluating ways 
to reduce the risk of foreclosure.   Treasury will continue its efforts to support the variety of 
programs across government that are already well underway.  
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UNITED STATES DEPARTMENT OF THE TREASURY
TRANCHE REPORT TO CONGRESS

NOVEMBER 4, 2008

I. INTRODUCTION

This First Tranche Report to Congress (First Tranche Report) is the first report under section
105(b) of the Emergency Economic Stabilization Act of 2008 (EESA). This First Tranche
Report is in satisfaction of the requirements for reporting at the $50 billion and $100 billion
commitment levels, because Treasury has made in one round of funding commitments of
approximately $125 billion under EESA. Treasury will submit the next tranche report when
commitment levels reach the $150 billion level.

The First Tranche Report addresses the following six areas as required by EESA section
105(b)(1):

 A description of all the transactions made during the reporting period.
 A description of the pricing mechanism for the transactions.
 A justification of the price paid for, and other financial terms associated with, the

transactions.
 A description of the impact of the exercise of such authority on the financial system.
 A description of challenges that remain in the financial system, including any

benchmarks yet to be achieved.
 An estimate of additional actions under the authority provided pursuant to EESA that

may be necessary to address such challenges.

II. TRANSACTION INFORMATION BY PROGRAM

On October 14, 2008, Treasury published the program description for the Capital Purchase
Program (CPP) and made available $250 billion of purchase authority for the CPP. Treasury has
committed 100 percent of the dollars at the $50 billion and $100 billion commitment levels
under the CPP. These commitment levels were reached on October 28, 2008.

As of the date of this First Tranche Report, no purchases or commitments to purchase have been
made under any other program established under EESA.

Capital Purchase Program

The purpose of the CPP is to encourage U.S. financial institutions to build their capital base,
which in turn will increase the capacity of those institutions to lend to U.S. businesses and
consumers and to support the U.S. economy. The terms of the investment limit certain uses of
capital by the issuer, including most repurchases of company stock, and increases in dividends.
Under this voluntary program, Treasury will purchase up to $250 billion of senior preferred
shares on standardized terms, which will include warrants for future Treasury purchases of
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common stock. The CPP is available to qualifying U.S. controlled banks, savings associations,
and certain bank and savings and loan holding companies engaged solely or predominately in
financial activities permitted under the relevant law.

To date, Treasury has signed final agreements with 9 financial institutions holding 50 percent of
all U.S. deposits. On October 28, 2008, Treasury settled capital purchase transactions with 8 of
these institutions for a total of $115 billion. Settlement of the capital purchase transaction for
the last institution will be made sometime before January 31, 2009.

Treasury announced the CPP on October 14, 2008. On October 20, 2008, Treasury announced a
streamlined, systematic process for all publicly organized financial institutions wishing to access
funds through the CPP. Treasury will post an application form and term sheet for privately held
eligible institutions and establish a reasonable application deadline for private institutions.

This process for publicly organized financial institutions – with standardized forms and
standardized review – encourages banks and thrifts of all sizes to participate in the CPP.
Treasury worked closely with the four Federal banking agencies to finalize both the application
process and a standardized evaluation process. To apply for the CPP, financial institutions
review the program information on the Treasury website and then consult with their Federal
banking agency. After this consultation, institutions submit an application to that same Federal
banking agency. The minimum subscription amount available to a participating institution is 1
percent of risk-weighted assets. The maximum subscription amount is the lesser of $25 billion or
3 percent of risk-weighted assets.

Treasury has worked with the Federal banking agencies to establish streamlined evaluations; this
means that all Federal banking agencies will use a standardized process to review all applications
to ensure consistency. Once a regulator has reviewed an application, it will send the application
along with its recommendation to the Office of Financial Stability at Treasury. Once Treasury
receives the application with the Federal banking agency’s recommendation, Treasury will
review it and decide whether or not to make the capital purchase. Treasury welcomes the
expertise of the Federal banking agencies, and will give considerable weight to their
recommendations. Consistent with the provisions of EESA, all transactions will be publicly
announced within 48 hours of completion. Treasury will not, however, announce any
applications that are withdrawn or denied.

Treasury created the CPP to encourage U.S. financial institutions to obtain capital to strengthen
the financial system and increase the flow of financing to U.S. businesses and consumers. In
order for the CPP to achieve its objective, a broad class of financial institutions must participate.
Therefore, Treasury is making capital temporarily available on attractive terms to a broad array
of banks and thrifts, so they can provide credit to our economy. Treasury, in consultation with
the Federal banking regulators, set a preferred stock coupon rate at 5 percent over the first five-
year period in order to encourage financial institutions across the country to utilize this program.
The dividend rate steps up to 9 percent after five years. The terms of the preferred shares contain
certain provisions to protect the taxpayer. These terms include a restriction on paying dividends
for both preferred shares equal or junior to Treasury’s investment and common shares unless the
institution is currently paying full dividends to Treasury (subject to certain exceptions), a
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restriction on increasing common dividends for 3 years, and limits on the ability to repurchase
other preferred and common shares within 3 years. In addition, pursuant to EESA requirements,
Treasury will also receive warrants for common shares in participating institutions to allow the
taxpayer to benefit from any appreciation in the market value of the institution. Institutions that
sell shares to the government accept restrictions on executive compensation promulgated under
EESA during the period that Treasury holds equity issued through the CPP. Treasury expects all
participating institutions to increase their lending activities in a safe and sound manner to benefit
U.S. businesses and consumers.

Appendix 1 contains the detailed transaction report released on October 29, 2008. Appendix 2
contains the term sheet for publicly traded banks.

III. ASSESSMENT OF CURRENT MEASURES AND THE CHALLENGES AHEAD

Impact of the Transactions

Treasury acted aggressively to implement the CPP to provide market stability and strengthen
financial institutions across the country. As banks and institutions are reinforced and supported
with taxpayer funds, Treasury expects they will increase lending to support the American people
and the U.S. economy. With the additional capital, it is in the now-strengthened institutions’
best financial interests to increase lending.

It is premature to assess the impact of the CPP, because less than half of the funds for this
program have been invested, and those funds were invested only one week ago. Nevertheless,
Treasury is encouraged by recent signs of improvement in the markets and in the confidence in
our financial institutions. Policy measures implemented by Treasury, the Federal Reserve, the
Federal Deposit Insurance Corporation, other U.S. policymakers and our counterparts around the
world have helped relieve some pressures in the funding market.

Several funding market indicators, including the London Interbank Offered Rates (LIBOR), have
experienced improvements since the passage and implementation of EESA and other policy
actions. In the longer term credit markets, however, conditions remain quite challenging, and
U.S. companies continue to find it difficult to issue long-term debt at attractive rates.

Challenges That Lie Ahead

Although actions announced to date have had a positive effect on the market, challenges remain.
Equity, credit, and funding markets remain under considerable strain, as banks have been forced
to reduce their leverage dramatically and have lowered their risk appetite. In addition, the
primary and secondary mortgage finance markets are impaired by reduced liquidity.

Treasury is committed to deploying the TARP aggressively and is actively considering additional
programs to strengthen financial institutions, restore the flow of lending, and address the many
challenges to our financial markets posed by the ongoing housing correction. Treasury has
policy teams examining several different areas that show promise for helping to strengthen our
financial markets and preserve home ownership. In particular, Treasury will continue efforts to
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ensure loan modifications are sustainable; to reach and communicate with borrowers effectively;
to help borrowers avoid default; and to address high Real Estate Owned (REO) and vacancy
rates, some of the factors destabilizing neighborhoods.

Programs will be designed to include requirements on executive compensation and warrants as
appropriate to ensure compliance with EESA statutory provisions. To date, no final decisions
have been made regarding actions that Treasury might take in any of these areas. Treasury will
take additional steps to restore financial market stability in a clear and efficient manner while
ensuring that the taxpayer is properly protected.
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FEDERAL HOUSING FINANCE AGENCY 

FACT SHEET  

Contact:  Corinne Russell  (202) 414-6921
 Stefanie Mullin  (202) 414-6376

QUESTIONS AND ANSWERS ON CONSERVATORSHIP

Q: What is a conservatorship?  

A: A conservatorship is the legal process in which a person or entity is appointed to establish 
control and oversight of a Company to put it in a sound and solvent condition.  In a 
conservatorship, the powers of the Company’s directors, officers, and shareholders are 
transferred to the designated Conservator.

Q: What is a Conservator?  

A: A Conservator is the person or entity appointed to oversee the affairs of a Company for 
the purpose of bringing the Company back to financial health.

In this instance, the Federal Housing Finance Agency (“FHFA”) has been appointed by 
its Director to be the Conservator of the Company in accordance with the Federal 
Housing Finance Regulatory Reform Act of 2008 (Public Law 110-289) and the Federal 
Housing Enterprises Financial Safety and Soundness Act of 1992 (12 U.S.C. 4501, et 
seq., as amended) to keep the Company in a safe and solvent financial condition.  

Q: How is a Conservator appointed?  

A: By statute, the FHFA is appointed Conservator by its Director after the Director 
determines, in his discretion, that the Company is in need of reorganization or 
rehabilitation of its affairs.

Q: What are the goals of this conservatorship?  

1
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A: The purpose of appointing the Conservator is to preserve and conserve  the Company’s 
assets and property and to put the Company in a  sound and solvent condition.    The 
goals of the conservatorship are to help restore confidence in the Company, enhance its 
capacity to fulfill its mission, and mitigate the systemic risk that has contributed directly 
to the instability in the current market.  

There is no reason for concern regarding the ongoing operations of the Company.  The 
Company’s operation will not be impaired and business will continue without 
interruption.

Q: When will the conservatorship period end? 

A: Upon the Director’s determination that the Conservator’s plan to restore the Company to 
a safe and solvent condition has been completed successfully, the Director will issue an 
order terminating the conservatorship.  At present, there is no exact time frame that can 
be given as to when this conservatorship may end.   

Q: What are the powers of the Conservator?  

A:  The FHFA, as Conservator, may take all actions necessary and appropriate to (1) put the 
Company in a sound and solvent condition and (2) carry on the Company’s business and 
preserve and conserve the assets and property of the Company.  

Q: What happens upon appointment of a Conservator?  

A: Once an “Order Appointing a Conservator” is signed by the Director of FHFA, the 
Conservator immediately succeeds to the (1) rights, titles, powers, and privileges of the 
Company, and any stockholder, officer, or director of such the Company with respect to 
the Company and its assets, and (2) title to all books, records and assets of the Company 
held by any other custodian or third-party.  The Conservator is then charged with the duty 
to operate the Company.  

Q: What does the Conservator do during a conservatorship?  

A: The Conservator controls and directs the operations of the Company.  The Conservator 
may (1) take over the assets of and operate the Company with all the powers of the 
shareholders, the directors, and the officers of the Company and conduct all business of 
the Company; (2) collect all obligations and money due to the Company; (3) perform all 
functions of the Company which are consistent with the Conservator’s appointment; (4) 
preserve and conserve the assets and property of the Company; and (5) contract for 
assistance in fulfilling any function, activity, action or duty of the Conservator.  

Q: How will the Company run during the conservatorship?  

A: The Company will continue to run as usual during the conservatorship.  The Conservator 
will delegate authorities to the Company’s management to move forward with the 

2
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business operations.  The Conservator encourages all Company employees to continue to 
perform their job functions without interruption.

Q: Will the Company continue to pays its obligations during the conservatorship?  

A: Yes, the Company’s obligations will be paid in the normal course of business during the 
Conservatorship. The Treasury Department, through a secured lending credit facility and 
a Senior Preferred Stock Purchase Agreement, has significantly enhanced the ability of 
the Company to meet its obligations.  The Conservator does not anticipate that there will 
be any disruption in the Company’s pattern of payments or ongoing business operations.

Q: What happens to the Company’s stock during the conservatorship?  

A: During the conservatorship, the Company’s stock will continue to trade.  However, by 
statute, the powers of the stockholders are suspended until the conservatorship is 
terminated. Stockholders will continue to retain all rights in the stock’s financial worth; 
as such worth is determined by the market.   

Q: Is the Company able to buy and sell investments and complete financial transactions 
during the conservatorship?  

A: Yes, the Company’s operations continue subject to the oversight of the Conservator.  

Q: What happens if the Company is liquidated?  

A: Under a conservatorship, the Company is not liquidated.     

Q: Can the Conservator determine to liquidate the Company?  

A: The Conservator cannot make a determination to liquidate the Company, although, short 
of that, the Conservator has the authority to run the company in whatever way will best 
achieve the Conservator’s goals (discussed above).  However, assuming a statutory 
ground exists and the Director of FHFA determines that the financial condition of the 
company requires it, the Director does have the discretion to place any regulated entity, 
including the Company, into receivership.  Receivership is a statutory process for the 
liquidation of a regulated entity. There are no plans to liquidate the Company. 

Q: Can the Company be dissolved?  

A: Although the company can be liquidated as explained above, by statute the charter of the 
Company must be transferred to a new entity and can only be dissolved by an Act of 
Congress.    
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL 11 a.m. (EDT), September 7, 2008 
CONTACT Brookly McLaughlin, (202) 622-2920 

FACT SHEET:

TREASURY SENIOR PREFERRED STOCK PURCHASE AGREEMENT

Fannie Mae and Freddie Mac debt and mortgage backed securities outstanding today amount to about $5 
trillion, and are held by central banks and investors around the world.  Investors have purchased 
securities of these government sponsored enterprises in part because the ambiguities in their 
Congressional charters created a perception of government backing.  These ambiguities fostered 
enormous growth in GSE debt outstanding, and the breadth of these holdings pose a systemic risk to our 
financial system.  Because the U.S. government created these ambiguities, we have a responsibility to 
both avert and ultimately address the systemic risk now posed by the scale and breadth of the holdings 
of GSE debt and mortgage backed securities. 

To address our responsibility to support GSE debt and mortgage backed securities holders, Treasury 
entered into a Senior Preferred Stock Purchase Agreement with each GSE which ensures that each 
enterprise maintains a positive net worth.  This measure adds to market stability by providing additional 
security to GSE debt holders – senior and subordinated-- and adds to mortgage affordability by 
providing additional confidence to investors in GSE mortgage-backed securities.  This commitment also 
eliminates any mandatory triggering of receivership. 

These agreements are the most effective means of averting systemic risk and contain terms and 
conditions to protect the taxpayer. They are more efficient than a one-time equity injection, in that 
Treasury will use them only as needed and on terms that the Treasury deems appropriate.   

These agreements provide significant protections for the taxpayer, in the form of senior preferred stock 
with a liquidation preference, an upfront $1 billion issuance of senior preferred stock with a 10% coupon 
from each GSE, quarterly dividend payments, warrants representing an ownership stake of 79.9% in 
each GSE going forward, and a quarterly fee starting in 2010.   

Terms of the Agreements: 

The agreements are contracts between the Department of the Treasury and each GSE.  They are 
indefinite in duration and have a capacity of $100 billion each, an amount chosen to demonstrate 
a strong commitment to the GSEs’ creditors and mortgage backed security holders.  This number 
is unrelated to the Treasury’s analysis of the current financial conditions of the GSEs. 

If the Federal Housing Finance Agency determines that a GSE’s liabilities have exceeded its 
assets under generally accepted accounting principles, Treasury will contribute cash capital to 
the GSE in an amount equal to the difference between liabilities and assets. An amount equal to 
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each such contribution will be added to the senior preferred stock held by Treasury, which will 
be senior to all other preferred stock, common stock or other capital stock to be issued by the 
GSE. These agreements will protect the senior and subordinated debt and the mortgage backed 
securities of the GSEs. The GSE’s common stock and existing preferred shareholders will bear 
any losses ahead of the government.  

In exchange for entering into these agreements with the GSEs, Treasury will immediately receive 
the following compensation: 

o $1 billion of senior preferred stock in each GSE 
o Warrants for the purchase of common stock of each GSE representing 79.9% of the 

common stock of each GSE on a fully-diluted basis at a nominal price 

The senior preferred stock shall accrue dividends at 10% per year. The rate shall increase to 12% 
if, in any quarter, the dividends are not paid in cash, until all accrued dividends have been paid in 
cash.

The senior preferred stock shall not be entitled to voting rights. In a conservatorship, voting 
rights of all stockholders are vested in the Conservator.

Beginning March 31, 2010, the GSEs shall pay the Treasury on a quarterly basis a periodic 
commitment fee that will compensate the Treasury for the explicit support provided by the 
agreement. The Secretary of the Treasury and the Conservator shall determine the periodic 
commitment fee in consultation with the Chairman of the Federal Reserve.  This fee may be paid 
in cash or may be added to the senior preferred stock. 

The following covenants apply to the GSEs as part of the agreements.  
o Without the prior consent of the Treasury, the GSEs shall not: 

Make any payment to purchase or redeem its capital stock, or pay any 
dividends, including preferred dividends (other than dividends on the senior 
preferred stock) 
Issue capital stock of any kind 
Enter into any new or adjust any existing compensation agreements with 
“named executive officers” without consulting with Treasury 
Terminate conservatorship other than in connection with receivership 
Sell, convey or transfer any of its assets outside the ordinary course of business 
except as necessary to meet their obligation under the agreements to reduce 
their portfolio of retained mortgages and mortgage backed securities 
Increase its debt to more than 110% of its debt as of June 30, 2008 
Acquire or consolidate with, or merge into, another entity. 

Each GSE’s retained mortgage and mortgage backed securities portfolio shall not exceed $850 
billion as of December 31, 2009, and shall decline by 10% per year until it reaches $250 billion.   

-30-
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL, 11 a.m., (EDT), September 7, 2008
CONTACT Brookly McLaughlin, (202) 622-2920 

FACT SHEET: 

GSE MORTGAGE BACKED SECURITIES PURCHASE PROGRAM

Treasury announced a program today to help improve the availability of mortgage credit to American 
homebuyers and mitigate pressures on mortgage rates.  To promote the stability of the mortgage market, 
Treasury will purchase Government Sponsored Enterprise (GSE) mortgage-backed securities (MBS) in 
the open market.  By purchasing these guaranteed securities, Treasury seeks to broaden access to 
mortgage funding for current and prospective homeowners as well as to promote market stability.   

Scope of Program. Treasury is committed to investing in agency MBS with the size and timing subject 
to the discretion of the Treasury Secretary. The scale of the program will be based on developments in 
the capital markets and housing markets.  

Congress granted Treasury authority to purchase MBS in the Housing and Economic Recovery 
Act of 2008. The authority expires on December 31, 2009.  

Treasury will begin later this month by investing in new GSE MBS, which are credit-guaranteed 
by the GSEs.  Additional purchases will be made as deemed appropriate.   

Treasury can hold this portfolio of MBS to maturity and, based on mortgage market conditions, 
Treasury may make adjustments to the portfolio.    

Management. Treasury will designate independent asset managers as financial agents to undertake the 
purchase and management of a portfolio of GSE MBS on behalf of Treasury.

The portfolios will be managed with clear investment guidelines and investment objectives.  

The primary objectives of this portfolio will be to promote market stability, ensure mortgage 
availability, and protect the taxpayer. 

Risk. Treasury is committed to protecting taxpayers and will ensure that measures are in place to reduce 
the potential for investment loss.  

Under most likely scenarios, taxpayers will benefit from this program - both indirectly through 
the increased availability and lower cost of mortgage financing, and directly through potential 
returns on Treasury’s portfolio of MBS. 

Budget Implications. Given that Treasury can hold these securities to maturity, the spreads between 
Treasury’s cost of borrowing and GSE MBS indicate that there is no reason to expect taxpayer losses 
from this program.  
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Treasury financing of purchases of GSE MBS will be deemed as outlays and are subject to the 
statutory debt limit. 

However, Treasury will be receiving an income producing asset (a portfolio of GSE MBS) in 
return for its invested funds.

Treasury will make available information on purchases through this program in the Monthly 
Treasury Statement (http://fms.treas.gov/mts/index.html). 

-30-
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U.S. TREASURY DEPARTMENT OFFICE OF PUBLIC AFFAIRS

EMBARGOED UNTIL, 11 a.m., (EDT), September 7, 2008
CONTACT Brookly McLaughlin, (202) 622-2920 

FACT SHEET: 

GOVERNMENT SPONSORED ENTERPRISE CREDIT FACILITY

The Government Sponsored Enterprise Credit Facility (GSECF) announced today by Treasury to ensure 
credit availability to the housing GSEs is a lending facility that will provide secured funding on an as 
needed basis under terms and conditions established by the Treasury Secretary to protect taxpayers.  
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks are eligible to borrow under this program 
if needed.

The facility will offer liquidity if needed until December 31, 2009. The Housing and Economic 
Recovery Act of 2008 provided Treasury with the authority to establish this facility. 

Funding. Funding will be provided directly by Treasury from its general fund held at the Federal 
Reserve Bank of New York (FRBNY) in exchange for eligible collateral from the GSEs which will be 
limited to guaranteed mortgage backed securities issued by Freddie Mac and Fannie Mae as well as 
advances made by the Federal Home Loan Banks.  All such assets pledged against loans will be 
accepted with appropriate collateral margins as determined by Treasury. 

The FRBNY will act as Treasury’s fiscal agent to advance funds to the GSEs and to administer 
collateral arrangements.  

Any lending through the GSECF will be directly debited from Treasury’s general account and 
credited to the borrowing GSE’s account, both held at the FRBNY.    

Loan requests will require approval from Treasury and verification by the FRBNY that adequate 
collateral has been pledged.

Similar to other borrowing done by Treasury, information on any borrowing will be publicly 
reported at the end of the following day in the Daily Treasury Statement.  
(http://www.fms.treas.gov/dts/) 

Any additional borrowing by Treasury necessitated by this program would be subject to the debt 
limit.  

Loan Duration and Size. Loans will be for short-term durations and would in general be expected to be 
for less than one month but no shorter than one week.  

Specific maturities will be determined based on individual loan requests.

The term of a loan may not be extended, but a maturing loan may be replaced with a new loan 
under the same borrowing procedures as the initial loan.   

TAB B - Government Sponsored Enterprises (GSE) Materials



Loans may be pre-paid with two days notice, and loans may be called before their scheduled 
maturity date.  

Loan amounts will be based on available collateral.  

Loans will not be made with a maturity date beyond December 31, 2009. 

Rate. The rate on a loan request ordinarily will be based on the daily LIBOR fix for a similar term of the 
loan plus 50 basis points (LIBOR +50 bp). The rate is set at the discretion of the Treasury Secretary with 
the objective of protecting the taxpayer, and is subject to change.

Collateral. All loans will be collateralized and collateral is limited to mortgage backed securities issued 
by Freddie Mac and Fannie Mae and advances made by the Federal Home Loan Banks.  

The collateral will be valued and managed by Treasury’s fiscal agent, the FRBNY, based on a 
range of pricing services.
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September 11, 2008 
HP-1131

Frequently Asked Questions: 
Treasury Senior Preferred Stock Purchase Agreement

Can the U.S. Congress or the Executive Branch change the terms of the 
preferred stock purchase agreement?

This preferred stock purchase agreement is a binding legal obligation between two 
parties. The agreement is designed to prohibit any amendment that would 
decrease the amount of Treasury's funding commitment or add funding conditions 
that would adversely affect debt or mortgage-backed securities holders. 

Some may speculate that a future Congress could pass a law that would abrogate 
the agreement. But any such law would be inconsistent with the U.S. government's 
longstanding history of honoring its obligations. Such action would also give rise to 
government liability to parties suing to enforce their rights under the agreement. 

The U.S. Government stands behind the preferred stock purchase agreements and 
will honor its commitments. Contracts are respected in this country as a 
fundamental part of rule of law. 

Can the U.S. Congress or the Executive Branch change the covenants in the 
agreement, such as the covenant requiring the reduction of the companies' 
portfolios?

As with any contract, the parties to the agreement may modify the covenants by 
mutual agreement only.

Does the senior preferred stock purchase agreement protect debt and 
mortgage backed securities issued or maturing after 2009? 

Yes. The holders of senior debt, subordinated debt, and mortgage backed 
securities issued or guaranteed by these GSEs are protected by the agreement 
without regard to when those securities were issued or guaranteed. Debt and 
mortgage backed securities issued or guaranteed both before and after December 
31, 2009 are protected by the agreement. 

If the preferred stock purchase agreement protects senior and subordinated 
debt securities issued at any time in the future, how can the agreement ever 
be terminated? 

Treasury's funding commitment in the agreement would terminate under three 
events:

http://www.treas.gov/press/releases/hp1131.htm (1 of 3) [9/12/2008 4:39:17 PM]
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1.  The funding commitment terminates if the commitment is fully funded by 
Treasury.

2.  If a GSE liquidates its assets, its net worth deficiency is computed at that 
time and the GSE can call upon the Treasury to fund under its preferred 
stock purchase agreement. After that final funding, the funding commitment 
in the agreement would terminate. 

3.  When a GSE satisfies all of its liabilities, whether at maturity or by making 
some other provision for payment in full of its obligations, the funding 
commitment will also terminate. 

Why is the preferred stock purchase agreement limited to $100 billion? Is 
that enough to protect against even the worst downside scenario? What 
happens if losses exceed $100 billion?

Treasury deliberately chose a large number to give confidence to the markets. 

If Treasury has already received $1 billion in senior preferred stock, how can 
you say that no investment has been made yet?
The companies each issued $1 billion in senior preferred stock to Treasury in 
connection with Treasury's commitment to maintain a positive net worth in the 
GSE. No taxpayer money was spent to receive this stock.

How is it legal for this preferred stock purchase agreement to be valid 
beyond the December 31, 2009 expiration of Treasury's authority? 

Treasury received the preferred stock and received warrants for common stock as 
of Sunday September 7, 2008 and will not need to purchase any additional shares 
relative to this agreement. No payments by the Treasury will be made under this 
agreement until and unless necessary to prevent a negative net worth position for 
either GSE.

If the Treasury makes payments under its funding commitment, the liquidation 
preference of the Treasury shares will increase accordingly

What happens to the declared dividends for investors of existing GSE 
preferred stock? 

Dividends actually declared by a GSE before the date of the senior preferred stock 
purchase agreement will be paid on schedule. 

Can the government exercise its warrants whenever it wants, even if it is 
disadvantageous to the companies? 

Yes. Treasury can exercise its warrant for up to 79.9% of the common stock of 
each GSE on a fully diluted basis at any time during the 20-year life of the warrant.

What do the rating agencies think of this agreement? 
All of the rating agencies have reaffirmed the United States' current rating status.
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  UNITED STATES SECURITIES AND EXCHANGE COMMISSIONWashington, D.C. 20549 
  FORM 10-Q 

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934. 

 For the quarterly period ended September 30, 2008 or 

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934. 

    For the transition period from                to Commission File Number: 
000-53330
  Federal Home Loan Mortgage Corporation(Exact name of registrant as specified 
in its charter) Freddie Mac 

     Federally chartered corporation               52-0904874 
     (State or other jurisdiction of       (I.R.S. Employer 
     incorporation or organization)       Identification No.) 
8200 Jones Branch Drive, McLean, Virginia          22102-3110 
(Address of principal executive offices)      (Zip Code) 

 (703) 903-2000 (Registrant's telephone number, including area code) Indicate 
by check mark whether the registrant:  (1) has filed all reports required to be 
filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the 
preceding 12 months (or for such shorter period that the registrant was 
required to file such reports), and (2) has been subject to such filing 
requirements for the past 90 days.     x Yes  o No  Indicate by check mark 
whether the registrant is a large accelerated filer, an accelerated filer, a 
non-accelerated filer, or a smaller reporting company. See the definitions of 
"accelerated filer," "large accelerated filer" and "smaller reporting company" 
in Rule 12b-2 of the Exchange Act. 

Large accelerated filer o Accelerated filer o 

Non-accelerated filer (Do not check if a smaller reporting company)  Smaller reporting company o 
x

 Indicate by check mark whether the registrant is a shell company (as defined 
  in Rule 12b-2 of the Exchange Act).  o Yes   x No  As of November 10, 2008, 
there were 647,158,633 shares of the registrant's common stock outstanding. 
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 PART I -- FINANCIAL INFORMATION This Quarterly Report on Form 10-Q includes 
forward-looking statements, which may include expectations and objectives 
related to our operating results, financial condition, business, capital 
management, remediation of significant deficiencies in internal controls, 
credit losses, market share and trends, the conservatorship and its effects on 
our business and other matters. You should not rely unduly on our 
forward-looking statements. Actual results might differ significantly from 
those described in or implied by such forward-looking statements due to various 
factors and uncertainties, including those described in (i) "MANAGEMENT'S 
DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS," or 
MD&A, "FORWARD-LOOKING STATEMENTS" and "RISK FACTORS" in this Form 10-Q and in 
the comparably captioned sections of our Form 10-Q for the quarter ended June 
30, 2008 and our Form 10 Registration Statement filed and declared effective by 
the SEC on July 18, 2008, or Registration Statement, and (ii) the "BUSINESS" 
section of our Registration Statement. These forward-looking statements are 
made as of the date of this Form 10-Q and we undertake no obligation to update 
any forward-looking statement to reflect events or circumstances after the date 
  of this Form 10-Q, or to reflect the occurrence of unanticipated events. ITEM 
                   2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS EXECUTIVE SUMMARY Conservatorship 
Entry Into Conservatorship and Treasury Agreements On September 7, 2008, Henry 
M. Paulson, Jr., Secretary of the U.S. Department of the Treasury, or Treasury, 
and James B. Lockhart III, Director of the Federal Housing Finance Agency, or 
FHFA, announced several actions taken by Treasury and FHFA regarding Freddie 
Mac and Fannie Mae. Director Lockhart stated that they took these actions "to 
help restore confidence in Fannie Mae and Freddie Mac, enhance their capacity 
to fulfill their mission, and mitigate the systemic risk that has contributed 
directly to the instability in the current market." These actions included the 
following:

ù placing us and Fannie Mae in conservatorship; 
ù the execution of a senior preferred stock purchase agreement by our 
  Conservator, on our behalf, and Treasury, pursuant to which we issued to 
  Treasury both senior preferred stock and a warrant to purchase common stock; 
  and 
ù the agreement to establish a temporary secured lending credit facility that 
  is available to us. 

 Entry into Conservatorship On September 6, 2008, at the request of the 
Secretary of the Treasury, the Chairman of the Board of Governors of the 
Federal Reserve and the Director of FHFA, our Board of Directors adopted a 
resolution consenting to putting the company into conservatorship. After 
obtaining this consent, the Director of FHFA appointed FHFA as our Conservator 
on September 6, 2008, in accordance with the Federal Housing Finance Regulatory 
Reform Act of 2008, or Reform Act, and the Federal Housing Enterprises 
Financial Safety and Soundness Act of 1992.  Upon its appointment, the 
Conservator immediately succeeded to all rights, titles, powers and privileges 
of Freddie Mac, and of any stockholder, officer or director of Freddie Mac with 
respect to Freddie Mac and its assets, and succeeded to the title to all books, 
records and assets of Freddie Mac held by any other legal custodian or third 
party. The Conservator has the power to take over our assets and operate our 
business with all the powers of our stockholders, directors and officers, and 

3

TAB B - Government Sponsored Enterprises (GSE) Materials



FEDERAL HOME LOAN MORTGAGE CORP Filing Date: 09/30/08

to conduct all business of the company. The Conservator announced at that time 
that it would eliminate the payment of dividends on common and preferred stock 
during the conservatorship.  On September 7, 2008, the Director of FHFA issued 
a statement that he had determined that we could not continue to operate safely 
and soundly and fulfill our critical public mission without significant action 
to address FHFA's concerns, which were principally: safety and soundness 
concerns as they existed at that time, including our capitalization; market 
conditions; our financial performance and condition; our inability to obtain 
funding according to normal practices and prices; and our critical importance 
in supporting the U.S. residential mortgage market. We describe the terms of 
the conservatorship and the powers of our Conservator in detail below under 
"Legislative and Regulatory Matters -- Conservatorship and Treasury 
Agreements."  Overview of Treasury Agreements Senior Preferred Stock Purchase 
Agreement The Conservator, acting on our behalf, entered into a senior 
preferred stock purchase agreement, or Purchase Agreement, with Treasury on 
September 7, 2008. Under the Purchase Agreement, Treasury provided us with its 
commitment to provide up to $100 billion in funding under specified conditions. 
The Purchase Agreement requires Treasury, upon the request of the Conservator, 
to provide funds to us after any quarter in which we have a negative net worth 
(that is, our total liabilities exceed our total assets, as reflected on our 
GAAP balance sheet). In addition, the Purchase Agreement requires 
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Treasury, upon the request of the Conservator, to provide funds to us if the 
Conservator determines, at any time, that it will be mandated by law to appoint 
a receiver for us unless we receive funds from Treasury under the Commitment. 
In exchange for Treasury's funding commitment, we issued to Treasury, as an 
initial commitment fee: (1) one million shares of Variable Liquidation 
Preference Senior Preferred Stock (with an initial liquidation preference of $1 
billion), which we refer to as the senior preferred stock; and (2) a warrant to 
purchase, for a nominal price, shares of our common stock equal to 79.9% of the 
total number of shares of our common stock outstanding on a fully diluted basis 
at the time the warrant is exercised, which we refer to as the warrant. We 
received no other consideration from Treasury as a result of issuing the senior 
preferred stock or the warrant.  Under the terms of the agreement, Treasury is 
entitled to a quarterly dividend of 10% per year (which increases to 12% per 
year if not paid timely and in cash) on the aggregate liquidation preference of 
the senior preferred stock. To the extent we are required to draw on Treasury's 
funding commitment the liquidation preference of the senior preferred stock 
will be increased by the amount of any funds we receive. The amounts payable 
for this dividend could be substantial and have an adverse impact on our 
financial position and net worth. The senior preferred stock is senior in 
liquidation preference to our common stock and all other series of preferred 
stock. In addition, beginning on March 31, 2010, we are required to pay a 
quarterly commitment fee to Treasury, which will accrue from January 1, 2010. 
We are required to pay this fee each quarter for as long as the Purchase 
Agreement is in effect. The amount of this fee has not yet been determined. 
The Purchase Agreement includes significant restrictions on our ability to 
manage our business, including limiting the amount of indebtedness we can incur 
to 110% of our aggregate indebtedness as of June 30, 2008 and capping the size 
of our retained portfolio at $850 billion as of December 31, 2009. See 
"CONSOLIDATED BALANCE SHEETS ANALYSIS -- Retained Portfolio" and "OUR 
PORTFOLIOS" for a description and composition of our portfolios. In addition, 
beginning in 2010, we must decrease the size of our retained portfolio at the 
rate of 10% per year until it reaches $250 billion. Depending on the pace of 
future mortgage liquidations, we may need to reduce or eliminate our purchases 
of mortgage assets or sell mortgage assets to achieve this reduction. We 
currently do not have plans to sell our mortgage assets at a loss. In addition, 
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while the senior preferred stock is outstanding, we are prohibited from paying 
dividends (other than on the senior preferred stock) or issuing equity 
securities without Treasury's consent. The terms of the Purchase Agreement and 
warrant make it unlikely that we will be able to obtain equity from private 
sources.  The Purchase Agreement has an indefinite term and can terminate only 
in very limited circumstances, which do not include the end of the 
conservatorship. The agreement therefore could continue after the 
conservatorship ends. Treasury has the right to exercise the warrant, in whole 
or in part, at any time on or before September 7, 2028. We provide more detail 
about the provisions of the Purchase Agreement, the senior preferred stock and 
the warrant, the limited circumstances under which those agreements terminate, 
and the limitations they place on our ability to manage our business under 
"Legislative and Regulatory Matters -- Conservatorship and Treasury Agreements" 
below. See "ITEM 1A. RISK FACTORS" for a discussion of how the restrictions 
under the Purchase Agreement may have a material adverse effect on our 
business.  Expected Draw Under the Purchase Agreement At September 30, 2008, 
our liabilities exceeded our assets under GAAP by $(13.7) billion while our 
stockholders' equity (deficit) totaled $(13.8) billion. The Director of FHFA 
has submitted a request under the Purchase Agreement in the amount of $13.8 
billion to Treasury. We expect to receive such funds by November 29, 2008. If 
the Director of FHFA were to determine in writing that our assets are, and have 
been for a period of 60 days, less than our obligations to creditors and 
others, FHFA would be required to place us into receivership. As a result of 
this draw, the aggregate liquidation preference of the senior preferred stock 
will increase to $14.8 billion, and our annual aggregate dividend payment to 
Treasury, at the 10% dividend rate, would increase to $1.5 billion. If we are 
unable to pay such dividend in cash in any quarter, the unpaid amount will be 
added to the aggregate liquidation preference of the senior preferred stock and 
the dividend rate on the unpaid liquidation preference will increase to 12% per 
year.  Treasury Credit Facility On September 18, 2008, we entered into a 
lending agreement with Treasury, or Lending Agreement, pursuant to which 
Treasury established a new secured lending credit facility that is available to 
us until December 31, 2009 as a liquidity back-stop. In order to borrow 
pursuant to the Lending Agreement, we are required to post collateral in the 
form of Freddie Mac or Fannie Mae mortgage-backed securities to secure all 
borrowings under the facility. The terms of any borrowings under the Lending 
Agreement, including the interest rate payable on the loan and the amount of 
collateral we will need to provide as security for the loan, will be determined 
by Treasury. Treasury is not obligated under the Lending Agreement to make any 
loan to us. Treasury does not have authority to extend the term of this credit 
facility beyond December 31, 2009, which is when Treasury's temporary authority 
to purchase our obligations and other securities, granted by the Reform Act, 
expires. After December 31, 2009, Treasury may purchase up to $2.25 billion of 
our obligations under its permanent authority, as set forth in our charter. 
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As of November 14, 2008, we have not borrowed any amounts under the Lending 
Agreement. The terms of the Lending Agreement are described in more detail in 
"Legislative and Regulatory Matters -- Conservatorship and Treasury 
Agreements."  Changes in Company Management and our Board of Directors Since 
our entry into conservatorship on September 6, 2008, eight members of our Board 
of Directors have resigned, including Richard F. Syron, our former Chairman and 
Chief Executive Officer. On September 16, 2008, the Conservator appointed John 
A. Koskinen as the new non-executive Chairman of our Board of Directors. We 
currently have four members of our Board of Directors and nine vacancies.  As 
noted above, as our Conservator, FHFA has assumed the powers of our Board of 
Directors. Accordingly, the current Board of Directors acts with neither the 
power nor the duty to manage, direct or oversee our business and affairs. The 
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Conservator has indicated that it intends to appoint a full Board of Directors 
to which it will delegate specified roles and responsibilities.  On September 
7, 2008, the Conservator appointed David M. Moffett as our Chief Executive 
Officer, effective immediately. Since September 7, 2008, we have announced the 
departures of our former Chief Financial Officer and our former Chief Business 
Officer.  Supervision of our Business under the Reform Act and During 
Conservatorship During the third quarter of 2008, the company experienced a 
number of significant changes in our regulatory supervisory environment. First, 
on July 30, 2008, President Bush signed into law the Reform Act, which placed 
us under the regulation of a new regulator, FHFA. That legislation strengthened 
the existing safety and soundness oversight of the government sponsored 
enterprises, or GSEs, and provided FHFA with new safety and soundness authority 
that is comparable to, and in some respects, broader than that of the federal 
bank agencies. That legislation gave FHFA enhanced powers that, even if we were 
not placed into conservatorship, gave them the authority to raise capital 
levels above statutory minimum levels, regulate the size and content of our 
portfolio, and to approve new mortgage products. That legislation also gave 
FHFA the authority to place the GSEs into conservatorship or receivership under 
conditions set forth in the statute. Refer to "MANAGEMENT'S DISCUSSION AND 
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS -- EXECUTIVE SUMMARY 
-- Legislative and Regulatory Matters" in our Form 10-Q for the period ended 
June 30, 2008 for additional detail regarding the provisions of the Reform Act. 
See "ITEM 1A. RISK FACTORS," for additional risks and information regarding 
this legislation, including the receivership provisions.  Second, we 
experienced a change in control when we were placed into conservatorship on 
September 6, 2008. Under conservatorship, we have additional heightened 
supervision and direction from our regulator, FHFA, who is also acting as our 
Conservator.  Below is a summary comparison of various features of our business 
before and after we were placed into conservatorship and entered into the 
Purchase Agreement. Following this summary, we provide additional information 
about a number of aspects of our business now that we are in conservatorship 
under "Managing Our Business During Conservatorship -- Our Objectives." In 
addition, we describe the impacts of the Treasury agreements on our business 
above under "Overview of Treasury Agreements" and below under "Legislative and 
Regulatory Matters -- Conservatorship and Treasury Agreements." 
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          Topic              Before Conservatorship     During Conservatorship 
Authority of Board of      ù   Board of Directors     ù   FHFA, as Conservator, 
Directors, Management and  with right to determine    has all of the power and 
Stockholders               the general policies       authority of the Board of 
                           governing the operations   Directors, management and 
                           of the corporation and     the shareholders 
                           exercise all power and 
                           authority of the company 
                           except as vested in 
                           stockholders or as the 
                           Board chooses to delegate 
                           to management 

                           ù   Board of Directors     ù   The Conservator has 
                           delegated significant      delegated authority to 
                           authority to management    management to conduct 
                                                      day-to-day operations so 
                                                      that the company can 
                                                      continue to operate in the 
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                                                      ordinary course of 
                                                      business. The Conservator 
                                                      retains overall management 
                                                      authority, including the 
                                                      authority to withdraw its 
                                                      delegations to us at any 
                                                      time. 

                           ù   Stockholders with      ù   Stockholders have no 
                           specified voting rights    voting rights 
Regulatory Supervision     ù   Regulated by FHFA, our ù   Regulated by FHFA, 
                           new regulator created by   with powers as provided by 
                           the Reform Act             Reform Act 

                           ù   Reform Act gave        ù   Additional management 
                           regulator significant      authority by FHFA, which 
                           additional safety and      is serving as our 
                           soundness supervisory      Conservator 
                           powers 
Structure of Board of      ù   13 directors: 11       ù   Currently, four 
Directors                  independent, plus Chairman directors, consisting of a 
                           and Chief Executive        non-management Chairman of 
                           Officer, and one vacancy;  the Board and three 
                           independent,               independent directors (who 
                           non-management lead        were also directors of 
                           director                   Freddie Mac immediately 
                                                      prior to conservatorship), 
                                                      with neither the power nor 
                                                      the duty to manage, direct 
                                                      or oversee our business 
                                                      and affairs 

                           ù   Five separate Board    ù   No Board committees 
                           committees, including      have members or authority 
                           Audit Committee in which   to act 
                           one of the five 
                           independent members was an 
                           "audit committee financial 
                           expert" 

                                                      ù   Conservator has 
                                                      indicated its intent to 
                                                      appoint a full Board of 
                                                      Directors to which it will 
                                                      delegate specified roles 
                                                      and responsibilities 
Management                 ù   Richard F. Syron       ù   David M. Moffett began 
                           served as Chairman and     serving as Chief Executive 
                           Chief Executive Officer    Officer on September 7, 
                           from December 2003 to      2008 
                           September 6, 2008 
Capital                    ù   Statutory and          ù   Capital requirements 
                           regulatory capital         not binding 
                           requirements 

                           ù   Capital                ù   Quarterly capital 
                           classifications as to      classifications by FHFA 
                           adequacy of capital        suspended 
                           provided by FHFA on 
                           quarterly basis 
Net Worth(1)               ù   Receivership mandatory ù   Conservator has 
                           if we have negative net    directed management to 
                           worth for 60 days          focus on maintaining 
                                                      positive stockholders' 
                                                      equity in order to avoid 
                                                      both the need to request 
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                                                      funds under the Purchase 
                                                      Agreement and our 
                                                      mandatory receivership 

                                                      ù   Receivership mandatory 
                                                      if we have negative net 
                                                      worth for 60 days(2) 
Managing for the Benefit   ù   Maximize shareholder   ù   No longer managed with 
of Shareholders            value over the long term   a strategy to maximize 
                                                      common shareholder 
                                                      returns 

                           ù   Fulfill our mission of ù   Maintain positive net 
                           providing liquidity,       worth and fulfill our 
                           stability and              mission of providing 
                           affordability to the       liquidity, stability and 
                           mortgage market            affordability to the 
                                                      mortgage market 

                                                      ù   Focus on returning to 
                                                      long-term profitability if 
                                                      it does not adversely 
                                                      affect our ability to 
                                                      maintain net worth or 
                                                      fulfill our mission

(1) Our net worth refers to our assets less our liabilities, as reflected on 
    our GAAP balance sheet. If we have a negative net worth (which means that 
    our liabilities exceed our assets, as reflected on our GAAP balance sheet), 
    then, if requested by the Conservator (or by our Chief Financial Officer, 
    if we are not under conservatorship), Treasury is required to provide funds 
    to us pursuant to the Purchase Agreement. Net worth is substantially the 
    same as stockholders' equity (deficit); however, net worth also includes 
    the minority interests that third parties own in our consolidated 
    subsidiaries (which was $95 million as of September 30, 2008). At September 
    30, 2008, we had a negative net worth of $13.7 billion. In addition, if the 
    Director of FHFA were to determine in writing that our assets are, and 
    would have been for a period of 60 days, less than our obligations to 
    creditors and others, FHFA would be required to place us into receivership. 
(2) Treasury's funding commitment under the Purchase Agreement is expected to 
    enable us to maintain a positive net worth as long as Treasury has not 
    invested the full $100 billion provided for in that agreement. 
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The conservatorship has no specified termination date. There can be no 
assurance as to when or how the conservatorship will be terminated, whether we 
will continue to exist following conservatorship, or what our business 
structure will be during or following our conservatorship. In a statement 
issued on September 7, 2008, the Secretary of the Treasury indicated that 2008 
and 2009 should be viewed as a "time out" where we and Fannie Mae are 
stabilized while policymakers decide our future role and structure. He also 
stated that there is a consensus that we and Fannie Mae pose a systemic risk 
and that we cannot continue in our current form. For more information on the 
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risks to our business relating to the conservatorship and uncertainties 
regarding the future of our business, see "ITEM 1A. RISK FACTORS."  Managing 
Our Business During Conservatorship Our Management FHFA, in its role as 
Conservator, has overall management authority over our business. During the 
conservatorship, the Conservator has delegated authority to management to 
conduct day-to-day operations so that the company can continue to operate in 
the ordinary course of business. We can, and have continued to, enter into and 
enforce contracts with third parties. The Conservator retains the authority to 
withdraw its delegations to us at any time. The Conservator is working actively 
with management to address and determine the strategic direction for the 
enterprise, and in general has retained final decision-making authority in 
areas regarding: significant impacts on operational, market, reputational or 
credit risk; major accounting determinations, including policy changes; the 
creation of subsidiaries or affiliates and transacting with them; significant 
litigation; setting executive compensation; retention of external auditors; 
significant mergers and acquisitions; and any other matters the Conservator 
believes are strategic or critical to the enterprise in order for the 
Conservator to fulfill its obligations during conservatorship. See 
"Conservatorship and Treasury Agreements -- Conservatorship -- General Powers 
of the Conservator Under the Regulatory Reform Act" for more information.  Our 
Objectives Based on the Federal Home Loan Mortgage Corporation Act, which we 
refer to as our charter, public statements from Treasury officials and guidance 
from our Conservator, we have a variety of different, and potentially 
conflicting, objectives, including: 

ù providing liquidity, stability and affordability in the mortgage market; 
ù immediately providing additional assistance to the struggling housing and mortgage markets; 
ù reducing the need to draw funds from Treasury pursuant to the Purchase Agreement; 
ù returning to long-term profitability; and 
ù protecting the interests of the taxpayers. 

 These objectives create conflicts in strategic and day-to-day decision making 
that will likely lead to less than optimal outcomes for one or more, or 
possibly all, of these objectives. For example, maintaining a positive net 
worth could require us to constrain some of our business activities, including 
activities that provide liquidity, stability and affordability to the mortgage 
market. Conversely, to the extent we increase activities to assist the mortgage 
market, our financial results are likely to suffer, and we may be less able to 
maintain a positive net worth. We regularly consult with and get direction from 
our Conservator on how to balance these objectives. To the extent that we are 
unable to maintain a positive net worth following our expected draw of funds 
from Treasury after the filing of this Form 10-Q, we will be required to 
request additional funding from Treasury under the Purchase Agreement, which 
will further increase our ongoing dividend obligations and, therefore, extend 
the period of time until we might be able to return to profitability. These 
objectives also create risks that we discuss in "ITEM 1A. RISK FACTORS." 
Changes in Strategies to Meet New Objectives Since September 6, 2008, we have 
made a number of changes in the strategies we use to manage our business in 
support of our new objectives outlined above. These include the changes we 
describe below.  Eliminating Planned Increase in Adverse Market Delivery Charge 
As part of our efforts to increase liquidity in the mortgage market and make 
mortgage loans more affordable, we announced on October 3, 2008 that we were 
eliminating our previously announced 25 basis point increase in our adverse 
market delivery charge that was scheduled to take effect on November 7, 2008. 
The elimination of this charge will reduce our future net income.  Temporarily 
Increasing the Size of Our Mortgage Portfolio Consistent with our ability under 
the senior preferred stock purchase agreement to increase the size of our 
on-balance sheet mortgage portfolio through the end of 2009, FHFA has directed 
us to acquire and hold increased amounts of mortgage loans and mortgage-related 
securities in our mortgage portfolio to provide additional liquidity to the 
mortgage market. Our extremely limited ability to issue callable or long-term 
debt at this time makes it difficult to increase the size of our mortgage 
portfolio. In addition, we are also subject to the covenant in the senior 
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preferred stock purchase agreement 
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prohibiting us from issuing debt in excess of 110% of our aggregate 
indebtedness as of June 30, 2008. For a discussion of the limitations we are 
currently experiencing on our ability to issue debt securities, see "LIQUIDITY 
AND CAPITAL RESOURCES" and "RISK FACTORS."  Current Conditions in the Housing 
and Mortgage Market Deterioration in Market Conditions and Impact on Third 
Quarter Results Market conditions affecting the company deteriorated 
dramatically during the third quarter. This had a materially adverse impact on 
our quarterly results of operations in the third quarter of 2008 compared to 
the second quarter of 2008.  Home prices nationwide resumed the rate of decline 
experienced earlier in the year after briefly leveling off during the second 
quarter of 2008. The percentage decline in home prices was particularly large 
in California, Florida, Arizona and Nevada, where Freddie Mac has significant 
concentrations of mortgage loans.  Unemployment rates also worsened 
significantly. California, Arizona and Nevada saw increases of between 14 and 
27% in unemployment from the second quarter to the third quarter of 2008, on a 
seasonally-adjusted basis, while the national rate exceeded 6%. Unemployment 
rates increased again in October to a national rate of 6.5%. An upward spike in 
food and other goods prices during the third quarter of 2008 further eroded 
household financial conditions, and real consumer spending declined 
significantly. Both consumer and business credit tightened considerably during 
the third quarter of 2008 as financial institutions curtailed their lending 
activities. This contributed to significant increases in credit spreads for 
both mortgage and corporate loans.  These macro-economic conditions and other 
factors contributed to a substantial increase in the number of delinquent loans 
in our single-family mortgage portfolio during the third quarter of 2008. The 
rate of transition of these loans from delinquency through foreclosure also 
increased. We observed a significant increase in market-reported delinquency 
rates for mortgages serviced by financial institutions not only for subprime 
and Alt-A loans but also for prime loans. This delinquency data suggests that 
continuing home price declines and growing unemployment are now affecting 
behavior by a broader segment of mortgage borrowers, increasing numbers of whom 
are "underwater," or owing more on their mortgage loans than their homes are 
currently worth. Our loan loss severities, or the average amount of recognized 
losses per loan, also increased in the third quarter of 2008, especially in 
California, Florida and Arizona, where home price declines have been more 
severe and where we have significant concentrations of mortgage loans with 
higher average loan balances than in other states.  We were not the only 
financial institution that was adversely affected by the worsening market 
conditions during the third quarter of 2008. IndyMac Bank, FSB and Washington 
Mutual Bank were placed into receivership, and Lehman Brothers Holdings, Inc., 
or Lehman, filed for bankruptcy. American International Group, Inc. received a 
substantial infusion of cash from the U.S. government, and both Merrill Lynch & 
Co, Inc. and Wachovia Corporation were acquired by other institutions. In an 
attempt to stabilize the markets and restore liquidity, the U.S. government 
introduced several unprecedented programs to provide various forms of financial 
support to market participants. One of these proposed programs involves 
guarantees by the Federal Deposit Insurance Corporation, or FDIC, of the debt 
obligations issued by banks. This proposal and other existing programs have 
created uncertainty in the market resulting in limited access to long-term and 
callable funding. Uncertainty has also contributed to increased borrowing costs 
relative to the U.S. Treasury market and the London Interbank Offered Rate, or 
LIBOR. See "LIQUIDITY AND CAPITAL RESOURCES" for further information.  These 
market developments have been the principal drivers of our substantially 
increased loss for the third quarter of 2008. Our provision for credit losses 
increased from $2.5 billion in the second quarter of 2008 to $5.7 billion in 
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the third quarter of 2008, principally due to increased estimates of incurred 
losses caused by the deteriorating economic conditions and evidenced by our 
increased rates of delinquency and foreclosure; increased mortgage loan loss 
severities; and, to a much lesser extent, heightened concerns that certain of 
our seller/servicer counterparties may fail to perform their recourse or 
repurchase obligations to us.  Our security impairments on available for sale 
securities increased from $1.0 billion in the second quarter of 2008 to $9.1 
billion in the third quarter of 2008. The deteriorating market conditions 
during the third quarter also led to a considerably more pessimistic outlook 
for the performance of the non-agency mortgage-related securities in our 
retained portfolio. The loans backing these securities exhibited much worse 
delinquency behavior than that mentioned above with respect to loans in our 
guarantee portfolio. Rising unemployment, accelerating house price declines, 
tight credit conditions, volatility in interest rates, and weakening consumer 
confidence not only contributed to poor performance during the third quarter 
but significantly impacted our expectations regarding future performance, both 
of which are critical in assessing security impairments. Furthermore, the 
mortgage-related securities backed by subprime and Alt-A and other loans, 
including Moving Treasury Average, or MTA, loans, have significantly greater 
concentrations in the states that are undergoing the greatest stress, including 
California, Florida, Arizona and Nevada. MTA adjustable-rate mortgages (also 
referred to as option ARMs) have adjustable interest rates and optional payment 
terms, including options that result in negative amortization, for an initial 
period of years that allow for deferral of principal repayments. MTA loans 
generally have a date when the 
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mortgage is recast to require principal payments under new terms, which can 
result in substantial increases in monthly payments to the borrower. 
Additionally, during the third quarter of 2008 there were significant negative 
ratings actions and unprecedented and sustained categorical asset price 
declines most notably in the mortgage-related securities backed by Alt-A loans, 
including MTA loans, in our portfolio. The combination of all of these factors 
not only had a material, negative impact on our view of expected performance in 
the third quarter, but also significantly reduced the likelihood of more 
favorable outcomes, resulting in a substantial increase in other-than-temporary 
impairments in the third quarter of 2008.  Our aggregate losses on trading 
securities, our guarantee asset and derivatives, net of the unrealized gains on 
foreign-currency denominated debt, increased from $481 million in the second 
quarter of 2008 to $4.2 billion in the third quarter of 2008, as the turmoil in 
the markets contributed to dislocations in the normal correlations between 
different instruments. In our capacity as securities administrator for our 
issued securities, we also incurred a $1.1 billion loss in the third quarter of 
2008 related to investments in short-term unsecured loans as a result of 
Lehman's bankruptcy.  We determined it was necessary to establish a partial 
valuation allowance against our deferred tax assets due to the rapid 
deterioration of market conditions discussed above, the uncertainty of future 
market conditions on our results of operations and the uncertainty surrounding 
our future business model as a result of our placement into conservatorship by 
FHFA on September 6, 2008. These and other factors led us to record a non-cash 
charge of $14.3 billion in the third quarter of 2008 in order to establish a 
partial valuation allowance against our deferred tax asset. As a result, at 
September 30, 2008, we had a net deferred tax asset of $11.9 billion 
representing the tax effect of unrealized losses on our available-for-sale 
securities portfolio.  Each of these drivers of our third quarter results is 
discussed in more detail below within "GAAP Results" and our "CONSOLIDATED 
RESULTS OF OPERATIONS".  Credit Overview The factors affecting all residential 
mortgage market participants during 2008 have continued to adversely impact our 
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single-family mortgage portfolio during the third quarter of 2008. The 
following statistics illustrate the credit deterioration of loans in our 
single-family mortgage portfolio, which consists of single-family mortgage 
loans in our retained portfolio and those backing our guaranteed PCs and 
Structured Securities.  Table 1 -- Credit Statistics, Single-Family Mortgage 
Portfolio(1)

                                               As of 
                       09/30/2008 06/30/2008 03/31/2008 12/31/2007 09/30/2007 
Delinquency rate (in          122         93         77         65         51 
basis points, or 
bps)(2)
Non-performing assets    $ 35,497   $ 27,480   $ 22,379   $ 18,121   $ 13,118 
(in millions)(3) 
REO inventory (in          28,089     22,029     18,419     14,394     11,916 
units)
                                     For the Three Months Ended 
                       09/30/2008 06/30/2008 03/31/2008 12/31/2007 09/30/2007 
                                      (in units, unless noted) 
Loan modifications(4)       8,316      4,827      4,246      2,272      1,752 
REO acquisitions           15,880     12,410      9,939      7,284      5,905 
REO disposition             29.3%      25.2%      21.4%      18.1%      14.1% 
severity ratio(5) 
Single-family credit      $ 1,270      $ 810      $ 528      $ 236      $ 122 
losses (in 
millions)(6)

(1) Consists of single-family mortgage loans for which we actively manage 
    credit risk, which are those loans held in our retained portfolio as well 
    as those loans underlying our PCs and Structured Securities, excluding 
    Structured Transactions and that portion of our Structured Securities that 
    are backed by Government National Mortgage Association, or Ginnie Mae, 
    Certificates. 
(2) We report single-family delinquency rate information based on the number of 
    loans that are 90 days or more past due and those in the process of 
    foreclosure. Mortgage loans whose contractual terms have been modified 
    under agreement with the borrower are not included if the borrower is less 
    than 90 days delinquent under the modified terms. See "CREDIT RISKS -- 
    Credit Performance -- Delinquencies" for further information. 
(3) Includes those loans in our single-family mortgage portfolio, based on 
    unpaid principal balances, that are past due for 90 days or more or where 
    contractual terms have been modified as a troubled debt restructuring. Also 
    includes single-family real estate owned, or REO, which are acquired 
    principally through foreclosure on loans within our single-family mortgage 
    portfolio. 
(4) Consist of modifications under agreement with the borrower. Excludes 
    forbearance agreements, which are made in certain circumstances and under 
    which reduced or no payments are required during a defined period as well 
    as repayment plans, which are separate agreements with the borrower to 
    repay past due amounts and return to compliance with the original terms. 
(5) Calculated as the aggregate amount of our losses recorded on disposition of 
    REO properties during the respective quarterly period divided by the 
    aggregate unpaid principal balances of the related loans with the 
    borrowers. The amount of losses recognized on disposition of the properties 
    is equal to the amount by which the unpaid principal balance of loans 
    exceeds the amount of gross sales proceeds from disposition of the 
    properties. Excludes other related credit losses, such as property 
    maintenance and selling expenses, as well as related recoveries from credit 
    enhancements, such as mortgage insurance. 
(6) Consists of REO operations expense plus charge-offs, net of recoveries from 
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    third-party insurance and other credit enhancements. See "CREDIT RISKS -- 
    Credit Performance -- Credit Loss Performance" for further information. 

 As the table above illustrates, we experienced continued deterioration in the 
performance of our single-family mortgage portfolio. Certain loan groups of the 
single-family mortgage portfolio, such as Alt-A and interest-only loans, as 
well as 2006 and 2007 vintage loans, are the main contributors to our worsening 
credit statistics. These loan groups have been affected by certain 
macro-economic factors, such as recent declines in home prices, which have 
resulted in erosion in the borrower's equity. These loan groups are also 
concentrated in the West region. The West region comprised 26% of the unpaid 
principal balances of our single-family mortgage portfolio as of September 30, 
2008, but accounted for 48% and 43% of our REO 
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acquisitions in the third and second quarters of 2008, respectively. Alt-A 
loans, which represented 10% of our single-family mortgage portfolio as of 
September 30, 2008, accounted for approximately 50% of our credit losses for 
the nine months ended September 30, 2008. In addition, stressed markets in the 
West region (especially California, Arizona and Nevada) and Florida tend to 
have higher average loan balances than the rest of the U.S. and were most 
affected by the steep home price declines. As we continue to experience home 
price declines in these and other regions, the severity of our single-family 
credit losses will continue to increase, as evidenced by our REO disposition 
severity ratio.  As of September 30, 2008, single-family mortgage loans in the 
state of Florida comprise 7% of our single-family mortgage portfolio; however 
the loans in this state make up more than 20% of the total delinquent loans in 
our single-family mortgage portfolio, based on unpaid principal balances. 
Consequently, Florida remains our leading state for serious delinquencies, 
although these have not yet evidenced themselves in REO acquisitions or our 
credit losses due to the duration of Florida's foreclosure process. California 
and Arizona were the states with the highest credit losses in the third quarter 
of 2008 with 44% of our single-family credit losses on a combined basis. These 
and other factors caused us to significantly increase our estimate for loan 
loss reserves during the third quarter of 2008.  In an effort to mitigate our 
losses and the continued growth of non-performing assets, we continue to expand 
our efforts to increase our foreclosure alternatives. Due to the overall 
deterioration in the mortgage credit environment, our loss mitigation activity 
has increased, as exemplified by our increased volumes of loan modifications in 
2008. We are continuing to implement and develop strategies designed to 
mitigate the increase in our credit losses, including a recently announced 
program by our Conservator to expedite the modification process for certain 
troubled borrowers.  Our non-agency securities in our retained portfolio, which 
are primarily backed by subprime, Alt-A and MTA mortgage loans, also continue 
to be affected by the deteriorating credit conditions during 2008. The table 
below illustrates the changes in delinquencies that are 60 days or more past 
due within our non-agency mortgage-related securities portfolio backed by 
subprime, Alt-A, and MTA loans in our retained portfolio. Increases in 
delinquencies that are 60 days or more past due do not fully reflect the recent 
poor performance of these securities as cumulative losses are also growing 
considerably more rapidly. Given the recent unprecedented deterioration in the 
economic outlook and the renewed acceleration of housing price declines, future 
performance of the loans backing these securities could continue to 
deteriorate.  Table 2 -- Credit Statistics, Non-Agency Mortgage-Related 
Securities Backed by Subprime, Alt-A and MTA Loans 
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                                               As of 
                       09/30/2008 06/30/2008 03/31/2008 12/31/2007 09/30/2007 
Delinquency rates: 
Non-agency
mortgage-related
securities backed by: 
Subprime 1st Lien             35%        31%        27%        21%        16% 
Alt-A(1)                      14%        12%        10%         8%         5% 
MTA                           24%        18%        12%         7%         4% 
Cumulative loss: 
Non-agency
mortgage-related
securities backed by: 
Subprime 1st Lien              4%         2%         1%         1%         1% 
Alt-A(1)                       1%         0%         0%         0%         0% 
MTA                            1%         0%         0%         0%         0% 
Gross unrealized         $ 22,411   $ 25,858   $ 28,065   $ 11,127    $ 2,993 
losses, pre-tax (in 
millions)
Impairment loss for       $ 8,856      $ 826         --         --         -- 
the three months ended 
(in millions) 

(1) Exclude non-agency mortgage-related securities backed by other loans primarily 
    comprised of securities backed by home equity lines of credit. 

 We held unpaid principal balances of $125.7 billion of non-agency 
mortgage-related securities backed by subprime and Alt-A and other loans in our 
retained portfolio as of September 30, 2008 compared to $152.6 billion as of 
December 31, 2007. We recognized impairment losses on these securities of $8.9 
billion for the three months ended September 30, 2008. We had gross unrealized 
losses, net of tax, on these securities totaling $14.6 billion and $7.2 billion 
at September 30, 2008 and December 31, 2007, respectively. The increase in 
unrealized losses, despite the decline in unpaid principal balance, is due to 
the significant declines in non-agency mortgage asset prices which occurred 
during 2008 and which accelerated significantly for Alt-A and other loans, 
including MTA loans, during the third quarter of 2008. We believe the majority 
of the declines in the fair value of these securities are attributable to 
decreased liquidity and larger risk premiums in the mortgage market. See 
"CONSOLIDATED BALANCE SHEETS ANALYSIS -- Retained Portfolio" for further 
information.  GAAP Results Summary of Financial Results for the Three Months 
Ended September 30, 2008 Net loss was $25.3 billion and $1.2 billion for the 
three months ended September 30, 2008 and 2007, respectively. Net loss 
increased in the three months ended September 30, 2008 compared to the same 
period of 2007, principally due to the establishment of a partial valuation 
allowance on our deferred tax asset, increased losses on investment activities, 
increased derivative losses, increased losses on our guarantee asset as well as 
increased credit-related expenses, which consist of the provision for credit 
losses and REO operations expense. In the third quarter of 2008, we recorded a 
non-cash charge of 
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$14.3 billion related to the establishment of a partial valuation allowance 
against our deferred tax asset. The valuation allowance excludes the portion of 
the deferred tax asset representing the tax effect of unrealized losses on 
available-for-sale securities recorded in accumulated other comprehensive 
income, or AOCI, which management has the intent and ability to hold until 
recovery of the unrealized loss amounts. See "CONSOLIDATED BALANCE SHEETS 
ANALYSIS -- Deferred Tax Asset" for further information. These loss and expense 
items for the three months ended September 30, 2008 were partially offset by: 
(a) higher net interest income and income on guarantee obligation; (b) 
unrealized gains on foreign-currency denominated debt recorded at fair value; 
(c) lower losses on certain credit guarantees; and (d) lower losses on loans 
purchased due principally to changes in our operational practice of purchasing 
delinquent loans out of PC securitization pools in December 2007. As a result 
of the net loss, at September 30, 2008, our liabilities exceeded our assets 
under GAAP by $(13.7) billion while our stockholders' equity (deficit) totaled 
$(13.8) billion. The Director of FHFA has submitted a request under the 
Purchase Agreement in the amount of $13.8 billion to Treasury. We expect to 
receive such funds by November 29, 2008.  Net interest income was $1.8 billion 
for the three months ended September 30, 2008, compared to $761 million for the 
three months ended September 30, 2007. We held higher amounts of fixed-rate 
agency mortgage-related securities in our retained portfolio at significantly 
wider spreads relative to our funding costs during the three months ended 
September 30, 2008. The increase in net interest income and yield is also due 
to significantly lower short-term interest rates on our short-term borrowings 
and lower long-term interest rates on our long-term borrowings for the three 
months ended September 30, 2008. The combination of a higher proportion of 
short-term debt, together with a higher proportion of fixed-rate securities 
within our retained portfolio during a steep yield curve environment, 
contributed to the improvement in net interest income and net interest yield 
during the three months ended September 30, 2008.  Non-interest income (loss) 
was $(11.3) billion for the three months ended September 30, 2008, compared to 
non-interest income of $117 million for the three months ended September 30, 
2007. The decrease in non-interest income in the third quarter of 2008 was 
primarily due to higher losses on investment activity, increased derivative 
losses, net of related foreign-currency gains and higher losses on our 
guarantee asset, partially offset by increased income on our guarantee 
obligation and higher management and guarantee income. Increased losses on 
investment activity during the third quarter of 2008 were principally 
attributed to $9.1 billion of security impairments primarily recognized on 
available-for-sale non-agency mortgage-related securities backed by subprime 
and Alt-A and other loans during the third quarter of 2008. See "CONSOLIDATED 
BALANCE SHEET ANALYSIS -- Retained Portfolio" for additional information. 
Income on our guarantee obligation was $783 million and $473 million for the 
three months ended September 30, 2008 and 2007, respectively. The amortization 
of income on our guarantee obligation was accelerated in the third quarter of 
2008 as compared to the third quarter of 2007 in order to match our economic 
release from risk on the pools of mortgage loans we guarantee. Management and 
guarantee income increased 16%, to $832 million for the three months ended 
September 30, 2008 from $718 million for the three months ended September 30, 
2007. This reflects increases in the average balance of our PCs and Structured 
Securities of 11% on an annualized basis for the three months ended September 
30, 2008, as compared to the average balance during the third quarter of 2007. 
This increase in management and guarantee income also reflects higher average 
fee rates for the three months ended September 30, 2008 compared to the third 
quarter of 2007.  Non-interest expense for the three months ended September 30, 
2008 and 2007 totaled $7.9 billion and $3.1 billion, respectively. This 
includes normal credit-related expenses of $6.0 billion and $1.4 billion for 
the three months ended September 30, 2008 and 2007, respectively. For the three 
months ended September 30, 2008, our provision for credit losses significantly 
increased due to continued credit deterioration in our single-family credit 
guarantee portfolio, primarily due to further increases in delinquency rates 
and higher severity of losses on a per-property basis. Credit deterioration has 
been largely driven by declines in home prices and regional economic conditions 
as well as the effect of a greater composition of interest-only and Alt-A 
mortgage products in the mortgage origination market that we have purchased or 
guaranteed. REO operations expense increased primarily as a result of an 

15

TAB B - Government Sponsored Enterprises (GSE) Materials



FEDERAL HOME LOAN MORTGAGE CORP Filing Date: 09/30/08

increase in market-based write-downs of REO property due to the decline in home 
prices, coupled with higher volumes in REO inventory, particularly in the 
states of California, Florida, Arizona, Michigan and Nevada.  Non-interest 
expense, excluding normal credit-related expenses, for the three months ended 
September 30, 2008 totaled $1.9 billion compared to $1.7 billion for the three 
months ended September 30, 2007. The increase in non-interest expense, 
excluding normal credit-related expenses, was primarily due to a loss of $1.1 
billion during the third quarter of 2008, related to the investments in 
short-term, unsecured loans we made to Lehman in our role as securities 
administrator for certain trust-related assets offset by decreases in losses on 
certain credit guarantees and losses on loans purchased. We refer to these 
transactions with Lehman as the Lehman short-term lending transactions. For 
more information on the Lehman short-term lending transactions, see 
"CONSOLIDATED RESULTS OF OPERATIONS -- Securities Administrator Loss on 
Investment Activity." Losses on certain credit guarantees decreased to $2 
million for the three months ended September 30, 2008, compared to $392 million 
for the three months ended September 30, 2007, due to the change in our method 
for determining the fair value of our newly-issued guarantee obligation upon 
adoption of Statement of Accounting Standards, or SFAS, 
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No. 157, "Fair Value Measurements," or SFAS 157, effective January 1, 2008. 
Losses on loans purchased decreased to $252 million for the three months ended 
September 30, 2008, compared to $649 million for the three months ended 
September 30, 2007, due to changes in our operational practice of purchasing 
delinquent loans out of PC pools. See "CONSOLIDATED RESULTS OF OPERATIONS -- 
Non-Interest Expense -- Losses on Certain Credit Guarantees and -- Losses on 
Loans Purchased," for additional information on this change in our operational 
practice. Administrative expenses totaled $308 million for the three months 
ended September 30, 2008, down from $428 million for the three months ended 
September 30, 2007 primarily due to a reduction in our short-term performance 
compensation during the third quarter of 2008 as well as a decrease in our use 
of consultants throughout 2008. As a percentage of our average total mortgage 
portfolio, administrative expenses declined to 5.6 basis points for the three 
months ended September 30, 2008, from 8.7 basis points for the three months 
ended September 30, 2007.  For the three months ended September 30, 2008 and 
2007, we recognized effective tax rates of (46)% and 44%, respectively. See 
"NOTE 12: INCOME TAXES" to our consolidated financial statements for additional 
information about how our effective tax rate is determined.  Summary of 
Financial Results for the Nine Months Ended September 30, 2008 Effective 
January 1, 2008, we adopted SFAS 157 which defines fair value, establishes a 
framework for measuring fair value in financial statements and expands required 
disclosures about fair value measurements. In connection with the adoption of 
SFAS 157, we changed our method for determining the fair value of our 
newly-issued guarantee obligations. Under SFAS 157, the initial fair value of 
our guarantee obligation equals the fair value of compensation received, 
consisting of management and guarantee fees and other upfront compensation, in 
the related securitization transaction, which is a practical expedient for 
determining fair value. As a result, prospectively from January 1, 2008, we no 
longer record estimates of deferred gains or immediate, "day one" losses on 
most guarantees. Our adoption of SFAS 157 did not result in an immediate 
recognition of gain or loss, but the prospective change had a positive impact 
on our financial results for the three and nine months ended September 30, 
2008.  Also effective January 1, 2008, we adopted SFAS No. 159, "The Fair Value 
Option for Financial Assets and Financial Liabilities, Including an Amendment 
of FASB Statement No. 115," or SFAS 159 or the fair value option, which permits 
companies to choose to measure certain eligible financial instruments at fair 
value that are not currently required to be measured at fair value in order to 
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mitigate volatility in reported earnings caused by measuring assets and 
liabilities differently. We initially elected the fair value option for certain 
available-for-sale mortgage-related securities and our foreign-currency 
denominated debt. Upon adoption of SFAS 159, we recognized a $1.0 billion 
after-tax increase to our retained earnings at January 1, 2008. We may continue 
to elect the fair value option for certain securities to mitigate interest-rate 
aspects of our guarantee asset and certain non-hedge designated pay-fixed 
swaps.  Net loss was $26.3 billion and $642 million for the nine months ended 
September 30, 2008 and 2007, respectively. Net loss increased during the nine 
months ended September 30, 2008 compared to the same periods of 2007, 
principally due to the establishment of a partial valuation allowance against 
our deferred tax asset, increased losses on investment activity primarily 
related to impairment losses on certain non-agency mortgage-related securities, 
increased derivative losses, increased losses on guarantee asset as well as an 
increase in normal credit-related expenses, which consist of our provision for 
credit losses and REO operations expense. In the third quarter of 2008, we 
recorded a $14.3 billion non-cash charge related to the establishment of a 
partial valuation allowance against our deferred tax asset. The valuation 
allowance excludes the portion of the deferred tax asset representing the tax 
effect of unrealized losses on available-for-sale securities recorded in AOCI, 
which management has the intent and ability to hold until recovery of the 
unrealized loss amounts. These loss and expense items for the nine months ended 
September 30, 2008 were partially offset by higher net interest income and 
income on our guarantee obligation as well as lower losses on certain credit 
guarantees due to our use of the practical expedient for determining fair value 
under SFAS 157 and lower losses on loans purchased due to changes in our 
operational practice of purchasing delinquent loans out of PC securitization 
pools.  Net interest income was $4.2 billion for the nine months ended 
September 30, 2008, compared to $2.3 billion for the nine months ended 
September 30, 2007. The 2% annualized limitation on the growth of our retained 
portfolio established by FHFA expired during March of 2008 as we became a 
timely filer of our financial statements. As a result, we were able to hold 
higher amounts of fixed-rate agency mortgage-related securities at 
significantly wider spreads relative to our funding costs during the nine 
months ended September 30, 2008. Non-interest income (loss) was $(10.4) billion 
and $1.6 billion for the nine months ended September 30, 2008 and 2007, 
respectively. The decrease in non-interest income in the 2008 period was 
primarily due to higher losses on investment activity, higher derivative losses 
excluding foreign-currency related effects, and higher losses on our guarantee 
asset. These losses were partially offset by increased income on our guarantee 
obligation and higher management and guarantee income in the 2008 period. 
Non-interest expense for the nine months ended September 30, 2008 and 2007 
totaled $13.5 billion and $5.8 billion, respectively, and included normal 
credit-related expenses of $10.3 billion and $2.1 billion, respectively. 
Non-interest expense, excluding normal credit-related expenses, for the nine 
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months ended September 30, 2008 and 2007 totaled $3.2 billion and $3.7 billion, 
respectively. The decline in non-interest expense, excluding normal 
credit-related expenses, was primarily due to the reductions in losses on 
certain credit guarantees and losses on loans purchased and was partially 
offset by the $1.1 billion loss on the Lehman short-term lending transactions. 
Administrative expenses totaled $1.1 billion for the nine months ended 
September 30, 2008, down from $1.3 billion for the nine months ended September 
30, 2007. As a percentage of our average total mortgage portfolio, 
administrative expenses declined to 6.8 basis points for the nine months ended 
September 30, 2008, from 8.8 basis points for the nine months ended September 
30, 2007.  For the nine months ended September 30, 2008 and 2007, we recognized 
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effective tax rates of (33)% and 66%, respectively. See "NOTE 12: INCOME TAXES" 
to our consolidated financial statements for additional information about how 
our effective tax rate is determined.  Segments We manage our business through 
three reportable segments subject to the conduct of our business under the 
direction of the Conservator, as discussed above under "Managing Our Business 
During Conservatorship -- Our Objectives.": 

ù Investments; 
ù Single-family Guarantee; and 
ù Multifamily. 

 Certain activities that are not part of a segment are included in the All 
Other category. We manage and evaluate the performance of the segments and All 
Other using a Segment Earnings approach. Segment Earnings differs significantly 
from, and should not be used as a substitute for, net income (loss) as 
determined in accordance with GAAP. There are important limitations to using 
Segment Earnings as a measure of our financial performance. Among them, our 
regulatory capital measures are based on our GAAP results, as is the need to 
obtain funding under the Purchase Agreement. Segment Earnings adjusts for the 
effects of certain gains and losses and mark-to-fair-value items, which 
depending on market circumstances, can significantly affect, positively or 
negatively, our GAAP results and have in recent periods caused us to record 
significant GAAP net losses. GAAP net losses will adversely impact our GAAP 
stockholders' equity (deficit), as well as our need for funding under the 
Purchase Agreement, regardless of results reflected in Segment Earnings. For a 
summary and description of our financial performance on a segment basis, see 
"CONSOLIDATED RESULTS OF OPERATIONS -- Segment Earnings" and "NOTE 16: SEGMENT 
REPORTING" to our consolidated financial statements.  In managing our business, 
we present the operating performance of our segments using Segment Earnings. 
Segment Earnings present our results on an accrual basis as the cash flows from 
our segments are earned over time. The objective of Segment Earnings is to 
present our results in a manner more consistent with our business models. The 
business model for our investment activity is one where we generally buy and 
hold our investments in mortgage-related assets for the long term, fund our 
investments with debt and use derivatives to minimize interest rate risk, thus 
generating net interest income in line with our return on equity objectives. We 
believe it is meaningful to measure the performance of our investment business 
using long-term returns, not short-term value. The business model for our 
credit guarantee activity is one where we are a long-term guarantor in the 
conforming mortgage markets, manage credit risk and generate guarantee and 
credit fees, net of incurred credit losses. As a result of these business 
models, we believe that this accrual-based metric is a meaningful way to 
present our results as actual cash flows are realized, net of credit losses and 
impairments. We believe Segment Earnings provides us with a view of our 
financial results that is more consistent with our business objectives and 
helps us better evaluate the performance of our business, both from 
period-to-period and over the longer term. 
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Table 3 presents Segment Earnings (loss) by segment and the All Other category 
and includes a reconciliation of Segment Earnings (loss) to net income (loss) 
prepared in accordance with GAAP.  Table 3 -- Reconciliation of Segment 
Earnings (Loss) to GAAP Net Income (Loss) 
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TARP AIG SSFI Investment 

Senior Preferred Stock and Warrant 

Summary of Senior Preferred Terms

Issuer: American International Group, Inc. (“AIG”). 

Initial Holder: United States Department of the Treasury (the “UST”). 

Size: $40 Billion aggregate liquidation preference. 

Security: Senior Preferred, liquidation preference $10,000 per share; 
provided that UST may, upon transfer of the Senior Preferred, 
require AIG to appoint a depositary to hold the Senior Preferred 
and issue depositary receipts. 

Ranking: Senior to common stock and pari passu with existing preferred 
shares other than preferred shares which by their terms rank 
junior to the Senior Preferred. At the meeting of stockholders 
called to effect the amendments to AIG’s Restated Certificate of 
Incorporation contemplated by the terms of the convertible 
preferred stock, AIG shall propose an amendment to its Restated 
Certificate of Incorporation to allow the Senior Preferred to rank 
senior to the convertible preferred stock. 

Term: Perpetual life. 

Dividend: The Senior Preferred will accrue cumulative dividends at a rate 
of 10% per annum. Dividends will be payable quarterly in arrears 
on February 1, May 1, August 1 and November 1 of each year. 
Dividends will be payable when, as and if declared by the Board 
of Directors of AIG. Accrued but unpaid dividends shall 
compound quarterly.  

Redemption: At any time that (i) the AIG Credit Facility Trust (or any successor 
entity established for the benefit of the United States Treasury) 
“beneficially owns” less than 30% of the aggregate voting power 
of AIG's voting securities and (ii) no holder of the Senior 
Preferred controls AIG, then AIG may redeem the Senior 
Preferred in whole or in part at a redemption price equal to 100% 
of its liquidation preference, plus an amount equal to accrued 
and unpaid dividends (including, if applicable, dividends on such 
amount). “Control” for this purpose means the power to direct the 
management and policies of AIG, directly or indirectly, whether 
through the ownership of voting securities, by contract, by the 
power to control AIG's Board of Directors or otherwise.  
“Beneficially owns” is as defined in Rule 13d-3 under the 
Securities Exchange Act of 1934.  For the avoidance of doubt, 
while there is AIG’s Board of Directors control (or the potential to 
gain AIG’s Board of Directors control) by the holder of the Senior 
Preferred, then AIG is not permitted to redeem the Senior 
Preferred.

Restrictions on 
Dividends: Subject to certain exceptions, for as long as any Senior Preferred 
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is outstanding, no dividends may be declared or paid on junior 
preferred shares, preferred shares ranking pari passu with the 
Senior Preferred (“Parity Stock”), or common shares (other than 
(i) in the case of pari passu preferred shares, dividends on a pro 
rata basis with the Senior Preferred and (ii) in the case of junior 
preferred shares, dividends payable solely in common shares), 
nor may AIG repurchase or redeem any junior preferred shares, 
preferred shares ranking pari passu with the Senior Preferred or 
common shares, unless all accrued and unpaid dividends for all 
past dividend periods on the Senior Preferred are fully paid or 
declared and a sum sufficient for the payment thereof set apart. 

Common dividends: The UST’s consent shall be required for any increase in common 
dividends per share until the fifth anniversary of the date of this 
investment unless prior to such fifth anniversary the Senior 
Preferred is redeemed in whole or the UST has transferred all of 
the Senior Preferred to third parties. 

Repurchases: The UST’s consent shall be required for repurchases of any 
common shares, other capital stock, trust preferred securities or 
other equity securities (other than (i) repurchases of the Senior 
Preferred, (ii) repurchases of junior preferred shares or common 
shares (“Junior Stock”) in connection with the administration of 
any employee benefit plan in the ordinary course of business and 
consistent with past practice (including purchases to offset share 
dilution pursuant to a publicly announced repurchase plan), (iii) 
any redemption or repurchase of rights pursuant to any 
stockholders’ rights plan and (iv) the exchange or conversion of 
Junior Stock for or into other Junior Stock or of Parity Stock or 
trust preferred securities for or into other Parity Stock (with the 
same or lesser aggregate liquidation amount) or Junior Stock, in 
each case, solely to the extent required pursuant to binding 
contractual agreements entered into prior to the signing date of 
UST’s agreement to purchase the Senior Preferred or any 
subsequent agreement for the accelerated exercise, settlement 
or exchange thereof for common stock), until the fifth anniversary 
of the date of this investment unless prior to such fifth 
anniversary the Senior Preferred is redeemed in whole or the 
UST has transferred all of the Senior Preferred to third parties. 
Notwithstanding the foregoing, following the redemption in whole 
of the Senior Preferred held by UST or the transfer by UST of all 
of the Senior Preferred to one or more third parties not affiliated 
with UST, AIG may repurchase, in whole or in part, at any time 
the Warrant then held by UST at the fair market value of the 
Warrant so long as no holder of the Warrant controls AIG as 
provided in clause (ii) of “Redemption” above. 

Voting rights: The Senior Preferred shall be non-voting, other than class voting 
rights on (i) any authorization or issuance of shares other than 
the convertible preferred stock ranking senior or pari passu to the 
Senior Preferred, (ii) any amendment that adversely affects the 
rights of Senior Preferred, or (iii) any merger, exchange or similar 
transaction unless the Senior Preferred remains outstanding or is 
converted into or exchanged for preference securities of the 
surviving or resulting entity or its ultimate parent and the Senior 
Preferred or such preference shares have such rights, 
preferences, privileges and voting powers, and limitations and 
restrictions thereof, taken as a whole, as are not materially less 
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favorable to the holders thereof than those of the Senior 
Preferred immediately prior to such transaction, taken as a 
whole. 

If dividends on the Senior Preferred are not paid in full for four 
dividend periods, whether or not consecutive, the Senior 
Preferred will have the right to elect the greater of 2 directors and 
a number of directors (rounded upward) equal to 20% of the total 
number of directors after giving effect to such election. The right 
to elect directors will end when full dividends have been paid for 
all past dividend periods. 

Transferability: The Senior Preferred will not be subject to any contractual 
restrictions on transfer other than such as are necessary to 
insure compliance with U.S. federal and state securities laws. 
AIG will file a registration statement (which may be a shelf 
registration statement) covering the Senior Preferred as promptly 
as practicable, but in any event within 15 days, after notification 
by the UST and, if necessary, shall take all action required to 
cause such registration statement to be declared effective as 
soon as possible. During any period that an effective registration 
statement is not available for the resale by the UST of the Senior 
Preferred, AIG will also grant to the UST piggyback registration 
rights for the Senior Preferred and will take such other steps as 
may be reasonably requested to facilitate the transfer of the 
Senior Preferred including, if requested by the UST, using 
reasonable best efforts to list the Senior Preferred on a national 
securities exchange. If requested by the UST, AIG will appoint a 
depositary to hold the Senior Preferred and issue depositary 
receipts.

Claim in 
Bankruptcy: Equity claim with liquidation preference to common equity claim. 

Acceleration 
Rights: None 

Use of Proceeds: To repay the senior secured revolving credit facility governed by 
the Credit Agreement dated as of September 22, 2008 (the 
“Credit Agreement”) between AIG and the Federal Reserve Bank 
of New York (“FRBNY”). 

Tax Treatment: Dividends on the Senior Preferred are non tax-deductible to AIG. 

Restrictions on 
Expenses: AIG shall continue to maintain and implement its comprehensive 

written policy on corporate expenses and distribute such policy to 
all AIG employees.  Such policy, as may be amended from time 
to time, shall remain in effect at least until such time as any of 
the shares of the Senior Preferred are owned by the UST. Any 
material amendments to such policy shall require the prior written 
consent of the UST until such time as the UST no longer owns 
any shares of Senior Preferred, and any material deviations from 
such policy, whether in contravention thereof or pursuant to 
waivers provided for thereunder, shall promptly be reported to 
the UST.  Such policy shall, at a minimum:  (i) require 
compliance with all applicable law; (ii) apply to AIG and all of its 
subsidiaries; (iii) govern (a) the hosting, sponsorship or other 
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payment for conferences and events, (b) the use of corporate 
aircraft, (c) travel accommodations and expenditures, (d) 
consulting arrangements with outside service providers, (e) any 
new lease or acquisition of real estate, (f) expenses relating to 
office or facility renovations or relocations and (g) expenses 
relating to entertainment or holiday parties; and (iv) provide for 
(a) internal reporting and oversight and (b) mechanisms for 
addressing non-compliance with the policy. 

Restrictions on 
Lobbying: AIG shall continue to maintain and implement its comprehensive 

written policy on lobbying, governmental ethics and political 
activity and distribute such policy to all AIG employees and 
lobbying firms involved in any such activity.  Such policy, as may 
be amended from time to time, shall remain in effect at least until 
such time as any of the shares of the Senior Preferred are 
owned by the UST. Any material amendments to such policy 
shall require the prior written consent of the UST until such time 
as the UST no longer owns any shares of Senior Preferred, and 
any material deviations from such policy, whether in 
contravention thereof or pursuant to waivers provided for 
thereunder, shall promptly be reported to the UST.  Such policy 
shall, at a minimum:  (i) require compliance with all applicable 
law; (ii) apply to AIG and all of its subsidiaries and affiliated 
foundations; (iii) govern (a) the provision of items of value to any 
government officials, (b) lobbying and (c) political activities and 
contributions; and (iv) provide for (a) internal reporting and 
oversight and (b) mechanisms for addressing non-compliance 
with the policy. 

Reporting: Except as otherwise agreed, AIG shall provide the UST (i) the 
information required to be provided by AIG to the FRBNY 
pursuant to Section 5.04 of the Credit Agreement, (ii) the notices 
required by Section 5.05 of the Credit Agreement, in each case 
within the time periods for delivery thereof specified in the Credit 
Agreement and (iii) such executive compensation information as 
is required for purposes of the Emergency Economic 
Stabilization Act of 2008 (“EESA”) and the regulations and 
guidelines thereunder; provided that, after the termination of the 
Credit Agreement, such informational and notice requirements as 
are provided in Section 5.04 and Section 5.05 of the Credit 
Agreement shall remain in full force and effect until such time as 
the UST no longer owns any shares of Senior Preferred. In 
addition, AIG shall promptly provide the UST such other 
information and notices as the UST may reasonably request from 
time to time. 

Executive 
Compensation: As a condition to the closing of this investment, AIG shall be 

subject to the executive compensation and corporate 
governance requirements of Section 111(b) of the EESA and the 
UST’s guidelines that carry out the provisions of such subsection 
for systemically significant failing institutions as set forth in Notice 
2008-PSSFI. Accordingly, as a condition to the closing of this 
investment, AIG and its senior executive officers covered by the 
EESA (“SEOs”) shall modify or terminate all benefit plans, 
arrangements and agreements (including golden parachute 
agreements) to the extent necessary to be in compliance with, 
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and following the closing and for so long as the UST holds any 
equity or debt securities of AIG issued under this agreement (the 
“Relevant Period”), AIG shall agree to be bound by the executive 
compensation and corporate governance requirements of 
Section 111(b) of the EESA and the guidelines set forth in Notice 
2008-PSSFI. As an additional condition to the closing, AIG and 
its SEOs shall grant to the UST and the SEOs shall grant to AIG 
waivers releasing the UST, and, in the case of the SEOs release, 
AIG, from any claims that AIG and such SEOs may otherwise 
have as a result of any modification of the terms of any benefit 
plans, arrangements and agreements to eliminate any provisions 
that would not be in compliance with the executive compensation 
and corporate governance requirements of Section 111 of the 
EESA and the guidelines set forth in Notice 2008-PSSFI. 

In addition to Notice 2008-PSSFI, the following will apply: 

 1.  AIG shall undertake during the Relevant Period to 
limit any golden parachute payments to its most senior employee 
group, who are currently referred to as Senior Partners (“Senior 
Partners”), (other than its SEOs) to the amounts permitted by the 
regulations relating to participants in the EESA Capital Purchase 
Program and the guidelines and Interim Final Rule (31 CFR Part 
30) relating thereto as if they were SEOs (except that equity 
denominated awards settled solely in equity shall not be included 
in such limit), and AIG shall grant the UST a waiver releasing the 
UST, and shall use its best efforts to obtain waivers from the 
Senior Partners releasing the UST and AIG, from claims that AIG 
may have against the UST and that such Senior Partners may 
have against the UST or AIG as a result of such limits, and shall 
have obtained such waivers from AIG and its U.S.-based Senior 
Partners prior to and as an additional condition to the closing. 

2.  The annual bonus pools payable to Senior Partners 
in respect of each of 2008 and 2009 shall not exceed the 
average of the annual bonus pools paid to Senior Partners for 
2006 and 2007 (in each case exclusive of AIG’s historic quarterly 
bonus program, the amount of which will not increase for any 
participant, and subject to appropriate adjustment for new hires 
and departures). 

Risk Management 
Committee: AIG shall establish, within 30 days of the issuance of the Senior 

Preferred, and maintain, at least until the UST ceases to own any 
shares of the Senior Preferred, the Warrant or any other equity 
or debt securities of AIG, a risk management committee of the 
AIG’s Board of Directors that will oversee the major risks 
involved in AIG’s business operations and review AIG’s actions 
to mitigate and manage those risks.  

Miscellaneous: The dividend rate as provided in “Dividend” above is subject to 
adjustment in the sole discretion of the Secretary of the Treasury 
in light of, inter alia, then-prevailing economic conditions and the 
financial condition of AIG, with the objective of protecting the 
U.S. taxpayer. 
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Summary of Warrant Terms

Warrant: The UST will receive a warrant (“Warrant”) to purchase a number 
of shares of common stock of AIG (“Common Stock”) equal to 
2% of the issued and outstanding shares of Common Stock on 
the date of investment. The initial exercise price for the Warrant 
shall be $2.50 per share of Common Stock (representing the par 
value of the Common Stock on the date of the investment), 
subject to customary anti-dilution adjustments; provided that the 
initial exercise price per share of Common Stock shall be 
adjusted to the par value per share of the Common Stock 
following the amendments to AIG’s Restated Certificate of 
Incorporation contemplated by the terms of the convertible 
preferred stock. The Warrant shall be net share settled or, if 
consented to by AIG and the UST, on a full physical basis. 

Term: 10 years 

Exercisability: Immediately exercisable, in whole or in part.  

Transferability: The Warrant will not be subject to any contractual restrictions on 
transfer other than such as are necessary to ensure compliance 
with U.S. federal and state securities laws. AIG will file a 
registration statement (which may be a shelf registration 
statement) covering the Warrant and the Common Stock 
underlying the Warrant as promptly as practicable, but in any 
event within 15 days after notification by the UST, and, if 
necessary, shall take all action required to cause such 
registration statement to be declared effective as soon as 
possible. During any period that an effective registration 
statement is not available for the resale by the UST of the 
Warrant or the Common Stock underlying the Warrant, AIG will 
also grant to the UST piggyback registration rights for the 
Warrant and the Common Stock underlying the Warrant. AIG will 
apply for the listing on the New York Stock Exchange of the 
Common Stock underlying the Warrant and will take such other 
steps as may be reasonably requested to facilitate the transfer of 
the Warrant and the underlying Common Stock. 

Voting: The UST will agree not to exercise voting power with respect to 
any shares of Common Stock issued to it upon exercise of the 
Warrant. 

Substitution: In the event AIG is no longer listed or traded on a national 
securities exchange the Warrant will be exchangeable (in whole 
or in part), at the option of the UST, for an economic interest (to 
be determined by the UST after consultation with AIG) of AIG 
classified as permanent equity under GAAP having a fair market 
value (as determined by the UST) equal to the portion of the 
Warrant so exchanged.  
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provide the reader a narrative with respect to AIG’s operations, financial condition and liquidity and certain 
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Cautionary Statement Regarding Projections and Other Information About Future Events 
   

This Quarterly Report on Form 10-Q and other publicly available documents may include, and AIG’s officers and 
representatives may from time to time make, projections concerning financial information and statements concerning future 
economic performance and events, plans and objectives relating to the establishment of special purpose vehicles with the 
NY Fed, asset dispositions, liquidity, collateral posting requirements, management, operations, products and services, and 
assumptions underlying these projections and statements. These projections and statements are not historical facts but instead 
represent only AIG’s belief regarding future events, many of which, by their nature, are inherently uncertain and outside 
AIG’s control. These projections and statements may address, among other things, the number, size, terms and timing of 
dispositions and their potential effect on AIG’s businesses, financial condition, results of operations, cash flows and liquidity 
(and AIG at any time and from time to time may change its plans with respect to the sale of one or more businesses), the effect 
on AIG’s liquidity of the establishment of two special purpose vehicles with the NY Fed, AIG’s exposures to subprime 
mortgages, monoline insurers and the residential and commercial real estate markets and AIG’s strategy for growth, product 
development, market position, financial results and reserves. It is possible that AIG’s actual results and financial condition 
may differ, possibly materially, from the anticipated results and financial condition indicated in these projections and 
statements. Factors that could cause AIG’s actual results to differ, possibly materially, from those in the specific projections 
and statements are discussed in Risk Factors, and throughout this Management’s Discussion and Analysis of Financial 
Condition and Results of Operations (MD&A) and in Item 1A. Risk Factors of this Quarterly Report on Form 10-Q and 
Item 1A. Risk Factors of AIG’s Annual Report on Form 10-K for the year ended December 31, 2007 (2007 Annual Report on 
Form 10-K). AIG is not under any obligation (and expressly disclaims any such obligations) to update or alter any projection 
or other statement, whether written or oral, that may be made from time to time, whether as a result of new information, future 
events or otherwise.  
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In addition to reviewing AIG’s results for the three and nine months ended September 30, 2008, this MD&A supplements 
and updates the information and discussion included in the 2007 Annual Report on Form 10-K to reflect developments in or 
affecting AIG’s business to date during 2008. Throughout this MD&A, AIG presents its operations in the way it believes will 
be most meaningful. Statutory loss ratios and combined ratios are presented in accordance with accounting principles 
prescribed by insurance regulatory authorities because these are standard measures of performance filed with insurance 
regulatory authorities and used for analysis in the insurance industry and thus allow more meaningful comparisons with AIG’s 
insurance competitors. AIG also uses cross-references to additional information included in this Quarterly Report on 
Form 10-Q and in the 2007 Annual Report on Form 10-K to assist readers seeking related information on a particular subject.  
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Consideration of AIG’s Ability to Continue as a Going Concern 
   

In connection with the preparation of its third quarter Form 10-Q, management has assessed whether AIG has the ability to 
continue as a going concern. In making this assessment, AIG has considered:  
   

   

Each of these items is discussed in more detail below.  
   

In considering these items, management has made significant judgments and estimates with respect to the potentially 
adverse financial and liquidity effects of AIG’s risks and uncertainties. Management has also assessed other items and risks 
arising in AIG’s businesses and made reasonable judgments and estimates with respect thereto. After consideration, 
management believes that it will have adequate liquidity to finance and operate AIG’s businesses and continue as a going 
concern for at least the next twelve months.  
   

It is possible that the actual outcome of one or more of management’s plans could be materially different or that one or 
more of management’s significant judgments or estimates about the potential effects of the risks and uncertainties could be 
prove to be materially incorrect or that the principal transactions disclosed in Note 11 to the Consolidated Financial Statements
(and as discussed below) do not result in completed transactions. If one or more of these possible outcomes were realized, AIG
may not have sufficient cash to meet its obligations. If AIG needs funds in excess of amounts available from the sources 
described below, AIG would need to find additional financing and, if such additional financing were to be unavailable, there 
could be substantial doubt about AIG’s ability to continue as a going concern.  

   

Liquidity Events Leading Up to September 22, 2008 
   

Liquidity Entering the Third Quarter 
   

AIG parent entered the third quarter of 2008 with $17.6 billion of cash and cash equivalents, including the remaining proceeds 
from the issuance of $20 billion of common stock, equity units, and junior subordinated debt securities in May 2008. In 
addition, AIG’s securities lending collateral pool held $10.4 billion of cash and other short-term investments. On August 18, 
2008, AIG raised $3.25 billion through the issuance of 8.25% Notes Due 2018.  

   

Strategic Review and Proposed Liquidity Measures 
   

From mid-July and throughout August 2008, AIG’s then Chief Executive Officer, Robert Willumstad, was engaged in a 
review of AIG’s businesses. Mr. Willumstad had announced that he would hold an investor meeting on September 25, 2008 to 
present the results of his review.  
   

During this same time period, AIG was engaged in a review of measures to address the liquidity concerns in AIG’s 
securities lending portfolio discussed in previous SEC filings and to address the ongoing collateral calls with respect to 
AIGFP’s super senior multi-sector credit default swap portfolio. To facilitate this process, AIG asked a number of investment 
banking firms to discuss possible solutions to these issues. In late August, AIG engaged J.P. Morgan Securities, Inc. (J.P. 
Morgan) to assist in developing alternatives, including a potential additional capital raise.  

   

Continuing Liquidity Pressures 
   

Under AIG’s securities lending program, cash collateral is received from borrowers and invested by AIG primarily in fixed 
maturity securities to earn a spread. Historically, AIG had received cash collateral from borrowers of 100-102 percent of the 
value of the loaned securities. In light of more favorable terms offered by other lenders of securities, AIG accepted cash 
advanced by borrowers of less than the 102 percent historically required by insurance regulators. Under an agreement with its 
insurance company subsidiaries participating in the securities lending program, AIG parent deposited collateral in an amount 
sufficient to address the deficit. AIG parent also deposited amounts into the collateral pool to offset losses realized by the pool 
in connection with sales of impaired securities. Aggregate deposits by AIG parent to or for the benefit of the securities lending 
collateral pool through August 31, 2008 totaled $3.3 billion.  
   

In addition, from July 1, 2008 to August 31, 2008, the continuing decline in value of the super senior collateralized debt 
obligations (CDO) securities protected by AIGFP’s super senior credit default swap portfolio, together with ratings 
downgrades of such CDO securities, resulted in AIGFP posting or agreeing to post collateral in an aggregate net amount of 
$6.0 billion.  
   

  •  The liquidity events leading up to September 22, 2008; 
  

  •  AIG’s liquidity-related actions and plans to stabilize its businesses and repay the facility (Fed Facility) created pursuant 
to the $85 billion credit agreement, dated September 22, 2008 (Fed Credit Agreement), between AIG and the Federal 
Reserve Bank of New York (NY Fed); 

  

  •  The negative effects of the liquidity events on AIG’s businesses and AIG’s efforts to address such effects; and 
  

  •  The substantial risks to which AIG is subject. 
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By the beginning of September 2008, these collateral postings and securities lending requirements were placing increasing 
stress on AIG parent’s liquidity.  

   

Rating Agencies 
   

In early September 2008, AIG met with the representatives of the principal rating agencies to discuss Mr. Willumstad’s  
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strategic review as well as the liquidity issues arising from AIG’s securities lending program and AIGFP’s super senior multi-
sector CDO credit default swap portfolio. On Friday, September 12, 2008, S&P placed AIG on CreditWatch with negative 
implications and noted that upon completion of its review, the agency could affirm AIG parent’s current rating of “AA-” or 
lower the rating by one to three notches. AIG understood that both S&P and Moody’s would re-evaluate AIG’s ratings early in 
the week of September 15, 2008. Also on Friday, September 12, 2008, AIG’s subsidiaries ILFC and AGF were unable to 
replace all of their maturing commercial paper with new issuances of commercial paper. As a result, AIG advanced loans to 
these subsidiaries to meet their commercial paper obligations.  

   

The Accelerated Capital Raise Attempt 
   

As a result of S&P’s action, AIG accelerated the process of attempting to raise additional capital and over the weekend of 
September 13 and 14, 2008 discussed potential capital injections and other liquidity measures with private equity firms, 
sovereign wealth funds and other potential investors. AIG kept the United States Treasury and the NY Fed informed of these 
efforts. AIG also engaged Blackstone Advisory Services LP to assist in developing alternatives, including a potential 
additional capital raise. Despite offering a number of different structures through this process, AIG did not receive a proposal 
it could act upon in a timely fashion. AIG’s difficulty in this regard resulted in part from the dramatic decline in its common 
stock price from $22.76 on September 8, 2008 to $12.14 on September 12, 2008. This decrease in stock price made it unlikely 
that AIG would be able to raise the large amounts of capital that would be necessary if AIG’s long-term debt rating were 
downgraded.  

   

AIG Attempts to Enter into a Syndicated Secured Lending Facility 
   

On Monday, September 15, 2008, AIG was again unable to access the commercial paper market for its primary commercial 
paper programs, AIG Funding, ILFC and AGF. Payments under the programs totaled $2.2 billion for the day, and AIG 
advanced loans to ILFC and AGF to meet their funding obligations. In addition, AIG experienced returns under its securities 
lending programs which led to cash payments of $5.2 billion to securities lending counterparties on that day.  
   

On Monday morning, September 15, 2008, AIG met with representatives of Goldman, Sachs & Co., J.P. Morgan and the 
NY Fed to discuss the creation of a $75 billion secured lending facility to be syndicated among a number of large financial 
institutions. The facility was intended to act as a bridge loan to meet AIG parent’s liquidity needs until AIG could sell 
sufficient assets to stabilize and enhance its liquidity position. Goldman, Sachs & Co. and J.P. Morgan immediately began the 
syndication attempt.  

   

The Rating Agencies Downgrade AIG’s Long-Term Debt Rating 
   

In the late afternoon of September 15, 2008, S&P downgraded AIG’s long-term debt rating by three notches, Moody’s 
downgraded AIG’s long-term debt rating by two notches and Fitch downgraded AIG’s long-term debt rating by two notches. 
As a consequence of the rating actions, AIGFP estimated that it would need in excess of $20 billion in order to fund additional 
collateral demands and transaction termination payments in a short period of time. Subsequently, in a period of approximately 
15 days following the rating actions, AIGFP was required to fund approximately $32 billion, reflecting not only the effect of 
the rating actions but also changes in market levels and other factors.  

   

The Private Sector Solution Fails 
   

By Tuesday morning, September 16, 2008, it had become apparent that Goldman, Sachs & Co. and J.P. Morgan were unable 
to syndicate a lending facility. Moreover, the downgrades combined with a steep drop in AIG’s common stock price to $4.76 
on September 15, 2008, had resulted in counterparties withholding payments from AIG and refusing to transact with AIG even
on a secured short-term basis. As a result, AIG was unable to borrow in the short-term lending markets. To provide liquidity 
on Tuesday, September 16, 2008, both ILFC and AGF drew down on their revolving credit facilities, resulting in borrowings 
of approximately $6.5 billion and $4.6 billion, respectively.  
   

Also, on September 16, 2008, AIG was notified by its insurance regulators that it would no longer be permitted to borrow 
funds from its insurance company subsidiaries under a revolving credit facility that AIG had maintained with certain of its 
insurance subsidiaries acting as lenders. Subsequently, the insurance regulators required AIG to repay any outstanding loans 
under that facility and to terminate it. The intercompany facility was terminated effective September 22, 2008.  

   

Fed Credit Agreement 
   

By early Tuesday afternoon on September 16, 2008, it was clear that AIG had no viable private sector solution to its liquidity 
crisis. At this point, AIG received the terms of a secured lending agreement that the NY Fed was prepared to provide. AIG 
estimated that it had an immediate need for cash in excess of its available liquid resources. That night, AIG’s Board of 
Directors approved borrowing from the NY Fed based on a term sheet that set forth the terms of the secured credit agreement 
and related equity participation. Over the next six days, AIG elected Edward M. Liddy, Director, Chairman, and CEO, 
replacing Robert Willumstad in those positions, and negotiated a definitive credit agreement with the NY Fed and borrowed, 
on a secured basis, approximately 
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$37 billion from the NY Fed before formally entering into the Fed Credit Agreement.  
   

On September 22, 2008, AIG entered into the Fed Credit Agreement in the form of a two-year secured loan and 
a Guarantee and Pledge Agreement (the Pledge Agreement) with the NY Fed. See Notes 5 and 11 to the 
Consolidated Financial Statements for more information regarding the terms of and borrowings under the Fed Credit 
Agreement. 

   

Borrowings outstanding and remaining available amount that can be borrowed under the Fed Facility were as follows: 
   

   

Liquidity Related Actions and Plans 
   

AIG’s Strategy for Stabilization and Repayment of the Fed Facility 
   

AIG has developed certain plans (described below), some of which have already been implemented, to provide stability to its 
businesses and to provide for the timely repayment of the Fed Facility; other plans are still being formulated.  

   

Preferred Equity Investment by the United States Treasury Pursuant to TARP 
   

On November 9, 2008, AIG and the United States Treasury agreed in principle to a transaction pursuant to which the United 
States Treasury will purchase from AIG $40 billion liquidation preference of newly issued perpetual preferred stock (Series D 
Preferred Shares) under TARP. The Series D Preferred Shares will be in addition to the Series C Preferred Stock that AIG is 
obligated to issue to the Trust in connection with the Fed Credit Agreement. AIG is required to use the net proceeds from the 
sale of the Series D Preferred Shares to repay a portion of the outstanding balance under the Fed Facility.  
   

The Series D Preferred Shares will rank pari passu with the Series C Preferred Stock and senior to AIG’s common stock. 
The Series D Preferred Shares will have limited class voting rights and will accumulate cumulative compounding dividends at 
a rate equal to 10 percent per annum. The dividends will be payable when, as and if declared by AIG’s Board of Directors. 
AIG will not be able to declare or pay any dividends on AIG’s common stock or on any AIG preferred stock ranking pari 
passu with or junior to the Series D Preferred Shares until dividends on the Series D Preferred Shares have been paid. AIG 
may redeem the Series D Preferred Shares at the stated liquidation preference, plus accumulated but unpaid dividends, at any 
time that the Trust or any successor entity beneficially owns less than 30 percent of AIG’s voting securities and no holder of 
Series D Preferred Shares controls or has the potential to control AIG.  
   

Pursuant to the agreement between AIG and the United States Treasury in connection with the Series D Preferred Shares, 
for as long as the United States Treasury owns any of the Series D Preferred Shares, AIG will be subject to restrictions on its 
ability to repurchase capital stock and will  
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   Inception   Inception   
   Through   Through   
   September 30,   November 5,   
(in millions)  2008   2008   

Borrowings:           
Loans to AIGFP for collateral postings, GIA and other maturities   $ 35,340   $ 43,100   
Capital contributions to insurance companies (a)   13,341    13,687   
Repayment of obligations to securities lending program    3,160    3,160   
AIG Funding commercial paper maturities    2,717    3,714   
Repayment of intercompany loans    1,528    1,528   
Contributions to AIGCFG subsidiaries    1,094    1,591   
Debt repayments    1,038    1,578   
Other borrowings (a)   2,782    8,642   

  

  

Total borrowings    61,000    77,000   
  

  

Repayments:           
Repayments not reducing available amounts    –    16,000   (b) 

Repayments reducing available amounts    –    –  
  

  

Total repayments    –    16,000   
  

  

Net borrowings    61,000    61,000   
Total Fed Facility    85,000    85,000   
  

  

Remaining available amount    24,000    24,000   
  

  

Net borrowings    61,000    61,000   
Paid in kind interest and fees    1,960    1,960   
  

  

Total balance outstanding   $ 62,960   $ 62,960   

(a)  Includes securities lending activities. 
(b)  Includes repayments due to funds received from the Fed Securities Lending Agreement and the CPFF. 
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be required to adopt and maintain policies on corporate expenses, lobbying activities and executive compensation.  
   

In connection with the issuance of the Series D Preferred Shares, AIG will also issue a 10-year warrant to the United States
Treasury exercisable for a number of shares of common stock of AIG equal to two percent of the issued and outstanding 
shares of common stock on the date of the investment. In connection with the issuance of the warrant, the voting, conversion 
rights and dividend rights of the Series C Preferred Stock will be reduced from 79.9 percent to 77.9 percent. The warrant will 
be exercisable at any time and have an exercise price equal to the par value of AIG’s common stock at the time of exercise. 
The United States Treasury has agreed that it will not exercise any voting rights with respect to the common stock issued upon 
exercise of the warrant. The warrant will not be subject to contractual transfer restrictions other than restrictions necessary to 
comply with U.S. federal and state securities laws. AIG will be obligated, at the request of the United States Treasury, to file a 
registration statement with respect to the warrant and the common stock for which the warrant can be exercised. During the 
10-year term of the warrant, if the shares of common stock of AIG are no longer listed or trading on a national securities 
exchange, AIG may be obligated, at the direction of the United States Treasury, to exchange all or a portion of the warrant for 
another economic interest of AIG classified as permanent equity under U.S. GAAP with an equivalent fair value. If the 
Series D Preferred Shares issued in connection with the warrant are redeemed in whole, AIG may repurchase the warrant then 
held by the United States Treasury at any time for its fair value so long as no holder of a warrant controls or has the potential 
to control AIG. As a result of the issuance of the warrant, the number of shares into which the Series C Preferred Stock will be 
convertible will be reduced so as not to exceed 77.9 percent of the outstanding shares of common stock.  

   

The Fed Securities Lending Program 
   

On October 8, 2008, certain of AIG’s domestic life insurance subsidiaries entered into the Fed Securities Lending Agreement, 
providing that the NY Fed will borrow, on an overnight basis, investment grade fixed maturity securities from these AIG 
subsidiaries in return for cash collateral. Prior to this arrangement, draw downs under the existing Fed Facility were used, in 
part, to settle securities lending transactions. The NY Fed has been borrowing securities under the Fed Securities Lending 
Agreement, which has allowed AIG to replenish liquidity in the securities lending program on an as-needed basis, while 
providing possession and control of these third-party securities to the NY Fed.  
   

As of November 5, 2008, the total value of securities lending payables was $34.2 billion, with $19.9 billion of this amount 
payable to the NY Fed under this agreement. This program will be terminated on the closing of the RMBS sale as described 
below.  

   

Transfer of RMBS by certain AIG Insurance Subsidiaries 
   

AIG and the NY Fed expect to establish a facility under which approximately $40 billion principal amount of residential 
mortgage-backed securities (RMBS) related to AIG’s U.S. securities lending program will be transferred by certain AIG 
insurance subsidiaries to a newly-formed limited liability company (the RMBS LLC) that will be financed by the NY Fed and 
AIG. Proceeds to the insurance company subsidiaries, together with other AIG funds, will be used to return all cash collateral 
posted by securities borrowers, including approximately $19.9 billion to be returned to the NY Fed. After all collateral is 
returned, AIG’s U.S. Securities lending program will be terminated.  
   

The aggregate proceeds to the AIG insurance subsidiaries will be equal to the estimated fair value of the RMBS at 
October 31, 2008, adjusted for collections and certain other events between such date and the closing date of the purchase, 
which is expected to be prior to November 30, 2008. At September 30, 2008, the fair value of the RMBS being transferred was
$23.5 billion. AIG will provide $1 billion of proceeds to the AIG entities and the NY Fed will provide the remainder of the 
proceeds up to $22.5 billion.  
   

Interest on both the NY Fed’s senior loan and AIG’s subordinated loan will be capitalized (converted to principal of the 
related loan instead of being paid in cash). Payments of interest on, and principal of, the RMBS and the net sale proceeds, if 
any, on the RMBS received by the RMBS LLC will be used to pay principal of the NY Fed’s senior loan in full before any 
payments are made on AIG’s subordinated loan. None of the obligations of RMBS LLC have recourse to AIG, although AIG’s
subordinated loan will be exposed to losses of the RMBS LLC up to $1 billion plus the amount of capitalized interest thereon. 
After the loans have returned amounts equal to their principal and capitalized interest, payments with respect to the remaining 
RMBS received by the RMBS LLC will be allocated as contingent interest on both of the loans. There are no economic 
interests in the RMBS LLC other than the NY Fed’s senior loan and AIG’s subordinated loan.  
   

The implementation of RMBS LLC is subject to the approval of the relevant state insurance commissioners.  

   

Terminations of Multi-Sector Credit Default Swap Transactions 
   

AIGFP currently has outstanding multi-sector credit default swaps with third-party counterparties related to CDOs. Such credit
default swaps require that AIGFP post collateral with the counterparties to secure its obligations based on fair value 
deterioration, ratings downgrades of referenced obligations and downgrades of AIG’s ratings. As of November 5, 2008, 
AIGFP had either agreed to post or posted collateral based on exposures, calculated in respect of super senior credit default 
swaps in an aggregate net amount of $37.3 billion. 
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AIG and the NY Fed expect to establish a facility in which a newly-formed limited liability company (the CDO LLC) will 
offer to purchase CDOs from the counterparties, who will concurrently with such purchase terminate the related credit default 
swaps. AIGFP and the NY Fed have begun negotiating the terminations; depending on the level of counterparty participation, 
on the closing date, the NY Fed will advance up to $30 billion (the Tranche A Loan) and AIG will advance up to $5 billion 
(the Tranche B Loan) to the CDO LLC to fund the purchase price of such CDOs. Separately, AIG will pay the costs associated 
with the unwind of the related credit default swaps, and so will bear the risk of declines in the market value of the CDOs 
through October 31, 2008. After the closing date, AIGFP will not be subject to any further collateral calls related to the 
terminated credit default swaps.  
   

Interest on both the Tranche A Loan and the Tranche B Loan will be capitalized. Payments of interest on, and principal of, 
the CDOs received by the CDO LLC will be used to pay principal and interest of the Tranche A Loan in full before any 
payments are made on the Tranche B Loan. None of the obligations of the CDO LLC have recourse to AIG, although AIG’s 
Tranche B Loan will be exposed to losses of the CDO LLC up to its principal amount plus the amount of capitalized interest 
thereon. After the loans have returned amounts equal to their principal and capitalized interest, payments with respect to the 
remaining CDOs received by the CDO LLC will be allocated as contingent interest on both of the loans. There are no 
economic interests in the CDO LLC other than the Tranche A Loan and Tranche B Loan.  
   

Because the successful implementation of the proposed establishment of the CDO LLC depends on the agreement of the 
counterparties to terminate their super senior credit default swaps, no assurance can be given that this facility will be 
completed or, if completed, on the level of participation.  

   

Commercial Paper Funding Facility 
   

On October 27, 2008, four AIG affiliates applied for participation in the NY Fed’s Commercial Paper Funding Facility 
(CPFF). AIG Funding, Inc., ILFC, Curzon Funding LLC and Nightingale Finance LLC may issue up to approximately 
$6.9 billion, $5.7 billion, $7.2 billion and $1.1 billion, respectively, of commercial paper under the CPFF. As of November 5, 
2008, these entities had borrowed a total of approximately $15.2 billion under this facility, which allowed AIG to repay 
borrowings under the Fed Facility.  
   

These AIG affiliates are participating in the CPFF on the same terms and conditions as other non-AIG companies.  
   

Proceeds from the issuance of the commercial paper will be used to refinance AIG’s outstanding commercial paper as it 
matures, meet other working capital needs and make voluntary prepayments under the Fed Facility. The voluntary repayments 
of the Fed Facility will not reduce the amount available to be borrowed thereunder.  

   

Asset Disposition Plan 
   

AIG has recently hired a Vice Chairman and Chief Restructuring Officer to oversee the asset disposition plan and has 
developed a plan to sell assets and businesses to repay the Fed Facility.  
   

AIG intends to retain the majority of its U.S. property and casualty and foreign general insurance businesses, and to retain 
an ownership interest in certain of its foreign life insurance operations. AIG is exploring divestiture opportunities for its 
remaining businesses. Proceeds from these sales are contractually required to be applied toward the repayment of the Fed 
Facility. None of the businesses under consideration for sale at September 30, 2008 met the criteria in Statement of Financial 
Accounting Standards (FAS) No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” to qualify as “held 
for sale.” AIG continues to evaluate the status of its asset sales with respect to these criteria.  
   

In connection with AIG’s asset disposition plan, subsequent to September 30, 2008, AIG entered into negotiations to sell 
certain operations in its General Insurance, Life Insurance and Retirement Services, Financial Services and Asset Management 
operating segments. These operations had total assets and liabilities with carrying values of approximately $9 billion and 
$6 billion, respectively, at September 30, 2008. AIG expects to enter into purchase agreements with respect to these assets 
during the fourth quarter of 2008.  
   

Dispositions of certain businesses may be subject to regulatory approval.  

   

Expense Reductions and Preservation of Cash and Capital 
   

AIG has named a Vice Chairman, Transition Planning and Chief Administrative Officer to lead expense reduction initiatives 
and transition planning. AIG has developed a plan to review significant projects and will eliminate, delay, or curtail those that 
are discretionary or non-essential and to make available internal resources, reduce cash outflows to outside service providers 
to improve liquidity. AIG also suspended the dividend on its common stock to preserve capital.  

   

Negative Effects of Liquidity Events 
   

As a result of AIG’s deteriorated financial condition and its announced strategies, AIG’s businesses have been subjected to 
strained relationships with customers, brokers, agents, other business partners and employees as well as increased monitoring 
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by regulatory agencies. Specific issues related to AIG’s businesses are addressed below.  

   

General Insurance 
   

While the Commercial Insurance Group (CIG) has been generally successful in retaining clients, the amount of business AIG 
underwrites for clients has declined. Concern over AIG’s  
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financial strength has a particularly adverse effect on CIG underwriting of directors’ and officers’ insurance, especially at the 
higher attachment points.  
   

New business activity has been at lower levels, and AIG continues to see pricing pressure in its general insurance business. 
   

The domestic property and casualty companies are beneficiaries of $5.7 billion of letters of credit arranged by AIG and its 
subsidiaries. Letters of credit totaling $4.2 billion will expire on December 31, 2008 and the remainder will expire on 
December 31, 2010. These letters of credit secure amounts recoverable from both affiliated and unaffiliated reinsurers. The 
inability of AIG to renew or replace these letters of credit or otherwise obtain equivalent financial support from AIG or a third-
party would result in a significant reduction of the statutory surplus of these property and casualty insurance companies. AIG 
is pursuing alternatives to letters of credit such as trust agreements and other forms of credit support and is also pursuing 
opportunities to significantly reduce the need for such security after December 31, 2008.  

   

Capital Maintenance 
   

AIG has capital maintenance agreements with the companies included in the Commercial Insurance and Mortgage Guaranty 
reporting units under which AIG may be required to provide ongoing capital support.  

   

Life Insurance & Retirement Services 
   

Disruptions in markets throughout the world and AIG’s recent liquidity issues have had, and AIG expects will continue to 
have, a significant adverse effect on Life Insurance & Retirement Services operating results, specifically its net investment 
income, deferred policy acquisition costs (DAC) and sales inducement asset (SIA) amortization and net realized capital losses 
in 2008. AIG expects that these events and AIG’s previously announced asset disposition plan will continue to be key factors 
in the remainder of 2008 and into 2009. In addition, AIG parent’s liquidity issues have affected certain operations through 
higher surrender activity, particularly in the U.S. domestic retirement service’s fixed annuity business and foreign investment-
oriented and retirement service’s products in Japan and Asia. For Japan and Korea, surrenders are expected to continue to be 
higher than historic averages in the next quarter and possibly beyond due to the suspension of sales by some banks, equity 
market volatility and elevated levels of surrenders. While surrender levels have declined from their peaks in mid-September, 
they are still higher than historic levels and AIG expects them to remain at these higher than historic levels until the 
uncertainties relating to AIG are resolved.  
   

These uncertainties, together with rating agency downgrades, have resulted in reduced levels of new sales activity, 
particularly among products and markets where ratings are critical. Sales of investment-oriented and retirement services 
products in Japan and Asia have also declined. New sales activity is expected to remain at lower levels until the uncertainties 
relating to AIG are resolved.  
   

Due to the high volume of surrender activity for certain investment-oriented products in the U.K., surrender payments 
were temporarily suspended in accordance with contract terms to provide time to develop an appropriate course of action with 
the respective distribution network and to protect the interests of the fund’s policyholders.  
   

During the three months ended September 30, 2008 and through October 29, 2008, AIG contributed capital totaling 
$16.6 billion ($11.8 billion of which was contributed using borrowings under the Fed Facility) to certain of its Domestic Life 
Insurance and Domestic Retirement Services subsidiaries to replace a portion of the capital lost as a result of net realized 
capital losses. Further capital contributions will be required to the extent additional net realized capital losses are incurred. In 
Taiwan, AIG expects to contribute approximately $1.4 billion to Nan Shan in November 2008 as a result of the continued 
declines in the Taiwan equity market. AIG made capital contributions of $1.3 billion to support foreign life operations in Hong
Kong and Japan, principally due to the steep decline in AIG’s common stock price. Additional capital contributions to certain 
operations may be necessary during the remainder of 2008, in large measure due to the continued effect of equity market 
volatility, declining bond prices and net realized capital losses resulting from other-than-temporary impairment charges.  

   

Financial Services 
   

International Lease Finance Corporation 
   

As a result of AIG parent’s liquidity issues and related credit rating downgrades, ILFC was unable to borrow in the public 
short-term and long-term debt markets, and therefore, ILFC borrowed $6.5 billion under its credit facilities in September 2008.
ILFC expects to use these borrowings to repay maturing commercial paper and other obligations. AIG expects that ILFC may 
raise additional funds through secured lending transactions in early 2009. ILFC can also issue commercial paper under the 
CPFF. ILFC believes that these borrowings and cash from operations, which may include aircraft sales, will permit ILFC to 
meet its obligations through September 2009, after which AIG would rely upon additional asset sales and funding through the 
Fed Facility.  

   

Capital Markets 
   

Given the extreme market conditions during the third quarter of 2008, downgrades of AIG’s credit ratings by the rating 
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the currency and interest rate risks associated with its affiliated businesses. AIG is also opportunistically terminating contracts. 
Due to the long-term duration of AIGFP’s derivative contracts and the complexity of AIGFP’s portfolio, AIG expects that an 
orderly wind-down will take a substantial period of time.  

   

American General Finance 
   

As a result of AIG parent’s liquidity issues and the related credit ratings downgrades, AGF suspended its efforts to borrow in 
the public short-term and long-term debt markets. As a result, AGF borrowed approximately $4.6 billion under its primary 
credit facilities in September 2008. AGF anticipates that its primary sources of funds to support its operations and repay its 
obligations will be finance receivable collections from operations and secured financings, which will require it to limit its 
lending activities and focus on expense savings. AGF anticipates that its existing sources of funds will be sufficient to meet its 
debt and other obligations through the first quarter of 2009. AGF will need additional sources of funds at that time, including 
sales of AGF assets and funding through the Fed Facility.  

   

AIG Consumer Finance Group 
   

AIG’s recent liquidity issues and related credit ratings downgrades have materially adversely affected AIG Consumer Finance 
Group, Inc. (AIGCFG). AIGCFG experienced significant deposit withdrawals in Hong Kong during September 2008. The 
inability of AIGCFG to access its traditional sources of funding resulted in AIG lending $1.6 billion to subsidiaries of 
AIGCFG in September and October of 2008. AIG expects that these businesses will continue to be materially adversely 
affected until the current uncertainties concerning AIG and the potential sale of these businesses are resolved.  

   

Asset Management 
   

The principal cash requirements in Asset Management are to fund warehousing activities, existing capital commitments and 
certain direct investments.  
   

General disruption in the global equity and credit markets and the liquidity issues at AIG have negatively affected the 
Institutional Asset Management segment operating results. Distressed global markets have reduced the value of assets under 
management, translating to lower base management fees and reduced performance fees (carried interest). Tight credit markets 
have put pressure on the commercial and residential real estate markets, which has caused values in certain geographic 
locations to fall, resulting in impairment charges on real estate held for investment purposes.  
   

AIG parent’s liquidity issues and lower asset performance as a result of challenging market conditions have contributed to 
the loss of institutional and retail clients as well as higher redemptions from some of AIG’s managed hedge and mutual funds. 
The continued uncertainty in the equity and credit markets, as well as AIG parent’s liquidity issues and the proposed asset 
dispositions, will continue to adversely affect management and performance fees as well as AIG’s ability to launch new funds 
and investment strategies.  
   

Within the Spread-Based Investment business, distressed markets have resulted in significant loss of invested asset value 
and AIG expects such losses to continue through the remainder of 2008. In addition, given market conditions, AIG does not 
expect to issue any additional debt to fund the MIP for the foreseeable future.  

   

Other Effects 
   

As disclosed in its 2007 Annual Report on Form 10-K, AIG expected to contribute approximately $118 million to its U.S. and 
non-U.S. pension plans in 2008. For the nine months ended September 30, 2008, AIG had contributed $122 million to its 
U.S. and non-U.S. pension plans. Based upon the current funded status of the plans, the current interest rate environment, and 
the projected performance of pension plan assets, additional expected contributions for the U.S. and non-U.S. pension plans in 
the 2008 fourth quarter range from approximately $168 million to $532 million. Actual contributions, however, will depend on
asset performance, foreign exchange rates, and the interest rate environment as of December 31, 2008. Actual contributions 
may also vary as a result of anticipated dispositions.  
   

Regulators in various jurisdictions in which AIG entities operate have imposed additional requirements on the AIG 
entities. These requirements primarily require AIG to obtain prior approval from the regulator for transactions related to the 
dispositions of assets, transfers of cash or other transactions outside the normal course of business. In addition, certain 
regulators have requested additional capital or collateral to be posted. To date, these requirements have not had a significant 
effect on AIG’s operations.  
   

AIG conducted an annual goodwill impairment review as of June 30, 2008. In connection with the decline in the price of 
AIG’s common stock during the third quarter of 2008, AIG conducted an updated goodwill impairment test as of 
September 30, 2008. As a result of the updated test AIG recognized goodwill impairment charges of $432 million for the 
three-month period ended September 30, 2008, which were primarily related to the domestic Consumer Finance and the 
Capital Markets businesses.  
   

In addition, the excess of the fair value over the carrying value of AIG’s Personal Lines and foreign Consumer Finance 
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businesses could result in impairment of goodwill in the future.  

   

Risk Factors 
   

The following supplements the significant factors that may affect AIG’s business and operations described under “Risk 
Factors” in Item 1A. of Part I of AIG’s 2007 Annual Report on Form 10-K.  

   

Business and Credit Environment 
   

AIG’s businesses, results of operations and financial condition have been materially and adversely 
affected by recent market conditions. 
   

During the third quarter of 2008 continuing through November 2008, worldwide economic conditions significantly 
deteriorated. The decline in economic conditions has resulted in highly volatile markets, a steep decline in equity markets, 
further and continuing lack of liquidity, a widening of credit spreads, a lack of price transparency and the collapse of several 
prominent financial institutions. Global regulators and central banks have taken a number of unprecedented steps to address 
these issues, but it is unclear whether these measures will be effective or, if effective, when the markets will stabilize.  
   

AIG has been materially and adversely affected by these conditions and events in a number of ways, including:  
   

   

The consequences of these conditions have been more severe for AIG than for other insurers. AIG expects its businesses, 
financial condition and results of operations will continue to be materially and adversely affected by these conditions for the 
foreseeable future.  
   

AIG is subject to extensive litigation that may have a material adverse effect on its consolidated financial 
condition or its consolidated results of operations. 
   

As described in Note 7(a) to the Consolidated Financial Statements, AIG is subject to extensive litigation, including securities 
class actions. Due to the nature of this litigation, the lack of precise damage claims and the type of claims made against AIG, 
AIG cannot currently quantify its ultimate liability for these actions. It is possible that such liability could have a material 
adverse effect on AIG’s consolidated financial condition or consolidated results of operations for an individual reporting 
period.  

   

Credit and Financial Strength Ratings 
   

Adverse ratings actions regarding AIG’s long-term debt ratings by Moody’s or S&P would require AIG to 
make additional substantial collateral payments under existing derivative transactions to which AIGFP is a 
party, which could adversely affect AIG’s business and its consolidated results of operations and financial 
condition. 
   

On September 15, 2008, the following credit rating actions were taken:  
   

   

• severe and continued declines in its investment portfolio, leading to significant other-than-temporary impairments; 
  

• significant credit losses due to the failure of, or governmental intervention with respect to, several prominent institutions; and
  

• a general decline in business activity. 

• Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P), lowered its long-term debt rating on AIG to ‘A-’ 
from ‘AA-’, and its short-term debt rating to ‘A-2’ from ‘A-1+’. S&P also downgraded the long-term debt and short-term 
debt ratings of International Lease Finance Corp. (ILFC) to ‘A-’ from ‘A+’ and to ‘A-2’ from ‘A-1,’ respectively and the 
long-term and short-term debt ratings of American General Finance Corporation (AGF Corp.) to ‘BBB’ from ‘A+’ and to 
‘A-3’ from ‘A-1,’ respectively. At the same time, S&P lowered its counterparty credit and financial strength ratings on most 
of AIG’s insurance operating subsidiaries to ‘A+’ from ‘AA+’. All of the ratings remained on CreditWatch Negative. 

  

• Moody’s Investors Service (Moody’s) lowered AIG’s senior unsecured debt ratings to ‘A2’ from ‘Aa3’ and placed the long-
term and short-term ratings on review for possible downgrade. In addition, Moody’s downgraded the ratings of several AIG 
subsidiaries, including the Domestic Life Insurance and Retirement Services companies (Insurer Financial Strength Rating to 
‘Aa3’ from ‘Aa2’), and ILFC and AGF Corp. (Senior Unsecured Debt Rating to ‘A3’ from ‘A1’ and short-term debt rating to
‘P-2’ from ‘P-1.’) Nearly all of AIG’s subsidiaries remained on review for possible downgrade. 

  

• Fitch Ratings (Fitch) lowered AIG’s long-term issuer rating to ‘A’ from ‘AA-’ and its short-term issuer rating to ‘F1’ from 
‘F1+’. In addition, Fitch downgraded nearly all of AIG’s subsidiaries’ Insurer Financial Strength Ratings to ‘AA-’ from 
‘AA+.’ A majority of the ratings remained on Rating Watch Negative. 

  

• A.M. Best Company (A.M. Best) lowered AIG’s issuer credit rating to ‘bbb’ from ‘a+’. In addition, A.M. Best downgraded 
most of AIG’s Insurer Financial Strength Ratings to ‘A’ from ‘A+’ and placed the ratings under review with negative 
implications. 
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As a consequence of the rating actions, AIGFP estimated that it would need in excess of $20 billion in order to fund 
additional collateral demands and transaction termination payments in a short period of time. Subsequently, in a period of 
approximately 15 days following the rating actions, AIGFP was required to fund approximately $32 billion, reflecting not only
the effect of the rating actions but also changes in market levels and other factors.  

56 

TAB C - American International Group, Inc. (AIG) Materials



Table of Contents 

American International Group, Inc. and Subsidiaries

   

Following the agreement with the NY Fed announced on September 17, 2008, the following credit rating actions were 
taken: 
   

   

Following AIG’s strategic review press release on October 3, 2008, the following credit rating actions were taken: 
   

   

Credit ratings measure a company’s ability to repay its obligations and directly affect the cost and availability to that 
company of unsecured financing.  
   

In the event of a further downgrade of AIG’s long-term senior debt ratings, AIG would be required to post additional 
collateral and AIG or its counterparties would be permitted to elect early termination of contracts.  
   

It is estimated that as of the close of business on October 27, 2008, based on AIGFP’s outstanding municipal GIAs and 
financial derivative transactions at that date, a downgrade of AIG’s long-term senior debt ratings to Baa1 by Moody’s and 
BBB+ by S&P would permit counterparties to make additional calls and permit either AIG or the counterparties to elect early 
termination of contracts, resulting in up to approximately $5.2 billion of collateral and termination payments, while a 
downgrade to Baa2 by Moody’s and BBB by S&P would result in approximately $0.3 billion in additional collateral and 
termination payments.  
   

For the multi-sector super senior credit default swap portfolio, it is estimated based on the October 24, 2008 notional 
values a downgrade of AIG’s long-term senior debt ratings to Baa1 by Moody’s and BBB+ by S&P, would increase the 
amount of collateral posted by approximately $2.7 billion due to the adjustment of threshold and independent amount 
percentages. A downgrade to Baa2 by Moody’s and BBB by S&P would allow the counterparties to certain 2a7 puts to elect 
early termination, resulting in a cash outflow of approximately $3.7 billion. In addition, at that rating level, counterparties to 
transactions representing approximately $47.8 billion in net notional amount have the right to elect early termination. In the 
event a counterparty elects to terminate a transaction early, such transaction will be terminated at its replacement value, less 
any previously posted collateral. Due to current market conditions, it is not possible to reliably estimate the replacement cost 
of these transactions.  
   

The actual amount of collateral that AIGFP would be required to post to counterparties in the event of such downgrades, or
the aggregate amount of payments that AIG could be required to make, depends on market conditions, the fair value of 
outstanding affected transactions and other factors prevailing at the time of the downgrade. Additional obligations to post 
collateral or the costs of assignment, repayment or alternative credit could exceed the amounts available under the Fed Credit 
Agreement. See discussion of the Fed Credit Agreement below.  
   

A downgrade in the short-term credit ratings of the commercial paper programs of certain AIG affiliates 
could make these issuers ineligible for participation in the NY Fed’s Commercial Paper Funding Facility 
(CPFF). 
   

AIG’s affiliates AIG Funding, Inc., ILFC, Curzon Funding LLC and Nightingale Finance LLC currently participate in the 
CPFF. However, in the event of a downgrade of the short-term credit ratings applicable to the commercial paper programs of 
these issuers, the affiliates may no longer qualify for participation in the CPFF. The CPFF only purchases U.S. dollar-
denominated commercial paper (including asset-backed commercial paper) that is rated at least A-1/P-1/F1 by a major 
nationally recognized statistical rating organization (NRSRO) or, if rated by multiple major NRSROs, is rated at least 
A-1/P-1/F1 by two or more major NRSROs. Accordingly, these AIG affiliates will lose access to the CPFF if:  
   

   

A downgrade in the Insurer Financial Strength ratings of AIG’s insurance companies could prevent the 
companies from writing new business and retaining customers and existing business. 
   

Financial strength ratings by the major ratings agencies are an important factor in establishing the competitive position of 
insurance companies. Financial strength ratings measure an insurance company’s ability to meet its obligations to contract 

• S&P upgraded AIG’s and ILFC’s short-term debt ratings to ‘A-1’ from ‘A-2’ and revised the CreditWatch status on all 
ratings from CreditWatch Negative to CreditWatch Developing. 

  

• Fitch revised the rating watch status on all ratings from Rating Watch Negative to Rating Watch Evolving. 

• S&P revised the CreditWatch status on AIG’s and AGF Corp.’s ratings from CreditWatch Developing to CreditWatch 
Negative. 

  

• Moody’s downgraded AIG’s Senior Unsecured Debt rating to ‘A3’ from ‘A2’ and ILFC and AGF Corp.’s Senior Unsecured 
Debt ratings to ‘Baa1’ from ‘A3.’ Most ratings remain under review for possible downgrade with ILFC revised to under 
review with direction uncertain. 

  •  AIG Funding’s short-term rating is downgraded by any two of S&P, Moody’s or Fitch; 
  

  •  ILFC’s short-term rating is downgraded by either S&P or Fitch; 
  

  •  Curzon Funding LLC’s short-term rating is downgraded by either S&P or Moody’s; and 
  

  •  Nightingale Finance LLC’s short-term rating is downgraded two notches by S&P or one notch by Moody’s. 
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enhance a company’s competitive position.  
   

Further downgrades of the Insurer Financial Strength ratings of AIG’s insurance companies may prevent these  
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companies from offering products and services or result in increased policy cancellations or termination of assumed 
reinsurance contracts. Moreover, a downgrade in AIG’s credit ratings may, under credit rating agency policies concerning the 
relationship between a parent’s and subsidiary’s ratings, result in a downgrade of the Insurer Financial Strength ratings of 
AIG’s insurance subsidiaries.  

   

Fed Facility 
   

The Fed Credit Agreement and the Series D Preferred Shares will require AIG to devote significant 
resources to debt repayment and preferred dividends for the foreseeable future, thereby reducing capital 
available for other purposes. 
   

AIG is required to repay the Fed Credit Agreement primarily from the proceeds of sales of assets, including businesses. These 
mandatory repayments permanently reduce the amount available under the Fed Credit Agreement.  
   

In addition, American General Finance, Inc. (AGF) and ILFC have drawn the full amounts available under their revolving 
credit facilities and currently do not have access to their traditional sources of long-term or short-term financing through the 
public debt markets.  
   

Unanticipated collateral calls, continued high surrenders, a downgrade in AIG’s credit ratings or a further deterioration in 
AIGFP’s super senior credit default swap portfolio may cause AIG to need additional funding in excess of the borrowings 
available under the Fed Credit Agreement. If AIG needs funds in excess of those available under the Fed Credit Agreement, 
AIG will need to find additional financing. Further, an inability to effect asset sales in accordance with its asset disposition 
plan may result in AIG not being able to timely repay its borrowings under the Fed Credit Agreement. See also Significant 
Liquidity Requirements — Asset Disposition Plan for a discussion of AIG’s asset disposition plan.  
   

The Series D Preferred Shares pay a 10 percent dividend which will not be deductible for tax purposes.  
   

AIG’s substantial obligations will require it to dedicate all of its proceeds from asset sales and a considerable portion of its 
cash flows from operations to the repayment of the Fed Facility, thereby reducing the funds available for other purposes. In 
addition, because AIG’s debt service and preferred dividend obligations will be very high, AIG may be more vulnerable to 
competitive pressures and expects to have less flexibility to plan for or respond to changing business and economic conditions. 
   

Borrowings under the Fed Credit Agreement are subject to the NY Fed being satisfied with the collateral 
pledged by AIG. 
   

A condition to borrowing under the Fed Credit Agreement is that the NY Fed be satisfied with the collateral pledged by AIG 
(including its value). It is possible that the NY Fed may determine that AIG’s collateral is insufficient to permit a borrowing 
for many reasons including:  
   

   

Such a determination could limit AIG’s ability to borrow under the Fed Facility.  
   

AIG must sell significant assets to service the debt under the Fed Credit Agreement. 
   

AIG must make asset sales to repay the borrowings under the Fed Credit Agreement. A delay or inability to effect these sales 
at acceptable prices and terms could result in AIG being unable to repay the Fed Credit Agreement by its maturity date.  
   

While AIG has adopted an asset disposition plan, as discussed under Significant Liquidity Requirements, this plan may not 
be successfully executed due to, among other things:  
   

   

Further, due to AIG’s need to dispose of assets, AIG may be unable to negotiate favorable terms.  
   

If AIG is not able to execute its disposition plan, and cannot otherwise repay the Fed Facility in accordance with its terms, 
an event of default would result. If an event of default were to occur, the NY Fed could, among other things, declare 
outstanding borrowings under the Fed Facility immediately due and payable. In addition, an event of default or declaration of 
acceleration under the Fed Credit Agreement could also result in an event of default under other agreements.  
   

The Fed Credit Agreement includes financial and other covenants that impose restrictions on AIG’s 
financial and business operations. 
   

  •  a decline in the value of AIG’s businesses; 
  

  •  poor performance in one or more of AIG’s businesses; and 
  

  •  low prices received by AIG in its asset disposition plan. 

  •  an inability of purchasers to obtain funding due to the deterioration in the credit market; 
  

  •  a general unwillingness of potential buyers to commit capital in the difficult current market environment; and 
  

  •  an adverse change in interest rates and borrowing costs. 
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The Fed Credit Agreement requires AIG to maintain a minimum aggregate liquidity level and restricts AIG’s ability to make 
certain capital expenditures if the NY Fed objects thereto. In addition, the Fed Credit Agreement restricts AIG’s and its 
restricted subsidiaries’ ability to incur additional indebtedness, incur liens, merge, consolidate, sell assets, enter into hedging 
transactions outside the normal course of business, or pay dividends. These covenants could restrict AIG’s business and 
thereby adversely affect AIG’s results of operations.  
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Moreover, if AIG fails to comply with the covenants in the Fed Credit Agreement and is unable to obtain a waiver or 
amendment, an event of default would result. If an event of default were to occur, the NY Fed could, among other things, 
declare outstanding borrowings under the Fed Credit Agreement immediately due and payable. In addition, an event of default 
or declaration of acceleration under the Fed Credit Agreement could also result in an event of default under other agreements.  
   

AIG’s results of operations will be materially adversely affected by a significant increase in interest 
expense. 
   

AIG expects its results of operations in the fourth quarter of 2008 and in 2009 to be significantly adversely affected by the 
recognition of interest expense. AIG’s initial $1.7 billion commitment fee will amortize over the term of the Fed Facility. 
Finally, the prepaid commitment fee asset of $23 billion associated with the Preferred Stock to be issued will be amortized 
through interest expense over the term of the Fed Facility. As a result, AIG anticipates that interest expense in the fourth 
quarter of 2008 and in the year ended December 31, 2009 will significantly increase as a result of these items. In addition, paid
in kind interest expense under the Fed Facility is accrued over the term of the Fed Facility.  

   

Liquidity 
   

AIG’s businesses have been adversely affected by AIG’s reduced liquidity. 
   

Many of AIG’s businesses depend upon the financial stability (both actual and perceived) of AIG parent. Perceptions that AIG 
or its subsidiaries may not be able to meet their obligations can negatively affect AIG’s businesses in many ways, including:  
   

   

AIG’s ability to access funds from its subsidiaries is limited. 
   

As a holding company, AIG depends on dividends, distributions and other payments from its subsidiaries to fund payments on 
AIG’s obligations, including its debt securities. In light of AIG’s current financial situation, AIG expects that its regulated 
subsidiaries may be significantly restricted from making dividend payments, or advancing funds, to AIG. This restriction may 
hinder AIG’s ability to access funds that AIG may need to make payments on its obligations, including those arising from day-
to-day business activities.  

   

Controlling Shareholder 
   

As a result of the issuance of the Series C Preferred Stock, AIG will be controlled by a trust holding the 
Series C Preferred Stock for the benefit of the United States Treasury. AIG’s interests and those of AIG’s 
minority shareholders may not be the same as those of the United States Treasury. 
   

In accordance with the Fed Credit Agreement, AIG will issue 100,000 shares of Series C Perpetual, Convertible, Participating 
Preferred Stock (the Series C Preferred Stock) to a trust that will hold the Series C Preferred Stock for the benefit of the United
States Treasury (the Trust). Pursuant to the agreement in principle reached by AIG and the NY Fed on November 9, 2008 to 
amend the NY Fed Credit Agreement, the Series C Preferred Stock is entitled to:  
   

   

The Series C Preferred Stock will remain outstanding even if the Fed Facility is repaid in full or otherwise terminates. In 
addition, upon shareholder approval to certain amendments to AIG’s certificate of incorporation, the Trust can convert the 
Series C Preferred Stock into AIG common stock.  
   

As a result of its ownership, the Trust will be able to elect all of AIG’s directors and can control the vote on all matters, 
including:  
   

  •  requests by customers to withdraw funds from AIG under annuity and certain life insurance contracts; 
  

  •  a refusal by independent agents, brokers and banks to continue to offer AIG products and services; 
  

  •  a refusal of customers or vendors to continue to do business with AIG; and 
  

  •  requests by customers and other parties to terminate existing contractual relationships. 

  •  participate in any dividends paid on the common stock, with the payments attributable to the Series C Preferred Stock 
being approximately, but not in excess of, 77.9 percent of the aggregate dividends paid on AIG’s common stock, 
treating the Series C Preferred Stock as converted; and 

  

  •  to the extent permitted by law, vote with AIG’s common stock on all matters submitted to AIG’s shareholders and hold 
approximately, but not in excess of, 77.9 percent of the aggregate voting power of the common stock, treating the 
Series C Preferred Stock as converted. 

  •  approval of mergers or other business combinations; 
  

  •  a sale of all or substantially all of AIG’s assets; 
  

  •  issuance of any additional common stock or other equity securities; 
  

  •  the selection and tenure of AIG’s Chief Executive Officer and other executive officers; 
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Moreover, the Trust’s ability to prevent an unsolicited bid for AIG or any other change in control could also have an 
adverse effect on the market price of AIG’s common stock.  
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  •  the adoption of amendments to AIG’s certificate of incorporation; and 
  

  •  other matters that might be favorable to the United States Treasury. 
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The Trust may also transfer the Series C Preferred Stock to another person or entity and that person or entity may become 
AIG’s controlling shareholder.  
   

Possible future sales of Series C Preferred Stock or AIG common stock by the Trust could adversely affect 
the market for AIG common stock. 
   

AIG has agreed to file a shelf registration statement that will allow the Trust to sell Series C Preferred Stock or any shares of 
common stock it receives upon conversion of the Preferred Stock. In addition, the Trust could sell Series C Preferred Stock or 
shares of AIG common stock without registration under certain circumstances, such as in a private transaction. Although AIG 
can make no prediction as to the effect, if any, that such sales would have on the market price of AIG common stock, sales of 
substantial amounts of Series C Preferred Stock or AIG common stock, or the perception that such sales could occur, could 
adversely affect the market price of AIG common stock. If the Trust sells or transfers shares of Series C Preferred Stock or 
AIG common stock as a block, another person or entity could become AIG’s controlling shareholder.  

   

Employees 
   

The decline in AIG’s common stock price and the announcement of proposed asset dispositions may 
prevent AIG from retaining key personnel. 
   

AIG relies upon the knowledge and talent of its employees to successfully conduct business. The decline in AIG’s common 
stock price has dramatically reduced the value of equity awards previously granted to its key employees. In addition, the 
announcement of proposed asset dispositions may result in competitors seeking to hire AIG’s key employees. AIG has 
implemented retention programs to seek to keep its key employees, but there can be no assurance that the programs will be 
effective. A loss of key personnel could reduce the value of AIG’s businesses and impair its ability to effect a successful asset 
disposition plan.  

   

Change of Control 
   

The issuance of the Series C Preferred Stock may have adverse regulatory consequences for AIG and its 
subsidiaries and may trigger contractual obligations to third parties. 
   

The Trust will control AIG by virtue of its ownership of the Series C Preferred Stock. AIG and its subsidiaries are subject to 
various regulatory requirements and are a party to various contracts, agreements, licenses, permits, authorizations and other 
arrangements (collectively, Arrangements) that contain provisions that, upon a change of control, provide regulators and 
counterparties with rights to take actions that could have a material effect on AIG’s consolidated financial condition, results of 
operations, or cash flows from an operational, regulatory, compliance, or economic standpoint.  
   

AIG has initiated discussions and activities with regulators and counterparties to take necessary actions to remedy, amend, 
or comply with the provisions of these Arrangements. AIG has not been notified by regulators or counterparties of their intent 
to exercise their rights under the Arrangements to a material extent. However, AIG cannot presently predict the effects, if any, 
the change of control or the other recent events will have on the Arrangements or on AIG’s consolidated financial condition, 
results of operations, or cash flows.  
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Results of Operations 
   

AIG identifies its operating segments by product line, consistent with its management structure. These segments are General 
Insurance, Life Insurance & Retirement Services, Financial Services and Asset Management. Through these operating 
segments, AIG provides insurance, financial and investment products and services to both businesses and individuals in more 
than 130 countries and jurisdictions. AIG’s Other category consists of items not allocated to AIG’s operating segments.  
   

AIG’s subsidiaries serve commercial, institutional and individual customers through an extensive property-casualty and 
life insurance and retirement services network. AIG’s Financial Services businesses include commercial aircraft and 
equipment leasing, capital markets operations and consumer finance, both in the United States and abroad. AIG also provides 
asset management services to institutions and individuals.  

   

Consolidated Results 
   

AIG’s consolidated statements of income (loss) were as follows: 
   

   

Premiums and Other Considerations 
   

Premiums and other considerations increased in the three-month period ended September 30, 2008 compared to the same 
period in 2007 primarily due to increases of $854 million, $420 million and $219 million in premiums from Foreign Life 
Insurance & Retirement Services, Foreign General Insurance, and Domestic Life Insurance, respectively, partially offset by a 
decrease of $207 million in premiums from Commercial Insurance. Premiums and other considerations increased in the nine-
month period ended September 30, 2008 compared to the same period in 2007 primarily due to increases of $2.9 billion, 
$1.7 billion, and $513 million in premiums from Foreign Life Insurance & Retirement Services, Foreign General Insurance, 
and Domestic Life Insurance, respectively, partially offset by a decrease of $855 million in premiums from Commercial 
Insurance. Foreign Life Insurance & Retirement Services premiums increased principally as a result of increased production 
and favorable foreign exchange rates. Foreign General Insurance premiums increased primarily due to the positive effect of 
changes in foreign currency exchange rates and new business from both established and new distribution channels. Domestic 
Life Insurance premium increased primarily due to an increase in sales of payout annuities. Commercial Insurance premiums 
decreased primarily due to declines in workers’ compensation premiums and other casualty lines of business.  
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   Three Months Ended    Percentage    Nine Months Ended    Percentage   
   September 30,   Increase/    September 30,   Increase/   
(in millions)  2008     2007   (Decrease)    2008     2007   (Decrease)   
Revenues:                               

Premiums and other considerations   $ 21,082     $ 19,733    7 %  $ 63,489     $ 58,908    8 % 
Net investment income    2,946      6,172    (52 )   14,628      21,149    (31 ) 
Net realized capital losses    (18,312 )    (864 )   –    (30,482 )    (962 )   –  
Unrealized market valuation losses on 

AIGFP super senior credit default swap 
portfolio    (7,054 )    (352 )   –    (21,726 )    (352 )   –  

Other income    2,236      5,147    (57 )   8,953      12,888    (31 ) 
  

  

Total revenues   898      29,836    (97 )   34,862      91,631    (62 ) 
Benefits and expenses:                               

Incurred policy losses and benefits    17,189      15,595    10     51,521      47,962    7   
Policy acquisition and other insurance 

expenses    6,919      5,357    29     18,560      15,508    20   
Interest expense    2,297      1,232    86     4,902      3,425    43   
Other expenses    2,678      2,773    (3 )   8,084      7,357    10   

  

  

Total benefits and expenses   29,083      24,957    17     83,067      74,252    12   
Income (loss) before income taxes 

(benefits) and minority interest   (28,185 )    4,879    –    (48,205 )    17,379    –  
Income taxes (benefits)   (3,480 )    1,463    –    (10,374 )    4,868    –  
  

  

Income (loss) before minority interest   (24,705 )    3,416    –    (37,831 )    12,511    –  
  

  

Minority interest   237      (331 )   –    201      (1,019 )   –  
  

  

Net income (loss)  $ (24,468 )   $ 3,085    –%  $ (37,630 )   $ 11,492    –% 
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Net Investment Income 
   

The components of consolidated net investment income were as follows: 
   

   

Net investment income decreased in the three- and nine-month periods ended September 30, 2008 compared to the same 
periods in 2007 due to losses from partnerships, hedge funds and mutual funds as well as policyholder trading losses and 
higher trading account losses related to certain investment-oriented products in the U.K. for Life Insurance & Retirement 
Services. Policyholder trading gains (losses) are offset by a charge or benefit to incurred policy losses and benefits expense. 
The policyholder trading losses for the three- and nine-month periods ended September 30, 2008 generally reflect the trends in 
equity markets, principally in Japan and Asia. The decline in net investment income also reflects the effects of higher cash 
balances for liquidity purposes.  

   

Net Realized Capital Losses 
   

The composition of net realized capital losses was as follows: 
   

   

Net realized capital losses increased in the three- and nine-months ended September 30, 2008 compared to the 
same periods in 2007 primarily due to an increase in other-than-temporary impairment charges. Other-than-temporary 
impairment charges included the change in AIG’s intent and ability to hold to recovery the securities, held as collateral in the 
securities lending program; an increase in severity losses primarily related to certain RMBS, other structured securities and 
securities of financial institutions due to rapid and severe market valuation declines where the impairment period was not 
deemed temporary; and issuer specific credit events; partially offset by the favorable effect of foreign exchange transactions 
due to  
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   Three Months Ended    Percentage    Nine Months Ended    Percentage   
   September 30,   Increase/    September 30,   Increase/   
(in millions)  2008     2007   (Decrease)    2008     2007   (Decrease)   
Fixed maturities, including short-term 

investments   $ 5,773     $ 5,406    7 %  $ 16,691     $ 15,976    4 % 
Equity securities    277      226    23     496      443    12   
Interest on mortgage and other loans    407      371    10     1,182      1,056    12   
Partnerships    (813 )    274    –    (641 )    1,444    –  
Mutual funds    (632 )    (19 )   –    (656 )    430    –  
Trading account losses    (501 )    (79 )   –    (722 )    (93 )   –  
Other investments    228      107    113     768      665    15   
  

  

Total investment income before policyholder 
income  
and trading gains (losses)    4,739      6,286    (25)     17,118      19,921    (14)   

Policyholder investment income and trading 
gains (losses)    (1,561 )    149    –    (1,729 )    2,026    –  

  

  

Total investment income    3,178      6,435    (51)     15,389      21,947    (30)   
  

  

Investment expenses    232      263    (12)     761      798    (5)   
  

  

Net investment income   $ 2,946     $ 6,172    (52) %  $ 14,628     $ 21,149    (31) % 

                          

  

  Three Months Ended    Nine Months Ended  
  September 30,   September 30,  

(in millions)  2008     2007   2008     2007  

Sales of fixed maturity securities   $ (768 )   $ (403 )  $ (778 )   $ (572 ) 
Sales of equity securities   288     265    608     708  
Sales of real estate and other assets    97      210    422      709  
Other-than-temporary impairments:                      

Severity    (7,327 )    –    (16,275 )    –  
Lack of intent to hold to recovery    (8,299 )    (240 )   (9,320 )    (614 ) 
Trading at 25 percent or more discount for nine consecutive months   –     –    –     (6 ) 
Foreign currency declines    (50 )    (29 )   (1,084 )    (333 ) 
Issuer-specific credit events    (3,453 )    (124 )   (3,946 )    (316 ) 
Adverse projected cash flows on structured securities    (747 )    (151 )   (1,621 )    (159 ) 

Foreign exchange transactions    1,996      (361 )   1,258      (469 ) 
Derivative instruments    (49 )    (31 )   254      90  
  

  

Total   $ (18,312 )   $ (864 )  $ (30,482 )   $ (962 ) 
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strengthening of the U.S. dollar. See Invested Assets — Portfolio Review — Other-Than-Temporary Impairments.  

   

Unrealized Market Valuation Losses on AIGFP Super Senior Credit Default Swap Portfolio 
   

The unrealized market valuation losses on AIGFP’s super senior credit default swap portfolio in the three- and nine- month 
periods ended September 30, 2008 increased compared to the same periods in 2007 due to significant widening in credit 
spreads and the downgrades of RMBS and CDO securities by rating agencies in the three-month period ended September 30, 
2008 driven by the credit concerns resulting from U.S. residential mortgages and the severe liquidity crisis affecting the 
markets. (See Capital Markets Results and Critical Accounting Estimates — Valuation of Level 3 Assets and Liabilities.  

   

Other Income 
   

Other Income decreased in the three-month period ended September 30, 2008 compared to the same period in 2007 primarily 
due to a $2.0 billion decrease in Financial Services revenues and a $625 million decrease in Asset Management revenues. 
Financial Services revenues decreased principally as a result of a net $987 million credit valuation adjustment loss on 
AIGFP’s assets and liabilities which are measured at fair value. AIGFP’s revenues were also negatively affected by the 
disruption in the credit markets and the general decline in liquidity in the marketplace. Asset Management revenues decreased 
primarily as a result of lower partnership income related to the Spread-Based Investment Business.  
   

Other Income decreased in the nine-month period ended September 30, 2008 compared to the same period in 2007 
primarily due to a $1.7 billion decrease in Financial Services revenues and a $1.2 billion decrease in Asset Management 
revenues. Financial Services revenues decreased principally as a result of a net $1.4 billion credit valuation adjustment loss on 
AIGFP’s assets and liabilities which are measured at fair value. Asset Management revenues decreased primarily as a result of 
lower guaranteed investment contract revenue due to lower partnership income.  

   

Incurred Policy Losses and Benefits 
   

Incurred policy losses and benefits increased in the three-month period ended September 30, 2008 compared to the same 
period in 2007 primarily due to a $1.2 billion increase in Commercial Insurance as a result of $1.1 billion of catastrophe-
related losses principally from hurricanes Ike and Gustav in 2008, a $464 million increase in Foreign General Insurance as a 
result of an increase in frequency of smaller claims and higher catastrophe-related losses primarily from hurricanes Ike and 
Gustav and a $461 million increase in Mortgage Guaranty reflecting the deterioration of the U.S. housing market. Increases in 
incurred policy losses and benefits of $1.0 billion in Life Insurance & Retirement Services were more than offset by a 
reduction in losses and benefits arising from policyholder trading losses of $1.7 billion discussed above in Net Investment 
Income.  
   

Incurred policy losses and benefits increased in the nine-month period compared to the same period in 2007 primarily due 
to a $1.6 billion increase in Commercial Insurance as a result of higher catastrophe-related losses principally from hurricanes 
Ike and Gustav in 2008, a $1.2 billion increase in Foreign General Insurance as a result of higher catastrophe-related losses 
and severe but non-catastrophic losses, and a $1.4 billion increase in Mortgage Guaranty reflecting the deterioration of the 
U.S. housing market. Increases in incurred policy losses and benefits of $2.7 billion in Life Insurance & Retirement Services 
were more than offset by a reduction in losses and benefits arising from policyholder trading losses of $3.8 billion discussed 
above in Net Investment Income.  

   

Policy Acquisition and Other Insurance Expenses 
   

Policy acquisition and other insurance expenses increased in the three-month period ended September 30, 2008 compared to 
the same period in 2007 primarily due to a $785 million increase in General Insurance expenses and a $777 million increase in 
Life Insurance & Retirement Services expenses. General Insurance expenses increased primarily due to the recognition of a 
premium deficiency reserve of $453 million related to United Guaranty Corporation’s (UGC) second-lien business. Life 
Insurance & Retirement Services expenses increased principally as a result of the effect of foreign exchange, growth in the 
business and the effect of FAS 159 implementation. 
   

Policy acquisition and other insurance expenses increased in the nine-month period ended September 30, 2008 compared 
to the same period in 2007 primarily due to a $1.6 billion increase in General Insurance expenses and a $1.5 billion increase in 
Life Insurance & Retirement Services expenses. General Insurance expenses increased primarily due to the recognition of a 
premium deficiency reserve of $453 million related to UGC’s second-lien business, a $432 million increase in 
compensation-related expenses, and a $275 million change in DAC. Life Insurance & Retirement Services expenses increased 
primarily due to the effect of foreign exchange, growth in the business and the effect of FAS 159 implementation.  

   

Interest Expense 
   

Interest expense increased in the three- and nine-month periods ended September 30, 2008 compared to the same periods in 
2007 reflecting higher borrowings, including interest on the debt and Equity Units from the dates of issuance in May 2008 and 
borrowings under the Fed facility. Interest expense also includes amortization of the prepaid commitment assets in connection 
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Other Expenses 
   

Other Expenses decreased in the three-month period ended September 30, 2008 compared to the same period in 2007 
primarily due to a $563 million reversal of accrued compensation expense under AIGFP’s various deferred compensation 
plans and special incentive plan as a result of significant losses recognized by AIGFP in 2008. Offsetting this reversal were 
goodwill impairment charges of $341 million and $91 million related to Consumer Finance and Capital Markets, respectively, 
recognized in the third quarter 2008, resulting from the downturn in the housing markets, the credit crisis and the intent to 
unwind certain AIGFP businesses. An increase in AGF’s provision for finance receivable losses of $198 million also 
contributed to the decline.  
   

Other Expenses increased in the nine-month period ended September 30, 2008 compared to the same period in 2007 
primarily as a result of the goodwill impairment charges mentioned above, an increase in AIGFP’s other operating expenses 
due to professional service fees and an increase in AGF’s provision for finance receivable losses of $471 million. Partially 
offsetting these increases was the reversal of AIGFP deferred compensation and special incentive plan discussed above.  

   

Income Taxes (Benefits) 
   

The effective tax rate on the pre-tax loss for the three-month period ended September 30, 2008 was 12.3 percent. The effective 
tax rate was lower than the statutory rate of 35 percent due primarily to $6.9 billion of deferred tax expense recorded during 
the third quarter, comprising $3.6 billion of deferred tax expense attributable to the potential sale of foreign businesses, and a 
$3.3 billion valuation allowance to reduce tax benefits on capital losses to the amount that AIG believes is more likely than not
to be realized.  
   

The effective tax rate on the pre-tax loss for the nine-month period ended September 30, 2008 was 21.5 percent and was 
also lower than the statutory rate primarily due to the $6.9 billion of deferred tax expense, which is discussed above, as well as 
other tax charges recorded.  
   

The effective tax rates on pre-tax income for the three- and nine-month periods ended September 30, 2007 were 
30.0 percent and 28.0 percent, respectively. These effective tax rates were lower than the statutory rate due primarily to 
benefits from remediation adjustments and the recognition of tax benefits associated with the SICO Plan for which the 
compensation expense was recognized in prior years.  
   

Realization of the deferred tax asset depends on AIG’s ability to generate sufficient taxable income of the appropriate 
character within the carryforward periods of the jurisdictions in which the net operating losses and deductible temporary 
differences were incurred. AIG assessed its ability to realize the deferred tax asset of $19.1 billion and concluded a $3.3 billion
valuation allowance was required to reduce the deferred tax asset to an amount AIG believes is more likely than not to be 
realized.  
   

When making its assessment, AIG considered future reversals of existing taxable temporary differences, future GAAP 
taxable income and tax-planning strategies AIG would implement, if necessary, to realize the net deferred tax asset.  
   

In assessing future GAAP taxable income, AIG considered its strong earnings history exclusive of the recent losses on the 
super senior credit default swap portfolio and from the securities lending program, with respect to which AIG is entering into 
transactions with the NY Fed to limit exposure to future losses. AIG also considered taxable income from the sales of 
businesses under its asset disposition plan, the continuing earnings strength of the insurance businesses it intends to retain and 
its recently announced debt and preferred stock transactions with the NY Fed, together with other actions AIG is taking, when 
assessing the ability to generate sufficient future taxable income during the relevant carryforward periods to realize the 
deferred tax asset.  
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Segment Results 
   

The following table summarizes the operations of each operating segment. (See also Note 2 to the Consolidated 
Financial Statements.) 
   

   

General Insurance Operations 
   

AIG’s General Insurance subsidiaries are multiple line companies writing substantially all lines of property and casualty 
insurance and various personal lines both domestically and abroad and constitute the AIG Property Casualty Group (formerly 
known as Domestic General Insurance) and the Foreign General Insurance Group.  
   

AIG Property Casualty Group is comprised of Commercial Insurance, Transatlantic, Personal Lines and Mortgage 
Guaranty businesses.  
   

Commercial Insurance writes substantially all classes of business insurance, accepting such business mainly from 
insurance brokers. This provides Commercial Insurance the opportunity to select specialized markets and retain underwriting 
control. Any licensed broker is able to submit business to Commercial Insurance without the traditional agent-company 
contractual relationship, but such broker usually has no authority to commit Commercial Insurance to accept a risk.  
   

Transatlantic Holdings, Inc. (Transatlantic) subsidiaries offer reinsurance capacity on both a treaty and facultative basis 
both in the U.S. and abroad. Transatlantic structures programs for a full range of property and casualty products with an 
emphasis on specialty risk.  
   

AIG’s Personal Lines operations provide automobile insurance through aigdirect.com, its direct marketing distribution 
channel, and the Agency Auto Division, its independent agent/broker distribution channel. It also provides a broad range of 
coverages for high net worth individuals through the AIG Private Client Group (Private Client Group). Coverages for the 
Personal Lines operations are written predominantly in the United States.  
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   Three Months Ended    Percentage    Nine Months Ended    Percentage   
   September 30,   Increase/    September 30,   Increase/   
(in millions)  2008     2007   (Decrease)    2008     2007   (Decrease)   

Total revenues (a)(b)(e) :                                
General Insurance   $ 10,808     $ 12,758    (15 )%  $ 35,854     $ 38,589    (7 )% 
Life Insurance & Retirement Services    (4,642 )    12,632    –    14,271      40,337    (65 ) 
Financial Services (c)(d)   (5,851 )    2,785    –    (16,016 )    7,109    –  
Asset Management    10      1,519    (99 )   658      4,969    (87 ) 
Other    451      13    –    531      407    30   
Consolidation and eliminations    122      129    –    (436 )    220    –  

  

  

Total   $ 898     $ 29,836    (97 )%  $ 34,862     $ 91,631    (62 )% 
Operating income (loss) (a)(b)(e) :                                

General Insurance   $ (2,557 )   $ 2,439    –%  $ (393 )   $ 8,511    –% 
Life Insurance & Retirement Services    (15,329 )    1,999    –    (19,561 )    6,900    –  
Financial Services (c)(d)   (8,203 )    669    –    (22,880 )    1,008    –  
Asset Management    (1,144 )    121    –    (2,709 )    1,806    –  
Other    (1,416 )    (627 )   –    (2,899 )    (1,557 )   –  
Consolidation and eliminations    464      278    –    237      711    –  

  

  

Total   $ (28,185 )   $ 4,879    –%  $ (48,205 )   $ 17,379    –% 

(a)  Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities” (FAS 133), including the related foreign exchange gains and losses. For the three-month periods ended 
September 30, 2008 and 2007, the effect was $1.2 billion and $(178) million, respectively, in both revenues and operating income (loss). For the nine-
month periods ended September 30, 2008 and 2007, the effect was $705 million and $(1.1) billion, respectively, in both revenues and operating income 
(loss). These amounts result primarily from interest rate and foreign currency derivatives that are effective economic hedges of investments and 
borrowings. 

(b)  Includes other-than-temporary impairment charges. Refer to Invested Assets — Portfolio Review — Other-Than-Temporary Impairments for further 
discussion. 

(c)  Includes gains (losses) from hedging activities that did not qualify for hedge accounting treatment under FAS 133, including the related foreign exchange 
gains and losses. For the three-month periods ended September 30, 2008 and 2007, the effect was $217 million and $353 million, respectively, in both 
revenues and operating income (loss). For the nine-month periods ended September 30, 2008 and 2007, the effect was $18 million and $(250) million, 
respectively, in both revenues and operating income (loss). These amounts result primarily from interest rate and foreign currency derivatives that are 
effective economic hedges of investments and borrowings. 

(d)  Includes unrealized market valuation losses of $7.1 billion and $21.7 billion for the three- and nine-month periods ended September 30, 2008, 
respectively, and $352 million for the three- and nine-month periods ended September 30, 2007, on AIGFP’s super senior credit default swap portfolio. 

(e)  To better align financial reporting with the manner in which AIG’s chief operating decision maker manages the business, beginning in the third quarter of 
2008, AIG’s own credit risk valuation adjustments on intercompany transactions are excluded from segment revenues and operating income. 
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The main business of the subsidiaries of UGC is the issuance of residential mortgage guaranty insurance, both 
domestically and internationally, that covers the first loss for credit defaults on high loan-to-value conventional first-lien 
mortgages for the purchase or refinance of one to four family residences.  
   

On September 15, 2008, United Guaranty Residential Insurance Company (UGRIC) and United Guaranty Mortgage 
Indemnity Company (UGMIC) were downgraded from AA+ to A+ by S&P. As a result of the downgrade below the AA- 
level, the companies were required to submit a remediation plan to Fannie Mae and Freddie Mac. All U.S. based mortgage 
insurers are currently subject to a Government Sponsored Enterprise (GSE) remediation plan as a result of industry-wide 
rating agency downgrades. UGC’s plan was timely submitted and is awaiting GSE approval. UGRIC and UGMIC continue to 
write new domestic first-lien mortgage insurance and remain as eligible mortgage insurers with Fannie Mae and Freddie Mac. 
   

AIG’s Foreign General Insurance Group writes both commercial and consumer lines of insurance which is primarily 
underwritten through American International Underwriters (AIU), a marketing unit consisting of wholly owned agencies and 
insurance companies. The Foreign General Insurance Group also includes business written by AIG’s foreign-based insurance 
subsidiaries.  
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General Insurance Results 
   

General Insurance operating income is comprised of statutory underwriting profit (loss), changes in DAC, 
net investment income and net realized capital gains and losses. Operating income (loss), as well as net 
premiums written, net premiums earned, net investment income and net realized capital gains (losses) and 
statutory ratios were as follows: 
   

   

                                       

  

   Three Months Ended    Percentage    Nine Months Ended    Percentage   
   September 30,   Increase/    September 30,   Increase/   
(in millions, except ratios)  2008     2007   (Decrease)    2008     2007   (Decrease)   

Net premiums written:                                
AIG Property Casualty Group                                

Commercial Insurance   $ 5,597     $ 6,012    (7 )%  $ 16,698     $ 18,460    (10 )% 
Transatlantic    1,094      985    11     3,118      2,952    6   
Personal Lines    1,108      1,253    (12 )   3,626      3,685    (2 ) 
Mortgage Guaranty    280      303    (8 )   872      841    4   

Foreign General Insurance    3,647      3,270    12     11,712      10,130    16   
  

  

Total   $ 11,726     $ 11,823    (1 )%  $ 36,026     $ 36,068    –% 
Net premiums earned:                                

AIG Property Casualty Group                                
Commercial Insurance   $ 5,735     $ 5,942    (3 )%  $ 17,064     $ 17,919    (5 )% 
Transatlantic    1,027      960    7     3,067      2,873    7   
Personal Lines    1,183      1,193    (1 )   3,591      3,516    2   
Mortgage Guaranty    254      226    12     779      657    19   

Foreign General Insurance    3,532      3,112    13     10,740      9,050    19   
  

  

Total   $ 11,731     $ 11,433    3 %  $ 35,241     $ 34,015    4 % 
Net investment income:                                

AIG Property Casualty Group                                
Commercial Insurance   $ 512     $ 854    (40 )%  $ 1,842     $ 2,871    (36 )% 
Transatlantic    111      113    (2 )   348      348    –  
Personal Lines    53      59    (10 )   166      173    (4 ) 
Mortgage Guaranty    48      42    14     136      118    15   

Foreign General Insurance    5      325    (99 )   604      1,071    (44 ) 
Reclassifications and eliminations    6      1    –    11      4    175   
  

  

Total   $ 735     $ 1,394    (47 )%  $ 3,107     $ 4,585    (32 )% 
Net realized capital gains (losses)   $ (1,658 )   $ (69 )   –%  $ (2,494 )   $ (11 )   –% 
  

  

Operating income (loss):                                
AIG Property Casualty Group                                

Commercial Insurance   $ (1,109 )   $ 1,829    –%  $ 57     $ 5,662    (99 )% 
Transatlantic    (155 )    189    –    148      508    (71 ) 
Personal Lines    23      28    (18 )   47      252    (81 ) 
Mortgage Guaranty    (1,118 )    (216 )   –    (1,990 )    (289 )   –  

Foreign General Insurance    (209 )    607    –    1,323      2,383    (44 ) 
Reclassifications and eliminations    11      2    450     22      (5 )   –  
  

  

Total   $ (2,557 )   $ 2,439    –%  $ (393 )   $ 8,511    –% 
Statutory underwriting profit (loss) (b) :                                

AIG Property Casualty Group                                
Commercial Insurance   $ (426 )   $ 1,014    –%  $ 149     $ 2,744    (95 )% 
Transatlantic    (96 )    53    –    24      106    (77 ) 
Personal Lines    9      (40 )   –    (96 )    49    –  
Mortgage Guaranty    (1,155 )    (270 )   –    (2,126 )    (438 )   –  

Foreign General Insurance    74      266    (72 )   881      1,039    (15 ) 
  

  

Total   $ (1,594 )   $ 1,023    –%  $ (1,168 )   $ 3,500    –% 
AIG Property Casualty Group:                                

Loss Ratio    92.2      69.2         83.8      68.8       
Expense Ratio    28.6      21.1         24.7      20.5       

  

  

Combined Ratio    120.8      90.3         108.5      89.3       
Foreign General Insurance:                                

Loss Ratio    59.3      52.4         54.9      51.7       
Expense Ratio (a)   37.4      37.1         33.8      32.9       

  

  

Combined ratio    96.7      89.5         88.7      84.6       
Consolidated:                                

Loss Ratio    82.3      64.7         75.0      64.3       
Expense Ratio    31.3      25.5         27.7      24.0       

  

  

Combined Ratio    113.6      90.2         102.7      88.3       

(a)  Includes amortization of advertising costs. 
(b)  Statutory underwriting profit (loss) is a measure that U.S. domiciled insurance companies are required to report to their regulatory authorities. The 

following table reconciles statutory underwriting profit (loss) to operating income (loss) for General Insurance: 
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TARP Capital Purchase Program 
 

Senior Preferred Stock and Warrants  
 

Summary of Senior Preferred Terms 
 
      
Issuer:   Qualifying Financial Institution (“QFI”) means (i) any U.S. bank or U.S 

savings association not controlled by a Bank Holding Company (“BHC”) 
or Savings and Loan Company (“SLHC”); (ii) any top-tier U.S. BHC, (iii) 
any top-tier U.S. SLHC which engages solely or predominately in 
activities that are permitted for financial holding companies under relevant 
law; and (iv) any U.S. bank or U.S. savings association controlled by a 
U.S. SLHC that does not engage solely or predominately in activities that 
are permitted for financial holding companies under relevant law.  QFI 
shall not mean any BHC, SLHC, bank or savings association controlled by 
a foreign bank or company.   For purposes of this program, “U.S. bank”, 
“U.S. savings association”, “U.S. BHC” and “U.S. SLHC” means a bank, 
savings association, BHC or SLHC organized under the laws of the United 
States or any State of the United States, the District of Columbia, any 
territory or possession of the United States, Puerto Rico, Northern Mariana 
Islands, Guam, American Samoa, or the Virgin Islands.   The United 
States Department of the Treasury will determine eligibility and 
allocation for QFIs after consultation with the appropriate Federal 
banking agency. 

 
 
Initial Holder: United States Department of the Treasury (the “UST”). 
 
Size: QFIs may sell preferred to the UST subject to the limits and terms 

described below. 
 
 Each QFI may issue an amount of Senior Preferred equal to not less than 

1% of its risk-weighted assets and not more than the lesser of (i) $25 
billion and (ii) 3% of its risk-weighted assets. 

 
Security: Senior Preferred, liquidation preference $1,000 per share.  (Depending 

upon the QFI’s available authorized preferred shares, the UST may agree 
to purchase Senior Preferred with a higher liquidation preference per 
share, in which case the UST may require the QFI to appoint a depositary 
to hold the Senior Preferred and issue depositary receipts.) 

 
Ranking: Senior to common stock and pari passu with existing preferred shares 

other than preferred shares which by their terms rank junior to any existing 
preferred shares.  
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Regulatory  
Capital  
Status: Tier 1. 
 
Term: Perpetual life. 
 
Dividend: The Senior Preferred will pay cumulative dividends at a rate of 5% per 

annum until the fifth anniversary of the date of this investment and 
thereafter at a rate of 9% per annum. For Senior Preferred issued by banks 
which are not subsidiaries of holding companies, the Senior Preferred will 
pay non-cumulative dividends at a rate of 5% per annum until the fifth 
anniversary of the date of this investment and thereafter at a rate of 9% per 
annum.  Dividends will be payable quarterly in arrears on February 15, 
May 15, August 15 and November 15 of each year. 

 
 
Redemption: Senior Preferred may not be redeemed for a period of three years from the 

date of this investment, except with the proceeds from a Qualified Equity 
Offering (as defined below) which results in aggregate gross proceeds to 
the QFI of not less than 25% of the issue price of the Senior Preferred. 
After the third anniversary of the date of this investment, the Senior 
Preferred may be redeemed, in whole or in part, at any time and from time 
to time, at the option of the QFI.  All redemptions of the Senior Preferred 
shall be at 100% of its issue price, plus (i) in the case of cumulative Senior 
Preferred, any accrued and unpaid dividends and (ii) in the case of non-
cumulative Senior Preferred, accrued and unpaid dividends for the then 
current dividend period (regardless of whether any dividends are actually 
declared for such dividend period), and shall be subject to the approval of 
the QFI’s primary federal bank regulator. 

 
 “Qualified Equity Offering” shall mean the sale by the QFI after the date 

of this investment of Tier 1 qualifying perpetual preferred stock or 
common stock for cash.   

 
 Following the redemption in whole of the Senior Preferred held by the 

UST, the QFI shall have the right to repurchase any other equity security 
of the QFI held by the UST at fair market value.  

  
Restrictions  
on Dividends:   For as long as any Senior Preferred is outstanding, no dividends may be 

declared or paid on junior preferred shares, preferred shares ranking pari 
passu with the Senior Preferred, or common shares (other than in the case 
of pari passu preferred shares, dividends on a pro rata basis with the 
Senior Preferred), nor may the QFI repurchase or redeem any junior 
preferred shares, preferred shares ranking pari passu with the Senior 
Preferred or common shares, unless (i) in the case of cumulative Senior 
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Preferred all accrued and unpaid dividends for all past dividend periods on 
the Senior Preferred are fully paid or (ii) in the case of non-cumulative 
Senior Preferred the full dividend for the latest completed dividend period 
has been declared and paid in full.   

 
Common dividends: The UST’s consent shall be required for any increase in common 

dividends per share until the third anniversary of the date of this 
investment unless prior to such third anniversary the Senior Preferred is 
redeemed in whole or the UST has transferred all of the Senior Preferred 
to third parties.  

 
Repurchases: The UST’s consent shall be required for any share repurchases (other than 

(i) repurchases of the Senior Preferred and (ii) repurchases of junior 
preferred shares or common shares in connection with any benefit plan in 
the ordinary course of business consistent with past practice) until the 
third anniversary of the date of this investment unless prior to such third 
anniversary the Senior Preferred is redeemed in whole or the UST has 
transferred all of the Senior Preferred to third parties. In addition, there 
shall be no share repurchases of junior preferred shares, preferred shares 
ranking pari passu with the Senior Preferred, or common shares if 
prohibited as described above under “Restrictions on Dividends”.   

 
Voting rights: The Senior Preferred shall be non-voting, other than class voting rights on 

(i) any authorization or issuance of shares ranking senior to the Senior 
Preferred, (ii) any amendment to the rights of Senior Preferred, or (iii) any 
merger, exchange or similar transaction which would adversely affect the 
rights of the Senior Preferred. 

  
 If dividends on the Senior Preferred are not paid in full for six dividend 

periods, whether or not consecutive, the Senior Preferred will have the 
right to elect 2 directors.  The right to elect directors will end when full 
dividends have been paid for four consecutive dividend periods. 

  
Transferability: The Senior Preferred will not be subject to any contractual restrictions on 

transfer.  The QFI will file a shelf registration statement covering the 
Senior Preferred as promptly as practicable after the date of this 
investment and, if necessary, shall take all action required to cause such 
shelf registration statement to be declared effective as soon as possible. 
The QFI will also grant to the UST piggyback registration rights for the 
Senior Preferred and will take such other steps as may be reasonably 
requested to facilitate the transfer of the Senior Preferred including, if 
requested by the UST, using reasonable efforts to list the Senior Preferred 
on a national securities exchange.  If requested by the UST, the QFI will 
appoint a depositary to hold the Senior Preferred and issue depositary 
receipts. 
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Executive 
Compensation: As a condition to the closing of this investment, the QFI and its senior 

executive officers covered by the EESA shall modify or terminate all 
benefit plans, arrangements and agreements (including golden parachute 
agreements) to the extent necessary to be in compliance with, and 
following the closing and for so long as UST holds any equity or debt 
securities of the QFI, the QFI shall agree to be bound by, the executive 
compensation and corporate governance requirements of Section 111 of 
the EESA and any guidance or regulations issued by the Secretary of the 
Treasury on or prior to the date of this investment to carry out the 
provisions of such subsection.  As an additional condition to closing, the 
QFI and its senior executive officers covered by the EESA shall grant to 
the UST a waiver releasing the UST from any claims that the QFI and 
such senior executive officers may otherwise have as a result of the 
issuance of any regulations which modify the terms of benefits plans, 
arrangements and agreements to eliminate any provisions that would not 
be in compliance with the executive compensation and corporate 
governance requirements of Section 111 of the EESA and any guidance or 
regulations issued by the Secretary of the Treasury on or prior to the date 
of this investment to carry out the provisions of such subsection.  

 
Summary of Warrant Terms 

 
Warrant: The UST will receive warrants to purchase a number of shares of common 

stock of the QFI having an aggregate market price equal to 15% of the 
Senior Preferred amount on the date of investment, subject to reduction as 
set forth below under “Reduction”.  The initial exercise price for the 
warrants, and the market price for determining the number of shares of 
common stock subject to the warrants, shall be the market price for the 
common stock on the date of the Senior Preferred investment (calculated 
on a 20-trading day trailing average), subject to customary anti-dilution 
adjustments. The exercise price shall be reduced by 15% of the original 
exercise price on each six-month anniversary of the issue date of the 
warrants if the consent of the QFI stockholders described below has not 
been received, subject to a maximum reduction of 45% of the original 
exercise price. 

 
Term: 10 years 
 
Exercisability: Immediately exercisable, in whole or in part 
 
 
Transferability: The warrants will not be subject to any contractual restrictions on transfer; 

provided that the UST may only transfer or exercise an aggregate of one-
half of the warrants prior to the earlier of (i) the date on which the QFI has 
received aggregate gross proceeds of not less than 100% of the issue price 
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of the Senior Preferred from one or more Qualified Equity Offerings and 
(ii) December 31, 2009.  The QFI will file a shelf registration statement 
covering the warrants and the common stock underlying the warrants as 
promptly as practicable after the date of this investment and, if necessary, 
shall take all action required to cause such shelf registration statement to 
be declared effective as soon as possible. The QFI will also grant to the 
UST piggyback registration rights for the warrants and the common stock 
underlying the warrants and will take such other steps as may be 
reasonably requested to facilitate the transfer of the warrants and the 
common stock underlying the warrants.  The QFI will apply for the listing 
on the national exchange on which the QFI’s common stock is traded of 
the common stock underlying the warrants and will take such other steps 
as may be reasonably requested to facilitate the transfer of the warrants or 
the common stock. 

 
Voting: The UST will agree not to exercise voting power with respect to any 

shares of common stock of the QFI issued to it upon exercise of the 
warrants. 

 
Reduction: In the event that the QFI has received aggregate gross proceeds of not less 

than 100% of the issue price of the Senior Preferred from one or more 
Qualified Equity Offerings on or prior to December 31, 2009, the number 
of shares of common stock underlying the warrants then held by the UST 
shall be reduced by a number of shares equal to the product of (i) the 
number of shares originally underlying the warrants (taking into account 
all adjustments) and (ii) 0.5. 

 
Consent: In the event that the QFI does not have sufficient available authorized 

shares of common stock to reserve for issuance upon exercise of the 
warrants and/or stockholder approval is required for such issuance under 
applicable stock exchange rules, the QFI will call a meeting of its 
stockholders as soon as practicable after the date of this investment to 
increase the number of authorized shares of common stock and/or comply 
with such exchange rules, and to take any other measures deemed by the 
UST to be necessary to allow the exercise of warrants into common stock.   

 
Substitution: In the event the QFI is no longer listed or traded on a national securities 

exchange or securities association, or the consent of the QFI stockholders 
described above has not been received within 18 months after the issuance 
date of the warrants, the warrants will be exchangeable, at the option of 
the UST, for senior term debt or another economic instrument or security 
of the QFI such that the UST is appropriately compensated for the value of 
the warrant, as determined by the UST. 
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Application Guidelines for TARP Capital Purchase Program

This application is used to request participation in the Treasury Capital Purchase Program (CPP).
Under the CPP, the U.S. Department of the Treasury (Treasury) may purchase qualifying capital
in U.S. banking organizations.

The application must be submitted to the appropriate Federal banking agency (FBA) for the
applicant. If the applicant is a bank holding company, the application should be submitted to
both the applicant's holding company supervisor and the supervisor of the largest insured
depository institution controlled by the applicant. All inquiries regarding preparation of the
application should be directed to the appropriate FBA for the applicant. All applications must be
submitted no later than 5pm (EST), November 14, 2008.

More detailed information, including submission instructions, can be found at the applicable
FBA’s website:

1. For the Federal Deposit Insurance Corporation: www.fdic.gov
2. For the Federal Reserve: www.federalreserve.gov
3. For the Office of the Comptroller of the Currency: www.occ.treas.gov
4. For the Office of Thrift Supervision: www.ots.treas.gov

The terms of the CPP are described generally in this application. However, this description is
not binding on the Treasury and is intended to provide general information only. The actual
terms and conditions of the CPP are contained in documentation that will be available from the
Treasury Department on its web site at http://www.treas.gov/initiatives/eesa/.

Eligible Institutions

The CPP is available to bank holding companies, financial holding companies, insured
depository institutions and savings and loan holding companies that engage solely or
predominately in activities that are permissible for financial holding companies under relevant
law. To qualify, the applicant must be established and operating in the United States and may
not be controlled by a foreign bank or company.

Institutions must consult with their appropriate FBA prior to submitting this application.

Certain Conditions for Participation in the CPP
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To be eligible for the CPP, the applicant must receive the approval of the Treasury. In addition,
the applicant must agree to certain terms and conditions and make certain representations and
warranties described in various agreements prepared by the Treasury and available on Treasury’s
website. A summary term sheet is currently available on Treasury’s website and a detailed
investment agreement and associated documentation will be posted soon. Each applicant must
obtain and review a copy of these agreements and agree to all of the terms and conditions,
including representations and warranties, contained in these agreements. In the event the
applicant files an application with the appropriate FBA prior to the availability of the investment
agreement, the applicant must file an amended application which includes updated responses to
any items in the application that required prior review of the investment agreement.

In the event that an applicant cannot, by November 14, 2008, take action to be in compliance
with all of the terms and conditions, including the representations and warranties, contained in
the Treasury agreements, the applicant must provide an explanation of the condition or
conditions that cannot be met and the reasons the condition or conditions cannot be met. This
explanation must be attached to the application. Failure to agree to all terms and conditions may
result in disqualification from the CPP.

If the applicant receives preliminary approval to participate in the CPP from the Treasury, the
applicant will have 30 days from the date of notification to submit the investment agreements
and related documentation.

Among the conditions to participation in the CPP is the requirement that, for so long as the
Treasury owns shares or warrants in the applicant, certain senior officers of the applicant meet
standards established by the Treasury for executive compensation in certain circumstances.
These standards are explained on the Treasury web site at:
http://www.treas.gov/initiatives/eesa/executivecompensation.shtml.

For the first three years that the Treasury owns shares or warrants in the applicant, the applicant
may not increase its dividend payments on common shares without the permission of the
Treasury. In addition, the applicant may not repurchase or redeem any junior preferred shares,
preferred shares ranking pari passu with the Senior Preferred, trust preferred, or common shares
(other than in connection with certain employee benefit programs) during the first three years of
the investment without the permission of the Treasury.

Form of Capital Qualifying for Purchase

All capital purchases will occur at the highest-tier holding company in cases in which the
banking organization has a bank holding company or a savings and loan holding company. In
these cases, the capital eligible for purchase by the Treasury under the CPP is cumulative
perpetual preferred stock of the highest tier holding company. The shares must be pari passu
with the most senior preferred shares available by the applicant.

In the case of an insured depository institution that is not controlled by a company, the capital
eligible for purchase by the Treasury under the CPP is non-cumulative perpetual preferred stock
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of the insured depository institution. The shares must be pari passu with the most senior
preferred shares available by the applicant.

The maximum amount of capital eligible for purchase by the Treasury under the CPP is the
lesser of (i) an amount equal to 3 percent of the Total Risk-Weighted Assets of the applicant or
(ii) $25 billion. The minimum amount eligible for purchase under the CPP is the amount equal
to 1 percent of the Total Risk-Weighted Assets of the applicant. All measurements will be based
on the information contained in the latest quarterly supervisory report filed by the applicant with
its appropriate FBA, updated to reflect events materially affecting the financial condition of the
applicant occurring since the filing of such report.

The shares purchased by the Treasury will have a dividend rate of 5 percent per year until the
fifth anniversary of the date of the investment and a dividend rate of 9 percent per year
thereafter. Dividends not paid must cumulate over the life of the investment in the case of shares
purchased from a holding company for an insured depository institution. Shares may be
redeemed by the applicant during the first three years following the investment only from the
proceeds of a qualifying stock issuance by the applicant.

In all cases, the Treasury also must obtain warrants for common stock of the applicant. The
terms of the warrants are explained in the Treasury agreements available on the Treasury web
site. In general, the warrants must be convertible into an amount of common stock of the
applicant equivalent in value to 15 percent of the amount of the capital purchased by the
Treasury from the applicant under the CPP, calculated based on the average of closing prices of
the common stock on the 20 trading days ending on and including the last trading day prior to the
date of execution of the Purchase Agreement.

Other Information

The applicant must identify and describe any mergers, acquisitions, or other capital raisings that
are currently pending or are under negotiation and the expected consummation date.

Confidentiality

Any applicant desiring confidential treatment of specific portions of the application must submit
a request in writing with the application. The request must discuss the justification for the
requested treatment. The applicant's reasons for requesting confidentiality should specifically
demonstrate the harm (for example, loss of competitive position, invasion of privacy) that would
result from public release of information (5 U.S.C. 552). Information for which confidential
treatment is requested should be: (1) specifically identified in the public portion of the
application (by reference to the confidential section); (2) separately bound; and (3) labeled
"Confidential." The applicant should follow the same procedure when requesting confidential
treatment for the subsequent filing of supplemental information to the application.

The applicant should contact the appropriate regulatory agency for specific instructions
regarding requests for confidential treatment. The appropriate regulatory agency will determine
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whether the information will be treated as confidential and will advise the applicant of any
decision to make available to the public information labeled as "Confidential."
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Application for TARP Capital Purchase Program (CPP)

Please complete the following information and follow the submission instructions as described
on your Federal banking agency’s website. In addition to completing the information on this
form, please provide a description of any mergers, acquisitions, or other capital raisings that are
currently pending or are under negotiation and the expected consummation date (no longer than
1 page).

In the event the applicant files an application with the appropriate Federal banking agency
prior to the availability of the investment agreement, the applicant must file an amended
application which includes updated responses to any items in the application that required prior
review of the investment agreement.

Institution Name:

Address of Institution:

Primary Contact Name:

Primary Contact Phone Number:

Primary Contact Fax Number:

Primary Contact Email Address:

Secondary Contact Name:

Secondary Contact Phone Number:

Secondary Contact Fax Number:

Secondary Contact Email Address:
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RSSD, Holding Company Docket
Number and / or FDIC Certificate
Number, As Relevant:

Amount of Preferred Shares
Requested:

Amount Of Institution’s Authorized
But Unissued Preferred Stock
Available For Purchase:

Amount Of Institution’s Authorized
But Unissued Common Stock:

Amount Of Total Risk-Weighted
Assets As Reported On The
Holding Company’s Or Applicable
Institution’s Most Recent FR-Y9,
Call Report, Or TFR, As Relevant:

Institution Has Reviewed The
Investment Agreements And
Related Documentation On
Treasury’s Website (Yes/No):

Describe Any Condition, Including
A Representation Or Warranty,
Contained In The Investment
Agreements And Related
Documentation, The Institution
Believes it Cannot Comply With By
November 14, 2008 And Provide A
Timeline For Reaching
Compliance1:

Type of Company2:

Signature of Chief Executive
Officer (or Authorized Designee):

Date of Signature:

1 May be provided as an attachment, no longer than 1 page
2 Publicly Traded Stock Company; Stock Company Without Publicly Traded Shares; Other (please specify)
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Private Bank Program Q&A 
 
 

Q. What is the deadline for applying for the private CPP program? 
 

Applications must be filed by December 8, 2008.   
 
Q. How do I apply? 

 
Applicants should complete the application and follow the procedures that can be 
found on the applicable federal banking agency website or on the Treasury website at  
 http://www.treasury.gov/initiatives/eesa/application-documents.shtml. 
 
Q. What if an institution has a bank or thrift holding company application 
pending with a federal banking regulator? 
 
Institutions that have filed a bank or thrift holding company application on or before 
December 8, 2008 may apply to the TARP program through their federal banking 
regulator on a conditional basis by the applicable deadline.  In order to qualify for the 
TARP program, the applicant company must apply for approval to become a bank or 
thrift holding company through ownership of an U.S. bank or savings association that 
was in existence on or before December 8, 2008.  Final approval of the holding 
company application must be granted by the applicable federal banking agency by 
January 15, 2009.  Funding will not be provided prior to consummation of the 
transaction for which bank or thrift holding company status was necessary.  Any bank 
and thrift holding company, which received funding under TARP, must maintain its 
status as a bank or thrift holding company for as long as Treasury holds preferred 
stock and/or warrants in the company.  A bank or thrift holding company seeking to 
terminate its status as such must fully redeem all preferred stock and warrants held by 
Treasury prior to terminating its status.   
 
Q. Will you require the issuance of Warrant Preferred from all QFIs 
participating in the Capital Purchase Program? 

 
Treasury has discretion to exempt certain investments from the warrant requirements 
(Sec. 113(d) (3) of the Emergency Economic Stabilization Act of 2008). We are using 
this discretion conservatively because of our interest in providing a return for the 
taxpayer in making these investments.  For this reason, we have determined not to 
require a warrant to purchase additional preferred stock for a limited class of 
qualifying institutions.  If a QFI meets the following requirements, then the UST will 
not require the issuance of the Warrant Preferred shares: the size of the investment 
must be $50 million or less and the QFI must be a certified Community Development 
Financial Institution (CDFI).  QFIs must file an application for certification as a CDFI 
by December 8, 2008.  If a QFI has applied for CDFI certification, and it is eligible 
for funding under the CPP program, it will receive conditional approval, which will 
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be contingent on the QFI receiving the CDFI certification.  The CDFI certification 
must be approved by January 15, 2009. 
 
Q. What is a CDFI and where can I get additional information about them? 

 
A CDFI is a specialized financial institution that works in market niches that are 
underserved by traditional financial institutions. CDFIs provide a unique range of 
financial products and services in economically distressed target markets, such as 
mortgage financing for low-income and first-time homebuyers and not-for-profit 
developers, flexible underwriting and risk capital for needed community facilities, 
and technical assistance, commercial loans and investments to small start-up or 
expanding businesses in low-income areas.   
 
Q. How do I get information about becoming a CDFI? 
 
Additional information about becoming a CDFI can be found at 
http://www.cdfifund.gov/ 
 
Q. Must I currently be a CDFI to qualify for the exemption from the Warrant 
Preferred? 
 
In order to qualify for the exemption, you must have a completed application to be a 
CDFI at the time your application is filed with the CPP.  In order to qualify for the 
exemption, your CDFI application must be approved at the time of the closing of the 
investment.  The CDFI Fund has pledged that it will streamline the certification 
process to 30 days in order to qualify for this exemption. 
 
Q. Does this term sheet and deadline apply to S-Corporations and mutual 
organizations? 

 
No.  These structures are still under consideration.  The deadline for this program will 
not apply to programs for S-Corporations and mutuals. 
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Summary of Terms 

 
Eligible Asset Guarantee 

 
      
Eligible Assets: Asset pool consisting of loans and securities backed by residential real 

estate and commercial real estate, and their associated hedges, as agreed,   
and other such assets as the U.S. Government (USG) has agreed to 
guarantee.  Each specific asset must be identified on signing of guarantee 
agreement. Assets will remain on the books of institution but will be 
appropriately “ring-fenced.” 

 
Size: Up to $306 bn in assets to be guaranteed (based on valuation agreed upon 

between institution and USG). 
 
 
Term of Guarantee: FDIC standard loss-sharing protocol:  Guarantee is in place for 10 years 

for residential assets, 5 years for non-residential assets. 
 
Deductible: Institution absorbs all losses in portfolio up to $29 bn (in addition to 

existing reserves) 
 

Any losses in portfolio in excess of that amount are shared USG (90%) 
and institution (10%). 
 
USG share will be allocated as follows:  

UST (via TARP) second loss up to $5 bn; 
FDIC takes the third loss up to $10 bn;  
 

Financing: Federal Reserve funds remaining pool of assets with a non-recourse loan, 
subject to the institution’s 10% loss sharing, at a floating rate of OIS plus 
300bp.  Interest payments are with recourse to the institution.  
 

Fee for Guarantee - 
Preferred Stock: Institution will issue $7 bn of preferred stock with an 8% dividend rate 

(under terms described below).  $4 bn of preferred will be issued to UST.  
$3 bn will be issued to the FDIC.       

     
Management of  
Assets:   USG will provide institution with a template to manage guaranteed assets   

This template will include the use of mortgage modification procedures 
adopted by the FDIC, unless otherwise agreed. 

 
Risk Weighting: Institution will retain the income stream from the guaranteed assets.  Risk 

weighting for assets will be 20%.  
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Dividends: Institution is prohibited from paying common stock dividends, in excess 

of $.01 per share per quarter, for 3 years without UST/FDIC/FRB consent.  
A factor taken into account for consideration of the USG’s consent is the 
ability to complete a common stock offering of appropriate size. 

 
Executive 
Compensation: An executive compensation plan, including bonuses, that rewards long-

term performance and profitability, with appropriate limitations, must be 
submitted to, and approved by, the USG 

 
Corporate  
Governance: Other matters as specified  
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Preferred Securities  
 

      
Issuer:   Citigroup (“Citi”) 
 
Initial Holder: United States Department of the Treasury (“UST”). 
 
Size: $20 billion 
  
Security: Preferred, liquidation preference $1,000 per share.  (Depending upon the 

available authorized preferred shares, the UST may agree to purchase 
preferred with a higher liquidation preference per share, in which case the 
UST may require Citi to appoint a depositary to hold the Preferred and 
issue depositary receipts.) 

 
Ranking: Same terms as preferred issued in CPP.  
 
Term: Perpetual life. 
 
Dividend: The Preferred will pay cumulative dividends at a rate of 8% per annum.  

Dividends will be payable quarterly in arrears on February 15, May 15, 
August 15 and November 15 of each year. 

 
Redemption: In stock or cash, as mutually agreed between UST and Citi.  Otherwise, 

redemption terms of CPP preferred terms apply.  
 
Restrictions  
on Dividends:   Institution is prohibited from paying common stock dividends, in excess 

of $.01 per share per quarter, for 3 years without UST consent.  A factor 
taken into account for consideration of the UST’s consent is the ability to 
complete a common stock offering of appropriate size.  
 

Repurchases: Same terms as preferred issued in CPP.  
 
Voting rights: The Preferred shall be non-voting, other than class voting rights on (i) any 

authorization or issuance of shares ranking senior to the Preferred, (ii) any 
amendment to the rights of Preferred, or (iii) any merger, exchange or 
similar transaction which would adversely affect the rights of the 
Preferred. 

  
 If dividends on the Preferred are not paid in full for six dividend periods, 

whether or not consecutive, the Preferred will have the right to elect 2 
directors.  The right to elect directors will end when full dividends have 
been paid for (i) all prior dividend periods in the case of cumulative 
Preferred or (ii) four consecutive dividend periods in the case of non-
cumulative Preferred. 
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Transferability: The Preferred will not be subject to any contractual restrictions on 
transfer. 

 
Executive 
Compensation: An executive compensation plan, including bonuses, that rewards long-

term performance and profitability, with appropriate limitations, must be 
submitted to, and approved by, the USG. 

 
 

Summary of Warrant Terms 
 
Warrant: Institution will issue a warrant to UST for an aggregate exercise value of 

10% of the total preferred issued to USG (in both transactions) ($2.7 bn). 
 
Exercise Price: The strike price will be equal to $10.61 per share (the 20 day trailing 

average ending on November 21, 2008).  The warrants issued to UST are 
not subject to reduction based on additional offerings.   

 
Term:   Ten years, immediately exercisable, in whole or in part. 
 
 
 
 
DEPARTMENT OF THE TREASURY  FEDERAL RESERVE BOARD 
 
 
 
__________________________   _______________________________  
 
 
 
 
CITIGROUP INC.     FEDERAL DEPOSIT INSURANCE CORP. 
 
 
 
 
___________________________   ______________________________ 
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Release Date: November 25, 2008  

For release at 8:15 a.m. EST  

The Federal Reserve Board on Tuesday announced the creation of the Term
Backed Securities Loan Facility (TALF), a facility that will help market partic
meet the credit needs of households and small businesses by supporting th
of asset-backed securities (ABS) collateralized by student loans, auto loans
card loans, and loans guaranteed by the Small Business Administration (SB

Under the TALF, the Federal Reserve Bank of New York (FRBNY) will lend 
$200 billion on a non-recourse basis to holders of certain AAA-rated ABS ba
newly and recently originated consumer and small business loans. The FRB
lend an amount equal to the market value of the ABS less a haircut and will 
secured at all times by the ABS.  The U.S. Treasury Department--under the 
Assets Relief Program (TARP) of the Emergency Economic Stabilization Ac
will provide $20 billion of credit protection to the FRBNY in connection with t
The attached terms and conditions document describes the basic terms and
operational details of the facility.  The terms and conditions are subject to ch
based on discussions with market participants in the coming weeks. 

New issuance of ABS declined precipitously in September and came to a ha
October. At the same time, interest rate spreads on AAA-rated tranches of A
soared to levels well outside the range of historical experience, reflecting un
high risk premiums.  The ABS markets historically have funded a substantia
consumer credit and SBA-guaranteed small business loans.  Continued disr
these markets could significantly limit the availability of credit to households
businesses and thereby contribute to further weakening of U.S. economic ac
The TALF is designed to increase credit availability and support economic a
facilitating renewed issuance of consumer and small business ABS at more 
interest rate spreads. 

TALF Terms and conditions (72 KB PDF) 
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Term Asset-Backed Securities Loan Facility (TALF) 
Terms and Conditions1 

Facility 

The TALF will be a Federal Reserve credit facility authorized under section 13(3) of 
the Federal Reserve Act.  The TALF is intended to assist the credit markets in 
accommodating the credit needs of consumers and small businesses by facilitating the 
issuance of asset-backed securities (ABS) and improving the market conditions for 
ABS more generally. 

The Federal Reserve Bank of New York (FRBNY) will make up to $200 billion of 
loans under the TALF.  TALF loans will have a one-year term, will be non-recourse 
to the borrower, and will be fully secured by eligible ABS.  The U.S. Treasury 
Department will provide $20 billion of credit protection to the Federal Reserve in 
connection with the TALF, as described below. 

Eligible Collateral  

Eligible collateral will include U.S. dollar-denominated cash (that is, not synthetic) 
ABS that have a long-term credit rating in the highest investment-grade rating 
category (for example, AAA) from two or more major nationally recognized statistical 
rating organizations (NRSROs) and do not have a long-term credit rating of below 
the highest investment-grade rating category from a major NRSRO. 

All or substantially all of the credit exposures underlying eligible ABS must be newly 
or recently originated exposures to U.S.-domiciled obligors.  The underlying credit 
exposures of eligible ABS initially must be auto loans, student loans, credit card loans, 
or small business loans guaranteed by the U.S. Small Business Administration.  The 
set of permissible underlying credit exposures of eligible ABS may be expanded later 
to include commercial mortgage-backed securities, non-Agency residential mortgage-
backed securities, or other asset classes.  The underlying credit exposures must not 
include exposures that are themselves cash or synthetic ABS. 

Originators of the credit exposures underlying eligible ABS (or, in the case of SBA-
guaranteed loans, the ABS sponsor) must have agreed to comply with, or already be 
subject to, the executive compensation requirements in section 111(b) of the 
Emergency Economic Stabilization Act of 2008. 

                                                            
1  The Federal Reserve reserves the right to review and make adjustments to these terms and conditions – including size 
of program, pricing, loan maturity, and asset and borrower eligibility requirements – consistent with the policy objectives 
of the TALF. 

TAB F - Other Materials



 

Eligible collateral for a particular borrower must not be backed by loans originated by 
the borrower or by an affiliate of the borrower. 

Eligible Borrowers 

All U.S. persons that own eligible collateral may participate in the TALF.  A U.S. 
person is a natural person that is a U.S. citizen, a business entity that is organized 
under the laws of the United States or a political subdivision or territory thereof 
(including such an entity that has a non-U.S. parent company), or a U.S. branch or 
agency of a foreign bank. 

Transaction Structure  

Credit extensions under the TALF will be in the form of non-recourse loans secured 
by eligible collateral.  Substitution of collateral during the term of the loan will not be 
allowed.  TALF loans will have a one-year term, with interest payable monthly.  The 
term of TALF loans may be lengthened later if appropriate.  TALF loans will not be 
subject to mark-to-market or re-margining requirements. 

Any remittance of principal or interest on eligible collateral must be used immediately 
to pay interest due on, or reduce the principal amount of, the TALF loan. 

Haircuts 

Collateral haircuts will be established by the FRBNY for each class of eligible 
collateral.  Haircuts will be determined based on the price volatility of each class of 
eligible collateral. 

Pricing and Allocation 

The FRBNY will offer a fixed amount of loans under the TALF on a monthly basis.  
TALF loans will be awarded to borrowers each month based on a competitive, sealed 
bid auction process.  Each bid must include a desired amount of credit and an interest 
rate spread over one-year OIS.  The FRBNY will set minimum spreads for each 
auction. 

The FRBNY will reserve the right to reject or declare ineligible any bid, in whole or in 
part, in its discretion.  In this regard, the FRBNY will develop and implement 
procedures to identify for further scrutiny potentially high-risk ABS that a borrower 
proposes to pledge to the FRBNY under the TALF. 

The FRBNY will assess a non-recourse loan fee at the inception of each loan 
transaction.  
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Roles of Primary Dealers and Clearing Banks 

Each borrower must use a primary dealer, which will act as agent for the borrower, to 
access the TALF and must deliver eligible collateral to a clearing bank. 

Role of the U.S. Treasury Department 

The FRBNY will create an SPV to purchase and manage any assets received by the 
FRBNY in connection with any TALF loans.  The FRBNY will enter into a forward 
purchase agreement with the SPV under which the SPV will commit, for a fee, to 
purchase all assets securing a TALF loan that are received by the FRBNY at a price 
equal to the TALF loan amount plus accrued but unpaid interest.  The U.S. Treasury’s 
Troubled Assets Relief Program (TARP) will purchase subordinated debt issued by 
the SPV to finance the first $20 billion of asset purchases.  If more than $20 billion in 
assets are purchased by the SPV, the FRBNY will lend additional funds to the SPV to 
finance such additional purchases.  The FRBNY’s loan to the SPV will be senior to 
the TARP subordinated loan, with recourse to the SPV, and secured by all the assets 
of the SPV.  All cash flows from SPV assets will be used first to repay principal and 
interest on the FRBNY senior loan until the loan is repaid in full.  Next, cash flows 
from assets will be used to repay principal and interest on the TARP subordinated 
loan until the loan is repaid in full.  Residual returns from the SPV will be shared 
between the FRBNY and the U.S. Treasury. 

Executive Compensation Requirements 

Originators of the credit exposures underlying eligible ABS (or, in the case of SBA-
guaranteed loans, the ABS sponsor) must have agreed to comply with, or already be 
subject to, executive compensation standards consistent with the U.S. Treasury’s 
TARP guidelines applicable to its Capital Purchase Program. 

Termination Date 

The facility will cease making new loans on December 31, 2009, unless the Board 
agrees to extend the facility. 
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Release Date: November 25, 2008  

For release at 8:15 a.m. EST  

The Federal Reserve announced on Tuesday that it will initiate a program to purchase 
the direct obligations of housing-related government-sponsored enterprises (GSEs)--
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks--and mortgage-backed 
securities (MBS) backed by Fannie Mae, Freddie Mac, and Ginnie Mae.  Spreads of 
rates on GSE debt and on GSE-guaranteed mortgages have widened appreciably of 
late.  This action is being taken to reduce the cost and increase the availability of 
credit for the purchase of houses, which in turn should support housing markets and 
foster improved conditions in financial markets more generally. 

Purchases of up to $100 billion in GSE direct obligations under the program will be 
conducted with the Federal Reserve's primary dealers through a series of competitive 
auctions and will begin next week.  Purchases of up to $500 billion in MBS will be 
conducted by asset managers selected via a competitive process with a goal of 
beginning these purchases before year-end.  Purchases of both direct obligations and 
MBS are expected to take place over several quarters.  Further information regarding 
the operational details of this program will be provided after consultation with market 
participants. 
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Commercial Paper Funding Facility: 
Frequently Asked Questions 

The following is intended to address operational questions about the 
Commercial Paper Funding Facility (CPFF). 

Effective November 5, 2008  
 

Why is the Federal Reserve establishing the CPFF? 
The commercial paper market has been under considerable strain in 
recent weeks as money market mutual funds and other investors, 
themselves often facing liquidity pressures, have become 
increasingly reluctant to purchase commercial paper, especially at 
longer-dated maturities.  As a result, an increasingly high 
percentage of outstanding commercial paper must now be 
refinanced each day, interest rates on longer-term commercial 
paper have increased significantly, and the volume of outstanding 
commercial paper has declined.  A large share of outstanding 
commercial paper is issued or sponsored by financial intermediaries, 
and their difficulties placing commercial paper have reduced their 
ability to meet the credit needs of businesses and households. 

What is the purpose of the CPFF? 
The purpose of the CPFF is to enhance the liquidity of the 
commercial paper market by increasing the availability of term 
commercial paper funding to issuers and by providing greater 
assurance to both issuers and investors that firms will be able to roll 
over their maturing commercial paper.  These steps should 
contribute to an overall improvement of conditions in credit markets.

How will the CPFF work? 
The CPFF will provide a liquidity backstop to U.S. issuers of 
commercial paper through a special purpose vehicle (SPV) that will 
purchase eligible three-month unsecured and asset-backed 
commercial paper from eligible issuers using financing provided by 
the Federal Reserve Bank of New York.  The SPV will hold the 
commercial paper until maturity and will use the proceeds from 
maturing commercial paper and other assets of the SPV to repay its 
loan from the New York Fed. 

When will the CPFF become operational? 
The CPFF will become operational on October 27, 2008. 

What issuers will be eligible to sell commercial paper to the 
SPV? 
Only U.S. issuers of commercial paper, including U.S. issuers with a 
foreign parent, are eligible to sell commercial paper to the SPV. A 
U.S. issuer is an entity organized under the laws of the United 
States or a political subdivision or territory thereof or is a U.S. 
branch of a foreign bank. 
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Can an issuer sell commercial paper directly to the SPV?  
Issuers may only sell commercial paper to the SPV through the New 
York Fed’s primary dealers.   

May investors sell outstanding commercial paper to the SPV?  
No.  The SPV will only purchase commercial paper from issuers.   

May an issuer repurchase outstanding commercial paper 
from investors and finance that repurchase by selling 
commercial paper to the SPV through the New York Fed’s 
primary dealers? 
Yes. 

Are issuers required to register with the CPFF? 
Yes, issuers must register with the CPFF in order to sell commercial 
paper to the SPV.  The registration period begins on Monday, 
October 20, 2008; registration materials, including wire instructions 
and a registration form, will be available on this date at 
http://www.newyorkfed.org/markets/cpff.html.   The 10 basis point 
facility fee must be paid upon registration. 

Issuers are only required to register once.  To access the facility on 
October 27, 2008, an issuer must register no later than Thursday, 
October 23, 2008.  Thereafter, issuers that have not registered with 
the CPFF will be required to register two business days in advance of 
their intended use of the CPFF.   Registration is not required by an 
issuer that does not intend to access the CPFF.   

How is “issuer” defined for the purposes of registration in the 
CPFF? 
Each legal entity that issues commercial paper is considered a 
separate “issuer” within the construct of the CPFF.  If a parent 
company and a subsidiary issue commercial paper separately, they 
are considered separate issuers for the purposes of the CPFF. 

Will there be any limits on the amount of commercial paper 
that the SPV will purchase from each issuer?  
The maximum amount of a single issuer’s commercial paper the SPV 
may own at any time will be the greatest amount of U.S. dollar-
denominated commercial paper the issuer had outstanding on any 
day between January 1 and August 31, 20081. The SPV will not 
purchase additional commercial paper from an issuer whose total 
commercial paper outstanding to all investors (including the SPV) 
equals or exceeds the issuer’s limit. For example, the issuer certifies 
that the maximum amount of commercial paper that it can sell to 
the SPV is $1 billion. On October 27, 2008, the issuer has $500 
million in commercial paper outstanding with investors, maturing on 
February 18, 2009. On October 28, 2008, it sells $500 million of 
commercial paper to the SPV, reaching the maximum amount of 
commercial paper that the issuer can sell to the SPV at that time. In 
November, the issuer sells $300 million in 6-month commercial 
paper to investors other than the SPV.  On January 26, 2009, when 
the commercial paper owned by the SPV matures, the SPV will only 
be able to buy $200 million of commercial paper from this issuer. 

How should an issuer with multiple commercial paper 
programs determine the maximum amount of commercial 
paper that the SPV may own at any time? 
An issuer with multiple commercial paper programs should 
determine the maximum amount of commercial paper that the SPV 
may own at any time by summing outstanding CP across all 
programs each day between January 1, 2008 and August 31, 2008 
and identifying the peak daily amount within that timeframe. 
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Must  an issuer include extendable commercial paper when 
calculating the maximum amount of the issuer’s commercial 
paper that the SPV may own at one time? 
Yes.   

If an issuer does not intend to sell its maximum allowable 
amount of commercial paper to the SPV, may it base its 
facility fee on the amount of commercial paper it intends to 
sell to the SPV? 
No.  The fee is based on the maximum amount of an issuer’s 
commercial paper the SPV may own. 

How will the New York Fed determine the maximum amount 
of a single issuer’s commercial paper that the SPV may own 
at one time? 
Upon registration with the CPFF, the issuer will be required to certify 
the maximum amount of U.S. dollar-denominated commercial paper 
it had outstanding on any day between January 1 and August 31, 
2008.  The New York Fed retains the right to verify that maximum 
amount.     

What types of commercial paper will be eligible for purchase 
by the SPV? 
The SPV will purchase unsecured and asset-backed commercial 
paper (ABCP).  The commercial paper must be rated at least A-1/P-
1/F1 by a major nationally recognized statistical rating organization 
(NRSRO) and, if rated by multiple major NRSROs, must be rated at 
least A-1/P-1/F1 by two or more major NRSROs.  The commercial 
paper must be U.S. dollar-denominated and have a three-month 
maturity.   

Does CPFF eligibility include programs in which there are co-
issuers? 
If one of the co-issuers of commercial paper is a U.S. issuer of 
commercial paper and the issuer meets all other program terms and 
conditions, the commercial paper will be considered eligible.  
However, as with all eligibility requirements, the New York Fed 
reserves the right to limit or prohibit participation in the CPFF. 

May U.S. branches of foreign banking organizations sell 
commercial paper to the SPV? 
Yes, if a U.S. branch of a foreign banking organization had 
commercial paper outstanding between January 1 and August 30, 
2008, it may sell commercial paper to the SPV.  The U.S. branch 
may not sell any commercial paper issued by other parts of the 
banking organization to the SPV.   In addition, in determining the 
Maximum Face Value in item 2 of the CPFF issuer registration form, 
the U.S. branch must not include any commercial paper issued by 
other parts of the organization. 

Will the SPV purchase commercial paper with an extendable 
maturity?  
No.   

May municipal commercial paper issuers participate in the 
CPFF? 
At this time the CPFF is not open to municipal issuers. 

Does participation in the FDIC’s Temporary Liquidity 
Guarantee Program qualify as a satisfactory guarantee for 
unsecured commercial paper under the terms and conditions 
of the CPFF? 
Yes. Issuers whose commercial paper is covered by the FDIC’s 
Temporary Liquidity Guarantee Program will be considered 
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guaranteed to the satisfaction of the New York Fed under the terms 
and conditions of the CPFF. However, during the initial opt-out 
period (ending on December 5, 2008) of the FDIC's Program, any 
such issuer that sells commercial paper to the SPV still will be 
required to pay the 100 basis point unsecured credit surcharge. If 
the issuer does not opt out of the FDIC’s Program at the end of the 
opt-out period, the issuer will be entitled to a reimbursement of the 
unsecured credit surcharge. 

After the expiration of the opt-out period, issuers who do not opt out 
of the FDIC’s Program will not be subject to the unsecured credit 
surcharge for commercial paper subsequently sold to the SPV.  

At what price will the SPV purchase commercial paper? 
The commercial paper purchased by the SPV will be discounted 
based on a rate equal to a spread over the three-month overnight 
index swap (OIS) rate on the day of purchase.  The SPV will not 
purchase interest-bearing commercial paper.  The spread for 
unsecured commercial paper will be 100 basis points per annum and 
the spread for ABCP will be 300 basis points per annum.  For 
unsecured commercial paper, a 100 basis points per annum 
unsecured credit surcharge must be paid on each trade execution 
date.   

How will an issuer pay the 100 basis point unsecured credit 
surcharge for unsecured commercial paper? 
On each unsecured commercial paper transaction, the issuer will be 
charged 100 basis points per annum, on the face value of the 
commercial paper at time of settlement.  When distributing the 
proceeds of the new commercial paper issuance, the SPV will reduce 
the proceeds due to the issuer by an amount equal to the unsecured 
credit surcharge on the face value of the commercial paper.   

When will the daily lending rates be announced? 
The CPFF daily lending rates will be posted on the New York Fed 
website each day at 8:00 a.m. ET.  In addition, the rates will be 
published on the BLOOMBERG PROFESSIONAL® service on the CPFF 
page. 

By what time will the primary dealers be required to notify 
New York Fed's asset manager of CPFF transactions? 
A primary dealer must notify the asset manager of the amount of 
commercial paper that the eligible issuers the dealer supports are 
interested in selling to the SPV no later than 10:30 a.m. ET.     

What are the maximum and minimum transaction sizes? 
Although there are no system constraints on the maximum 
transaction size, the maximum transaction size may not exceed the 
maximum amount of commercial paper the SPV may own at one 
time.  The minimum transaction size accepted over the BLOOMBERG 
PROFESSIONAL BOOM® platform is $250,000.     

What time will an issuer receive payments for commercial 
paper sold to the SPV? 
Consistent with market convention, commercial paper purchased by 
the SPV will settle in accordance with the standard settlement times 
established by the Depository Trust Company (DTC).  An issuer’s 
issuing and paying agent determines the time that an issuer 
receives the proceeds from net new issuance. 

How will the SPV be funded? 
The SPV will be funded by loans provided by the New York Fed at 
the target federal funds rate.  All credit extended to the SPV will be 
with full recourse to the SPV and secured by all the assets of the 
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SPV.   

Who will be the asset manager for the SPV? 
PIMCO will serve as asset manager and State Street Bank and Trust 
Company will serve as custodian and administrator, subject to 
reaching final agreement on terms that are mutually acceptable. 

Over what time period will the SPV operate? 
The SPV will begin purchasing commercial paper on October 27, 
2008, and will cease purchasing commercial paper on April 30, 
2009, unless the Board of Governors of the Federal Reserve System 
extends the CPFF.  The New York Fed will continue to fund the SPV 
after such date until the SPV’s underlying assets mature.  

What is the legal basis for the CPFF? 
The CPFF is authorized under Section 13(3) of the Federal Reserve 
Act, which permits the Board, in unusual and exigent circumstances, 
to authorize Reserve Banks to extend credit to individuals, 
partnerships, and corporations that are unable to obtain adequate 
credit accommodations. 

In what way is the U.S. Treasury supporting the CPFF? 
The U.S. Treasury believes this facility is necessary to prevent 
substantial disruptions to the financial markets and the economy 
and will make a special deposit at the New York Fed in support of 
this facility.   

How will the Federal Reserve report lending under the CPFF? 
The Federal Reserve will not publicly disclose the individual issuers 
or the amounts provided to individual issuers by the CPFF.  Balance 
sheet items related to the SPV and CPFF will be reported on the 
H.4.1 weekly statistical release titled "Factors Affecting Reserve 
Balances of Depository Institutions and Condition Statement of 
Federal Reserve Banks."  There will be an explanatory cover note on 
the release when the items are added.   

Where should questions regarding the CPFF be directed? 
Questions should be directed to the New York Fed's Public Affairs 
department: 212-720-6130.  

_____________________ 
1An issuer may not substitute a lower amount, such as a current 
authorized lending amount, for the maximum amount of commercial 
paper that the SPV may own.  

FAQs: October 27, 2008 ››
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er Materials
Preface

The Federal Credit Reform Act of 1990 (FCRA) changed the budgetary accounting for 
federal direct and guaranteed loans from a cash basis to an accrual basis. That shift requires 
that the government’s expected losses from such loans—because of defaults and interest rate 
subsidies—be recognized in the budget when the credit is extended. The FCRA specifies that 
uncertain future cash flows associated with such loans be converted (discounted) to their 
present values using the interest rates on Treasury securities.

With credit-reform rules having been in effect for more than a decade, the Chairman of the 
House Budget Committee has asked the Congressional Budget Office (CBO) to reexamine 
the provisions of the FCRA with an eye toward identifying possible improvements in, and 
extensions of, that accrual basis of budgetary accounting. This study—which is one part of 
CBO’s response to that request—focuses on using commercial interest rates, which incorpo-
rate risk, instead of risk-free Treasury rates to measure the cost of federal credit programs.

Deborah Lucas, Marvin Phaup, and Ravi Prasad prepared this report under the direction of 
Roger Hitchner of CBO’s Microeconomic and Financial Studies Division. (Ravi Prasad, now 
with Bank of America Securities, contributed to this study while serving as a consultant to 
CBO.) Kim Cawley, Paul Cullinan, Robert Dennis, Peter Fontaine, Kathy Gramp, Arlene 
Holen, Albert Metz, Elizabeth Robinson, Robert Sunshine, David Torregrosa, Eric Wang, 
and Thomas Woodward of CBO contributed helpful comments on earlier drafts, and Wendy 
Kiska provided technical assistance. Susan Woodward of Sand Hill Econometrics and Michael 
Falkenheim, Robert Kilpatrick, and Sangkyun Park of the Office of Management and Budget 
reviewed earlier versions of this report; Robert McDonald of Northwestern University offered 
technical advice. (The assistance of such external participants implies no responsibility for the 
final product, which rests solely with CBO.)

Christian Spoor edited the study, and John Skeen proofread it. Maureen Costantino produced 
the cover and prepared the report for publication. Lenny Skutnik printed the initial copies, 
and Annette Kalicki prepared the electronic versions for CBO’s Web site (www.cbo.gov).

Douglas Holtz-Eakin
Director

August 2004
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ls
Estimating the Value of Subsidies
for Federal Loans

and Loan Guarantees

Introduction and Summary
To achieve some of its policy goals, the federal govern-
ment reduces the price and increases the availability of 
credit for particular uses by guaranteeing private loans or 
making loans directly. In fiscal year 2003, the govern-
ment guaranteed $365 billion in new loans. More than 
two-thirds of them were for home mortgages, although 
the government also provides loan guarantees to com-
panies in specific sectors, such as the airline, steel, oil, gas, 
and rural television industries. In addition, the govern-
ment extended $36 billion in direct loans in 2003, many 
of them through its student loan programs. In all, the 
federal direct and guaranteed loans that were outstanding 
last year had a total value of $1.4 trillion—nearly two-
thirds more than the value 10 years earlier (see Summary 
Figure 1).1 

Those credit activities convey subsidies to borrowers—in 
the form of more-attractive loan terms than borrowers 
might otherwise obtain—at a cost to the government. 
The way that cost is treated in the federal budget has 
changed over time, most significantly in 1990 with the 
enactment of the Federal Credit Reform Act (FCRA). 
That legislation redefined the budgetary cost of federal 
credit activity: instead of the annual cash flow on all out-
standing federal loans and loan guarantees, the budget 
now records the present value of future cash flows on 
credit extended in the current budget year. In making 
that change, the FCRA effectively put the accounting of 
federal credit on an accrual basis (as is the case for interest 
on federal debt held by the public and some pension costs 
for federal employees).2

The government’s estimates of its subsidy costs for loans 
and loan guarantees are modest, especially in relation to 
the volume of those loans. For example, the $36 billion in 
new direct loans obligated in 2003 are estimated to cost 
the government $657 million over the life of the loans—
or $1.83 for each $100 lent (a subsidy rate of 1.83 per-
cent).3 Similarly, the $365 billion in new guarantee com-
mitments made in 2003 are estimated to cost $4.2 bil-
lion—or $1.15 per $100 guaranteed (a subsidy rate of 
1.15 percent). Some federal credit programs, such as di-
rect student loans and the Federal Housing Administra-
tion’s mortgage insurance, appear to make money for the 
government. 

Although the government and private lenders estimate 
the value of loans and loan guarantees in essentially the 
same way, two exceptions make government credit pro-
grams seem less costly than comparable credit extended 
by private financial institutions. First, federal agencies’ 
administrative expenses are not included in estimates of 
subsidy costs (though they appear elsewhere in the federal 
budget). Second, those estimates exclude the cost of mar-
ket risk—the compensation that investors require for the

1. For more details about the volume and cost of federal credit pro-
grams, see Appendix A.

2. See the Federal Credit Reform Act of 1990, included as title XIII, 
section 13201 of the Omnibus Budget Reconciliation Act of 
1990; 2 U.S.C. 661, 104 Stat. 1388-610. See also Congressional 
Budget Office, Estimating the Costs of One-Sided Bets: How CBO 
Analyzes Proposals with Asymmetric Uncertainties (October 1999); 
Office of Management and Budget, “Federal Credit,” part 5 of 
Preparation, Submission, and Execution of the Budget, Circular 
No. A-11 (July 2004), available at www.whitehouse.gov/omb/
circulars/a11/current_year/s185.pdf; and Marvin Phaup, “Credit 
Reform, Negative Subsidies, and FHA,” Public Budgeting & Fi-
nance, vol. 16, no. 1 (1996), pp. 23-36.

3. Budget of the United States Government, Fiscal Year 2005: Analyti-
cal Perspectives, Tables 7-3 and 7-4.
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Summary Figure 1.

Federal Credit Outstanding, 1993 
to 2003
(Billions of dollars)

Source: Congressional Budget Office based on data from the 
Office of Management and Budget.

uncertainty of expected but risky cash flows. The reason 
is that the FCRA requires analysts to calculate present 
values by discounting expected cash flows at the interest 
rate on risk-free Treasury securities (the rate at which the 
government borrows money).4 In contrast, private finan-
cial institutions use risk-adjusted discount rates to calcu-
late present values.

Despite those limitations, credit-reform accounting pro-
vides more-useful cost estimates than did the cash-basis 
accounting it replaced. The current approach is forward- 
looking for the life of a loan; it accounts for the time 
value of money; and it generally assigns the same budget-
ary cost to equivalent loans and loan guarantees. 

The FCRA adopted the private market’s definition of 
value (the present value of expected cash flows, with the 
two exceptions noted above) in an attempt to “place the 
cost of credit programs on a budgetary basis equivalent to 
other federal spending . . . and improve the allocation of 
resources among credit programs and between credit and 
other spending programs.”5 The costs of other programs 
in the federal budget are based on market prices—such as 
the estimated price of buying a weapon, repairing a road, 
or furnishing a service. In the case of credit programs, 
however, omitting some of the costs of providing credit 
results in an overstatement of the value of the govern-
ment’s loans and guarantees. One indication of that over-
statement is that proposed sales of federal loans to private 
investors usually appear to result in losses to the govern-
ment because the market value of a loan is almost always 
less than the credit-reform value. The primary reason is 
the difference in discount rates used by the market and 
under credit reform.

Following more than a decade of experience with credit 
reform and rapid advances in financial theory and prac-
tice, this Congressional Budget Office (CBO) study re-
examines the use of risk-free Treasury rates to value fed-
eral loans and guarantees and to estimate their subsidy 
costs.6 It discusses two approximately equivalent modifi-
cations to the current approach, both of which would use 
market prices: risk-adjusted discounting and options 
pricing. The analysis then employs options pricing to 
show how that method’s estimates of federal subsidy costs 
differ from Treasury-rate estimates for two major govern-
ment loan guarantees—those made to Chrysler in 1980 
and America West Airlines (AWA) in 2002.

Those two loan guarantees were riskier than the ones typ-
ically made under government credit programs. Thus, the 
difference between market-value estimates of their costs 
and Treasury-rate estimates would be expected to be 
greater than for many other programs. Nevertheless, for 
all programs, ignoring the cost of risk understates the fed-
eral cost of credit assistance, potentially biasing the allo-
cation of budgetary resources. For example, excluding the 

4. Calculations of present value (a single number that expresses a 
flow of current and future payments in terms of an equivalent 
lump sum paid today) depend on the particular interest rate used. 
For example, if $100 is invested on January 1 at an annual interest 
rate of 5 percent, it will grow to $105 by January 1 of the next 
year. Hence, under the assumption of a 5 percent annual interest 
rate (or discount rate), the present value of $105 payable a year 
from today would be $100.
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5. 2 U.S.C. 661.

6. Although Treasury securities are free from the risk of default, they 
are subject to other risks, including price risk (the risk that 
changes in market interest rates or other factors will alter the value 
of the securities). That risk is reflected in the market prices and 
yields on Treasury debt. In this study, the term “risk- free Treasury 
rates” refers only to the default-free quality of those securities.
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cost of risk from budget and program decisions may mis-
lead policymakers by suggesting that some federal credit 
programs provide financial resources to the government 
at no cost to taxpayers. It also encourages reliance on 
credit rather than other policies that might be more effi-
cient in achieving particular goals.

The principal conclusions of this study are these:

B Market risk is a cost to the government.

B With the exception of administrative costs, projected 
cash flows on federal loans and loan guarantees are 
identical under credit-reform and market valuation. 
The key difference between the two methods is the use 
of different discount rates.

B Using Treasury rates to discount expected cash flows 
neglects the cost of market risk and results in the sys-
tematic understatement of costs for both direct and 
guaranteed loans. Using risk-adjusted discount rates, 
which include the cost of market risk, would correct 
that understatement and improve the comparability of 
budgetary costs for credit and other programs.

B For some federal loans and guarantees, risk adjustment 
can have a significant effect on cost estimates. For in-
stance, when the market price of risk is taken into ac-
count, the subsidy rate on the Chrysler loan guarantee 
is 15.9 percent rather than 7.2 percent, CBO esti-
mates, and the subsidy rate on the America West guar-
antee is 6.9 percent instead of -12.7 percent. For other 
programs with less exposure to market risk, the effect 
on subsidy estimates may be much smaller. (Producing 
estimates for other programs was beyond the scope of 
this analysis.)

B Which market-pricing method is appropriate to use 
for a federal credit program depends on the character-
istics of the program and of borrowers. This study uses 
an options-pricing approach to estimate the value of 
the Chrysler and AWA loan guarantees. That method 
is well suited to valuing federal loans and guarantees to 
private companies. For other programs, such as those 
providing student loans and home mortgage guaran-
tees, alternative approaches to adjusting discount rates 
for risk are likely to be easier to apply. 

Costs Under the FCRA 
and with Market Prices 
To calculate lifetime costs for new direct and guaranteed 
loans in a budget year, analysts project the government’s 
expected cash flows for loan disbursements, defaults, in-
terest payments, fees, and repayments for the expected 
lives of the loans. Those future dollars are converted to 
present values through discounting to take account of the 
time value of money (the fact that a dollar tomorrow is 
worth less than a dollar today because of the interest that 
could have been earned on that dollar in the meantime). 
The credit-reform subsidy is the estimated difference be-
tween the present value of expected cash outflows and ex-
pected cash inflows at the time the credit is extended. As 
the financial condition of borrowers changes over time, 
the value of a loan or guarantee also changes. Periodic 
budget reestimates allow those changes to be recognized 
in the budget over the life of the loan. 

The FCRA mandates that future cash flows be dis-
counted using interest rates on marketable Treasury secu-
rities with similar maturities to the loans in question. In 
the case of risk-free loans (those whose cash flows are cer-
tain and do not change with the state of the economy), 
that method results in an estimate of the market value of 
the loans, just as it does for a promise of payment by the 
Treasury.7 In the case of risky loans (those whose ex-
pected cash flows are uncertain), that procedure systemat-
ically overestimates the market value of promised cash 
flows by discounting at too low a rate. Equivalently, it 
underestimates the cost of loan guarantees—that is, the 
value of cash shortfalls that the government has to make 
up when an underlying loan defaults.

Market prices, by contrast, reflect the fact that risky 
future cash flows are discounted by investors at risk-
adjusted rates. For loans, higher market risk implies a 
higher discount rate and a lower present value of expected 
cash flows. Since the value of a loan guarantee is the dif-
ference between the value of the loan’s principal and the 
present value of expected repayments, higher market risk 
implies a higher value for the guarantee. Private financial 
institutions use a variety of methods to estimate the mar-

7. In other words, if the Treasury promises with certainty to pay 
$106 one year from now (backed by the government’s sovereign 
power to tax and to print money), and the market rate on Trea-
sury securities is 6 percent, then the present value of the promise is 
$100. That result can be confirmed by observing that such a 
promise will have a current market price of $100. 
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ket value of loans and loan guarantees. Some of those ap-
proaches could be adapted to valuing federal credit. This 
study focuses primarily on one widely used method, op-
tions pricing, although it also discusses an alternative, 
risk-adjusted discount rates. 

The Relevance of Market Prices and 
Market Risk to Government Budgeting 
for Credit Programs
The main rationales for using market prices to estimate 
the cost of federal credit assistance are that such prices 
provide a comprehensive measure of cost, are consistent 
with the measurement of other programs’ costs, and offer 
the best available way to gauge the opportunity costs to 
society from such credit assistance.8 If the government 
provides goods or services at a below-market price, it in-
curs an opportunity cost on behalf of its stakeholders 
(taxpayers and beneficiaries of government programs) in 
the amount of the underpricing. When the government 
assumes credit risk, that risk is passed on to government 
stakeholders, and its value represents a cost. With the ex-
ception of a few differences described below, the govern-
ment is like any financial institution that assumes costly 
risks on behalf of others. Thus, assumed risks are as rele-
vant to the government as to other financial intermediar-
ies and constitute a cost to its stakeholders. Relying on 
market prices offers a straightforward way to measure that 
cost and one that is consistent with other budgetary prac-
tices.9

Market risk arises from the volatility of the economy and 
from associated changes in the value of aggregate wealth. 
Because those changes create undesired uncertainty, they 
are costly to investors and are reflected in market prices. 
Market risk differs from diversifiable risk, which can 
effectively be eliminated by pooling it—in the case of 

financial assets, for example, by diversifying a portfolio so 
that unexpected gains on some investments offset unex-
pected losses on others. Market risk, by contrast, is associ-
ated with economywide increases or decreases in asset val-
ues, so it cannot be eliminated through portfolio 
diversification.10

Is Market Risk Relevant?
Some observers have argued that market risk is not a cost 
to the government and that Treasury rates are appropriate 
for valuing government cash flows, even if those flows are 
risky. Two main justifications are sometimes offered for 
that view: first, that the government can borrow at Trea-
sury rates, so its costs are lower than those of other finan-
cial institutions; and second, that the government can 
spread financial risk more widely than other institutions 
can, effectively making the risk diversifiable and thus 
without cost to stakeholders. 

The first argument—that the government can borrow at 
a risk-free rate—ignores the role of stakeholders in en-
hancing the government’s credit quality. The Treasury 
can borrow at a relatively low rate (by creating nominally 
safe securities) in part because of its sovereign power to 
tax. However, the authority to draw on the resources of 
others to ensure repayment of debt obligations does not 
reduce the risk that the government assumes by extending 
risky loans and guarantees. Rather, it is the means by 
which such risk is shifted to taxpayers and beneficiaries of 
government programs, who are, in essence, equity holders 
in the government’s financial activities.

For example, suppose the government borrows $1,000 
through the sale of Treasury securities and makes a risky 
loan for $1,000. In balance-sheet terms, the government 
has acquired a risky asset that will pay $1,000 at most and 
a risk-free liability of $1,000. That transaction adversely 
affects stakeholders because they now bear more financial 
risk than before the loan was made: they are liable for re-
payment of the government securities, independent of 
the performance of the loan. If the loan returns only 
$900, stakeholders lose $100. In fact, financing a loan 
with a debt issue implies that stakeholders have the equiv-
alent of a highly leveraged, and hence very risky, owner-
ship position in the loan. The critical implication of that 
example is that the government’s ability to create a risk-

8. Opportunity cost is the highest value of resources in alternative 
uses. Putting resources into one activity prevents their use in other 
activities. The highest value of a forgone alternative is the oppor-
tunity cost of the chosen activity.

9. David F. Bradford, “On the Uses of Benefit-Cost Reasoning in 
Choosing Policy Toward Global Climate Change,” in Paul R. 
Portney and John P. Weyant, eds., Discounting and Intergenera-
tional Equity (Washington, D.C.: Resources for the Future, 1999), 
pp. 37-43. See also the statement of Douglas Holtz-Eakin, Direc-
tor, Congressional Budget Office, “The Economic Costs of Long-
Term Federal Obligations,” before the House Committee on the 
Budget, July 24, 2003.

10. Thomas E. Copeland and J. Fred Weston, Financial Theory and 
Corporate Policy, 3rd ed. (New York: Addison-Wesley, 1992), 
Chapter 6.
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free liability results from its sovereign authority to draw 
on the people’s resources. That authority does not protect 
stakeholders from market risk, nor does it increase the 
value of a loan above its market value.

The second argument—that the cost of risk is lower to 
the government because it can spread the risk more 
widely—is relevant to diversifiable risk but not to market 
risk. It is sometimes argued that the government can 
spread losses more widely over the population than, say, 
insurance companies can by compelling participation in 
the risk pool. However, as noted above, market risk can-
not be eliminated by diversification because it results 
from an aggregate change in asset values. Even if the gov-
ernment eliminated the diversifiable risk inherent in its 
lending activities, the associated market risk would re-
main. At best, a government guarantee could shift the 
market risk from one group (lenders) to another (taxpay-
ers and other government stakeholders). 

A related argument is that the government’s ability to 
borrow and repay that borrowing with future taxes allows 
it to reduce market risk by spreading the risk among gen-
erations. However, borrowing does not increase total 
resources; rather, it redistributes existing resources from 
lenders to borrowers. Moreover, risk is not reduced by the 
government’s power to print money, because financing 
credit losses by creating money substitutes an inflation 
tax for a pecuniary tax. In the end, someone must bear 
the consequences of unpredictable financial returns, and 
markets determine a price for assuming that risk. 

Differences Between the Government 
and Private Financial Institutions
Although the government does not have a capacity to 
bear risk on its own, it may have some advantages over 
private institutions that reduce its relative borrowing 
costs. The Treasury benefits from economies of scale in 
issuing, placing, and servicing debt, which lowers its 
transaction costs. The high liquidity of Treasury debt also 
reduces federal borrowing costs. But liquidity does not 
represent true savings if it comes at a cost to stakeholders 
through the backstop they provide against losses. In addi-
tion, the fact that Treasury securities are exempt from 
state and local taxes reduces the yield that investors re-
quire on them relative to the yield on private borrowing. 
However, lower state and local tax collections do not rep-
resent an economic gain to citizens, who have to pay 

more of those taxes to support services because states and 
localities cannot tax Treasury securities.

More fundamentally, none of those advantages are rele-
vant from the perspective that the appropriate measure of 
the government’s cost of providing credit is its opportu-
nity cost. That cost is the least expensive alternative for 
accomplishing a goal—in other words, the cost of credit 
provided by private lenders.

The question of the appropriate discount rate for the gov-
ernment dates back at least to the classic 1970 paper of 
Kenneth Arrow and Robert Lind, which formalized the 
argument that when all risks are diversifiable, the govern-
ment’s cost for bearing those risks is minimal.11 Although 
that paper is widely cited to justify the use of risk-free 
rates to discount federal cash flows, its conclusions do not 
apply to situations with market risk. Later authors, such 
as Robert Merton, distinguish between diversifiable and 
market risk and include the market price of the latter in 
their analyses of federal financial programs that have sig-
nificant exposure to market risk (such as programs that 
provide deposit and pension insurance).12 

The issue of discount rates also arises in accounting for 
federal investments in private securities. Without recog-
nition of the cost of market risk, the budget will give the 
appearance that the government can finance itself by bor-
rowing at the risk-free rate and investing in a portfolio of 
risky private securities with an expected return higher 
than that rate.13

11. Kenneth J. Arrow and Robert C. Lind, “Uncertainty and the Eval-
uation of Public Investment Decisions,” American Economic 
Review, vol. 60, no. 3 (1970), pp. 364-378.

12. Robert C. Merton, “An Analytic Derivation of the Cost of 
Deposit Insurance and Loan Guarantees: An Application of Mod-
ern Option Pricing Theory,” Journal of Banking and Finance, vol. 
I, no. 1 (June 1977), pp. 3-11; and Merton, “Applications of 
Option-Pricing Theory: Twenty-Five Years Later,” American Eco-
nomic Review, vol. 88, no. 1 (March 1988), pp. 323-349. For a 
more recent discussion, see Steven Boyce and Richard A. Ippolito, 
“The Cost of Pension Insurance,” Journal of Risk and Insurance, 
vol. 69, no. 2 (2002), pp. 121-170.

13. For a parallel discussion of the budgetary treatment of federal 
investments in equity securities, see Budget of the United States 
Government, Fiscal Year 2004: Analytical Perspectives, “Railroad 
Retirement Board Investments,” p. 471; and Congressional Bud-
get Office, Evaluating and Accounting for Federal Investment in 
Corporate Stocks and Other Private Securities (January 2003).
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Methods for Valuing Federal Loans 
and Guarantees
For both Treasury-rate and market-value estimates, the 
subsidy cost is the difference between the value of what 
the government gives and what it receives in a transac-
tion. In the case of a direct loan, the government gives 
cash now and receives a promise of repayments of princi-
pal, interest, and fees in the future. In the case of a loan 
guarantee, the government commits to pay off the lender 
if the borrower defaults. For that commitment, the gov-
ernment often receives fees paid by the borrower. When 
the borrower is a publicly traded corporation, the govern-
ment sometimes also receives compensation in the form 
of warrants to purchase stock. (A warrant is a type of call 
option that gives the government the right to buy shares 
of the company’s stock in the future for a predetermined 
price.) To calculate the net cost of such a loan guarantee, 
it is necessary to value all of the components of the agree-
ment: the guarantee itself, the fees, and the warrants. This 
section explains various methods for determining that 
value, and the next section applies some of those methods 
to the guarantees, fees, and warrants in two large federal 
credit deals.

The Treasury-Rate Approach
Under current practice, the first step in estimating sub-
sidy costs for a direct or guaranteed loan is to project the 
government’s expected cash inflows and outflows from 
the transaction. Projected cash flows include the disburse-
ment of principal, expected repayments, and fees. Ex-
pected values for the government’s cash receipts depend 
on the probability of default each year, the recovery rate 
on defaulted loans, the planned repayment (amortiza-
tion) schedule of a loan, estimated voluntary prepay-
ments, and the fee schedule. As required by the FCRA, 
projected future cash flows are discounted at Treasury 
rates to obtain the present value of the direct loan or 
guarantee.

A few simple examples illustrate the process. First, sup-
pose a federal agency makes a direct loan of $100 for one 
year at the government’s borrowing rate of 5 percent. If 
the loan is free of credit risk, the agency is certain of being 
repaid $105 in principal and interest at the end of the 
year. Under credit reform, the value to the government of 
that loan at its origination is the discounted present value 
of $105 in one year. Using the government’s borrowing 
rate of 5 percent as the discount rate, the loan value (V) 
is:

1) V = $105/1.05
= $100

Because the loan is repaid in full with interest, the present 
value of the future repayment ($100) is equal to the 
amount advanced ($100), so the cost of the loan to the 
government is zero.

Second, suppose the agency makes a loan for the same 
amount on the same terms but with some credit risk in-
volved. On the basis of experience, the agency projects 
that 25 percent of loans like this one will default at the 
end of a year. In such defaults, the government expects to 
recover only $30 from the borrower. Under the current 
approach, the value of this loan to the government is the 
present value of the weighted average expected return, 
with the weights being the probability of default and re-
payment in full, respectively.14 That is:

2) V = 0.25 ($30/1.05) + 0.75 ($105/1.05) 
= 0.25 ($28.57) + 0.75 ($100) 
= $82.14

In that case, the government has given greater value 
($100) than it expects to receive, on average, in return 
($82.14). The cost (C) of the direct loan is the difference 
between value given and received. That is:

3) C = -$100 + [0.25 ($28.57) + 0.75 ($100)] 
= -$17.86

Third, suppose that instead of making a direct loan, the 
agency simply guarantees that a private lender making the 
loan to the same borrower on the same terms will be paid 
in full if the borrower defaults. As guarantor, the govern-
ment will have to pay off the lender 25 percent of the 
time, in each such case giving the lender $105 in princi-
pal and interest and collecting $30 from the borrower. 
The government’s cost will be the discounted present 
value of those net payments (given that 75 percent of the 
time the government will pay nothing). That is:

4) C = 0.25 [(-$105/1.05) + ($30/1.05)] + 0.75 ($0)
= 0.25 [-$100 + 28.57] + 0
= -$17.86

14. See Congressional Budget Office, Estimating the Costs of One-
Sided Bets.
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which is the same as the cost to the government of the di-
rect loan in the previous example. That result illustrates 
the general principle that the cost of a direct loan is the 
same as the cost of a guarantee made on the same terms 
with the same risks. In both cases, the budgetary cost is 
the present value of expected losses.

Although those examples are illustrative, they oversim-
plify the analytical difficulty of accurately projecting fu-
ture cash flows from federal credit activity. Most federal 
direct and guaranteed loans have a longer maturity than 
one year, so defaults and recoveries are spread over a 
longer period. Moreover, the probability of default and 
the amount expected to be recovered are likely to vary 
with many things, including the length of time since 
origination. 

More important, defaults do not occur randomly. They 
result from economic decisions and factors that can be 
used to project cash flows more accurately. For example, 
borrowers rarely default on loans when the value of the 
asset used as collateral exceeds the amount of the unpaid 
loan balance. Instead, they can sell the asset, pay off the 
loan, and keep the difference. To predict defaults and the 
associated cash flows on some loans, therefore, budget an-
alysts could project the expected evolution of the price of 
the borrower’s assets along with the unpaid balance of the 
loan. As the price of a collateral asset falls, the probability 
of default increases. Thus, the probability of default at 
each point in time can be determined from the probabil-
ity distribution of asset prices. And those distributions 
can be projected into the future on the basis of the start-
ing price of the asset, its volatility, and its expected rate of 
return. 

Prepayments—which are permitted without penalty for 
most federal credit programs—also affect the expected 
cash flows to the government from direct loans and guar-
antees. Prepayments extinguish the risk of default and 
terminate the collection of fees. Like defaults, prepay-
ments are usually economically motivated and can be pre-
dicted from rising asset values and other factors associated 
with attractive refinancing opportunities, such as declin-
ing interest rates. Successfully projecting those factors can 
significantly improve the accuracy of estimates of cash 
flows to the government.

In practice, time and resource limitations often preclude 
such detailed modeling of projected cash flows for sub-
sidy estimates. Budget analysts have a variety of simpler 

methods available for assessing the government’s exposure 
to the risk of default or prepayment—including, for ex-
ample, the use of historical default rates for loans with 
specific credit ratings. However, focusing on the future 
evolution of the value of the borrower’s assets is consistent 
with the rules of credit reform and is a straightforward 
means of getting at the economic motive for default. It is 
also the method that most closely parallels modern pri-
vate-sector methods for estimating the value of credit 
guarantees. CBO is currently exploring the usefulness of 
those methods to budget analysts, both for improving the 
accuracy of cash flow projections and for providing addi-
tional information about the cost of risk. 

Risk-Adjusted Discount Rates 
and Options-Pricing Methods
As with Treasury-rate estimates, producing market-value 
estimates of subsidy costs also requires estimating the 
probability distribution of cash flows over the life of a 
loan or guarantee. The key difference is that the rates 
used to discount projected cash flows reflect the market 
price of risk. The financial sector commonly uses several 
methods to incorporate the price of market risk into esti-
mates of value. For securities that are actively traded, the 
simplest and most reliable approach is to rely on observed 
market prices. For loans and guarantees for which market 
prices are unavailable or unreliable, one alternative is to 
use an adjusted-discount-rate (ADR) method. Another is 
to apply options-pricing methods. 

Adjusted Discount Rates. The ADR method adds a 
spread—the difference between the interest rate on a 
Treasury security and the rate on a risky security—to 
Treasury rates and uses the resulting adjusted rate to dis-
count expected cash flows associated with a loan. That 
higher rate results in a smaller present value of expected 
future payments, reflecting the cost of market risk. As be-
fore, the subsidy cost of a loan or loan guarantee is the ex-
tent to which the present value of expected payments falls 
short of the loan principal. The procedure is the same for 
both loans and loan guarantees because, in either case, 
the loss to the government reflects the shortfall in ex-
pected repayment value.

To illustrate, consider the previous example of a $100 
one-year loan with a 25 percent chance of default and an 
expected recovery of $30 in the case of default. If the risk-
adjusted discount rate is 7 percent instead of the risk-free 
rate of 5 percent used in equation 2, the estimated market 
value of the loan will be:
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5) V = 0.25 ($30/1.07) + 0.75 ($105/1.07) 
= 0.25 ($28.04) + 0.75 ($98.13) 
= $80.61

That value is $1.53 less than the estimated value with 
risk-free discounting; thus, the subsidy cost of the loan is 
higher by the same amount—$19.39 instead of $17.86. 
As is always the case, the value of a guarantee on that loan 
is identical to the subsidy on the loan, because the guar-
antor (the government) makes up for the difference be-
tween the principal of the loan and the value of what is 
repaid, which is the $19.39 subsidy cost. 

One difficulty in applying the ADR method to a loan or 
guarantee is that the implicit market risk—and hence the 
appropriate discount rate—can vary significantly over the 
life of the loan.15 Another issue is that spreads between 
Treasury rates and private lending rates are influenced by 
a variety of factors other than market risk, such as differ-
ential tax treatment, transaction costs, and liquidity.16 
Some or all of those other factors could be considered 
legitimate elements of the opportunity cost to the govern-
ment of making or guaranteeing loans since they affect 
people’s willingness to pay for those credit services. If 
such factors were considered significant, adjustments 
would be necessary to reflect only that part of the rate 
spread attributable to market risk. 

Options Pricing. The general idea behind options-pricing 
methods is that assets with the same payoffs must have 
the same price; otherwise, investors would have the op-
portunity to earn a risk-free profit by buying low and sell-
ing high. The options-pricing method that CBO used for 
this analysis—the binomial pricing model—exploits that 
“no arbitrage” assumption by inferring the value of an 
option (in this case, a loan guarantee) from the price of a 
portfolio of assets that has the same payoff to the govern-
ment as the guarantee.17 (For an explanation of why a 
loan guarantee can be considered an option, see Box 1 on 
page 11.) A highly useful feature of that approach is that 

the payoff from a loan guarantee can be approximately 
replicated using a portfolio made up of risk-free bonds 
and assets of the borrowing firm, all of whose prices can 
be estimated.

In principle, both options pricing and risk-adjusted dis-
count rates should yield identical subsidy estimates. As a 
practical matter, they entail different types of approxima-
tions. Because options-pricing methods account for the 
changing risk of loan guarantees over time, they are likely 
to be more accurate at estimating the market value of 
subsidies—but only when the necessary data and models 
are available. Otherwise, they may be difficult or cumber-
some to apply. 

The practices of private financial institutions offer some 
guidance about which method is likely to prove the most 
accurate and feasible in particular cases. Options-pricing 
methods are often used for estimating the value of credit 
guarantees to businesses, which suggests that they are 
most suitable for credit to commercial enterprises. In 
those cases, the fact that things other than market risk can 
affect interest rate spreads is less relevant, because the 
value of the reference assets used for pricing (generally, 
publicly traded stocks) are less sensitive to those nonrisk 
factors. Private financial institutions also rely on options-
pricing methods to value the option to prepay residential 
mortgages. Hence, those methods may be applicable to 
the many government mortgage programs that include a 
prepayment option. In addition, analysts have used 
options-pricing methods to value deposit insurance.18

Options-based methods are rarely used, however, to value 
loans or loan guarantees extended to individuals because 
of the difficulty of estimating the required variables, such 
as expected rates of return on borrowers’ assets. For fed-
eral loans or guarantees made to individuals (such as stu-
dent loans), a more standard approach would be to use 

15. For example, many firms use the capital asset pricing model 
(CAPM) to adjust discount rates for risk when valuing capital 
investments. For a loan guarantee, the correct CAPM rate and 
thus the value of the guarantee change with time and with the 
assets and liabilities of the borrower and so are difficult to esti-
mate.

16. See, for example, R. Glenn Hubbard, Money, the Financial System, 
and the Economy (New York: Addison-Wesley, 1994), pp. 143-
155.

17. Appendix B provides an example of how the binomial pricing 
model might be used to estimate the value of a loan guarantee. For 
more information about such models, see Robert L. McDonald, 
Derivatives Markets (New York: Addison-Wesley, 2003), Chapter 
10.

18. Alan Marcus and Israel Shaked, “The Valuation of FDIC Deposit 
Insurance Using Option-Pricing Estimates,” Journal of Money, 
Credit, and Banking (November 1984), pp. 446-460; and Ehud 
Ronn and Avinash Verma, “Pricing Risk-Adjusted Deposit Insur-
ance: An Option-Based Model,” Journal of Finance (September 
1986), pp. 871-895.
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private-sector rates of return on consumer credit of simi-
lar quality to identify a risk-adjusted discount rate.19 
That rate would be used to discount expected net cash 
flows and thus to calculate the difference between those 
flows and the loan principal. 

Other federal credit programs—such as loan assistance to 
sovereign states, municipalities, and special-purpose en-
terprises—do not fit directly into either the commercial 
or consumer categories. Estimating the cost of such pro-
grams is difficult even under current budgetary rules be-
cause there often is little or no experience with a similar 
transaction on which to draw. In some of those cases, an 
options-pricing approach is likely to be feasible; in others, 
using the ADR method will be preferable. 

Estimating the Subsidies to Chrysler 
and America West Airlines
As noted in Box 1, options pricing is an especially useful 
type of risk adjustment for valuing complex loan guaran-
tees extended to firms. Accordingly, this analysis illus-
trates the effect of risk adjustment on federal credit-
subsidy estimates by applying options pricing to the fed-
eral guarantees extended to Chrysler and America West 
Airlines in 1980 and 2002, respectively—two instances of 
complicated guarantee transactions between the govern-
ment and severely distressed companies. For comparison, 
this analysis also estimates the value of those guarantees 
using the Treasury-rate approach.

The government’s cost of extending a loan guarantee—
whether estimated using Treasury-rate or market-based 
methods—depends on the present and future financial 
condition of the borrower and the terms of the guarantee. 
With both the Chrysler and AWA guarantees, the finan-
cial outlook for the firms was highly uncertain and the 
guarantee terms were complex. That uncertainty and 
complexity must be addressed regardless of the estimating 
method used.

Chrysler’s Financial Condition and Guarantee Terms
In the 1970s, rising energy prices and the associated 
growth in demand for fuel-efficient cars hurt the U.S. 
auto industry.20 Chrysler was especially hard hit because 
of its high costs, weak financial condition, and unfavor-
able mix of vehicles. By 1979, the company faced a 
declining market share, a reduced credit rating, and oper-
ating losses of more than $1 billion. With its financial 
survival in doubt, Chrysler asked the federal government 
for assistance to avoid bankruptcy and possible liquida-
tion. 

The Congress held hearings on Chrysler’s financial condi-
tion in October and November of 1979. Arguments in 
favor of federal assistance included the temporary nature 
of Chrysler’s difficulties and their external causes: “a series 
of energy-related external shocks not of the company’s 
making, which are unique to the automobile industry.”21 
Advocates of assistance also argued that the direct cost of 
inaction—more than 500,000 job losses and a $3 billion 
to $10 billion increase in the federal deficit, they 
claimed—was greater than the maximum cost to the gov-
ernment. Opponents of federal assistance argued that the 
projected 
social costs of Chrysler’s failure were exaggerated, that 
federal aid would expose the government to large losses, 
and that the discipline of the private market would be 
diminished if the government encouraged expectations 
that it would intervene to save large failing companies. 
In the end, lawmakers enacted the Chrysler Corporation 
Loan Guarantee Act in December 1979.

The following spring, in negotiations between Chrysler 
and the Secretary of Treasury, the government agreed to a 
loan guarantee of up to $1.5 billion of principal plus ac-
crued interest—contingent on the company’s obtaining 
$1.5 billion in financial assistance and commitments 
from nongovernmental sources. The government became 
Chrysler’s senior creditor, meaning that it would be first 
in line to take the company’s assets in the event of default. 
Chrysler also agreed to pay the government an annual 
guarantee fee of 1.0 percent of the guaranteed amount 
and to furnish it with warrants for 14.4 million common

19. That rate, which reflects the cost of the capital backing the loans, 
is generally lower than the quoted borrowing rate, which includes 
additional compensation for default losses. For an extensive dis-
cussion of the cost of capital, see, for example, Richard Brealey 
and Stewart Myers, Corporate Finance, 7th ed. (New York: 
McGraw Hill, 2003).

20. This Chrysler analysis is based in part on Robert F. Bruner, 
Chrysler’s Warrants: September 1983, Case No. UVA-F-0682 
(Charlottesville, Va.: University of Virginia, Darden Graduate 
School of Business Administration, 1991).

21. House Report No. 96-690 to accompany H.R. 5860 and House 
Conference Report No. 95-730, December 20, 1979.
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shares of Chrysler stock. Those warrants gave the govern-
ment the right to buy Chrysler stock at $13 per share 
through 1990. (Participating banks were also given war-
rants on the same terms for nearly 13.3 million shares.)22 
With the guarantees, Chrysler was able to borrow at an 
average interest rate of 12.12 percent, much lower than 
the 20 percent rate it had paid before receiving the guar-
antee. 

AWA’s Financial Condition and Guarantee Terms 
America West Airlines was the eighth largest U.S. passen-
ger airline in 2002, with a fleet of 146 planes serving 59 
destinations.23 Its operations were concentrated around 
principal hubs in Phoenix and Las Vegas and a minor hub 
in Columbus, Ohio. In 2001, AWA flew 20 million 
passengers and generated $2 billion in revenues.

Box 1.

Loan Guarantees as Put Options

In general, options-pricing methods are applicable to 
loans and loan guarantees because a loan guarantee is 
a type of “put option”—a contract that gives the 
holder the right (though not the obligation) to sell 
specified assets for a predetermined price, no matter 
how little they turn out to be worth.1 

Suppose a factory owner obtains a put option to sell 
the factory for a “strike price” of $1 million during 
the next three months. If the market value of the fac-
tory is greater than $1 million, the owner will not ex-
ercise the option because other buyers would be 
likely to pay more than that strike price. However, if 
the value of the factory falls below $1 million during 
the life of the option, the owner will exercise the op-
tion and gain the difference between the market 
value of the asset and the strike price. For instance, as 
illustrated in the figure to the right, if the price of the 
factory declines to $750,000, the owner will exercise 
the option to sell at $1 million and make $250,000. 
In the extreme, if the value of the factory drops to 

Payoff to the Holder of an Option
to Sell an Asset for $1 Million

zero, the owner will collect $1 million from the seller 
(the writer of the option). The put option thereby 
insures the factory owner against a decline in asset 
price.

Now consider a buyer who purchases the factory at 
its current market value of $1 million with money 
obtained from a federally guaranteed loan secured by 
the factory. Suppose that with a 100 percent federal 
guarantee, a bank is willing to lend the buyer $1 mil-
lion to purchase the plant. In that case, the potential 

1. This discussion draws on “Options Are Insurance,” Chapter 
2, Section 5 in Robert L. McDonald, Derivatives Markets 
(New York: Addison-Wesley, 2003).

0.25

0.75

1.00

1.00
0

0

Gain (Millions of dollars)

Price of Asset (Millions of dollars)

22. Ultimately, Chrysler borrowed just $1.2 billion and issued less 
than the full number of warrants. It issued $500 million in notes 
at 10.35 percent in June 1980, another $300 million in July at 
11.40 percent, and $400 million in February 1981 at 14.90 per-
cent. The valuations in this analysis are based on the full amount 
of the initial agreements, since it was not known at the time that 
less than the full amount would be utilized.

23. America West Holdings Corporation—which trades on the New 
York Stock Exchange under the symbol AWA—is the parent com-
pany of America West Airlines. In 2002, the airline was the only 
operating subsidiary of America West Holdings, although there is 
now a second subsidiary (the Leisure Company). This report uses 
AWA, America West Holdings, and America West Airlines inter-
changeably.
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That year was a difficult one for U.S. airlines, however. 
Earnings were in decline even before the terrorist attacks 
of September 11 because of a fall in high-yield business 
traffic, rising fuel costs, and reduced operating margins. 
The terrorist attacks dramatically worsened the economic 
condition of the airline industry, including AWA, whose 
credit rating was downgraded in a series of steps. Moody’s 
reduced its rating of AWA’s senior unsecured debt from 
B1 in April 2001 to Ca on November 21, 2001. Standard 
& Poor’s similarly lowered AWA’s credit rating from B+ 
on September 18, 2001, to CCC- on November 1, 2001.

In the wake of the September 11 attacks, lawmakers en-
acted the Air Transportation Safety and System Stabiliza-
tion Act, which allowed airlines to apply for credit guar-
antees from the federal government. The credit down-
grades described above meant that AWA would have 
found it expensive—if not impossible—to raise funds in 

private markets. Accordingly, in November 2001, the air-
line applied for a federal loan guarantee. In January 2002, 
it received final approval from the Air Transportation Sta-
bilization Board for a $380 million guarantee.

Supported by that guarantee, AWA was able to borrow 
$429 million from private lenders and obtain additional 
concessions and financing (mainly reductions in rent on 
aircraft it leased and commitments for future financing). 
That funding allowed AWA to restructure its debt and 
lease commitments.24 The AWA loan that the govern-

Box 1.

Continued

payoffs to the borrower from the guarantee would be 
the same as those shown in the figure for the original 
owner who held an option to sell the factory. In 
other words, the guaranteed loan secured by the fac-
tory gives the borrower the right to “put” the collat-
eral asset to the government at a price equal to the 
balance on the loan. Of course, the borrower will ex-
ercise that option only if the price of the factory falls 
below the amount of the loan, or $1 million. Thus, 
the loan guarantee is insurance against a drop in the 
value of the factory, which was the source of the 
loan’s credit risk. The loan guarantee shifts the risk of 
a decline in the price of the collateral asset from the 
lender to the government.

Thus, the position of a borrower is similar to that of 
the holder of a put option, whereas the position of 
the lender or guarantor is akin to that of the writer of 
the option. That is, the borrower can “sell” (put) the 
collateral assets to the lender or guarantor at a price 
equal to the unpaid balance on the loan. In fact, the 
relationship between the value of collateral assets and 
of debt is a key factor affecting the likelihood and ex-
pected cost of default—just as the value of the un-
derlying assets relative to the strike price is key to the 
value of a put option. When the value of the assets is 

substantially above the amount owed, the borrower 
will refinance or sell the assets and pay off the debt 
rather than default on the loan obligation. But when 
the value of the assets is less than the unpaid balance, 
the borrower no longer has the opportunity to refi-
nance or to liquidate the assets and repay the loan 
obligation. In that case, default is more likely. If de-
fault occurs, the guarantor pays the amount due to 
the lender, seizes the collateral assets, and takes a loss 
equal to the difference between the promised loan 
payments and the residual value of the assets. In the 
case of a loan to a commercial enterprise, the poten-
tial range of losses to the guarantor is equivalent to 
that for a written put option on the assets of the firm 
with a strike price equal to the face value of the loan.

The correspondence between put options and loan 
guarantees—along with the availability of computer 
programs for calculating option values—makes op-
tions pricing a natural choice for estimating risk-
adjusted subsidy costs for some federal direct and 
guaranteed loans. Options-pricing methods are espe-
cially useful in valuing complex loan guarantees ex-
tended to companies, such as the federal guarantees 
to Chrysler and America West Airlines that are ana-
lyzed in this study.

24. As compensation for rent reductions on aircraft and other conces-
sions, America West issued some of its lessors approximately 
$104.5 million in convertible senior notes, with an interest rate of 
7.5 percent, which were due in 2009 and guaranteed by the com-
pany. AWA also converted its existing revolving credit facility into 
an $89.9 million term loan maturing in 2007.
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ment guaranteed had a seven-year term with equal repay-
ments of principal scheduled for years three to seven. It 
could also be prepaid at any time without penalty. Be-
cause of the guarantee, the loan carried a relatively low in-
terest rate—the three-month London interbank offer rate 
(LIBOR) plus 0.4 percentage points, paid quarterly to 
the lender.

AWA was also obligated to pay guarantee fees to the gov-
ernment and other loan participants equaling 5.5 percent 
of the loan balance in the first year and 8.0 percent there-
after. Those fees left the company with a high effective in-
terest rate—LIBOR plus 8.4 percentage points—and 
thus a strong incentive to prepay the loan if its financial 
condition improved. As further compensation to the gov-
ernment, America West issued it warrants to purchase up 
to 18.8 million shares of Class B common stock at $3 per 
share for 10 years.25

Treasury-Rate Subsidy Estimates
The net cost to the government of the AWA and Chrysler 
guarantees is the cost of the guarantees minus the value of 
the warrants and guarantee fees. The value of each of 
those components is affected by uncertainty about de-
fault, prepayment, and future asset and stock values. For 
this analysis, CBO used the same statistical models to 
estimate the distribution of future cash flows for both the 
Treasury-rate and market-value estimates so that only the 
discount rates would differ between the two sets of esti-
mates. To determine the effect of risk adjustment on each 
component of cost, CBO estimated the value of the guar-
antees, warrants, and fees separately.26

Guarantee Value. Under credit reform, the cost of default 
is the discounted present value of expected federal outlays 
to lenders resulting from borrowers’ failure to make 

scheduled payments, net of any recoveries. Currently, 
those outlays are discounted to the present using the rate 
on Treasury securities with the same maturities as the 
cash flows. The first step in estimating that cost, there-
fore, is to specify the annual distribution of the probabil-
ity and severity of default.

Various analytical methods are available to model the 
government’s exposure to the risk that a guaranteed bor-
rower will default. A method that takes into account the 
economic causes of default should be based on the pro-
jected path of the value of the borrower’s assets. Such an 
approach, which CBO used to develop market-value esti-
mates as well as Treasury-rate estimates, yields estimates 
of the probability of default over time and the amounts 
expected to be recovered in default. In the case of the 
AWA guarantee, CBO projected the value of the com-
pany’s assets on the basis of their value at the time of the 
guarantee and the historical returns on and volatilities of 
airline-industry assets as a whole. The distribution of 
Chrysler’s future asset values was similarly based on his-
torical returns and volatilities for the auto industry. (For 
information about the parameter values used in those cal-
culations, see Appendix C.)

Another critical variable in the event of default—the un-
paid loan balance—depends in part on the amortization 
schedule for the guaranteed loan. It is also affected by the 
probability of voluntary prepayment. The high annual 
fees paid by AWA suggest that the airline will prepay its 
loan when it can find more favorable terms from private 
lenders. In CBO’s analysis, prepayment is assumed to 
occur when AWA’s asset value rises above the book value 
of its liabilities. The loan terms that Chrysler received 
were more favorable, but the automaker was also pro-
jected to prepay its loan if the market value of its assets 
exceeded the value of its liabilities. In those cases, the 
quality of both AWA’s and Chrysler’s credit would proba-
bly rise to the point that they could find private financing 
at a lower rate than that on their guaranteed loan.

The priority of the government’s claim in the event of de-
fault affects the expected recovery from the borrower. In 
the case of AWA, the government-guaranteed loan has 
lowest priority in liquidation proceedings—all other debt 
holders would be paid before the government. In the case 
of Chrysler, by contrast, the government-guaranteed loan 
had highest priority after current liabilities.

25. In addition, other loan participants received warrants to purchase 
as many as 3.8 million shares of AWA’s Class B common stock.

26. The Treasury-rate estimates presented here are not the budget esti-
mates that were made at the time of the guarantees. In 2001, 
CBO estimated the total cost of the Air Transportation Safety and 
System Stabilization Act (H.R. 2926), which provided authority 
for the government to guarantee loans to qualified airlines under 
terms to be agreed to by the Air Transportation Stabilization 
Board. CBO estimated that under that act, $8 billion in guaran-
tees would be issued at an average subsidy rate of 25 percent, for a 
total cost of $2 billion. (At that point, neither the terms of the 
guarantees nor the specific recipients were known.) The Chrysler 
guarantee was issued prior to the Federal Credit Reform Act, so it 
was accounted for in the budget on a cash basis.
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Table 1.

Estimated Federal Costs of Loan 
Guarantees to Chrysler
and America West Airlines
(Millions of dollars)

Source: Congressional Budget Office.

Note: These estimates reflect conditions when the guarantees 
were made, not the final results.

CBO discounted expected cash flows from the AWA 
guarantee at a rate of 4 percent (the rate on seven-year 
Treasury bonds). That procedure yielded a present-value 
cost of $84.8 million for the AWA guarantee (see Table 
1). For Chrysler, expected cash flows were discounted at 
the then-prevailing 10-year Treasury rate of 10.52 per-
cent, producing an estimated cost of $255.5 million. In 
the Treasury-rate calculations, the value of the Chrysler 
guarantee is three times that of the AWA guarantee 
mostly because the guaranteed loan to the automaker was 
much larger (up to $1.5 billion versus $380 million for 
AWA).

Warrant Values. As noted above, AWA partially compen-
sated the government for the loan guarantee by giving it 
warrants to buy as many as 18.8 million shares of the 
company’s Class B common stock at an exercise price of 
$3 per share (the strike price) for a term of 10 years. 
Those warrants increase in value with the market price of 
AWA stock and thus provide the government with addi-
tional compensation if its guarantee allows the company 
to return to profitability. Similarly, Chrysler issued war-

rants to the government to purchase up to 14.4 million 
shares of Chrysler’s common stock, also with a term of 10 
years.

CBO calculated the Treasury-rate value of those warrants 
with the same type of probabilistic analysis that it used to 
estimate the cost of the guarantees—in other words, it 
calculated a probability distribution of future stock 
prices. The sum of the differences between those proba-
bility-weighted prices and the strike price is the expected 
future value of the warrants. Discounting that future 
value at a risk-free rate (the same 4 percent and 10.52 
percent used above) produces Treasury-rate estimates of 
the warrants’ value at the time they were issued: $79.7 
million in the case of AWA and $119.0 million in the 
case of Chrysler.

Fees. The present value of the guarantee fees to be paid to 
the government depends on the same variables that deter-
mine the value of the guarantee itself. The probabilities of 
default and prepayment every year are especially impor-
tant because fee income to the government terminates 
with either event. For each company, CBO used the same 
assumptions about those variables to value guarantee fees 
that it used to estimate loan guarantee and warrant val-
ues. Besides those probabilities, fee income also depends 
on the fee rate (a percentage of the outstanding balance) 
and the amortization schedule of the loan.

AWA agreed to pay guarantee fees of 5.5 percent of the 
unpaid balance in year one and 8.0 percent in later years 
as long as the loan was outstanding. Chrysler agreed to 
pay guarantee fees of 1.0 percent of the unpaid balance 
each year for the duration of the loan. (In Chrysler’s case, 
the government-guaranteed loan did not have a planned 
amortization schedule.) Under the current approach, the 
present value of expected guarantee fees is $52.5 million 
for AWA and $28.9 million for Chrysler, CBO estimates.

Net Cost. In Treasury-rate terms, when all of the compo-
nents of the loan guarantee are taken into account, the 
AWA deal is expected to produce a net gain to the govern-
ment, in that the value of the warrants and fees that it re-
ceived exceeds the value of the loan guarantee by $47.4 
million (see Table 1). That gain can be attributed to the 
assumption under the current approach that the price of 
market risk is zero. Such an assumption creates the ap-
pearance that AWA paid the government more than the 
value of its guarantee. If that were true, then AWA should 
have rejected the offered terms because it should have 

America 
West Chrysler

Treasury-Rate Estimates

Loan Guarantee -84.8 -255.5
Warrants 79.7 119.0
Guarantee Fees   52.5    28.9

Net Gain or Loss (-) 
to the Government 47.4 -107.6

Market-Value Estimates

Loan Guarantee -133.2 -347.5
Warrants 50.4 80.6
Guarantee Fees  56.6    27.9

Net Gain or Loss (-) 
to the Government -26.3 -239.0
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been able to obtain credit support on more-favorable 
terms privately.

The Treasury-rate estimates for the Chrysler guarantee, 
by contrast, suggest that the company received a guaran-
tee worth $107.6 million more than the fees and warrants 
it paid in return.

As those calculations show, accurately estimating the sub-
sidy cost of a loan guarantee under current credit-reform 
rules requires complex analysis, even in the absence of 
warrants. From an analyst’s perspective, if an appropriate 
options-pricing model is available, along with the requi-
site data, the difficulty of estimating that cost should be 
similar using either approach.

Market-Value Subsidy Estimates
Using an options-pricing method, CBO also estimated 
the market value of the AWA and Chrysler guarantees 
from separate estimates of the value of the guarantees, 
warrants, and fees. Both the market-value and Treasury-
rate estimates were based on the same expected cash 
flows, ensuring that differences between them were at-
tributable to risk adjustment.

Guarantee Value. CBO estimated the market value of 
each loan guarantee by treating it as a put option held by 
the borrower to sell the assets of the company to the gov-
ernment at a price equal to the unpaid loan balance for 
the life of the loan (see Box 1). To calculate the price of 
the option, CBO used a binomial options-pricing 
model.27 The information needed to value the loan guar-
antee using that method is identical to that required for 
the Treasury-rate estimates. Further, defaults and prepay-
ments are assumed to be triggered by the same conditions 
as those used for the Treasury-rate estimates.28 On the 
basis of that options-pricing approach, CBO estimates 
that the AWA guarantee had a fair-market value of 

$133.2 million; and the Chrysler guarantee, $347.5 mil-
lion (see Table 1).

Warrant Values. Determining the market value of the 
warrants granted to the government is a relatively simple 
calculation.29 Again, the underlying cash flows are the 
same as for the Treasury-rate estimates; only the discount 
rate is different.

The market-based estimates of the value of the warrants 
differ substantially from the Treasury-rate estimates be-
cause warrants have significant exposure to market risk. 
CBO’s options-pricing analysis estimates a warrant price 
of $2.67 per AWA share, or a total market value of $50.4 
million for 18.8 million common shares, compared with 
$79.7 million under the current approach. For Chrysler, 
the market-value estimate of the warrant price is $5.60 
per share, or $80.6 million for 14.4 million shares, versus 
$119.0 million using Treasury rates. Those differences 
result from recognizing the cost of market risk.

Fees. CBO estimated the value of the guarantee fees, like 
the value of the guarantee itself, using a binomial op-
tions-pricing model. The inputs are the same as those 
used to value the cost of the guarantee, with the addition 
of the schedule for guarantee fees.

For AWA, the expected value of guarantee-fee payments 
to the government is $56.6 million, about $4 million 
more than the estimate using the current approach. Con-
versely, Chrysler’s guarantee-fee payments to the govern-
ment have an expected value of $27.9 million, about $1 
million less than the Treasury-rate estimate. The market-
value estimates of guarantee fees can be either higher or 
lower than the Treasury-rate estimates because of the dif-
ferent effects that prepayment and default have on the 
market risk of such fees.30 In contrast, the estimated cost 
of guarantees is consistently higher under market valua-

27. See McDonald, Derivatives Markets, Chapters 10 and 11. That 
model is also sometimes referred to as the Cox-Ross-Rubinstein 
pricing model after its developers. CBO used a binomial model 
rather than the more familiar Black-Scholes model because it 
yields more-accurate values by accounting for specific features of 
loan guarantees.

28. For more details, see Appendix C and the companion technical 
paper by the authors of this report, “Valuing Federal Loans and 
Loan Guarantees Using Options-Pricing Models,” available at 
www.cbo.gov/Tech.cfm.

29. CBO used a version of the Black-Scholes model to calculate war-
rant values.

30. The flow of guarantee fees to the government stops when the bor-
rower prepays or defaults. If the borrower is more likely to default 
than to prepay, the market value of fees tends to be lower than 
under the current approach because the guarantee fees are posi-
tively correlated with the economy. Conversely, if prepayment is 
more likely than default, the market value of the fees tends to be 
higher because the fees are more likely to continue in bad eco-
nomic conditions and end in good conditions.
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Table 2.

Estimated Subsidy Rates for Federal Loan Guarantees to Chrysler
and America West Airlines
(Percentage of amount guaranteed)

Source: Congressional Budget Office.

tion than under the current approach, and the estimated 
value of warrants is consistently lower.31

Net Cost. The market-value estimates of the AWA and 
Chrysler guarantees (including all parts of the transac-
tions) are higher than the estimates produced under cur-
rent credit-reform rules. Moreover, both transactions are 
estimated to cost the government money—$239.0 billion 
in the case of Chrysler and $26.3 billion in the case of 
AWA—which indicates that the government gave greater 
value than it received in those deals. That result is consis-
tent with the proposition that if the government had 
charged more than the market price for credit assistance, 
the borrowers would have been able to obtain such assis-
tance at a lower cost from the private sector.

The Effect of Market Risk 
on Subsidy Rates
Converting those Treasury-rate and market-value esti-
mates to a percentage of the amount guaranteed produces 
estimated subsidy rates for the various components of the 
loan guarantees (see Table 2). The government received 
much higher rates of compensation in fees and warrants 
from AWA than from Chrysler. For the warrants, 
Chrysler’s strike price was so far above its market price 
that the probability that the warrants would be exercised 

was small, resulting in a low estimated warrant value un-
der both methods. The AWA warrants were “in the 
money” when they were issued (in other words, valuable 
even if exercised immediately) and thus were much more 
likely to be of value to the government. AWA also agreed 
to considerably higher guarantee fees. Nevertheless, the 
AWA deal still involved a net government subsidy of 6.9 
percent on a market-value basis. The Chrysler guarantee, 
by comparison, involved a federal subsidy of 15.9 per-
cent.

Those overall subsidy rates differ substantially from the 
ones in the Treasury-rate estimates. The market-value 
subsidy rates for both Chrysler and AWA are more than 
double the rates estimated under current credit-reform 
rules. Those differences result solely from including the 
market price of risk.

Uncertainty and Reestimates
Federal budget analysts initially estimate subsidy costs 
when a loan guarantee is extended; hence, those estimates 
are subject to uncertainty about the ultimate costs. Infor-
mation available when the guaranteed loans were made 
indicated that the AWA and Chrysler guarantees would 
be expensive to the government. In fact, both deals may 
end up being favorable for the government. Chrysler re-
paid its guaranteed loan in full by September 1983. In-
stead of holding on to the warrants, the Treasury sold 
them in a sealed-bid auction. Chrysler bought back its 
warrants for $21.60 a share, yielding the government 
$311 million. AWA’s guaranteed loan is still outstanding. 
The year after the guarantee was made, the company’s

America West Chrysler
Treasury-Rate 

Estimate
Market-Value 

Estimate
Treasury-Rate

Estimate
Market-Value

Estimate
Loan Guarantee -22.3 -35.1 -17.0 -23.2
Warrants 21.0 13.3 7.9 5.4
Guarantee Fees  13.8  14.9   1.9    1.9

Net Government Subsidy 12.5 -6.9 -7.2 -15.9

31. The reason is that the payoff to the government from warrants is 
highest in good economic conditions, when resources are more 
plentiful and thus less highly valued, and is lowest in bad eco-
nomic conditions. The opposite is true with guarantees: they 
require the most government resources during bad times, when 
resources are scarcer and thus more highly valued.
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Figure 1.

AWA Stock Prices, January 2000 to July 2004
(Dollars)

Source: Standard & Poor’s COMPUSTAT database.

stock price declined, but it rebounded thereafter (see Fig-
ure 1). In March 2004, the price stood at more than $9 
per share, implying that if the government exercised its 
$3 per-share warrants at that price, it would gain more 
than $100 million. (Since then, AWA’s stock price has de-
clined further, but at $6 per share, it remains above the 
warrant price.)

Those cases might suggest that Treasury-rate subsidy esti-
mates are too high rather than too low. However, a more 
valid conclusion is that such estimates are uncertain. In 
fact, many examples exist of loan guarantees whose value 
has deteriorated over time. For instance, the $100 billion 
in loan guarantees that the Federal Housing Administra-
tion’s Mutual Mortgage Insurance Fund made in 2000 
were initially estimated to net the government approxi-
mately $2 billion. Since then, that estimate has been 
revised three times to indicate progressively smaller ex-
pected gains. Currently, those loan guarantees are pro-
jected to net only about $680 million—one-third of the 
amount originally estimated.32

The Federal Credit Reform Act recognizes that subsidy 
costs are uncertain and that realized gains and losses will 
deviate from initial estimates. It deals with that uncer-
tainty in a logical way: by allowing analysts to make the 
best estimate possible when a loan or guarantee is origi-
nated and then revise that estimate as new information 
becomes available. Under the FCRA, initial subsidy esti-
mates are reestimated over the life of a loan or guarantee 
to reflect actual cash flows and other factors.33 The origi-
nal estimate plus the sum of lifetime reestimates equals 
the realized subsidy. Consistent with the principles of ac-
crual accounting, those reestimates are included in annual 
budget outlays and in the budget deficit or surplus.34 

Market-value reestimates can be calculated analogously to 
Treasury-rate reestimates, using the same models initially
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32. See the Office of Management and Budget’s annual Federal Credit 
Supplement for fiscal years 2003, 2004, and 2005, Table 8.

33. The Office of Management and Budget currently requires two 
types of reestimates. The first type is a one-time adjustment for 
interest rates, which corrects for any discrepancy between interest 
rates at the time of the original estimate and interest rates at the 
time the loans are disbursed. The second type is an annual techni-
cal reestimate, which adjusts for factors such as changes in prepay-
ments, defaults, and recoveries (but not interest rates).

34. See Congressional Budget Office, Credit Subsidy Reestimates, 
1993-1999 (September 2000).
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Table 3.

Initial and Reestimated Federal Costs from the Loan Guarantee
to America West Airlines
(Millions of dollars)

Source: Congressional Budget Office.

Note: Reestimates are recorded in the federal budget as the change in subsidy value since the previous estimate or reestimate. For clarity, 
this table shows the subsidy value, not its change.

used to calculate subsidy values.35 Reestimation involves 
updating the parameters of a model to reflect differences 
between initial assumptions and current information. For 
comparative purposes, CBO calculated both types of re-
estimates for the AWA loan guarantee.36 In that case, the 
key variable driving the reestimates is stock price. The 
drop in the company’s stock price during the first year 
that the loan was outstanding implies a significant in-
crease in the probability and severity of future default and 
thus a sharp decline in the value of the warrants. Both of 
those factors increase the estimated subsidy cost of the 
guarantee after one year—from a government gain of 
$47.4 million to a loss of $115.5 million under current 
credit-reform rules or from a loss of $26.3 million to a 
loss of $180.9 million with market risk taken into ac-
count (see Table 3). By January 2004, however, AWA’s 
greatly improved financial condition changed the net 
subsidy cost into an expected gain: of $250.0 million in 

the Treasury-rate estimates or $229.6 million in the mar-
ket-value estimates.

The probabilistic models that underlie both the Treasury-
rate and market-value estimates are useful for depicting 
the probability distribution of future guarantee costs and 
thus the uncertainty associated with the initial cost esti-
mates. The probability distribution of the future market 
value of the AWA guarantee, projected forward two years 
from January 2002 (when the guarantee was approved), 
is shown in Figure 2. That guarantee value has a lower 
bound of zero, which reflects the possibility of a large in-
crease in asset value that enables AWA to prepay the loan, 
extinguishing the value of the guarantee. It has an upper 
bound of $380 million, the figure that results when 
AWA’s asset value falls to the point where default occurs 
and the government recovers nothing from the company. 
The distribution in Figure 2 suggests that the most prob-
able event, looking ahead two years, is a market value 
between $50 million and $100 million for the AWA 
guarantee. In that case, the company would still be oper-
ating, but the guarantee would remain costly to the gov-

Original
Estimate

January 2003
Reestimate

January 2004
Reestimate

Loan Guarantee

Market-Value Estimate -133.2 -241.8 -8.2
Treasury-Rate Estimate -84.8 -189.9 -3.9

Warrants

Market-Value Estimate 50.4 13.7 231.6
Treasury-Rate Estimate 79.7 24.2 249.1

Guarantee Fees

Market-Value Estimate 56.6 47.2 6.1
Treasury-Rate Estimate 52.5 50.2 4.8

Net Gain or Loss (-) to the Government

Market-Value Estimate -26.3 -180.9 229.6
Treasury-Rate Estimate 47.4 -115.5 250.0

35. To account for the price of risk more accurately, the reestimate 
could be adjusted with a charge for market risk.

36. CBO did not produce reestimates for the Chrysler guarantee 
because the requisite historical data were not readily available. 
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Figure 2.

Probability Distribution of Market Values of the AWA Loan Guarantee
Probability (Percent)

Source: Congressional Budget Office.

Note: These numbers are two-year projections looking forward from January 2002, when the America West Airlines (AWA) loan guarantee 
was approved.

ernment because of the significant possibility of a default 
during the five years left on the loan. 

The projected market-value distributions of fee income 
and warrant values can be obtained similarly by project-
ing the distributions of future cash flows from fees and 
warrants. (The distribution for warrant values is shown in 
Figure 3.) Indeed, much of the variation in CBO’s reesti-
mates for AWA can be attributed to the high volatility of 
future warrant values, which is a consequence of the com-
pany’s highly volatile stock price. 

The distributions of future guarantee and warrant values 
shown in Figures 2 and 3 reveal that the January 2004 re-
estimates for AWA were extremely unlikely from the per-
spective of January 2002. The vertical line in Figure 2 in-
dicates the guarantee value corresponding to AWA’s asset 
value at the end of 2003. As the figure illustrates, the 
probability of such a large reduction in guarantee value 
was small. Similarly, the vertical line in Figure 3 indicates 
that it was extremely unlikely that the value of the war-
rants would rise to the level that occurred.
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Figure 3.

Probability Distribution of Market Values of the AWA Warrants
Probability (Percent)

Source: Congressional Budget Office.

Note: These numbers are two-year projections looking forward from January 2002, when the America West Airlines (AWA) loan guarantee 
was approved.
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A
Volume and Cost of Federal

Credit Programs

The tables in this appendix offer a sense of the scale 
of the federal government’s credit programs by detailing 
the total amounts of direct loans and loan guarantees that 
were outstanding at the end of each of the past 10 fiscal 

years (see Table A-1). They also show the budget author-
ity provided for the subsidy costs of those loans and guar-
antees in 2003 (see Table A-2). In both cases, the num-
bers are broken down by major credit programs.

Table A-1.

Federal Direct and Guaranteed Loans Outstanding, 1994 to 2003
(Billions of dollars)

Source: Congressional Budget Office based on data from the Office of Management and Budget.

Notes: * = less than $50 million; FHA = Federal Housing Administration; VA = Department of Veterans Affairs; FFEL = Federal Family Edu-
cation Loan program.

Excludes defaults on guarantees that result in recoveries. Excludes secondary loan guarantees issued by the Government National 
Mortgage Association.

APP ENDIX

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003

Direct Loans

Ford Student Loans * 2.8 11.6 21.2 31.7 45.8 57.7 70.5 80.1 84.5
Rural Housing and Community 
Development 35.3 36.2 36.3 36.4 36.3 35.2 33.3 33.5 33.4 32.9
Rural Electrification, Telephone,  
and Telecommunications 37.6 37.4 35.5 34.0 33.6 33.1 32.1 31.2 31.7 32.1
Export-Import Bank 7.5 7.6 7.9 10.1 10.8 12.2 11.1 11.7 11.4 11.1
Other   78.8   79.3   75.2   79.7   73.4   74.1   73.9   66.4   63.4   58.7

Total 159.2 163.3 166.5 181.4 185.8 200.4 208.1 213.3 220.0 219.3

Loan Guarantees

FHA Housing 381.9 401.4 455.2 448.6 469.6 504.1 548.5 557.9 563.4 496.4
VA Housing 155.0 154.5 154.8 170.5 200.2 221.3 224.3 236.9 264.5 323.1
FFEL Student Loans 75.0 86.1 101.9 101.0 100.5 126.7 144.2 159.3 181.9 213.3
Small Business Administration 23.6 28.6 30.9 35.2 37.5 39.4 33.8 36.6 41.1 53.4
Export-Import Bank 16.8 17.8 17.8 22.1 21.8 25.4 29.8 30.5 31.0 33.5
Other    46.5    38.4    45.5    44.5    52.1    58.9     62.3       62.9       63.7       64.8

Total 698.8 726.8 806.1 821.9 881.7 975.8 1,042.9 1,084.1 1,145.6 1,184.4

TAB F - Other Materia
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Table A-2.

Budget Authority for Subsidies for Federal Direct and Guaranteed Loans, 2003

Source: Congressional Budget Office based on data from the Office of Management and Budget.

Budget Authority
(Millions of dollars)

Direct Loans

Rural Housing and Community Development 288
Agricultural Credit and Community Advancement 259
International Debt Restructuring 211
Small Business Disaster Loans 117
Rural Electrification, Telephone, and Telecommunications -36
Ford Student Loans -318
Other  136

Total 657

Loan Guarantees

Federal Family Education Loan Program Student Loans 6,411
Department of Veterans Affairs Housing 547
Export-Import Bank 320
Air Transportation Stabilization 180
Commodity Credit Export Loans 170
Small Business Administration 118
Federal Housing Administration -3,584
Other         5

Total 4,167



B
An Example of Using the Binomial Model

to Price a Loan Guarantee

A ssume that the federal government guarantees 
the repayment of principal and interest on $90 million in 
debt coming due in one year issued by a company with 
assets of $100 million. The guarantor has effectively 
given the owner of the company the equivalent of a “put 
option” on the company’s assets with a “strike price” of 
$90. That is, the guarantee gives the borrower (the com-
pany) the right to sell its assets to the guarantor for $90, 
whatever their current market value. Suppose that in one 
year, those assets will be worth either $140 million or $70 
million (as shown in the top tree diagram in Figure B-1). 
If the asset value rises to $140 million, the firm will be 
able to repay its $90 million debt without any contribu-
tion from the federal government. If the asset value falls 
to $70 million, however, the company will be unable to 
meet its debt obligation. In that case, it will “put” its as-
sets to the government, which will pay $90 million to the 
lender and sell the assets for $70 million. 

Thus, the tree of the borrower’s asset values in Figure B-1 
implies the tree of cash flows for the government guaran-
tor shown in the middle diagram of the figure. If the 
company’s asset value increases, the guarantee requires no 
payment by the government (the put option will expire 
unexercised); but if the asset value falls, the government 
will face net costs of $20 million ($90 million minus $70 
million) to honor its guarantee. 

The cost to the government of that guarantee when it is 
issued is the present value (P) of the distribution of possi-
ble cash flows in one year. That value can be inferred 
from the price of a portfolio composed of assets of the 
borrowing firm and risk-free bonds that has the same 
payoff to the government as the guarantee. If the payoffs 
are the same, the cost must be the same, and the cost of 

the guarantee can be inferred from the known prices of 
the borrower’s assets and risk-free bonds.

Suppose a risk-free zero-coupon bond with a face value of 
$100 and a maturity of one year has a current price of 
$95. Because the bond is risk-free, its value will be $100 
in one year regardless of what happens to the value of the 
firm’s assets (see the bottom tree diagram in Figure B-1). 
The problem of the value of the loan guarantee is thus re-
duced to the following question: how many risk-free 
bonds (X) and units of the borrower’s assets (Y) are re-
quired to generate the same payoff as the guarantee? The 
payoffs for both the guarantee and the portfolio need to 
match in both good and bad states of the economy. Thus:

X100 + Y140 = 0 (good states)
X100 + Y70 = -20 (bad states)

Those two equations can be solved for X and Y: X = -0.4 
and Y = 0.2857. The price of the portfolio—based on the 
$95 price of the bond and the $100 current asset value—
is -0.4($95) + 0.2857($100) = -$9.43. Thus, the guaran-
tee is equivalent to selling -0.4 of the risk-free bonds 
(borrowing 0.4 x $95) at the risk-free rate and buying 
0.2857 of the assets. And the cost of the guarantee is the 
value of the portfolio, or -$9.43.

The value of that guarantee, or option, was inferred with-
out an explicit assumption or information about the 
probabilities of the two possible outcomes. In valuing the 
federal loan guarantees to Chrysler and America West 
Airlines, however, the probabilities of up and down 
moves and the asset value of an up move were estimated 
using a required rate of return on company assets and the 
volatility of that return.

APP ENDIX

TAB F - Other Materials
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To illustrate the relationship among those variables, as-
sume that the probability of an up move is 0.6 and that of 
a down move is 0.4. Those probabilities are consistent

Figure B-1.

Illustrative Possible Values of Assets,
Cash Flows, and Bonds in One Year

Source: Congressional Budget Office.

with an expected rate of return on assets of 12 percent 
(because [0.4(70) + 0.6(140)]/1.12 = 100). The risk-free 
interest rate can also be inferred from the equation 
100/(1 + r) = 95, which implies a rate of 5.26 percent.

The government as guarantor has a portfolio position 
equivalent to a highly leveraged position in the firm’s as-
sets—that is, issuing debt of $38 (0.4 x $95) and buying 
$28.57 of the firm’s assets. The market value of that port-
folio is -$9.43, which is the fee the guarantor must be 
paid to accept the chance of losing $20. Using the proba-
bilities inferred from market returns, the expected loss is 
0.4($20) = $8. 

Viewed from the lender’s perspective, the lender values 
an expected payment of $8 in one year at $9.43 today. 
The discount rate implied by 8/(1 + r) = 9.43 is -15.16 
percent, or about 20 percentage points lower than the 
risk-free rate of 5.26 percent. The expected loss of $8 dis-
counted at 5.26 percent has a present value of $7.60, 
which understates the value of the guarantee by about 
19 percent.

That example illustrates that although future cash out-
flows on loan guarantees are risky, their risk-adjusted dis-
count rate (unlike that of future cash inflows on loans) is 
not higher than the risk-free rate. The market implicitly 
discounts expected guarantee payments at an interest rate 
below the risk-free rate. The reason is that a loan guaran-
tee transfers market risk from the lender to the guarantor. 
For the guarantor to get a commensurate return for as-
suming the market risk, the expected payments must be 
discounted at a rate lower than the risk-free rate. The 
borrower is paying the risk-free rate to the lender plus 
compensation to the guarantor for taking on the market 
risk, which has the effect of making the market value of 
the guarantee higher than the value obtained from dis-
counting at the risk-free rate or an upwardly adjusted 
rate. Indeed, the guarantee has more market risk than the 
underlying assets because the guarantee is equivalent to a 
leveraged position in the assets, which always has more 
risk than the assets themselves do.

Possible Values of Borrower's Assets in One Year

Possible Values of Government's Cash Flows
from Guarantee in One Year

Possible Values of Government
Zero-Coupon Bond in One Year
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C
Parameter Estimates and Modeling Assumptions

Used in This Analysis

This appendix provides additional information 
about some of the key parameters and behavioral rules 
that the Congressional Budget Office (CBO) used to esti-
mate the value—under both current credit-reform rules 
and market valuation—of federal loan guarantees to 
Chrysler and America West Airlines (AWA). A compan-
ion technical paper by the authors of this report, titled 
“Valuing Federal Loans and Loan Guarantees Using Op-
tions-Pricing Methods,” contains details about the under-
lying options-pricing models.1

Asset Volatility
A critical input into both Treasury-rate and options-based 
estimates is the volatility of a firm’s asset value. Although 
that volatility is not directly observable, it can be esti-
mated in a variety of ways. For AWA, this study uses a 
formula implied by the Black-Scholes options-pricing 
model:

C1) Volatility of Assets = Volatility of Equity (beta of As-
sets/beta of Equity)

The “beta” of a stock or asset is a measure of the correla-
tion of its returns with those of the overall market. For 
publicly traded companies, estimates of equity betas are 
available from various public sources. Estimates of asset 
betas are also available for many industries.

The equity beta of AWA’s stock is 1.55.2 The beta of 
AWA’s assets was set to equal the unlevered beta of the air-
line industry (to remove the effect of debt), which is esti-
mated at 0.67.3 The equity-volatility range that AWA 

uses to value its employee stock options is 44.9 percent to 
60 percent. On the basis of those parameters, CBO esti-
mated the asset volatility at 19.4 percent to 25.9 percent. 
The estimates reported in this study use the high end of 
that range since it accords with independent estimates of 
asset volatility for the airline industry.

CBO used a different method to estimate asset volatility 
for Chrysler because not all of the necessary inputs for 
equation C1 were readily available. That company’s asset 
volatility was set to equal an average asset volatility for 
several firms in the automotive industry.4 The current 
average volatility for automotive firms is 22.5 percent. 
Although the equity volatility of a particular company 
can change substantially in a short time, the asset volatil-
ity of an industry is likely to be more stable. Nonetheless, 
the 22 years between 1980 and 2002 are long enough for 
asset volatility to have altered greatly, and a more careful 
measure of that variable is recommended for any actual 
cost estimate. 

Market Value of Assets
For healthy publicly traded firms, adding the market 
value of equity to the book value of debt liabilities ap-
proximates the market value of assets. For financially dis-
tressed companies, the book value of debt is likely to be 
much higher than its market value, but obtaining accu-
rate estimates of that market value is difficult. As ex-
plained in the companion technical paper, an options-
pricing formula can be used interactively to estimate the 

APP ENDIX

1. That paper is available at www.cbo.gov/Tech.cfm.

2. Market data for AWA from Bloomberg (www.bloomberg.com).

3. “Damodaran Online,” Web site of Prof. Aswath Damodaran, 
Stern School of Business, New York University (www.stern.nyu. 
edu/~adamodar).

4. Ibid.
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market value of assets without requiring an estimate of 
the market value of debt. That is the approach that CBO 
took for this analysis.

Using options-pricing formulas to estimate the market 
price of assets requires the following six measures:

B Market value of equity, 

B Volatility of returns on assets, 

B Volatility of returns on equity, 

B Risk-free interest rate, 

B Strike price of the option, and 

B Maturity of the debt. 

For AWA, the initial market value of equity is $138 mil-
lion (based on a share price of $4 and 34.6 million out-
standing shares). The volatility of assets is 25.9 percent 
(as described above), and the volatility of equity is 50 per-
cent. The risk-free rate is 3.5 percent (as described be-
low). The strike price of this option is the book value of 
all of AWA’s liabilities as reported in the company’s 10-Q 
report for the first quarter of 2002 filed with the Securi-
ties and Exchange Commission, or $1,575 million (in-
cluding pay-in-kind interest payments on AWA’s convert-
ible senior notes during the first three years). The time to 
maturity of the call option is the weighted average time to 
maturity of all of AWA’s liabilities, or 3.82 years. The re-
sulting estimate of the market value of the company’s as-
sets is $1,113 million.

The calculation for Chrysler is similar. The market value 
of equity is $319 million (based on a share price of $7.5 
and 42.5 million shares outstanding). The volatility of as-
sets is 22.5 percent, and the volatility of equity is based 
on the implied volatility of long-term warrants and set at 
70.5 percent. The risk-free rate is 10.02 percent (see be-
low). The strike price for this option is the book value of 
all liabilities that Chrysler reported in its annual report 
for 1980, or $6,957 million (including preferred stock). 
The time to maturity of the call option is the weighted 
average time to maturity of all of Chrysler’s liabilities, or 
3.68 years. The market value of Chrysler’s long-term as-
sets is thus estimated to be $3,750 million.

Default Triggers
If a firm’s asset value falls below the “default trigger,” the 
options-pricing models assume that a default occurs—in 
other words, that the put option is exercised—and any re-
sidual asset value is used to pay claimants (including the 
government) in order of their legal priority. In practice, 
the point at which firms declare bankruptcy varies con-
siderably. Some companies hang on with very low asset 
values, whereas others seek the protection of bankruptcy 
court before they are forced to do so by creditors. As a re-
sult, some judgment is required in choosing a default 
trigger.

The default trigger for AWA was set as a function of time 
based on the company’s debt repayment schedule. For in-
stance, for the first year after the loan guarantee was is-
sued (year one), the default trigger was set equal to the 
book value of current liabilities, as described in AWA’s 10-
Q report for the first quarter of 2002. For year two, the 
default trigger is the sum of the current liabilities and the 
debt obligations coming due in the second year. That 
procedure is continued for the life of the government- 
guaranteed loan. 

The assumption implicit in that procedure is that AWA 
can pay back principal due every year by refinancing it 
with short-term debt. One could argue that AWA can 
refinance maturing debt using long-term debt and, there-
fore, that its default trigger should not increase with time. 
Although that is a plausible argument, lenders will sub-
ject AWA to more-stringent requirements on its market 
value if the company chooses to issue long-term debt 
than they will if it issues short-term debt. In other words, 
the market value of AWA’s assets must be higher if it 
wants to refinance with long-term debt. In light of those 
two competing effects on the possibility of bankruptcy
—that issuing short-term debt raises the default trigger 
whereas issuing long-term debt sets more-stringent re-
quirements on a firm’s value at the time of refinancing—
CBO believes that the procedure it used to set the default 
limit is a reasonable approximation.

The assumptions for Chrysler are similar. The default 
trigger is a function of time based on the company’s 
schedule of debt repayments. For the first year, the de-
fault trigger is the book value of Chrysler’s current liabili-
ties. For year two, it is the sum of the current liabilities 
and half of the “other liabilities and deferred credits” re-
ported on Chrysler’s balance sheet, or $646 million. Since 
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the company’s long-term liabilities are nonamortizing, 
they do not change the default limit.

Prepayment Triggers
AWA has a strong incentive to prepay its high-cost gov-
ernment debt if it regains financial health. This analysis 
assumes that AWA prepays the government-guaranteed 
loan immediately if the market value of its assets exceeds 
the book value of its liabilities ($1,575 million). Clearly, 
that assumption is an oversimplified view of the firm’s be-
havior, but it reflects the fact that AWA will want to pay 
off high-cost government-guaranteed debt as soon as fea-
sible.

Although the financial incentives for prepayment were 
weaker with the Chrysler guarantee, CBO assumed that 
Chrysler would prepay its government-guaranteed loan if 
the market value of its assets exceeded the book value of 
its liabilities ($6,957 million).

Risk-Free Rate
The risk-free interest rate required in the binomial op-
tions-pricing model is the average short-term rate ex-
pected to prevail over the life of the loan guarantee. For 
the AWA guarantee, that rate was estimated from the 
yield on seven-year Treasury notes, which consists of ex-
pected short-term rates over the seven years and a liquid-
ity premium. The seven-year Treasury yield in January 
2002 was about 4.0 percent. Assuming a liquidity pre-
mium of 0.5 percentage points (consistent with historical 
averages) results in a risk-free rate of 3.5 percent. The rate 
for the warrant calculations was set at 4.0 percent because 
of the warrants’ 10-year maturity. 

The risk-free rate for Chrysler was estimated from the 
yield on 10-year Treasury notes, which also consists of ex-
pected short-term rates and a liquidity premium. The 10-
year Treasury yield at the time of Chrysler’s loan guaran-
tee was 10.52 percent. Assuming a liquidity premium of 
0.5 percentage points produces a risk-free rate of 10.02 
percent.
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It has been more than a decade since enactment of
the Financial Institutions Reform, Recovery, and
Enforcement Act of 1989 (FIRREA), which began the
taxpayers’ involvement in the cleanup of the savings
and loan industry.1 Over time, misinformation about
the cost of the crisis has been widespread; some pub-
lished reports have placed the cost at less than $100
billion, and others as high as $500 billion.2 Now that
the cleanup is nearly complete, we can answer the fol-
lowing questions about a debacle that has consumed
the nation for years: 
l What was the total cost of the crisis?
l How much of the total was borne by the U.S. tax-

payer?  
l How much was borne by the thrift industry?   
l How do the actual costs compare with those pre-

dicted before and during the cleanup years?
The thrift cleanup was Congress’s response to the

greatest  collapse of U.S. financial institutions since
the 1930s.  From 1986 to 1989, the Federal Savings
and Loan Insurance Corporation (FSLIC), the insurer
of the thrift industry, closed or otherwise resolved 296
institutions with total assets of $125 billion (table 1).3
An even more traumatic period followed, with the cre-
ation of the Resolution Trust Corporation (RTC) in
1989 and that agency’s resolution by mid-1995 of an
additional 747 thrifts with total assets of $394 billion.4

The combined closings by both agencies of 1,043
institutions holding $519 billion in assets contributed
to a massive restructuring of the number of firms in
the industry.  From January 1, 1986, through year-end
1995, the number of federally insured thrift institu-
tions in the United States declined from 3,234 to
1,645, or by approximately 50 percent.5

* Timothy Curry is a financial economist and Lynn Shibut is Chief of the
Financial Modeling Section in the FDIC’s Division of Research and
Statistics.  The authors thank the FDIC’s James Marino, Barry
Kolatch, George Hanc, John Thomas, and Karen Hughes for helpful
comments, and Katie Wehner and Sandy Hinegardner for research
assistance.  Matthew Green of the Treasury Department contributed
useful suggestions.

1 Although the roots of the savings and loan crisis lay in the late 1970s,
the passage of FIRREA in 1989 marked the first time taxpayer funds
were used to resolve the crisis.  That use of taxpayer funds to meet the
guarantee to insured depositors is the reason the term cleanup is used
rather than bailout.

2 For example, see White (1991), 197.  Also, Thomas (2000), 13.
3 The word thrifts refers to savings associations insured by the FSLIC

until August 8, 1989, and after that date by the Savings Association
Insurance Fund (SAIF), administered by the FDIC.   

4 The $394 billion figure measures total assets as reported in the Thrift
Financial Report that was most recent at the time of each thrift’s fail-
ure.  This figure is net of valuation allowances on the books of the
institution at the time of failure.  Other published numbers have
reported the total assets for the 747 thrifts at takeover to be $402.4 bil-
lion.  This reported number is gross of valuation allowances.  Unless
otherwise noted, the source for all data is the FDIC.

5 The total number of thrift institutions represents those that were
FSLIC-insured at year-end 1986 and SAIF-insured at year-end 1995.
It should be noted that not all of the thrift industry consolidation
occurred because of the thrift crisis.  Even without such a crisis, some
consolidation of the industry would probably have occurred.  
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Although the roots of the thrift crisis stretch back to
the late 1970s, the financial losses experienced by tax-
payers and the industry are tabulated as beginning on
January 1, 1986, and ending at year-end 1995.  The
year 1986 was selected as the starting point because
this was the first year when the FSLIC was reported
insolvent.  Before then, the thrift insurance fund had
been able to cover losses from thrift failures.
Recognition of the FSLIC’s insolvency as of year-end
1986 marked a watershed:  at that time many observers
realized that taxpayer involvement in the resolution of
the crisis was a strong possibility. 

The next section of this article provides back-
ground material on the crisis.  It is followed first by a
retrospective on the changing estimates of the size of
the thrift problem over time and then by a three-part
section identifying and analyzing the cost of meeting
the deposit insurance obligations that remained in the
wake of the debacle.  The costs are broken into the
FSLIC and RTC segments, as well as the taxpayer
and the thrift industry shares of each, and the total is
then analyzed.  A brief summary concludes.  An
appendix discusses the “goodwill” litigation associat-
ed with FIRREA. 

Background 
The causes and severity of the thrift crisis have

been documented by scholars for more than a decade.6
Several reasons cited for the collapse include:

l high and volatile interest rates during the late
1970s and early 1980s, which exposed thrifts to

interest-rate risk (caused by a mismatch in dura-
tion and by interest-rate sensitivity of assets and
liabilities);  

l the phase-out and eventual elimination in the
early 1980s of the Federal Reserve’s Regulation
Q, which caused increasing costs of thrift liabili-
ties relative to many fixed-rate assets and
adversely affected industry profitability and capi-
tal;

l adverse regional economic conditions; 
l state and federal deregulation of depository insti-

tutions, which allowed thrifts to enter new but
riskier loan markets; 

l the deregulation of the thrift industry without an
accompanying increase in examination resources
(for some years examiner resources actually
declined); 

l reduced regulatory capital requirements, which
allowed thrifts to use alternative accounting pro-
cedures to increase reported capital levels; 

l excessive chartering of new thrifts during the
1980s; 

l the withdrawal in 1986 of federal tax laws (enact-
ed in 1981) that benefited commercial real-estate
investments;  

l the development during the 1980s of the bro-
kered deposit market; and 

l delays in funding the thrift insurance fund during
the 1980s and the RTC during the 1990s, which
led to regulators’ failure to close many insolvent
institutions in a timely manner. 

As a consequence of all these factors, during the
1980s the thrift industry realized unprecedented loss-
es on loans and investments.  The result, as noted, was
the failure of hundreds of thrift institutions and the
insolvency by year-end 1986 of the FSLIC, the feder-
al insurer for the thrift industry.  As of year-end 1986,
441 thrifts with $113 billion in assets were book insol-
vent, and another 533 thrifts, with $453 billion in
assets, had tangible capital of no more than 2 percent
of total assets.  These 974 thrifts held 47 percent of
industry assets.  In response, Congress created the
Financing Corporation (FICO) in 1987 to provide
funding to the FSLIC by issuing long-term bonds.  By
the time FIRREA was passed two years later, FICO
had contributed $8.2 billion in financing to the

6 See Barth et al. (1985); Kane (1989); Barth (1991); White (1991); Barth
and Brumbaugh (1992); Bennett and Loucks (1996); and FDIC
(1997).

Table 1

Thrift Failures, 1986–1995
($Millions)

FSLIC RTC
Year Number Assets Number Assets

1986 54 $016,264
1987 48 11,270
1988 185 96,760
1989 9 725 318 $134,520
1990 213 129,662
1991 144 78,899
1992 59 44,197
1993 9 6,148
1994 2 137
1995 2 435

Total 296 $125,019 747 $393,998

Source: FDIC.
Note: Data are for the period January 1, 1986, to December 31, 1995.
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FSLIC, an amount insufficient to deal with the indus-
try’s massive problems.7

In response to the deepening crisis, Congress enact-
ed FIRREA on August 9, 1989, beginning the taxpay-
ers’ involvement in the resolution of the problem.
(See table 2 for a listing of thrift crisis events.)  FIR-
REA abolished the FSLIC and transferred its assets,
liabilities, and operations to the newly created FSLIC
Resolution Fund (FRF), to be administered by the
FDIC.  In addition, FIRREA created—to be adminis-
tered by the FDIC—a new thrift insurance fund
named the Savings Association Insurance Fund
(SAIF), which would handle thrift failures starting
three years from the date of FIRREA.  FIRREA also
created the RTC to resolve virtually all troubled thrifts
placed into conservatorships or receiverships between
January 1, 1989, and August 8, 1992.  Because of the
continuing thrift crisis, however, the RTC’s authoriza-
tion to take over insolvent institutions was twice
extended, the second time to June 30, 1995.8 The
RTC was required to cease its operations on
December 31, 1995, and transfer any remaining assets
and liabilities to the FSLIC Resolution Fund.9

FIRREA provided the RTC with $50 billion to
resolve failed institutions.  Approximately $30 billion
of this amount originated through the establishment of
the Resolution Funding Corporation (REFCORP),
which was a private-public partnership created to issue
long-term bonds to the public.10 The remaining $20
billion came from the U.S. Treasury ($18.8 billion) and

the Federal Home Loan Banks ($1.2 billion).  Because
the $50 billion in initial funding was insufficient to
deal with the scope of the problem, Congress enacted
subsequent legislation three times, raising total autho-
rized RTC funding for losses to $105 billion between
1989 and 1995.  Some of this amount was never used.
(See table 3.)
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7 FICO was created by the Competitive Equality Banking Act of 1987
(CEBA) as the vehicle for recapitalizing the insolvent FSLIC.  The
law authorized FICO to raise funds for the FSLIC by selling bonds to
the public; as noted, FICO had $8.2 billion of outstanding debt as of
the passage of FIRREA in August 1989.  Initially the thrift industry
was to be responsible for payment of interest and principal on the out-
standing debt.  Later FIRREA permitted the FICO bonds to be paid
for by annual assessments from the newly created SAIF insurance
fund.  Because of concern over the low reserves of the SAIF, the
Deposit Insurance Funds Act of 1996 (PL 104-208) provided for the
SAIF’s capitalization.  As part of the capitalization effort, future inter-
est payments on the FICO bonds were to be paid for by all FDIC-
insured institutions.

8 FIRREA’s original period for the takeover of insolvent institutions was
three years, which ended August 8, 1992.  The RTC Refinancing,
Restructuring and Improvement Act of 1991 extended the period to
October 1, 1993.  The RTC Completion Act of 1993 extended it
through June 30, 1995.    

9 The original RTC termination date, established by FIRREA in
August 1989, was December 31, 1996.  The RTC Completion Act of
1993 changed the closure date to December 31, 1995.   

10 The 1989 legislation created a quasi-private corporation to provide
funds for the RTC.  The organization and structure of REFCORP
were patterned after FICO, established in 1987 to raise funds for the
insolvent FSLIC.  REFCORP was authorized to issue debt obliga-
tions in an aggregate amount of $30 billion starting in fiscal years 1990
and 1991.  The $30 billion in principal on the REFCORP bonds was
paid from the sale of non-interest-bearing U.S. Treasury obligations,
which REFCORP purchased in amounts approximately equal to the
principal of the REFCORP obligations.  These zero-coupon securities
were funded from the reserves and special assessments of the FHLBs
and the SAIF.  Funds for the payment of interest on REFCORP oblig-
ations came from several sources, including $300 million per year from
FHLB contributions and from the U.S. Treasury.  REFCORP raised
the $30 billion in offerings by January 1991.   

Table 2

Chronology of Thrift Crisis Events

December 31, 1986 FSLIC insolvent

August 10, 1987 FICO created to fund FSLIC

August 9, 1989 Enactment of FIRREA

– FSLIC abolished

– FRF created (succeeds to FSLIC’s assets, liabilities, and operations)

– SAIF created to handle thrift failures starting August 9, 1992

– RTC created to resolve thrifts placed into conservatorships or receiverships between 
January 1, 1989 and August 8, 1992a (RTC to cease operations December 31, 1996)b

– REFCORP created to fund RTC

Note: FSLIC = Federal Savings and Loan Insurance Corporation
FICO   = Financing Corporation
FRF     = FSLIC Resolution Fund
SAIF    = Savings Association Insurance Fund
RTC    = Resolution Trust Corporation
REFCORP  = Resolution Funding Corporation

aCutoff date for takeovers later extended to June 30, 1995.
bDate to cease operations later changed to December 31, 1995.
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History of Cost Estimates   
Before, during, and even after the RTC’s lifetime,

estimates of the costs of the crisis created widespread
confusion.  Federal agencies, politicians, thrift indus-
try experts, and others put forth myriad estimates on
what was called the size of the problem.  These fore-
casts often diverged widely and changed frequently in
response to surging industry losses.  For example,
most loss projections for RTC resolutions during the
year leading up to passage of FIRREA in 1989 were in
the range of $30 billion to $50 billion, but some
reached as high as $100 billion at that time.11 Over
the next few years, as a greater-than-expected number
of thrifts failed and the resolution costs per failure
soared, loss projections escalated. Reflecting the
increased number of failures and costs per failure, the
official Treasury and RTC projections of the cost of
the RTC resolutions rose from $50 billion in August
1989 to a range of $100 billion to $160 billion at the
height of the crisis peak in June 1991, a range two to
three times as high as the original $50 billion.12 The
fact that the estimates were moving targets increased
the public’s confusion and compounded Congress’s
difficulty in reaching a consensus on funding levels for
the cleanup.  

What accounted for the disparity and volatility
among these projections?  First, timely information on
the condition of the failed institutions was lacking,
especially during the early years.  Analysts were forced
to base their loss predictions on Thrift Financial
Report data that were often outdated and unreliable
(because thrift examinations had been infrequent and
relaxed accounting standards were used at the time).
In reality, the industry was in much worse shape than
most observers had anticipated, and once the cleanup

got under way and the industry came under intense
scrutiny, this became apparent.  During the asset
reviews of insolvent and undercapitalized institutions,
it became obvious that the embedded losses were
much greater than thrift financial statements had
reported.  

Another factor was uncertainty about the expected
number of future failures.  This number was hard to
predict because the economy was changing, as were
interest rates and commercial real-estate markets.
The Bush administration, for example, originally esti-
mated that more than 400 thrifts with over $200 billion
in assets would be turned over to the RTC at a cost of
approximately $50 billion, but in less than a year the
administration’s estimate had grown to 700 or 800
thrifts with assets of over $400 billion.  The dramatic
misreading of the number of failures and subsequent
costs of the crisis, especially during the early years, was
acknowledged by L. William Seidman, Chairman of
both the FDIC and RTC during this era, in his mem-
oir.  “Only three months after the cleanup started,” he
said, “it was already evident that the problem was far
worse than anyone in government had envisioned,
including me, and it was getting worse every day.  The
economy was beginning to slide into recession.  Real
estate was in real depression in some parts of the coun-
try, particularly in Texas, where the savings and loan
problem was the largest . . . we would also need bil-
lions more to pay off depositors and carry weak assets
of the institutions until they were sold and we could

The Cost of the Savings and Loan Crisis
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11 The $30 billion to $50 billion estimates formed the basis for the Bush
administration plan in February 1989 to provide $50 billion in funding
for the cleanup.  Experts outside the federal government at that time
claimed that the costs could be substantially higher—possibly reach-
ing $100 billion.  

12 During the final year of the cleanup, the Treasury lowered its official
estimates to $120 billion. 

Table 3

RTC Funding Legislation 
($Billions)

Loss Date of
Legislation Funds Enactment

FIRREA, 1989 $050.1 August 9, 1989

RTC Funding Act of 1991 30.0 March 23, 1991

RTC Refinancing, Restructuring and 
Improvement Act of 1991 6.7 December 12, 1991

RTC Completion Act of 1993 18.3 December 17, 1993

Total Funds Appropriated $105.1

Total Funds Provided to RTC $  91.3
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recover the funds we had invested . . . we were faced
with taking the most politically unacceptable action of
all, having to admit that we made a big mistake.”13

A third factor contributing to the disparate and
volatile nature of the projections was that some public
reports on the size of the problem looked at “apples”
and others at “oranges,” and the two groups were not
comparable.  For example, some estimates included
only the expected losses from RTC failures but did
not incorporate past FSLIC costs.  Other estimates
included both the FSLIC and RTC losses but focused
only on the taxpayers’ losses, while excluding losses
incurred by the thrift industry over the same period.   

One of the most important factors in explaining the
variance among the loss estimates was methodological:
the total estimated cost sometimes did and sometimes
did not include, in addition to the estimated losses, the
borrowing costs for the billions of dollars of debt issues
floated to fund the cleanup.  During the FSLIC and
RTC eras, the industry contributed $38.3 billion
(sometimes in partnership with the Treasury) in fund-
ing for the cleanup.  Special government-established
financing entities (FICO and REFCORP) raised
these funds by selling long-term bonds in the capital
markets.  The Treasury contributed another $99 bil-
lion,14 some or all of which was also borrowed because
the federal government was experiencing large budget
deficits during the period.  When some analysts tabu-
lated the costs of the cleanup, they included not only
the principal borrowed but also interest costs for peri-
ods of up to 30 to 40 years on some or all of the bor-
rowings.  Including the financing costs in addition to
principal could easily double or triple the estimates of
the final cost of the cleanup.

However, in our view, including financing costs
when tallying the costs of the thrift crisis is method-
ologically incorrect.  It is invalid because, in present-
value terms, the amount borrowed is equal to the sum
of the interest charges plus debt repayment.  Adding
the sum of interest payments to the amount borrowed
would overstate the true economic cost of resolving
the crisis.  An example will illustrate the point.
Assume an individual pays $100,000 for the purchase
of a residential property and finances the whole
amount with a 30-year loan at 10 percent interest.
Over the 30 years of the loan the individual pays more
than $300,000 in total costs, comprising interest and
principal.  Yet, the cost of the home is still $100,000,
because the present value of the total costs of $300,000
for 30 years of payments discounted by the interest

rate of 10 percent is approximately $100,000.15

Another example:  the federal government does not
include interest charges when costing specific pro-
grams, such as weapons systems or school lunches.

Accounting for the Thrift
Cleanup Costs

The costs of the thrift crisis are analyzed below in
three sections.  The first section looks at costs borne
by the FSLIC for thrifts that failed from year-end 1985
through August 8, 1989.16 Funds were provided to the
FSLIC, and when the FSLIC was abolished in 1989,
the FRF became responsible for paying off notes and
other obligations the FSLIC had left behind.17

The second section analyzes costs associated with
the RTC resolutions of institutions that failed after
January 1, 1989 (excluding failures resolved by the
FSLIC).  These institutions consist of two groups of
failed thrifts:  (1) those that were nationalized and
placed into FDIC-supervised conservatorships from
January 1, 1989, through the passage of FIRREA on
August 9, 1989,18 and (2) those that failed after August
8, 1989.  In the first group—institutions taken over
before August 9, 1989—there were 262 failed thrifts
from 33 states, with $104 billion in total assets.  In the
second group—institutions that failed after August 8,
1989, and before June 30, 1995—there were 485 thrifts
with total assets of $290 billion.  The third section ana-
lyzes total estimated resolution costs.

Table 4 breaks out the thrift crisis losses for both
FSLIC- and RTC-related resolutions by source—
either the private or the public sector—as of year-end
1999.

13 Seidman (1993), 208. 
14 Includes $43.5 billion to the FRF and $55.9 billion to the RTC.  See

table 4.  An additional $4.2 billion was provided to the RTC and later
returned to the Treasury.

15 Actually, the total amount paid out over 30 years would be $315,925. 
16 As mentioned above, the tabulation of costs begins in 1986 because

that was the year when the FSLIC became insolvent.  Its equity was
depleted from a positive balance of $4.6 billion on January 1, 1986, to
a negative balance of $6.3  billion on December 31, 1986.   

17 FIRREA transferred all of the FSLIC’s assets, liabilities, and opera-
tions to the newly created FRF to be administered by the FDIC.
The funds needed to settle the FSLIC’s remaining liabilities were
provided by appropriations from the Treasury, industry assessments,
and recoveries from asset sales.  

18 Although the failed thrifts were placed into FSLIC conservatorships,
an agreement among the FDIC, the FHLBB, and the FSLIC gave
the FDIC authority to supervise these conservatorships.  In August
1989 at the RTC’s inception, the conservatorships were turned over to
the RTC for management and ultimate resolution.
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Table 4

Estimated Savings and Loan Resolution Cost, 1986–1995
($Billions)

Private Public
Sector Sector Total

Direct Cost

FSLIC/FSLIC Resolution Fund, 1986–95

FSLIC year-end equity and reserves, 1985 $6.1 $6.1

FSLIC insurance premiums, 1986–89 5.8 5.8

SAIF assessments diverted to FRF, 1989–92 2.0 2.0

FICO bond proceeds, 1987–89 8.2 8.2

FRF appropriations, 1989–95 $43.5 43.5

Less:  FRF equity at 12/31/99a (2.5) (2.5)

Estimated Direct FSLIC/FRF Cost $22.0 $41.0 $63.0

RTC, 1989–95

Raised through REFCORP bond proceeds:b

FHLB payments to defease REFCORP debt, 1989–91 1.3 1.3

SAIF assessments paid to defease REFCORP debt, 1990 1.1 1.1

Net present value of FHLB-paid interest on REFCORP bondsc 3.5 3.5

Net present value of REFCORP interest paid by U.S. Treasuryd 24.2 24.2

Total REFCORP bond proceeds 5.9 24.2 30.1

Appropriations from U.S. Treasurye 55.9 55.9

Initial contribution from FHLB system 1.2 1.2

Less:  RTC equity at 12/31/99a (4.5) (4.5)

Estimated Direct RTC Cost 7.1 75.6 82.7

Estimated Total Direct Cost $29.1 $116.5 $145.7

Indirect Cost
Estimated cost of tax benefits to acquirers from FSLIC assistance 6.3 6.3

Increased interest expense from higher interest rates on 
REFCORP bonds compared with U.S. Treasury borrowingsf 1.0 1.0

Estimated Indirect Cost 7.3 7.3

Estimated Total Cost $29.1 $123.8 $152.9

Memo:  goodwill litigation cost through 12/31/99g 0.4 0.4

Note: For these costs to be comparable to those of other government programs, they exclude interest on the national debt incurred to
fund the cleanup, and, in the case of FICO and REFCORP, interest that would have accrued to the national debt had such funding come
from the general fund of the U.S. Treasury instead of from FICO and REFCORP.  Resolution costs start with 1986 because the FSLIC
became insolvent that year.
aAdjusted for expenses associated with goodwill litigation.  See note g below.
bREFCORP bonds were funded via a public-private partnership.  Total funds raised by REFCORP were $30.1 billion.  Because of the

mix of private and public funding, discounting is used to allocate the $30.1 billion on the basis of the contributions made by various par-
ties at different times.
cNet present value of the FHLBs’ $300 million annual contribution to cover part of REFCORP interest expense.
dCalculated as the total REFCORP contribution ($30.1 billion) minus the net present value of the private-sector contributions.
eTotal appropriations were $60 billion, but $4.2 billion was returned to the Treasury in 1999.
fPresent value of higher interest expense of REFCORP borrowing compared with comparable-term U.S. Treasury securities.  This is

treated as a public-sector expense because the U.S. Treasury is responsible for all interest expenses above those paid by the FHLBs.
gThe FDIC cost of litigation stemming from changes in accounting treatment of supervisory goodwill and other items in FIRREA

through 12/31/99.  The cost borne by the Department of Justice and estimated future costs are unavailable.  Awards that have not been
paid are excluded.  In this presentation, goodwill expenses and recoveries are excluded from the cost of the Savings and Loan resolu-
tions.  Goodwill expenses and recoveries relate to legislative changes in FIRREA, not to the resolution of failed thrifts.  Thus, this is
reported only as a memo item.

TAB F - Other Materials



FSLIC Estimated Resolution Costs 
For FSLIC failures, the loss from the beginning of

1986 forward was $63.0 billion, of which the public
sector accounted for $41.0 billion, or 65 percent, while
the thrift industry paid $22.0 billion, or 35 percent of
the total.  All the FRF-related public-sector losses
were accounted for by the Treasury’s $43.5 billion con-
tribution.  As of year-end 1999, however, the FRF still
retained $2.5 billion in equity that was expected to be
returned to the taxpayers, so the net loss was $41.0 bil-
lion.19 (As mentioned above, the FRF was responsi-
ble for settling accounts on all outstanding FSLIC
assistance agreements and receiverships.)  The $22.0
billion in thrift industry funding for FSLIC losses
included:  $8.2 billion that came from the thrift indus-
try through the sale of long-term FICO bonds; FSLIC
insurance premiums from 1986 forward and SAIF
assessments diverted to the FRF, accounting for an
additional $7.8 billion in spending; and $6.1 billion
from the original FSLIC insurance fund equity and
reserves as of year-end 1985.20

RTC Estimated Resolution Costs
As of December 31, 1999, the RTC losses for

resolving the 747 failed thrifts taken over between
January 1, 1989, and June 30, 1995, amounted to an
estimated $82.7 billion, of which the public sector
accounted for $75.6 billion, or 91 percent, and the pri-
vate sector accounted for $7.1 billion, or 9 percent
(table 4).  

The largest component of the public-sector loss was
direct Treasury appropriations of  $55.9 billion;21 the
Treasury also absorbed  $24.2 billion of the $30.1 bil-
lion in REFCORP contributions received from 1989
to 1991.  However, the public-sector losses were
reduced by $4.5 billion in equity held by the RTC as
of year-end 1999.22

This accumulation of equity over the years was
attributable to a number of factors.  When an insured
depository institution was closed and put into a
receivership, the RTC placed a loss adjustment factor
against the book value of the assets (this value was
based on appraisals or other market information avail-
able at the time).  These loss reserves reduced the
value of the assets to the expected market or recovery
value.  In its reserving procedures, the RTC (with the
approval of the GAO) took a conservative approach so
as not to overstate the value of the assets acquired
from failed institutions.  In applying reserving proce-

dures, the RTC considered a variety of factors includ-
ing the fair market value of assets when residential and
commercial markets were collapsing and the costs
associated with particular sales methods developed by
the RTC.  For example, claims from both representa-
tion and warranty guarantees on asset sales and securi-
tizations of nonstandard assets had to be anticipated
and loss reserves established.  During the 1990s, as the
economy improved and real-estate markets recovered,
the losses on asset sales and claims from representa-
tion and warranty and asset-securitization guarantees
were less than anticipated.  Thus, a portion of previ-
ously set-aside reserves were recaptured into the RTC
equity account and offset the overall costs of the
cleanup.  

The thrift industry losses included the initial $1.2
billion contributed by the Federal Home Loan Banks
(FHLBs) to capitalize the REFCORP.  The FHLBs
also paid $1.3 billion, and the SAIF paid $1.1 billion,
to purchase zero-coupon securities worth $30 billion at
maturity—to be used to pay the principal of REF-
CORP debt.  The FHLBs incurred an additional $3.5
billion loss that represented the present value of the
FHLBs’ portion of the interest payments on REF-
CORP bonds. 

Total Estimated Resolution Costs
As of December 31, 1999, total direct costs attribut-

able to the closing of insolvent thrift institutions over
the 1986–1995 period amounted to $145.7 billion.
Indirect costs due to the loss of Treasury revenue
because of the tax benefits that accrued to acquirers of
failed institutions under past FSLIC resolutions
amounted to $6.3 billion.23 An additional $1.0 billion
of indirect costs was incurred because interest expens-
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19 The FRF equity will be returned to the Treasury as the remaining
workload is completed.  This figure is adjusted for goodwill litigation
costs.

20 These reserves were premiums paid before 1986 that were spent dur-
ing the crisis.

21 Appropriations were $60 billion, but approximately $4.2 billion was
returned to the Treasury in 1999.

22 These funds will be returned to the Treasury, or will be used to reduce
the Treasury’s interest payments on the REFCORP bonds, as the
remaining workload is completed.  This figure is adjusted for goodwill
litigation costs.

23 During most of the 1980s, special tax benefits accrued to those acquir-
ing insolvent thrift institutions.  For example, assistance paid to acquir-
ing institutions was nontaxable.  In addition, in some cases acquiring
organizations could carry over certain losses and tax attributes of the
troubled institutions to reduce their overall tax liability.  These provi-
sions reduced the amount that the FSLIC was required to pay acquir-
ing organizations to take over insolvent institutions.  As a consequence
of these tax benefits, revenue was lost to the Treasury.  Thus, these tax
benefits are referred to as “indirect costs.”  No such benefits were
granted after 1988.
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es were higher with the use of REFCORP bonds than
with Treasury financing.24 Thus, the combined total
for all direct and indirect losses of FSLIC and RTC
resolutions was an estimated $152.9 billion.  Of this
amount, U.S. taxpayer losses amounted to $123.8 bil-
lion, or 81 percent of the total costs.  The thrift indus-
try losses amounted to $29.1 billion, or 19 percent of
the total.   

The accumulated losses of $152.9 billion were high-
er than the official and private forecasts of the late
1980s but lower than those made by the government
and others during the early to mid-1990s.  As men-
tioned above, during the late 1980s the full extent of
the problem was unknown until the cleanup began;
thus, many early forecasts underestimated the size of
the problem.  In the early to mid-1990s, lower interest
rates and an improving economy reduced the number
of thrift failures and improved prices for thrift fran-
chises and assets held by thrifts; thus, the final losses
were less than those predicted at the height of the cri-
sis.  In addition, because perceptions of thrift assets
during the crisis years had been unfavorable, the RTC
adopted conservative accounting procedures, and the
combination of these policies and a strong economy
caused the costs of the cleanup to decline every year
after 1991.

As of year-end 1999, the savings and loan cleanup
was largely complete.  The FSLIC Resolution Fund,
which controls all remaining assets and liabilities of
both the FSLIC and the RTC, either held or had a
direct claim on approximately $7 billion in assets, most
of which were cash and low-risk securities.25 Thus,

losses from future asset sales will not materially
change the loss figures.  However, the costs of the
goodwill litigation associated with FIRREA (see the
Appendix) are still largely unknown, and it could be
several more years before these cases are concluded.

Summary 
The savings and loan crisis of the 1980s and early

1990s produced the greatest collapse of U.S. financial
institutions since the Great Depression.  Over the
1986–1995 period, 1,043 thrifts with total assets of over
$500 billion failed.  The large number of failures over-
whelmed the resources of the FSLIC, so U.S. taxpay-
ers were required to back up the commitment
extended to insured depositors of the failed institu-
tions.  As of December 31, 1999, the thrift crisis had
cost taxpayers approximately $124 billion and the
thrift industry another $29 billion, for an estimated
total loss of approximately $153 billion.  The losses
were higher than those predicted in the late 1980s,
when the RTC was established, but below those fore-
casted during the early to mid-1990s, at the height of
the crisis.

24 The REFCORP funding mechanism essentially required that the
U.S. Treasury pay interest at slightly higher rates than it did for
Treasury bonds of similar maturity.  Although some might argue that
this requirement relates to funding more than to resolution costs, this
funding mechanism was considered necessary for Congress to enact
the enabling legislation.  Further delays in funding would have
increased total resolution costs.   

25 Included are $2.9 billion in cash held directly by the FRF, as well as
the FRF’s claim on $1.5 billion in cash and low-risk securities held by
receiverships for which the FRF is the primary creditor.  
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APPENDIX: GOODWILL LITIGATION
On July 1, 1996, the U.S. Supreme Court ruled that, with the 1989 passage of FIRREA, the fed-
eral government had violated contractual obligations.26 FIRREA mandated new regulatory cap-
ital accounting for depository institutions and provided for the elimination or rapid phase-out of
the use of “supervisory goodwill” in calculating the regulatory capital of financial institutions.
As a result of the Court’s ruling, numerous thrifts that had been involved in mergers and acqui-
sitions during the 1980s and had “supervisory goodwill” on their books became undercapital-
ized.  Many of these thrifts were closed by supervisors, while others altered their business
strategies (for example, by shrinking their asset base) to meet the new capital standards.

In response, as of July 31, 2000, 141 thrift acquirers had filed suit in District Court or the U.S.
Court of Federal Claims, seeking compensation from the federal government for losses (table
A.1).  As of July 31, 2000, two judgments totaling $40 million had been paid for cases filed in
District Court.  All other cases were consolidated to the U.S. Court of Federal Claims, where 103
cases were still pending trial.  At the U.S. Court of Federal Claims, judgments have been ren-
dered in six cases, awarding the plaintiffs $983 million from the federal government.27 Four of
these cases were on appeal to the U.S. Federal Circuit Court of Appeals; the other two were
recent decisions, and appeals are likely.  In another five cases, settlements have been reached
with plaintiffs receiving approximately $135 million.  Another 3 cases had been tried and were
awaiting decision; 7 cases had been dismissed; 12 cases had been consolidated with others; and
miscellaneous actions have been taken in 3 others. 

In cases involving approximately 40 failed thrifts, the FDIC as successor to the closed institu-
tions had become a co-plaintiff in goodwill suits against the United States.  Only two of those
cases had been decided as of July 31, 2000, and the trial court awarded the FDIC-managed
receiverships $19.8 million.  All parties appealed one of the decisions, and an appeal of the sec-
ond decision is expected. 

26 The case was Winstar Corporation v. United States, 90-8C; United Savings Bank, Windom, MN. 
27 Most of the $983 million in judgments against the government came from one case:  Glendale Federal Bank, FSB, of

Glendale, California, was awarded a judgment of $908.9 million.  

Table A.1

Status of Goodwill Cases as of July 31, 2000
Settlements/
Judgments

Case Status Number ($Millions)

Cases with judgments paida 2 $ 40
Cases pending trial 103
Cases with unpaid judgments 6 983
Cases settledb 5 135
Cases tried and awaiting decisions 3
Cases dismissed 7
Cases consolidated into others 12
Other 3

Total 141 $1,158

Source: FDIC.
aThese cases were decided at District Courts.  All remaining cases were

consolidated to the U.S. Court of Federal Claims.
bIn one case (Winstar), the Department of Justice settled with the share-

holder plaintiff but not with the FDIC.  The settlement amount is included
here even though the case was pending trial as of July 31, 2000.
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