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TROUBLED ASSET RELIEF PROGRAM

THURSDAY, MARCH 19, 2009

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON OVERSIGHT,
Washington, DC.

The Subcommittee met, pursuant to notice, at 10:10 a.m. in 1100
Longworth House Office Building, Hon. John Lewis (Chairman of
the Subcommittee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON OVERSIGHT

FOR IMMEDIATE RELEASE CONTACT: (202) 225-5522
March 12, 2009
ov-2

Lewis Announces a Hearing on the Troubled Asset
Relief Program: Oversight of Federal Borrowing
and the Use of Federal Monies

House Ways and Means Oversight Subcommittee Chairman John Lewis (D-GA)
today announced that the Subcommittee on Oversight will hold a hearing on the
Troubled Asset Relief Program (TARP) and oversight of Federal borrowing and the
use of Federal monies. The hearing will take place on Thursday, March 19,
2009, at 10:00 a.m. in the main Committee hearing room, 1100 Longworth
House Office Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from invited witnesses only. The Special Inspector General for
TARP, the Honorable Neil Barofsky, and the Acting Comptroller General of the
United States, Mr. Gene Dodaro, have been invited to testify. Any individual or or-
ganization not scheduled for an oral appearance may submit a written statement
for consideration by the Subcommittee and for inclusion in the printed record of the
hearing.

BACKGROUND:

Public Law 110-343, the “Emergency Economic Stabilization Act of 2008” (the
Act), was enacted to provide authorities and facilities that the Secretary of Treasury
(Secretary) can use to restore liquidity and stability to the financial system of the
United States. The Act authorizes the Secretary to establish TARP to purchase, and
to make and fund commitments to purchase, troubled assets from any financial in-
stitution. The Act provides that the Secretary shall establish a program to guar-
antee certain troubled assets. The Act authorizes the Secretary to purchase and hold
up to $700 billion in troubled assets at a time. Further, the Act increased the statu-
tory limit on the public debt to $11.3 trillion (which is now $12.1 trillion).

The Act included numerous provisions with respect to TARP oversight. The Act
established the Office of the Special Inspector General for the TARP (SIGTARP) to
conduct, supervise, and coordinate audits and investigations of the purchase, man-
agement, and sale of assets under the program. The Act created the Congressional
Oversight Panel. The Act mandated that the Comptroller General of the United
States conduct ongoing oversight of the activities and performance of TARP. Fur-
ther, the Secretary is required under the Act to provide reports to the appropriate
committees of the Congress, including the Committee on Ways and Means, detailing
monthly activities and each $50 billion in commitments to purchase troubled assets.

The first oversight reports to the Congress by SIGTARP and the Comptroller Gen-
eral both noted that Treasury has utilized TARP funds differently than had been
envisioned at inception of the Act. TARP’s primary focus was expected to be the pur-
chase of troubled assets, such as mortgages and mortgage-backed securities. How-
ever, within two weeks of enactment, then-Secretary Henry M. Paulson changed the
strategy and decided to make capital investments of approximately $290 billion di-
rectly in financial institutions and other eligible recipients. This changed strategy
resulted in an extraordinary use of public monies.
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In announcing the hearing, Chairman Lewis said, “In the face of this economic
crisis, we must restore public confidence in the use of Federal funds. As a
starting point, taxpayers need to be certain that TARP funds are being
spent for their intended purposes. The questions are simple. How much has
been spent, and what have the recipients done with the money? We need
answers.”

FOCUS OF THE HEARING:

The focus of the hearing is to review TARP, its operations, and oversight. Specifi-
cally, the Subcommittee will focus on the role of Federal borrowing, the impact on
the national debt, and the protection of public monies. The Subcommittee also will
consider the role of Federal tax compliance under this program.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http://waysandmeans.house.gov, select “Committee Hearings”. Select the hearing for
which you would like to submit, and click on the link entitled, “Click here to provide
a submission for the record.” Once you have followed the online instructions, com-
plete all informational forms and click “submit” on the final page. ATTACH your
submission as a Word or WordPerfect document, in compliance with the formatting
requirements listed below, by close of business Thursday, April 2, 2009. Finally,
please note that due to the change in House mail policy, the U.S. Capitol Police will
refuse sealed-package deliveries to all House Office Buildings. For questions, or if
you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

——
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Chairman LEWIS. Good morning. The hearing is now called to
order. This is a hearing of the Subcommittee on Oversight of the
Committee on Ways and Means.

Before we begin, I would like to express my condolences to our
Ranking Member, Dr. Boustany, on the passing of his father.

I would like to thank Mr. Reichert and his colleagues for agree-
ing to hold this hearing with us this morning.

I would like for us to take a brief moment to remember Dr.
Boustany and his father.

[Pause.]

Chairman LEWIS. Thank you. To date, the Troubled Asset Relief
Program has given more than $300 billion to private companies,
and there are plans to give billions more.

Taxpayers have no sense that there is any control over this
money. They have no idea what, if anything, they will get in re-
turn. This entire program is based on trust, trust in the givers and
trust in the takers. At this point, there is no trust.

To get money from Treasury, banks and others must sign a con-
tract that states they have no material unpaid Federal taxes.
Treasury did not ask these banks and companies to turn over their
tax receipts.

Treasury relied on the signed statements when it agreed to in-
vest billions of taxpayer dollars. When you or I go out to the bank
to take out a mortgage to buy a house, we are asked for our tax
returns. They are not going to just take our word for it, and we are
not asking for millions of dollars.

The Subcommittee looked at the top 23 TARP recipients. We
found that 13 of them owed more than 5220 million in unpaid Fed-
eral taxes. Two companies owe over $100 million each.

How can this be? If we looked at all 470 recipients, how much
would they owe?

Are they signing contracts knowing that they owe taxes but
thinking they will not get caught? Did then Secretary Paulson turn
a blind eye?

Either way, this is shameful. It is a disgrace. The American peo-
ple are fed up, and they are fired up, and they are not going to
take it any more. As Members of Congress, we should not take it
any more either.

We want to get to the bottom of what is going on here. The tax-
payers deserve nothing less than the truth. The oversight work
that our witnesses are doing is so important.

I look forward to hearing from our witnesses on their oversight
efforts and more importantly, what Treasury needs to do to restore
the public trust in TARP.

Thank you, Members, all of the Members, for being here today.

Without objection, I would like to enter the report from the IRS
to the Subcommittee into the record.

[The information referred to follows:]
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Chairman LEWIS. I am pleased to recognize Congressman
Reichert for his opening statement.

Mr. REICHERT. Thank you, Mr. Chairman. Also, thank you so
much and I appreciate your recognizing, taking a moment of si-
lence for the Boustany family in their loss. His father passed away
this week, as you know. Our thoughts and prayers are with him
and all of his family members.

The Troubled Asset Relief Program or TARP was intended to
open up credit for families and businesses but it was also supposed
to restore confidence in the market.

Yet every week brings new questions and new concerns about
how these tax dollars are spent, from the millions of AIG bonuses
and spa retreats to the billions that simply went missing.

Worse, TARP continues to change and multiply before our very
eyes, from buying toxic assets to buying stakes in banks. There is
no clear plan and no consistent application of the program.

Those involved have no idea if, how, or when TARP will change
or change again.

One particularly troubling change is the apparent transfer of au-
thority from Treasury to the Federal Reserve, without any new
Congressional oversight. The complete lack of transparency in
TARP has produced a credibility crisis that undermines the very
confidence it was meant to restore.

Without transparency, investors have little reason to participate
in a program that changes faster than the Dow.

Without transparency, we are left with outrageous abuses, like
bflilout bonuses for companies surviving on the backs of taxpayers
alone.

To restore confidence, two things must be made very clear. One,
exactly how TARP money is being spent, and two, what specific
metric or metrics are used by Treasury that will measure the effec-
tiveness of this program.

Taxpayers have every right to be angry, as the Chairman said,
that the results of the $700 billion bailout are as blank as the
check that authorized it.

We have an obligation to them to find answers, to collect facts
and data, and to hold accountable the policies and people that led
to the abuses, like those at AIG.

We can all agree that TARP money has been misspent. Our op-
tions are to stay mad at wrongdoers or to identify how the wrong-
doing occurred and find solutions so that it never happens again.

We must also remember that the lack of transparency and ac-
countability in TARP happened in the first place because Congress
acted out of raw emotion before looking at all the facts. We acted
too fast. That is one of the many reasons why I opposed that bill.

We must be careful not to let our collective outrage prevail over
good judgment and common sense. After all, we all know the mis-
takes that can happen when Government panics and rushes to act
rather than working to get the action right.

This is not the time to again shoot first and ask questions later.

I hope that we can all work together, Democrats and Repub-
licans, to get to the bottom of this, to get to the real answers, and
to stop the abuses. The American taxpayer deserves no less.

Mr. Chairman, I yield back the balance of my time.
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Chairman LEWIS. Thank you very much for your statement.

Now, we will hear from our witnesses. I ask that you limit your
testimony to 5 minutes. Without objection, your entire statement
will be included in the record.

It is now my pleasure to introduce the Special Inspector General
for his testimony. Welcome.

STATEMENT OF NEIL BAROFSKY, SPECIAL INSPECTOR GEN-
ERAL, OFFICE OF THE SPECIAL INSPECTOR GENERAL,
TROUBLED ASSET RELIEF PROGRAM

Mr. BAROFSKY. Thank you. Mr. Chairman, Ranking Member,
Members of the Subcommittee, I am honored to appear before you
today as the Special Inspector General for the Troubled Asset Re-
lief Program or as we call it, SIGTARP.

Originally described as a plan to buy $700 billion in toxic assets,
the TARP has changed significantly. Treasury has announced nine
different programs through which TARP will cover $2.9 trillion,
and this does not include the $750 billion the administration has
put aside in its budget and noted that it may seek later this year.

To accomplish the TARP’s mission to oversee this vast amount
of money for the American taxpayer, I focused on three different
areas: transparency, oversight and enforcement.

Transparency has been an area of focus for my office since day
one. In late December, I recommended that Treasury put all TARP
agreements up on its website. In late January, Treasury agreed,
and earlier this morning, they finally posted the top 20 TARP
agreements on its website.

I have also used my audit division to advance transparency
where necessary. For example, after Treasury made clear to me
that they would not require the banks to report on how they are
using TARP money, I sent letter requests to each TARP recipient
asking them to report on how they have used the money that they
received, how they plan on using unspent money, and how they
plan to comply with the executive compensation requirements.

I am pleased to report that as of today, we have had 100 percent
compliance with our survey requests.

As to coordinated oversight, it has been and will continue to be
my privilege and pleasure to share oversight responsibility with my
co-panelist, Gene Dodaro. He and his team at GAO and us have
been working together for more than 3 months now to ensure max-
imum coverage and to reduce any unnecessary duplication of effort.

I have also founded and chair the TARP IG Council, which in-
cludes as its members GAO, as well as the other Inspector Gen-
erals or agencies who are also touched by the TARP and respon-
sible for its oversight.

In conducting oversight, one focus of SIGTARP has been to at-
tempt to have a positive impact on TARPs before the money goes
out the door, by making recommendations to limit fraud and to in-
crease oversight.

Because I did not take office until mid-December, I was not able
to offer advice with respect to early TARP agreements, such as the
AIG agreement. However, we have been active in providing rec-
ommendations concerning the programs and the contracts ever
since.
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We are also focused on enforcement. Of the four primary over-
sight bodies referenced in the Stabilization Act, SIGTARP stands
alone as the TARP oversight body charged with criminal law en-
forcement authority, as the cop on the beat.

This is one of our most important functions and we are meeting
this unprecedented challenge head on.

We are leveraging our resources with other agencies, exploring
taskforce and similar regional relationships throughout the coun-
try.

For example, last week, we formed a multi-agency law enforce-
ment taskforce focused on the $1 trillion TALF Program. We be-
lieve that this taskforce has already served as a powerful deterrent,
and when we detect fraud, rest assured we will investigate the
matter and bring any fraudster to justice.

Additionally, we have begun our outreach to potential whistle-
blowers and those who may have tips about ongoing fraud in
TARPs. The SIGTARP hotline is operational to be accessed through
our website, www.sigtarp.gov, or through our telephone hotline,
877-SI1G-2009.

The hotline has already yielded results and we have recently
oll)ened a criminal investigation based on a whistleblower com-
plaint.

Finally, we have been active in our response to the recent bonus
payments to AIG. Both in my role as Special Inspector General and
as an individual taxpayer, I too am frustrated with these very sub-
stantial bonuses which appear to have been made to those respon-
sible for AIG’s meltdown.

First, we are launching an audit that is part of a larger review
of executive compensation practices, and will include a thorough re-
view of the process to which Treasury decided to authorize and ap-
prove such payments, including who knew what, how, when and
why, both at the time Treasury entered into its agreement with
AIG last November, which included specific reference to con-
templated retention payments, all the way up and through the
events of this week.

Second, we are working closely with the New York State Attor-
ney General’s investigation into these payments.

Third, we are initiating our own investigation, and finally, we
are coordinating with the Department of Justice in its examination
of options that may be available to recover taxpayer money.

Mr. Chairman, Ranking Member, Members of the Subcommittee,
I thank you and commend you for your efforts to help oversee the
trillions of dollars that are being expended under TARP, and I look
forward to answering any questions that you may have.

[The prepared statement of Neil Barofsky follows:]

Statement of The Honorable Neil Barofsky, Special Inspector General,
Office of the Special Inspector General, Troubled Asset Relief Program
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Ceainnan Lewis, Rankisg Member Bowsany, md Membess of the Subcossmiites, | s oaoned
0 mppear hefiore yoi nday.

The Ditlce of the Special [nspector Lieneral for the Troahlad Aszer Belief Program
("SIGTARP ) was created under the Emergency Economic Sisbilization At of 2008 (" EESA™)
to conduct, supervise, and coordinate audits md imvestigations of the purchas:, monagemen,
guaranty. and sale of asscis umder the TARP. Mo tham S30E hillion has aboady beon ox pended.
and Secretary Ciithner has now ostBmied his plams o how Treasury woll spiml the alanc: of i
S0 Billsen appeovied by Congrss under EERA,

I ackfition 1o the programs previowsdy snnmnced, Tresoey B ammnmea severl sew
programs thet will be implementad in the commy weeks, incuding elfors o deal with mesgsent
forezlnseres, 1o provide mdditional capial 1o sirugpling Benks, w Scilaae leading o small
businesses, and oo address the weic s thst reman on many insncial instioons” books. As
anmasureoed, the tosal amomt of mosey potentisfy o risk m these programe. including those
aspecis of the progroms: that gre fnded in pan by the Fodernl Reserve and FDIC, s in escess of
£2. 0 enllen, Monserwer, Thes does not indude the 5750 hilliom that the Adminisintion puoi asids
i the hodkges et it Bas notal it ey soek ater this yer,

To aceemmplish SIGTARP e mission o onversee thag vast amomt of money Tor the American
rasgaver, [ have Rocwsed on Thees ancas: amsparency, eoordiraial avemsight and robusl crissingd
and civil low enforcemeal

Transparency has been an anza ol fows S SIGTARP Tom day e I lase December, withia
thae fires pen weeeks of teking O ce, 1 fonsally recommiended that Treasiny post all TARP
apreemenis. whether with reciplents of TARP fimds or with its vendors. on the Treasury website,
That recommendation has been adopoed. osd Treasury = in ihe process of posting &l agreomesi=
o = wybsig, Similarky, | pushed for, and cbismed, oversight inpuage = the Citigroup and
Bank of Armensz agresments thal naguing thess: banks o secound For and seport on dheir use ol
W TARP Turals,

SIGTARF 4 also using i amlil Fenctaen 10 bring incressed Irinspeoisey by the TARP, For
ciaimphe, we senl lemer pequests b aachi of the TARP el pients that feeeived TARP finds o of
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thee el of Jimuiary king them 5 repont on how they tave el TARF fands and hins they pilan
no e Lhe fanids dhan they have received Bul not et spent. As of the drefting of this esteaony. on
March 15 2004, all bint one bank bas provided SIGTARP with a response o our survey. s
requesied. W expect o siarl providing inial information concemning the types of responses we
Bavy preeived in the nest 30 daos, OF course, momn compieie anpfysis of the responses willl
require ackitional e o complete and likely walll reguing nlkow-up congact with some
recipicnts Belime we compleie pur work. In thal ssme survey, we alsn asked TARF fuul

rec ipenits oo provide deimils on Seir plans W comply with applieeble exesutive enmgesation
restricthons and hiow they ane complying with those requirements. (eeerall, we believe that this
survey dam and sssocmied follow-up work will shed bight on @ aren about which very liie
imformation kas previessly been available: what the banks have dor with thbe TARP moncy.

This is a fundamersal 135, 17 the Asmencan saspeyer i3 1o b especicd io furd this
exiracrdmary ¢ Ffor (o stahilize dhe nancial sysiom, il is nol unresonable that e puhlic be
etilbel 1o ks horw those fomils berve been weaed by g rocipients. O this issee, SIGTARF he
recomsmendel Thal all Faluire TARP sgresments coslain provisinnm mesditing that TARP

Fe ipeenits oot Tor whin s dore with the TARP funds. Trenwary his Aot adopied this
recommendation across the board, and dere heve bees complaints thal SPGTARP s oversght
effors might dissuade parscipation in TARP programs., We do nol view this as a criticsm: ifa
ek or Freamcial instiiutios does nol ward o participato = o TARP program bocause it is afimad
o infiorm the Avmenean public w1 12 doing with sgpenver dolbars, then they shoukd noi b
perlivifeting.

We bave initialed b olhar anadiis thal wall also bring incesad ransminesey b the TARP,

First, we are kssking into the irgeest ol oatsale mfluences on the TARP appliciion process, and
we will feport back e Cosgress o oo linding i oo whet mpacy, iTany, tiar kebibyess of other
culside influences bove kel Addidonally, il recesary, we will make reconmendatons o
dicaling with such ouside influences poing forwerd. Socomd, we hve begun an aodit info the
percess imder which Bank of Amerca recomved 545 billion in capital invesimeni and &= o recene
a pusranioe relkating b approsimaicly 51000 Wallios of oxic asscis in four separate TARP
Eransctioms undier thres dilferent TARP progrioms

M
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s 0 coidemated cversight it has been and will contines: w be o privilege and o pleasure by
wirk closely with my co-panelist, Gene Dodarn, Acong Cosspirodler (a2neral @l Gk Over the
et eree plus mombe, GAD md SIGTARP have worked effectively io coordingie moaitworing
efforis o provide masimum oversight cover pe while svoiding unmecessary or duplicative
burdoss on those charged with maragmg TARP, | have also [ounded ped chair the TARP-IG
Courkil, which has, as its memibers, GATHam] B Inspectorns Gererl of The othir agenacs
iswnlved im sopocts of The admisisieation of TARP peograms: the Inspects General of the
FIMLC, 5EC, FHFA, Federal Reserve, HUL, Tax Administrateon, Teeisury, did our sew sl
Erarrler, SHA. Theoagh thes md other effons we are sotively coordinating our effons msd
sharing sdeas for comprebensive mediis and imestgmtions.

In corducting oversight., one foous of SIGTARF has been o atiempt w0 heve o positive impact on
TARF programs so increese oversipht effectvencss and fraud prodeciions as the programs ane
dirve bopued — in other wonds, befive fhe money goes ool dhe door. Becaess | did nol ke office
enlil mid-December, | was nol able i offer advice with respo) o e carky TARF tinsactsens,
e luling Mhe: design ol e Capilal Porehiase Peogram and Be agreereat wilh AIG, Hawerer,
we have ben aotive in providing recsinmendalinns conceming the programs asd conreis thal
followed. Pursuan w0 our recommendations, the Auto Indery, Tergeted Invesied Program and
Asset Guareniee Progres sgreemenis el oontaim explion acknow kedgemem of SIGTARP s
ovorsight methonty o oversee the contracts. Morcover, st my OfTice's recomme ndation, for
wrerry ol the significans comdilions msposed by the agresmenis, the meeipients ame regquined
eslahlish istemal conlreds o enswe that they comphy with thoss conditions; sl &o repeet on thes
eongelines, certifyin g, wider chminal penalty, that 1heir eepant is socurste. Collastively, thse
ApTeEeEnits — fepseaing approsimaely 5463 billion of TARP investments and guarargess - ane
a significant step forumnd from an oversight perspectine os compared 10 earlier agrecments ad
programs.

Wiz have also mode a series of recommendations penoinmg o e first part of the $2040 ballion
Torm Asset=Racked Secorities Loan Facibey " TALF) program. Similar io the
recommendations mado for the TALF, SIGTARP has provided Treasury wish several
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sl petione s b how o stroeiuse the losn medifiestion progres (o pueed againe viloerahilities
e Hrewsad.

The scope and viel ety of the snoenced TARP prograne. now imvoelving nine differem programs
ard neqrly $2.9 wnillion, keeds 1o cur third aren of focus, civil and criminal law enforcemem. OfF
the foor primary oversighi bodies referenced in EE5A, SIGTARP sands &= the sole TARP
oversighi body charped with enmingl law enforcement authority: as the cop on ihe beat.  This s
o o our rans smporast fumctions, amd we are mectmp this unprocedeniod challesge hesd on

W ane axploring sk force amd similar regiomal rebrlionshipa throughost the couniry 1o Seler
ermimal stivity belone & eocees, and i igake al e sy and all wha atlempl g
profit erimisally Trom this Mational crisis. On tiat Troal, | am plessed o annsunee il we lave
established a mealt-agency sk lorce [ooused om the TALF program, 2 New York Foden
Heserve Treasury progrems thet has been announced e cventuslly becoming o willion dollor
proggram. The TALF Task Foroe will work collectively 1o idenily frapd vulnerabilities. in the
TALF progrees snd proactnohy mnd agpressiveely investigaie any indicalions of wronpdoing
assoiatid with the program. W belsgve fhai ihis Task Fomag b sl served s a posse il
disterrenl, el when we detit Trand, resl assumal we will prompely investigate the maser sl
refer it wo the relevmnt sl appeopeiale stale of Bl perseculon e guick snd effective
prosccution. We believe @l the TALF Task Force will #2rve a8 o meodel for oder st igeacy
appeoaches 1o TARP programs, and we ane already plasning o ooondinmed mesporme o poentisl
frad in othaerr pars of the TARF, incuding the recesthy snnoenced mongage modification
imatolive.

| am also very pkased o0 anncunce that SIGTARP has developed a parinersheg wiih the iakemied
brw oot amalysis workimy with the Mew Yok High Intensity Financial Crime Area (MY
HIFCA) program. SHIT AR investigatom will wiork brd-in-hand with HIFCA anal ysts w
Rlearify indicatogs of fraud associited with TARP prospectively through com presessive data
research med analysis, and HIFUA amlyss will provide analyticsl support with respect 1o
SIGTARP s ongoing investigations.
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Admionadly, we Bave Boegun our oulreach o poleatal whisnleblowers and duse who may Bave
tipes feinl oilgnireg W, fraud and shise in TARP programs. The SIGTARP Hotline s
operational and can be accessed through the SIGTARP website ai woarw SIGTARP gov, and by
welephone ai 1 (E17) S10-204, The Hotline has aleeady vielded resulis, and we have opened an
mvrstagaiion hasod on p whisikeblrwer complamt. Flass are being formulaied 1o develop a fronsd
awmrenes progrem with B chjaRivg of infomming polentinl whistkehbreers of ihe many wins
availasle o them 1o provide Key infmiiation 10 SIGTARP o lead, waste asd slase invelving
TARP operatiom and fands, and explaining how they wil be proteciad. Tralning progrones oe
Ewzing developad 5o instrect law mforoement 6t 6 vanety of apeneles 1o assis in the oversight ol
ithe TARP, paniculady with respect io the recently annousced programs. Indeed. one of the
primary fancions of ihe TALF Task Foooe will be 1o senssize law enforcement and prosecuional
edlices o B polential for Fraud, and o providic on sy refermal soereg should they mecunier
any indicaton of rsd

W stand oo the procipace oF the Lepest infusion o Gewermmeng Tusls anver the shories periad ol
nhivee i cur Malions hebory. Fintory teachies us Thil an dutlay of s mech misey =@ sueh a dhor
peeriond o nimve: will newimbdy anrecs those secking 1o profilcrimisally. 11 by pereenimge venms,
soime ol the extirmates of Heud in recent govemmeni programs apply e the TARF progress, we
are kooking o e poiential exposure of hurdreds of ballions of dollars in zspayer money kot o
frand The TARF program = oo imporand, and taspayer funds are oo diear, o allow that o
Bappam,

The proactive cooperation and coordmastion that is al the heari of oo imvestipiive siregy =
reunzg inggnsng, While sclices that SHITARP 1= efTectively establishing o lrmesaordk thai
wwill persral us 10 saest o anessight chligations with sespect ' the neely 81 wrillion at sick in the
TARP programs, we Gee serinus challenges. M stgnificanily, we hove hid sigsifices
dftheubties in mesting cur hirisg needs. We Tece many of the same peobbenrs faced by Tressury
itszl s i hires. TARF managers. i outlined by Godls recent repont 1o Congress, inchading the
limmalions on pay. the difficuliies of hiring inio a demandmg fedeml apency, and our conflict of
imtgrest rubes, which, of course, limil ope ahility 4o hire emploaogs wha have represemied or
wirkal lier B erditics. thal w mvedgeds and ovensee or have s fimrcial inlgresd in them, Wi

.
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alsn Tace addivions] clallenges gives our need i keecily beghly imsed pd sxpericneed
ovEmmiment investigalon i aideors and 1o convinoe them o jain what i, by definiton, &
SEMPAry BEEnoy.

With the pessage of the recerm stimulus ball, whech provides more than $300 madlion in mew
furding #o other low mfcooement ageacies and Inspecions Genemnl w provide oversight for
programs furdod by o Bl we are also facing sifT competition for s limiled pocd of
eapericmeed mvesipaton and auditon as many aslit orgaizations e aompeg up bedeal with
mew audil reguinements molaled in the reeenily enaded slimulus epsknion. Futhimaes, the
TARP program b chargied signilicantly sinee EESA wis passed list Detober. Ovigisally
interaded 0 purchase snd manage $7H BaBlon of inxk: assets, that sk s sow contemiplaced no
represent jiss o pontion of one of the nine anounced programs soaling almest 32 willion - in
sarmn, ik total rember of programs and dollars v be overseen now dwarf the ongingl scope and
ameunis contempdated when Congress cromted my office. To help us deal with these challenges.
| ask Tir el appreval 5, ZEIH R 13, o bill that assmeesously passed the Simate on Febrzry
4, 2000, and whach adlieises some of Bewe karing hundle s would provide sigsfics
assbrtanse i helping us W mesl these challesges

Firally, 1 winuld B o make & couple of comments aboul the commversy sumoindisg the bous
pavmenis thal AN has recenily made 1o #s exsculives. First, bt in my rode as the Special
Inspecior Cazneral, and ws m indivetusd wspayer concered with sabalizing the financial sysiem
im & manner ihai does noi reward those who caused the criss in the frsi irstance, | oo am
frusiraiod with these wery substaniial bomuses given ol a lime when 400 woeold bave By now
Eszn im hankmpisy proceadings Bul for bugs, repszsial infusions ol povemmend money

In dhms regard, we ang working clescly with the Mew York St Atlerney Omerals iseestigation
in this ares, sl an: cocrdimating with the Depanssest of Justio: and ils exminaton af the
el availalile o resover By payer soney. We alen plas o launeh an sl cxasining
Federal moniionng and enforoement of $necullve compensation pesiriclions mposed asa
condition of Federal finmcial assisiance so orgmizations such as ANG. &s pam of this sudi, we
will be looking closely 4o emsure Bomees o ANG employees are not moonsisient with A4 "s
kegal or coniraciual obhigations, and if there are any ncensisiencies. wa will aci appressively in
-
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recovis (e Ipayer’s money. Prelinmisary inlonnaton we heve seen sdicaies thal the TARP
COmTRet bt e AdCs and Treaeeny it was enlered imo back in November speciflcally
contemplmed the pavmeni of boruses md relemion paymenis 10 AIG employees. including
Al s Semior Parners, SIGTARP will be reviewing she process ai Treasery with respeci 4o
Treasury s degizkon o authoriae and approve such pemimis, both sk the e i estered inlo e
camirn wilth &G amd sinee el time,

Chamrman Lewis, Ranking Member Bisgany, sl Membirs ol the Subcommittes, 1 owmmemsd
wins Tirr i @fTins 10 enseee that the trillines of dillars Beisg expended under TARP-relaled
pEOrdm feceive chose oversmhl senatmy. This oofe lihss iy slnlesesr isd | woild be hapgy 1o
answer any questions yoo may have
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Chairman LEWIS. Thank you very much, Mr. Inspector General.

It is now my pleasure to introduce the Acting Comptroller for his
testimony.

Welcome.

STATEMENT OF GENE L. DODARO, ACTING COMPTROLLER
GENERAL OF THE UNITED STATES, U.S. GOVERNMENT AC-
COUNTABILITY OFFICE

Mr. DODARO. Thank you very much, Mr. Chairman. Good morn-
ing to you, Ranking Member Reichert, and Members of the Sub-
committee.

I am very pleased to be here today to assist in your deliberations
and oversight over the Troubled Asset Relief Program.

When the program was first created in the Economic Stabiliza-
tion Act back on October 3, GAO was charged with providing over-
sight over Treasury’s implementation and reporting every 60 days
to the Congress, and we are also charged with providing an annual
financial audit of the Troubled Asset Relief Program that is being
managed by the Office of Financial Stability in the Treasury De-
partment.

Faithful to the mandates in the legislation, we issued our first
60 day report on December 2, and our second 60 day report toward
the end of January.

In both of those reports, we made a series of recommendations
that were very important to increasing the accountability and
transparency of this very important program.

Those recommendations fell into three categories. First, moni-
toring and tracking the use of the money and making sure Treas-
ury had an oversight process in place to monitor compliance with
the legislative provisions. These were among our top recommenda-
tions.

At that time in December, Treasury did not have plans to obtain
any information back from the organizations receiving money
under the Capital Purchase Program.

Our recommendation was they needed to do so, and as a result
of that, they initially started collecting monthly survey information
on the aggregate lending activity of the top 20 institutions receiv-
ing the TARP money.

In January, we said that is not enough. We believe you ought to
have data collected on a monthly basis for any institution receiving
Troubled Asset Relief Programs, and they are beginning to now re-
cently move in that direction.

We are pleased with that but they still need to stand up fully
their oversight monitoring program to ensure compliance with the
Act’s provisions.

The second category of our recommendations dealt with a com-
munications strategy. This is a program that has been plagued
with communication problems from day one, in making the shift
between purchasing the troubled assets to the capital injections in
the program.

In December, we recommended that their communication strat-
egy be improved, both with the Congress and other stakeholders,
and in January, we added to that recommendation by stating that
we believe they need to have a clearly articulated vision of the en-
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tire TARP, and it needs to be coherent and understandable so that
people have confidence that they understand how the different
parts are working together.

They have made some headway in that area with the announce-
ment in the last month of the financial stability plan and the
homeowner affordability plan, but there is a lot of details that need
to be worked out yet.

I think the stress test concept was a good one, but it remains to
be seen what the results of that will be and what actions Treasury
will take through their capital acquisition program to provide as-
sistance in the future. The plan needs to be worked out.

The last category of recommendations were how the program is
being managed. They needed to have additional people on board,
to be hired, to be trained, to make sure they had the right com-
plement of people to do the program, to make sure they had
enough people to oversee the contracts that were being let, to make
sure there were no conflicts of interest in the programs, and they
had the proper internal controls in place to adequately manage the
program.

We had a series of recommendations in that regard. Those rec-
ommendations have not yet all been fully implemented.

We are staying on top of Treasury’s efforts to move forward in
those areas, and we believe it is very important for them to fully
implement our recommendations to ensure that they strengthen ac-
countability and transparency for this program going forward.

Last, Mr. Chairman, in closing, I was asked also to provide some
information about the amount of lending that has been required,
broadly speaking.

From the end of fiscal 2007 to February 2009, the amount of pay-
{nents in terms of debt held by the public has increased $1.4 tril-
ion.

One of the big challenges going forward is based upon our review
of Treasury’s records, and this year, they are going to have to roll
over about $2.5 trillion in debt as well. That will be a challenge.

We have an ongoing monitoring activity looking at Treasury’s
process, and we will be happy to keep the Committee apprised of
our efforts.

Thank you very much again for being here and we look forward
to assisting this Committee in its oversight.

[The prepared statement of Gene L. Dodaro follows:]

Statement of Gene Dodaro, Acting Comptroller General of the United
States, U.S. Government Accountability Office
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Financial Seability Plan, which esilines o set ol measires oo alisess the
Financial criss and restone confioeees in s VS, Dnancial aml oosing
intareeta, aiid The Making Home AMosdahle prosgiam G mlligale
Fopeckosmres sund preseree homeswierahip, Tressory also hias taken
it wleps siree o el repord, b ingdement w0 nine of oor
recomerieilabions, Homerer, o im pard bo thee shoet e dbae has elapesd
smee our frst report. we copdipamed (o wlentlfy o number of areas that
wirrant Treasmy's ongoing abiention. We recomemended im our labest
repont that Treasury continse: o ke action to further improve the
progran s transparency anid secountability mnil nsone chearly ardoulnte and
CHNMIUREALE & Sirbegic vision for TARP. Specifically, we recomamended
that Tressury:

sl e seape of the manthly CEP survis Gor the 2 largist hanks to
inchode collecting at least sooee miormation Erom all mstinions
participatmg in the progaum;

ensine thar latise CPF sgreeiwsds nelinde a mechansm chat will hetier
enabde Tressury o trck the wse of the capital infusions and seck (o obiain
sxmilar informsdion from existiog CTT pariscgunis;

esrahlish i process io eosiure congplinnes with &l CPP requirenseds,
Inctending thosse associabed with limstabons on dvadends amd stock
repurchase restmctioms;

communiate & cheary artbealated vision for TARP snd how all mdividual
progranes are inbemded o waork inoconeent b ochieve that vision, which
imcrpeira ey sctioes o preserye hoemesowne rsbaps amd coee this vision i=
clearly amicilated, dociswnt the skills asdl competencies risded within
thee depariment s camy i oul:

ol g By exprslilsoosdy Rire pessorme] peeded ocarmy ool and overses
TARF,

pxpedie efforts to ensare that sufGokent personre] are essigned and
P ]y Ui B onrsese Che pecformance of &1l contactoms, sapecially
far contreets priced an a time-and-materials hasis, aed move roward fsed-
prbee amangements whensver possthle as progrin requisements ane bedter
defined over Hme;

develig & comprehensive systenm of inbemal somirals over TARF, inchisling
palicies, procedures, and guidanee for program activities that are robast
enoigh do erswre thit the progrm’s abjecives sl requiremends ane met;
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ool o s Iplensent o wellckssd snid dselplined Ask-assessment
provess, which is essentinl o monitoring program stoias and sdentifymg
any risks af potential msdegquate funding of announced programes and

review il rensotiane existing conEo-of-interest mstigation plans, as
e Ay, to cidumnies specificity ard confermily with the new Isteris
eovdlict-of irderest regulabion wed take comtmued steps o manage and
meomitor conflaces of imeress i erdonoe potigation plans

Comsisten] with our recommwnidations, the recepdly anmounced Firaaw-ial
Seabilsty Flan caoibmed some steps Treasuary is taking te improse the
tramspareny e secountabilsy of new programs gedng forwand. But
Tressury still faces severil challenges, First, our December 2008 nepaort.
ergphnszed the lnek of monitoring and reporting for CPP imsstments and
recimmended stranger neasures For ensirng that panicipaiing
iestituatboms gese e Nanads G0 peessd the progDram’s purpeass and camply with
CPE pesguireneits on, Gor esample, execalie compensstion and Jividend
ey, I respoase booour recormmersdaison, Tressury completed iis
imrtial survey of the 20 lrgest institutiors bo monibor lendmg and other
actnaties and anrounced plans (o analyee quartedy manitonng dma (call
reponts) for all reporting instshutione.” In sddstion, Treasury s develapiog o
e limdted monthly suraey of kaling by smaller lstimlsans
pRsTiciparing in the program, These elfons ane imguetant stege mwand
strengrhening CPPs cransgarency sl scoouta iy, and we will continme
Lar s Treasurys eoffort 1o Dully imphement these onitaring eforis.
Secomnl, Treasury has conbinwed o develop o system fo ensure commlinnee
with CPF recquiremends, meludmg execuinve compensatian, divicend
payeens, ani repanchese of stoe ks, but it hes not yet fAinaleed (s plane
for detecting roncoampliarsss and tking enforeement setlons Third, we
nciterd that Teensury hil weck limbted progress in arkelating sl
codrmiEnicaling an aversl] siealegie vision e TARF and coaibnned Do
resgriid] T anedito Uan-ars] indusey-sgeescilic e, This ek ol clasly has
complicabesd Treasury's ability to efectively commuomicate o Congress, the
fimincial markeis, and the poblic. As Treasary provides more details an ies
new Finarcial Stability Plan, fis strsdege approach to addressing the
Finanetal crisis may beeame clearer,

SCall repris ane quariedy nports el collint o Dot dsda ol conmenond ook in
the Birm ol 2 balancs sheri ared mcome sdermml (Tonrely ke s Bepor of Comligsn
e [reecarm .
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Treasuary Fusl takedn steges to help eisire A zmooth trarsivhsn to che new
actringstration by Reeping peositicses Fillied amd wsivgg an exgrsdited hivieg
pecissn. Homeyer, i calines Dy Gace d&8INealiy preovidisg oompetilne
palaries b altesd skilled epgiloyees, Slse, given e prognom's evolving
muarture aned the charges under the new sdmmistraison, Tressory nesds do
wlentily OFSs long-tenm organceaisonal needs. Sddsicnally, consstend
with our recomeendation about contracting oversghi, Treasury hos
exthineed sach aversight by racking costs, sehedules, ard performanes
arsdl pddilrvssing the traiming redquirements of personesd whie oversee thie
erimiracts, A we presioisly mecomnimeidesd], Teeasary misds Lo coiie b
Ehentily and mitigate conflicts of inlerest in aontracting, Similarly, OFS bas
acbope] g Transework Tor divedopiog amd implementing its spsteo ol
imterrl comiral for TARP activities that is comsistent with our
recommendation. However, = of var January repost, OFS bad vet (o
mmpdemment a deciplmed dsk-asessment process.

Given thot TARP netivities bave only recently been insplemended and that
thivw biggs oceur in the repoeting of svaklahle data, (6 s Do soon Lo s
FniesesiiFalde Feanlts v many areaa. Bven with mcee time anid better data, il
wAill pemain Jifficolr 10 separate the et of TARP activities Trom s
etz of pdher seanoemic [rees, Crslil markel pulicalars we have
whentifed dhemorrstrade hat betwesn our Descemmber and Jamoary reguoris,
thee cost of crsdit declined i inberbank, morigage, aml corporate debt
markeis. Conversely, while percepiions of dsk (os measured by premmiams
et Trensury bonds) hivee declined in inverbhank markets. they appeaneil
tin bawve changed Bl in the corpombe bond and mongoge morkels.
Hiwower, strribisiog any of these changes digctly 10 TARP costioes to
B prodslernatie: Bevaiise af the range of acCiens el have een anid are
Brring takoed 1o alddross the cuirenl crisia. While o ndicators ey s
AuEgisalive of TART S ce@oing imguaad, oo single indlicstor or sel of
mlicibors can provile a definitive determiration of the progmm™s inpoect,

Firally, these finamcal siability efforis, as well as the scommmoe slowdawn
ardl the govermment’s podicy response 1o the showdown, &l @il to e
harrowing necds of the govermment. Treasary's autstanilng debi bes
inereased signileanly, and the shere of it that s shost-benm has grown.
Tl chrarge I bnnlerest rales—especially Tor shomer-tenm debi—hie lered
Treqeaary s oot of borrowiog, Bl huning siech a large shase of dels
movtiaring in Chee sheart erm presenis challenges oo Teesasury, Macket
s belieyve Treassmy wounld benwe e Trom lengthening #@s mabaniy
profile. Tosupport Congress" oversight af the use of TART funds we hane
wiirk ursderway booking af how Treasery bas fnanesd bommowing
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s b woich e reveds) Bianclal cris i a0 aidicoral ieas for @i
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Treasury Has
Continued 1o Forus
On CPP, bt a Variety
of Other Programs
Have Been Created or
Are Being Planned

Treasiry has covdipeed 1o foces on CPF, bR o variety of osber programs
By e & riowiind o e D progdimics, oo alardin Do Ll 1. s of Blanch G
2ol Tremaury heed dishirssd abmasi B e ol dae E250 Bl i ksl
abcraiedd for CFF 1o parchase alimces 3107 Bilbon s poefsmed shans of
6T (sl i Tl Pirectand st ises (tobibe 11" Ticasary alse bis bigus s
recveny thvickmd peymenis relaiing io raguiad porchoeses wder CPE and
oiheer programs. Areoovling in Treasany, aoof Fetrsary |7, 5008, | hail
vl plsaail 524 Tl R,

Filiie 1) Sl of TRHPF Faiill. il o Masili §, W8 | il b Dkl
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Indialky, Treasery appeosed 3135 bllion incaplial poes beees for niee of
Lhar gt gl i Mremecial Dot ldioms thal Fedirl Daskag regulidon aml

“Thrwagh. Devrrasor H, 500, TR gl paechasrs e bons iowkd 3207 Hlos.
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Treasiery codeldered to b syseeal cally slapileant o thse operation of the
Minarskal E_'l'HHI'I-" AL the Cime, e nivse FrerinotEns ikl alusg G percent
af LA, banking sacets Sahesqised jarctiees were mialke i qualilasd
il of varjous seoes (in termms o Wil assela) o Dypes, Az we
k] in oo January repaoet, most of the instigotioes el meceived CPP
cupatal were pubhicly el inststotions, althoogh a Bmited nomber of
privadely held mstiboisons ard communsty developeanent finarscal
metibuisons (CTHT ) also receed fumds”

Trepsmery bas tnken & samber of ipoett sbeps towand bebter reponting
on anid mrniteng af CPE. Thwse steqs are in keeping with aur prsar
recosnmieidsticns thal Trepsury balster iis ahiliey o deteimine whether
srivatbomna are using CPP procesds in ways that are consistesd with the
act’s puirpeses ardl esiahlish mechanksms o modicr compiancs with
prragram requirememts. Howevoer, Treasary neasds to take further steps im
Ehis aress Tressoury has chvge an sl soevey of D Bargest insditulions 1o
s or Eheir lepding and other acingties arl annoouneed placs. o analyee
ey momiicring daka (ool repsori=) for all regrortang institutiops, In
addition, Treasury is developivg o more miged monthly sarvey of lendmg
b smaller irstitmtions pamicipating in the program. These effors are
mponiant stepes boward ensurng thiat ald participeting mstivotions are held
accmaiabds for their use af the fonds and are consistent wigh our poast
recomnmendation that Treasury seck similar informatkon from exdsting CPP
panlclparits W will eoniinig o mositor Teeasary's aversight ¢ as
well as the codlsteney of the approval prosess i Rl work

Troasiery b also conplinoed Lo ialee slepe 0 incresss it planined oversigi
ol compliance with s of the CPF agresments incloling Biladions on
execidive comgreresbion, dvidemds, sl sock repurchases. Aaneng these
steps, Treasury has paemesd an Interien Chief Complianee Offcer. Bowever,
Treasmery bas not fmalized fis plans for defeciing noncompliamce with CPP
reguiremmenis or for laking enforeement actions. Witkout a more

Wik Treasary mppevessd 155 bl o the mine largest lesiniions, B nslly disbimsed
fiareds oo ighi, The £10 billon oo MemdB Lmch wees o dishorsed omil] Javasey 1. 3085
milber im pperper wiith Pk of Ameron was comph=ed

"[11Fls are spreciaioesd Snored ot working nomsriot nedes ted e urelecamd
by el Emread firsncial resdtioieors, O DD presade o regs of Sooresd prosdieets aed
serviors such as mcrigage insmcing (or b -neome ol Arst-time bomsdsoys e and noi-for-
prafi devidogers flenible ndereriing sd nsk cepigal Gor essdind comm iy (et
sl bchrsed asssdamney, comnercisl b el moshmmis b snall stai-up or espanlng
Lot rmessiss m b eeanecne sem i
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atructiEed mechanism in plesse nooensare complisnce with al CPP
reriirereenls, sl as e insUiucieees conringe e pamicipaie in the
pragiam, ensaring coivgiliance with thase spects of e prageam will
Espeome increasiogly mmportant gond challergang, In @s receptly gopomnced
Firarwaal Stabialily Flan, Tressury called for bandes: receiving lrbare
govvernanent fursls b be held respon=ible for apgrropomte nee of those
Funcls throwgh {13 stronger restrctions on dividess payment and executive
compensation, and (2] enhanced reporimg io the pablic, inchading
repaorting on lending activity. Inadditeon, Treasury is m the process of
drafting new regulnbions o implemsent the exeeruthee com

reijubresnenis in the Amercan Reeovery nnd Relrvestment Add of 2000 (the
Revoswory Art” We will also contin: i sonitor the systom that Treasary
dvelops L ensure compliance with e agreements and tlis
Brpemsiaricn of additomal eversighn and socoamiabiliny efons anlker ks
perw pilan,

Tressury b alsas comibmmed b make sopme progress o improving e
transparery of TAR ad o few weeks ago annoumesd ils plans for the
remaaning TARF hunids. In our December 3008 regort, we firs muised
questions about the effecineress of Treasury's commurication strategy
for TARF with Congress, the financial markets, and the public. Thise
questhons were farifer heighterssd in the COPs Jamuary report, which
ralsed senilar questiois ohom Tressury's strabegy for TARE. In response to
ol Pedamimendation abot Bs eomminanleatson stmtegy, Treasury notod
pimeroes pablicly availalde repoets, testimonies, and speeches Boweser,
eyven aler reviiwing thase itetves colbactively, we Foomd] (hat Tresury's
alralegse viaiom Nfor TART remaied i lear, For e ple, Tressory
mitEally outlined a strategy o puorcbose whole oo and mooo gage-bockeesd
wescmritees froon Gnancial institions, bl changied dimstion 1o make
cupital investimerds mogqualifying fmancial insisugiors as the glebal
community cpbed to moyve in this direction. However, once Tremsury
determined thad copital infusons were preferable 1o purehasing whole
rrirtgages and mongagebacked seourties. B did not chearly articulote
e the vrionis programs—sach g CPR, the Spstengeally Significant
Failieeg Insticutions [S5F1) progrman, and the: Targeted Investment Program
[ TIP—wraakl work eallectively to help staldlize Anancial morkeds. For
lrestanee, Trensary bos used similar sppivaches—eapsal infusisis—in
alalslias healthy insiiticees disbor CPP as well as S5FT e TIP, &lbait
sl e =Lringent resguirements, Fareawver, wilk the exeepliom of

Pl L Mo 8205, dre. I, file VIL & T00L (Feb, 17, 206060} ¢ prrmemi b g sesction 111 of EESA).
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Enerivalions seleched for TP Bodigh viswed as abde e ralse privee capitsl,
bt S5FT aw] TIF sbeine similar sedection criteria, Fortlver, Dhe s
i b Bon ey B eligibde Tor mlUipe progeams, AL hsl v insdilalions
oy anod Fawik of Aanerica] cormently partsogate imommoee e one
prangrzm, ldimp o the confusiom absout Treasorys stratepy amd vison far
mplementimg TARP. Ciber actions also have mised additional questions
abnut Trewsany's strategy. For example, Treasury announeed the st
Imatitutsan usder TIP wesks before the program wis estiblished. Similardy,
the Asset Guarnbes Progeam was sstablishid alter Treasary annimseed
that it wonlil guarantes sssots edler sl @ progesm, b mang of the
dhtalls of the pEogeam T yer o b worked oal,

Since vur January report, Treasary has laken free ey actiions refated o
o recameremlabion about the peed for o clearly articolabesd visiom for the
program. Un Febroary 10, Treasury announced the Financial Stabilsy
HMan, whach outlined & s of measarss 00 ahilress the finarcal crisis and
restone conifidenee in U5, fimaneisl and housing markets. The plan appers
£ b s apgroach designed 1o resolve the credil erisis by restaring the
Mosw oof eredi o eomsamers amd isinesses, strengthening fnanclal
Ensrinmkons, ard prosdding mid to hoeeeowmers ared 2madl hisinesses, Un
Folsneury 20, Tremsary soosanced e staselardizesd tecms aml corelitions
T eligibde Tincuneisl inslilulins partboapaling in e Cagilal Asss e
Prrogimum CCAFPD Unifer CAPF, s eligible institutasm thi i found by iis
Federal banking regulator do resed achlitioeal capetal to continee lerading
el mhsorh losses na severs ecopamic downtum will be eligible o
participate in CAF. Swck imstitutions will be ligible o receive a capstol
imvesstment from Treasury, with regalstory approval, in the fomm of
prefermed securities thar ane comventibde inlo comesm equicy to blp
abesity bnssiss and serve as & bridge (o mecelving privace capital. A ey
elemvent of Tredsury s Financial Staldlity Plan, CAF is dissigned Ly ensare
Lhal, in sy ere acomsric condiions, e el 108, baink Todding
crmpaandes hove gullicsend capital 1o supgront beanling o creditwortly
Fvmecrners and bustresses, s part of this efoet, the federal bankang
regulators—the Board of Govemors of ihe Federml RBeserve System, Office
al the Copapiraller of the Curreney, Federnl Deposn Insaranee
Carpomation, and Cftbee of Thrift Supervison—annoaneed thet they will
g conifoctieg a coe-tlee forwarnd-looking capitsl assessment (0f stress

“fuvrsnding 1o Trisceary sl e Gsdird Doodong nogalalors, digitdldy will s cordstend with
thir riler i ol v proeceics sl bed ed Tor boentlvbog gesdified sl
brpatiingtbencs in e e bdingg Capitd Parchess: Prognan.
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test ) of 1he halonee shees of e 19 rgess bank Todding comganies with
geaaeta pacveding 210 bl These meatitalbons sre requined 0 peeicipaie
in the cowsndinated supsereisory capilal sssesspeent ancd may abiain
awchlitineal capiial from CAP of necesary. ™ Regulsiors noted that the
cagiital pssesment process for all eligibde matinnsons is expected o be
campheEted by gl 30, 2006,

0w March 8, 2008, Tressury unveilad fis Making Home AlTosdahle progran,
which is hased in part an the ase of TARF Dands. Amces atker things, the
i i alesdg@ras] 1o di the Tollow ing:

Tt weill veser 375 blliom (350 ballion from TARP fuswls) fo meoadify the Joans of
uipe Lo S TG Beodiisscnimie = o aodd pralesitial foreclosiing, The gaal of
molifying the margages of these lameswesrs is i oo the oot
oweld per peanth to sstamable levels (o morgage debt o ncome rotbo of
3l preroept . Treasury will share the oost of restnecturmp ibe morgages
wilky b cilbeer alaketwlders (o, Onancial imstivalions Boldng wlole hooms
ar investogs i§kans hewe B securitiaod) Troasory angonced & series
al fipancial incentivs Gor the an servicers, morgage holdersimeestors,
amil borrowers thit are imenced 1o “pay for suceess” epoourmge
Brorrorwers. bo conbines paging on Gme ordder ibe modafed koo, aod
aproragEe sepvice s andd morlgage Fol@erainvesioms o moedily al-risk
loans helare the Earrower Talls bebinid on & payment.

It inchades an irotstive 1o help op 4o -5 mollion homeowmners o refinanee
ToanA s ar guaranbesd By Froddie Mac sanl Fanibe bse bl coreenl
markel rates Aceording to Tessiey, hese homeowiiers wanld ool
athirwise b abde b refinanee thidr loans & the confonming loan s
becanse the declining vaboe of their bomes has [eft them with tte or no
ity Refinancing at current mortgage mbes coukd help homseowne ms e
Whsiosesrula ol Sollars on edr anoesd e gl =y s

It increnses Trepsary's fumdiog commbtment b Fannbe blee and Freddie
Mar {0 enmere the strength and secanty of the morgage market and 1o
Tl prearinntaan oo Eagde adfordalility, The S200 bqllicn haling

“Fligisle wrstivations with less duan $100 bilion b el we ghiod aeess g oo oligble 1o
participat in CAP. Bebwolghiod ipsts ane e oot of ol fests Bold by dhe Tk then e
woe gl o crell sk Boosnding 1o @ Mok cesbbdiad in regulatios by e Fodeml
Rewrrm
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coannitvenl B s i ambarity geansted e Tressry ander the Housing
anel Economie Becovery Act of 2008,

Wi will comitiniee to msanleng the development ond mpbemientation of
Treasary s plan, inchiding hisw 185 actiors adiress the challenges we have
prreonialy ideirified,”

Treasary alse estabfshed the Auto Industry Finaromg Program (AIFF) m
Dieeember 2HIS 1o prevent o desnpison of the domestie aubomaotive
imdlusiry that waubd pose sysiemee risk e the nadon's sconommy. Under this
pragram, Triscsury bas lont S5 4 billion to GA sl $8 bl e Chrssler o
allaw thi satommakers o comtinies apersting while working oot dedails of
Chirir prlans b Becormee soheenl, such as achimang concessions with
stabeebiolders, The Joans were desigresd 1o allow the autamakers o apemibe
through the first quanier of 20068 with recognition that after that posnt G
anl Chrysler would need additsonal funds or heve to take other steps, such
as @n arderly bankngicey.” As regained by the teems of their loan
agreemeids, (A asd Cligsler sshindied rescnictir g plans o Trepsary in
Firlrgary' Dhal diescrilve the actions B salomakers will take o0 Teoomss
finargsally sohvent. Because of the comtimued sloggish economy anid kewer
than expected revenoes, GM and Chinvsler are requesting an acklitioeal
ELGA hilkon and £5 billlon in fedeml Anancial assistanee, respectvely,
Trenasry B curreidly nssessing the siomaloers’ restrocharing plars and
determdning whoed the governivsnt’s mle will ba in Datare assislance. By
Pelareh 81, S0 G and Chsseler misd vepor Lo Uhe Secretary of e
Treasary an Uhirir progness in implhementing thess restrogctummg plans, The
Secretary will then determime whether the compares have made sufficeeni
progress in implementing the restrocturing plans; i they bave not, the
bosns are autnmatically aceelermed and become due M days kater. As parn
of par averskghil responsibilitis Tor TARE, we ane inonbosing Treasury's

"Pub, L Mo, | He2ER, 122 S 3058 (300H).

Pt (a8, Trrm W] Assed B Bed Program, Siaius of Efforis oo Sodress Doz and
Foreclomares on Home Morgaers, GATHERZTT (Washingson, TLL: Dlec, & 306 ] #or s
disousaion of challerges fecing koan mclifostkon progrss.

“Ureder AIFF, Tevmary alss kert 888 orollion oG M o mmalie i do pooriie porie w0 MU e—
n liremcing company owresd m pari by G—nerw rpibis offering rebied o is

remEan Exs we bank hokding company—and oght 85 Rellion in prefeemed sock
irveratrai plos warrures irom GYAC Inoadiiion, Trowsery sgreed) in berad 8205 hillion gsa
speerial prerpase miliy creaded by Chosber Pancial Services Americos 114 Ui
Firemiiad 1 in Amaree ihe sstersion of rerwe roms meer siimeuaiee ems, ol which Hid
Bllion b dissursed o Chosler Financial
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Efforts to Establish
(IFS Are Ongoing

implearmiaiam of AIFP, incliding the gl imamiliadi pen ' e of Baderl
Fimwds mied vl opuient of e popaierd pedractanng gl

Tieasiry Bis pade frogrea | bl s sunageres st
i TARF. Iractuilng i hinfg cneqsesag comtraos, ad eaahlshing
il et e, Hiraever, hiring for OFF 18 sl oigoding. Trewsany B
sepaleing? Lo Enpera A o=l of conracions, and s descelopiicent ol s
spstern ol indemal eoniral is il smbking

& In ihis Biring srvs—m# el s igilighassd (e oer fied repgn —Tresey
sk sirpm in bel p eaeen continsiy of lesdembip wiihin OFS turing sl
e ke Cramsd gy boSer juee ol poansdation. Specdically, Treasan

el tha i Chdel ewslth saerd il b Pk 16 eraane 5 aneandli
s o o wsed tirovi-bie saitboriy d vreas dlher gpeisinenis
i brsred i mapnber oof comser stall oo Dand quichily. OFH es iiworoead s
vl stV simis cair bereaberr SHES reqaar o L6 PO sup ke ae ol
dappry IE, which isrkedes an increass of pemearere ===l Ioan o 3
Trensury alficiabs nevendlp ol e sk ke nem iy of peoeamad st bl
Fiacived i G, While [spogrea e D prgals S aa Lt jequan], The
e niker of argerany and coni et ST whe will bs revaled s long-
irrm cngarzaismal reviks peroores apkneam . Beerase TAEF has sdikal
iy B pPogiaies sasee 1 e Teed cdaldbdmad i dhobodad aial joginm
sativities are charging imder the new sdnimimration e secoapios tha
Treasury mery Mo o difleui s b
mmnks il s i Hoasrvain_ sl cvmideboatbone sl b viial 1o s g
Frestin gl ke wl e oy (e Grand aaion

v Tromsary's wse of sovpslin g cvmirmed Bead bilid s bas ersaddind £ losmber mio
agEeviras ol araand conmeeess qaic il B seppait of TARP. Beseus,
Treasary's wes of Srer-asd purtsrias rremireris, dibargh mrberioed wlen
flenikiliiy is mvrksl com iremoesr ibee rish el graeneerd dolans il b
sawsda] i mieag e e Paes @i B plee D o o Rl T
perkerradee. In thds rogand, Trovsary bes o prossd 109 ieersd gl ol

sl T iy huins ol U [mapoitin s of pocvndly basing an Do
regnilaiod rdplining il prosess Sor pericwing sie aibdreseing cos Mo ol
irdprovd smrams reew comiracirs 2 Fromebd e i s =21 redewing
sxislagd riaErecks o adrermenls loenwane coplivnly wilk the mms
regibition, We belkeas TS i 18 8 vy oo of 4

rrmgire hivrwive anal roepdeies e e o e sl condlets s Tully
pivriilesd el mpnpreesdy mldrsesl
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w  £1FH teps plopind p Enmwreaek for devekrping el impleseniing iis gpdem

ol licrnal eandiol foe TARP scuiths. OFS phis 1o (s fraivessik o

dﬂ-rlr-mn-.' rulrh. i AlEIRA O e v,
r:rudm-n]r.:lr_.
H-nlI-rr-:r I:P-:n.‘lh-l\ln-:hg ol i (1]

roceires poeverning TARP setithea o Brppiemens o diseighied risk-

I vt of s arves, e mude mkdnal oomrerelsisms. Specifenlly,
ww recorememabad ek Trexamy comimer io exprdrsesly bier e
nrpdind io oy oui snd oeerses TARF. Por cont ncing asersighi, s
rermanrnrrakal Uk Trewarm vegeedibe oflorss o omanrr e sallicad
prrecrned wr g pal mel properly inied fo oversse L pedoesosee ol
il cvmirriors, pepecially e combrects peesad on lw
Bt ind] Erver Liresnd (s prins

progean rovpore ek e el defrssd ovar L h H.n-m.'unl-hl
thal Tromsary movies asd resngdiale costng con Mool e

il gl ks, i ey e i kaiee s eeliedy il ssnfanmiy sl
g fwrd o il e of e regulaiam el et 0 ak conimesd
sdipes 00 ew e andd essdbor corifiess of ibored asd eelonse midgation
plos, Fimally, we pocomprssbed 1l Trossery, ot os o develoging &
cirppp sy e syt of Evienmed comipols, decebop o eplepee o el
sbe Fiwed e v gD ma Fls b s nend s, Bevaise s @ prooees b
ene il b an Rl ng e slates of TAKF prograses and aleanifding ans
ks il s [reogians il el be kgl Rirdad e wil

sl e s oo 0oy (RS bk il podd paenines proctioes and
e el atben of e [pemal oend il rareeasrk which Bval o TAEFs
eflitive e

Measuring the Inpact
of TARP o the Credil
Markets and the
Econmmy Continees
e B Challenging

& b Al e arly 18 TARETS (g b Iin Si? aeASITRNF PeaiE In
vy aeve ven il prrogrsen sctioas e anly reoemn by cocinved and
were e e lags i the reponieg of dets, Bven wlth seons e and
Ierer data, i will yemain el (0 sqarate e inpact of TAEF
ativite= fro thes FTeria of siber feoieme Brovs Soine el
st thint thes oo ol ©redll b de liesd |n imerhani, seen gage, anad
ikl raresa v the Tieesaber part llraesesr, whille

peroepl Irsk{ss vl B preqalars raover Trrasiny recariea)
Eriw ibclined i interhom b sowkeis, @ey lores ©harges] veny Tiils in

1 heanal aral ra murkrs. Firadly, s ol ril in Descommdesr,
i bkl s ey B aggrsthoe of TAILTS ifgaing Inipai, e ra
wirghe i o e il ran pravils kdeliniive desrninesmm
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af s efTeees byl e of the romige of aetkons. i bive Ieed anil e e g
Vi b gk Tess Dhie s imenn) o, Thiess [iclaike eoodinaled «fens by
VA pegnlibers rarmel. the Fedoral Dvured) Bvsdiiaios Oorpearation, the
Bamd ad ioavequeors af thee Federal Beseroe Samern, ond thie Friierol
Hesirsing Fimara- dggeney o wll i actinge by faseee sl letinarbors m
idtkgane Fopdhmames. For cmngle, @ kege desp B (nonl gige e
uetdital shontly after the Fedesal Resoris annsageed [ aoaikd pincisee
i o S0 e o T e DBl s e B ki (b e 1w
el ciipadih of TART vy Miior napartan) ofeors am el il
W a il comtinie oo pefioe wnd raonior dee lsdeaoes, oddidonally, we
ki ton i i Trensary srves dista s oer efToms e coolisde chang= in
Ieveling mectiviy resaliag from CFP We pocogain: b te detn bas cormaln
Iimadidionrs privarily U o b s Berported oid diffleod) oo D sk
Pepainer §1 b8 i, Madwetbeeloss, etk @ il pioee valsabde by Polisre
ik

Womy whios s boond Uil 1 oliscnss Thae b guect of TARF ] pelidond dctivities o
e rucmnad dibd i narorwiag. Conrderss i s grand 1o (e Tromary
Trpartivatsl e pessponesd By i Do D Diieks fovessss 10 fhasee
e g Indvepen cxrshy i el Cirly ol salger] o & Slalobory o Beess e
Mﬂhnmlmﬁmil[ﬂ\“dﬂm e gags briwim
prvenins el ol bas groen Beoies s T ey imed Bormes e
Buanaks dplagrwed, TARF umd alber sotions Lidsm Ly slabilios s fmasdcial
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Chairman LEWIS. Thank you very much, Mr. Comptroller.

At this time, I will open the hearing for questions. I ask that
each Member follow the 5 minute rule. If the witnesses will re-
spond with short answers, all Members should have an opportunity
to ask questions.

Mr. Inspector General, tell the Members of the Committee, are
you familiar with the extended contracts that are used to give
money under this program and the term of those contracts?

Mr. BAROFSKY. I am generally aware of those contracts and
terms.

Chairman LEWIS. Do you care to elaborate on the contents of
those contracts?

Mr. BAROFSKY. Sure. The contracts contain various provisions,
a lot of legal standard representations and warranties, and as you
mentioned in your opening statement, provisions regarding tax
compliance.

Chairman LEWIS. That is what I want to get to, Mr. Inspector
General. Do the contracts state that the recipients are not aware
of any material unpaid taxes?

If the contracts contain this clause, why are there recipients with
outstanding Federal taxes? What can be done to collect unpaid
taxes?

Mr. BAROFSKY. I think, Mr. Chairman, yes, the agreements
state that in Section 2.20 of the Standard Capital Purchase Pro-
gram. The agreement does have that provision. As you correctly
noted, they represent and warrant that at the time they sign this
contract, there are no material outstanding tax obligations.

I think it falls primarily on the Office of Financial Stability’s
Compliance Department to be monitoring their compliance with
these provisions of this agreement.

I am aware today, thanks to the Subcommittee, that there are
several recipients who do appear to have large unpaid tax amounts,
and I certainly plan on discussing this with OFS Compliance to
remedy this situation. It is obviously a very serious one.

Chairman LEWIS. Mr. Comptroller, what are the options for re-
covering unpaid taxes?

Mr. DODARO. IRS has various tools available to it, such as liens
on property, levies on bank accounts or other assets that might be
available. They can also levy penalties on the organizations, and
also charge the individuals that are accountable at the bank indi-
vidually with some of these penalties.

The IRS has ample tools available to it to enforce compliance
under current law.

Chairman LEWIS. Are either of you prepared to make rec-
ommendations to the IRS and Treasury as to what they should do?
Who can the Government collect from when a company has unpaid
payroll taxes?

Mr. DODARO. They can collect from the company itself and the
officers or the responsible officials in the company. That is pretty
much standard practice at the IRS.

We have noted over time that their enforcement efforts, particu-
larly for unpaid payroll taxes, are not very timely. It will take
many weeks for them to move toward a decision and then to levy
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the penalties and then to proceed toward collection, and their col-
lection record is not that terrific in a number of these areas.

We do an annual financial audit of the IRS, so we look at this
every year when we do that. We have made some recommendations
to them to increase their activities to move forward in these areas
and to collect more funds.

I would be happy to provide our recommendations that we have
made to the IRS for the record, Mr. Chairman.

I would also be happy to—for GAO to get access to taxpayer data
requires the consent of this Committee or the Joint Committee on
Taxation or Senate Finance Committee, and if we received that ap-
proval from the Committee to get the data, we could go behind the
information and take a closer look at what you are revealing today.

Chairman LEWIS. How do we recover unpaid taxes from Federal
contractors?

Mr. DODARO. There are a number of ways. If the dispersing sys-
tem for the contractors can be run through a system over at the
Treasury Department and they can screen against whether that
contractor has any unpaid Federal taxes, and the payment stream
to the contractors can be offset to recoup the amount of money that
is available there.

Also, back on your other question, one other tool IRS has, they
can also offset refunds that are made to individuals on the corpora-
tions that might be charged with particular problems as well.

We made recommendations that more dispersing systems in the
Federal Government be coordinated with this Treasury program to
provide additional safeguards in that process, so there is more abil-
ity to collect the money.

Chairman LEWIS. Thank you very much, the two of you. I yield
to Mr. Reichert for his questions.

Mr. REICHERT Thank you, Mr. Chairman. Thank you both for
being here. I do not envy your jobs at this time. I am happy to have
you here and the American people certainly are looking forward to
your answers, and glad that you are watching out for their tax dol-
lars.

I just want to congratulate you both first of all for talking about
transparency and oversight and enforcement, monitoring, tracking,
all of those things that you both mentioned in your opening state-
ments.

I kind of want to go over some of the things that you have al-
ready mentioned, just to highlight them.

The people are real concerned. They have heard a lot of figures
tossed around, $700 billion is the authorized amount, but the total
taxpayer exposure, as you mentioned in your opening statements,
is quite a bit more.

Just how much really are the taxpayers on the hook for? Either
one of you can answer that question.

Mr. BAROFSKY. I think with the TARP related programs as
they have been described and announced by the Secretary, when
you add up all the commitments, when leveraged with money from
the Federal Reserve, the TARP related programs are approximately
$2.9 trillion.
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Mr. REICHERT Just so the American people understand, we are
not talking about $700 billion. We are talking about almost $3 tril-
lion.

Mr. DODARO. There are a couple of different aspects, and I
think what Mr. Barofsky is saying is absolutely accurate in the ag-
gregate, but some of the different programs have different charac-
teristics.

The Capital Purchase Program, for example, companies are re-
quired to pay dividends back. So, far, there has been about $2.4 bil-
lion, and I think with the recent information I received, about $2.8
billion in dividend payments that have been paid back on the pre-
ferred stock.

There is some ability to recoup some of this money, but you are
exactly right, the potential risk long term on some of these other
programs is very significant.

Mr. REICHERT. We are spending a lot of taxpayer dollars. We
are talking about $3 trillion potentially on the hook here for the
taxpayers.

How can Treasury establish meaningful metrics to determine
whether or not TARP is really providing any sort of access to cred-
it, ignproving access to credit? Are you able to answer that ques-
tion?

Mr. DODARO. Yes. That is one of our first recommendations, to
collect information from the institutions receiving assistance about
their lending activities, to be able to determine whether or not they
are actually increasing their lending activities or mortgage mitiga-
tion efforts, to help homeowners that needed to readjust their mort-
gages.

Mr. REICHERT. What did you find out?

Mr. DODARO. We found out first of all that Treasury had not
planned to do that, and as a result of our recommendation, they
started collecting that information, and the top 20 banks that re-
ported, the aggregate lending activity for their first report through
the end of the year had decreased a bit in November and had gone
back up in the aggregate in December, but not back up to the Octo-
ber date.

This money was distributed through a period of time, so they
need to continue to collect that data. We are in the process of ana-
lyzing the most recent information, and we will be providing assist-
ance.

We also have developed in our reports a series of indicators to
determine in the aggregate whether lending is going up, like for ex-
ample, the inner-bank lending rates.

Mr. REICHERT The troubling part in this is that we knew we
were spending a lot of taxpayer dollars and there was no plan in
the beginning.

Mr. DODARO. That concerned us, and that is why we made our
recommendations in our very first report, Congressman.

Mr. REICHERT. Next topic here, I am an original cosponsor of
a bill that a number of Members have supported that would force
Treasury to reveal certain records of its dealings with AIG.

Some of the questions that we want answered, of course, as you
probably have already heard, did the Treasury Secretary, Mr.
Geithner, know or should he have known, about these bonuses
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prior to offering AIG an additional $30 billion earlier this month.
Did he know or should he have known?

Mr. BAROFSKY. The audit that I announced in my opening
statement will have the answer to that question, whether or not he
knew. Not just him, of course, but throughout the Treasury Depart-
ment, who knew what, when, how and why, and we will answer
that question in our audit.

Mr. REICHERT. When is that due?

Mr. BAROFSKY. We are just getting it off the ground right now.
I cannot give you a precise answer.

Mr. REICHERT. Neither of you can answer that question today?

Mr. DODARO. No.

Mr. BAROFSKY. I cannot answer that question.

Mr. REICHERT. Thank you, Mr. Chairman. My time is up, I
yield back.

Chairman LEWIS. Thank you, sir. Now, I will turn to Mr. Becer-
ra for questions.

Mr. BECERRA. Thank you, Mr. Chairman. Thank you for hold-
ing this hearing, which I suspect is the first of several hearings to
conduct the oversight responsibility that this Committee has over
these issues involving the TARP funding.

I want to thank the two gentlemen that are before us for their
overall work they have done for the people of this country in trying
to help us provide the information and oversight that is important
for us to conduct our business.

First question, you have mentioned, gentlemen, that you have
had conversations with obviously the folks at Treasury, probably
the Fed, and some of the recipients of the TARP money directly as
well.

Are you receiving all of the support and cooperation that you
need to conduct your oversight responsibilities and enforcement re-
sponsibilities from the Department of Treasury and its personnel?

Mr. BAROFSKY. So, far we have.

Mr. DODARO. We have been given a great deal of cooperation
from the Treasury Department. One thing I do want to mention
since you mentioned the Federal Reserve, GAO is statutorily pro-
hibited from reviewing certain activities of the Federal Reserve,
and discount window operations, open market Committee trans-
actions.

I am becoming very concerned as TARP money is being used to
leverage Federal Reserve activities that we will have—currently,
that we will have a problem in reviewing that in the future.

I think that the Congress should consider removing those restric-
tions for the GAO to provide additional oversight. I wanted to
make that point clear this morning. Thank you.

Mr. BECERRA. Thank you, Mr. Dodaro. I hope, Mr. Chairman,
we are able to continue conversation with Mr. Dodaro and his staff
to find out if there is some ways we can help make sure that the
transparency and accountability that you are charged to help us
obtain is something we end up securing. Thank you for that infor-
mation.

On the issue of unpaid income taxes by some of these TARP re-
cipients, my understanding is there are more than one TARP re-
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cipient that has unpaid income taxes totaling over $100 million to
the Federal Treasury; is that correct?

Mr. BAROFSKY. Based on the information provided to us by the
Subcommittee, it does indicate that.

Mr. BECERRA. There are ways for Treasury to collect this
money from those TARP recipients, specifically the contracts these
recipients signed with the Government in order to obtain taxpayer
funded TARP dollars; is that correct?

Mr. BAROFSKY. That is correct.

Mr. DODARO. That is correct.

Mr. BECERRA. Does the Treasury have the tools in place today
to be able to secure those uncollected income taxes from these
TARP recipients?

Mr. DODARO. IRS has the tools available to do it. This goes to
the recommendation we had made about Treasury really moni-
toring compliance with this Act, and they really have not had their
program up and running yet.

Mr. BECERRA. Are you aware if IRS is taking steps to collect
those uncollected income taxes from those recipients of billions of
dollars of TARP/taxpayer money?

Mr. DODARO. I do not know that today but we can find out.

Mr. BECERRA. Would you please find out? I suspect we will try
to find out as well. If you can report back to us if IRS is taking
steps to collect money that is owed by banks and financial institu-
tions that have received billions of dollars from the taxpayers.

It just seems anomalous that given that they signed a contract
that said they will be up to date on their taxes that they owe, to
get this taxpayer bail out money, they would pay their taxes.

I hope that you will help us quickly determine what is being
done to make sure that these companies are up to date the way we
expect every other working American to be up to date in his or her
taxes.

Mr. BAROFSKY. Yes, sir. To be clear, if an executive knowingly
signed this agreement knowing that a representation in that was
false, that would also potentially be a crime.

We are going to look very heavily into this issue as part of our
respogsibility for enforcement to see if any such crime was com-
mitted.

Mr. BECERRA. Please let us know if we can be helpful to you
as you conduct that examination.

Mr. DODARO. The one thing we will need, Congressman, is ap-
proval from this Committee to get access to the taxpayer informa-
tion.

Mr. BECERRA. To the degree that we can help, I am certain,
Mr. Chairman, we will do everything we can at the Congressional
level to try to help you have that information at your disposal.

A question regarding Treasury’s authority over TARP. Can
Treasury limit executive compensation based on these TARP agree-
ments that were signed by these financial institutions that re-
quested taxpayer bail out money?

Mr. BAROFSKY. Yes, it can do so through regulation.

Mr. BECERRA. Can it require recipients of TARP money to get
Treasury approval before paying out bonuses?

Mr. BAROFSKY. It does have the ability to do so.
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Mr. BECERRA. Can the Treasury limit recipients of taxpayer
money, TARP money, from using TARP moneys in particular ways?

Mr. BAROFSKY. It can and has put some restrictions already in
its agreements.

Mr. BECERRA. Yes, we can place restrictions on how recipients
use TARP money?

Mr. BAROFSKY. Yes.

Mr. BECERRA. Thank you, Mr. Chairman. Maybe if we have a
second round of questions, I will have an opportunity to continue,
but thank you very much. I yield back.

Chairman LEWIS. Thank you. Mr. Roskam is recognized for
questions.

Mr. ROSKAM. Thank you, Mr. Chairman.

I just want to take a step back and go back to the Fall when this
whole adventure began, and essentially, I think there was not a se-
rious person in Congress that did not realize that the credit mar-
kets were ceasing up and there was near unanimity that Congress
needed to act.

The question is how does Congress act, and there was a drum
beat that started, and it became more and more intense over the
course of several days to the point that it almost had a panic feel
to it around here.

As a result, there was a proposal that was put forth by the ad-
ministration at the time, and the communication was essentially
sign this, vote for this, do not ask too many questions, and if you
are asking questions, you are either naive, uninformed or you are
an obstructionist. That was the subtext.

The Monday that the first TARP vote failed, I personally heard
an open outcry on the Floor of the House of Representatives where
a Member shouted out the market has dropped 600 points, as if
that was the driving factor in Congress making its determination.

You know how the adventure went on. On Friday, it comes back
and it is passed into law.

It seems to me ironic that here we are, this Congress, we gave
away tremendous authority in the TARP legislation, did not do the
due diligence in my view at the time, and now, we are in a position
where yes, this is changing and it is very, very difficult.

I have analogized this. I think it was the financial equivalent of
the Gulf of Tonkin resolution, where Congress basically gets rolled
and gives away tremendous authority.

It started out badly and it got worse because the administration
came out of the huddle, so to speak, and they were going to do
their call, and looked at the line of scrimmage in a football analogy
and said you know what, we came out and we were going to do
toxic assets, no, no, new play, capital injections.

It has been one adventure after another. I think getting to your
testimony, there is a lack of predictability on how this is playing
out. What is the metric? How are decisions being made?

I think that while you are hearing from wound up Members of
Congress, who are rightfully wound up about this, our opportunity
was to cast this well when the bill was originally passed, and now
reluctantly, we are dealing with a situation—my predecessor was
Henry Hyde, and Henry Hyde had a great expression.
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He said there is one thing worse than gridlock, the worse thing
than gridlock is the greased shoot of Government. That is exactly
what we are dealing with right now.

Mr. Barofsky, you mentioned something that I found interesting,
and that is the recommendations that you are making as it relates
to this whole program, are those recommendations—are you memo-
rializing those?

In other words, are those recommendations in writing that we
can get the benefit of in future oversight hearings and future con-
versations, or they just sort of not memorialized and just sort of
conversational recommendations?

Could you speak to that?

Mr. BAROFSKY. We memorialized our recommendations. They
are included in—the first round of recommendations were gathered
and included in our first report to Congress on February 6. Since
then, we have made a series of recommendations. We do those in
writing. We will be including those in our next report, which I be-
lieve will be delivered to Congress on April 20.

Mr. ROSKAM. You mentioned the on line aspect of the disclosure
of the TARP agreements. Would those online disclosures, as they
iElI'e ?currently exercised by Treasury, have revealed the AIG prob-
em?

Mr. BAROFSKY. It would have revealed that in any AIG agree-
ment with Treasury, retention payments were explicitly con-
templated. It did not list the contracts. It did not list the amounts.

In the executive compensation provisions, there is an explicit ref-
erence to retention payments and calculating the total amount of
payment a senior executive could receive.

That issue was in fact in those agreements.

Mr. ROSKAM. Is it fair to say that if they had been online, that
issue would have been red flagged and certainly drawn attention
in advance of the problem?

Mr. BAROFSKY. Potentially. I am not sure of the exact date that
the AIG agreement did go up on the Internet. Our recommendation
was sort of adopted in waves after it was made in late December.
It is now being fully complied with. I am not sure of the exact date
the AIG agreement went up.

Mr. ROSKAM. I understand. Thank you. I yield back.

Chairman LEWIS. Thank you. Now, I will turn to Mr. Kind for
his questions.

Mr. KIND. Thank you, Mr. Chairman. Thank you for holding
this very, very important and timely hearing. I want to thank our
witnesses for your testimony and your access to us as we have on-
going questions about the oversight and implementation of TARP.

Let me just quickly ask you both whether or not you feel that
your respective agencies have the resources, the tools, the per-
sonnel that you need to effectively conduct oversight with the im-
plementation of TARP.

Mr. Barofsky?

Mr. BAROFSKY. We are building. We do not have the necessary
resources yet. Pending right now in the House is H.R. 1341, which
would give us some expanded hiring authority, which will help us.

Right now, we are about 30 strong. We are building to about 120
to 125. We have had some serious challenges. We have had the
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same challenges that TARP has, as Mr. Dodaro has indicated in his
report.

I am hopeful with the passage of this vitally important bill for
us that we will be on the road to getting the necessary resources.

Mr. KIND. Thank you. Mr. Dodaro?

Mr. DODARO. I believe we have the necessary expertise in GAO
since we are a preexisting organization. We have collectively pooled
the resources and we are augmenting those resources with some
hires.

I have two concerns. My biggest concern is what I mentioned be-
fore about our limitations at the Federal Reserve. I think unless
that is dealt with, we are not going to be able to provide the type
of oversight that the Congress would expect, and I believe deserves,
during these extraordinary times. That needs to be dealt with.

There is also a potential safeguard that could be put in place to
give us access to the books and records of any recipient of TARP
money. We currently do not have that.

There has been a bill introduced in the Senate, which I can pro-
vide to this Committee, by Senators Baucus and Grassley, to do
that.

Right now, it is not a problem, but given the unpredictability of
how this process is going to unfold, I think it would be a good safe-
guard.

Mr. KIND. I appreciate your concern about the Fed oversight.
We have had conversation previously about that. It gets a little
tricky, and I think we are going to have to engage you in further
exploration of what type of statutory authority you need.

Obviously, the Fed has always been set up as an independent en-
tity, so it is not subjected to the political whims of Congress or any
other outside influence.

If there is a way we can massage that authority that you need,
I think we need to. It is an unprecedented intervention by the Fed
with the capitalization that has taken place there. I think more
oversight is certainly necessary.

Mr. DODARO. Congressman, I am very respectful of the need for
the Fed’s independence. I believe whatever legislation is passed
could be carefully crafted and even temporary in nature. I am not
trying to seek any permanent authority here.

Mr. KIND. Let me ask you both about the coordinated oversight
functions. Just from my quick calculations here, we have the IG Of-
fice and the GAO obviously involved in oversight. We have the Fi-
nancial Stability Oversight Board that was created with the pas-
sage of TARP. We have Treasury involvement, Fed involvement
with oversight. Our involvement in oversight. Might as well throw
in the national media’s involvement in oversight.

Do you feel there is sufficient coordination so that we do not have
overlap and redundancy and duplication occurring with oversight?

Mr. BAROFSKY. I do. I think that is one of our most important
roles, making sure that is the case. TARP is such a vast terrain
and it is growing and changing every day.

If Gene and I and our organizations were not to work closely, as
well with the Congressional oversight panel, I have my own council
of the various Inspector Generals that includes representatives
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from GAO, if we were not coordinating, one, we would not have a
shot at covering this whole terrain.

Second, we would be wasting our time by duplication of re-
sources. We have worked really hard

Mr. KIND. Let me ask you both this, the first line of defense is
responsible behavior of the banks that are receiving these funds
right now. Unfortunately, the track record has not been very good
so far, especially with the AIG story this week and the anger it has
engendered.

Do the banks themselves have internal control systems being es-
tablished in the appropriate use of the TARP funds from what you
have been able to see?

Mr. BAROFSKY. One of our recommendations that we made to
Treasury was that Treasury require in its agreement the establish-
ment of internal controls, at least with respect to those conditions
that are imposed upon them.

They have adopted that with respect to some of their agreements
such as Citigroup and Bank of America, as well as the auto indus-
tries, and we hope they continue to impose those internal controls.
We think they are vital.

Mr. DODARO. I think a real important point here for the Con-
gress, too, is as these next set of programs are authorized, there
is a real opportunity here to build in some better controls up front
than were originally built into the program.

I would encourage the Congress to have oversight hearings with
the Treasury Department to really focus on what their plans are.

Mr. KIND. I see my time is expiring, but I would like to follow
up with you two gentlemen in regard to what type of additional
oversight we need to provide through statute, what type of ques-
tions we need as a body to be asking Treasury in regard to their
oversight function as well.

There is still a lot of work to be done. I thank you two and your
agencies for the job that you are performing on behalf of the Amer-
ican taxpayer. Thank you.

Mr. DODARO. Thank you.

Mr. BAROFSKY. Thank you.

Chairman LEWIS. Thank you very much. Now, I will turn to Mr.
Linder for his questions.

Mr. LINDER. Thank you, Mr. Chairman.

Mr. Barofsky, of the companies that are owing taxes to the Gov-
ernment who signed those contracts, are any of those companies
delinquent today?

Mr. BAROFSKY. I do not know the names of the companies. The
information that was provided to me today has the companies iden-
tified by number or letter. I cannot answer your question.

Mr. LINDER. You cannot also answer whether those companies
signed contracts before or after January?

Mr. BAROFSKY. Because I do not know the identity, I am sorry,
Congressman, but I hope to work with the Subcommittee and find
out and be able to answer that question.

Mr. LINDER. Mr. Dodaro, are the limitations on the Fed statu-
tory?
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Mr. DODARO. Yes, they are, Congressman. It is in the Bank Au-
diting Act. It is one of the few instances where GAO is statutorily
prohibited.

Mr. LINDER. Do either of your organizations have any antici-
patory examination powers? Could you have gone into the TARP
when it was just being anticipated and looked at it and made rec-
ommendations?

Mr. BAROFSKY. I am sorry. We did not exist when the TARP
was being formed. I was sworn in on December 15. I would not
have been able to do that.

Mr. LINDER. Could you do it with respect to TALF?

Mr. BAROFSKY. With TALF, what we have been attempting to
do is make a series of recommendations and continue to make rec-
ommendations on the formation of that program.

We are very concerned about the fraud vulnerabilities in the
TALF. We made recommendations in our February report. We con-
tinue to engage in a dialog with the Federal Reserve as well as
Treasury. We are trying to do our best to make the necessary rec-
ommendations to protect taxpayer money.

We have also formed a TALF taskforce to try to send a powerful
deterrent message to those who would abuse the program, and I
think that deterrent effect is beginning to have some traction.

Mr. LINDER. Does that mean people are going to refuse to par-
ticipate in it?

Mr. BAROFSKY. I hope that anyone who is planning on stealing
from the program refuses to participate. I hope we deter them.

Mr. LINDER. Do you know more details about TALF than we
do?

Mr. BAROFSKY. I know a lot of details about TALF.

Mr. LINDER. Can you share them with us? I have no idea what
they are finally going to do.

Mr. BAROFSKY. It is an extremely complicated program and it
changes. That has been one of our great concerns.

Just last week, a lot of the conditions that gave us some greater
comfort about the fraud prevention in the program were changed.
It continues to change.

In our report, we detail some information on the TALF as it ex-
isted at that time. The Federal Reserve does have information,
questions and answers on its website.

It is complicated. We are going to in our next report give a com-
prehensive description of the program, like we did in our last re-
port, and in easy to understand terms.

Mr. LINDER. Do you have any idea what their timeframe is?

Mr. BAROFSKY. The first disbursements on TALF are supposed
to occur next week.

Mr. LINDER. Do you know how much they are looking at?

Mr. BAROFSKY. I do not think the numbers have been dis-
closed. The total TALF program as it currently exists is a potential
$200 billion worth of lending. I am not sure what they expect. I do
not think they know until the applications come in what the
amounts will be.

Mr. LINDER. What do you know about the Fed’s insinuation in
commercial paper markets?
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Mr. BAROFSKY. That is not really part of the TARP related pro-
gram, so I really would not feel qualified.

Mr. LINDER. Do you know, Mr. Dodaro?

Mr. DODARO. No.

Mr. LINDER. Could you look into that?

Mr. DODARO. That is one of the areas we would not be able to
look into because of this limitation, Congressman.

Mr. LINDER. In the last couple of days, you may have noticed
a lot of interest in the bonuses that AIG paid out. That language
was put into the bill, stimulation package, was it not? When did
you first know the language was there?

Mr. BAROFSKY. I first saw the language—I think the bill
passed on a Friday and I think I saw it later that day.

Mr. LINDER. The language was in the bill then?

Mr. BAROFSKY. When I saw the bill, it was after it had been
passed and it had language that exempted

Mr. LINDER. Prior to February 11?

Mr. BAROFSKY. Yes.

Mr. LINDER. Which is about a month ago.

Mr. BAROFSKY. Yes.

Mr. LINDER. Did you raise that issue then? Did you raise any
issues about the bonuses, retention bonuses going to AIG?

Mr. BAROFSKY. I became aware of these particular set of bo-
nuses after they had already been paid. That is when Treasury no-
tified me of them.

Mr. LINDER. Thank you both. Mr. Chairman, I yield back.

Chairman LEWIS. Thank you very much. Mr. Pascrell is recog-
nized for questions.

Mr. PASCRELL. Mr. Chairman, let me start with my conclusion.
The Treasury does not want financial institutions to fail. None of
us do. Those institutions will fail if the Treasury puts everything
on the table, so let us not put everything on the table.

There are some things the public and the Congress need not
know. If they know, the public will further lose confidence. That is
my conclusion.

I understand that this administration is trying to dig itself out
of the deep hole that it found itself in. I understand that very clear-
ly in early October of 2008, Congress passed and President Bush
signed the Emergency Economic Stabilization Act of 2008, creating
the Troubled Asset Relief Program.

At that time, the TARP’s primary focus was expected to be the
purchase of troubled assets, such as mortgages and mortgage
backed securities.

However, we know what happened two weeks after the enact-
ment, someone changed their minds, not the Congress.

The past Administration and specifically former Secretary
Paulson implemented TARP in ways that have been radically dif-
ferent than what was widely envisioned when Congress passed the
Emergency Economic Stabilization Act.

I consider this a fraud perpetuated by the last Administration
when it promised one course of action and delivered another, but
I am deeply disappointed that the Treasury Secretary right now,
Mr. Geithner, has not taken a more aggressive approach to remedy
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the mismanagement of these TARP funds by the last Administra-
tion.

I am stunned by the current Treasury, and I am offended by
their obstinacy and the fact that they are not here today when they
were requested to be here three times.

Three different Treasury offices, the Office of Financial Stability,
the Office of Tax Policy, the Office of Public Debt and Borrowing,
were contacted about testifying at the hearing, all three refused.

The Treasury, regardless of the administration, must be account-
able for their actions or their mismanagement, and the mismanage-
ment of the TARP funds specifically.

Mr. Dodaro, it has been nearly six months since AIG received its
first Government bail out. By the way, the interim final rule still
includes limits on executive compensation. That is still there, as I
understand it.

Mr. DODARO. Until they revise it to make it consistent with the
new legislation.

Mr. PASCRELL. Thank you. They have given a total of $170 bil-
lion, one thousand times the cost of these executive bonuses, yet no
progress has been made in consolidating AIG and no progress has
been made in selling off its assets.

My question is this—I wish the Treasury was present because
they are the folks I should be asking the question to, so you will
have to substitute for them, as you have been doing, but you have
done a fantastic job, both of you.

Specifically, what the plan is for consolidating AIG, and can any
of you here today give some insight into the matter? Then I have
a follow up question.

Mr. Dodaro?

Mr. DODARO. If I might, Congressman Pascrell, I have the per-
son that is doing this work for us here, Ms. Orice Williams, and
she could give you

Mr. PASCRELL. With your permission, Mr. Chairman.

Chairman LEWIS. Yes. Thank you for being here.

Ms. WILLIAMS. No problem. In terms of AIG, the Fed initially
provided assistance to AIG. Treasury through TARP provided as-
sistance through the systemically significant failing institution pro-
gram. That money was paid directly to the Fed to pay down the
original credit revolving facility.

The Fed has been responsible for the day to day oversight of AIG
and its plan to unwind the institution.

I testified yesterday that in terms of where they are in the proc-
ess, it is still very much ongoing, they have been unable to sell
major assets out of the organization, so they have not had great
success in unwinding the organization to this point.

They have been able to terminate their securities lending facility
that had created a lot of problems for AIG, and they also have been
able to move off a significant amount of their most complicated
CDS portfolio.

Mr. PASCRELL. If I may, Mr. Chairman, in the last 6 months,
with our infusion of a lot of capital, if there has been no progress
in addressing the larger problems at AIG, do you still believe AIG
should receive more TARP money in the future?
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Ms. WILLIAMS. This goes to kind of the Fed’s goal in assisting
AIG, and that had to do with preventing systemic risk to the sys-
tem, from either a credit downgrade of AIG or a rapid bankruptcy
of the organization.

The two areas that were creating the largest problems for AIG
were addressed, and that is the securities lending program and
dealing with their CDS portfolio, and these were moved into two
vehicles created by the Fed, Maiden Lane II and Maiden Lane III,
to purchase the securities that AIG had invested in.

Mr. PASCRELL. Thank you very much. Thank you. I yield back.

Chairman LEWIS. Thank you. Mr. Davis of Kentucky is recog-
nized for his questions.

Mr. DAVIS OF KENTUCKY. Thank you, Mr. Chairman.

I would like to go off on something that Mr. Pascrell had men-
tioned, really a follow up to the joint discussion that we had in the
library earlier in the week.

One point that I think is important to clarify on the way the
record came out, it was not just Members of the past Administra-
tion who were party to framing this problem.

I sat in the hearings in the Financial Services Committee and ac-
tually watched the Majority Chairman, the Democratic Chairman
of the House Financial Services Committee and then the Chairman
of the Senate Banking Committee agree and in fact ignore the
warnings of many Members on both sides of the aisle who were at-
tempting to prescribe the use of these funds, because the very
thing that has happened is really no surprise.

I find it a little disingenuous that the Secretary in fact is react-
ing to this based on the fact that he was Governor of the New York
Fed that was intimately involved in setting up the contractual rela-
tionships of how this went.

I want to come back to a bigger picture, I think, this was the
thrust of my question before. Not so much a party issue, and I
truly believe at the root of problems like this, it is not a Democrat
or Republican issue, but we have a flawed process issue in how the
agencies are functioning.

First of all, we have this unprecedented transfer of unaccount-
able power to the executive to place taxpayer money into the pri-
vate sector.

I may over simplify this and where we go with it, but I guess
the concern I have is we have had this change take place, is there
a bigger Constitutional question here?

Do you believe that we need to have the ability to dive in and
see what was done with those assets specifically?

Where I would go into a parallel before I follow along with a cou-
ple of subparts to the question, if I owned 80 percent of a corpora-
tion, I know for a fact that I could see every aspect of the books
of that corporation if I so desired by simply calling an emergency
board meeting and determining I would be given that access.

Why cannot we not do that here and see this? I suspect there
will be more culpability in the details when we get down there, if
you were to have access, and especially the Chairman and Ranking
Member.

Mr. BAROFSKY. Certainly, the Fed and Treasury do have that
degree of access.
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Mr. DAVIS OF KENTUCKY. They are obviously not sharing this
information.

Mr. DODARO. Right. The only thing we have been given from
the Federal Reserve is information that is available to the public.
Unless the law is changed removing our restrictions, we are not
going to be able to do what you are suggesting. I do think it needs
to be done.

Mr. DAVIS OF KENTUCKY. Following on that, do you believe
the way that the original law was structured out of the Congress
was flawed?

Mr. DODARO. I guess my view would be given the original ex-
planation of what it was to be used for, I am just speaking from
GAO’s standpoint, in terms of what our authority would have been,
I think we would have been fine if they would have purchased the
toxic assets.

Since they shifted the plans, first, to the capital purchase pro-
gram, that created a little bit of a dilemma for us, but when they
started using TARP money to leverage Federal Reserve activities,
that created a bigger problem.

As the program has evolved, we have not been able to adapt, be-
cause of these restrictions, the type of accountability and trans-
parency that the Congress expects of us.

Mr. DAVIS OF KENTUCKY. I think this goes back to the cau-
tions that many of us were raising in the run up to the legislation
last year, the way the title was originally put into the housing bail
out bill that would have been oriented in that direction was a sim-
ple blank statement that the Secretary was basically being given
unlimited authority.

The only real question last Fall was raising the debt ceiling rath-
er than actually the mechanisms of how it would be done.

Seeing that Secretary Geithner seems to be carrying on the same
responsibilities that Paulson had asked for in the previous Admin-
istration, I would really question the competence of how this is
being carried out.

You agree that we have to have some type of an audit mecha-
nism to see that and hopefully we will work from this Committee
to bring that forward.

Just as an aside, the President made a comment this past week
that Secretary Geithner was making all the right moves. Do you
agree with that statement, just from a forensics audit standpoint?
You do not have the information that is available. We have num-
bers instead of names for people.

This would be an outrage in the private sector as the owners of
a business and certainly we as taxpayers own it now.

How do you feel about that?

Mr. DODARO. Basically, I would say it relates to the rec-
ommendations that GAO has made about how to improve the pro-
gram, that they are making progress but they are not there yet.

From the standpoint of fully implementing our recommendations,
I would say they need to take additional steps in order to do that.

Mr. BAROFSKY. I would say the exact same with our rec-
ommendations.

Mr. DAVIS OF KENTUCKY. Thank you. We will try to work
closely with you and follow on from the discussion earlier in the
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week and with the Chairman of the Committee to address that
blank spot.

Thank you very much. I yield back.

Chairman LEWIS. Thank you very much. Mr. Etheridge is now
recognized.

Mr. ETHERIDGE. Thank you, Mr. Chairman. Let me thank you
for holding this hearing.

We have a lot of hearings going on the Hill right now. All of
them are important in this area because the American people are
concerned, and it did not just start with the bonuses paid for AIG,
as all of us know.

This started last year when they had serious concerns about the
economy and then the funds moving in that area. I think it has
sort of culminated and erupted with what has happened over the
last several days.

I think all of us are concerned, so let me ask you a couple of
questions. I appreciate your service. I appreciate the job you are
doing, both of you, and GAO has a rich history.

As we look at these and as we deal with the focal points of where
we are, I think we have to acknowledge that, too many people talk
around it, people are just furious, and certainly in my district in
North Carolina where people are about to lose their homes, we
have farmers who are in jeopardy of losing their farms, and then
they see their tax money rolling to Wall Street. I think that is what
is bubbling over the top.

The very people that got us in this problem are the very folks
that they feel we are rewarding. As we move to fix the problem,
my question is as we deal with that, in your testimony, you men-
tion the following “Plans to launch an audit examining Federal
monitoring and enforcement of executive compensation restrictions
imposed as a condition of Federal financial assistance.”

Can you tell me and those of us in this panel about this audit,
what it will entail, and what can be done in the future to prevent
these kinds of excesses?

I think that is what the American people want to do. The Amer-
ican people want things fixed, but they want them to be done right,
and they are just tired of gaps being put in place that people slip
through.

Mr. BAROFSKY. I think there are several aspects of this audit.
First and foremost, it is to make sure or to report on what the sta-
tus of Treasury’s responsibility is in its compliance, to set up the
right procedures, to ensure that the recipients of TARP funds are
complying with the executive compensation requirements.

This is something that GAO has identified, I think, in its very
first report. We are picking up on that to have a comprehensive
audit of what is going on.

Second, it is looking very specifically at the AIG process, the
process for this particular example of executive compensation, how
it came to be that these payments were made, when Treasury
knew about it, who at Treasury knew about it, what legal analysis
was done, to provide that type of transparency.

Ultimately, that type of transparency in reporting on what the
efforts have been and making recommendations on how to fix it are
how, I think, we are best able to address these problems.
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Mr. ETHERIDGE. You covered this a little bit earlier, and I
think it is important enough to be touched on again. We keep talk-
ing about transparency. We talk about time lines.

If you would, repeat again when do we expect to have the trans-
parency up so the American people can see it on line. Number two,
when the audit will be completed, and I assume that will be on
line.

Mr. BAROFSKY. Yes.

Mr. ETHERIDGE. These are the kinds of things that people
hear. They expect to see it. All of a sudden, they see more hearings,
nothing is happening, and they are absolutely frustrated and con-
fused.

Can you cover that one more time?

Mr. BAROFSKY. Sure. On our overall audit on use of funds, we
have just received our last response yesterday, late yesterday. We
are now in the process of gathering that information. I think that
within the next 30 days, we are going to release some preliminary
information.

We are shooting for

Mr. ETHERIDGE. You are saying by April 15?

Mr. BAROFSKY. Yes, summary of responses, some anecdotal de-
scriptions of the responses. We are looking for late Spring to have
the first wave of the report.

Mr. ETHERIDGE. When is late Spring?

Mr. BAROFSKY. May/June is the timeframe.

One of the problems we have, Congressman, is we are starting
up. We have actually hired a contractor to help us with this.

Mr. ETHERIDGE. You cannot fault me for trying to tie you down
to a date.

Mr. BAROFSKY. Right. We want to get it out as soon as pos-
sible, and that is why we actually hired a contractor and are not
doing it entirely in-house, to speed this up, which will be an inter-
mediate report.

Ultimately, if H.R. 1341 does pass, that requires us by Sep-
tember 1 to get a comprehensive report on how TARP funds have
been spent, so we will certainly have a final, final, final by that
date, but we plan to release the information and provide trans-
parency in stages, making sure that we have a complete yellow
book standard audit report when we provide our final product to
the Congress and the American people.

Mr. ETHERIDGE. I think that will be great and important.
Thank you. Thank you, Mr. Chairman. I yield back.

Chairman LEWIS. I just want to announce to the Members, we
are going to have a series of votes coming up, and we are going to
try to rush to get everyone in.

Mr. Higgins is now recognized for questions.

Mr. HIGGINS. Thank you, Mr. Chairman.

I just want to stay on this issue of executive compensation and
the problem with AIG. Unfortunately, this Troubled Asset Relief
Program will always be synonymous with the mess that has been
created with respect to AIG.

AIG should not be paying out bonuses. They should be paying
restitution. They should be fined.
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This is a gross breach of their responsibility. AIG was essentially
running an unregulated hedge fund within the context of an AAA
insurance company. AIG was selling a product that did not exist,
issuing phony insurance policies against the default of bundled
subprime mortgages, insurance that did not have any capital be-
hind it. It was like a hedge fund without the hedge.

When you get into this whole issue of bonuses, call them per-
formance bonuses or retention bonuses, the bottom line is a bonus
is a form of compensation for rewarding good work.

I do not think anybody agrees that AIG was doing good work. In
fact, I think they were corrupt in what it is they were doing, which
is undermine the confidence of the American people relative to the
financial markets and the overall economy.

Let us call them retention bonuses as AIG has called them. The
problem is they paid this out to 54 people who are no longer with
AIG.

When this whole thing started, people were suggesting that these
financial institutions were too big to fail because they were highly
integrated, they were associated with banks and governments, and
those institutions, those secondary institutions would fail if we al-
lowed these big companies to fail.

They are failing. We were rolled, as somebody else said, by ap-
proving the Troubled Asset Relief Program, which is no longer a
troubled asset relief program, and we continue to call it a troubled
asset relief program.

The Chairman earlier talked about trust and the fact that no
trust exists, and once you lose trust, it is very difficult to get it
back.

The Congressional response and the administrative response to
a massive financial problem has morphed into another massive fi-
nancial problem.

I am concerned that whatever audits are done are not going to
give us the kind of conclusions that are necessary to fix this thing
in time.

You are both talking about staffing up, starting up, getting your
personnel numbers and expertise in order, in order to properly
monitor these programs, and the program continues with the dis-
persement of funds, and it seems as though there is very, very lit-
tle oversight.

I am not suggesting that anybody is doing this deliberately. I
cannot see how it could be much worse than what it is today.

The American people are very, very angry. Members of Congress
are very, very angry for good reason. I think the frustration is
fueled by a lack of clear, concise answers to a problem that is con-
tributing to the continual contraction of this economy.

Just your thoughts on that.

Mr. BAROFSKY. Let me give you an example of how much worse
it could be. The original TALF program, which is now projected to
be $1 trillion of Government money, the original fraud protections
when we were briefed on the program was they were going to rely
on two things.

They were going to rely on AAA rating by credit agencies and the
due diligence of investors. That, of course, was the exact same pro-
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tections that got us into the entire mortgage meltdown, mortgage
backed securities meltdown.

We came out strong. We came out with strong recommendations,
and the fraud prevention in that program is better. They have not
adopted all of our recommendations. It is not perfect, but third
party attestations and launching of our taskforce is going to reduce
the amount of fraud.

It is not going to reduce it to zero, but that is an example of
where we provided oversight, we provided recommendations, so
that it may not be as bad as it may have been.

Mr. HIGGINS. Credit rating agencies were bought off. Credit
rating agencies were not doing objective analysis of the credit-
worthiness of these instruments. They were extracting huge fees
for giving phony high credit rating agencies which bamboozled the
American people and investors and clients.

Mr. BAROFSKY. That is why we came out with a strong rec-
ommendation that would not be sufficient.

Mr. DODARO. I would just make three quick points. One, if it
was not for our recommendations, you would not have any informa-
tion available on how the lending practices have changed for the
institutions receiving the money.

Number two, we are staffed up but we are hampered by access
to certain information, which I pointed out.

Number three, we have issued a report and designated it as a
high risk area and the need to modernize the financial regulatory
system to close some of these gaps.

Basically, the regulators struggled and were unable to mitigate
the systemic risk of some of these large financial conglomerates.
Unless Congress revamps that whole financial regulatory system
going forward, that is really as important in my opinion as fixing
some of these intermediate activities.

Mr. HIGGINS. Thank you, Mr. Chairman. I yield back.

Chairman LEWIS. Thank you very much. Mr. Comptroller, if you
are going to be able to do your job as an official of GAO, you need
the capacity, you need the ability to get all of the information.

I think this Committee should get serious and careful consider-
ation to making a recommendation to the Full Committee that we
change the law. It does not make sense.

Mr. DODARO. It makes sense and in a carefully crafted manner,
I would be happy to have our counsel work with your counsel to
see if we can develop some legislation that respects the independ-
ence and some of the issues of the Federal Reserve, but gives us
the authority we need to provide Congress with proper oversight.

Chairman LEWIS. We should do just that.

Mr. BAROFSKY. For what it is worth, as GAO being such an im-
portant oversight partner for us, giving them this type of access
would only enhance the overall oversight of this program.

Chairman LEWIS. Thank you. We are prepared and ready to
work with you. On that note, we will recognize Mr. Davis of Ala-
bama for his questions.

Mr. DAVIS OF ALABAMA. Thank you, Mr. Chairman.

Let me react, if I can, Mr. Dodaro and Mr. Barofsky, to several
things that struck me about your testimony in this hearing today.
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I remember an exchange between you and one of the Republican
Members about the various privacy provisions, I suppose, that pre-
vent us from identifying these 13 companies that owe massive
amounts of money to the Federal Government, in terms of their
taxes, but signed the contracts saying they had no tax liability.

I was thinking about the fact that in my hometown of Mont-
gomery, Alabama, if you write a large number of bad checks, they
stick your picture on a big billboard and they put it on the most
well traveled interstate in town, and whatever privacy you thought
you had kind of goes out the window.

I am wondering how many people listening to this hearing or sit-
ting here wondering why there seems to be one set of rules for
them and their families and there seems to be another set of rules
for these enormously large companies that employ all these so-
called geniuses who were so smart that they figured out how to
ruin a company in a way that almost ruined an economy.

As I was listening to the testimony, for example, I heard you talk
about the requirement that they had to make a signed statement
that they did not owe any tax liability, and I thought about Sar-
banes-Oxley, which requires chief financial officers to sign a state-
ment attesting that when they sign a financial statement, that sig-
nature is an attestation that all the contents are accurate, and peo-
ple get prosecuted and go to jail if they knowingly sign a false Sar-
banes-Oxley statement.

I was a prosecutor for a little while at the Federal level, and I
prosecuted people who got loans from the SBA and represented to
the Federal Government that they did not owe any outstanding
taxes, and it turned out they did, and they went to jail.

There are prosecutors all over the country who are going to have
to bring cases like that.

I am wondering what those prosecutors will say to juries when
they are sitting here wondering why are we being asked to find
this person criminally liable when I am turning on my t.v. in the
middle of the day and hearing about large companies getting tax-
payer dollars making false representations and we cannot even
name them, much less make them pay the money back, much less
prosecute them.

Finally, I am thinking about people in my state who have in-
vested in an affordable college plan get a letter from the State
Treasurer a few weeks ago that tells them the plan is about to run
out of money, their hard earned investments may go for naught,
may have to tell their kids to lay off a semester to go to college,
and then they pick up the newspaper and hear this week about
again these geniuses who worked for AIG who were so smart that
they figured out how to wreck an economy and not just a company,
but yet it is so important to retain them and keep them doing what
they are doing, and we have to pay them millions and millions of
dollars.

I just wonder, we are eroding confidence in the way our legal sys-
tem works. We are eroding confidence in the way taxpayer dollars
are managed and spent and the cost of that, it is going to make
it harder than ever for us to do the things that must be done to
get this economy moving forward.
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This is a massive breach of accountability and public trust. It
goes way across party lines. It is damaging and imperiling every-
thing we think about in public trust and about Government.

Now, I would like a brief response from you all.

Mr. BAROFSKY. To be very clear, I have not invoked or set forth
any type of privacy claims with respect to this information. I just
received this list today indicated by number.

I look forward to finding out who those financial institutions are.

Mr. DAVIS OF ALABAMA. So, they will get their day on the bill-
board, hopefully.

Mr. BAROFSKY. Absolutely. With regard to Sarbanes-Oxley, I
was a Federal prosecutor for 8 years before I took this job. One of
the things I have done is bring in Sarbanes-Oxley’s certifications
into the TARP. It is part of my standard recommendation for every
condition that is imposed, that a senior executive officer has to cer-
tify under 1001 with criminal penalty that their company is in
compliance with each of the TARP conditions.

On my survey that I sent out to each of the financial institutions
requiring them to report on how they used the funds, it included
1001 Sarbanes-Oxley type——

Mr. DAVIS OF ALABAMA. Do you agree that some of these peo-
ple need to be prosecuted for lying to the Federal Government
about their tax liability?

Mr. BAROFSKY. One of my core responsibilities is to investigate
anyone who lies, makes a material lie to the TARP to get money,
and that would include this. If it is a material lie, absolutely, they
need to be prosecuted.

Chairman LEWIS. Thank you very much. Now, I recognize Mr.
Larson for his questions.

Mr. LARSON. Thank you very much, Mr. Chairman. I thank our
witnesses as well. especially for your testimony today but also your
ongoing work.

I am interested in that in the testimony you were talking about
that you go back to September in terms of taking a look at how
this whole thing came to be with respect to TARP.

Are either of you familiar with the Becora Commission?

Mr. DODARO. No.

Mr. BAROFSKY. No, sir.

Mr. LARSON. Becora in 1929 was called upon by the Banking
Committee to come forward and take a look at how this whole
thing came to be. It seems to me we have had three major economic
bubbles and then bursts. I realize that is not your specific oversight
responsibility.

I am interested in both of you who are getting to take a look at
this about the need for us to do a systemic long term look, not un-
like Becora did, who probably was a then modern day inspector
general.

With respect to inspector generals, you have independent over-
sight; correct? You are not the employee of the Treasury Depart-
ment, you have independent responsibility?

Mr. BAROFSKY. I am within the Treasury Department but I
have complete independence.

Mr. LARSON. Do you think that inspector generals should have
independent responsibility? Should they be appointed by the Presi-
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delic,?approved by the Senate, and have complete independent over-
sight?

Mr. BAROFSKY. It is the only thing I know, since I am new to
the inspector general community, and I certainly fell in all of those
categories.

Mr. LARSON. Should the CFTC and the SEC have independent
oversight?

Mr. BAROFSKY. It certainly seems to work on the TARP.

Mr. LARSON. I would conclude from that you would say they
should. It surprises me to know that they do not.

It surprises me to know that where there is independent inspec-
tor generals, there are 435 investigations and audits, and where
there are not independent, meaning they are not nominated by the
President and ratified by the Senate, there are 11 independent au-
dits and investigations that go on.

Does it seem to you, Mr. Dodaro, that we should have a long
term look back, in fact, something like the Becora Commission, to
take a look systematically at what is happening, not just since Sep-
tember, but what has happened in a lot of legislation over a long
period of time has transpired, not just the last 8 years or the last
16 years, but perhaps the last 20 or 28 years.

I think there is a real need for that. I would be interested in your
response, either of you.

Mr. DODARO. I not only agree with you, I initiated such an ef-
fort at the GAO. We issued a report in January where we traced
the evolution of the financial regulatory structure over the last 150
years.

We talked about the last major market developments in the last
20/25 years that have out paced the ability of the regulatory sys-
tem to manage it, and we outlined a list of characteristics, nine
characteristics, that we think Congress can use in crafting and
evaluating legislative proposals to modernize the system.

The system we have now is outdated. It is fragmented and ill
suited to meet our needs going forward. We have designated it a
high risk area.

I do not admit we have done all the research comprehensively,
and it could be added to, but I felt very strongly about that, and
that is why I initiated it.

Mr. LARSON. Of those nine characteristics, what would be the
top three things that the Congress should be doing immediately
that would assist in this area?

Mr. DODARO. Number one is there is no systemic regulators, no
one regulator charged with monitoring systemic risk across the sys-
tem. That is a big problem. It needs to be fixed. There are a lot
of gaps in institutions that are not covered or products that are not
covered. They need to closed.

The taxpayers need to be protected. The system has to be re-
vamped in a way that not only gives additional protections to in-
vestors and the public, but also gives some of the regulators more
independence as well.

Those are the key things. I would be happy to provide a report
to you.

Mr. LARSON. I would be glad to receive that and sit down with
your staff and work with you on that.



65

You mentioned, I think, to a question with regard to Ron Kind,
do you have the appropriate moneys. You said you were in the
process of still building up and gearing up, but it seems to me that
especially given these times, and as was pointed out by Mr. Davis,
the special need to restore confidence in the American public, if you
could tell us to the extent that you need more money or additional
tools, et cetera, or elaborate on that, we would be interested to
know as well.

Mr. BAROFSKY. Absolutely. The Stabilization Act carved out
$50 million for my office. We will come back to Congress when we
see that we need additional funds. Right now, that is more than
covering our expenses, but we certainly will let you know.

Mr. LARSON. I thank Chairman Lewis. I would love to pursue
talking with you about inspector generals and the kind of authority
and independent nature of the authority they should have given
your vast experience.

Mr. DODARO. We have also studied that issue across the Fed-
eral Government. I would be happy to provide some of our reports
and talk to you about that as well.

Mr. LARSON. Thank you very much.

Chairman LEWIS. Thank you. Mr. Meek is recognized for his
questions.

Mr. MEEK. Thank you so very much, Mr. Chairman. I am glad
the Inspector General and the Comptroller are here.

Inspector General, I know that it was several weeks after we
passed TARP when you were appointed; am I correct?

Mr. BAROFSKY. A couple of months, actually.

Mr. MEEK. I remember because it was right before a Senate
hearing asking about TARP that you were appointed almost a day
before the hearing.

I want to make sure that the members are fully aware of that
and the American people are aware of that because Mr. Chairman
and Ranking Member, we were in a very precarious situation when
it came down to passing this TARP legislation.

It is almost like putting the dollars out there and not having the
overseer or the police officer out there to enforce our original intent
to be able to bring the price of money down.

I just want to point the Committee to what happened on January
22, 2008. The Federal Reserve cut rates by 3.5 percent, the largest
cut in 25 years. On March 7, the Federal Reserve makes $200 bil-
lion in funds available to banks and other institutions.

This is without Congressional intervention.

Then we turn around and find that Freddie and Fannie have
problems or go into problems and enter into an agreement with the
Federal Government on September 7.

I skipped over a lot, Mr. Chairman. We kept moving down, kept
moving down. As I look at this chart here, and this is a CBO report
showing the price of money and how it was spiking, and how small
businesses were closing because they could not meet payroll.

I am saying all that to say that I think in a time such as this,
we do know that we could not afford for our financial institutions
to fall, at that time, because it would have been a bigger problem
than what we are facing now.
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Now we know we had to act under pressure. We do know that
there are some issues that are unaddressed that should be ad-
dressed immediately.

Just a couple of days ago, the President shared with the Amer-
ican people—this is on March 18, yesterday—time is flying here—
he is saying he is asking for the same authority that FDIC has
O\Aell% banks to be able to consolidate some sort of oversight of
TARP.

This is something that he said yesterday. I think it is important,
he identifies AIG as an insurance company but has a hedge fund
over it. I think it is important that we look at how the administra-
tion can move.

You mentioned earlier, I believe, and if I am misquoting you, In-
spector General, let me know, you mentioned a bill, 1341?

Mr. BAROFSKY. I believe that is H.R. 1341.

Mr. MEEK. That is to give you additional authority or staff or
oversight to be able to follow up on many of these leads that you
are getting over the hotline and that your staff is uncovering?

Mr. BAROFSKY. There are a number of different provisions. The
ones I was referring to would give me some greater hiring flexi-
bility. There are also portions of the bill that clarify my overall au-
thority as well.

Mr. MEEK. Can this be achieved through an Executive Order or
some sort of flexibility that the President and Treasury has now?
I know you are kind of the overseer.

Can that be accomplished through administrative actions since
the administration has a great deal of flexibility that the Congress
has given it to carry out this program?

Mr. BAROFSKY. I think some of the hiring flexibility, they
could. Some of it, they could not. I think the expansion of author-
ity, although I think it is more of a clarification of our authority,
is something that Congress would need to do since we are ulti-
mately a creation of Congress.

Mr. MEEK. For what the administration can do, I would love to
talk to the appropriate staff person—we are going to have to run
out here for votes very shortly—of being able to follow up.

I want to write a letter to the Administration. I am hoping we
can do it as a Committee, saying these are the things that you
need right now, yesterday, so we can be able to follow up on it.

I think the American people know that we had to respond, which
we did, under President Bush, and now under President Barack
Obama.

I think it is important that we do not allow the same situation
to continue because no one is paying attention day by day of the
details.

I think when we look at this whole AIG situation, the details—
I do not think $30 billion would have gone out the door. I do not
think Mr. Geithner would have been able to sit where you are sit-
ting right now just a week ago if we had any idea of what was
going on as it relates to this bonus situation.

We know we are a country of laws and also contracts, and we
realize that. When you have the American people around here,
their hours are being reduced, they are losing their jobs, and busi-
nesses are closing, meanwhile, back in New York or where have
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you, you have individuals that are pulling down $1 million and we
are saying we need them.

We are all outraged. Where do we stop the bleeding? I think we
have to stop it by doing things that we can do through the execu-
tive power and also this Committee pushing legislation as though
it was imperative, which it is, to get it done ASAP.

I commend you both. I am glad you all are doing what you are
doing. You are shedding light on this. You are looking at the de-
tails, as we try to govern.

Mr. Chairman, all of us are public servants. We all signed up to
serve the people of the United States of America. I do not think
anyone set out to be able to waste taxpayer dollars, but we must
make sure that the Comptroller and the Inspector General have
time to catch up on what we did in a very fast way to make sure
that we shore up the financial institutions so that small businesses
do not have to close and we will not see the job loss that we would
have seen if we did not respond to the crisis.

Thank you, Mr. Chairman. I look forward to working with the
Subcommittee.

Chairman LEWIS. Mr. Pomeroy is recognized for questions.

Mr. POMEROY. Mr. Chairman, I know we have to vote so I will
be very quick. Actually, you can submit answers in writing to me
later.

I am concerned that the closer you look at the AIG situation, the
uglier it gets, especially the prospect that there has been very little
effort made by people in the Financial Products Division to get the
best deals possible as they unwind the many commitments of that
division.

Obviously, under the circumstances, I believe it would only be a
responsible business proposition to demand a haircut in settling of
the many obligations that were entered into by the company.

Indeed, today’s Washington Post reported that instead there has
been subtle pressure from the government to settle liberally be-
cause the receiving firms probably need the money.

This is not good stewardship of taxpayer dollars.

Is this a matter you are looking at?

Mr. DODARO. Basically, since the Federal Reserve is managing
this area, this is one reason I cite that we have statutory prohibi-
tions in looking at this issue.

Mr. POMEROQY. It is important information for us to consider,
Mr. Chairman. I thank you and I yield back my time.

Chairman LEWIS. Thank you. Let me take the opportunity on
behalf of the Ranking Member and all of the members to thank you
two for being here, thank you for your testimony.

I am sure we will be calling on you again as we move down this
road, and it is a very long road.

Thank you so much. You have been very helpful.

Mr. DODARO. Thank you very much, Mr. Chairman.

Mr. BAROFSKY. Thank you, Mr. Chairman.

Chairman LEWIS. The hearing is adjourned. Thank you.

[Whereupon, at 11:46 a.m., the hearing was adjourned.]

[Submission for the Record follows:]
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Statement of Elizabeth Warren, Congressional Oversight Panel

Thank you, Chairman Lewis, Ranking Member Boustany and members of the
Oversight Subcommittee, for allowing the Congressional Oversight Panel to submit
written testimony for your hearing on the Troubled Asset Relief Program: Oversight
of Federal Borrowing and the Use of Federal Monies.

I regret that I am unable to testify in person, however, the Oversight Panel is
holding a hearing at the same time. Certainly, we share a desire to bring account-
ability and transparency to the TARP program, and I am pleased to assist your ef-
forts in any way that I can.

The Oversight Panel was created as part of the TARP in last year’s Emergency
Economic Stabilization Act. The job of the Panel is to “review the current state of
the financial markets and the financial regulatory system” and report to Congress
every 30 days. The Panel has submitted reports to Congress on December 10, Janu-
ary 9, February 6, and March 6, and it is preparing its fifth TARP oversight report
for submission in early April. The Panel also submitted a special report on regu-
latory reform to Congress, as required by the legislation, at the end of January.

The Oversight Panel is one of three organizations to which the TARP legislation
gives oversight responsibilities. In my capacity as Panel chair, I have been pleased
to work alongside my colleagues Gene Dodaro, the Acting Comptroller General of
the United States, and Neil Barofsky, the Special Inspector General for the Trou-
bled Assets Relief Program. Together we are charged with ensuring that the tax dol-
lars of the American people are used prudently and effectively to ameliorate and ul-
timately reverse the deepening financial crisis in which our country—and much of
the world—now finds itself.

The Special Inspector General for the TARP has a broad responsibility, and
matching authority, to audit and investigate any part of the Program. GAO is given
an even more detailed set of instructions for “ongoing oversight of the activities and
performance of the TARP,” as well as responsibility for an annual audit of the
TARP’s financial statements. Between the Oversight Panel’s obligation to report to
Congress every 30 days, the GAQO’s obligation to report every 60 days, and the obli-
gation of the Special Inspector General to report every 90 days, Congress will re-
ceive an average of two TARP oversight reports every month.

The three oversight organizations are working to complement, not duplicate, one
another. We hold regular meetings with the office of the Special Inspector General
and with GAO senior staff responsible for TARP oversight. We share information
and discuss possible lines of inquiry. We have also discussed sharing, where pos-
sible, preliminary work product. If GAO or the SIGTARP identify questions for the
Oversight Panel, they will pass them to us and give us access to data that we can
synthesize to inform our work; similarly, when our analysis or information indicates
a significant instance of non-compliance with the terms or spirit of the TARP legis-
lation, we will inform GAO, the SIGTARP, or both. We all want to make the whole
of our work greater than the sum of its parts.

The Oversight Panel is the smallest of the three organizations. We see our con-
tribution as fact-based analysis designed to raise issues about the operation and di-
rection of the TARP and about the broader effort to restore stability to the financial
system. In the Emergency Economic Stabilization Act, Congress specifically asked
that the Oversight Panel conduct oversight on: the use of Treasury authority under
the TARP; the Program’s effect on the financial markets, financial institutions, and
market transparency; the effectiveness of foreclosure mitigation efforts; and the
TARP’s effectiveness in minimizing long-term costs and maximizing long-term bene-
fits for the nation’s taxpayers. Our ultimate question is whether the TARP is oper-
ating to benefit the American family and the American economy. If we believe the
answer is no, we will ask “why not,” and try to suggest alternatives.

Several facets of our work are related to your question of the use of federal mon-
ies. The Panel’s February 6 report asked whether the public was receiving a “fair
deal” when Treasury used TARP funds to make capital infusions into financial insti-
tutions last year. We worked with recognized independent experts to develop mul-
tiple valuation models to determine whether the securities Treasury received had
a fair market value equal to the dollar amount of the infusions. With minimal vari-
ation, the models all demonstrated that Treasury made its infusions at a substantial
discount. Treasury received securities that were worth substantially less than the
amounts it had paid in return, given the financial institutions involved. In all, the
Panel’s report found that Treasury had overpaid by an estimated $78 billion. For
each $100 Treasury invested in these financial institutions, it received on average
stock and warrants worth only about $66. We believe this is an important issue.

Our report does not draw a conclusion about whether such discounts may—or may
not—have been appropriate as a matter of policy. The Panel continues to examine
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the matter, and Congress may decide to keep it in mind as well. Thus far, Treasury
has not given the public an explanation, so that the appropriateness of the overpay-
ment remains, at best, unresolved.

The most important lesson we draw from our analysis is that without a clearer
explanation from Treasury about its overall plan for each capital infusion, and with-
out more transparency and accountability for how that plan was carried out, it is
not possible to exercise meaningful oversight over Treasury’s actions. Congress has
given Treasury substantial discretion, as befits this fast-moving crisis. But that dis-
cretion carries with it an equivalent obligation to explain, in real time, why the dis-
cretion is exercised as it is. Congress and the American people need to understand
Treasury’s conception of the problems in the financial system and its comprehensive
strategy to address those problems. Our collective financial security is on the line,
and we all have a stake in the outcome.

The Oversight Panel has also focused on mortgage foreclosure mitigation, with
particular regard to impediments to mitigation efforts. The March report offers a
checklist of items to evaluate the likely effectiveness of any proposal to halt the cas-
cade of mortgage foreclosures.

o Will trl)le plan result in modifications that create affordable monthly pay-
ments?

¢ Does the plan deal with negative equity?

¢ Does the plan address junior mortgages?

¢ Does the plan overcome obstacles in existing pooling and servicing agree-
ments that may prevent modifications?

¢ Does the plan counteract mortgage servicer incentives not to engage in modi-
fications?

¢ Does the plan provide adequate outreach to homeowners?

¢ Can the plan be scaled up quickly to deal with millions of mortgages?

« Will the plan have widespread participation by lenders and servicers?

President Obama’s announcement of the Administration’s Homeowner Afford-
ability and Stability Plan last month addressed many of these issues. The Plan fo-
cuses on payment affordability through an expanded refinancing program involving
Fannie Mae and Freddie Mac and a modification program targeting a wide range
of borrowers at risk. The Plan also includes financial incentives to encourage both
lenders and borrowers to strive for sustainable outcomes. It also encourages
servicers to modify mortgages for at risk homeowners before they are delinquent.
There are additional incentives available to extinguish junior mortgages. The Ad-
ministration estimates that the Plan’s expanded refinancing opportunities could as-
sist four to five million responsible homeowners, some of whom otherwise would
likely have ended up in foreclosure.

While these projections are encouraging, the Panel noted areas of concern that are
not addressed in the plan. In particular, the Plan does not include a safe harbor
for servicers operating under pooling and servicing agreements to address the poten-
tial litigation risk that may be an impediment to voluntary modifications. It is also
important that the Plan more fully address the contributory role of second mort-
gages in the foreclosure process, both as it affects affordability and as it increases
the amount of negative equity. And while the modification aspects of the Plan will
be mandatory for banks receiving TARP funds going forward, it is unclear how the
federal regulators will enforce these new standards industry-wide to reach the need-
ed level of participation.

The Plan also supports permitting bankruptcy judges to restructure underwater
mortgages in certain situations. Such statutory changes would expand the impact
of the Plan. Without the bankruptcy piece, however, the Plan does not deal with
mortgages that substantially exceed the value of the home. Such a failure could
sharply limit the relief it provides in parts of the country that have experienced the
greatest price declines.

It is also critical for the federal government to collect and analyze loan perform-
ance and loss mitigation data. Without adequate data, measuring the success or fail-
ure of mitigation efforts is, at best, a hit-or-miss proposition. Data are the clearest
way to demonstrate whether TARP funds used for foreclosure mitigation efforts are
achieving their intended purpose.

The TARP legislation is now more than five months old, and Treasury has spent
or committed more than $350 billion under its terms. Both the Oversight Panel and
GAO have called on Treasury to articulate a clear strategy for its use of TARP
funds; the absence of such a vision hampers effective oversight. In fact, the absence
of a clearly articulated strategy was one of the very first points raised by the Over-
sight Panel. In our first report the Panel outlined a series of ten basic questions,
starting with the question, “What is Treasury’s strategy?” Unfortunately, Congress
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and the American public still do not have a clear answer to that question. The ongo-
ing uncertainty has hindered recovery efforts.

I have sent two letters to Treasury Secretary Geithner asking for clarification on
this point, among others. I am disappointed to report that the Oversight Panel has
not received a substantive response. Although the initiatives announced over recent
weeks describe a commitment to transparency and accountability, the general
frameworks do not provide an adequate foundation to oversee Treasury’s activities
or to measure the success of the TARP or the Stability Plan. As part of its April
report, the Oversight Panel will further analyze the evolving strategy of Treasury,
including the lessons that can be learned from previous financial crises, both foreign
and domestic.

What have we learned thus far? Even in a crisis such as we are experiencing,
transparency, accountability and a strategy with clearly delineated goals are nec-
essary to maintain public confidence and the confidence of the capital markets. So-
phisticated metrics to measure the success and failure of program initiatives are
also essential. Assuring that the TARP reflects these elements underlies all of our
oversight efforts.

Thank you again for the opportunity to explain the work of the Congressional
Oversight Panel.

O
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