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Through the Troubled Asset Relief Program (“TARP”), the American taxpayers
became investors in hundreds of financial institutions, the auto industry, and cer-
tain markets for asset-backed securities, and the Office of the Special Inspector
General for the Troubled Asset Relief Program (“SIGTARP”) serves on the front
line to protect those investments. SIGTARP is the only agency solely charged
with a mission of transparency, oversight, and enforcement related to the taxpay-
ers’ unprecedented investment of hundreds of billions of dollars in the private
sector. In order to fulfill its enforcement mission, SIGTARP investigates fraud,
waste, and abuse related to TARP. This month, as a result of an investigation by
SIGTARP and its Federal law enforcement partners, the first criminal charges
were filed against senior executives of a TARP bank when two senior executives
of United Commercial Bank (“UCB”) were charged in connection with an alleged
scheme to defraud investors. The Department of Treasury (“Treasury”), and by
extension the American taxpayer, became investors in UCB'’s holding company
when it received more than $298 million in TARP funds. UCB was the first
TARP bank to fail and the taxpayers’ entire TARP investment is lost.

This past quarter, SIGTARP brought transparency to some of the largest
banks’ exit from TARP as they pressured Federal banking regulators to expedite
their TARP exit because of concerns over executive compensation restrictions
and a stigma associated with TARP participation. In stark contrast, approximately
400 smaller community banks remain in TARP and SIGTARP made recommen-
dations that Treasury, in consultation with Federal banking regulators, develop
a clear TARP exit path for community banks. SIGTARP also published an audit
questioning $8.1 million in legal fees Treasury paid to law firms whose bills
included block billing, either no or vague descriptions of work performed, unsup-
ported expenses, and administrative charges not allowed under the contract.
SIGTARP also made four new recommendations to improve servicer performance
in TARP’s housing programs.

SIGTARP INVESTIGATIONS

SIGTARP is a highly sophisticated white-collar investigative agency. Since the end
of the last quarter, 13 individuals have been criminally charged and three individu-
als have been criminally convicted as a result of SIGTARP’s investigations. This
brings the total number of individuals charged criminally as a result of SIGTARP’s
investigations to 51 individuals, including charges against 36 senior officers of their
organizations. Many of these individuals are awaiting trial. However, 28 individuals
have been criminally convicted and 19 have been sentenced to prison terms, with
others awaiting sentencing. In some cases, individuals who were criminally charged
were also charged in a civil complaint. SIGTARP’s investigations have also resulted
in civil charges against 37 individuals and 18 companies.

This month, SIGTARP agents, along with its law enforcement partners, arrested
Ebrahim Shabudin, the former executive vice president of UCB, and Thomas Yu,
the former senior vice president of UCB. The defendants are charged in a Federal
indictment in connection with an alleged fraudulent scheme that began in or about
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September 2008, to hide the bank’s true financial condition from investors, deposi-
tors, regulators, Treasury, and the bank’s auditor. According to the indictment, the
objectives of the alleged fraud scheme were to conceal, delay, and avoid publicly
reporting the bank’s number of impaired loans and the bank’s true loan loss. The
objective of the alleged scheme also included misleading investors through false
statements and misleading bank regulators. The indictment charged that the defen-
dants used a variety of fraudulent accounting maneuvers and techniques to conceal
that they falsified the bank’s books and records. In November 2008, Treasury
became an investor in the bank when it received more than $298 million in TARP
funds. The bank failed on November 6, 2009. FDIC, which became the receiver
for the bank, estimates that deposit insurance fund losses from UCB'’s failure will
be $2.5 billion. The total loss to TARP is more than $298 million.

This quarter, SIGTARP has taken swift enforcement action to shut down
mortgage modification scams that prey on unsuspecting homeowners by taking
their last dollars in exchange for false promises of a mortgage modification under
TARP’s housing programs. SIGTARP agents arrested four individuals who called
their organization HOPE. The defendants were charged with allegedly defrauding
homeowners out of $3 million in upfront fees based on misrepresentations that
the homeowners would receive a mortgage modification under HAMP. Also as a
result of a SIGTARP investigation, a housing counselor was convicted of a scheme
in which she gambled away money from homeowners that was earmarked for
mortgage modifications. Finally, a Federal court ordered the closure of a decep-
tive mortgage relief operation investigated by SIGTARP. SIGTARP will tenaciously
work to shut down mortgage modification scams and hold accountable those who
steal from homeowners under the false promise of a mortgage modification.

TARP EXIT BY THE LARGEST BANKS

Last month, SIGTARP released an audit report that shed light on the efforts by
Federal banking regulators and Treasury to get the largest banks out of TARP. The
report focuses on the exit path for the largest 17 TARP recipient banks—known

as SCAP institutions—which received 80% of all funds under TARP’s Capital
Purchase Program (“CPP”). Treasury and the Federal banking regulators conduct-
ed stress tests that determined the level of capital each bank needed to be strong
enough to absorb its own losses in adverse market conditions so that it would not
pull down the entire financial system. They used the results of those stress tests to
set the criteria for these banks to exit TARP. The strongest nine banks immediately
exited TARP, leaving eight in TARP that regulators considered to be weaker, includ-
ing Bank of America, Citigroup, PNC, and Wells Fargo. To meet the stress test
results, regulators decided that these banks could expedite a TARP exit by issuing
$1 in new common equity for every $2 in TARP repaid.

Just weeks later, the Federal banking regulators relaxed the criteria, bowing at
least in part to a desire to ramp back the Government's stake in financial institu-
tions and to pressure from institutions seeking a swift TARP exit to avoid executive
compensation restrictions and the stigma associated with TARP. The banks resisted
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regulators’ demands to raise capital. Regulators to varying degrees bent to these
concerns, with FDIC the most persistent in insisting that banks raise more com-
mon stock. The result was an ad hoc and inconsistent TARP repayment process
where only Citigroup met the 1-for-2 criteria (when it was required to meet 1-for-
1). By not waiting until the banks could meet the criteria, there was arguably a
missed opportunity to further strengthen the quality of each bank’s capital base.

The relaxing of the exit criteria raises the question as to why Federal banking
regulators went through the trouble of conducting the stress tests and setting TARP
exit criteria based on those tests, if in the end they were not going to hold banks to
it. The lessons of the financial crisis and the events surrounding TARP repayments
and exit demonstrate the importance of establishing strong capital requirements
and holding institutions strictly accountable to them. Financial stress continues to
pose obstacles to economic recovery even for the largest banks, in part due to a 9%
unemployment rate, decreased consumer confidence in a constrained market, and
non-performing mortgage loans and related securities. The nation’s largest banks
are cutting jobs, streamlining operations through asset sales, and searching for new
sources of revenue and capital. Berkshire Hathaway Inc. announced in late August
that it would invest $5 billion in Bank of America, following a period in which Bank
of America’s stock price plummeted.

Federal banking regulators and Treasury bear responsibility for ensuring that
the nation’s systemically important financial institutions hold enough capital to
absorb their own losses. During Congressional testimony in June 2011, then-FDIC
Chairman Sheila Bair further stressed, “The single most important element of a
strong and stable banking system is its capital base. Capital is what allows an insti-
tution to absorb losses while maintaining the confidence of its counterparties and
continuing to be able to lend.” Today, some institutions remain too big, too inter-
connected, and too essential to the financial system; their failure could potentially
trigger serious consequences to the broader economy. The greater financial system’s
need for protection against the failure of those institutions in the next possible
downturn is particularly acute.

COMMUNITY BANKS STILL IN TARP

This month, SIGTARP recommended that Treasury, in consultation with the bank-
ing regulators, develop a clear TARP exit path for community banks. A common
misperception is that most of the 707 TARP banks have paid back TARP, when
really only the largest banks have exited TARP. Smaller and medium size banks
are not exiting TARP with the same speed as the larger banks, with approximately
400 still in TARP. Of these, nearly half are not paying their TARP dividend and in
some cases, the banks are operating under an order by their regulator. Compared to
larger banks, community banks may face an uphill battle to exit TARP. Community
banks do not have the same access to capital as the larger banks. They are more ex-
posed to distressed commercial real estate related assets and non-performing loans.
Small and medium-size banks play an important role in our nation’s economy

and are the lifeblood of many communities across the country. They provide credit
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to small businesses and farmers, and serve customers in rural areas and small
metropolitan areas not served by large banks. As Federal Reserve Chairman Ben
Bernanke stated earlier this year, “[lJocal communities, ranging from small towns
to urban neighborhoods, are the foundation of the U.S. economy and communities
need community banks to help them grow and prosper.” Furthermore, as former
Kansas City Federal Reserve Bank President Thomas Hoenig noted, “Regional and
community banks are also typically locally owned and managed, which means they
have an immediate and vested interest in the success of their local communities.”
To the extent community banks continue to face a sluggish recovery, non-perform-
ing assets, and capital-raising challenges, their lending to consumers — especially to
small businesses — will remain constricted.

Despite the dramatic efforts to expedite the exit of the largest banks from TARP,
there appears to be no corresponding concrete plan for community banks’ exit from
TARP. The only exit strategy for smaller TARP banks that has been announced is
the Small Business Lending Fund (“SBLF”), which is identical to TARP in one
key respect: Government investment in private banks. Through this program,
Treasury invested $4 billion in smaller banks. However, approximately half of those
dollars went to swapping 137 TARP banks out of TARP and into this non-TARP
Government program. This program ties increased lending to a dividend rate that is
less than the TARP 5% dividend rate, but removes executive compensation restric-
tions and any perceived TARP stigma, the two complaints SIGTARP heard from
some of the largest banks. Banks that were not paying their TARP dividend were
not eligible to apply for SBLF. However, 320 of the more than 500 banks then left
in TARP applied to swap into SBLF. For these banks, SBLF may have been their
TARP exit plan.

Community banks need a clear exit path out of TARP that is put into action
well before a scheduled rise in the TARP dividend (beginning in the fall of 2013 for
many banks). The best exit path for community banks should involve access to new
capital to replace the TARP capital. After five years, the 5% TARP dividend rate will
rise to a very expensive 9%. SIGTARP is concerned that when the dividend rate
increases, many of these banks will remain in TARP but still be unable to access
new capital. If that is the case, many will have no means either to exit TARP or to
pay their required dividend payments.

Treasury should commit to prudent stewardship of its TARP investments; it
must take action to ensure that as many banks as possible repay taxpayers and to
prepare to deal with the banks that cannot.

TARP'S HOUSING PROGRAMS

The TARP-funded housing support programs continue to struggle to reach home-
owners, with only $2.5 billion (5.4%) of the $45.6 billion in earmarked TARP funds
having been spent. There is disappointing participation in the signature Home
Affordable Modification Program (“HAMP”), due in large part to poor servicer
performance. With just one year left for new mortgage modifications in HAMP, it is
not too late for Treasury to make changes to the program, and there remains much




QUARTERLY REPORT TO CONGRESS | OCTOBER 27, 2011 _

that it can do to improve. SIGTARP, through its hotline and anecdotally, continues
to hear about homeowner frustration with the performance of mortgage servicers
related to HAMP. To address these concerns, SIGTARP made four new recom-
mendations to improve servicer performance, which should lead to more families
staying in their homes. Treasury has determined not to take any further action to
implement SIGTARP’s recommendations. Treasury is giving up a chance at mean-
ingful change and sadly, it is struggling homeowners who have the most to lose.

Treasury must take strong action to help as many additional struggling home-
owners as it can before HAMP ends. Treasury recently published an estimate that
there are 992,968 homeowners eligible for HAMP. The number of new permanent
mortgage modifications each month has hovered between 25,000 and 30,000.
While this represents real help for these homeowners, many additional homeown-
ers could receive that same help. If the current rate continues, 520,000 to 600,000
homeowners who are eligible for HAMP will not get a permanent modification
before HAMP expires. Rather than refuse to act on SIGTARP recommendations,
Treasury should force servicers to change the status quo and help as many of the
remaining eligible homeowners as possible stay in their homes.

One of homeowners’ great frustrations with TARP’s housing programs has
been the servicers’ lack of communication or inaccurate, conflicting, and confus-
ing communication. SIGTARP recommended that Treasury require that servicer
communications with homeowners related to a change in their status or terms of
an application, modification, or any other significant change affecting the home-
owner's participation be in writing, which could be as simple as e-mail. Written
changes help reduce the likelihood that homeowners are misinformed or confused,
and oral notification is open to abuse with compliance difficult to assess. Treasury’s
response was that it already requires servicers to communicate in writing with
the borrower an average of ten times, and that soon a single point of contact will
communicate with the borrower “by phone, in writing or through email, until a
final loss mitigation decision has been made.” Given SIGTARP’s continued Hotline
complaints, ten times is not sufficient. Additionally, Treasury’s response ignores the
concerns of participating homeowners who are receiving miscommunication from
servicers on important milestones or changes.

There have been a number of serious homeowner complaints that many trial
modifications last beyond the intended three months, that many trial modifica-
tions fail to ever convert to permanency, and that homeowners have trouble getting
timely responses when they escalate complaints. These complaints are borne out
by hard facts, with 22% of trial modifications lasting more than six months. Also, as
SIGTARP raised in its last quarterly report, Treasury found that three of the largest
ten servicers had inadequate scores for a category called “second look,” meaning
that homeowners were wrongly denied a conversion from trial to permanent modi-
fication. However, Treasury did not withhold any incentives from these servicers
for this problem. After SIGTARP raised problems with the second-look scores,
those scores have improved, proving that more transparency can lead to servicer
improvements.




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

SIGTARP made new recommendations designed to address these complaints,
including that Treasury set benchmarks on what it deems to be acceptable perfor-
mance for conversion rates from trial modifications to permanent modifications,
length of trial modifications, and timeline for resolving escalated cases. SIGTARP
recommended that Treasury measure all servicers against those benchmarks,
because without acceptable benchmarks, servicers will continue their bad practices
and ultimately homeowners may suffer. When any servicer (not just the top 10)
fails to perform at acceptable levels, SIGTARP recommended that Treasury vigor-
ously enforce its rights, including using all available financial remedies to force ser-
vicer compliance with program rules through withholding, permanently reducing or
clawing back incentive payments. Treasury decided not to take any further action to
implement SIGTARP’s recommendations, stating that it considered the recommen-
dations closed. Treasury stated that it has “succeeded in improving servicer perfor-
mance” with non-financial remedies and withholding payments (temporarily) from
two servicers. Treasury stated that it will exercise its financial remedies “when nec-
essary.” Given the wealth of homeowner complaints, if there are benchmarks in this
area, Treasury is not adequately enforcing them against the 112 active servicers and
additional financial remedies are necessary. For example, if Treasury’s benchmark
for acceptable lengths of trial modifications is three to four months, SIGTARP is
not aware of any repercussion for servicers who exceed that time. With less than 1
million struggling borrowers remaining eligible, and a window quickly closing on
the end of the program, Treasury must double its efforts to ensure that servicers
comply with program requirements. If Treasury does not take action to change the
status quo of its compliance program, servicers will not take action to change their
status quo. Compliance with program guidelines is not, and must not be, voluntary.

PROGRAM UPDATES AND FINANCIAL OVERVIEW

TARP consists of 13 implemented programs. Because TARP investment authority
expired on October 3, 2010, no new obligations may be made with TARP funds.
However, dollars that have already been obligated to existing programs may still

be expended. As of October 3, 2010, $474.8 billion had been obligated across
TARP to provide support for U.S. financial institutions, the automobile industry,
the markets in certain types of asset-backed securities, and homeowners. Of the
obligated amount, $413.2 billion had been spent as of September 30, 2011, leav-
ing $52.1 billion in three programs remaining as obligated and available to spend
after accounting for reductions in exposure related to the Asset Guarantee Program
(“AGP”) and the termination of equity and debt facilities for AIG and Chrysler, re-
spectively, that were never drawn down. According to Treasury, through September
30, 2011, 266 TARP recipients, including 10 with the largest CPP investments,
had paid back all of their principal or repurchased shares, and 19 TARP recipients
had made partial repayments by paying back some of their principal or repurchas-
ing from Treasury some of their preferred shares, for an aggregate total of $276.3
billion of repayments. According to Treasury, this left $122.4 billion in TARP funds
outstanding as of September 30, 2011, after accounting for losses and write-offs.
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In addition to the principal repayments, Treasury has received interest and divi-
dend payments on its investments, as well as revenue from the sale of its warrants.
According to Treasury, as of September 30, 2011, it had received $39.8 billion in
interest, dividends, and other income, including $9.1 billion in sales proceeds that
had been received from the sale of warrants and preferred stock received as a result
of exercised warrants. At the same time, some TARP participants have missed inter-
est or dividend payments. Among CPP participants, 193 missed paying dividend or
interest to the Government as of September 30, 2011, for a total of $356.9 million
in unpaid CPP interest and dividends.

OVERSIGHT ACTIVITIES OF SIGTARP

SIGTARP actively strives to fulfill its audit and investigative functions. Since its
inception, SIGTARP has issued 16 audit reports. Two have been issued since
the end of the last quarter: “Exiting TARP: Repayment by the Largest Financial
Institutions” and “Legal Fees Paid Under the Troubled Asset Relief Program: An
Expanded Report.” Section 1 of this report “The Office of the Special Inspector
General for the Troubled Asset Relief Program” discusses SIGTARP’s recently
released audits.

SIGTARP is a highly sophisticated white-collar law enforcement agency. As
of September 30, 2011, SIGTARP had more than 150 ongoing criminal and
civil investigations, many in partnership with other law enforcement agencies.
Since SIGTARP’s inception, its investigations have delivered substantial results,
including:

e criminal actions against 51 individuals, including 36 senior officers (CEOs, own-
ers, founders, or senior executives) of their organizations

® criminal convictions of 28 defendants, of whom 19 have been sentenced to
prison (others are awaiting sentencing)

e civil cases naming 37 individuals (including 25 senior officers) and 18 corporate
or other legal entities as defendants (in some instances an individual will face
both criminal and civil charges)

e asset recoveries of $151 million

¢ savings of $553 million in TARP funds that SIGTARP prevented from going to
the now-failed Colonial Bank

Although much of SIGTARP’s investigative activity remains confidential, over
the past quarter there have been significant public developments in several of
SIGTARP's investigations. For a description of recent developments, including
those relating to SIGTARP investigations into United Commercial Bank/UCBH
Holdings, Inc., Home Owners Protection Economics, Inc., The Shmuckler Group,
LLC, HomeFront, Inc., and Residential Relief Foundation, LL.C, see Section 1
of this report “The Office of the Special Inspector General for the Troubled Asset
Relief Program.”
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SIGTARP RECOMMENDATIONS ON THE
OPERATION OF TARP

One of SIGTARP’s oversight responsibilities is to provide recommendations to
Treasury so that TARP programs can be designed or modified to facilitate effective
oversight and transparency and to prevent fraud, waste, and abuse. Section 4 of
this report “SIGTARP Recommendations” provides updates on existing recommen-
dations and summarizes the implementation of previous recommendations.

This quarter, Section 4 includes discussions of SIGTARP’s new recommen-
dations on Treasury’s housing programs, contracting for professional services,
and community banks’ exit from CPP. In an August 31, 2011, letter to Treasury,
SIGTARP made four recommendations aimed at improving transparency and ac-
countability in the implementation of TARP housing programs. In its audit report,
“Legal Fees Paid Under the Troubled Asset Relief Program: An Expanded Report,”
released September 28, 2011, SIGTARP made five new recommendations on how
Treasury should improve its handling of contracts with law firms and increase tax-
payer protections. In an October 11, 2011, letter to Treasury, SIGTARP made two
recommendations calling for a clear exit process for community banks from CPP.

REPORT ORGANIZATION

The report is organized as follows:

e Section 1 discusses the activities of SIGTARP.

e Section 2 details how Treasury has spent TARP funds so far and contains an
explanation or update of each program.

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

e Section 4 discusses SIGTARP’s recommendations to Treasury with respect to the

operation of TARP.

The report also includes numerous appendices containing, among other things,
figures and tables detailing all TARP investments through September 30, 2011,
except where otherwise noted.
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SIGTARP CREATION AND STATUTORY AUTHORITY

The Office of the Special Inspector General for the Troubled Asset Relief Program
(“SIGTARP”) was created by Section 121 of the Emergency Economic Stabilization
Act of 2008 (“EESA”). Under EESA, SIGTARP has the responsibility, among
other things, to conduct, supervise, and coordinate audits and investigations of the
purchase, management, and sale of assets under the Troubled Asset Relief Program
(“TARP”) and, with certain limitations, any other action taken under EESA.
SIGTARP is required to report quarterly to Congress to describe SIGTARP’s activi-
ties and to provide certain information about TARP over that preceding quarter.
EESA gives SIGTARP the authorities listed in Section 6 of the Inspector General
Act of 1978, including the power to obtain documents and other information from
Federal agencies and to subpoena reports, documents, and other information from
persons or entities outside the Government.

TARP investment authority expired on October 3, 2010. As a result, Treasury
cannot make new purchases or guarantees of troubled assets. This termination of
authority, however, does not affect Treasury’s ability to administer existing troubled
asset purchases and guarantees. In accordance with Section 106(e) of EESA,
Treasury may expend TARP funds after October 3, 2010, as long as it does so pur-
suant to obligations entered into before that date. SIGTARP’s oversight mandate
did not end with the expiration of Treasury’s authorization for new TARP funding.
Rather, under the authorizing provisions of EESA, SIGTARP is to carry out its
duties until the Government has sold or transferred all assets and terminated all
insurance contracts acquired under TARP. In other words, SIGTARP will remain
“on watch” as long as TARP assets remain outstanding.
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SIGTARP OVERSIGHT ACTIVITIES SINCE THE JULY
2011 QUARTERLY REPORT

SIGTARP continues to fulfill its oversight role on multiple parallel tracks: inves-
tigating allegations of fraud, waste, and abuse in TARP programs; conducting
oversight over various aspects of TARP and TARP-related programs and activities
through audits and 85 recommendations; and striving to promote transparency in
TARP and the Government’s response to the financial crisis as it relates to TARP.

SIGTARP Investigations Activity

SIGTARP is a highly sophisticated white-collar investigative agency. As of
September 30, 2011, SIGTARP had more than 150 ongoing criminal and civil
investigations, many in partnership with other law enforcement agencies in order
to leverage resources throughout the Government. From SIGTARP’s inception, its
investigations have delivered substantial results, including:

e criminal actions against 51 individuals, including 36 senior officers
(CEOs, owners, founders, or senior executives) of their organizations

e criminal convictions of 28 defendants, of whom 19 have been sentenced to
prison (others are awaiting sentencing)

e civil cases naming 37 individuals (including 25 senior officers) and 18 corporate
or other legal entities as defendants (in some instances an individual will face
both criminal and civil charges)

e asset recoveries of $151 million

e savings of $553 million in TARP funds that SIGTARP prevented from going
to the now-failed Colonial Bank

SIGTARP investigates white-collar fraud. These investigations include, for
example, accounting fraud, securities fraud, insider trading, bank fraud, mortgage
fraud, fraudulent mortgage modification schemes, false statements, obstruction
of justice, theft of trade secrets, money laundering, and tax crimes. Although the
majority of SIGTARP’s investigative activity remains confidential, over the past
quarter there have been significant public developments in several SIGTARP
investigations.

United Commercial Bank/UCBH Holdings, Inc.

SIGTARP agents, along with its law enforcement partners, arrested Ebrahim
Shabudin and Thomas Yu, two former senior executives of United Commercial
Bank (“UCB” or the “Bank”). On September 15, 2011, a Federal grand jury sitting
in the Northern District of California returned an indictment against Shabudin
and Yu. On October 11, 2011, the United States District Court for the Northern
District of California unsealed the four-count indictment which charges Shabudin
and Yu with conspiracy, securities fraud, falsifying corporate books and records,
and lying to auditors. Shabudin was an executive vice president at UCB and from
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September 2008 through April 2009, he served as UCB'’s chief credit officer and
chief operating officer. Yu was a senior vice president and from June 2008 through
June 2009, he served as UCB'’s credit risk and portfolio manager.

UCB was a commercial bank headquartered in San Francisco, California,
with branch offices throughout the United States as well as China. UCB’s hold-
ing company, UCBH Holdings, Inc. (“UCBH”), was a publicly traded company
whose shares were registered with the U.S. Securities and Exchange Commission
(“SEC”). In November 2008, Treasury became an investor in the Bank when
UCBH received approximately $298 million in TARP funds.

The indictment alleges that Shabudin and Yu, together with others, engaged in
a fraudulent scheme that began in or about September 2008, to hide the Bank’s
true financial condition from investors, depositors, regulators, Treasury, and the
Bank’s auditor. According to the indictment, the objectives of the alleged scheme to
defraud were to conceal, delay, and avoid publicly reporting the Bank’s number of
impaired loans and the Bank’s true loan loss. The objective of the alleged scheme
also included misleading investors through false statements and misleading Bank
regulators. The indictment charged that the defendants used a variety of fraudulent
accounting maneuvers and techniques to conceal that they falsified the Bank’s
books and records. As a result, UCB is alleged to have issued false and mislead-
ing public statements and reports regarding its year-end financial condition and
performance. UCB became the first TARP recipient bank to fail when it closed on
November 6, 2009. FDIC estimates that deposit insurance fund losses will be $2.5
billion. Treasury will suffer a complete loss on its more than $298 million TARP
investment.

The investigation is ongoing. The case is being investigated by SIGTARP, the
United States Attorney’s Office for the Northern District of California, the Federal
Bureau of Investigation (“FBI”), the Office of the Inspector General of the Federal
Deposit Insurance Corporation (“FDIC OIG”), and the Office of the Inspector
General of the Board of Governors of the Federal Reserve System (“FRB OIG”).

Home Owners Protection Economics, Inc.

On August 9, 2011, SIGTARP agents, with its law enforcement partners, arrested
Christopher S. Godfrey, Dennis Fischer, Vernell Burris, Jr., and Brian M. Kelly. On
August 3, 2011, a federal grand jury sitting in the District of Massachusetts returned
an indictment against the four defendants for allegedly perpetrating a fraudulent
home loan modification scam through a company named Home Owners Protection
Economics, Inc. (“HOPE”). The 20-count indictment charges the four with
conspiracy, wire fraud, mail fraud, and misuse of a government seal. Godfrey was
the president and Fischer was the vice president of HOPE. Burris was the manager
and primary trainer of HOPE telemarketers, and Kelly was one of the principal
telemarketers and a trainer for other HOPE telemarketers. Godfrey and Fischer
were charged with one count of conspiracy, nine counts of wire fraud, nine counts
of mail fraud, and one count of misuse of a Government seal. Burris and Kelly were
charged with one count of conspiracy, nine counts of wire fraud, and nine counts of
mail fraud.
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The indictment alleges that, through a series of misrepresentations, the defen-
dants and their employees induced thousands of financially distressed homeowners
to pay HOPE a $400-$900 up-front fee in exchange for HOPE'’s home loan modifi-
cations, modification services, and “software licenses.” According to the indictment,
the defendants misrepresented that, with their assistance, homeowners were virtually
guaranteed to receive a loan modification under the Home Affordable Modification
Program (“HAMP”), which is a federally-funded mortgage assistance program imple-
mented under TARP. The indictment alleges further misrepresentations by defen-
dants, including that HOPE was affiliated with the homeowner’s mortgage lender,
that homeowners had been approved for a home loan modification, that homeowners
could stop making mortgage payments while they waited for HOPE to arrange their
loan modification, that HOPE would refund the up-front fee if the modification was
unsuccessful, and that HOPE was a non-profit organization.

The indictment further alleges that, in exchange for homeowners paying the up-
front fees, HOPE sent homeowners a “do-it-yourself” application package that was
nearly identical to the application provided free of charge by the U.S. Government
through HAMP. Through these misrepresentations, it is alleged, HOPE was able to
persuade thousands of homeowners collectively to pay more than $3 million in fees
to HOPE.

This case is being investigated by SIGTARP, the FBI, the United States Attorney’s
Office for the District of Massachusetts, and the Computer Crime and Intellectual
Property Section of the Department of Justice’s Criminal Division.

The Shmuckler Group, LLC

Howard Shmuckler, who was indicted and arrested on November 10, 2010, for

an alleged mortgage modification scam investigated by SIGTARP in partnership
with the Prince George’s County State’s Attorney’s Office in Maryland, has now
been charged in a Federal case. On July 21, 2011, a Federal grand jury sitting in
the Eastern District of Virginia returned an indictment against Howard Shmuckler
for allegedly running a fraudulent mortgage-rescue business that received substan-
tial fees from homeowners but failed to modify their mortgages. Shmuckler was
charged with seven counts of wire fraud. On July 27, 2011, Shmuckler was ar-
rested at his home in Virginia Beach, where he has been under electronic monitor-
ing pending a November 2011 trial on this Maryland state charge.

According to the Federal indictment, Shmuckler owned and operated a mort-
gage-rescue business known as The Shmuckler Group (“TSG”), which claimed to
be the “largest, most successful group of professionals from the Legal, Banking,
Mortgage, Financing, Real Estate, Government, and International Sector coming
together to help homeowners keep their homes in a manageable and affordable
means.” The indictment alleges that Shmuckler falsely portrayed himself to be
an attorney licensed in Virginia and that he misrepresented that TSG had a 97
percent success rate in obtaining loan modifications. According to the indictment,
Shmuckler also instructed clients to terminate contact with their mortgage compa-
nies and to stop making payments to their lenders.
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The indictment further alleges that false representations by Shmuckler and
TSG employees induced homeowners to pay fees ranging from $2,500 to $25,000,
for $3 million in total proceeds. TSG is alleged to never have facilitated a single
mortgage modification. It is also alleged that the company’s loan modification suc-
cess rate was substantially less than 97 percent.

The case brought in Federal court in Virginia resulted from a joint investigation
conducted by SIGTARP, FBI, the FDIC OIG, and the United States Attorney’s
Office for the Eastern District of Virginia. The case brought in state court in
Maryland resulted from a joint investigation by SIGTARP, the Office of the State’s
Attorney for Prince George’s County, and the Maryland Department of Labor
Licensing and Regulation’s Financial Regulation Division.

HomeFront, Inc.

On October 6, 2011, Lori J. Macakanja pled guilty in the U.S. District Court for
the Western District of New York to mail fraud and theft of government money.
Macakanja was formerly employed as a housing counselor by HomeFront, Inc.
(“HomeFront”), a HUD-approved housing counseling agency in Buffalo, New York.
In her role as a housing counselor, Macakanja unlawfully solicited and received
money from HomeFront clients by falsely claiming that the money would be used
for loan modifications designed to prevent foreclosure on their homes, including
mortgage modifications under HAMP. After receiving the funds, Macakanja used
the money to gamble at casinos and to pay her own mortgage, and failed to obtain
loan modifications for the victims. A total of 136 HomeFront clients were defraud-
ed with losses totaling $300,000. The charges carry a maximum penalty of 20 years
in prison, a fine of $250,000, or both. Macakanja is scheduled to be sentenced on
February 2, 2012.

As previously reported, on January 29, 2011, a criminal complaint was filed
against Macakanja in the U.S. District Court for the Western District of New York
charging her with mail fraud and falsifying documents in connection with this
scheme to defraud struggling homeowners seeking mortgage modifications.

This case was investigated by SIGTARP, the U.S. Postal Inspection Service
(“USPIS”), Housing and Urban Development Office of Inspector General (‘HUD
0OIG”), Internal Revenue Service (“IRS”), U.S. Secret Service (“Secret Service”),

and FBIL.

Residential Relief Foundation, LLC

On September 30, 2011, at the request of the Federal Trade Commission (“FTC”),
the U.S. District Court for the District of Maryland shut down the operations

of Residential Relief Foundation (“RRF”); Silver Lining Services, LLC; and

their owners, James Holderness, Bryan Melanson, Michael Valenti, and Jillian
Melanson. The settlement agreement entered into between the FTC and the
defendants bans the defendants from participating in the mortgage assistance relief
and debt relief industries and imposes a judgment of more than $10.5 million
against the defendants, which is the total amount the defendants made through
their deceptive conduct.
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As previously reported, the civil complaint filed by the FTC as a result of an in-
vestigation by SIGTARP and the FTC alleged that the defendants violated Federal
law by falsely claiming that they would obtain loan modifications, including under
HAMP, and significantly lower mortgage payments for consumers in return for
upfront fees. Consumers, who were assured quick results and a high success rate,
were charged a $1,495 up-front fee. The complaint also charged the defendants
with misrepresenting an affiliation with the Federal Government, falsely claiming
to have taken reasonable and appropriate measures to protect consumers’ personal
information from unauthorized access, and improperly disposing of consumers’
information in unsecured dumpsters, in violation of the FTC Act. The defendants
engaged in their conduct amid the publicity surrounding the availability of free
mortgage loan assistance and modification programs, including HAMP as imple-
mented under TARP by Treasury.

The settlement agreement also bars the defendants from making misrepre-
sentations about any product or service, including claims about their government
affiliation.

The case was investigated by SIGTARP and the FTC.

SIGTARP Audit Activity

SIGTARP has initiated 28 audits and two evaluations since its inception. SIGTARP
has issued 16 audit reports, including two since the close of the quarter ended June
30, 2011. Among the ongoing audits and evaluations in process are reviews of: (i)
application of the executive compensation criteria used by the Office of the Special
Master for TARP Executive Compensation to determine executive compensation
for seven TARP recipients that received exceptional assistance; (ii) criteria used

by Treasury to select states and programs to receive money under the Hardest Hit
Fund; (iii) reasons for the development of CPP conditional approvals and the role
of the Federal bank regulators; and (iv) application of the HAMP net present

value test.

Recent Audits Released

Legal Fees Paid Under the Troubled Asset Relief Program:
An Expanded Report
On September 28, 2011, SIGTARP released the audit report, “Legal Fees Paid
Under the Troubled Asset Relief Program: An Expanded Report.” Conducted in
response to a request by Senator Tom Coburn, M.D., this report addressed whether
Treasury’s Office of Financial Stability’s (“OFS”) contracting processes for legal
services ensure: (1) contractors submit invoices (“fee bills”) that accurately reflect
the work performed; and (2) contractors charge fair and reasonable prices.
Treasury has paid law firms millions of dollars for professional services related
to TARP. SIGTARP audited Treasury’s processes for contracting for and pay-
ment to five of these law firms. From the inception of TARP to March 31, 2011,
OFS, which administers TARP, paid these five law firms more than $27 million
in fees and expenses. As SIGTARP conducted its audit, it found weaknesses in
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the contract and fee bills for the law firm Venable, LLP (“Venable”). In light of For more detail on billing problems that
the magnitude of legal fees that continue to be paid, SIGTARP decided to issue a SIGTARP found at Venable, LLP, see
report designed to provide OFS an opportunity to quickly strengthen its policies, the audit report “Treasury’s Process for

Contracting for Professional Services
Under TARP,” released on April 14,
2011, and discussed in SIGTARP's April
2011 Quarterly Report to Congress,
pages 182-185.

controls, and contracts to better protect taxpayers.

The four law firms covered in the new report were Simpson Thacher & Bartlett
LLP, Cadwalader Wickersham & Taft LLP, Locke Lord Bissell & Liddell LLP,
and Bingham McCutchen LLP. As of March 31, 2011, OFS paid these four firms
more than $25.5 million. SIGTARP took a sample of $9.1 million of these fees and
questioned $8.1 million (89%). SIGTARP found that their fee bills contained either
no descriptions or vague descriptions of work performed, block billing, unsupported
expense charges, and administrative charges that were not allowed under the
contract. As a result, OFS would not have been able to assess adequately the rea-
sonableness of the fees it paid. Although SIGTARP questioned fee bills from all of
the law firms audited, this does not mean that all the fees and expenses SIGTARP
questioned were unreasonable.

The most striking examples of problematic fee bills were from Simpson
Thacher, which charged OFS $5.8 million in fees and expenses without provid-
ing any description of the work performed and without providing any receipts, or
adequate documentation, for expenses. Although OFS questioned some charges,
resulting in resubmitted bills, it still paid $5.8 million for original and resubmit-
ted bills that had no description of work and no contractually required receipts.
OFS had no way of knowing whether these fees and expenses were allocable to the
contract, and reasonable and allowable as required under Federal acquisition rules.
In addition, OFS overpaid Simpson Thacher $68,936 for its foreign subcontractor,
even though the subcontractor was not preapproved and Simpson Thacher charged
as much as $520 per hour more than the maximum hourly rate under the contract.

SIGTARP found that OFS’ then-existing legal service contracts and review pro-
cedures at OFS caused it to fall short in comparison to the best practices identified
by SIGTARP and used by other Federal entities. Although SIGTARP concluded
that the OFS process for awarding legal service contracts provided adequate price
competition and that the process complied with Federal acquisition requirements,
SIGTARP found weaknesses in both the OFS contracts with the law firms and
OFS policies for reviewing legal fee bills. The OFS contracts for legal services with
these law firms do not contain sufficiently detailed requirements or instructions on
how law firms should prepare fee bills or how they should describe discrete tasks
within each fee bill. In addition, the OFS employees who reviewed bills were not
given specific standards or instructions on how to review legal fee bills for accuracy
and reasonableness. As a result, in some instances OFS overpaid for legal services.

The lack of specific, documented invoice review procedures also meant that all
invoices were not subject to the same level or consistency of review. For example,
in reviewing fee bills from the law firms, some OFS employees rejected fee bills
that included labor categories such as “counsel” not included in the contract, while
others approved and paid them. One OFS reviewer paid “counsel” at partner rates
and another paid them at associate rates. SIGTARP also noted that OFS paid for
attorneys billed in labor categories other than those agreed to in the contract and
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task orders. While this may have reduced OFS legal fees, the substitution of labor
categories and rates after contract award was not properly documented in contract
modifications.

In response to the audit, Treasury neither agreed nor disagreed with SIGTARP’s
recommendations but stated that it is committed to working with SIGTARP.
Treasury also stated in its response that it was well positioned to judge the qual-
ity and value of assistance provided by its contracted legal staff and to ensure that
taxpayer funds were used wisely.

The Federal regulations require that any fees paid be allocable to the contract,
reasonable, and allowable. The bills that SIGTARP reviewed were well below
industry standard. On one day Treasury received two bills from Simpson Thacher
— one was for $200,000 and one was for $300,000. There is one entry on each
bill listing the contract language on scope of work, with no dates or date ranges,
no timekeepers listed, no individual entries, no listing of how many hours were
involved, and no descriptions of work performed. These are not fixed rate contracts,
but rather hourly contracts that somehow ended up at surprisingly even dollar
figures of $200,000 and $300,000. Given these bills, there was no way for Treasury
to know whether the work was reasonable.

Exiting TARP: Repayment by the Largest Financial Institutions

On September 29, 2011, SIGTARP released the audit report, “Exiting TARP:
Repayment by the Largest Financial Institutions” which examined the process
under which the largest banks, known as SCAP institutions, exited TARP. This
report addressed the extent to which: (1) Treasury maintained a consistent and
transparent role in the TARP repayment process; and (2) Federal banking regula-
tors consistently coordinated and evaluated TARP repayment requests.

Treasury and the Federal banking regulators conducted stress tests that de-
termined the level of capital each bank needed to be strong enough to absorb its
own losses in adverse market conditions so that it would not pull down the entire
financial system. They used the results of those stress tests to set the criteria for
these largest banks to exit TARP. The strongest nine banks immediately exited
TARP, leaving eight in TARP that regulators considered to be weaker, including
Bank of America, Citigroup, PNC, and Wells Fargo. To meet the stress test results,
regulators decided that these banks could expedite a TARP exit by issuing $1 in
new common equity for every $2 in TARP repaid.

SIGTARP found that interagency sharing of data, vigorous debate among regu-
lators, and hard-won consensus increased the amount and improved the quality of
capital that these large banks were required to raise to exit TARP. FDIC was by far
the most persistent in insisting that banks raise more common stock. The checks-
and-balances that resulted from this interagency coordination helped to ensure
that the nation’s largest financial institutions were better capitalized upon exiting
TARP than prior to TARP. However, three aspects of the TARP exit process serve as
important lessons learned from the financial crisis.
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e First, Federal banking regulators relaxed repayment criteria for banks only weeks
after the criteria were established, bowing at least in part to a desire to ramp
back the Government'’s stake in financial institutions and to pressure by institu-
tions seeking a swift TARP exit. Those institutions wanted to avoid executive
compensation restrictions and the stigma associated with TARP participation.
The large financial institutions were notably persistent in their efforts to resist
regulatory demands to issue common stock, seeking instead more creative,
cheaper, and less sturdy alternatives that provide less short or long term loss
protection than common stock. Because the regulators failed to adhere to the
clearly and recently established requirements, the process to review a TARP
bank’s exit proposal was ad hoc and inconsistent, where only Citigroup met the
1-for-2 criteria (when it was required to meet 1-for-1).

e Second, by not waiting until the institutions were in a position to meet the
1-for-2 provision entirely with new common stock, there was arguably a missed
opportunity to further strengthen the quality of each institution’s capital base.
Concerned about executive compensation restrictions and a lack of market
confidence that might result from being the last large TARP bank to exit, banks
successfully convinced regulators that it was the right time to exit TARP, and
that the market would not support a 1-for-2 common stock issuance.

e Third, SIGTARP found that Treasury encouraged TARP banks to expedite re-
payment, opening Treasury to criticism that it put accelerating TARP repayment
ahead of ensuring that institutions exiting TARP were sufficiently strong to do
so safely. Treasury Secretary Timothy F. Geithner told SIGTARP that putting
pressure on firms to raise private capital was part of a “forceful strategy of rais-
ing capital early” and “We thought the American economy would be in a better
position if [the firms] went out and raised capital.” The result was a nearly
simultaneous exit by Bank of America, Wells Fargo, and Citigroup, involving of-
ferings of a combined total of $49.1 billion in new common stock in an already
fragile market.

The lessons of the financial crisis and the events surrounding TARP repayments
and exit demonstrate the importance of implementing strong capital requirements
and holding institutions strictly accountable to those requirements. Some of the
nation’s largest financial institutions had too little capital before the last crisis,
which not only contributed to the crisis itself but also precipitated the subsequent
bailouts. Banking regulators leveraged TARP repayment requirements to improve
the quality of capital held by the nation’s largest financial institutions in the wake
of the financial crisis, but relaxed those requirements shortly after establishing
them. Whether these institutions exited TARP with a strong and high-quality capi-
tal structure sufficient to absorb their own losses and survive adverse market condi-
tions without further affecting the broader financial system remains to be seen.

There will always be tension between the protection of the greater financial
system through robust capital requirements and the desire of individual financial
institutions to maximize profits. While striking the right balance is no easy task,
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regulators must remain vigilant against institutional demands to relax requirements
while taking on ever more risk.

In response to the report, the Federal Reserve Board noted that it carefully and
thoroughly analyzed requests to repay TARP and that it put limits on the extent
to which institutions were allowed to substitute asset sales for common equity is-
suance. FDIC did not provide a formal response because unless there are recom-
mendations for agency action or there are factual errors of consequence that FDIC
believes require correction, it does not typically provide a formal written response.
The Office of Comptroller of the Currency (“OCC”) agreed with SIGTARP’s overall
conclusion regarding the importance of implementing strong capital requirements
and holding institutions accountable to such requirements. However, OCC strongly
disagreed with SIGTARP’s conclusion that the repayment process was ad hoc and
inconsistent. OCC also disagreed with SIGTARP’s conclusion that there was a
missed opportunity to further strengthen each institution’s capital base. Treasury
agreed with SIGTARP’s conclusion that interagency coordination improved the
terms of TARP repayment. Treasury also noted that its involvement in the TARP
exit process was motivated by a belief that stabilizing the financial system depended
upon the nation’s largest financial institutions being able to raise private capital
again, and that postponing the common stock offerings could have undermined
investor confidence.

SIGTARP Hotline

One of SIGTARP’s primary investigative priorities is to operate the SIGTARP
Hotline and thus provide a simple, accessible way for the American public to report
concerns, allegations, information, and evidence of violations of criminal and
civil laws in connection with TARP. From its inception in February 2009 through
September 30, 2011, the SIGTARP Hotline has received and analyzed more

than 28,558 Hotline contacts. These contacts run the gamut from expressions

of concern over the economy to serious allegations of fraud involving TARP, and
a substantial number of SIGTARP’s investigations were generated in connection
with Hotline tips. The SIGTARP Hotline can receive information anonymously.
SIGTARP honors all applicable whistleblower protections and will provide con-
fidentiality to the fullest extent possible. SIGTARP urges anyone aware of waste,
fraud or abuse involving TARP programs or funds, whether it involves the Federal
Government, state and local entities, private firms, or individuals, to contact its
representatives at 877-SIG-2009 or www.sigtarp.gov.

Communications with Congress

One of the primary functions of SIGTARP is to ensure that members of Congress
remain adequately and promptly informed of developments in TARP initiatives and
of SIGTARP’s oversight activities. To fulfill that role, the Acting Special Inspector

General and her staff meet regularly with and brief members and Congressional

staff.
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Additionally, on July 25 and 28, 2011, SIGTARP’s Chief of Staff Mia Levine
presented open-ended briefings for House and Senate staff, respectively. The focus
of each briefing was SIGTARP’s July 2011 Quarterly Report.

Copies of the written testimony, hearing transcripts, and a variety of other mate-
rials associated with Congressional hearings since SIGTARP’s inception are posted
at www.sigtarp.gov/reports.shtml.

THE SIGTARP ORGANIZATION

SIGTARP has worked to build its organization through various complementary
strategies, leveraging the resources of other agencies, and, where appropriate
and cost-effective, obtaining services through SIGTARP’s authority to contract.
SIGTARP continues to make substantial progress in building its operation.

Hiring

As of September 30, 2011, SIGTARP had 155 personnel, including two detailees
from FHFA. SIGTARP’s employees hail from many Federal agencies, including
the Justice Department, FBI, IRS-CI, Air Force Office of Special Investigations,
the Government Accountability Office (“GAO”), the Congressional Oversight
Panel for TARP, the Transportation Department, the Energy Department, the
SEC, the Secret Service, USPS, U.S. Army Criminal Investigation Command,
Naval Criminal Investigative Service, Treasury-Office of the Inspector General,
Department of Energy-Office of the Inspector General, Department of
Transportation-Office of the Inspector General, Department of Homeland
Security-Office of the Inspector General, FDIC OIG, Office of the Special
Inspector General for Iraq Reconstruction, and HUD OIG. SIGTARP employees
also hail from various private-sector businesses and law firms. Hiring is ongo-
ing. The SIGTARP organizational chart, as of October 10, 2011, can be found in
Appendix I: “Organizational Chart.”

Budget

On February 2, 2010, the Administration submitted to Congress Treasury’s fis-

cal year 2011 budget request, which included SIGTARP’s full initial request for
$49.6 million. Public Law 112-10 Continuing Resolution provided $36.2 million
to SIGTARP for fiscal year 2011. Figure 1.1 provides a breakdown of SIGTARP’s
fiscal year 2011 operational budget, which reflects an adjusted total spending plan
of $39.1 million. This includes, among other things, portions of SIGTARPs initial
funding that have not yet been spent.

On February 14, 2011, the Administration submitted to Congress Treasury’s
fiscal year 2012 budget request, which included SIGTARP’s funding request for
$47.4 million. The fiscal year 2012 House mark and Senate mark both include ap-
proximately $41.8 million. Figure 1.2 provides a detailed breakdown of SIGTARP’s
fiscal year 2012 budget, which reflects a total operating plan of $46.6 million.

FIGURE 1.1

SIGTARP FY 2011

PROPOSED OPERATING PLAN
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FIGURE 1.2
SIGTARP FY 2012
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Physical and Technical SIGTARP Infrastructure

SIGTARP occupies office space at 1801 L Street, NW, in Washington, DC, the
same office building in which most Treasury officials managing TARP are located.
For more efficient and effective oversight across the nation, SIGTARP has regional
offices in New York City, Los Angeles, San Francisco, and Atlanta.

SIGTARP has a website, www.SIGTARP.gov, on which it posts all of its reports,
testimony, audits, contracts, and more. Since its inception, SIGTARP’s website has
had more than 53 million web “hits,” and there have been more than 3.8 million
downloads of SIGTARP’s quarterly reports, which are available on the site.!

"In October 2009, Treasury started to encounter challenges with its website counting system, and, as a result, changed to a new system
in January 2010. SIGTARP has calculated the total number of website hits reported herein based on the number reported to SIGTARP
as of September 30, 2009, plus an archived number provided by Treasury for October-December 2009 and information generated
from Treasury’s new system from January 2010 through September 2011. Another system that has been introduced counts a different
metric, “page views.” In the quarter ended September 30, 2011, the site recorded 29,009 page views; these are not comparable to
figures from previous quarters.
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This section summarizes how the U.S. Department of the Treasury (“Treasury”)
has managed the Troubled Asset Relief Program (“TARP”). This section also
reviews TARP’s overall finances, provides updates on established TARP component
programs, and gives the status of TARP executive compensation restrictions.

TARP FUNDS UPDATE

Because TARP investment authority expired on October 3, 2010, no new

obligations may be made with TARP funds. However, dollars that have already

been obligated to existing programs may still be expended. As of October 3, 2010, Obligations: Definite commitments
$474.8 billion had been obligated to 13 announced programs. Of the obligated that create a legal liability for the
amount, as of September 30, 2011, $413.2 billion had been spent and $52.1 Government to pay funds.

billion remained obligated and available to be spent after accounting for certain

reductions in exposure.! According to Treasury, as of September 30, 2011, $122.4
billion of TARP funds remained outstanding after accounting for losses and
write-offs.?

Initial authorization for TARP funding came through the Emergency Economic
Stabilization Act of 2008 (“EESA”), which was signed into law on October 3,
2008.? EESA appropriated $700 billion to “restore liquidity and stability to the
financial system of the United States.” On December 9, 2009, the Secretary of the
Treasury (“Treasury Secretary”) exercised the powers granted him under Section
120(b) of EESA and extended TARP through October 3, 2010.° In accordance
with Section 106(e) of EESA, Treasury may expend TARP funds after October 3,
2010, as long as it does so pursuant to obligations entered into before that date.®

The Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-
Frank Act”), which became law (Public Law 111-203) on July 21, 2010, amended
the timing and amount of TARP funding.” The upper limit of the Treasury
Secretary’s authority to purchase and guarantee assets under TARP was reduced to
$475 billion from the original $700 billion.

With the expiration of TARP funding authorization, no new expenditures may
be made through most of the TARP programs because all obligated dollars have
been spent. For three programs — the Making Home Affordable (“MHA”) pro-
gram, the Term Asset-Backed Securities Loan Facility (“TALF”), and the Public-
Private Investment Program (“PPIP”) — dollars that were obligated but unspent as
of October 3, 2010, are available to be spent up to the obligated amount. Table 2.1
provides a breakdown of program obligations, expenditures, and obligations avail-
able to be spent as of September 30, 2011. Table 2.1 lists 10 TARP sub-programs,
instead of all 13, because it excludes the Capital Assistance Program (“CAP”),
which was never funded, and summarizes three programs under “Automotive
Industry Support Programs.”
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TABLE 2.1

%BLIGATIONS, EXPENDITURES, AND OBLIGATIONS AVAILABLE TO BE SPENT
($ BILLIONS)

Available

Expenditure to Be Spent
Program Obligation  (As of 9/30/2011)  (As of 9/30/2011)
Housing Support Programs $45.6 $2.5 $43.1
Capital Purchase Program 204.9 204.9 —
Community Development .
Capital Initiative 0.6 0.2
Systemically Significant
Failing Institutions 69.8 67.8 -
;argeted Investment 40.0 40.0 o

rogram

Asset Guarantee Program 5.0 — —
Term Asset-Backed
Securities Loan Facility 43 0.1 4.2
Public-Private Investment b
Program 22.4 17.6 4.8
Unlocking Credit for Small 0.4 04 .
Businesses ’ ’
Automotive Industry Support
Programs¢ 818 79.7 -
Total $474.8 $413.2 $52.14

Notes: Numbers may not total due to rounding. Obligation figures are as of 10/3/2010 and expenditure figures are as of 9/30/2011.
Reductions in exposure were related to the Asset Guarantee Program and to the termination of equity and debt facilities for AIG and
Chrysler, respectively, that were never drawn down.

2 CDCI obligation amount of $570.1 million. There are no remaining dollars to be spent on CDCI. Of the total obligation, $363.3 million
was related to CPP conversions for which no additional CDCI cash was expended and $100.7 million was for new CDCI expenditures
for previous CPP participants. Of the total obligation, only $106 million went to non-CPP institutions.

® Total obligation of $22.4 billion and expenditure of $17.6 billion for PPIP includes $356.3 million of the initial obligation to The TCW
Group, Inc. (“TCW") that was funded. TCW subsequently repaid the funds that were invested in its PPIF; however, these dollars are
not included in the amount available to be spent. Invesco terminated its investment period on September 26, 2011, without fully
drawing down all committed equity and debt.

¢ Includes $80.7 billion for Automotive Industry Financing Program, $0.6 billion for Auto Warranty Commitment Program, and $0.4
billion for Auto Supplier Support Program.

4 The $5 billion reduction in exposure under AGP is not included in the expenditure total because this amount was not an actual cash
outlay.

Sources: Treasury, Transactions Report, 10/3/2011, accessed 10/14/2011; Treasury, Daily TARP Update, 10/3/2011, accessed
10/17/2011; Treasury, response to SIGTARP data call, 10/5/2011.

Cost Estimates
Several Government agencies are responsible under EESA for generating cost
estimates for TARP, including the Office of Management and Budget (“OMB”),
the Congressional Budget Office (“CBO”), and Treasury, whose estimated costs are
audited each year by the Government Accountability Office (“GAO”). Beginning
with CBO’s March 2009 cost estimate of a $356 billion loss and OMB’s August
2009 cost estimate of a $341 billion loss, the cost estimates have continued to
decrease.®

On November 15, 2010, Treasury issued its fiscal year audited agency financial
statements for TARP, which contained its cost estimate as of September 30, 2010.
Treasury estimated that the ultimate cost of TARP would be $78 billion, down from
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its previous cost estimates of $101 billion on May 13, 2010, and $105 billion on
March 31, 2010.°

On February 14, 2011, OMB issued the Administration’s fiscal year 2012
budget proposal, which contained an estimated lifetime cost estimate for TARP
of $48 billion. In calculating the estimate, OMB used data as of November 30,
2010."° The $48 billion estimate assumes that all housing funds will be spent.
However, in its most recent 105(a) report to Congress, Treasury estimated that as
of June 30, 2011, the ultimate cost of TARP would be $53.2 billion.!!

On March 29, 2011, CBO issued an updated TARP cost estimate based on
its evaluation as of March 3, 2011. In it, CBO estimated that the ultimate cost of
TARP would be $19 billion.'

The most recent TARP program cost estimates from each agency are listed in
Table 2.2.

According to Treasury, the highest losses from TARP are expected to come
from housing programs and from assistance to AIG and the automotive industry.'?
A notable difference exists between CBO’s estimate for TARP housing programs,
which assumes that only $13 billion of the $46 billion obligated will be spent, and
Treasury’s and OMB’s assertions that all of the obligated funds will be expended.'*
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TABLE 2.2

COST (GAIN) OF TARP PROGRAMS ($ BILLIONS)

Treasury Estimate,

OMB Estimate, TARP Audited
President’s FY 2012 Agency Financial
Program Name Budget CBO Estimate Statement
Report issued: 2/14/2011 3/29/2011 11/15/2010
Data as of: 11/30/2010 3/3/2011 9/30/2010
Housig Support 46 513 46
CPP (6) (16) (11)
SSFI 12 14 37
TIP and AGP (7) (7) (8)
TALF 0 0 0
PPIP 0 0 (1)
ometye sty 2 1 1
Other® * * *
Total $65 $19¢ $78¢
Interest on Reestimates® (16)
Adjusted Total $484

Notes: Numbers may not total due to rounding.

#Includes AIFP, ASSP, and AWCP.

b Consists of CDCI and UCSB, both of which have estimated costs between negative $500 million and $500 million.

¢ The estimate is before administrative costs and interest effects.

9 The estimate includes interest on reestimates but excludes administrative costs.

¢ Cumulative interest on reestimates is an adjustment for interest effects on changes in TARP subsidy costs from original subsidy
estimates; such amounts are a component of the deficit impacts of TARP programs but are not a direct programmatic cost.

Sources: OMB Estimate—OMB, “Analytical Perspectives, Budget of the United States Government, Fiscal Year 2012,” 2/14/2011,
www.whitehouse.gov/sites/default/files/omb/budget/ fy2012/assets/spec.pdf, accessed 10/17/2011; CBO Estimate—CBO,
“Report on the Troubled Asset Relief Program—March 2011,” 3/2011, www.cbo.gov/ftpdocs/121xx/doc12118/03-29-TARP.pdf,
accessed 10/17/2011; Treasury Estimate—Treasury, “Office of Financial Stability Agency

Financial Report-Fiscal Year 2010,” 9/30/2010, http://www.treasury.gov/initiatives/financial-stability/briefing-room/reports/agency_
reports/Documents/2010%200F S%20AFR%20Nov%2015.pdf, accessed 10/24/2011.

FINANCIAL OVERVIEW OF TARP

The Dodd-Frank Act reduced TARP’s maximum investment authority from $698.8
billion to $475 billion."” The $698.8 billion represented the initial $700 billion
authorized for TARP by EESA less a $1.2 billion reduction as a result of the
Helping Families Save Their Homes Act of 2009.'¢ Treasury has obligated $474.8
billion of the $475 billion. Of the total obligations, $413.2 billion was expended as
of September 30, 2011, through 13 announced programs intended to support U.S.
financial institutions, companies, and individual mortgage borrowers.!”

According to Treasury, as of September 30, 2011, 266 TARP recipients had
paid back all of their principal or repurchased shares and 19 TARP recipients
had partially repaid their principal or repurchased their shares, for a total of
$276.3 billion.'® According to Treasury, as of that date, $122.4 billion of TARP
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funds remained outstanding, including losses and write-offs. There remains
approximately $52.1 billion still available to be spent.'” Figure 2.1 provides a
snapshot of the cumulative obligations, expenditures, repayments, and exposure
reductions as of September 30, 201 1. According to Treasury, as of September 30,
2011, the Government had also collected $39.8 billion in interest, dividends, and
other income, including $9.1 billion in proceeds from the sale of warrants and
stock received as a result of exercised warrants.?

Most of the outstanding TARP money is in the form of equity ownership in
troubled, or previously troubled, companies. Treasury (and therefore the taxpayer)
remains a shareholder in companies that have not repaid the Government.
Treasury’s equity ownership is largely in two forms — common and preferred
stock — although it also has received debt in the form of senior subordinated
debentures.

As of September 30, 2011, obligated funds totaling $52.1 billion were
still available to be drawn down by TARP recipients under three of TARP’s 13
announced programs.?! TARP’s component programs fall into four categories,
depending on the type of assistance offered:

e Housing Support Programs — These programs are intended to help
homeowners who are having trouble making their mortgage payments by
subsidizing loan modifications, loan servicer costs, potential equity declines, and
incentives for foreclosure alternatives.

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

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

e Automotive Industry Support Programs — These programs are intended to
stabilize the U.S. automotive industry and promote market stability.

Housing Support Programs

The stated purpose of TARP’s housing support programs is to help homeowners
and financial institutions that hold troubled housing-related assets. Although
Treasury originally committed to use $50 billion in TARP funds for these programs,

FIGURE 2.1

CUMULATIVE TARP OBLIGATIONS,

EXPENDITURES, AND REPAYMENTS
($ BILLIONS)
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$474.8
400 | |
$413.2
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200 | | | $276.3
100 | || ||
0
TARP TARP TARP
Obligations Expenditures®  Repayments®

Notes: Numbers may not total due to rounding. Obligations

reported as of 10/3/2010. Expenditures and repayments and

reductions in exposure reported as of 9/30/2011.

2 Expenditure total does not include $5 billion for AGP as this
amount was not an actual cash outlay.

® Repayments include $184.9 billion for CPP, $40 billion for
TIP, $35.2 billion for auto programs, $1.3 billion for PPIP, and
$15 billion for SSFI. The $15 billion payment for SSF includes
amounts applied to (i) pay accrued preferred returns and (i)
redeem the outstanding liquidation amount.

Sources: Treasury, Transactions Report, 10/3/2011; Treasury,
response to SIGTARP data call, 10/14/2011.

Common Stock: Equity ownership entitling Preferred Stock: Equity ownership that

an individual to share in corporate usually pays a fixed dividend before

earnings and voting rights. distributions for common stock owners
but only after payments due to debt
holders and depositors. It typically confers
no voting rights. Preferred stock also
has priority over common stock in the
distribution of assets when a bankrupt
company is liquidated.

Senior Subordinated Debentures: Debt
instrument ranking below senior debt but
above equity with regard to investors’
claims on company assets or earnings.
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it obligated only $45.6 billion.*? As of September 30, 2011, $2.5 billion, or 5.4% of
this amount, has been expended.

¢ Making Home Affordable (“MHA”) Program — According to Treasury, this
umbrella program for Treasury’s foreclosure mitigation efforts is intended to
“help bring relief to responsible homeowners struggling to make their mortgage
payments, while preventing neighborhoods and communities from suffering
the negative spillover effects of foreclosure, such as lower housing prices,
increased crime, and higher taxes.””* MHA, for which Treasury has obligated
$29.9 billion of TARP funds, consists of the Home Affordable Modification
Program (“HAMP”), which modifies first-lien mortgages to reduce payments,
the Federal Housing Administration (“FHA”) HAMP loan modification option
for FHA-insured mortgages (“Treasury/FHA-HAMP”), the U.S. Department of
Agriculture Office of Rural Development (“RD”) HAMP (“RD-HAMP”), the
Home Affordable Foreclosure Alternatives (“HAFA”) program, and the Second
Lien Modification Program (“2MP”).2* HAMP in turn encompasses various
initiatives in addition to the modification of first-lien mortgages, including,
the Home Price Decline Protection (“HPDP”) program, the Home Affordable
Unemployment Program (“UP”), and the Principal Reduction Alternative
(“PRA”) program.?® Additionally, the overall MHA obligation of $29.9 billion
includes $2.7 billion to support the Treasury/FHA Second-Lien Program
(“FHA2LP”), which complements the FHA Short Refinance program (discussed
later) and is intended to support the extinguishment of second-lien loans.*®

As of September 30, 2011, MHA had expended $2.5 billion of TARP
money.” Total expenditures in incentives and payments for HAFA were $68.9
million in connection with 18,557 deed-in-lieu and short sale transactions.
Expenditures in incentives and payments for 2MP were $50.4 million in
connection with 6,332 full extinguishments, 1,597 partial extinguishments,
and 37,776 permanent modifications of second-liens.?® As of September 30,
2011, there were 340,300 active permanent first-lien modifications under
the completed TARP-funded portion of HAMP, an increase of 40,966 active
permanent modifications over the past quarter.?” For more detailed information,
including participation numbers for each of the MHA programs and
subprograms, see the “Housing Support Programs” discussion in this section.

e FHA Short Refinance Program — Treasury has allocated $8.1 billion of
TARP funding to this program to purchase a letter of credit to provide loss
protection on refinanced first-liens. Additionally, to facilitate the refinancing of
non-FHA mortgages into new FHA-insured loans under this program, Treasury
has allocated approximately $2.7 billion in TARP funds for incentive payments
to servicers and holders of existing second-liens for full or partial principal
extinguishments under the related FHA2LP; these funds are part of the overall
MHA funding of $29.9 billion, as noted above.*® As of September 30, 2011,
there have been 334 refinancings under the program.?! For more detailed
information, see the “Housing Support Programs” discussion in this section.
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¢ Housing Finance Agency (“HFA”) Hardest-Hit Fund (“HHF”) — The
stated purpose of this program was to provide TARP funds to create “measures
to help families in the states that have been hit the hardest by the aftermath
of the burst of the housing bubble.”*? Treasury obligated $7.6 billion for this
program in four increments: an initial amount of $1.5 billion made available
on June 23, 2010; a second amount of $600 million made available on August
3, 20105 a third amount of $2 billion made available on September 23, 2010;
and a final amount of $3.5 billion made available on September 29, 2010.3
As of September 30, 2011, $655.4 million had been drawn down by the states
from the Hardest-Hit Fund, which includes funds for program expenses (direct
assistance to borrowers), administrative expenses and cash-on-hand.** For more
detailed information, see the “Housing Support Programs” discussion in this
section.

Financial Institution Support Programs

Treasury primarily invests capital directly into the financial institutions it aids. For
TARP purposes, financial institutions included banks, bank holding companies,
and, if deemed critical to the financial system, some systemically significant

institutions.?’

e Capital Purchase Program (“CPP”) — Under CPP, Treasury directly
purchased preferred stock or subordinated debentures in qualifying financial
institutions (“OFIs”).3¢ CPP was intended to provide funds to “stabilize and
strengthen the U.S. financial system by increasing the capital base of an
array of healthy, viable institutions, enabling them [to] lend to consumers and
business[es].”” Treasury invested $204.9 billion in 707 institutions through
CPP, which closed to new funding on December 29, 2009. As of September 30,
2011, Treasury had received $184.9 billion (or 90.2% of Treasury’s expenditures
under CPP) in principal repayments and proceeds from sales of common
stock.?® Of the repaid amount, $355.7 million comes from the principal that
was converted from CPP investments into CDCI investments and therefore still
represents outstanding obligations to TARP.** In addition, 137 institutions have
refinanced their outstanding CPP investment into the Small Business Lending
Fund (“SBLF”). Treasury continues to manage its portfolio of CPP investments,
including, for certain struggling institutions, converting its preferred equity
ownership into a more junior form of equity ownership, often at a discount to
par value (which may result in a loss) in an attempt to preserve some value that
might be lost if these institutions were to fail. For more detailed information, see
the “Capital Purchase Program” discussion in this section.

¢ Community Development Capital Initiative (“CDCI”) — Under CDCI,
Treasury used TARP money to buy preferred stock in or subordinated debt from
Community Development Financial Institutions (“CDFIs”). Treasury intended
for CDCI to “improve access to credit for small businesses in the country’s
hardest-hit communities.”** Under CDCI, TARP made capital investments
in the preferred stock or subordinated debt of eligible banks, bank holding

Systemically Significant Institutions:
Term referring to any financial
institution whose failure would impose
significant losses on creditors and
counterparties, call into question the
financial strength of similar institutions,
disrupt financial markets, raise
borrowing costs for households and
businesses, and reduce household
wealth.

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

Community Development Financial
Institutions (“CDFIs"): Financial
institutions eligible for Treasury funding
to serve urban and rural low-income
communities through the CDFI Fund.
CDFls were created in 1994 by the
Riegle Community Development and
Regulatory Improvement Act. These
entities must be certified by Treasury;
certification confirms that they target
at least 60% of their lending and other
economic development activities

to areas underserved by traditional
financial institutions.
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companies, thrifts, and credit unions.*' Eighty-four institutions have received
$570.1 million in funding under CDCI.** However, 28 of these institutions
converted their existing CPP investment into CDCI ($363.3 million of the
$570.1 million) and ten of those that converted received combined additional
funding of $100.7 million under CDCI.** Only $106 million of CDCI money
went to institutions that were not already TARP recipients.

¢ Small Business Lending Fund (“SBLF”) — On September 27, 2010, the
President signed into law the Small Business Jobs Act of 2010, which created
the SBLF with a $30 billion authorization. The Administration intends for
the fund to stimulate small-business lending.** Under SBLF, Treasury invests
capital in banks and other financial institutions with less than $10 billion in
assets in return for preferred shares or debt instruments, in a manner similar to
that followed under CPP and CDCI, albeit with incentives to increase certain
types of lending and with fewer governance provisions.*> On December 20,
2010, Treasury published terms under which CPP and CDCI recipients are
permitted to refinance into SBLFE.* Although this program operates outside of
TARP, many TARP recipients converted their investments from CPP to SBLF
and thus will benefit from lower dividend rates, non-cumulative dividends,
and the removal of rules on executive compensation and luxury expenditures.*’
Treasury’s authority to make SBLF investments expired on September 27,
2011. As of that date, it had received 935 applications, of which 320 were from
existing TARP recipients (which includes 315 CPP participants and 5 CDCI
participants). According to Treasury, it provided a total of $4.03 billion in SBLF
funding to 332 institutions, including 137 CPP participants.*® For more detailed
information, see the “Small-Business Lending Initiatives” discussion in this
section.

¢ Systemically Significant Failing Institutions (“SSFI”) Program — SSFI
enabled Treasury to invest in systemically significant institutions to prevent
them from failing.*” Only one firm received SSFI assistance: American
International Group, Inc. (“AlG”). There were two TARP investments in AIG.
On November 25, 2008, Treasury bought $40 billion of AIG’s preferred stock,
the proceeds of which were used to repay a portion of AIG’s debt to the Federal
Reserve Bank of New York (“FRBNY”). Then, on April 17, 2009, Treasury
obligated approximately $29.8 billion to an equity capital facility that AIG was
allowed to draw on as needed.”

On January 14, 2011, AIG executed its previously announced
Recapitalization Plan with Treasury, FRBNY, and the AIG Credit Facility Trust
(“AIG Trust”). According to Treasury, the intent of the restructuring was to
facilitate the repayment of AIG’s government loans and investments.”' Under
the Recapitalization Plan, AIG fully repaid FRBNY’s revolving credit facility,
purchased the remainder of FRBNY’s preferred equity interests in two AIG
subsidiaries (which it then transferred to Treasury), and Treasury converted its
preferred stock holdings (along with the preferred stock holdings held by the
AIG Trust) into an approximately 92% common equity ownership stake in AIG.




QUARTERLY REPORT TO CONGRESS | OCTOBER 27, 2011

The three main steps of the Recapitalization Plan are briefly described below.

o AIG repaid and terminated its revolving credit facility with FRBNY with
cash proceeds that it had received from sales of equity interests in two
companies: American International Assurance Co., Ltd. (“AIA”) and
American Life Insurance Company (“ALICO”).>?

o AIG applied cash proceeds from the AIA IPO and ALICO sale to retire a

portion of the FRBNY's preferred interests in the special purpose vehicle

(“SPV”) that held ALICO.>* AIG next drew down an additional $20.3 billion Special Purpose Vehicle (“SPV"): Off-
in available TARP funds from the equity capital facility to repurchase the balance-sheet legal entity that holds
remainder of the FRBNY’s preferred interests in the ALICO SPV and all transferred assets presumptively
of the FRBNY'’s preferred interests in the AIA SPV. AIG then transferred beyond the reach of the entities
the preferred interests to Treasury. AIG designated its remaining $2 billion providing the assets, and is legally
TARP equity capital facility to a new Series G standby equity commitment isolated.
available for general corporate purposes, which has been subsequently
terminated without drawdown.” Senior Preferred Stock: Shares that
o AIG issued common stock in exchange for the preferred shares held by give the stockholder priority dividend
Treasury and the AIG Trust. The conversion of the TARP preferred stock and liquidation claims over junior
increased the Government’s total common equity ownership in AIG from preferred and common stockholders.
79.8% to approximately 92.1%.>
On May 27, 2011, Treasury sold 200 million shares of AIG’s common stock llliquid Assets: Assets that cannot be
for $5.8 billion in proceeds, which decreased Treasury’s equity ownership to 77%. quickly converted to cash.
For more detailed information on the Recapitalization Plan, the sale of AIG com-
mon stock, and other AIG transactions, see the “Systemically Significant Failing Trust Preferred Securities (“TRUPS”):
Institutions Program” discussion in this section. Securities that have both equity and
e Targeted Investment Program (“TIP”) — Through TIP, Treasury invested in debt characteristics, created by
financial institutions it deemed critical to the financial system.>® There were two establishing a trust and issuing debt
expenditures under this program, totaling $40 billion — the purchases of $20 to it.

billion each of senior preferred stock in Citigroup Inc. (“Citigroup”) and Bank

of America Corp. (“Bank of America”).”” Treasury also accepted common stock
warrants from each, as required by EESA. Both banks fully repaid Treasury
for its TIP investments.’® Treasury auctioned its Bank of America warrants on
March 3, 2010, and auctioned its Citigroup warrants on January 25, 2011.>
For more information on these two transactions, see the “Targeted Investment
Program and Asset Guarantee Program” discussion in this section.

e Asset Guarantee Program (“AGP”) — AGP was designed to provide
insurance-like protection for a select pool of mortgage-related or similar
assets held by participants whose portfolios of distressed or illiquid assets
threatened market confidence.® Treasury, the Federal Deposit Insurance
Corporation (“FDIC”), and the Federal Reserve offered certain loss protections
in connection with $301 billion in troubled Citigroup assets.' In exchange for
providing the loss protection, Treasury received $4 billion of preferred stock
that was later converted to trust preferred securities (“TRUPS”) on a dollar-for-
dollar basis. The FDIC received $3 billion of preferred stock that was similarly
converted.®* On December 23, 2009, in connection with Citigroup’s TIP
repayment, Citigroup and the Government terminated the AGP agreement.
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Asset-Backed Securities (“ABS”): Bonds
backed by a portfolio of consumer

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

Commercial Mortgage-Backed
Securities (“CMBS”): Bonds backed by
one or more mortgages on commercial
real estate (e.g., office buildings, rental
apartments, hotels).

Under the agreement, Treasury’s guarantee commitment was terminated with
no loss to the Government. In addition, Treasury agreed to cancel $1.8 billion
of the TRUPS issued by Citigroup, reducing the amount of preferred stock from
$4 billion to $2.2 billion, in exchange for early termination of the guarantee.
Additionally, the FDIC and Treasury agreed that at the close of Citigroup’s
participation in the FDIC’s Temporary Liquidity Guarantee Program, the FDIC
will transfer to Treasury $800 million of TRUPS that it retained as a premium,
if no loss is suffered.> On September 30, 2010, Treasury announced the sale
of all of its TRUPS for $2.2 billion in gross proceeds, which represents a profit
to taxpayers.®* On January 25, 2011, Treasury auctioned for $67.2 million the
warrants it had received from Citigroup under AGP.%® For more information

on this program, see the “Targeted Investment Program and Asset Guarantee
Program” discussion in this section.

Asset Support Programs

The stated purpose of these programs was to support the liquidity and market value
of assets owned by financial institutions. These assets included various classes of
asset-backed securities (“ABS”) and several types of loans. Treasury’s asset support
programs sought to bolster the balance sheets of financial firms and help free
capital so that these firms could extend more credit to support the economy.

¢ Term Asset-Backed Securities Loan Facility (“TALF”) — TALF was
originally designed to increase credit availability for consumers and small
businesses through a $200 billion Federal Reserve loan program. TALF provided
investors with non-recourse loans secured by certain types of ABS, including
credit card receivables, auto loans, equipment loans, student loans, floor
plan loans, insurance-premium finance loans, loans guaranteed by the Small
Business Administration (“SBA”), residential mortgage servicing advances, and
commercial mortgage-backed securities (“CMBS”).% TALF closed to new loans
in June 2010. TALF ultimately provided $71.1 billion in Federal Reserve
financing. Of that amount, $11.3 billion remained outstanding as of September
30, 2011.°® FRBNY facilitated 13 TALF subscriptions of non-mortgage-related
ABS over the life of the program totaling approximately $59 billion, with $8.8
billion of TALF borrowings outstanding as of September 30, 2011.° FRBNY
also conducted 13 CMBS subscriptions totaling $12.1 billion, with $2.5 billion
in loans outstanding as of September 30, 2011.7 Treasury originally obligated
$20 billion of TARP funds to support this program by providing loss protection
to the loans extended by FRBNY in the event that a borrower surrendered the
ABS collateral and walked away from the loan.” As of September 30, 2011,
there had been no surrender of collateral.” In July 2010, Treasury reduced its
obligation for TALF to $4.3 billion based on the amount of loans outstanding
at the end of the active lending phase of the program in June 2010.7 As of
September 30, 2011, $1.9 million in TARP funds had been allocated under
TALF for administrative expenses.” For more information on these activities,
see the “TALF” discussion in this section.
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e Public-Private Investment Program (“PPIP”) — PPIP’s goal was to restart
credit markets by using a combination of private equity, matching Government
equity, and Government debt to purchase legacy securities, i.e., CMBS and non-
agency residential mortgage-backed securities (“non-agency RMBS”).” Under
the program, eight Public-Private Investment Funds (“PPIFs”) managed by
private asset managers invested in non-agency RMBS and CMBS. Treasury has
obligated $22.4 billion in TARP funds to the program which was subsequently
decreased to $21.6 billion after Invesco terminated its investment period.” As
of September 30, 2011, the current PPIFs had drawn down $17.2 billion in
debt and equity financing from Treasury funding out of the total obligation,
which includes $1.3 billion that has been repaid.”” As the PPIFs continue
to make purchases, they will continue to have access to draw down the
remaining funding through the end of their respective investment periods, the
last of which will expire in December 2012.7 Following the expiration of the
investment period, the fund managers will have five years to manage and sell off
the investment portfolio in the PPIF and return proceeds to private investors
and taxpayers. This period may be extended up to a maximum of two years. For
details about the program structure and fund-manager terms, see the “Public-
Private Investment Program” discussion in this section.

e Unlocking Credit for Small Businesses (“UCSB”)/Small Business
Administration (“SBA”) Loan Support Initiative — In March 2009, Treasury
officials announced that Treasury would buy up to $15 billion in securities
backed by SBA loans under UCSB.”™ Treasury entered into agreements with
two pool assemblers, Coastal Securities, Inc. (“Coastal Securities”), and Shay
Financial Services, Inc. (“Shay Financial”).*° Under the agreements, Treasury’s
agent, EARNEST Partners, purchased SBA pool certificates from Coastal
Securities and Shay Financial without confirming to the counterparties that
Treasury was the buyer.®! Treasury obligated a total of $400 million for UCSB
and made purchases of $368.1 million in securities under the program. On June
2, 2011, Treasury announced its intention to sell the securities over time. As of
September 30, 2011, Treasury had completed sales of a total of 16 SBA 7(a)
securities for gross proceeds of $213.6 million.*? For more information on the
program, see the discussion of “Unlocking Credit for Small Businesses/Small
Business Administration Loan Support” in this section.

Automotive Industry Financing Program (“AlIFP”)

TARP’s automotive industry support through AIFP aimed to “prevent a significant
disruption of the American automotive industry, which would pose a systemic
risk to financial market stability and have a negative effect on the economy of the
United States.”

Through AIFP, Treasury made emergency loans to Chrysler Holding LL.C
(“Chrysler”), Chrysler Financial Services Americas LLC (“Chrysler Financial”),
and General Motors Company (“GM”). Additionally, Treasury bought senior
preferred stock from GMAC Inc. (“GMAC”), which was later renamed Ally
Financial Inc. (“Ally Financial”), and assisted Chrysler and GM during their

Legacy Securities: Real estate-related
securities originally issued before
2009 that remained on the balance
sheets of financial institutions because
of pricing difficulties that resulted from
market disruption.

Non-Agency Residential Mortgage-
Backed Securities (“non-agency
RMBS"): Financial instrument backed
by a group of residential real estate
mortgages (i.e., home mortgages for
residences with up to four dwelling
units) not guaranteed or owned by

a Government-sponsored enterprise
(“GSE”) or a Government Agency.

SBA Pool Certificate: Ownership
interest in a bond backed by SBA
guaranteed loans.
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bankruptcy restructurings. Treasury obligated $84.8 billion to AIFP, then reduced
the total obligation to $81.8 billion (including approximately $2.1 billion in loan
commitments to New Chrysler that were never drawn down).** As of September
30, 2011, $79.7 billion had been disbursed through AIFP and Treasury had
received $35.3 billion in principal repayments, preferred stock redemptions,

and stock sale proceeds. As of September 30, 2011, Treasury had received
approximately $22.4 billion related to its GM investment, $7.6 billion related to its
Chrysler investment, $2.7 billion related to its Ally FinanciallGMAC investment,
and $1.5 billion related to its Chrysler Financial investment. As of September 30,
2011, Treasury had also received approximately $4.4 billion in dividends, interest,
and fees under AIFP and its two subprograms, ASSP and AWCP.#*

With respect to AIFP support to GM, in return for a total of $49.5 billion
in loans, Treasury received $6.7 billion in debt in GM (which was subsequently
repaid), in addition to $2.1 billion in preferred stock and a 60.8% common equity
stake.®® A separate $985.8 million loan was left behind with Old GM for wind-
down costs associated with its liquidation, for which Treasury was granted an
allowed administrative expense once Old GM’s Plan of Liquidation went into effect
on March 31, 2011.5 On December 2, 2010, GM closed an initial public offering
(“IPO”) in which Treasury sold a portion of its ownership stake for $18.1 billion in
gross proceeds, reducing its ownership percentage to 33.3% (an amount that could
be diluted should GM’s bondholders or the United Auto Workers Retiree Medical
Benefits Trust exercise warrants they received).®® On December 15, 2010, GM
repurchased the $2.1 billion in preferred stock from Treasury. As of September 30,
2011, Treasury had received $22.4 billion in principal repayments, preferred stock
redemptions, and proceeds from the sale of common stock from GM, including
approximately $110.9 million in repayments related to its right to recover proceeds
from Old GM.*

With respect to AIFP support to Chrysler, Treasury provided $12.5 billion in
loan commitments to Chrysler, Inc. (“Old Chrysler”), and Chrysler Group LLC
(“New Chrysler”), of which $2.1 billion was never drawn down.” Treasury also
received a 9.9% equity stake, which was diluted to 8.6% in April 2011 after Fiat
increased its ownership interest by meeting certain performance metrics. Upon
full repayment of New Chrysler's TARP debt obligations on May 24, 2011, Fiat
simultaneously exercised an equity call option, which increased its stake in New
Chrysler to 46% from 30%. As a result, Treasury’s equity stake in New Chrysler
was diluted and further decreased to 6.6%.°' On July 21, 2011, Treasury sold
to Fiat for $500 million Treasury’s remaining equity ownership interest in New
Chrysler.”? Treasury also sold to Fiat for $60 million Treasury’s rights to receive
proceeds under an agreement with the United Auto Workers (“UAW”) retiree trust
pertaining to the trust’s shares in New Chrysler.”® Treasury retains the right to
recover certain proceeds from Old Chrysler’s bankruptcy.

With respect to AIFP support to Ally Financial, Treasury invested a total of
$17.2 billion. On December 30, 2010, Treasury’s investment was restructured
to provide for a 73.8% common equity stake, $2.7 billion in TRUPS (including
amounts received in warrants that were immediately converted into additional
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securities), and $5.9 billion in mandatorily convertible preferred shares.** Treasury
sold the $2.7 billion in TRUPS on March 2, 2011.” On March 31, 2011, Ally
Financial announced that it had filed a registration statement with the Securities
and Exchange Commission (“SEC”) for a proposed initial public offering of
common stock owned by Treasury. On May 17, 2011, June 3, 2011, June 29,
2011, and August 18, 2011, Ally Financial disclosed additional details about its
upcoming IPO in amended registration statements filed with the SEC. Concurrent
with the IPO, Treasury plans to convert $2.9 billion of its existing $5.9 billion of
mandatorily convertible preferred shares (“MCP”) into common stock.”® Treasury
will exchange the remaining $3 billion of its MCP into so-called tangible equity
units, a type of preferred stock, and will offer a portion of these tangible equity
units alongside the common equity offering.””

Treasury provided a $1.5 billion loan to Chrysler Financial, which was fully
repaid with interest in July 2009.%

For details on assistance to these companies, see the “Automotive Industry
Support Programs” discussion in this section.

AIFP also included two subprograms:

e Auto Supplier Support Program (“ASSP”) — According to Treasury, this
program was intended to provide auto suppliers “with the confidence they
need to continue shipping their parts and the support they need to help access
loans to pay their employees and continue their operations.” The original
allocation of $5 billion was reduced to $3.5 billion — $1 billion for Chrysler
and $2.5 billion for GM.'® Of the $3.5 billion available, only $413.1 million
was borrowed.'*" After purchasing substantially all of the assets of Old GM and
Old Chrysler, New GM and New Chrysler assumed the debts associated with
ASSP.'%? After repayment of all funds expended under ASSP, along with $115.9
million in interest, fees, and other income, ASSP ended on April 5, 2010, for
GM and on April 7, 2010, for Chrysler.'® For more information, see the “Auto
Supplier Support Program” discussion in this section.

e Auto Warranty Commitment Program (“AWCP”) — This program was
designed to bolster consumer confidence by guaranteeing Chrysler and GM
vehicle warranties during the companies’ restructuring through bankruptcy. It
ended in July 2009 after Chrysler fully repaid its AWCP loan of $280.1 million with
interest and GM repaid just the principal — $360.6 million — of its loan.'** For
more information, see the “Auto Warranty Commitment Program” discussion in
this section.

The following tables and figures summarize the status of TARP and




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELIEF PROGRAM

TARP-related initiatives:

e Table 2.3 — total funds subject to SIGTARP oversight as of September 30,
2011

e Table 2.4 — obligations/expenditures by program as of September 30, 2011

e Table 2.5 and Table 2.6 — summary of TARP terms and agreements

e Table 2.7 — summary of largest warrant positions held by Treasury, by program,
as of September 30, 2011

e Table 2.8 — summary of dividends, interest payments, and fees received, by
program, as of September 30, 2011

For a report of all TARP purchases, obligations, expenditures, and revenues, see
Appendix C: “Reporting Requirements.”




QUARTERLY REPORT TO CONGRESS | OCTOBER 27, 2011

TABLE 2.3

TOTAL FUNDS SUBJECT TO SIGTARP OVERSIGHT, AS OF 9/30/2011 ($ BILLIONS)
NUMBERS IN PARENTHESES REPRESENT REPAYMENTS AND REDUCTIONS IN EXPOSURE AS OF 9/30/2011

. L L. Total TARP
Program Brief Description or Participant Funding Funding
Capital Purchase Program (“CPP”) . . e . $204.9 $204.9

Investments in 707 banks; received $184.9 billion in capital repayments
CLOSED ° pre e (51849 ($1849)
Automotive Industry Financing Program  GM, Chrysler, Ally Financial Inc. (formerly GMAC), Chrysler Financial; received $34.2 80.7 80.7
(“AIFP™) billion in loan repayments, preferred stock redemptions and proceeds from the sale
CLOSED of common stock; terminated Chrysler's $2.1 billion in undrawn loan commitments (36.3) (36.3)
Auto Suppliers Support Program 0.4 042
(“ASSP") Government-backed protection for auto parts suppliers
CLOSED (0.4) (0.4)
ﬁxt\/?lé/ﬁ;ranty Commitment Program Government-backed protection for warranties of cars sold during the GM and 0.6 0.6
CLOSED Chrysler bankruptcy restructuring periods (0.6) (0.6)
(Uﬂlgglgyr})g Credit for Small Businesses Purchase of securities backed by SBA loans; received $0.2 billion from sales of 0.4° 0.4°
CLOSED securities 0.2) 0.2)
ﬁ]ﬁitti?écnz”z'ugégFr;,',?cant Failing AlG Investment; received $19.3 billion in repayments and reduced Government 69.8 69.8
CLOSED exposure (19.3) (19.3)
Targeted Investment Program (“TIP") Cit . 40.0 40.0
itigroup, Bank of America Investments
CLOSED group (40.0) (40.0)
Asset Guarantee Program (“AGP”) . . 301.0 5.0
Citigroup, ring-fence asset guarantee

CLOSED group, ring & (301.0) (5.0)
Term Asset-Backed Securities Loan 71.1 4.3¢
Facility FRBNY non-recourse loans for purchase of asset-backed securities
(“TALF ") (0.0) (0.0
gﬂtilspﬁoljj?s?gz /s\lfjfs;;g?tb :)erc()g'\f:&) and Modification of mortgage loans 70.6¢ 45.6f
Community Development Capital Initiative
(“CDCI") Investments in Community Development Financial Institutions (“CDFIs”) 0.6 0.6
CLOSED
Public-Private Investment Program Investments in legacy mortgage-backed securities using private and Government 29.88 22.40
(“PPIP") equity, along with Government debt (1.3) (1.3)
Total Obligations $869.9 $474.8

Notes: Numbers may not total due to rounding.

a Treasury's original commitment under this program was $5 billion, which was reduced to $3.5 billion effective 7/1/2009. Of the $3.5 billion available, only $413 million was borrowed.

® Treasury reduced commitment from $15 billion to an obligation of $400 million.

© The $19.3 billion in reduced exposure and repayment for SSFI includes amounts applied to pay (i) accrued preferred returns, (ii) redeem the outstanding liquidation amount, and (iii) cancellation of the series
G capital facility. Includes all proceeds from the sale of AIG stock. However, Treasury does not include in its calculation on its AIG investment proceeds from the sale of AIG stock that Treasury received
from the AlG credit facility trust in the January 2011 recapitalization.

d Treasury reduced obligation from $20 billion to $4.3 billion.

¢ Program was initially announced as a $75 billion initiative with $50 billion funded through TARP. Treasury reduced the commitment from $50 billion to an obligation of $45.6 billion; therefore, including the
$25 billion estimated to be spent by the GSEs, the total program amount is $70.6 billion.

f Treasury reduced commitment from $50 billion to an obligation of $45.6 billion.

& PPIP funding includes $7.4 billion of private-sector equity capital. Includes $0.4 billion of initial obligations to The TCW Group, Inc., which has been repaid.

" Treasury reduced commitment from $30 billion to approximately $22.4 billion in debt and equity obligations to the Public-Private Investment Funds. Invesco terminated its investment period on September
26, 2011, without fully drawing down all committed equity and debt.

Sources: Treasury, Transactions Report, 10/3/2011, accessed 10/14/2011; Treasury Press Release, “U.S. Government Finalizes Terms of Citi Guarantee Announced in November,” 1/16/2009, www.
treasury.gov/press-center/press-releases/Pages/hp1358.aspx, accessed 10/3/2011; FRBNY, response to SIGTARP data call, 10/14/2011; Treasury, “Making Home Affordable Updated Detailed Program
Description,” 3/4/2009, www.treasury.gov/press-center/press-releases/Documents/housing_fact_sheet.pdf, accessed 10/14/2011; Treasury, “Legacy Securities Public-Private Investment Program,
Program Update — Quarter Ended September 30, 2010,” 10/20/2010, www.treasury.gov/initiatives/financial-stability/programs,/Credit%20Market%20Programs,/ppip/s-ppip/Documents/External %20
Report%20-%2009-10%20vFinal.pdf, accessed 10/17/2011.
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TABLE 2.4
OBLIGATION/EXPENDITURE LEVELS BY PROGRAM ($ BILLIONS)
Amount Percent (%)
Authorized Under EESA $700.0
Released Immediately 250.0 52.6%
Released Under Presidential Certificate of Need 100.0 21.1%
Released Under Presidential Certificate of Need &
Resolution to Disapprove Failed 350.0 73.7%
Helping Families Save Their Home Act of 2009 (1.2) -0.3%
The Dodd-Frank Act (223.8) -47.1%
Total Released $475.0 100.0%
Repaid/
Obligation as Reduced Obligation
Less: Obligations by Treasury under TARP? Obligation % of Released Exposure Outstanding Section Reference
Capital Purchase Program (“CPP"): $204.9 43.1% ($184.9) “Financial Institution
CPP Total Gross $204.9 43.1% ($184.9) $20.0 Support Programs”
Community Development Capital Initiative (“CDCI"): $0.6 “Financial Institution
CDClI Total Gross $0.6 0.1% - $0.6  Support Programs”
Systemically Significant Failing Institutions (“SSFI”)
Program: “Financial Institution
American International Group, Inc. (“AIG")° $69.8 14.7% ($19.3) Support Programs”
SSFI Total $69.8 14.7% ($19.3) $50.5
Targeted Investment Program (“TIP"):
Bank of America Corporation $20.0 4.2% ($20.0) “Financial Institution
Citigroup, Inc. $20.0 4.2% ($20.0) Support Programs”
TIP Total $40.0 8.4% ($40.0) —
Asset Guarantee Program (“AGP"): o .
550 L% 0 e et
AGP Total $5.0 1.1% ($5.0) —
Term Asset-Backed Securities Loan Facility (“TALF"): )
TALF LLC 54.3 0.9% — A;ﬁﬁ;éﬁgﬁ’”
TALF Total $4.3 0.9% — $4.3
Unlocking Credit for Small Businesses (“‘UCSB”): $0.4 0.1% ($0.2) “Asset Support
UCSB Total $0.4 0.1% ($0.2) $0.2 Programs’
Automotive Industry Financing Program (“AlFP"):
General Motors Corporation (“GM”) $49.5 10.4% ($22.5)
Ally Financial (formerly GMAC) $17.2 3.6% ($2.7) “Automotive Industry
Chrysler Holding LLC 3125 3.6% ($9.7) Support Programs”
Chrysler Financial Services Americas LLC¢ $1.5 0.3% ($1.5)
AIFP Total $80.7 16.9% ($36.3) $44.4
Automotive Supplier Support Program (“ASSP”):
GM Suppliers Receivables LLC® $0.3 0.1% ($0.3) “Automotive Industry
Chrysler Holding LLCee $0.1 0.0% ($0.1) Support Programs”
ASSP Total $0.4 0.1% ($0.4) —

Continued on next page.
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OBLIGATION/EXPENDITURE LEVELS BY PROGRAM ($ BILLIONS) (CONTINUED)

Repaid/
Obligation as Reduced Obligation
Less: Obligations by Treasury under TARP? Obligation % of Released Exposure Outstanding  Section Reference
Automotive Warranty Commitment Program (“AWCP"):
General Motors Corporation (“GM”) $0.4 0.1% (50.4) “Automotive Industry
Chrysler Holding LLC $0.3 0.1% ($0.3) Support Programs
AWCP Total $0.6 0.1% ($0.6) —
Legacy Securities Public-Private Investment Program
(“PPIP")
Invesco Legacy Securities Master Fund, L.P. $2.6 0.5% (50.8)
Wellington Management Legacy Securities PPIF
Master Fund, L.P. $3.4 0.7% *
AllianceBernstein Legacy Securities Master Fund, L.P. $3.5 0.7% *
Blackrock PPIF, L.P. $2.1 0.4% — “Asset Support
AG GECC PPIF Master Fund, L.P. $3.7 0.8% — Programs”
RLJ Western Asset Public/Private Master Fund, L.P. $1.9 0.4% *
Marathon Legacy Securities Public- Private Investment
Partnership, L.P. S1.4 0.3% —
Oaktree PPIP Fund, L.P. $3.5 0.7% ($0.1)
UST/TCW Senior Mortgage Securities Fund, L.P.h $0.4 0.1% (S0.4)
PPIP Total $22.4 4.7% ($1.3) $21.1
Making Home Affordable (“MHA"): $29.9 6.8%
Housing Finance Agency: Hardest Hit Funds Program . )
(“HHF™) $7.6 1.6% Housing Support
Programs”
FHA Short Refinance Program $8.1 1.7%
Housing Support Programs Total $45.6 9.6% — $45.6
TARP Obligations Subtotal $474.8 100.0%
TARP Repayments/Reductions in Exposure
Subtotal ($288.0)
TARP Obligations Outstanding Subtotal $186.8

Notes: Numbers may not total due to rounding. Obligations reported as of 10/3/2010. Expenditures and repayments and reductions in exposure reported as 9/30/2011.

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

> The $19.3 billion in reduced exposure and repayment for SSFl includes amounts applied to pay (i) accrued preferred returns, (i) redeem the outstanding liquidation amount, and (iii) cancellation of the
series G capital facility. Includes all proceeds from the sale of AlG stock. However, Treasury does not include in its calculation on its AlG investment proceeds from the sale of AlG stock that Treasury
received from the AlG credit facility trust in the January 2011 recapitalization.

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

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

¢ Represents an SPV created by the manufacturer. Balance represents the maximum loan amount, which will be funded incrementally. Treasury’s original commitment under this program was $5 billion, but
subsequently reduced to $3.5 billion effective 7/1/2009. Of the $3.5 billion available, only $413 million was borrowed.

The $9.7 billion in repayments and reductions in exposure includes (i) loan repayments from New Chrysler, (ii) proceeds related to the liquidation of Old Chrysler, (iii) a settlement payment for a loan to
Chrysler Holding, (iv) termination of New Chrysler’s ability to draw the remaining $2.1 billion under a loan facility made available in May 2009, and (v) proceeds related to the sale to Fiat of Treasury's
remaining equity ownership stake in New Chrysler and the sale to Fiat of Treasury’s rights to receive proceeds under an agreement with the United Auto Workers (“UAW”) retiree trust pertaining to the
trust's shares in New Chrysler.

& Treasury selected nine fund management firms to establish PPIFs. One PPIP manager, The TCW Group, Inc., subsequently withdrew. According to Treasury, the current PPIP obligation is $21.9 billion, this
includes $365.25 million of an initial obligation to TCW that was funded. TCW repaid the funds that were invested in their PPIF.

" Oaktree repaid $79 million, as of September 30, 2011.

* Amount less than $50 million.

Sources: Emergency Economic Stabilization Act, P.L. 110-343, 10/3/2008; Library of Congress, “A joint resolution relating to the disapproval of obligations under the Emergency Economic Stabilization
Act of 2008,” 1/15/2009, www.thomas.loc.gov, accessed 10/17/2011; Helping Families Save Their Homes Act of 2009, P.L. 111-22, 5/20/2009; Treasury, Transactions Report, 10/3/2011, accessed
10/17/2011; Treasury, Transactions Report - Housing Programs, 9/28/2011, accessed 10/17/2011; Treasury, response to SIGTARP data call, 4/6/2011; Treasury, Section 105(a) Report, 10/3/2011,
accessed 10/17/2011.
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TABLE 2.5
DEBT AGREEMENTS AS OF 9/30/2011
TARP Date of Cost Description of Term of
Program Company Agreement Assigned Investment Investment Information Interest/Dividends  Agreement
Each QFI may issue senior securities
Senior with an aggregate principal amount o .
Subordinated of 1% - 3% of its risk-weighted T ror ISt Years: 30 years
Securities assets, but not to exceed $25 o0
CPP - o billion.
52 QFls 1/14/2009  $0.5 billion -
S corps Senior T . .
. reasury will receive warrants to
Subor_dm\a/&ed t purchase an amount equal to 5% of 13.8% 30
ecurity arrants e senior securities purchased on e years
that are exercised the date of investment
immediately '
This loan was funded incrementally;
$4 billion funded on 12/31/2008, For General Advances
$5.4 billion funded on 1/21/2009, - (i) the greater of (a)
and $4 billion funded on 2/17/2009. 3-month LIBOR or (b)
General Debt Obligation Subsequently, this loan was then 2% plus (i) 3%; For
AIFP Motors 12/31/2008 $19.8 billion  with Warrants and  amended; $2 billion on 4/22/2009  Warrant Advances 12/29/2011
Additional Note and $4 billion on 5/20/2009 (i) the greater of (a)
(General Advances). In addition, 3-month LIBOR for the
on 5/27/2009, $361 million was related interest period
set aside in an SPV for the AWCP or (b) 2% plus (i) 3.5%
(Warranty Advances).
This loan was exchanged for
General a portion of GM’s common
AIFP Motors 1/16/2009  $0.9 billion  Debt Obligation equity interest in GMAC LLC on 3-month LIBOR + 3%  1/16/2012
5/29/2009. See “Equity Agreement”
table for more information.
Originally, (i) the
Original $30.1 billion funded. greater of (a) 3-Month  Originally
Amerslded loan documents provided  Eurodollar or (b) 10/31/2009,
I that $S986 million of the original 2% plus (i) 3%. For for amounts
AFP General % 3e/n %%%9’ $30.1 billion ?VﬁEtA%léliﬁ;t]gn DIP_Ic_>an was Ieft_for the old GM. In amounts assu_med by assumed by
Motors 7/10/2009 : Note addition $7.1 billion was assumed New GM, the interest ~ New GM, June
by New GM of which $0.4 billion rates became (i) the 10, 2015,
was repaid resulting in $6.7 billion greater of (a) 3-month  subject to
remaining outstanding. Eurodollar or (b) 2%  acceleration
plus (i) 5%
The debt
obligation for
Debt Obligation ¢ o4 of the loans will be funded each fund
PPP Al /3072009 520 bilion 1 Contingent incrementaly,upon demand by the  LIBOR + 1% matures at the
Promissory Note und manager. dissolution of
the fund or 10
years.
Each QCU may issue CDCI Senior
cDCl - Securities with an aggregate
Credit Al Subordinated_ Debt principal amo_unt equal to not more 2% for first 8 years,
Unions for Credit Unions  than 3.5% of its total assets and not 9% thereafter

more than 50% of the capital and
surplus of the QCU.

Continued on next page.
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DEBT AGREEMENTS AS OF 9/30/2011 (CONTINUED)

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

Each QFI may issue CDCI Senior

Securities with an aggregate

principal amount equal to not more

than 5% of (i), if the QFl is a Certified

Entity the risk-weighted assets of the
CDCI - Subordinated Debt  QFI, or (i), if the QFI is not a Certified 3.1% for first 8 years,
S corps for S corps Entity, the sum of the RWAs of each  13.8% thereafter

of the Certified Entities, in each case

less the aggregate capital or, as the

case may be, principal amount of

any outstanding TARP assistance of

the QFI.

Notes: Numbers affected by rounding.

2 Announcement date of CPP S-Corporation Term Sheet.

® Amount includes AWCP commitments.

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

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

“Loan and Security Agreement By and Between Chrysler Holding LLC as Borrower and The United States Department of Treasury as Lender Dated as of December 31, 2008.” 12/31/2008; Treasury,
“Chrysler, Indicative Summary of Terms for Secured Term Loan Facility,” 12/19/2008; Treasury, “Chrysler LB Receivables Trust Automotive Industry Financing Program, Secured Term Loan, Summary of
Terms,” 1/16/2009; OFS, response to SIGTARP draft report, 1/30/2009; Treasury, Transactions Report, 9/30/2010; Treasury, response to SIGTARP data call, 10/7/2010; Treasury's “TARP Community
Development Capital Initiative Program Agreement, CDFI Bank / Thrift Senior Preferred Stock, Summary of CDCI Senior Preferred Terms,” 4/26/2010; Treasury's “TARP Community Development Capital
Initiative CDFI Credit Unions Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury's “TARP's Community Development Capital Initiative CDFI Subchapter S Corporation Senior
Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010.
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TABLE 2.6
EQUITY AGREEMENTS AS OF 9/30/2011
TARP Date of Cost Description of  Investment Term of
Program Company Agreement  Assigned Investment Information Dividends Agreement
0,
Senior Preferred  1-3% of risk-weighted assets, not to g/"efgﬁsﬁrgﬁ/ Perpetual
Equity exceed $25 billion for each QFl y e ° P
CPP - 286 OFls 10/14/2008"  $200.1 thereafter
Public and later billion Common Stock 1
Purchase 15% of senior preferred amount — U:atrz 0
Warrants g
. . 5% for first
-39 g
Preferred Equity 1-3% of risk W¢|ghted assets, not to 5 years, 9% Perpetual
exceed $25 billion for each QFI
thereafter
CPP - 11/17/2008° - Preferred
Private 369 QFls and later $4.0 billion Stock Purchase
Warrants that 5% of preferred amount 9% Perpetual
are exercised
immediately
Non-Cumulative $41.6 billion aggregate liquidation o
Preferred Equity  preference 10% Perpetual
i 2% of issued and outstanding common
American - stock on investment date of 11/25/08;
SSFI International ~ 4/17/2009  $41.6 billion® Common Stock  the warrant was originally for 53,798,766 Up to 10
Group, Inc. Purchase shares and had a $2.50 exercise price, — :ars
Warrants but after the 6/30/09 split, it is for y
2,689,938.30 shares and has an exercise
price of $50.
y . Up to $29.8 billion aggregate liquidation Perpetual (life
) gfe?gl:ggju? tmi preference. As of 9/30/09, the aggregate 10% of the facility
American - QU liquidation preference was $3.2 billion. is 5 years)
SSFI International ~ 4/17/2009  $29.8 billiond c S
Group, Inc. ommon Stock 1 5 common stock warrants outstanding; Up to 10
Purchase : h —
$00002 exercise price years
Warrants
Mandatorily tCoocr:];reanlion
Convertible $5.0 billion 9% o
Preferred Stock' equity interest
Ally Financial after 7 years
AIFP Inc. (formerly 12/29/2008  $5.0 bilion  preferred
GMAC) Stock Purchase g)oggﬁnﬁon
Warrants _that 5% of original preferred amount 9% equity interest
ﬁ‘:]?']’]ee):j?;(tzlesl)?d after 7 years
Mandatorily &ngﬁz;ﬁon
Convertible $4.5 billion 9% ity interest
Preferred Stocke equrty Interes
after 7 years
Ally Financial Preferred Converts
AIFP Inc. (formerly  5/21,/2009 §7.5 billion  Stock Purchase to common
GMAC) Warrants _that 5% of original preferred amount 9% equity interest
ﬁ]rqiwi):j?;i:l;d after 7 years
common Eauly 3.0 bilion — Perpetual
Aly Financial This equity interest was obtained by
- Common Equity  exchanging a prior debt obligation with .
AIFP |(r31|\c/|.A(8rmerly 5/29/2009 $0.9 billion Interest General Motors. See “Debt Agreements” Perpetual

table for more information.

Continued on next page.
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EQUITY AGREEMENTS AS OF 9/30/2011 (CONTINUED)

TARP Date of Cost Description of  Investment Term of
Program Company Agreement  Assigned Investment Information Dividends Agreement
Trust Preferred -
Securities 52.5 billion R |
Ally Financial o Trust Preferred usgﬁi?eab ¢
AIFP Inc. (formerly  12/30/2009 ~ $2.5bilion  pyrchase 8% repayment of
GMAC) warrants that 5% of trust preferred amount the debenture
are exercised
immediately
Mandatorily
Convertible $1.3 billion
' ' Preferred Stock Converts
Ally Financial to common
AIFP Inc. (formerly  12/30/2009  $1.3bilion ~ Preferred 9% o
GMAC) Stock Purchase equity interest
Warrants that 5% of preferred amount after 7 years
are exercised
immediately
Ally Financial Common Equity
AIFP Inc. (formerly 12/30/2009  $5.5 billion Interest" q $5.5 billion Perpetual
GMAC)
8 years
. o . ith the
Membership Each of the membership interest will with the
PPIP All 9/30/2009 $10.0 billion interestin a be funded upon demand from the fund — p055|b!||ty of
and later artnershi manager extension for
P P ger. 2 additional
years.
. 2% for
Preferred Equity . . .
$780.2 ) 5% of risk-weighted assets for banks and  first eight
CoCl Al million Tr?srtﬁﬁglézj( thrift bank holding companies. years, 9% Perpetual
thereafter

Notes: Numbers affected by rounding.

2 Announcement date of CPP Public Term Sheet.
® Announcement date of CPP Private Term Sheet.
¢ AIG exchanged Treasury’s $40 billion investment in cumulative preferred stock (obtained on 11,/25/2008) for non-cumulative preferred stock, effectively cancelling the original $40 billion investment.
4 The Equity Capital Facility was announced as a $30 billion commitment, but Treasury reduced this amount by the value of the AIGFP Retention Payment amount of $165 million.
e Citigroup exchanged its $20 billion senior preferred equity (obtained on 12/31,/2008) for trust preferred securities.

f0n 12/31/2009, Treasury exchanged $5.25 billion of preferred stock, which it acquired on December 29, 2009, into mandatorily convertible preferred stock (“MCP”).

£0n 12/31/2009, Treasury converted $3 billion of its existing MCP, which was invested in May 2009, into common equity. Treasury's equity ownership of Ally Financial Inc. (formerly GMAC) increased from

35% to 56% due to this conversion.

"On 12/31/2010, Treasury converted $5.5 billion of its existing MCP, which was invested in May 2009, into common equity. Treasury's equity ownership of Ally Financial Inc. (formerly GMAC) increased
from 56% to 74% due to this conversion.

Sources: Treasury, “TARP Capital Purchase Program Agreement, Senior Preferred Stock and Warrants, Summary of Senior Preferred Terms,” 10/14/2008; Treasury, “TARP Capital Purchase Program
Agreement, (Non-Public QFls, excluding S Corps and Mutual Organizations) Preferred Securities, Summary of Warrant Terms,” 11/17/2008; Treasury, “Securities Purchase Agreement dated as of
November 25, 2008 between American International Group, Inc. and United States Department of Treasury,” 11/25/2008; Treasury, “TARP AIG SSFI Investment, Senior Preferred Stock and Warrant,
Summary of Senior Preferred Terms,” 11,/25/2008; Treasury, “Securities Purchase Agreement dated as of January 15, 2009 between Citigroup, Inc. and United States Department of Treasury,”
1/15/20009; Treasury, “Citigroup, Inc. Summary of Terms, Eligible Asset Guarantee,” 11/23/2008; “Securities Purchase Agreement dated as of January 15, 2009 between Bank of America Corporation
and United States Department of Treasury,” 1/15/2009; Treasury, “Bank of America Summary of Terms, Preferred Securities,” 1/16/2009; Treasury, “GMAC LLC Automotive Industry Financing Program,
Preferred Membership Interests, Summary of Preferred Terms,” 12/29/2008; Treasury, Transactions Report, 3/31/2011; Treasury, response to SIGTARP data call, 10/7/2010; Treasury, “TARP

Community Development Capital Initiative Program Agreement, CDFI Bank/Thrift Senior Preferred Stock, Summary of CDCI Senior Preferred Terms,” 4/26/2010; Treasury, “TARP Community Development
Capital Initiative CDFI Credit Unions Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury, “TARP's Community Development Capital Initiative CDFI Subchapter S Corporation
Senior Securities Summary of Terms of CDCI Senior Securities,” 4/26/2010; Treasury, “Treasury Converts Nearly Half of Its Ally Preferred Shares to Common Stock,” 12/30/10; Ally Financial Inc. (GOM ),
8-K, 12/30/2010.
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TABLE 2.7

LARGEST POSITIONS IN WARRANTS HELD BY TREASURY, BY PROGRAM, AS OF 9/30/2011

Current Number

of Warrants Stock Price as of
Participant Transaction Date Outstanding Strike Price 9/30/2011
Capital Purchase Program (“CPP”):
Regions Financial Corporation 11/14/2008 48,253,677 $10.88 $3.33
Popular, Inc. 12/5/2008 20,932,836 $6.70 $1.50
Synovus Financial Corp. 12/19/2008 15,510,737 $9.36 $1.07
Flagstar Bancorp, Inc. 1/16,/2009 6,451,379 $6.20 $.49
The First Bancorp 12/31/2008 5,842,259 $10.88 $12.59
Zions Bancorporation 11/14/2008 5,789,909 $36.27 $14.80
Associated Banc-Corp. 11/21/2008 3,983,308 $19.77 $9.30
Citizens Republic Bancorp, Inc. 12/12/2008 1,757,813 $25.60 $0.15
M&T Bank Corporation® 12/5/2008 1,218,522 $69.32 $69.90
Sterling Financial Corporation/Sterling Savings Bank 12/23/2008 97,541 $13.2 $12.38
Systemically Significant Failing Institutions (“SSFI”) Program
AIGe 11/25/2008 2,689,938 $50.00 $21.88
AIGe 4/17/2009 150 $0.00° $21.88

Notes: Numbers affected by rounding.

2 All warrant and stock data for AIG are based on the 6/30/2009 reverse stock split of 1 for 20.

® Strike price is $0.00002.

€ M&T Bank Corporation assumed additional warrant positions in conjunction with two acquired CPP investments. These additional positions are 407,542 shares at a strike price of $69.32 and 95,383
shares at a strike price of $518.96.

Sources: Treasury, Transactions Report, 10/3/2011, accessed 10/17/2011; Treasury, Dividends and Interest Report, 10/11/2011, accessed 10/17/2011; Treasury, response to SIGTARP data call,
10/5/2011; Market Data, Bloomberg L.P., accessed 10/3/2011.

TABLE 2.8
DIVIDENDS, INTEREST, DISTRIBUTION, AND OTHER INCOME PAYMENTS, AS OF 9/30/2011

Dividends Interest Distribution® Other Income® Total
AGP $442,964,764 S— S— $2,589,197,045 $3,032,161,809
AIFPe 2,740,175,801 1,665,336,675 — 403,000,000 4,808,512,477
ASSP — 31,949,931 — 84,000,000 115,949,931
CDCI 7,072,287 3,447,949 — — 10,520,237
CPpP¢ 11,100,837,665 84,800,789 — 14,489,244,892 25,674,883,346
PPIP — 179,051,215 907,275,642 20,644,319 1,106,971,176
TIP 3,004,444,444 — — 1,446,025,527 4,450,469,971
ucsB — 11,628,801 — 25,248,249 36,877,051
SSFle — — — $411,184,553 411,184,553
Total $17,295,494,961 $1,976,215,360 $907,275,642 $19,468,544,585 $39,647,530,551

Notes: Numbers may not total due to rounding.

2 Distributions are investment proceeds from the PPIF's trading activities allocated to the partners, including Treasury, not later than 30 days after the end of each quarter.

b Other income includes Citigroup common stock gain for CPP, Citigroup payment for AGP, warrant sales, additional note proceeds from the auto programs and the Consumer and Business Lending
Initiative/SBA 7(a) programs, principal repayments on the SBA 7(a) program, and repayments associated with the termination of the TCW fund for PPIP.

¢ Includes AWCP.

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

¢ Other income from SSFl includes $165 million in fees and $246.2 million representing return on securities held in the AIA and ALICO SPVs.

Source: Treasury, Transactions Report, 10/3/2011, accessed 10/14/2011; Treasury, Section 105(a) Report, 10/11/2011, accessed 10/14/2011; Treasury, Dividends and Interest Report, 10/11/2011,
accessed 10/14/2011; Treasury, response to SIGTARP data call, 10/5/2011.
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HOUSING SUPPORT PROGRAMS

On February 18, 2009, the Administration announced a foreclosure prevention
plan that became the Making Home Affordable (“MHA”) program, an umbrella
program for the Administration’s homeowner assistance and foreclosure prevention
efforts.!”> MHA initially consisted of the Home Affordable Modification Program
(“HAMP?”), a Treasury program that uses TARP funds to provide incentives for
mortgage servicers to modify eligible first mortgages, and two initiatives at the
Government-sponsored enterprises (“GSEs”) that use non-TARP funds.!”* HAMP
was originally intended “to help as many as three to four million financially
struggling homeowners avoid foreclosure by modifying loans to a level that is
affordable for borrowers now and sustainable over the long term.”!%”

Since the announcement of MHA, Treasury has expanded the program by
implementing additional sub-programs. Several of these are designed to overcome
obstacles to sustainable HAMP modifications, such as unemployed borrowers
or the presence of second liens. Treasury has also partnered with other Federal
agencies on housing programs outside of HAMP.!* Treasury also allocated TARP
funds to support two additional housing support efforts: a Federal Housing
Administration (“FHA”) refinancing program and a state housing finance agency
grant program.

Not all housing support programs are funded, or completely funded, by TARP.
Of the originally anticipated $75 billion cost for MHA, $50 billion was to be
funded by TARP, with the remainder funded by the GSEs.!” Treasury has since
reduced the final obligation of TARP funds for these programs to $45.6 billion.'!°
Of this, $29.9 billion is obligated for MHA incentive payments.''! Housing support
programs include the following initiatives:

¢ Home Affordable Modification Program (“HAMP”) — HAMP is intended
to use incentive payments to encourage loan servicers (“servicers”) and
investors to modify eligible first-lien mortgages so that the monthly payments
of homeowners who are currently in default or at imminent risk of default

will be reduced to affordable and sustainable levels. Incentive payments for

modifications to loans owned or guaranteed by the GSEs are paid by the

GSEs, not TARP.""> While HAMP generally refers to the first-lien mortgage

modification program, it also includes the following subprograms:

o Home Price Decline Protection (“HPDP”) — HPDP is intended to
encourage additional investor participation and HAMP modifications in
areas with recent price declines by providing TARP-funded incentives to
offset potential losses in home values.!''?

o Principal Reduction Alternative (“PRA”) — PRA is intended to encourage
the use of principal reduction in modifications for eligible borrowers whose
homes are worth significantly less than the remaining outstanding balances
of their first-lien mortgage loans. It provides TARP-funded incentives to

offset a portion of the principal reduction provided by the investor.''*

Government-Sponsored Enterprises
(“GSEs"): Private corporations created
and chartered by the Government to
reduce borrowing costs and provide
liquidity in the market, the liabilities
of which are not officially considered
direct taxpayer obligations. On
September 7, 2008, the two largest
GSEs, the Federal National Mortgage
Association (“Fannie Mae”) and

the Federal Home Loan Mortgage
Corporation (“Freddie Mac”), were
placed into Federal conservatorship.
They are currently being financially
supported by the Government.

[Loan Servicers: Companies that
perform administrative tasks on
monthly mortgage payments until the
loan is repaid. These tasks include
billing, tracking, and collecting monthly
payments; maintaining records of
payments and balances; allocating
and distributing payment collections
to investors in accordance with

each mortgage loan’s governing
documentation; following up

on delinquencies; and initiating
foreclosures.

Investors: Owners of mortgage loans
or bonds backed by mortgage loans
who receive interest and principal
payments from monthly mortgage
payments. Servicers manage the
cash flow from borrowers’ monthly
payments and distribute them to
investors according to Pooling and
Servicing Agreements (“PSAs”).
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Short Sales: Sales of a home for less
than the unpaid mortgage balance. A
borrower sells the home and the lender
collects the proceeds as full or partial
satisfaction of the unpaid mortgage
balance, thus avoiding the foreclosure
process.

Deed-in-Lieu of Foreclosure: Instead

of going through foreclosure, the
borrower voluntarily surrenders the
deed to the home to the home lender,
as satisfaction of the unpaid mortgage
balance.

Underwater Mortgage: Mortgage loan
on which a homeowner owes more
than the home is worth, typically as a
result of a decline in the home’s value.
Underwater mort- gages are also
referred to as having negative equity.

o Home Affordable Unemployment Program (“UP”) — UP is intended to
offer assistance to unemployed homeowners through temporary forbearance
of a portion of their payments.'"> TARP funds are not used to support this
program.

Home Affordable Foreclosure Alternatives (“HAFA”) — HAFA is intended to

provide incentives to servicers and borrowers to pursue short sales and deeds-in-

lieu of foreclosure for HAMP-eligible borrowers in cases in which the borrower
is unable or unwilling to enter into a modification. Under this program, the
servicer releases the lien against the property and the investor waives all rights
to seek a deficiency judgment against a borrower who uses a short sale or deed-
in-lieu when the property is worth less than the outstanding amount of the
mortgage.''®

Second-Lien Modification Program (“2MP”) — 2MP is intended to modify

second-lien mortgages when a corresponding first lien is modified under HAMP.

However, the requirement to modify second liens applies only to servicers that

executed a Servicer Participation Agreement (“SPA”) to participate in 2MP prior

to October 3, 2010."'" As of September 30, 2011, 19 servicers are participating
in 2MP.""® These servicers represent approximately 55% to 60% of the second-
lien servicing market.'"

Agency-Insured Programs — Similar in structure to Treasury's HAMP

first-lien program, these initiatives are intended to reduce payments to more

affordable levels on eligible first-lien mortgages insured by FHA or guaranteed
by the Department of Agriculture’s Office of Rural Development (“RD”) and
the Department of Veterans Affairs (“VA”).'?* Treasury provides TARP-funded
incentives to encourage modifications under the FHA and RD modification
programs.

Treasury/FHA Second-Lien Program (“FHA2LP”) — FHA2LP is intended

to facilitate refinancing under the FHA Short Refinance Program by reducing

second liens. Treasury uses TARP funds to provide incentives to participating
servicers and investors who agree to partial or full extinguishment of second
liens associated with an FHA refinance.'?!

FHA Short Refinance Program — This program, which is partially supported

by TARP funds, is intended to encourage borrowers to refinance existing

underwater mortgage loans that are not currently insured by FHA into FHA-

insured mortgages with lower principal balances. Treasury has provided a

TARP-funded letter of credit for up to $8 billion in loss coverage on these newly

originated FHA loans.

Housing Finance Agency Hardest Hit Fund (“HHF”) — A TARP-funded

program, HHF is intended to fund foreclosure prevention programs run by state

housing finance agencies in states hit hardest by the decrease in home prices
and in states with high unemployment rates. Eighteen states and Washington,

DC, have received approval for aid through the program.'?
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Status of TARP Funds Obligated to Housing Support
Programs
Treasury obligated $45.6 billion to housing support programs, of which $2.5
billion, or 5.4%, has been expended as of September 30, 2011.'?* Treasury has
capped the aggregate amount available to pay servicer, borrower, and investor
incentives under MHA programs at $29.9 billion.'** The remaining $15.7 billion is
allocated to funding the FHA Short Refinance and HHF programs.'?* The amount
obligated to each MHA-participating servicer is established pursuant to its Program
Participation Cap under its SPA with Treasury.'* Treasury set each servicer’s initial
cap by estimating the number of services expected to be performed by each servicer
across all housing support programs in which it participates during the term of
the SPA. According to Treasury, a servicer’s cap will be adjusted based on several
factors: (1) upward or downward, pursuant to a Servicer Cap Model that aims to
reallocate funds from servicers that have a relatively large amount of unused funds
under their cap to servicers with a relatively small amount of unused funds under
their cap, or (2) downward, based on Treasury’s analysis of the servicer’s eligible
loan portfolio.'*”

Table 2.9 shows the breakdown in expenditures and estimated funding
allocations for these housing support programs.

TABLE 2.9

TARP EXPENDITURES AND ALLOCATIONS BY HOUSING SUPPORT PROGRAMS,
AS OF 9/30/2011 ($ BILLIONS)

Expenditures Allocations

HAMP
First Lien Modification $1.51 $19.1
PRA Modification — 2.0
HPDP 0.13 1.6
up — —
HAMP Total Allocations 1.64 22.7
HAFA 0.07 4.1
2MP 0.05 0.1
Treasury FHA-HAMP — 0.2
RD-HAMP — —b
FHA2LP — 2.7
FHA Short Refinance 0.05 8.1¢
HHF 0.66 7.6
Total Allocations $2.48 $45.6

Note: Numbers may not total due to rounding.

According to Treasury, these numbers are “approximate.”

# Treasury does not allocate TARP funds to UP.

b Treasury estimates that $17.8 million will be allocated to RD-HAMP.

¢ This amount includes the up to $117 million in fees Treasury will incur for the availability and usage of the $8 billion letter of credit.

Source: Treasury, response to SIGTARP data call, 10/5/2011.
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As of September 30, 2011, Treasury had active agreements with 112 servicers.
Originally, 145 servicers had agreed to participate in MHA.'?® According to
Treasury, of the $29.9 billion obligated to participating servicers under their SPAs,
as of September 30, 2011, $1.5 billion had been spent on completing permanent
modifications of first liens (340,300 of which remain active); $50.4 million on
completing 6,332 full extinguishments, 1,597 partial extinguishments, and 37,776
permanent modifications of second liens under the 2MP; and $68.9 million on
incentives for 18,557 short sales or deeds-in-lieu of foreclosure under HAFA.'?* Of
the combined amount of incentive payments, according to Treasury, approximately
$666.4 million went to pay servicer incentives, $788 million went to pay investor
incentives, and $313.3 million went to pay borrower incentives.'* As of September
30, 2011, Treasury had disbursed approximately $655.4 million of the $7.6 billion
allocated to state housing finance agencies participating in HHF, most of which
has been allocated to administrative expenses.'*! The remaining $8.1 billion
has been obligated under FHA Short Refinance to purchase a letter of credit to
provide up to $8 billion in first loss coverage and to pay $117 million in fees for
the letter of credit. According to Treasury, there have not been any defaults on
the 334 loans refinanced under the FHA Short Refinance program that required
Treasury to pay a claim from the letter of credit. However, Treasury has pre-funded
a reserve account with $50 million to pay future claims and spent $5 million on
administrative expenses.'*> The breakdown of TARP-funded expenditures related to
housing support programs (not including the GSE-funded portion of HAMP) are
shown in Table 2.10.
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TABLE 2.10
BREAKDOWN OF TARP EXPENDITURES, AS OF 9/30/2011 ($ MILLIONS)
HAMP First Lien Modification Incentives TARP Expenditures
Servicer Incentive Payment $355.7
Servicer Current Borrower Incentive Payment 12.6
Annual Servicer Incentive Payment? 259.7
Investor Current Borrower Incentive Payment 40.7
Investor Monthly Reduction Cost Share? 574.9
Annual Borrower Incentive Payment¢ 265.9
HAMP First Lien Modification Incentives Total $1,509.6
PRA —
HPDP $134.5
HAFA Incentives
Servicer Incentive Payment $16.0
Investor Reimbursement 7.7
Borrower Relocation 45.2
HAFA Incentives Total $68.9
upP —b
HAMP Program Incentives Total $1,713.0
Second-Lien Modification Program Incentives
2MP Servicer Incentive Payment $20.0
2MP Annual Servicer Incentive Payment¢ 0.2
2MP Annual Borrower Incentive Payment? 0.1
2MP Investor Cost Share 13.7
2MP Investor Full Extinguishment 15.2
2MP Investor Partial Extinguishment 1.2
Second-Lien Modification Program Incentives Total $50.4
Treasury/FHA-HAMP Incentives
Annual Servicer Incentive Paymentd §2.2
Annual Borrower Incentive Payment? 2.1
Treasury/FHA-HAMP Incentives Total $4.3
RD-HAMP —
FHA2LP —
FHA Short Refinance (Loss-Coverage) $55.0
HHF Disbursements $655.4
TOTAL $2,478.1

Note: Numbers affected by rounding.

2 PRA has paid $33,645 in incentives.

b TARP funds are not used to support the UP program.

¢ Investor Monthly Reduction Cost Share is considered an incentive payment.

9 Annual incentive payments are paid as long as the loan remains in good standing and has been fully repaid at the time the incentive
is paid.

Source: Treasury, response to SIGTARP data call, 10/5/2011 and 10/11/2011.
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For more information on the RMA
form and what constitutes hardship,
see SIGTARP's April 2011 Quarterly
Report, page 62.

For more information on the borrower
certification process required by the
Dodd-Frank Act, see SIGTARP's
October 2010 Quarterly Report,

page 83.

For more information on the Verification
Policy, see SIGTARP's April 2011
Quarterly Report, page 63.

HAMP

According to Treasury, HAMP was intended “to help as many as three to four
million financially struggling homeowners avoid foreclosure by modifying loans to a

level that is affordable for borrowers now and sustainable over the long term.”!33

HAMP First-Lien Modification Program

In designing HAMP, the Administration envisioned a “shared partnership” between
the Government and investors to bring distressed borrowers’ first lien monthly
payments down to an “affordable” and sustainable level — defined by Treasury as
31% of the borrower’s monthly gross income.'** Under the program, investors are
responsible for all payment reductions necessary to bring a borrower’s monthly
payment down to 38% of their monthly gross income. The additional reductions
needed to bring the monthly payment down to a 31% ratio are shared between
investors and the Government.'® Treasury will also compensate investors for

reducing the principal on certain underwater mortgages.'

Trial Plan Evaluation

Borrowers may be solicited for participation by their servicers or they may request
participation in HAMP.'3” Before offering the borrower a trial modification plan,
the servicer must verify the accuracy of the borrower’s income and other eligibility
criteria. In order to verify the borrower’s eligibility for a modification under the

program, borrowers must submit the following documents:'3*

e an MHA “request for modification and affidavit” (‘RMA”) form, which provides
the servicer with the borrower’s financial information, including the cause of the
borrower’s hardship;

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

® income verification documentation, such as recent pay stubs or evidence of
other sources of income; and

¢ Dodd-Frank certification of whether a borrower is eligible to receive assistance
under the MHA program, provided that the borrower has not been convicted in
the past 10 years of any of the following in connection with a mortgage or real
estate transaction: felony larceny, theft, fraud, or forgery; money laundering, or
tax evasion.

Effective May 1, 2011, participating servicers are required to develop and
adhere to written policy and procedures that, among other things, detail the
methodology that the servicer will use to calculate and verify monthly gross income
for the borrower and the borrower’s household.'*

After verifying eligibility and income, the servicer follows the modification
steps prescribed by HAMP guidelines to calculate the reduction in the borrower’s
monthly mortgage payment needed to achieve a 31% debt-to-income (“DTI”) ratio,

that is, a payment equal to 31% of his or her gross monthly income.'*
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In the first step, the servicer capitalizes any unpaid interest and fees (i.e., adds
them to the outstanding principal balance). Second, the servicer reduces the
interest rate in incremental steps to as low as 2%. If the 31% DTI ratio threshold
has still not been reached, in the third step the servicer extends the term of the
mortgage to a maximum of 40 years from the modification date. If these steps are
still insufficient to reach the 31% threshold, the servicer may forbear principal
(defer its due date), subject to certain limits.'*! The forbearance amount is not
interest bearing and results in a lump-sum payment due upon the earliest of the
sale date of the property, the payoff date of the interest-bearing mortgage balance,
or the maturity date of the mortgage.'*?

Servicers are not required to forgive principal under HAMP. However, servicers
may forgive principal in order to lower the borrower’s monthly payment to achieve
the DTI ratio goal of 31% on a stand-alone basis, before any of the other HAMP
modification steps described above, or as part of the PRA.'*

Finally, after engaging in the modification calculations, “all loans that meet
HAMP eligibility criteria and are either deemed to be in imminent default or
delinquent [by] two or more payments must be evaluated using a standardized Net
Present Value (“NPV”) test that compares the NPV result for a modification to
the NPV result for no modification.”** The NPV test uses a series of inputs that
compares the expected cash flow from a modified loan with the cash flow from
the same loan with no modifications, based on certain assumptions. A positive
NPV test result indicates that a modified loan is more valuable to the investor than
if the loan is not modified. In that case, under HAMP rules, the servicer must
offer the borrower a mortgage modification. If the test generates a negative result,
modification is optional.'** In reviewing a borrower’s application, servicers cannot
refuse to evaluate a borrower for a modification simply because the outstanding
loan currently has a low loan-to-value (“"L'TV”) ratio. (The lower the LTV ratio is,
the higher the probability that a foreclosure will be more profitable to an investor
than a modification, because of the proceeds that would be realized from a
foreclosure sale.) The servicer is required to perform and document the evaluation
in a manner consistent with program guidelines.'*

With respect to loans owned or guaranteed by the GSEs, servicers are required
to offer a trial modification if the NPV test results are equal to or greater than
negative $5,000. In other words, even if the NPV test indicates that a modified
mortgage would cost the GSE up to $5,000 more than foreclosure would, the
servicer still must offer the modification.'*”

How Trial Modifications Work

Treasury originally intended that HAMP trial period modifications would last three
months. Historically, many trial periods have actually lasted longer. According to
Treasury, as of September 30, 2011, of a combined total of 90,835 active trials
under both GSE and TARP (non-GSE) HAMP, 19,653, or 22%, had lasted more
than six months.!**

During a trial period, the borrower must make at least three modified

payments.'* Under a “trial period plan” (“TPP”), borrowers may qualify for a

Net Present Value (“NPV”) Test:
Compares t