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PEELING BACK THE TARP: EXPOSING TREAS-
URY’S FAILURE TO MONITOR THE WAYS FI-
NANCIAL INSTITUTIONS ARE USING TAX-
PAYER FUNDS PROVIDED UNDER THE
TROUBLED ASSETS RELIEF PROGRAM

WEDNESDAY, March 11, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON DOMESTIC POLICY,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 10 a.m., in room
2154, Rayburn House Office Building, Hon. Dennis Kucinich (chair-
man of the subcommittee) presiding.

Present: Representatives Kucinich, Towns, Jordan, Cummings,
Tierney, Watson, Kennedy, Welch, Issa, Souder, Burton, Turner,
and Fortenberry.

Staff present: Jaron R. Bourke, staff director; Claire Coleman,
counsel; Jean Gosa, clerk; Charisma Williams, staff assistant; Ron
Stroman, staff director; Leneal Scott, information systems man-
ager; Lawrence Brady, minority staff director; John Cuaderes, mi-
nority deputy staff director; Jennifer Safavian, minority chief coun-
sel for oversight and investigations; Charles Phillips, minority chief
counsel for policy; Dan Blankenburg, minority director of outreach
and senior advisor; Adam Fromm, minority chief clerk and Member
liaison; Kurt Bardella, minority press secretary; Seamus Kraft, mi-
nority deputy press secretary; Christopher Hixon, minority senior
counsel; and Brien Beattie and Alex Cooper, minority professional
staff members.

Mr. KuciNICH. Good morning. This is the Domestic Policy Sub-
committee of the Oversight and Government Reform Committee. I
am Congressman Dennis Kucinich, chairman of the subcommittee.

The subject of today’s committee hearing is entitled, “Peeling
Back the TARP: Exposing Treasury’s Failure to Monitor the Ways
Financial Institutions are Using Taxpayer Funds Provided Under
the Troubled Asset Relief Program.” Our first witness today will be
Mr. Neel Kashkari, the Acting Interim Assistant Secretary for Fi-
nancial Stabilization, the Department of Treasury.

We are joined today by a number of Members of Congress, in-
cluding the new ranking member, Mr. Jim Jordan of Ohio. I want
to welcome Mr. Jordan to this position on the subcommittee and I
want to let you know, sir, that I am looking forward to working
with you. It is very interesting, in this subcommittee we have an
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Ohio connection, not only Mr. Jordan but Mr. Issa is originally
from Ohio, Mr. Turner is from Ohio. Ohio is well represented.

Mr. JORDAN. And our witnesses is from Ohio.

Mr. KUCINICH. And our witness is from Ohio. So I suppose this
is Buckeye Day on Capitol Hill.

We are going to begin with an opening statement. I want to
thank Mr. Cummings for being here as well as the gentleman from
Vermont, Mr. Welch. The witness, with unanimous consent, the
witness Mr. Kashkari, when we get to his testimony, is going to be
given 10 minutes. He may not need it all, but given the gravity of
this subject, he is going to be given 10 minutes to make his opening
statement, without objection.

The Troubled Assets Relief Program has provided about $200 bil-
lion in capital injections to hundreds of banks. The money was pro-
vided with virtually no strings attached. Most of the banks didn’t
even bother to account separately for the Federal moneys. It is de-
batable whether the efforts of those that did amount to anything
meaningful. Treasury does not even ask TARP recipients for a de-
tailed accounting of their use of TARP funds.

Because some of the banks are multinational banks, the kinds of
transactions they are doing include billions in loans and invest-
ments in other countries at precisely the time that a liquidity
shortage has impaired credit markets in the United States, and a
recession deeper than anything seen since the great depression is
impairing production and employment. Nevertheless, several very
large transactions conducted after these banks received billions in
a taxpayer-funded bailout include an $8 billion financing arranged
by Citigroup for public authorities in Dubai, a $7 billion investment
by Bank of America in the China Construction Co., a $1 billion in-
vestment by a J.P. Morgan subsidiary in expanding operations in
India.

Unfortunately, the legislation Congress passed creating the
TARP required very little of the recipients to receive taxpayer-
funded subsidies. The Treasury regulations and contracts crafted to
implement the TARP did not require much of anything other than
someone sign for the money. It may be argued that transactions
such as these are beneficial to the balance sheets of the banks that
are making them, that they have some indirect benefit to the U.S.
financial system as a whole. Really?

If the banking system is in serious enough trouble to require
massive amounts of Federal support, shouldn’t that Federal sup-
port be directed and channeled to the domestic economy? Or are
these examples of large investments and loans to foreign entities
among the kind of transactions the American taxpayers should be
supporting with TARP moneys, when we face significant credit
problems here at home?

How does a multi-billion dollar financing deal to Dubai ease the
liquidity crisis in the United States of America? What about other
kinds of uses of funds, corporate spending on lavish parties? The
continuation of contractual agreements to pay for naming rights on
professional sports stadiums? Corporate sporting event sponsor-
ships? Is this what the taxpayers expect our Government to do
with TARP funds?
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Is this what Congress intended? If it was the business judgment
of the very same bankers in charge that governed their decision be-
fore the financial crisis and arguably helped create the crisis, is it
tolerable to continue to defer to that judgment and allow them to
spend taxpayers’ money with no explanation, little accountability
and no questions asked? Under the precedent set by former Sec-
retary Paulson, the Paulson TARP program makes no demand on
TARP recipients for detailed information about their spending.
Even though the statute obligates Treasury to be able to prevent
waste and abuse of TARP moneys, Mr. Paulson’s Treasury Depart-
ment did not even bother to set standards for waste and abuse of
TARP funds. “Trust them” is essentially what seems to pass for
oversight of the capital purchase plan. Treasury has no concrete
idea of how TARP moneys are being used. They don’t ask questions
of TARP recipients about their use of funds, and don’t gather suffi-
ciently detailed information from TARP recipients to know what to
ask about.

The problem is not a lack of authority. Under the agreements be-
tween Treasury and the TARP recipient financial institutions,
Treasury has brought contractual authority to scour company
books in search of, among other things, waste and abuse by TARP
recipients. But in practice, Treasury is not doing so. The serious
shortcomings in the creation and implementation of the Emergency
Economic Stabilization Act, namely the absence of definitions of
waste and abuse for explicit conditions for the use of TARP funds
resulted in the inescapable conclusion that Treasury’s oversight
will not find waste, fraud or abuse, because it isn’t looking for it.

Now, to read Mr. Kashkari’s testimony today, we find nothing to
contradict that conclusion, with all due respect. In fact, Mr.
Kashkari was asked to testify on the steps that Treasury has taken
to detect and prevent the waste of TARP moneys. Mr. Kashkari’s
testimony does not address that question. Rather, he describes
Treasury’s efforts to do something else, to determine the impact of
TARP moneys on the bank’s lending activity.

Treasury has submitted 90 pages, 90 pages, of intermediation
snapshots from the largest 20 TARP recipients. But what does that
prove? Perhaps very little. There are significant shortcomings to
Treasury’s reliance on the monthly intermediation snapshots. First,
only the 20 largest TARP recipients report anything at all. Obvi-
ously there can be little monitoring of the impact of TARP moneys
on the credit activities of the 297 TARP recipients which do not file
monthly intermediation snapshots.

Second, the snapshots do not provide details about any individ-
ual transaction, no matter how significant. Third, these snapshots
address the lending side, the lending side of the recipient’s busi-
ness. They do not address any other investment or expenditure.
And fourth, and importantly, they address only new lending and
not the contraction of existing lending in the form of foreclosures
and elimination of credit lines.

If the amount of new lending does not more than make up for
the amount of lending contracted, and that’s through foreclosures,
decrease in credit limits, calling back loans, then the net amount
of credit in the economy is shrinking. Telling one side of the credit
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story without telling the other does not give us a fair and balanced
view of the realities small businesses and individuals know so well.

At best, the snapshots might serve the purpose of monitoring, at
the most general level, some impact TARP funds may be having on
certain new lending activities. But they don’t reflect the net impact
of contracting credit activities on existing borrowers. And they tell
us nothing about the use of TARP funds, which is the focus of this
hearing.

Unfortunately, Mr. Kashkari’s testimony is not responsive to the
purpose of this hearing outlined specifically in the letter of invita-
tion sent to him on February 25th. And Mr. Kashkari’s silence on
the subject of this hearing speaks volumes. The inescapable conclu-
sion is that Treasury is not conducting oversight of the TARP mon-
eys, disbursed through the capital assets purchase program, to pre-
;en‘?1 wasteful use or abuse of hundreds of billions in taxpayers’
unds.

Perks for company management were considered sound business
judgment before the financial crisis and taxpayer bailout, and they
are considered sound business judgment now, using taxpayers’
money. Loans to foreign governmental authorities were considered
sound business judgment before the crisis and bailout, and they are
supposedly sound business judgment now, using taxpayers’ money.
Investments in foreign company operations, even if it results in
more layoffs in the United States, were sound business judgments
before and they are sound business judgments now using tax-
payers’ money.

In its current form, the capital purchase program of TARP leaves
recipient companies free to use Federal funds as they would any
other source of income before the crisis and before taxpayers pro-
vided the bailout. Treasury’s development of the TARP program
generally and the capital purchase program specifically has intro-
duced no new transparency or accountability that did not exist be-
fore taxpayers were given the bill for cleaning up the mess. It has
perpetuated business as usual. It defers to the so-called sound busi-
ness judgment, judgment of the same corporate management in
many cases that led to the crisis we are embroiled in now.

TARP was developed under a previous Secretary of the Treasury.
Nearly every observation that will be made today originates on his
watch. But if the new administration is to avoid perpetuating the
approach of the past, real change is going to have to be necessary.
It should start with the collection of detailed information about
how TARP recipients are using taxpayer funds and the imposition
of conditions and standards for how they may use the moneys tax-
payers have provided and may be called upon to provide in the fu-
ture.

My colleagues on this committee, with news reports projecting
that at least another $2 trillion will be requested of taxpayers, it
is my hope that this hearing today will help propel the new Depart-
ment of Treasury to reform the intolerable deficiencies of the TARP
program, thereby making recipients accountable to the public for
the use of taxpayer funds.

Finally, we owe it to the American taxpayers to provide a com-
plete, comprehensive accounting of all TARP funds that have al-
ready been allocated. And after such a thorough accounting is
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made available, then let the people decide if their hard-earned tax
dollars are being spent wisely and in the best interests of the
American economy and the best interest of the United States of
America.

I yield now to the ranking member, Mr. Jordan of Ohio.

[The prepared statement of Hon. Dennis J. Kucinich follows:]
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Opening Statement
of
Dennis J. Kucinich
Chairman
Domestic Policy Subcommittee
Oversight and Government Reform Committee
March 11, 2009

The Troubled Assets Relief Program has provided about $200
Billion in capital injections to hundreds of banks. The money was
provided with virtually no strings attached. Most of the banks
didn’t even bother to account separately for the federal monies. It
is debatable whether the efforts of those that did amount to
anything meaningful. Treasury does not even ask TARP recipients
for a detailed accounting of their use of TARP funds.

Because some of the banks are multinational banks, the kinds of
transactions they are doing include billions in loans and
investments in other countries at precisely the time that a liquidity
shortage has impaired credit markets in the U.S., and a recession
deeper than anything seen since the Great Depression is impairing

production and employment.



7

Nevertheless, several very large transactions conducted since these
banks received billions in a taxpayer funded bailout include: an $8
billion of financing arranged by Citigroup for public authorities in
Dubai; a $7 billion investment by Bank of America in the China
Construction Bank Company; a $1 billion investment by a J.P.

Morgan Chase subsidiary in expanding operations in India.

Unfortunately, the legislation Congress passed creating the TARP
required very little of the recipients to receive taxpayer funded
subsidies. The Treasury regulations and contracts crafted to
implement the TARP did not require much of anything other than
someone sign for the money. It may be argued that transactions
such as these are beneficial to the balance sheets of the banks that
are making them. That they have some indirect benefit to the U.S.

financial system as a whole. Really?

If the banking system is in serious enough trouble to require
massive amounts of federal support, shouldn’t that federal support
be channeled to the domestic economy? Or are these examples of
large investments and loans to foreign entities among the kind of
transactions American taxpayers should be supporting with TARP
monies when we face significant credit problems here at home?

How does a multi-billion financing deal to Dubai ease the liquidity
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crisis in the U.S.A.? What about other kinds of uses of funds:
corporate spending on lavish parties, the continuation of
contractual agreements to pay for naming rights on professional
sports stadiums, corporate sporting event sponsorships? Is this
what the taxpayers expect our government to do with TARP funds?

Is this what Congress intended?

If it was the business judgment of the very same bankers in charge
that governed their decisions before the financial crisis (and
arguably helped cause the crisis), is it tolerable to continue to defer
to that judgment and allow them to spend taxpayers money, with
no explanation, little accountability, with no questions asked?
Under the precedent set by former Secretary Paulson, the Paulson
TARP program makes no demands on TARP recipients for
detailed information about their spending. Even though the statute
obligates Treasury to be able to prevent waste and abuse of TARP
monies, Mr. Paulson’s Treasury Department did not even bother to
set standards for waste and abuse of TARP funds. “Trust them” is
essentially what seems to pass for oversight of the Capital
Purchase Plan. Treasury has no concrete idea of how TARP
monies are being used. They don’t ask questions of TARP

recipients about their use of funds, and don’t gather sufficiently



9

detailed information from TARP recipients to know what to ask

about.

The problem is not a lack of authority. Under the agreements
between Treasury and TARP recipient financial institutions,
Treasury has broad contractual authority to scour company books
in search of, among other things, waste and abuse by TARP
recipients. But in pfactice, Treasury is not doing so. The problem
is with how Treasury has chosen to implement TARP. The serious
shortcomings in the creation and implementation of the Emergency
Economic Stabilization Act — namely the absence of definitions of
waste and abuse or explicit conditions for use of TARP funds --
resulted in the inescapable conclusion that Treasury’s oversight
will not find waste, fraud, or abuse because it isn’t looking for it.
To read Mr. Kashkari’s testimony today, we find nothing to

contradict that conclusion.

In fact, Mr. Kashkari was asked to testify on the steps Treasury has
taken to detect and prevent the waste of TARP monies. Mr.
Kashkari’s testimony does not address that question. Rather, he
describes Treasury’s efforts to do something else -- to determine
the impact of TARP monies on the banks lending activity.
Treasury has submitted 90 pages of Monthly Intermediation
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Snapshots from the 20 largest TARP recipients. But what does
that prove? Perhaps very little. There are significant shortcomings
to Treasury’s reliance on the Monthly Intermediation Snapshots.
First, only the 20 largest TARP recipients report anything at all.
Obviously, there can be little monitoring of the impact of TARP
monies on the credit activities of the 297 TARP recipients which
do not file Monthly Intermediation Snapshots. Second, the
Snapshots do not provide details about any individual transaction,
no matter how significant. Third, these Snapshots address the
lending side of the recipients’ business. They do not address any
other investment or expenditure. And fourth, they address only
new lending, and not the contraction of existing lending, in the
form of foreclosures and elimination of credit lines. At best, the
Snapshots might serve the purpose of monitoring at the most
general level some impact TARP funds may be having on certain
new lending activities, but they don’t reflect the NET impact of
contracting credit activities on existing borrowers. And they tell us
nothing about the _u_s_e; of TARP funds, which is the focus of this

hearing.

Mr. Kashkari’s silence on the subject of this hearing speaks
volumes. The inescapable conclusion is that Treasury is not
conducting oversight of TARP monies disbursed through the
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Capital Purchase Program to prevent the wasteful or abusive use of
funds. Perks for company management were OK before the
financial crisis and taxpayer bailout, and they are OK now using
taxpayer money. Loans to foreign governmental authorities were
OK before the crisis and bailout, and they are OK now using
taxpayer money. Investments in foreign company operations, even
if it results in more lay-offs in the U.S., were OK before, and are
OK now using taxpayer money. In its current form, the Capital
Purchase Program of TARP leaves recipient companies free to use
federal funds as they would any other source of income before the

crisis, and before taxpayers provided a bailout.

Treasury’s development of the TARP program generally, and the
Capital Purchase Program specifically, has introduced no new
transparency or accountability that did not exist before taxpayers
were given the bill for cleaning up the mess. It has perpetuated
business as usual. It defers to the judgment of the same corporate
management in many cases that led to the crisis we are embroiled

in now.

TARP was developed under the previous Secretary of the
Treasury. Nearly every observation that will be made today

originates on his watch. But if the new administration is to avoid
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perpetuating the approach of the past, real change is going to be
necessary. It should start with the collection of detailed
information about how TARP recipients are using taxpayer funds,
and the imposition of conditions and standards for how they may
use the monies taxpayers have provided and may be called upon to
provide in the future. It is my hope that this hearing today will
help propel the new Department of Treasury to reform the
intolerable deficiencies of the TARP program, thereby making

recipients accountable to the public for their use of taxpayer funds.

Finally, we owe it to the American taxpayers to provide a
complete, comprehensive accounting of all TARP ﬁmds that have
already been allocated. And after such a thorough accounting is
made available, then let the people decide if their hard earned tax
dollars are being spent wisely, and in the best interest of the
American economy and the best interests of the United States of

America.
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Mr. JORDAN. I thank the chairman, and I will be brief. Our rank-
ing member, Congressman Issa, will provide our opening state-
ment.

I was in the Judiciary Committee yesterday and I think there
were 15 opening statements, so we don’t need two from our side.
But I did want to say to the chairman, I look forward to working
with you and this committee. Since the first time we met, I think
at an orientation session at the Ohio General Assembly in 1994, I
have always appreciated the chairman’s passion and intensity that
he brings to the legislative process.

So I do look forward to working with you this Congress and in
{,)his committee. With that, I will turn it over to our ranking mem-

er.

Mr. Kucinich. I thank the gentleman. I just want to say that Mr.
Jordan is a champion wrestler, and I look forward to working with
you as well.

Mr. IssA. Thank you, Mr. Jordan. Thank you, Mr. Chairman, for
holding this extremely important hearing.

Mr. Kashkari, welcome. It is not easy for us to hold a hearing
on the TARP, the Troubled Assets Relief Program, or as some peo-
ple think it is called, the Toxic Asset Relief Program, because the
TARP suffers from a lack of transparency and accountability. In
our previous hearing, we asked questions such as, “how much have
you spent,” “where is the money,” “what is it worth today.”

But as of February 6th, the Treasury Department has verified
that $300 billion in taxpayers’ funds have been provided to our Na-
tion’s financial institutions in the form of preferred shares, war-
rants, loans and insurances against loss. Now, that figure, of
course, is outdated today, and we hope to hear an update.

While the Treasury Department currently monitors aggregate
monthly levels of some banking activities, it does not require any
recipient of TARP funds to disclose the details of any individual
transaction that the recipient would not have entered into but for
the TARP money. In other words, we do not know if $300 billion
of taxpayers’ money has changed anyone’s behavior. As a result,
neither the Treasury Department nor Congress nor the general
public truly knows the outcome achieved by injecting taxpayers’
money.

Mr. Chairman, this lack of transparency simply is unacceptable.
We can certainly make the case that this level of transparency and
the need for it may not have been anticipated prior to September
of last year. But a government of the future must be designed for
transparency. We must ensure that all of our institutions, whether
receiving Federal funds or simply operating on an interstate basis
be in fact prepared to provide transparency. That means interoper-
able systems and data bases.

We must understand, however, that true transparency requires
attention not only to what information is disclosed but to how the
information is disclosed. To illustrate this principle, consider that
we receive a deluge of information from the SEC in the form of
10Ks and other documents. As a matter of fact, my understanding
is that there are about 15 million pages of text. If that is simply
text, and in order to figure out the state of the top 200 or so compa-
nies in America, you would have to go through 10 million or more
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pages of documents, then that information in fact is not informa-
tion, it’s simply pages of text. Good luck sifting through it.

In this day and age, every American understands that if they
don’t do it themselves, they could download from their bank or
other financial institution a monthly statement, receive it online,
import it into Quicken, into a spreadsheet, into some other account-
ing system, home accounting system, so they can quickly look at
their financial statements, keep track of them from month to
month and do analyses of the trends in their own investments.

So knowing that you can do this on a personal basis, one would
ask what can we do on a national basis? The answer is, without
a promising technology such as XBRL, that can standardize all fi-
nancial reporting for easy accessibility, we will not be able to do
the same on a global basis. More than 40 countries have already
adopted this standard, including China. The United States is cur-
rently requiring the disclosure of information to the FDIC in XBRL
format. However, the SEC has been slow to act, took most of last
year to consider it, and only recently has approved a final rule that
will mandate XBRL for all public company reporting, with some
companies required to comply starting in June 2009.

Continuing with XBRL technology, it is clear to the public that
when we talk about lettered technologies and call them tech-
nologies that they may ask, is this difficult. I am going to say here
today that although we will receive extensive information later
today, it is not difficult. It is simply the Federal Government re-
quiring that financial institutions, those providing mortgages into
the public market, those operating with the public trust such as
public corporations, and those receiving TARP money provide infor-
mation in a way that we do not have to re-massage it, that it is
transparent to a computer. They still have the right, using this
technology, to withhold information or to be assured that the Gov-
ernment will keep confidential information confidential.

But only with this sort of a common format can we in fact begin
to separate what is often called toxic assets, which in fact is good
assets mixed with bad with no ability to decide which is which.
Without it, we are back to where we were before September.

Mr. Chairman, I absolutely look forward to Mr. Kashkari’s an-
swers on what he can see today, what he knows today, but more
importantly, for both the first and second panel, I am desperate,
and America is desperate to ensure that we do not come back to
a hearing 3, 4, 5 months from now and find out that we still don’t
know where the money went, we still cannot quickly decide what
assets are good and what assets are bad.

Last, Mr. Chairman, I believe that when we look at the problem,
and Mr. Kashkari has been looking at this in a huge way, America
had a debt level of about 300 percent of GDP, or about $45 trillion,
plus or minus, of debt. Historically, American ran 100 to 120 per-
cent of debt to GDP, meaning $15 trillion, maybe $20 trillion of
debt. The unwinding of this debt, even with the trillions of dollars
that are either pledged or the hundreds of billions of dollars that
have been delivered, still has a long way to go.

I look forward to hearing from Mr. Kashkari how they plan to
find the stabilized level of debt that America should be. I believe
that whether it is the international institutions that have gone on
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business as usual, as the chairman said, providing dollars to for-
eign investors, or it is our domestic spending, that we have to come
to grips with how much of the contraction was appropriate because
of an excess, an excess that we all found interesting and valuable
but in fact didn’t realize that when it unwound was inevitably
going to give us huge problems.

For example, if in fact our 100 to 120 percent of GDP is not the
new norm, but rather 200 percent of GDP is the new norm, we still
have a $15 trillion or so contraction of debt that will be permanent.
I know that is not the subject for today, but it is a subject that I
look forward to people at Treasury and others, working with econo-
mists, to discover. Because we have to decide what portion of
America’s hard-earned money is going to be put into stimuluses,
TARPs, and others, and how much in fact is going to have to be
written off to, we can’t go back to the Roaring Twenties, and we
can’t go back to the Roaring Oughts, if you will.

Mr. Chairman, thank you for your indulgence. I look forward to
this hearing and yield back.

Mr. KuciNicH. I want to thank Mr. Issa, who is the ranking
member of the full committee, for his participation. I think that all
Members would agree that Mr. Issa’s business acumen brings a
real strength to our deliberations, not only today but always. So
thank you, sir.

It is my honor now to introduce the chairman of the full commit-
tee, who is our new chairman and under whose guidance we helped
to craft today’s hearing and under whose guidance we will go even
deeper into the workings of this TARP program, as well as the
broad range of Government oversight and reform issues facing the
U.S. Congress and America. At this time, it is my honor to intro-
duce the distinguished gentleman from New York, Mr. Towns, the
chairman of the full committee.

Chairman TownNs. Thank you very much, Congressman Kucinich,
the Chair of the subcommittee, and of course Ranking Member Jor-
dan, for convening this hearing.

Oversight of the Treasury’s TARP program is an important topic
for this committee. I am pleased that Mr. Kashkari is here today
to update us on the program.

It is quite clear to me at this point that Treasury does not have
the information or personnel in place to conduct vigorous oversight
of the TARP program. That bothers me. The information we have
received about the types of data the Government is tracking are far
too vague to develop measures of the program’s effectiveness.

I am afraid we are reaching a point where Treasury just does not
know what Wall Street is doing with Government funds. In fact,
I don’t think they even know how much they don’t know.

In my view, Congress has been extraordinarily generous in allow-
ing the Treasury Department and the Federal Reserve latitude in
dealing with the current financial crisis. However, the Federal Gov-
ernment’s unprecedented investment of billions of dollars demands
further scrutiny. I am particularly concerned about AIG. To date,
the Government has invested $160 billion, that is B as in boy, in
AIG, and stated last week that AIG may require further support.
It should come as no surprise that Congress has expressed the
need to know exactly how this money has been spent, on what
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basis it has been spent and exactly who are the beneficiaries of this
record Federal subsidy.

But we cannot take it on blind faith that Federal financial sup-
port of AIG or other firms is being carried out in a sensible man-
ner. We just can’t take that. This hearing should tell us what infor-
mation Treasury is collecting and what information is being shared
with the Congress and what information is completely unknown to
anyone responsible to the American taxpayers. I hope we can come
out of this hearing with a plan for obtaining the information nec-
essary to make responsible decisions about our economy and the
burden that the American people are bearing to bail out Wall
Street.

Let me just say, this is not a one-shot deal. We are not going to
go away. We owe it to the taxpayers.

Mr. Chairman, on that note, I yield back.

[The prepared statement of Hon. Edolphus Towns follows:]
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Thank you Mr. Chairman for convening this important hearing.
Oversight of Treasury’s TARP program is an important topic for
this committee, and I am pleased that Mr. Kashkari is here today to

update us on this program.

It is quite clear to me, at this point, that Treasury does not have the
information or personnel in place to conduct vigorous oversight of
the TARP program. The information we have received about the

types of data the government is tracking are far too vague to
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develop measures of the program effectiveness. I am afraid we are
reaching a point where Treasury just does not know what Wall
Street is doing with government funds. In fact, I don’t think they

even know how much they don’t know.

In my view, Congress has been extraordinarily generous in
allowing the Treasury Department and the Federal Reserve broad
latitude in dealing with the current financial crisis. However, the
federal government’s unprecedented investment of billions of
dollars demands further scrutiny. I am particularly concerned
about AIG. To date, the government has invested $160 billion in
AIG, and stated last week that AIG may require even further
support.

It should come as no surprise that Congress has expressed the need
to know exactly how this money has been spent, on what basis it
has been spent, and exactly who are the beneficiaries of this record
federal subsidy. But we cannot take it on blind faith that federal
financial support of AIG, or other firms, is being carried out in a

sensible manner.

This hearing should tell us what information Treasury is collecting,

and what information is being shared with the Congress, and what
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information is completely unknown to anyone responsible to the
American taxpayers. | hope we can come out of this hearing with
a plan for obtaining the information necessary to make responsible
decisions about our economy and the burden that the American

people are bearing to bail out Wall Street.
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Mr. KucINICH. I thank the chairman of the full committee, and
it is an honor to serve with you.

At this time, of course, all members of this committee, without
objection, are going to have 5 minutes for an opening statement.
Any other Member who seeks objection? Mr. Souder of Indiana, do
you desire to have any opening statement?

Mr. SOUDER. No, thank you, Mr. Chairman.

Mr. KucINICH. Mr. Cummings of Maryland.

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

I want to thank you and I want to thank our chairman of the
full committee and ranking member for making this hearing take
place.

I was just sitting here thinking about our last hearing. And dur-
ing that hearing, Mr. Kashkari presented and there were some
issues that we brought up that he did not know about. And I real-
ize that there’s a lot to get your arms around, I understand that.

But I want us, the reason why this hearing is so important is
that we are in probably one of the worst economic circumstances
that we have been in in our lifetimes. I do believe that President
Obama is doing everything in his power, along with Treasury Sec-
retary Geithner, to straighten up this mess, and it is just that.

The problem is that unless there is transparency and unless
there is accountability, it is going to be impossible to maintain the
trust of the public. And we need the public trust. Right now, the
people in my district are losing their savings, their homes. As a
matter of fact, I was at a town hall meeting the other day, Mr.
Chairman, and a gentleman said to me, “You know what, I stopped
looking at my statement, because I am afraid to look at it, it will
put me in a bad mood for the next month or so, so I don’t even look
at it any more.” And they are losing their jobs.

And at the same time, they turn around and they hear about the
AIGs of the world and they hear about the Citigroups, the abuses
of this money. And you know what they ask themselves? The ques-
tion they ask is, “why is my tax dollar being used in this way?” But
then the thing I think that really alarms them is when they hear
the oversight panel in its recent report say, “The panel still does
not know what the banks are doing with the taxpayers’ money.”

It is going to be very difficult for the President and for Secretary
Geithner to turn this ship around unless we have a situation where
there is that transparency and the accountability. But if you don’t
know, if you don’t know what’s going on, that’s a real problem.

So we found out just recently that AIG was given retention pay-
ments, these retention payments were supposed to be to retain peo-
ple, but these were the very people that they were letting go. There
is also something else that is happening here, Mr. Chairman, and
there is an arrogance on the part of some of these company execu-
tives with regard to the American taxpayers’ dollars.

So I am hoping, in the words of Mr. Towns, that we will be able
to come up with a plan to address this. But the question also be-
comes, does the Treasury Secretary have enough authority to do
the things that he needs to do. And I am hoping that those ques-
tions will be answered today.

So I look forward to the testimony of Mr. Kashkari and the other
witnesses, and again, I thank you all for calling this hearing.
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Mr. KuciNICH. Thank you very much, Mr. Cummings.

The Chair recognizes Mr. Fortenberry of Nebraska.

Mr. FORTENBERRY. Just briefly, Mr. Chairman, let me thank you
for the opportunity to join you on the subcommittee. I think it is
a critical subcommittee for the well-being of overview of public pol-
icy in this country.

Also, I wanted to thank you for picking this particular topic as
the one that clearly sets a priority for the tenor and the paradigm
of this committee. Clearly, people want to know where their money
is going to. Mr. Chairman, if I could offer this, I think it is very
important to review back when the taxpayers were asked to bail
out financial institutions in the name of resetting the economy, sta-
bilizing the economy. There was a question floating around or the
suggestion that these institutions were too big to fail. I think we
should be asking, are they too big to succeed.

One of the real problems that we have in this country is financial
consolidation, the liberalized credit system that brought about the
use of exotic financial instruments, as well as what seems to be
reckless behavior. So I am hopeful that this subcommittee and this
particular hearing delves deeply into this issue to at least answer
one question as to where the money is going, and then second, if
this is an appropriate investment.

Mr. KuciNICH. I want to thank our new committee member, Mr.
Fortenberry of Nebraska, for his presence on the subcommittee and
also for his observation. The question that you pose about whether
or not a company is too big to fail, and your further question about
the issue of consolidation and the economy and its effect on the
economy is something that is a proper subject for this Domestic
Policy Subcommittee.

So with the cooperation of our chairman, Mr. Towns, we would
look forward to delving deeply into that issue.

Mr. FORTENBERRY. I appreciate your comment, sir, thank you.

Mr. KuciNicH. I thank the gentleman.

The Chair now recognizes Mr. Welch of Vermont for his opening
statement.

Mr. WELCH. Thank you, Mr. Chairman.

There does seem to be clear unanimity here about the absolute
requirement that there be full accountability. I want to focus atten-
tion on one specific area.

We have used a lot of money from TARP and other programs for
AIG. And there is going to be another $30 billion that already has
been authorized with no additional requirement that AIG disclose
to us how specifically that money is used. And this new use of
TARP funds is a significant departure from previous TARP assist-
ance to AIG. As long as it continues to be given without requiring
AIG to fully disclose how that money is being spent, it is going to
thwart our efforts to provide answers to the American taxpayer.

AIG has been unwilling so far to provide significant information
on what financial institutions, either domestic or foreign, are
counter-parties, the counter-parties to its outstanding credit default
swaps. That is why, for example, we still don’t know who received
much of the money that the Federal Reserve gave to AIG.

I think we are all in agreement the taxpayers are entitled to
know how their money is being spent. And what I would like to
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know, on behalf of the American taxpayer, is basically this: One,
does Treasury agree that AIG can use this money to fulfill credit
default swap obligations with taxpayer money from TARP? Two, if
so, does Treasury have a specific plan to track each and every dol-
lar that AIG uses to pay counter-parties? And three, what plans
does Treasury have to compel AIG to release information to Treas-
ury and the American taxpayer on what counter-parties are paid?

Keep in mind, AIG is 80 percent taxpayer-owned. So in a way,
AIG is us.

Now, the justification, of course, for giving any aid to AIG is the
systemic risk that Treasury and the Fed have concluded exist if we
let it go under. It is one thing, however, if that systemic risk and
the funds that are transferred are used to protect average Ameri-
cans who have annuities and insurance policies with AIG. It is
quite another if that money is being used basically to hedge the
bets and reward speculators, investment banks, hedge funds that
simply bet wrong on some of these credit default swaps.

So Mr. Chairman, my question really goes to getting specific in-
formation on how money is being used to pay counter-parties, and
what counter-parties are on the receiving end of this benefit. I yield
back.

[The prepared statement of Hon. Peter Welch follows:]
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Thank you, Chairman Kucinich and Ranking Member Jordan, for convening
the Subcommittee to discuss transparency and accountability in the Troubled
Asset Relief Program (TARP). Effective oversight of this program is
critical, and the American people need to know that there is a cop on the
beat. Ilook forward to hearing from the various witnesses about the status
of the Capital Purchase Program and ways to improve oversight of this

program.

I want to use my opening statement, however, to highlight a recent and
troublesome development in TARP’s oversight capabilities, specifically the
announcement that TARP may provide an additional $30 billion to the

American International Group (AIG).

Last fall, Treasury used $40 billion in TARP funds to purchase preferred

stock in AIG. The goal of this purchase, we were told, was to help return
1
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AIG to stable footing and eliminate the risk that its collapse would pose to
the financial system. But as of March 2, 2009, $30 billion in additional
TARP funds have been designated to act as a cash reserve for AIG,
ostensibly to be used in the event that it should prove unable to fulfill its

credit default swap obligations.

This new use of funds is a significant departure from previous TARP
assistance to AIG and presents barriers to effective oversight. Thus far, AIG
has been unwilling to provide significant information on which financial
institutions — either domestic or foreign — are counterparties to its
outstanding credit default swaps. This is why, for example, we still do not
know who received much of the money that the Federal Reserve gave to
AlG.

‘What I want to know is:

o Does Treasury agree that AIG can fulfill credit default swap
obligations with taxpayer money from TARP? If so,

¢ Does Treasury plan to track what AIG does with this money? If so,

¢ What plans has Treasury made to compel AIG to release this

information to Treasury?

If Treasury must extend the availability of more TARP funds to AIG, I
strongly urge that the relevant other oversight bodies do whatever is

necessary to track where this money goes. If taxpayers must actasa
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backstop to AIG’s counterparties, then taxpayers have a right to know who

those counterparties are.

Again, I thank the Chairman and Ranking Member for convening this
Subcommittee hearing and look forward to working with the Subcommittee

to address this issue in the future.
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Mr. KuciNICH. I want to thank the gentleman for his opening
statement, and to complement it, to introduce into the record an
article in yesterday’s Washington Post by David M. Smick called
Tim Geithner’s Black Hole, which discusses directly the point you
raise about AIG and the credit default swaps. So I thank the gen-
tleman.

[The information referred to follows:]



27

David M. Smick - A Financial Black Hole http://www.washi com/wp-dy icle/2009/03/09/...

Tim Geithner's Black Hole

By David M. Smick
Tuesday, March 10, 2009; A13

Pity Barack Obama's economic advisers. The blogs
are now demanding their scalps, and Treasury
Secretary Tim Geithner and his colleagues face a
nasty dilemma: There are no solutions to the banking
crisis without extraordinary political and financial
risks. Thus, they have adopted a three-pronged
approach, delay, delay, delay, in the hope that
somebody comes up with a breakthrough.

Here's the problem: Today's true market value of the ™

U.S. banks' toxic assets (that ugly stuff that needs to be removed from bank balance sheets before the
economy can recover) amounts to between 5 and 30 cents on the dollar, To remain solvent, however,
the banks say they need a valuation of 50 to 60 cents on the dollar. Translation: as much as another $2
trillion taxpayer bailout.

That kind of expensive solution could send the president's approval rating into a nose dive. Consider: $2
trillion is about two-thirds of the tax revenue the federal government collects each year.

The logical alternative - talk show hosts' solution du jour -- is to temporarily restructure or nationalize
the banks'and leave taxpayers alone. Remove the toxic assets, replace management and cut the too-big-
to-fail financial dinosaurs into smaller, nimbler entities. Then reprivatize these smaller banks and let the
recovery begin.

Oh, if it were that simple. I suspect Obama's advisers would like nothing more than to dismantle an
irresponsible firm such as Citigroup. They are afraid to do so, for one reason: All the big banks are
connected to a potentially lethal web of paper insurance instruments called credit default swaps. These
paper derivatives have become our financial system's new master.

The theory holds that dismantling a big bank could unravel this paper market, with catastrophic global
financial consequences. Or not. Nobody knows, because the market for these unregulated financial
derivatives, amounting potentially to over $40 trillion (by comparison, global gross domestic product is
now not much more than $60 trillion), is the financial equivalent of uncharted waters.

Geithner has reason to be terrified. He was part of the Henry Paulson-led team that underestimated the
devastating global-contagion effect of the collapse of Lehman Brothers. Geithner won't make the
mistake of underestimation again.

Geithner also knows that the mood in Congress has changed. Were a global financial brush fire to break
out as a result of bank restructuring or nationalization, today's populist Congress might just let it burn.
Congressional anger is likely to i ify when policymakers realize that credit default swaps demand a
stream of premium payments like a life insurance policy, not just a payment due at termination. And

tof3 3/12/2009 4:31 PV
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recent signs indicate that firms such as Citjgroup..in recycling their taxpayer bailout funding, may have
helped other financial firms, including some in Europe, meet these payment obligations.

In addition, Geithner worries that because the troubled insurance giant American International Group
(AIG) is a conduit for the banks' use of credit default swaps, a collapse of AIG (as an unintended
consequence of dismantling the big banks) could be catastrophic. AIG's more than 300 million terrified
holders of i lated in and pension funds, who have investments totaling $20 trillion
(U.S. GDP is $14 trillion), could suddenly rush for redemptions - the equivalent of a run on a bank.
Geithner would face a worldwide insurance collapse to accompany his global banking collapse.

Or again, maybe not. Nobody knows.

Here's another likely Geithner fear -- that Congress forces the banks' bondholders to take a hit. So far,
only stockholders have lost out because of the banking crisis. One reason for the fragility in the credit
default swap market of late is that markets fear that bank bondholders, who today are protected even
before U.S. taxpayers, could soon see their status change. The worry is that if even bondholders are put
at risk, U.S. and foreign investors alike would stop financing all corporate America. The administration

says that won't happen, but market participants believe (probably correctly) that this White House can't
control Congress.

So our Treasury secretary has no choice but to talk of bank stress-testing and other tactics to buy time
before the big bank bailout. Notice that the president's budget already ins a i y fund of
up to $750 billion for a future bank bailout -- a politically shrewd number that roughly matches the size
of the Paulson bailout. The true cost is likely to be two or three times as much, unless some last-minute
intellectual breakthrough -- a tax holiday for derivatives? -~ arises. .

The Obama team needs to remember that we got into this mess because of a lack of financial
transparency. It's time to tell the American people what the stock market already knows: that the path
to recovery will probably be expensive and politically unpopular, perhaps explosively so. This dire
situation could take us all down, which is why Obama should name a proven, world-class problem-
solver who is not from Wall Street as his bank workout czar. James Baker, the former Republican
secretary of state and Treasury secretary, comes to mind. Other possibilities: former Democratic
senators Bill Bradley or George Mitchell. Perhaps the White House should name a team.

11,

In the end, at least one thing is certain: Our p position is The longer we delay fixing
the banks, the faster the economy deleverages, the more credit dries up, the further the stock market
falls, the higher the uitimate bank bailout price tag for the American taxpayer, and the more we risk
falling into a financial black hole from which escape could take decades.

David M. Smick is a global financial strategist and the author, most recently, of "The World Is
Curved: Hidden Dangers to the Global Economy."
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Mr. KuciNicH. The Chair recognizes a former chair of the Gov-
ernment Oversight Committee, Mr. Burton of Indiana. Thank you
for being here, Mr. Burton.

Mr. BURTON. Thank you, Mr. Chairman. Thank you for having
this hearing.

You look the same in person as you do on TV. [Laughter.]

I will tell you, Mr. Kashkari, I don’t think there is a Member of
Congress that really knows where all this money has gone. And I
think that is one of the biggest problems we have, is we go back
to our constituents and they say, “Well, where are you spending all
this money?” And we can’t give them an answer. And we say,
“Well, you just have to trust Mr. Kashkari and the Secretary of the
Treasury and it will get done.”

Today I see here that $8 billion of the TARP money that was
given to Citigroup went to Dubai, a billion by J.P. Morgan Treas-
ury Services was used in development of cash management and
trade finance solutions in India, 57 billion investment by Bank of
America in China Construction Bank Corp. We need to have a com-
plete run-down, or as complete as possible, so we can explain to our
constituents why we are doing this and what the end result is
going to be. We can’t do that right now. And we are supposed to
grant you and other members of the administration the funds that
are necessary to get this economy moving. For us to be able to do
that, we need to be able to convince our constituents that it is the
right thing to do.

And we can’t do that right now. The people back home are mad-
ger than hell about what is going on, and they need to have the
acts.

The other thing is currently only the largest 20 recipients of
TARP CP fund are required to file reports of any type with TARP
overseers. The other 297 financial institutions do not. I think that
should be much broader. I think there should be a report that goes
to the TARP overseers, but also to the Congress of the United
States. You are going to have a much easier time when you come
up here, Mr. Kashkari, if we have the facts so we can go back home
aﬁld at least make the case that this Government is doing the right
thing.

Every time I got home, people say, “Gosh, you spent $700 billion
on TARP, you spent $787 billion on the stimulus package, you
spent $408 billion or $10 billion yesterday, I mean, we are talking
about trillions of dollars.” And then Geithner over at Treasury says
he’s going to have to put $2 trillion or $3 trillion into the financial
institutions to get them up and running the way they should.

And we all want the economy to flourish. But we have to have
the facts. I really hope you will take this to heart. I know that you
hear all this stuff, and you say, “Oh, my gosh, I wish these guys
would shut up.” But if you want to have the American people to
be supportive, we have to have the facts.

With that, Mr. Chairman, I yield back the balance of my time.

Mr. KucinicH. I want to thank the gentleman from Indiana. I
just want to say in support of your statement I have here a news
release from Citigroup with a headline, Citi arranges more than $8
billion for Dubai. They received $25 billion in bailout funds on, I
believe it was October 26th. And this news release is dated Decem-
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ber 14, 2008. Without objection, this will be submitted to the
record.
[The information referred to follows:]



31

Citi Arranges More Than $8 Billion for Dubai http://www citigroup.comvciti/press/2008/081215a. htm

toft

Py}
citi
For immediate Refease

Citigroup inc. (NYSE: C)
December 14, 2008

Citi Arranges More Than $8 Billion for Dubai

Dubai -~ Citi today announced that it has recently arranged more than $8 bilion of financing for Dubai public sector entities. "This is inline
with our commitrent to the UAE market in general, and reflects our positive outiook on Dubai in particuler,” said Citi's Chairman, Sir Win
Bischoff.

“We continue to place the Gulf region among our giobally most significant markets, and we certainly see opporiunities across all of the
UAE's financial sectors. In the last two years, we've participated in most major financing transactions across the region including the
UAE." he said.

Pregent in the LAE since 1984, the firm recently strengthened its regionat coverage through important treastiry, equity and investment
banking appeintments in Dubai. 1t has relocated its global co-head of investment banking to Dubai, and expanded debt markets business
in Dubai by transfening from London its co-head of Ewrope, Middle East and African capital markets to oversee businesses including
M&A, leverage and project finance.

Moharamed Al-Shroagi, Managing Director for the Middle East and Chief Executive Officer for Citi in the UAE, said: “We are quite
positive about the UAE's prospects and Dubai in particuiar as one of the workd's fastest growing intermnational financial centers, evident in
our decision to move our headquarters for the region to Dubal, and te strengthen our regional coverage teams through key appointments.
based at the DIFC.”

“"Since commencing our DIFC-based operations in mid 2006, we've seen major ion in our regionat and i foothold in
fine with our fong term objective of i ibuting to the of the regior's capital markets by wifizing our global
platform,” continued A-Stroogi.

Citi has been in the Arab World for nearly 50 years and views the region as critical to its giobai franchise. It is curently present in ten
Arab courtries including Egypt, UAE, Lebanon, Jordan, Turisia, Morocco, Algeria, Bahrain, Qatar and Kuwait. tn 2005, Citi joined the
Dubal Internationat Financiat Exchange (DIFX) as an individual clearing and trading member.
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Mr. KuciNiCcH. The Chair recognizes, I think Mr. Kennedy is
next, Mr. Kennedy from Rhode Island. Thank you for being here.
You may proceed.

Mr. KENNEDY. Thank you, Mr. Chairman.

Following up the former chairman from Indiana about Dubai,
Bank of America sent $7 billion to China Construction Bank Corp.
after it received funds from U.S. tax dollars, Mr. Chairman.

I think the frustration that we all have here, and I heard it from
my constituents last week, was that they are prepared, as one of
my constituents said, “We are prepared to take our medicine. But
we want to make sure we take it the same as everybody else.” They
don’t see themselves as taking their medicine the same as every-
body else. They see us aggregating the profits of the very wealthy
in this country, and socializing the loss of the middle class in this
mess that we have here.

They see their tax dollars going to pay off those who have sav-
ings, those who have dividends, those who have made out the best
in the 1980’s and 1990’s during this great wealth that has been
made and accrued over the last several decades, while they, the
people who are the wage earners in this country, the people who
don’t have savings, the people who are paying payroll taxes, are
bailing out the very wealthiest in this country.

There is something inherently wrong in this picture. And they
are not about to have the wealthiest in this country be the only
ones with a voice down here. What’s inherently wrong here is that
we're aggregating the profits and socializing the losses, and we're
not making sure that the medicine is shared equally amongst all
the American people in terms of how we’re making sure that we’re
all getting back on track evenly here. That, I think, Mr. Chairman,
is what we need to get about doing, so that we’re not making sure
that just a few of the people, the American people are the ones who
are left paying the bill here, and left letting all these others get off
scot-free.

Mr. KucCiINICH. I want to thank the gentleman from Rhode Island
and thank him for being on the subcommittee.

The Chair now recognizes the gentlelady from California, Ms.
Watson.

Ms. WATSON. I want to join with my colleagues in thanking you
for holding today’s hearing.

The Emergency Economic Stabilization Act of 2008 authorized
the TARP program for the disbursal of $700 billion of taxpayers’
money in two tranches to attempt to restore liquidity and stability
to the financial system. To date, the Treasury Department has
committed approximately $299.6 billion to the TARP funds to par-
ticipating financial institutions.

With nearly half of the allocated TARP money drawn down, and
an economy which continues to shed jobs and capital daily, it is
crucial that today’s hearing gives us an honest perspective on the
Treasury Department’s efforts to regulate the use of TARP funds
and insight into how to guarantee that these funds are effectively
spent in a manner that maximizes the eventual returns to tax-
payers.

While increasing liquidity to our banking system is a key consid-
eration for the Treasury Department in orchestrating and distrib-
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uting the TARP funds, it is also a legally mandated responsibility
of the Treasury Department to maintain internal control of these
funds to prevent waste and abuse of the taxpayers’ money. The cur-
rent global economy crisis is a result of a systemic unwillingness
on behalf of institutions and individuals at all levels to routinely
self-examine their financial practices to verify that they are respon-
sible and sustainable in the long run. Now, as we continue to im-
plement an unprecedented reorientation of the relationship be-
tween business and government, it is critical that we apply this les-
son to the actions of the Treasury Department and to all of the
TARP recipient institutions.

Mr. Chairman, I would particularly like to thank each of today’s
panelists for cooperating with this committee. I sincerely hope that
the testimony we hear today will provide us with a detailed assess-
ment of the ways institutions have utilized their TARP funds and
the ability of the Treasury Department to oversee the transactions.

When we go home to our districts, as other Members have de-
scribed, we get inundated with telephone calls and personal visits,
“what is going on?” “When can I lower my mortgage payment?”
“When can I have the interest lowered?” “What are you doing?”
And these angry calls are constant. So I would like to take back
information when I go back to the district tomorrow based on what
we hear from the witnesses that will address their concerns.

So I thank you very much, Mr. Chairman, for this very signifi-
cant hearing today. I yield back.

[The prepared statement of Hon. Diane E. Watson follows:]
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Opening Statement
Congresswoman Diane E. Watson

“Peeling Back the TARP: Exposing Treasury’s Failure to
Moenitor the Ways Financial Institutions are Using Taxpayer
Funds Provided Under the Troubled Asset Relief Program”

Subcommittee on Domestic Policy
Oversight and Government Reform Committee

Wednesday, March 11, 2009
2154 Rayburn HOB
10:00 A M.

Thank you Mr. Chairman for holding today’s
important hearing on the Department of Treasury’s
oversight of the use of funds by Troubled Asset Relief
Program recipients. The Emergency Economic
Stabilization Act of 2008 authorized the TARP program
for the dispersal of $700 billion of taxpayers’ money in
two tranches to attempt to restore liquidity and stability

to the financial system.
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To date the Treasury Department has committed
approximately $299.6 billion of the TARP funds to

participating financial institutions.

With nearly half of the allocated TARP money
drawn down and an economy which continues to shed
jobs and capital daily, it is crucial that today’s hearing
gives us an honest perspective on the Treasury
Department’s efforts to regulate the use of TARP funds,
and insight into how to guarantee that these funds are
effectively spent in a manner that maximizes the

eventual returns to taxpayers.

While increasing liquidity to our banking system is
a key consideration for the Treasury Department in

orchestrating the distribution of TARP funds, it is also
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a legally mandated responsibility of the Treasury
Department to maintain internal control of these funds

to prevent waste and abuse of taxpayers’ money.

The current global economic crisis is a result of a
systemic unwillingness on behalf of institutions and
individuals at all levels to routinely self-examine their
financial practices to verify that they are responsible
and sustainable in the long run. Now, as we continue to
implement an unprecedented reorientation of the
relationship between business and government it is
critical that we apply this lesson to the actions of the
Treasury Department and to all of the TARP recipient

institutions.
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Mr. Chairman, I would like to thank each of
today’s panelists for cooperating with the committee. I
sincerely hope that today’s testimony will provide us
with a detailed assessment of the ways institutions have
utilized their TARP funds, and the ability of the

Treasury Department to oversee these transactions.

Thank you and I yield back the remainder of my

time.
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Mr. KuciNicH. I thank the gentlelady for her constant participa-
tion in these subcommittee meetings.

The Chair recognizes Mr. Tierney of Massachusetts.

Mr. TIERNEY. Mr. Chairman, I am prepared to go to the witness
when we can. Thank you.

Mr. KuciNicH. I thank the gentleman for his presence here.

If there is no other Member of Congress or of this committee who
is ready to proceed, we are going to now move to introducing our
first panel. Mr. Neel Kashkari was designated as the Acting In-
terim Assistant Secretary of the Treasury for Financial Stability on
October 6, 2008. He was asked by the new administration, the
Obama administration, to stay on for the sake of continuity and
continues to serve in a difficult role during this transition. In this
capacity, Mr. Kashkari heads the Office of Financial Stability,
which oversees the Troubled Asset Relief Program.

He is also the Assistant Secretary of the Treasury for Inter-
national Economics and Development. Mr. Kashkari joined the
Treasury Department in July 2006 as senior advisor to U.S. Treas-
ury Secretary Henry Paulson, Jr. In that role, he was responsible
for developing and executing the Department’s response to the
housing crisis, including the formation of the Hope Now Alliance,
the development of the Sub-prime Fast Track Load Modification
plan, and the Treasury’s initiative to kick-start a covered bond
market in the United States.

Prior to joining the Treasury Department, Mr. Kashkari was a
vice president at Goldman Sachs & Co. in San Francisco.

Mr. Kashkari, I want to thank you for being before this sub-
committee today. I know I speak for all the Members in saying
that. And we are looking forward to your testimony.

As you know, it is the policy of the Committee on Oversight and
Government Reform to swear in all witnesses before they testify.
I would ask that you please rise and raise your right hand.

[Witness sworn. ]

Mr. KuciNicH. Thank you.

Let the record reflect that the gentleman answered in the affirm-
ative.

We have already, at the beginning of this hearing, I had a unani-
mous consent for Mr. Kashkari to have 10 minutes if he needs it,
10 minutes, if you need it, sir, so that you will have sufficient time
to make your statement.

STATEMENT OF NEEL KASHKARI, ACTING INTERIM ASSIST-
ANT SECRETARY FOR FINANCIAL STABILIZATION, DEPART-
MENT OF TREASURY

Mr. KAsHKARI. Thank you, Mr. Chairman, good morning. Thank
you, Chairman Towns, Ranking Member Jordan, Ranking Member
Issa and members of the subcommittee. I appreciate the oppor-
tunity to appear before you today.

As you know, I was appointed by the prior administration, and
the Obama administration asked me to remain at Treasury for a
brief period to help with the transition. I am honored to provide
whatever help I can to the new administration.

The American people provided Treasury with broad authorities
under the Emergency Economic Stabilization Act to stabilize the fi-
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nancial system. And it is essential we communicate our actions in
a clear and transparent manner to maintain their trust. Today I
will briefly review the actions Treasury has taken to stabilize the
financial system and describe the steps we are taking to monitor
the activities of recipients of Government capital.

Many years in the making, the credit crisis erupted during the
summer of 2007. Last year, the crisis intensified and our major fi-
nancial institutions came under severe pressure from deteriorating
market conditions and the loss of confidence. In a short period of
time, several of our largest financial institutions failed. In March,
Bear Stearns. In July, Indy Mac. In September, we witnessed the
conservatorship of Fannie Mae and Freddie Mac, the rescue of AIG,
the bankruptcy of Lehman Brothers, the distress sale of Wachovia
and the failure of Washington Mutual. Eight major U.S. financial
iristitutions effectively failed in 6 months, six of them in September
alone.

This stress was reflected in something called the LIBOR-OIS
spread. It is a key measure of risk in the financial system. Typi-
cally, 5 to 10 basis points. On September 1st, the 1-month spread
was 47 basis points. By the 18th, when Treasury and the Fed went
to the Congress, the spread had climbed to 135 basis points. By the
time the bill passed, just 2 weeks later, the spread had nearly dou-
bled again to 263 basis points. Credit markets continued to deterio-
rate and the spread, just 1 week later, spiked to 338 basis points,
almost 50 times normal levels. Our Nation was faced with the po-
tential imminent collapse of our financial system.

So many people asked me, what if the financial system had col-
lapsed? Businesses of all sizes might not have been able to access
funds to pay their employees, who then wouldn’t have money to
pay their bills. Families might not have been able to access their
retirement funds. Basic financial services might have been dis-
rupted. The severe economic contraction and large job losses we are
now experiencing were triggered by the credit crisis. However, had
the financial system collapsed, this recession, including terrible job
losses and numerous foreclosures, could have been far, far more se-
vere.

Now, a program as large and complex as the TARP would nor-
mally take many months or even years to establish. But we didn’t
have months or years. We moved as quickly as possible to imple-
ment programs to rapidly stabilize the system and prevent col-
lapse. In the 159 days since Congress passed the law, we have suc-
cessfully implemented the capital purchase program, having now
invested in 489 institutions in 47 States and Puerto Rico, 478
banks in 47 States. With approximately 30 new investments each
week, the median investment is $16 million. The vast majority of
these institutions are banks in our communities.

Treasury also helped the Federal Reserve establish a lending
program to reduce borrowing costs for consumers, including auto
loans, student loans, credit cards, and small business loans. And
that will begin funding this month. We are planning to expand this
lending initiative to include other asset classes, such as commercial
mortgage-backed securities.

Under Secretary Geithner’s new financial stability plan, Treas-
ury also announced a new capital assistance program and launched
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a multi-part housing program to reduce borrowing costs and to en-
courage long-term sustainable loan modifications.

Finally, we are developing a public-private asset fund to pur-
chase illiquid assets from banks, also to support new lending.

Now, during this time, Treasury has unfortunately had to step
in to stabilize several large institutions whose failures would pose
a systemic risk to our financial system and to our economy. We re-
gretted having to take these actions, to put so many taxpayer dol-
lars at risk to support firms that had made bad decisions. But our
choice was clear, when the consequences of inaction so severe, and
the potential cost to the taxpayers of inaction so much greater than
the cost of intervention.

Today, that LIBOR-OIS spread which had peaked at 338 basis
points has now fallen to 34 basis points. We believe the combined
actions of Treasury, the Federal Reserve and the FDIC have pre-
vented a financial collapse. But we still have much more work to
do to get credit flowing to our communities.

Now, in terms of monitoring. In January, Treasury began collect-
ing data from the 20 largest recipients of capital under the CPP,
representing almost 90 percent of the capital deployed under that
program.

Mr. KENNEDY. Mr. Chairman, could I just interrupt just for a
second here?

Mr. KUCINICH. It is not customary to interrupt a witness. So un-
less it is something urgent, I would prefer that Mr. Kashkari pro-
ceed with his statement.

Mr. KENNEDY. OK. Thank you, Chairman.

Mr. KuciNicH. Thank you.

Mr. KASHKARI. We published our first monthly lending survey in
February. This survey shows bank by bank the lending and inter-
mediation activities of institutions by category, such as consumer,
commercial and real estate loans. This survey is published monthly
on Treasury’s Web site.

Now, in recessions, credit levels typically fall, as both borrowers
and lenders become more cautious. The first survey shows that
lending held up remarkably well despite one of the most severe
quarterly economic contractions in recent decades. Without capital
from Treasury, those lending levels would likely have been much
lower. And we are also developing a narrower survey for smaller
institutions that receive Government capital to monitor their lend-
ing monthly. So we will be serving all institutions.

And the new CAP program that Secretary Geithner has an-
nounced will also require institutions to indicate their expected use
of funds and to increase and track lending against a baseline so we
can monitor that.

Now, with investments in almost 500 institutions and hundreds
more in the pipeline, we must ensure that our investments are tar-
geted at stabilizing the economy. But we must also take great care
not to try to micromanage recipient institutions. However well-in-
tended, Government officials are not positioned to make better
commercial decisions than lenders in our communities. The Gov-
ernment must not attempt to force banks to make loans they are
not comfortable with, nor should we try to direct the lending from
Washington. Bad lending practices were at the root cause of this
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cris%s, and returning to those practices will not help end the tur-
moil.

The EESA was one of several initiatives taken by the Federal
Government to stabilize the financial system, an absolutely nec-
essary precondition to economic recovery. We believe the combined
actions of Treasury, the Federal Reserve and the FDIC have helped
prevent a financial collapse. Nonetheless, the current crisis took
years to buildup and will take time to work through. And we still
face real economic challenges.

There is no single action the Federal Government can take to
end the financial market turmoil and end the economic downturn.
But the authorities Congress provided last fall dramatically ex-
panded the tools available to address the needs of our system.

Mr. Chairman, I would just add, I know many members of the
subcommittee have many questions. I have cleared my day, I am
happy to stay as long as you would like and answer all of your
questions in as thorough a manner as possible. Thank you, sir.

[The prepared statement of Mr. Kashkari follows:]
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Interim Assistant Secretary for Financial Stability Neel Kashkari

Testimony before the House Committee on Oversight and Government Reform,
Subcommittee on Domestic Policy

March 11, 2009

Good morning. Mr. Chairman, Ranking Member Jordan, and Members of the Subcommittee,

thank you for asking me to testify before you today. As you know, [ was appointed by the prior
Administration. The Obama Administration asked me to remain at Treasury for a brief period to
help with the transition. | am honored to provide whatever help I can to the new Administration.

The American people provided Treasury with broad authorities under the Emergency Economic
Stabilization Act (EESA) to stabilize the financial system and it is essential we communicate our
actions in a clear and transparent manner to maintain their trust. Today, I will briefly review the
actions Treasury has taken to stabilize the financial system and describe the steps we are taking
to monitor the lending activities of the recipients of government capital.

Many years in the making, the credit crisis erupted during the summer of 2007. Last year, the
crisis intensified and our major financial institutions came under severe pressure from
deteriorating market conditions and the loss of confidence. In a short period of time several of
our largest financial institutions failed. In March - Bear Stearns. In July - IndyMac. In
September, we witnessed the conservatorship of Fannie Mae and Freddie Mac, the bankruptcy of
Lehman Brothers, the rescue of AIG, the distressed sale of Wachovia, and the failure of
Washington Mutual. Eight major U.S. financial institutions effectively failed in 6 months — six of
them in September alone.

This stress is reflected in the LIBOR-OIS spread, which is a key measure of risk in the financial
system. Typically, 5 — 10 basis points, on September 1, 2008 the one month spread was 47 basis
points. By the 18th, when Treasury and the Fed first went to Congress, the spread had climbed
to 135 basis points. By the time the bill passed, just two week later on October 3, the spread had
nearly doubled to 263 basis points. Credit markets continued to deteriorate and, just one week
later, the spread had spiked to 338 basis points — almost 50 times normal levels. Our Nation was
faced with the potential imminent collapse of our financial system.

What if the financial system had collapsed? Businesses of all sizes might not have been able to
access funds to pay their employees, who then wouldn’t have money to pay their bills. Families
might not have been able to access their retirement funds. Basic financial services could have
been disrupted. The severe economic contraction and large job losses we are now experiencing
were triggered by the credit crisis. However, had the financial system collapsed, this recession,
including terrible job losses and numerous foreclosures, could have been far, far more severe.
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A program as large and complex as the TARP would normally take many months or years to
establish. But, we didn't have months or years. We moved as quickly as possible to implement
programs that would rapidly stabilize the system and prevent collapse. In the 159 days since
Congress passed the EESA, we have successfully implemented the Capital Purchase Program
(CPP), having now invested in 489 banks of all sizes in 47 states and Puerto Rico, with
approximately 30 new investments per week. The median investment is $16 million. Treasury
also helped the Federal Reserve establish a lending program to reduce borrowing costs for
consumers, including auto loans, student loans, small business loans and credit cards, which will
begin funding this month. We are planning to expand this lending initiative to include other
asset classes, such as commercial mortgage-backed securities. Under the new Financial Stability
Plan, Treasury also announced a new Capital Assistance Program (CAP) and launched a multi-
part housing program to reduce borrowing costs and encourage long-term sustainable loan
modifications. Finally, we are developing a public-private investment fund to purchase illiquid
assets from banks to support new lending.

During this time, Treasury has unfortunately had to step in to stabilize several large institutions
whose failures would pose a systemic risk to our financial system and economy. We regretted
having to take these actions — to put so many taxpayer dollars at risk to support firms that had
made bad decisions. But the choice was clear when the consequences of inaction were so severe
— and the potential cost to taxpayers of inaction so much greater than the cost of intervention.

Today, the LIBOR-OIS spread has fallen from a peak of 338 basis points to 34 basis points. We
believe the combined actions of Treasury, the Federal Reserve and FDIC have prevented a
financial collapse, but we still have much more work to do to get credit flowing to our
communities.

Monitoring Lending

in January, Treasury began collecting data from the twenty largest recipients of capital under the
CPP, representing almost 90% of CPP capital investments. We published our first monthly
lending survey in February. This survey shows, bank by bank, the lending and intermediation
activities of institutions by category, such as consumer, commercial and real estate loans. This
survey is published monthly on Treasury’s website. In recessions, credit levels typically fall as
both borrowers and lenders become more cautious. The first survey shows that lending held-up
remarkably well despite one of the most severe quarterly economic contractions in decades.
Without capital from Treasury, lending levels would likely have been much lower. We are also
developing a narrower survey for smaller institutions that receive government capital to monitor
their lending monthly. And the new CAP program will require institutions to indicate their
expected use of funds and to increase and track lending against a baseline.

With investments in almost 500 institutions, and hundreds more in the pipeline, we must ensure
that our investments are targeted at stabilizing the economy but we must also take great care not
to try to micromanage recipient institutions. However well-intended, government officials are
not positioned to make better commercial decisions than lenders in our communities. The
government must not attempt to force banks to make loans whose risks they are not comfortable
with or attempt to direct lending from Washington. Bad lending practices were at the root cause
of this crisis. Returning to those practices will not help end this financial turmoil.
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Conclusion

The EESA was one of several initiatives taken by the Federal government to stabilize the
financial system — a necessary precondition to economic recovery. We believe the combined
actions of Treasury, the Federal Reserve and FDIC have helped prevent a financial collapse.
Nonetheless, the current crisis took years to build up and will take time to work through, and we
still face real economic challenges. There is no single action the Federal government can take to
end the financial market turmoil and the economic downturn, but the authorities Congress
provided last fall dramatically expanded the tools available to address the needs of our system.

Thank you.

Attachment 1: LIBOR-OIS Chart
Attachment 2: Treasury Lending Snapshot
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Attachment 1: LIBOR-OIS Chart

400 e e e o e ot i < e e

a
o

[
=3
S

~N
&
<

Draft

Legislation \
LEH\

Bear FNM/FRE

\:ndyMac

»n
=3
-3

Beginning
of Credit
Crisis

1-Month LIBOR-OIS Spread (basis points)

g g
P
/c)

'3
«

Apr-07 Jul-07 Nov-07 Feb-08 May-08 Aug-08 Dec-08 Mar-09



46

February 17, 2009
TG-30

Treasury Releases First Monthly Bank Lending Survey

Despite Economic Downturn, Top 20 Banks Receiving Government Funds Continued Lending
Activities; Survey Reflects Administration’s Commitment to Greater Transparency, Communication
Around Financial Stability Programs

WASHINGTON-- The U.S. Department of the Treasury released today its first monthly bank lending survey
designed to provide new, more frequent and more accessible information on banks' lending activities to help
taxpayers easily assess the lending and other activities of banks receiving government investments.

Despite the negative effects of the economic downturn and unprecedented financial markets crisis, the first
survey of the top 20 recipients of government investment through the Capital Purchase Program (CPP)
found that banks continued to originate, refinance and renew loans from the beginning of the program in
Qctober through December 2008,

in the face of severe economic deterioration during this period--unemployment rose from 6.5 to 7.2 percent
and more than 1.5 million jobs were lost as real GDP decreased by 3.8 percent--lending levels largely held
steady and would have likely been lower absent capital provided to banks through CPP. The CPP directly
infuses capital into viable banks, stabilizing the financial system and enabling banks to continue to play their
vital roles as providers of credit to businesses and consumers. Some 400 banks in 47 states have
participated since the program began.

As part of its commitment to greater transparency, Treasury will release a monthly survey summarizing the
lending and other activities of the top 20 CPP recipients and post the findings on its web site. Today's survey
tracks lending activity through the first three months of the CPP program, and subsequent reports will reflect
data from the previous month.

Overall, loan origination and underwriting activities were weak from October to November 2008 but picked
up from November through December, fueled by falling mortgage i