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Board of Governors of the Federal Reserve System
Federal Reserve Bank of New York
April 1,2009
Ms. Elizabeth Warren
Chair
Congressional Oversight Panel
732 North Capitol Street, N.W.
Rooms C-320 and C-617
Washington, D.C. 20401
Dear Madam Chair:
We are responding to the letters you sent to us on March 20, 2009. We appreciate
the opportunity to respond to your questions. Our answers are provided in the enclosed
document.
We hope this informatiOn is helpful. Our staffs are available to meet with you or
your staff in person to provide additional information.
Sincerely,

Be.Bern e,Ch
Board of Governors of the
Federal Reserve System
Enclosure
cc: Rep. Jeb Hensarling
Sen. John E. Sununu
Mr. Richard H. Neiman
Mr. Damon A. Silvers

William C. Dudl e3Presidf
Federal Reserve Bank of New Yod

Congressional Oversight Panel
Responses to March 20 Inquiry

1. Please explain in detail why the Treasury and the Federal Reserve Board believe
it is wise to commit billions of dollars to rebuild the market for collateralized
debt obligations and the redistribution and subdivision of interest in asset pools,
in light of the risks posed for the financial system by these arrangements.

Asset-backed securities (ABS) markets historically have funded a substantial share of
consumer and small business credit, including receivables from credit card loans, auto
loans and leases, student loans, small business and dealer floorplan loans, business
equipment loans, and mortgage servicing advances. The disruption in the supply of
credit for these routine purposes has magnified the adverse impact of the downturn in the
housing cycle, and a continued dislocation in credit availability could contribute to
further weakening of U.S. economic activity.
The Term Asset-Backed Securities Loan Facility (TALF) is a funding facility through
which the Federal Reserve Bank of New York (FRBNY) extends three-year loans
collateralized by certain types of ABS that are, in turn, backed by loans to consumers and
small businesses. The facility is designed to help market participants meet the credit
needs of households and small businesses by supporting the issuance of those ABS.
Any U.S. company that owns eligible collateral may borrow from the TALF provided the
company maintains an account relationship with a primary dealer. A broad base of
investor demand should lower the cost of funding for new TALF-eligible ABS issues and
bring additional liquidity into the market. This greater demand should increase the flow
of credit to and reduce the borrowing rates experienced by consumers and small
businesses. In fact, results from the TALF’s first subscription showed a substantial
decline in funding costs for the auto and credit card issuers that came to market. If
sustained, this should translate to lower credit card and auto loan rates for consumers.
The term “collateralized debt obligation” is not precisely defined, but the TALF does not
accept ABS collateral that might be regarded as complex CDOs--that is, where the
underlying credit exposures are themselves cash ABS or synthetic ABS. These types of
cash and synthetic collateralized debt obligations, known as structured-finance CDOs,
contributed to the current financial crisis by obscuring the risk of the underlying ABS
collateral to the investor and are not eligible.
The Wall Street Journal article cited in your letter asserts that market participants’
establishment of special purpose vehicles (SPVs) to function as investors and borrowers
in the TALF program can be viewed as the creation of collateralized debt obligations. In
our view, this analogy is misleading. The creation of SPVs facilitates broad participation
in the program, which is essential for its success. It has been our long standing goal to
make TALF financing available to a broad range of borrowers that meet standard
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eligibility criteria. Currently, any U.S. company that owns eligible collateral may borrow
from the TALF provided the company maintains an account relationship with a primary
dealer. U.S. organized and managed investment funds--such as hedge funds, private
equity funds, pension funds, mutual funds and other pooled investment vehicles holding
eligible collateral--are considered to be eligible entities. All borrowers are subject to
certain legal and compliance standards, outlined in our Master Loan and Security
Agreement and our Conflict of Interest and Borrower Eligibility and Due Diligence
Policies.

2. The thrust of the TALF appears to be to attract investors with large enough
pools of capital, such as hedge funds, to the ABS market by allowing them to
purchase ABS on a highly leveraged basis with risk of loss largely transferred to
the taxpayer directly or, through the Federal Reserve System, indirectly, in a
manner that confers substantial benefits on these private investors who have
little at stake. Please explain in detail the rationale for such a transfer of risk to
the taxpayer with so much of the benefit transferred to private investors and
please provide the facts and figures that support this rationale.
The TALF is designed to improve credit conditions for consumer and small business
loans by including a wide range of eligible participants, across a broad investor base.
Any U.S. company that owns eligible collateral may borrow from the TALF provided the
company maintains an account relationship with a primary dealer. Ultimately, the
inclusive nature of the program helps improve access to and lowers the cost of credit to
consumers and small businesses through the issuance of ABS.
Each investor bears substantial risk in the form of the equity investment needed to
finance the “haircuts” that are assessed to the collateral backing the TALF loan.
Moreover, investors compensate the government for the risk protection they receive by
paying a premium rate charged for TALF loans.
The TALF program includes these and a number of other safeguards that protect taxpayer
interests and ensure that investors bear appropriate levels of risk.


The TALF is a collateralized lending program that uses risk-based haircuts,
ranging from 5 to 16 percent, to help protect the taxpayer against losses. Thus,
for every $100 in pledged collateral, borrowers commit $5 to $16 of their own
capital. These haircuts represent TALF borrowers’ equity interest in the
arrangement, and serve as an additional buffer that is forfeited, along with the
collateral, in the event the loan is not repaid. The haircuts vary across asset types
depending on an assessment of the riskiness of the ABS and the average maturity
of the underlying credits. Please see Appendix 1 for the current schedule of
haircuts.



Further protection is provided by the risk premium included in the TALF loan
rate. TALF loans will be extended at 100 basis points over one-month Libor for
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most floating rate ABS or 100 basis points above the three-year swap rate for
most fixed rate ABS.1 The Federal Reserve will claim some of the income as its
cost for providing liquidity, but the remainder, which represents a large portion of
the interest, will accumulate in the TALF facility in order to absorb any losses.
This interest rate spread will provide a substantial buffer for taxpayers, paid for by
the private sector, in the event that the ABS is surrendered in lieu of repayment.


The current economic situation is extraordinary and the outlook is therefore
especially uncertain. We accounted for that uncertainty by making very
conservative assumptions when calibrating the haircuts. The haircuts are
designed so that, even if the economy evolves in a manner significantly worse
than we currently expect, all credit costs will be more than covered by the haircuts
and the excess interest rate spread paid by investors, resulting in no credit losses
for the Treasury or Federal Reserve.



The interest rates on TALF loans are set with a view to providing borrowers with
an incentive to purchase eligible ABS at yield spreads higher than in more normal
market conditions but lower than in the highly illiquid market conditions that have
prevailed during the recent credit market turmoil. In doing so, TALF loan rates
encourage the flow of credit, but provide the private sector with an incentive to
borrow only selectively from taxpayer resources.



The TALF relies on specific collateral eligibility requirements in order to ensure
that taxpayer funds are used to finance targeted asset classes whose probability of
loss has been assessed by credit rating agencies. Given the important role that
credit ratings play in our eligibility criteria, Federal Reserve economists have
conducted due diligence on rating agency methodologies for various ABS sectors.
Moreover, each issuer must hire an external auditor that must provide an opinion,
using examination standards, that management’s assertions concerning key
collateral eligibility requirements are fairly stated in all material respects. The
auditor’s attestation provides a high level of assurance concerning TALF
collateral eligibility requirements.

While TALF is designed with robust and conservative measures to protect taxpayer
interests, no lending program is without risk. Nonetheless, we remain confident that we
have designed a program that will manage these risks, and that the TALF will be a
benefit to U.S. consumers and businesses, providing critical access to loans at lower cost.

3. Is the report in the Wall Street Journal substantially correct? If so, please
explain in detail how the final terms, details, and structure of the financing
1

The interest rate spread on TALF loans backed by collateral benefitting from a government guarantee-that is, FFELP ABS, SBA 7(a) ABS, and SBA 504 ABS--will be 50 basis points, and different reference
benchmarks may apply. Please refer to the schedule of haircuts for details.
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vehicles that are treated as eligible for the TALF will reflect the investment
vehicles and packaging and repackaging of ABS described in the Wall Street
Journal article, and, as part of that explanation, please explain in detail the
extent to which the new financing structures differ from those involved in the
mortgage-backed securities markets before March 2008. If not, please explain
why not, citing specific provisions in the TALF Documents.
From the outset of the program, the TALF Terms and Conditions have indicated that
“investment funds” that meet certain conditions are included among the broad range of
entities that would be eligible to borrow from the TALF. This inclusion reflects a long
standing objective to democratize the program by making it available to a wide range of
investors. Thus, the Wall Street Journal’s assertion that the inclusion of such funds was
an “eleventh hour” concession to attract participants in the program was inaccurate.
As with other potential borrowers, investment funds are subject to certain legal and
compliance standards, outlined in our Master Loan and Security Agreement and our
Conflict of Interest and Borrower Eligibility and Due Diligence Policies. The Federal
Reserve has not relaxed its borrowing standards with respect to investment funds. To the
contrary, our guidance to date has strengthened the requirements associated with
investment funds. The Conflict of Interest Policy and Borrower Eligibility & Due
Diligence Policy both impose a set of responsibilities with regard to vehicles created by
primary dealers.
The Federal Reserve expects to release guidance shortly that will clarify the legal and
compliance standards applicable to investment funds, with the aim of ensuring that all
borrowers in the program, regardless of investor type, meet a common set of eligibility
standards.

4. To the extent that the TALF Documents will permit the financing and
investment structures reported in the Wall Street Journal, when will Treasury
make public revised TALF Documents to reflect such structures? Given the
Administration’s expressed commitment to transparency about the terms and
implementation of the TARP, please explain why it is appropriate to make
changes in the terms of the TALF without making those changes public
sufficiently in advance of the effective date of the changes to permit
Congressional and public response?
The Federal Reserve and Treasury are committed to transparency regarding the terms and
implementation of the TALF. In an effort to better support the TALF program and its
various constituents, the Federal Reserve has provided a significant amount of
information through our website, and has periodically updated the Frequently Asked
Questions associated with the TALF.
In establishing the TALF program, the Federal Reserve and the Treasury needed to
balance the need for public consultation with the need to make the program operational
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on a sufficiently timely basis for it to be effective in addressing the ongoing financial
crisis, which is imposing severe costs on U.S. households and businesses. Despite this
tradeoff, the Federal Reserve has consulted actively with the public and with the
Congress. Federal Reserve and Treasury staff have frequently briefed Congressional
staff on the progress of the design of the facility. And with the goal of fostering better
public dialogue concerning the TALF, we hosted a series of interactive conference calls
with the primary dealer community, including their bankers, operations personnel,
compliance and legal representatives. With support from the American Securitization
Forum, we hosted an issuer and a second primary dealer legal and compliance call where
we fielded questions. We also hosted an investor call that was publicly announced and
open to the general public. The call was oversubscribed beyond the one thousand
available lines we had scheduled, and a replay of the presentation was made available for
those who were not able to join the original broadcast. In conjunction with all of these
efforts, Federal Reserve staff continued to engage with market participants by answering
questions posted to TALF email inboxes or voice mail inboxes or inquiries that were
personally directed to the staff. Input gathered through all of these channels has been
constructive in shaping the direction of the TALF program and has contributed to
subsequent revisions in the program’s terms and supporting documentation.
The Wall Street Journal provided an inaccurate portrayal of our position with respect to
the reported proposals of certain dealers as they regard “vehicles [created] to participate
in TALF that would allow investors in the program to circumvent many of the restrictions
laid out by the Fed.” The Federal Reserve expects to release guidance shortly that will
clarify the legal and compliance standards applicable to investment funds, with the aim of
ensuring that all borrowers in the program, regardless of investor type, meet a common
set of eligibility standards. The guidance will be published on our website.

5. Two conditions of eligibility described in the TALF Documents appear to have
been directed against specific abuses of the mortgage-backed securities market.
These are the bar against third-party guarantees (such as, presumably, credit
default swaps) of ABS to obtain TALF financing and the ban on such financing
for ABS composed of loans originated or securitized by the borrower or an
affiliate of the borrower. According to the Wall Street Journal, those conditions
have recently been weakened or abandoned. Please explain if this is accurate
and, if it is, why Treasury would take such steps.
The Wall Street Journal report that the conditions noted in your question have been
weakened or abandoned is inaccurate. Neither of these provisions has been altered in any
way since the outset of the program.
Under the Terms and Conditions of the TALF, eligible collateral may not be backed by
loans originated or securitized by the borrower or an affiliate of the borrower. Primary
dealers are required to agree under the Master Loan and Securities Agreement that
neither the primary dealer nor its affiliates will enter into any agreement with the
intended effect of reducing or eliminating any loss that a TALF borrower would realize
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on the sale of TALF collateral in a fair market value transaction. The Terms and
Conditions also assert that eligible collateral will not include ABS that obtain credit
ratings based on the benefit of a third-party guarantee.

6. According to the TALF Documents made available online, the TALF is
“intended to make credit available to consumers and small businesses on more
favorable terms by facilitating the issuance of asset-backed securities (ABS) and
improving the market conditions for ABS more generally.” Please provide a
detailed description of the “current market conditions for ABS.” In addition,
please provide detailed data indicating the dollar levels of securitization, on a
month-by-month basis from January 2007 through January 2009, for each of the
categories of loans whose ABS may be purchased with TALF financing.
Market participants often look to the spread between ABS yields and an underlying
reference benchmark rate as a broad indicator of market conditions and risk appetite.2 As
an example, AAA-rated consumer ABS historically traded at a spread of only several
basis points above relevant benchmark rates. Spreads began to widen gradually in the
summer of 2007, when dislocations in funding markets became apparent. This trend
accelerated in March 2008 following the demise of Bear Stearns, and spreads spiked to
historically wide levels of between 500 and 600 basis points in the fourth quarter as the
severity of the economic downturn became increasingly apparent.
Since the TALF program was announced in November 2008, ABS spreads in the
secondary market for TALF-eligible asset classes have narrowed significantly, although
they still remain well above their historic norms. Five-year spreads on AAA-rated credit
card ABS tightened to 300 basis points above Libor in early February 2009, down from
550 to 600 basis points in December; 3-year AAA-rated auto ABS spreads tightened to
350 basis points above swaps in March, down from 600 basis points in early January; and
FFELP student loans of similar tenors and ratings fell to 175 basis points in February,
down from 350 basis points in early January. Market participants noted that spreads on
each of these asset classes benefitted from inclusion in the original TALF design, even
before the first subscription date.
With the onset of the severe dislocation in the credit markets, new issuance of consumer
ABS declined precipitously in the third quarter of 2008 before coming to a virtual halt in
October. From October 2008 to the TALF’s launch in March 2009, a total of $5.7 billion
in consumer ABS was issued. Only $550 million of this was student loan ABS, and the
rest was auto ABS; no credit card ABS had been issued. This cumulative issuance
volume over the past five months compares to average consumer ABS issuance volumes
of $20 billion, $18 billion and $6 billion per month during 2007, the first half of 2008 and
the third quarter of 2008, respectively. For detailed data on ABS issuance, and some
charts showing recent trends ABS prices and issuance, please see Appendixes 2 and 3,
respectively.
2

Reference rates are generally measured against Libor for floating rate collateral and the Libor swap rate
for fixed-rate collateral.
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It is encouraging that $8.3 billion of credit card and auto ABS was issued coincident with
the initial TALF subscription in March, more than doubling the amount of credit card and
auto ABS that had been issued since last October. Moreover, as discussed in Question 1,
ABS associated with the initial TALF subscription priced at spreads between 100 and
200 basis points lower than previously issued ABS, marking a substantial decline in
interest rates for these instruments. The narrowing of spreads has reportedly generated a
renewed enthusiasm for ABS following the program’s initial success, with more issuance
being developed.

7. The TALF Documents indicate that only the purchase of AAA-rated ABS will be
eligible for TALF financing. To what extent does the assignment of an AAA
rating to such ABS mean that the ABS should be priced at their face value
(minus the amount of any discount or the effect of any other collateral or
financing requirement or financing cost)? To the extent that such assets are
priced as described in the preceding sentence, please explain in detail why the
provision of non-recourse financing by the New York Fed and the Treasury is
necessary to stimulate the market for the loans involved.
When they are issued, most ABS, regardless of rating, are priced at or near face value, or
“par.” Some do not issue at par; for example, ABS issued under the Small Business
Association 7(a) program are issued at prices well above par. Over time, the market
values of the ABS, including AAA ABS, will move above or below par with variations in
other market interest rates and variations in the perceived credit risk of the securities.
The non-recourse nature of the TALF loans allows the borrower to elect to surrender the
collateral in lieu of repaying the loan. That option limits the downside risk to the
borrower to the loss of the funds invested to finance the haircut. Even though, as
explained in the answer to Question 2, the haircuts have been chosen to exceed the losses
in value likely in nearly all future outcomes, providing investors a limit on potential
losses is an important means by which the program stimulates investor demand, even for
AAA-rated securities. The provision of non-recourse loans through the TALF program
was therefore intended to attract broad investor interest, thus allowing issuers to bring
new securities to market at lower spreads. While the nature of this arrangement has a
clear value to the investor and issuer, competitive primary markets also ensure that U.S.
consumers and small businesses, the ultimate beneficiaries of the program, are able to
obtain credit at lower costs.
The success seen from the TALF’s first subscription in stimulating new demand and
issuance for these types of ABS, of which there had been little to no activity since
September, seems to reinforce the program’s value. If these results are sustained, this
should translate to lower credit rates for households and businesses.

8. Consistent failures of the credit rating agencies were a significant factor in the
sales of risky mortgage-backed securities that helped produce the current
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financial crisis. In light of these failures, please explain why reliance on credit
ratings for the TALF is a reasonable basis on which to protect the taxpayers,
regardless of the number of credit-ratings agencies whose opinions are required.
Credit rating agencies (CRAs) continue to play a critical role in ABS markets, and are
essential to their effective functioning and recovery. Regulators and industry
participants, including the CRAs themselves, are working hard to address the CRArelated failures that contributed to the current financial crisis. These efforts have
contributed to tighter underwriting standards and stricter ratings criteria. It is also worth
noting that the CRAs’ performance has shown a more stable track record with regard to
consumer ABS credit ratings.
The TALF program employs a number of safeguards to protect taxpayers, including CRA
ratings of eligible collateral. Given this important function, Federal Reserve economists
have conducted due diligence on rating agency methodologies for eligible ABS sectors.
Moreover, each issuer must hire an external auditor that must provide an opinion, using
examination standards, that management’s assertions concerning key collateral eligibility
requirements are fairly stated in all material respects. The auditor’s attestation provides a
high level of assurance concerning TALF collateral eligibility requirements.
TALF investors also serve an important ongoing role in price discovery and assessing
risk through their ability to demand greater credit enhancements or price concessions. In
particular, the sale of securities through TALF in an arms-length transaction is an
independent check not only on the underwriting practices of the issuer, but also of the
efficacy of rating agency methodologies.
In addition to agency ratings, the TALF program employs other safeguards to protect
taxpayer interests, including interest rate premiums and risk-based collateral haircuts. In
recognition that the current economic situation is extraordinary and the outlook is
especially uncertain, our economists made very conservative assumptions in calibrating
the program’s haircuts, which together with the interest premiums described in
Question 2, provide critical first-loss buffers that shield taxpayers from credit risk should
the current outlook prove inaccurate.

9. There is no indication in the TALF Documents that Treasury has imposed any
substantive requirements on any class of loans that may be securitized and
financed through the TALF. For example, there are no limits on credit card or
student loan interest rates or fees, and no consumer protections against
predatory practices of various kinds. What is the rationale for committing
taxpayer dollars without conditioning use of those funds on fair treatment of
taxpayers? Please explain your answer in detail.
The Federal Reserve is deeply committed to consumer protection and the Board of
Governors has promulgated Regulation Z, designed to promote the informed use of
consumer credit as well as significant other protections to consumers associated with
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installment credit. We believe that consumer interests are best served under the
protections provided by a regulatory regime rather than through the terms of a lending
program.

10. Please explain why the Treasury and the Federal Reserve Board decided to use
the TALF mechanism to stimulate lending for the classes of assets involved,
rather than infusing additional funds into financial institutions for such lending.
The TALF program supports the provision of loans to consumers and small businesses.
Although these loans traditionally have been financed through securitization, funding for
such activities has dissipated in the current crisis. The TALF fills this liquidity gap.
The TALF is just one of many programs undertaken by the Federal Reserve, Treasury,
and other agencies to strengthen financial institutions and encourage lending, including
efforts to recapitalize financial institutions and to provide an abundant supply of liquidity.
For example, the Federal Reserve’s decisions to lower rates on and lengthen the maturity
of primary credit loans, and to create the Term Auction Facility, have helped to relieve
short-term liquidity strains for individual institutions and the banking system as a whole.
Nevertheless, ongoing stress on financial institutions arising from their residential and
commercial real estate exposures continues to constrain their ability to intermediate credit
across the broader markets.
The TALF complements other policy initiatives by re-opening channels of funding for
assets that had traditionally been securitized.

11. What is the rationale for financing sale of securitized debt issued by U.S.
subsidiaries of non-U.S. companies under TALF?
The U.S. subsidiaries of non-U.S. companies supply credit to U.S. consumers and
businesses and employ U.S. workers. Moreover, at least 95 percent of the loans backing
the ABS accepted as collateral for the TALF program must be loans to U.S domiciled
borrowers, i.e., U.S. domiciled students, car purchasers, small businesses and credit card
customers. Consequently, financing the sale of these entities’ securitized debt, provided
the debt meets all other eligibility criteria outlined in the program’s documentation,
further advances the core policy objective of re-opening the flow of credit to U.S.
households and businesses.

Note: A list of URLs for official program documentation referenced throughout this
response can be found in Appendix 4.
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APPENDIX 1
Schedule of Haircuts
Effective March 19, 2009
Sector
Auto
Auto
Auto
Auto
Auto
Auto
Credit Card
Credit Card
Equipment
Floorplan
Floorplan
Small Business
Student Loan
Student Loan
Servicing
Advances

Subsector
Prime retail lease
Prime retail loan
Subprime retail loan
Motorcycle/other recreational
vehicles
Commercial and government fleets
Renta l fleets
Prime
Subprime
Loans and leases
Auto
Non-a uto
SBA loans
Private
Gov’t guaranteed
Residential mortgages

ABS Expected Life (years)
0-1
>1-2
>2-3
>3-4
10%
11%
12%
13%
6%
7%
8%
9%
9%
10%
11%
12%
7%
8%
9%
10%

>4-5
14%
10%
13%
11%

9%
12%
5%
6%
5%
12%
11%
5%
8%
5%
12%

13%
16%
8%
10%
9%
16%
15%
5%
12%
5%
16%

10%
13%
5%
7%
6%
13%
12%
5%
9%
5%
13%

11%
14%
6%
8%
7%
14%
13%
5%
10%
5%
14%

12%
15%
7%
9%
8%
15%
14%
5%
11%
5%
15%

>5-6

>6-7

6%
13%
6%

6%
14%
6%
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APPENDIX 2

Monthly Consumer ABS Issuance (in millions): January 2007 to March 2009
Credit Cards
Month
Total
2007 Jan
5,025
Feb
10,549
Mar
8,747
Apr
6,474
May
8,790
Jun
7,255
Jul
8,483
Aug
6,250
Sept
7,868
Oct
15,633
Nov
3,225
Dec
1,700
2007 Total
89,998
2008 Jan
13,388
Feb
3,660
Mar
10,079
Apr
8,594
May
8,758
Jun
5,909
Jul
4,484
Aug
3,978
Sept
6,129
Oct
Nov
Dec
2008 Total
64,980
2009 Jan
3,500
Feb
Mar
3,425
2009 Total
6,925
2007-2009 Total
161,903
Source: JPMC, Colson Services
Year

Auto
Total
3,469
7,996
2,305
5,277
9,307
8,878
2,915
4,915
6,414
7,580
4,437
2,380
65,873
6,647
1,876
1,915
3,446
10,791
5,814
2,104
1,094
376
500
1,897
36,460
1,300
1,073
5,115
7,488
109,820

Student Loan
Total
4,704
6,571
12,182
4,336
4,871
5,591
1,500
3,548
3,918
5,343
52,564
3,814
982
3,311
6,531
1,310
6,516
1,570
4,086

28,120
547
1,498
2,045
82,729

SBA 7(a)
Total
387
349
195
312
188
194
353
408
318
527
191
740
4,162
421
231
161
321
384
312
408
214
225
136
142
102
3,060
130
280
150
560
7,782

SBA 504
Total
361
310
387
378
449
386
381
466
452
414
421
395
4,801
429
311
418
492
443
412
491
367
454
312
389
397
4,916
283
235
319
837
10,554
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APPENDIX 3

Basis points

AAA ABS spreads
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Appendix 4
TALF program documentation referenced throughout this response can be found on the Federal
Reserve Bank of New York’s website at the following URLs:
Terms and Conditions
http://www.newyorkfed.org/markets/talf_terms.html
Frequently Asked Questions (FAQs)
http://www.newyorkfed.org/markets/talf_faq.html
Master Loan and Security Agreement
http://www.newyorkfed.org/markets/mlsa_032709.pdf
Auditor Attestation Form
http://www.newyorkfed.org/markets/TALFAuditorAttestationForm.pdf
Conflict of Interest Policy
http://www.newyorkfed.org/markets/TALF_Conflict_of_Interest.pdf
Borrower Eligibility and Due Diligence Policy
http://www.newyorkfed.org/markets/TALF_FRBNY_Due_Diligence_Policy.pdf
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APPENDIX III: LETTER FROM CONGRESSIONAL OVERSIGHT PANEL CHAIR
ELIZABETH WARREN TO TREASURY SECRETARY MR. TIMOTHY
GEITHNER, DATED MARCH 30, 2009

125

March 30, 2009

The Honorable Timothy F. Geithner
Secretary of the Treasury
United States Department of the Treasury
Room 3330
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20222

Dear Secretary Geithner:
The announcement of the Capital Assistance Program, on February 25, 2009, described
the Program's objectives as "[restoring] . . . confidence in the strength and viability of our
financial institutions." 1 The announcement emphasizes a "one-time forward looking supervisory
assessment" designed to test the ability of each of the nation's 19 largest bank holding companies
to absorb the losses generated by a worse-than-expected decline in economic activity. As the
Treasury recognizes, the ability of such institutions to maintain adequate capital under current
conditions is essential to the efforts to stabilize the financial system.
Because of their importance, the Congressional Oversight Panel has undertaken a study
of the theories underlying and details of the assessment. The Panel is being assisted in
conducting its study by Professors Eric Talley and Johan Walden. Professor Talley is a member
of the faculty of the UC Berkeley School of Law (where he is co-director of the Berkeley Center
for Law, Business, and the Economy), and a visiting member of the faculty of the Harvard Law
School. Professor Walden is a member of the faculty of the UC Berkeley Haas School of
Business.
I am writing to you, in my capacity as Chair of the Congressional Oversight Panel (the
“Panel”) to obtain the information specified below (the “Specified Information”) and to arrange a
series of meetings (the “Meetings”) to discuss the Specified Information and related topics. The
Specified Information and the Meetings are necessary for the Panel to carry out section 125 of
the Emergency Economic Stabilization Act of 2008, and the Panel is seeking the Specified
Information and the Meetings pursuant to section 125(e)(3) of that Act.
1

Treasury White Paper “The Capital Assistance Program and its role in the Financial Stability Plan,” (February 25,
2009), page 1.

The Specified Information is:
1. all memoranda concerning, and written descriptions of, any risk management, bank
capital, economic, regulatory, legal, or statistical model or theory underlying or contributing to
the Assessment;
2. all memoranda concerning, and written descriptions of, what the Assessment will
attempt to measure, including, but not by way of limitation, the manner in which the Program
proposes to measure cataclysmic risk;
3. all memoranda concerning, written descriptions of, and simulations pertaining to, the
distributional and any other assumptions on which the Assessment rests, and the theories
underlying and content of the projections it will employ, both in general terms and with respect
to specific institutions;
4. all memoranda concerning, written descriptions of, and simulations pertaining to, the
theories underlying and content of all economic assumptions that may be incorporated in, or used
as part of, the Assessment, both in general terms and with respect to specific institutions;
5. all memoranda concerning, written descriptions of, and simulations pertaining to, the
thresholds, terms, and manner in which the Assessment will be applied to specific institutions,
including, but not by way of limitation, the ranges of outcomes within which any judgments
about capital adequacy or the need for infusion of additional capital will be made, whether in
general terms or with respect to any specific institution; and
6. all information obtained during, or contained in notes or recordings of, the Meetings.
The Meetings. The Meetings will be one or more gatherings to discuss all or part of the
Specified Information, attended by (i) officials of the Treasury, including, but not by way of
limitation, the senior officials of the Office of the Comptroller of the Currency (the "OCC") and
of the Office of Thrift Supervision ("OTS") who are responsible for the Assessment, (ii)
members or staff of the Panel, or both, and (iii) Professor Talley, Professor Walden, or both.
*

*

*

*

Capitalized terms in this letter that are not defined above are defined in a document
entitled "Congressional Oversight Panel – Supervisory Assessment Request, Definitions and
Protocol for Document Production and Protection, dated March 30, 2009," enclosed with this
letter.
I would be happy to answer any questions about this letter that you may have. If you
would prefer, a member of your staff can contact the Panel's Executive Director, Naomi Baum,
to discuss any such questions. Ms. Baum's telephone number is XXX-XXX-XXXX.
Kindly respond to the requests for information, and for the meetings, described within
twenty-one (21) calendar days from the date of this letter. In that connection, please provide the

2

Panel with the names of one or more individuals who will be responsible for responding to this
letter within seven (7) days from the date of this letter.
Very truly yours,

Elizabeth Warren
Chair
Congressional Oversight Panel
Enclosure

3

Congressional Oversight Panel – Supervisory Assessment Request
Definitions and Protocol for Document Production and Protection, dated March 30, 2009
Documents defined in the letter, dated March 30, 2009 (the "Letter"), from Elizabeth
Warren, Chair of the Congressional Oversight Panel (the "Panel"), to Hon. Timothy F. Geithner,
Secretary of the Treasury, to which this document relates, shall have the same meaning in this
document as they have in the Letter.
Definitions.
As used in the Letter:
1. Any reference to "assessment" means the one-time forward looking supervisory
assessment described in the Treasury White Paper entitled “The Capital Assistance Program and
its Role in the Financial Stability Plan,” (February 25, 2009), appearing at
http://www.ustreas.gov/press/releases/reports/tg40_capwhitepaper.pdf, as such supervisory
assessment has been defined, designed, and implemented, and applied both generally and to all
relevant bank holding companies and their subsidiaries, by staff of one or more of the
Department of the Treasury, the OCC, OTS, the Board of Governors of the Federal Reserve
System (including, but not by way of limitation, the Federal Reserve Banks), the Federal Deposit
Insurance Corporation, and the National Credit Union Administration.
2. Any reference to "information" means any writings, drawings, graphs, charts,
photographs, sound recordings, images, and other data or data compilations, by whomever
prepared, whether in “hard copy” (i.e., paper) form or stored in any medium from which
information can be obtained either directly or, if necessary, after translation by the responding
party into a reasonably usable form, as well as the identity of any person employed by or serving
as an agent or consultant for the Government, or with whom any employee or agent or consultant
of the Government may have communicated, who may have knowledge relevant to the requested
information and information sufficient for the Panel to contact such person including but not
limited to such person’s name, title, telephone number, and electronic mail address.
3. Any reference to the "Department of the Treasury," or to any other department,
agency, or instrumentality of government, shall include a reference to any bureau, office, or
instrumentality thereof.
Document Production.
1. The specified information is limited to any and all information described in the nine
paragraphs of the Letter that is in the possession of the Treasury (directly or subject to physical
or electronic storage on behalf of Treasury), or to which the Treasury has access, or the right
(whether via existing agreement or under the law) to obtain access. Information is subject to the
terms of this request regardless of the source of such information, the person or persons by or on
behalf of whom such information was prepared or generated, and the person or persons by whom
such information is now held.
2. To the extent that the Treasury is aware of any information that is not in Treasury’s
possession, custody, or control that would otherwise constitute specified information, please
4

provide information sufficient to identify and locate that information and to request its
production to the Panel.
3. In the event that specified information is withheld on any basis, please provide to the
Panel a written description of (i) the type of information that is being withheld; (ii) the general
subject matter to which the information relates; (iii) the reason such information is being
withheld, including, but not by way of limitation, the statute or regulation under which such
information is being withheld and the application of such statute or regulation to such
information (described with sufficient detail that the Panel can determine the applicability of
such statute or regulation to the information); (iv) the date, author, and addressee, if applicable;
and (v) the relationship of the author and addressee, if applicable.
4. This request is continuing in nature and applies to any newly discovered information
or to information generated or received after the date of the Letter. To the extent that any
information is not provided to the Panel because it has not been located or discovered as of the
return date or is generated or received after the return date, please produce such information to
the Panel as soon as possible after its discovery or, if the information will not be produced for
any reason, please provide the Panel with the information requested in the immediately
preceding paragraph of this letter.
Document Protection.
1. Any individual hired or retained by the Panel under section 125(d)(2) of the
Emergency Economic Stabilization Act of 2008 will execute a confidentiality agreement with the
Panel prior to obtaining access to any portion of the specified information provided to the Panel
by the Treasury. The agreement will provide that such individual is subject to the ethical and
non-disclosure obligations of an employee of the United States Senate and of the Panel. Any
issues relating to such obligations may be directed to, and will be addressed by, the Panel's
Ethics Counsel.
2. The Panel will not provide any of the specified information directly to the public.
Instead, it will refer those who request such specified information to the Treasury.
3. The Panel will not disclose the text of any of the specified information in any
document originated by the Panel, without notifying Treasury and providing a reasonable time
for Treasury to state its objections. Notwithstanding the immediately preceding sentence, the
Panel may include a general description or descriptions, analysis, or analyses of any such
information in any such document. Any draft of any such documents prepared by any consultant
to the Panel will be reviewed by senior staff of the Panel to assure that no improper disclosure
has occurred.
4. The Panel does not intend to disclose to the public any trade secret and commercial or
financial information that is contained within or as part of any specified information and that is
privileged or confidential such that it is subject to the terms of 18 U.S.C. § 1905.
5. We believe that the Panel is generally not authorized to withhold information from
Congress, see 31 U.S.C. § 716(e)(3), or from a court. Should the Panel receive a congressional
request or court order that would require the Panel to produce any portion of the specified
information, the Panel will notify the Treasury of the request prior to disclosure and provide the
Treasury with the opportunity to express any concerns it may have about such production to the
requester or to the court. In addition, the Panel will notify the recipient of the records of the
5

proprietary nature of the material, including using a legend advising that further release may be
prohibited by 18 U.S.C § 1905.
6. To ensure the confidentiality and security of the specified information, the Panel will
store such information in locked cabinets in a locked room on the Panel's premises, to which
only the Panel's Executive Director, Deputy Director, and Chief Clerk have keys. A log will be
kept of any person who is granted access to that room.
Except as provided in the next paragraph, electronic data will be stored on a single
computer in encrypted form; such computer will be placed in the locked room described in the
preceding paragraph. The computer will be password-protected and will not be connected to any
other computer or network; the USB ports that would otherwise permit copying from that
computer will be disabled. Logs will be kept of any document printed from the computer and
such document will be numbered to permit its identification; any such documents will be subject
to the same controls as those described above for documents originally in paper form.
With the approval of the Treasury (and, where applicable, any other department, agency,
or instrumentality of the government that originated such Specified Information) Specified
Information may be stored on a secure computer to which Professors Talley and Walden shall
have Internet access on an encrypted basis or on a secure computer located at the Federal
Reserve Banks of Boston and San Francisco.

6
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March 25, 2009

The Honorable Timothy F. Geithner
Secretary of the Treasury
United States Department of the Treasury
Room 3330
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Dear Mr. Secretary:
As you are aware, the Congressional Oversight Panel (the Panel) was established by
section 125 of the Emergency Economic Stabilization Act of 2008, Pub. L. No. 110-343 (EESA),
to conduct oversight of the Troubled Asset Relief Program (TARP). We are charged with
reporting our findings directly to Congress.
In discharging our duties, we have sent information requests to you and requested that
you appear for a public hearing. We understand that you have been dealing with many important
issues, and we have tried to be flexible to accommodate those other demands. Despite repeated
promises from your staff that the information we requested will be furnished shortly, we still do
not have substantive responses to any of our inquiries. And despite repeated promises from your
office, we have not received any dates on which you will be available for a hearing.
We have also requested more details about the economic programs Treasury has
advanced. Despite our requests, we discovered that the Public-Private Investment Fund Program
announced Monday explicitly required access to information about the program for the Special
Inspector General and the Government Accountability Office, while omitting access to such
information for the Congressional Oversight Panel. As our requests make clear, we require
access to detailed program information in order to fulfill our statutory mandate.
This lack of responsiveness impairs our ability to conduct effective oversight. It is
unacceptable. Section 125(e)(3) of EESA clearly spells out Congress’ intent for a productive
relationship between Federal departments and agencies and the Panel. Information from the
Treasury Department and from the Secretary of the Treasury should be readily available to the

Congressional Oversight Panel, and your failure to cooperate jeopardizes the credibility of the
recovery process.
We share a common goal of transparency; therefore we look forward to your prompt
attention to these matters.

Sincerely,

Elizabeth Warren
Chair
Congressional Oversight Panel
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March 24, 2009

The Honorable Timothy F. Geithner
Secretary of the Treasury
United States Department of the Treasury
Room 3330
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Dear Mr. Secretary:
The actions of the Department of the Treasury, and the Federal Reserve Board, in
providing continued capital infusions and other assistance to the American International
Group, Inc., have raised a number of important questions. These include the economic
consequences of such assistance, the ultimate beneficiaries of the assistance, and the
manner in which the objectives of the assistance have been defined, and their fulfillment
monitored, by Treasury and the Board. The Congressional Oversight Panel is concerned
about these issues. It is particularly concerned that the opaque nature of the relationship
among AIG, its counterparties, the Treasury, the Board, and the Federal Reserve Banks,
particularly the Federal Reserve Bank of New York, have substantially hampered
oversight of the Troubled Assets Relief Program by Congress and, equally important,
have impaired the understanding of that Program by the American people.
I am writing to you, as Chair of the Panel, to secure from the Department of the
Treasury (the "Treasury") the information specified below (the “specified information”).
The specified information is necessary for the Panel to carry out section 125 of the
Emergency Economic Stabilization Act, and this information request is made pursuant to
section 125(e)(3) of that Act.
The specified information is as follows:
1. All information relating to any request for, or any analysis of the need for, the
provision of any financial assistance to the American International Group, Inc. ("AIG"),
to whomever such request was made or by whomever such analysis was undertaken.
2. All information about the risk to the national and international financial
systems, and any part of those systems, or to the financial condition of any financial
institution or institutions in the United States, other countries, or both, if the financial

condition of AIG were to deteriorate or if AIG were to become insolvent or forced to
enter receivership or bankruptcy reorganization.
3. All information relating to the nature and provision by the Government 1 of any
financial assistance to AIG, any conditions placed by the Government on any such
assistance, and the use by AIG of such assistance, including, but not by way of limitation,
any conditions placed on the grant or use of such assistance, and any use of such
assistance to satisfy any obligation or liability of AIG to any person, including, but not by
way of limitation, any non-United States person.
4. All information relating to (i) the identity of any counterparties of AIG (an
"AIG counterparty") on any credit default swap or similar instrument written, sold, or
held, by AIG and any loan of securities or similar transaction entered into between AIG
and any AIG counterparty, outstanding on or after January 1, 2008 (ii) the amount of the
monetary exposure of AIG to such counterparty, (iii) the amount of the monetary
exposure of such AIG counterparty to AIG, including, but not by way of limitation, the
amount of collateral due from, and potential loss faced by, each counterparty of AIG,
both absolutely and as a percentage of the total dollar amount of all transactions
outstanding between AIG and such counterparty, in the event that the credit rating of AIG
was downgraded, AIG sought bankruptcy or similar protection, or both, and (iv) any
other relationships, economic or otherwise, between AIG and any such AIG counterparty.
5. All information relating to value of any credit default swap, similar
instrument, or securities loan as shown on the financial statements of AIG filed with
United States Securities and Exchange Commission (the "SEC") Form 10K for 2007,
including, but not by way of limitation, (i) the accounting and valuation methods and
conventions used to arrive at such value, (ii) whether such methods were in accordance
with "generally accepted accounting principles" as defined by the Financial Accounting
Standards Board for purposes of the reporting of financial results to the SEC, and (iii)
the Government's assessment of the accuracy of such valuation, at all relevant periods
comprehended by the questions contained in this letter.
6. All information relating to any counterparties of any counterparties listed in
response to paragraph (4) (that is, counterparties of AIG counterparties) and the amount
of the exposure of each AIG counterparty to such additional counterparty that reflected
AIG's liability to such AIG counterparties, and the extent of the ability of each AIG
counterparty to satisfy its obligations to such additional counterparty without the use of
assets derived from the financial assistance provided to AIG.
7. All information relating to the facts described in an article entitled “Goldman
Insists It Would Have Lost Little if A.I.G. Had Failed,” which was published on page B5
of The New York Times for Saturday, March 21, 2009.
1
Capitalized terms in this letter that are not defined herein are defined in a document entitled
"Congressional Oversight Panel – AIG Request, Definitions and Protocol for Document Production and
Protection, Dated March 23, 2009,"and attached to this letter.
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8. All information relating to the creation by the Federal Reserve Bank of New
York of the lending facilities Maiden Lane II LLC, established to fund the purchase of
residential-MBS from AIG’s securities lending portfolio, and Maiden Lane III LLC,
established to purchase collateralized debt obligations on which AIG had written credit
default swaps. Such information shall include, but not by way of limitation, the identity
of each counterparty or other person from whom purchases were made by either Maiden
Lane II LLC, Maiden Lane III LLC, or both, amount of each such purchase, the current
value of the assets of Maiden Lane II LLC and Maiden Lane III LLC, the consequences
of such transactions for the financial condition of AIG, and the accounting and valuation
methods and conventions used to value any such assets either at the time of purchase or
for purposes of determining their value on the balance sheets of either such limited
liability company and for determining the consequences of such transactions for the
financial condition of AIG.
9. All information relating to the terms of and guidelines for the executive
compensation and retention programs of AIG, including, but not by way of limitation,
any reports to AIG by external compensation or other consultants concerning the same.

*

*

*

*

I would be happy to answer any questions about this letter that you may have. If
you would prefer, a member of your staff can contact the Panel's Executive Director,
Naomi Baum, to discuss any such questions. Ms. Baum's telephone number is
XXX-XXX-XXXX.
Kindly respond to the request for information contained in this letter within
twenty-one (21) calendar days from the date of this letter.

Very truly yours,

Elizabeth Warren
Chair
Congressional Oversight Panel
Enclosure

3
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March 20, 2009

The Honorable Timothy F. Geithner
Secretary of the Treasury
United States Department of the Treasury
Room 3330
1500 Pennsylvania Avenue, N.W.
Washington, D.C. 20220

Dear Mr. Secretary:
I am writing to you because the Congressional Oversight Panel (the “Panel”), is
concerned about the terms and operation of the Term Asset-Backed Loan Facility (the
"TALF"). 1 More specifically, the Panel is concerned that the TALF appears to involve
substantial downside risk and high costs for the American taxpayer. Equally important,
the TALF appears potentially to subsidize the continuation of financial instruments and
arrangements whose failure was a primary cause of the current economic crisis. In
addition, the Panel is concerned because documents currently posted on the Treasury’s
website describing the terms of operation of the TALF and press reports about the content
of those terms as they are to be implemented by the Federal Reserve Bank of New York
(the "New York Fed") contradict each other.
I am therefore requesting that you answer the questions posed in this letter so that
the Panel may fulfill its Congressionally-mandated oversight function. The Panel was
established by section 125 of the Emergency Economic Stabilization Act of 2008, Pub. L.
No. 110-343 (“EESA”). The information sought by this letter is necessary for the Panel
to carry out section 125 of EESA, and this information request is made pursuant to
section 125(e)(3) of EESA. Your prompt response to the Panel's requests is greatly
appreciated.
The operation of the TALF is explained in documents (the “TALF Documents”)
issued on March 3, and March 17, 2009, by one or more of the Federal Reserve Bank of

1

The launch of the TALF was announced jointly by the Board of Governors of the Federal
Reserve System (the “Federal Reserve Board”) and the Department of the Treasury (the "Treasury") on
March 3, 2009. U.S. Department of the Treasury, Board of Governors of the Federal Reserve System, Joint
Press Release (Mar. 3, 2009) (online at www.federalreserve.gov/newsevents/press/monetary/
20090303a.htm).

New York (the “New York Fed”), the Federal Reserve Board, and the Treasury. 2 The
TALF Documents describe a mechanism for “facilitating the issuance of asset-backed
securities” (“ABS”) involving pools of, inter alia, credit card, automobile, student, and
small business loans. The Documents explain that the TALF will provide 90 per cent
non-recourse financing, through one or more special purpose vehicles established by the
New York Fed and funded by the New York Fed and the Treasury, for the direct
purchase of ABS by investors. The TALF Terms impose several conditions on eligibility
that are seemingly designed to avoid some of the abuses of the securitization process that
helped produce the financial meltdown.
Notwithstanding the TALF Documents on the official website, the Wall Street
Journal reported on March 14, 2009, that the New York Fed has agreed to what appears
to be a fundamental alteration in the TALF and delayed the start of TALF auctions for
several days for that reason. According to the Journal:
“Wall Street dealers, including J.P. Morgan Chase & Co. and Barclays PLC's
Barclays Capital, have created vehicles to participate in the TALF that would
allow investors in the program to circumvent many of the restrictions laid out by
the Fed. The vehicles resemble collateralized debt obligations, or CDOs, and
use some of the financial engineering that was partially responsible for the
collapse of the credit markets. (Emphasis supplied.)
.

.

.

.

“Under the new proposal, a bank such as Barclays or J.P. Morgan would set up a
trust to buy securities with money borrowed from the Fed. The trust would then
sell investors securities in the trust. Those securities would give returns similar
to the TALF loan, but without the strings attached.

2

The TALF Documents are: (i) Federal Reserve Bank of New York, Term Asset-Backed
Securities Loan Facility: Terms and Conditions (Effective Mar. 3, 2009) (the “TALF Terms”) (online at
www.newyorkfed.org/markets/talf_terms.html); (ii) Federal Reserve Bank of New York, Term AssetBacked Securities Loan Facility (TALF) Frequently Asked Questions, Effective March 17, 2009, (the
“TALF FAQs”) (online at www.newyorkfed.org/markets/talf_faq.htm); (iii) U.S. Department of the
Treasury, The Consumer and Business Lending Initiative, A Note on Efforts to Address Securitization
Markets and Increase Lending (Mar. 3, 2009) (online at www.treasury.gov/press/releases/reports
/talf_white_paper.pdf); and (iv) U.S. Department of the Treasury, Guidelines for the Consumer and
Business Lending Initiative (CBLI) Program (Mar. 3, 2009) (online at
www.treasury.gov/press/releases/reports/talf_white_paper.pdf).

2

“The dealers say they could create markets for these derivative securities to
trade, and a presentation by Barclays says they may be rated by credit-ratings
companies and listed on the Irish Stock Exchange, a home for many CDOs.” 3
Questions.
1. Please explain in detail why the Treasury and the Federal Reserve Board
believe it is wise to commit billions of dollars to rebuild the market for collateralized debt
obligations and the redistribution and subdivision of interests in asset pools, in light of
the risks posed for the financial system by these arrangements."
2. The thrust of the TALF appears to be to attract investors with large pools of
capital, such as hedge funds, to the ABS market by allowing them to purchase ABS on a
highly leveraged basis with risk of loss largely transferred to the taxpayer directly or,
through the Federal Reserve System, indirectly, in a manner that confers substantial
benefits on these private investors who have little at stake. Please explain in detail the
rationale for such a transfer of risk to the taxpayers with so much of the benefit
transferred to private investors and please provide the facts and figures that support this
rationale.
3. Is the report in the Wall Street Journal substantially correct? If so, please
explain in detail how the final terms, details, and structure of the financing vehicles that
are treated as eligible for the TALF will reflect the investment vehicles and packaging
and repackaging of ABS described in the Wall Street Journal article, and, as part of that
explanation, please explain in detail the extent to which the new financing structures
differ from those involved in the mortgage-backed securities markets before March 2008.
If not, please explain why not, citing specific provisions of the TALF Documents.
4. To the extent that the TALF Documents will permit the financing and
investment structures reported in the Wall Street Journal, when will Treasury make
public revised TALF Documents to reflect such structures? Given the Administration's
expressed commitment to transparency about the terms and implementation of the TARP,
please explain why it is appropriate to make changes in the terms of the TALF without
making those changes public sufficiently in advance of the effective date of the changes
to permit Congressional and public response?
5. Two conditions of eligibility described in the TALF Documents appear to
have been directed against specific abuses of the mortgages-backed securities market.
These are the bar against third party guarantees (such as, presumably, credit default
swaps) of ABS to obtain TALF financing and the ban on such financing for ABS
composed of loans originated or securitized by the borrower or an affiliate of the
borrower. According to the Wall Street Journal, those conditions have recently been

3

Liz Rappaport, TALF is Reworked After Investors Balk, The Wall Street Journal, at B4 (Mar. 14,
2009) (the "Wall Street Journal Article").
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weakened or abandoned. Please explain if this report is accurate and, if it is, why
Treasury would take such steps.
6. According to the TALF Documents made available online, the TALF is
“intended to make credit available to consumers and small businesses on more favorable
terms by facilitating the issuance of asset-backed securities (ABS) and improving the
market conditions for ABS more generally.” 4 Please provide a detailed description of the
"current market conditions for ABS." In addition, please provide detailed data indicating
the dollar levels of securitization, on a month-by-month basis from January 2007 through
January 2009, for each of the categories of loans whose ABS may be purchased with
TALF financing.
7. The TALF Documents indicate that only the purchase of AAA-rated ABS will
be eligible for TALF financing. To what extent does the assignment of an AAA rating to
such ABS mean that the ABS should be priced at their face value (minus the amount of
any discount or the effect of any other collateral or financing requirement or financing
cost)? To the extent that such assets are priced as described in the preceding sentence,
please explain in detail why the provision of non-recourse financing by the New York
Fed and the Treasury is necessary to stimulate the market for the loans involved.
8. Consistent failures of the credit rating agencies were a significant factor in the
sales of mortgage-backed securities that helped produce the financial meltdown. In light
of these failures, please explain why reliance on credit ratings for the TALF is a
reasonable basis on which to protect the taxpayers, regardless of the number of creditratings agencies whose opinions are required.
9. There is no indication in the TALF Documents that Treasury has imposed any
substantive requirements on any class of loans that may be securitized and financed
through the TALF. For example, there are no limits on credit card or student loan interest
rates or fees, and no consumer protections against predatory practices of various kinds.
What is the rationale for committing taxpayer dollars without conditioning use of those
funds on fair treatment of taxpayers? Please explain your answer in detail.
10. Please explain why the Treasury and the Federal Reserve Board decided to
use the TALF mechanism to stimulate lending for the classes of assets involved, rather
than infusing additional funds into financial institutions for such lending.
11. What is the rationale for financing sale of securitized debt issued by U.S.
subsidiaries of non-U.S. companies under the TALF?

4

TALF Terms, at 1.

4

I would be happy to answer any questions that you may have about this letter. If
you would prefer, a member of your staff can contact the Panel's Executive Director,
Naomi Baum, at XXXXXXXXXX.
Kindly respond to the request for information contained in this letter within seven
(7) calendar days from the date of this letter
Sincerely,

Elizabeth Warren
Chair
Congressional Oversight Panel

5
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Congressional Oversight Panel
732 North Capitol Street, NW
Rooms C-320 and C-617
Mailstop: COP
Washington, DC 20401
March 5, 2009

Hon. Mr. Timothy F. Geithner
Secretary of the Treasury
U. S. Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, DC 20220
Dear Secretary Geithner:
Thank you for your February 23, 2009 letter. During your brief tenure, Treasury has
taken important steps towards improving accountability and increasing transparency in its
financial stabilization programs, and starting to implement a plan of relief for struggling home
owners.
Your letter and, more important, your actions as Secretary of the Treasury, have
addressed many of the Congressional Oversight Panel’s concerns. I am writing, however, as part
of our ongoing oversight obligations under the Emergency Economic Stabilization Act of 2008
because of the Panel’s concern that many of the questions we raised remain unanswered. The
Panel cannot fulfill its obligations to the Congress unless it can obtain complete and candid
answers to its questions in a timely fashion. We understand that you and your staff face many
immediate challenges, and we are willing to work with you to set a reasonable timetable for a
response to the Panel’s open questions. But meaningful answers are essential.
There are many questions that we believe must be addressed in coming weeks, but we ask
you to focus your attention on one immediate issue. Treasury has not explained how its financial
stabilization programs fit together to address the problems that caused this crisis. This failure to
connect specific programs to a clear strategy aimed at the root causes of the crisis has produced
uncertainty and drained your work of public support. Financial institutions, businesses, and
consumers will not return to healthy investment in the economy if they fear that the federal
government is careening from one crisis to another without an intelligible road map.
For these reasons, we ask that you provide answers to the following questions about
Treasury’s current views and the approach outlined in the Administration’s recently-issued

Mr. Timothy F. Geithner
March 5, 2009
Page 2
Financial Stability Plan. Please answer each question in detail and please indicate the economic
or other evidence on which your each answer rests:
1. What do you believe the primary causes of the financial crisis to have been? Are
those causes continuing? How does your overall strategy for using Treasury
authority and taxpayer funds address those causes?
2. What is the best way to recapitalize the banking system? How does your answer
relate to your assessment of the causes of the financial crisis?
3. What is your view of the economic status of the American consumer and the
amount that constitutes a healthy debt burden for the consumer? The Consumer
and Business Lending Initiative and elements of the Homeowner Affordability
and Stability Plan are designed to restart consumer purchases of homes and
automobiles, but the success of these programs depends on the ability of
consumers to absorb more debt. Has Treasury developed any data to determine
whether consumers can shoulder the additional debt to power these initiatives?
In order to advance our understanding of Treasury’s strategic plan, I request that, in
addition to providing the Panel with written answers by March 20, you share the core of those
answers in a Panel hearing on Financial Stability Program strategy on March 12 or March 19,
2009.
The Panel looks forward to working with you in its oversight capacity as you address the
economic crisis. If we can be of any assistance, please do not hesitate to contact me or have a
member of your staff contact the Panel’s Executive Director, Naomi Baum, at
XXXXXXXXXXXXXX or XXXXXXXXXX.
Sincerely,

Elizabeth Warren
Chair
Congressional Oversight Panel
cc: Sen. John E. Sununu
cc: Rep. Jeb Hensarling
cc: Mr. Richard H. Neiman
cc: Mr. Damon A. Silvers
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Congressional Oversight Panel
732 North Capitol Street, NW
Rooms C-320 and C-617
Mailstop: COP
Washington, DC 20401
January 28, 2009
Mr. Timothy F. Geithner
Secretary of the Treasury
U. S. Department of the Treasury
1500 Pennsylvania Avenue, NW
Washington, DC 20220
Dear Secretary Geithner:
Congratulations on your successful confirmation as Treasury Secretary. I am writing as
Chair of the Congressional Oversight Panel to affirm the Panel’s commitment to working with
you as we carry out the duties assigned to us by Congress in Section 125 of the Emergency
Economic Stabilization Act of 2008, Public Law 110-343.
In your opening statement to the Senate Finance Committee during your confirmation
hearing on January 21, 2009, you committed to ensuring that Troubled Asset Relief Program
(TARP) funding be allocated “with tough conditions to protect the taxpayer and the necessary
transparency to allow the American people to see how and where their money is being spent and
the results those investments are delivering.” The Panel was encouraged by this statement and by
your emphasis on transparency and accountability in your answers to the written follow-up
questions you received from the Finance Committee after the hearing. Many of your proposed
changes to TARP reflect the concerns we have expressed in both of our oversight reports.
In our first oversight report, we sent your predecessor ten questions consisting of fortysix sub-questions, seeking more information on behalf of the American public on Treasury’s
strategy, the selection process for TARP recipients, the uses to which this funding is being put,
Treasury’s plan to help families through this crisis, and any metrics Treasury may have as
evidence of TARP’s effectiveness. Your predecessor replied, but twenty-six of those subquestions had no response. Among the nineteen remaining sub-questions, some open questions
remain as well.
Our second report addressed your predecessor’s response to our original questions, and
identified four key areas of critical concern for Treasury to implement TARP in accordance with
the will of Congress. We focus particularly on: 1) more bank accountability for the use of funds,
2) increased transparency, 3) a plan for foreclosure mitigation, and 4) the articulation of a clear
overall strategy.
While we understand that this is a time of transition for your department, economic
events are unfolding rapidly. We ask that you address these key areas of concern by Wednesday,

Mr. Timothy F. Geithner
January 28, 2009
Page 2
February 18, 2009. We also urge you to keep the American public informed on the uses and
effects of TARP money and the steps being taken to safeguard the taxpayers’ investments in
financial institutions.
We look forward to working with you to meet the challenges posed by this crisis. If I can
be of any assistance, please do not hesitate to contact me or have a member of your staff contact
the Panel’s Executive Director, Naomi Baum, at ndkdkdkddkkkdkdkdkdv or (2dddjdjdj11ddd).

Sincerely,

Elizabeth Warren
Chair
Congressional Oversight Panel

cc:

Rep. Jeb Hensarling
Sen. John E. Sununu
Mr. Richard H. Neiman
Mr. Damon A. Silvers

