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Chairman Frank and members of the Committee, my name is Edward L. Yingling. I am
President and CEO of the American Bankers Association (ABA). ABA works to enhance the
competitiveness of the nation's banking industry and strengthen America’s economy and
communities. Its members — the majority of which are banks with less than $125 million in assets —
represent over 95 percent of the industry’s $13.6 trillion in assets and employ over 2 million men

and women.

We appreciate the opportunity to testify on the current status of the Capital Purchase
Program (CPP) and to provide suggestions on the future use of Troubled Asset Relief Program
(TARP) funding. The CPP became a prominent part of the TARP, which was authorized under the
Emergency Economic Stabilization Act (EESA). The CPP has helped calm financial markets and

continues to be an extremely important tool to promote renewed economic growth.

The ABA sees this hearing and the legislation that is being proposed as an opportunity for a
new beginning on the CPP and TARP. Everyone is frustrated about the current confused situation
— the public, the Congress, and, I can assure you, traditional banks. Strongly capitalized banks that
never made one subprime loan and that are the foundation for an economic recovery find
themselves lumped together with failing institutions and institutions that helped cause this crisis.
This is not fair and it is harmful to our economy. We are committed to work with this Committee
and the Congtress to clarify once and for all the purpose of the CPP, target the remaining TARP
money where it will do the most good, and to provide the transparency needed to restore public
confidence. As this statement shows, the non-bank credit markets are not working. All roads point
to traditional, regulated, FDIC-insured banking as the foundation for a solid recovery — through the

expansion of bank lending and, as the Chairman has stated, through applying bank-like regulation to
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other sectors of the financial services industry. It is time to put together a plan that will get the job

done and that has the clarity to restore public confidence.

Unfortunately, there has been much confusion between the CPP program, which was
designed to provide capital to healthy banks, and non-CPP TARP money used to support troubled
institutions, like AIG, General Motors and Chrysler. The bottom line is that the traditional banks
that have been making loans in communities for decades should not be lumped together with other
institutions that are in need of financial support. Traditional banks and bankers are a major part of

the solution to our economic difficulties, and policies should be designed to support their efforts.

This confusion between capital for healthy banks and bailouts for weak firms is a source of
great frustration to banks, but more importantly can lead to confusion about policy. While there
were some FDIC-insured banks in a weakened position when the EESA was considered, the
emergency program was driven by severe problems at firms that were not banks, such as Bear
Stearns, Fannie Mae and Freddie Mac, and AIG. In suddenly announcing the CPP, the Treasury
was responding to foreign governments, which had acted to support institutions that were far less
capitalized than U.S. banks. However, commentators often fail to realize the situation was different:
the vast majority of U.S. banks were well-capitalized and had nothing to do with making toxic
mortgage loans. Unfortunately, when the capital program was announced, the headlines read “Bank
Bailout.” To my knowledge, no one in the banking industry requested a capital program prior to the
day when nine of the largest banks were “requested” by Treasury and the Federal Reserve to use the

newly created CPP.

ABA greatly appreciates the consistent statements by members of this committee, and
particularly its leadership, that the regulated banks were not the cause of the problem and have
generally performed well. Not only did the regulated banks not cause the problem, they are the

primary solution to the problem as both regulation and markets move toward the bank world.

Certainly, some FDIC-insured banks did become caught up in the mortgage bubble, but the
great majority did not. Furthermore, banks are negatively affected when the economy in their local
communities deteriorate. But it is important to recognize the sound underpinning that banks still
provide for the economy and the fact that the bank regulatory model is now the basis for regulation

for non-banks, some of which are now converting to bank holding companies.
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Thousands of banks across the country did not make toxic subprime loans, are strongly
capitalized, and are ready to lend; but they cannot do so if misguided policies increase their
regulatory costs and provide disincentives to lend. Banks already face significantly higher costs from
increases in deposit insurance premiums. And banks are already receiving contradictory government
signals about lending, being told to use CPP capital to make new loans and, in some cases, being

told by bank examiners not to increase lending because the risk is too great.
The ABA makes the following four recommendations for the future of TARP:

» Segregate the CPP program from other TARP programs
We would urge that the uses of TARP funds be clearly identified by the next
Administration and Congress. In a recent letter to the TARP Congressional Oversight
Panel, the Treasury did break out the various programs. However, in general the media,
the public, the Congtress, and the industry do not have a clear picture as the TARP funds
have been used in so many different ways. There should be clearly defined buckets — for
example, for the CPP, for foreclosure prevention, and for systematically important
troubled institutions. Without clear delineation, policy becomes muddled. There are real
differences between the CPP program — a voluntary program for healthy banks — and
the various injections of TARP money into troubled institutions; and yet the media, in

particular, often lumps them together.

The policy prescriptions for each program clearly should be different. In addition,
without clear delineation, Congressional oversight will not work effectively.
Furthermore, the costs for each program should be kept separate. For example, as
outlined below, ABA believes the government is almost certain to make a significant

profit from the CPP program.

» Fully fund the Capital Purchase Program as originally announced
Banks continue to lend, and the CPP will help to further support expanded bank lending
by healthy banks. It would be most unfair, and would result in competitive inequality,
for the program not to be fully funded for community banks. Today, there are still no
term sheets available for over 3,000 healthy banks. These banks are mutual savings

banks and S-corporation banks and account for over one-third of the banking industry.

AMERICAN BANKERS ASSOCIATION



January 13, 2009

Furthermore, there are hundreds of banks that have applied for funding, met the
required safety and soundness standards, and have received regulatory approval — but

have not received funding.

Of the $350 billion initial TARP allocation, $250 billion was set aside for the CPP
program. We believe the commitment should be honored. Thus, we recommend that
TARP money be used to complete the CPP as originally contemplated — this is critical to
assure competitive equity among banks and in order that all communities have the
opportunity for their banks to participate so that increased credit availability will spread
across the country. For example, in many New England states, mutual institutions are
an important segment of the banking system, and yet they are not currently able to
participate in the CPP. That means New England will not have as much credit
availability going forward as other parts of the country. In many communities around

the country, no bank may currently be eligible.

» Use TARP Funding for Distressed Homeowners
The ABA supports the use of TARP funding to help distressed homeowners and lessen
the number of foreclosures. The housing bubble is still at the core of the economic
problem, and it needs to be addressed directly by government policy. The program put
forward by the FDIC recently is a model that ABA supports, and we provide specific

suggestions for improving it later in this testimony.

» Coordinate the CPP with other programs so as to avoid conflicting messages and
disincentives to lending
It is critical to achieve the right balance between making sure banks are following sound
policies and encouraging innovation and lending. Regulators certainly should be
carefully reviewing banks and their capital, borrowing, and lending policies. However, a
regulatory overreaction that signals to banks to pull back on certain types of lending will

only exacerbate the credit crunch.
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Finally, before explaining these suggestions in further detail, I would like to reiterate the
points in my last testimony before this committee concerning mark-to-market accounting. Since
CPP is now focused on creating additional capital, it must be noted that the misapplication of mark-
to-market or “fair value” accounting in today’s situation, particularly when there is no functioning
market, has unnecessarily destroyed billions of dollars in capital. We appreciate the comments that
you have made in this regard, Mr. Chairman, as well as the work of Ranking Member Bachus on

seeking changes on the mark-to-market issue.

These accounting issues badly need to be addressed in the short term — for year-end 2008
reporting — as well as reconsidered in the longer term. Furthermore, ABA once again urges this
committee to address the way accounting rules are made in its regulatory restructuring review this
year in order to ensure that the standard-setting process is subject to adequate public accountability
and that consideration of the practical impact of proposed standards is an important element in the

consideration and development of new accounting standards.

I. Segregate the Capital Purchase Program for Banks from Other TARP

Programs

There is great confusion about TARP, particularly with the media and the public. Itis no
wonder, with all the various twists and turns that the program has taken. Originally, the TARP, as
the name implies, was for the purchase of troubled assets. Then in a matter of days after enactment,
everything changed. After some European countries announced that governments were going to
put capital in banks and, apparently, foreign government pressure for the U.S. to do the same,
overnight the policy shifted to putting capital in U.S. banks. As is widely known, the leaders of nine
large banks were called to Washington with no notice and “requested” to take the capital. Several of

them had just raised private capital.

To my knowledge, no one in the banking industry requested a capital program; the ABA
certainly did not. The announcement of the program really harmed the perception of our banking
industry. Commentators jumped to the conclusion that many banks must be capital deficient and in
trouble. They did not understand that U.S. banks were much more heavily capitalized than the
European banks receiving capital, nor that about 98 percent of the U.S. banks were well capitalized.

Also, the purpose of the program, as announced at that time, was to unfreeze the international credit
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markets, particularly the interbank lending market. The idea of increasing domestic lending was not

at the forefront at that time.

As the program was extended beyond the initial nine banks to other banks, it evolved that
the program was to focus on healthy banks and its purpose was to promote the availability of
credit. This focus is the exact opposite of the capital injection programs for weak banks in Europe
and elsewhere; it is also the opposite of other uses of TARP and other government funds to help
systemically important institutions in danger of failing. ABA was extremely frustrated by the failure
of the Treasury to make this difference clear and said so in a letter to Secretary Paulson. Treasury
did try to clarify the purpose, stating that the CPP was implemented “to attract broad participation
by healthy institutions” in order to “build capital to increase the flow of financing to U.S. businesses
and consumers and to support the U.S. economy.” Neel Kashkari, Interim Assistant Secretary for
Financial Stability, reiterated the goals of the CPP program just last Thursday in remarks at the
Brookings Institution: ““The CPP was designed to first stabilize the financial system by increasing
the capital in our banks, and then to restore confidence so credit could flow to our consumers and

businesses.”

Unfortunately, the press, the public, and Members of Congress, understandably, did not
differentiate between this voluntary program for solid institutions and “bailouts.” Confusion still
exists. Hearings like this one today, Mr. Chairman, are extremely important to provide clarity about
these programs and banks’ efforts to deploy this CPP capital. In this regard, there are several

misperceptions that need to be addressed:

The Need for the Capital Injection

The public did not understand the importance of this change in focus from buying toxic
assets to capital injections. Ever since the failure of the United Kingdom’s mortgage giant,
Northern Rock, risk premiums for any type of lending — particularly bank-to-bank lending — have
been elevated. This meant that banks were unwilling to lend to one another or would do so only at
very high interest rates. With each new crisis, credit-risk spreads widened. The problems of AIG

on September 16 drove the Treasury-Eurodollar (TED) spread up 123 basis points from September
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15 to September 17." This event, and the subsequent failure of Washington Mutual, caused a
dramatic increase in risk spreads. The TED spread continued to rise to historic heights through the
enactment of the Emergency Economic Stabilization Act. However, with the announcement of the
CPP on October 14, risk spreads declined from their pinnacle of 457 basis points on October 10 to
249 basis point on October 22, a drop of 45 percent. Clearly, the program to inject capital in

healthy banks had a dramatic and immediate impact. (See the charts below.)

Risk Spreads Increased

Spread between the 3-month 1.IBOR and the 3-month Treasury

Basis Points Basis Points
Oct. 10
500 - CPP 500 4571
/ P__cpp
4 EESA & TARP
400 > 400 Oct. 28: 270 b.p.
AIG & WaMu - $125 billion of CPP funds delivered
300 Northern 300
Rock

200 200
100 100

0 0

9/1/2005 9/1/2006 9/1/2007 9/1/2008 Sep. 30 Oct. 30 Nov. 30

Source: Federal Reserve and British Bankers’ Association Source: Federal Reserve and British Bankers’ Association

The capital injection was also valuable because access to capital in the open market had
largely disappeared for many banks. As the economy weakened, loan losses increased. As capital
absorbed these losses, capital ratios began to fall somewhat. Nonetheless, the vast majority of banks
(more than 98 percent as of the third quarter) were then and are still well-capitalized, which is
the highest rating the regulators can give. In addition, banks entered this current recessionary period

with much higher capital relative to assets compared to other recessions (see the table on page 10).

Under normal circumstances, banks would go to the private capital markets for additional
capital. While some banks were able to raise new capital, the series of problems this past fall have

made those markets extremely tight. In fact, compared to the last five recessions, banks in the last

1 The TED spread measures the credit risk premium of short-term lending (particularly bank-to-bank lending) and is
calculated as the difference between the London Interbank Lending Rate (LIBOR) and the risk-free U.S. Treasury bills
rate (often using 3-month maturities).
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12 months have raised only one-third of capital typically raised during a recession, according
to Federal Reserve statistics.” Thus, without additional capital to back more loans, banks might not
be able to grow lending; others might even be forced to shrink lending in order to boost the capital-
to-assets ratio. The CPP capital investments will also make it easier for banks to raise capital directly

as investors will have more confidence in the overall financial underpinning of the bank.

Banks Continue to Lend in This Weak Economy

Even with the economy faltering and individuals and businesses struggling to make ends
meet, banks continue to lend. (See the Federal Reserve chart on bank business lending below.) This
is, in fact, in sharp contrast to the lending trends during other recessions. Typically, as the chart and
table show on the following page, loan growth shrinks during and after a recession. During the
current recession, business loans have expandedby 12 percent and consumer loans by 9 percent; in
contrast, typical (median) business loans declined by -0.7 percent and consumer loans by -5.1

percent for the previous six recessions.

Bank Lending Continues to Grow

Billions

$ ® Commercial and Industrial Loans
$2,000 ® Consumer Loans

$1,600

$1,200

$800

$400

$0
Jan-07 May-07 Sep-07 Jan-08 May-08 Sep-08

Source: Federal Reserve

2 According to the Federal Reserve’s H.8 survey (Assets and Liabilities of Commercial Banks in the United States),
commercial banks have raised $5.45 billion from November 2007 through November 2008. The median increase in
capital for the previous five recessions (for the 12-month period beginning one month prior to the start of the recession)
was $16.35 billion.
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Commercial Bank Loan Growth
Inflation-Adjusted Year-Over-Year Percentage Growth
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Change in Bank Lending and Capital During Recessions?
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1. Twelve-month change from the month prior to the official start of the recession.

2. One basis point equals 1/100th of a percentage point.

Source: Federal Reserve, H.8, Assets and Liabilities of U.S. Commercial Banks; capital values

based on estimates derived from Federal Reserve’s asset and liability survey data
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In fact, many banks have said that they are seeing borrowers that used to rely on non-bank financing or Wall
Street coming to their doors. Before the launch of the Federal Reserve’s Commercial Paper Funding Facility
in October, the commercial paper market had shrunk by $366 billion over the prior six weeks. The size of the
commercial paper market is now $1.7 trillion, down from its peak of $2.2 trillion in July of last year — a decline
of almost 23 percent. (See the chart below on commercial paper outstanding.) The same pattern was repeated
for both residential and commercial mortgage backed securities. As is widely recognized, the securitization
market has also largely closed down, undermining the availability of credit for autos, housing, and credit cards.
Thus, many of the stories about the lack of credit are due to the weakness of non-banklenders and the
weakness of the securitization markets. In fact, while credit overall has expanded dramatically in the United
States for many decades, the share of bank credit is about half of what it was just 25 years ago. (See the chart

below on the right.)

Commercial Paper Outstanding Outstanding Credit Market Debt
1960-2008 Q3
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Source: Federal Reserve Source: Flow of Funds

The complete collapse this past year of the secondary markets for mortgages and for other
consumer credit products, such as credit cards and auto lending, has taken out an important pipeline
of credit and has left banks as the lone lenders. The critical point is that while banks have been
expanding lending, it cannot offset the complete fall off of credit outside the banking industry.

(See the charts on the following page.)
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Non-Banking Mortgage Debt

Year-Over-Year Dollar Change
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Naturally banks are following prudent underwriting standards to avoid losses in the future.
But in spite of the difficult economic environment, only 7 percent of small businesses (according to
a December survey by the National Federation of Independent Businesses, NFIB) reported
problems in obtaining the financing they desired. The report concluded that: “No credit crunch has

appeared to date beyond the normal cyclical tightening of credit.””

Borrowers are also being more careful, and, as would be expected in this economy, the
overall demand for loans is declining, although this varies by market. (See the chart on Commercial
and Industrial Loan Demand.) The NFIB reports that “only 31 percent [of businesses| reported
regular borrowing, down two points and equal to the 35-year, record low reading.” This
combination of fncreased bank lending at the same time that loan demand is shrinking
underscores the increased prominence of banks in meeting the credit needs of borrowers. It is very
likely that loan demand in this economy will continue to decline. With the decline in demand, it is
reasonable to expect that the current growth of business and consumer lending cannot be
maintained. As the chart on page 10 shows, it often takes several years to reverse the impact of a

recession. However, as the economy

C&l Loan Demand

starts to grow again and loan demand Net Percentage of Banks Reporting Higher Demand

increases, the abﬂity of banks to meet == Large and Medium Firms == Small Firms Recession
these needs will be stunted if adequate 60
capital is not available to back 40
. ) 20 -
increased lending.
0
We recognize that there are -20
some consumers and businesses in 40
L . -60
the current situation that believe they
-80
deserve credit that is not being made 1992 1994 1996 1998 2000 2002 2004 2006 2008

Source: Federal Reserve

available. This is not because banks
do not want to lend — lending is what banks do. The current credit markets have tightened largely
because of problems outside the traditional banking sector. In fact, because of these problems,

the traditional banking sector will have to play an even larger role in providing credit to get

3 . . . .

The report also noted that: “The credit worthiness of potential borrowers has also deteriorated over the last year,
leading to difficult terms and higher loan rejection rates, even with no change in lending standards.” December 2008
issue of Small Business Economic Trends, National Federation of Independent Businesses.
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the economy growing again. Banks are anxious to meet the credit needs of businesses and
consumers, and we know that such lending is vital to an economic recovery in communities large
and small across the country. The availability of capital through the Capital Purchase

Program provides added flexibility to help assure these borrowing needs are met.

The Use of CPP Capital to Promote Lending

The misconception continues that the capital invested by Treasury is sitting idle, or worse,
hidden away somewhere. This is simply untrue. The government money is a capital injection,
which is an ownership stake in healthy banks. The CPP money is not hidden — it is clearly
identifiable in the capital accounts of banks. This is not money that is used directly for lending, but
rather is used to support lending many times the level of new capital. Thus, this capital allows banks
to raise more funds — largely deposits — and increase lending. In fact, for every dollar of capital
invested, banks can increase assets (e.g., loans and securities) by about $10. For lending in particular,
$1 of capital can ultimately support up to §7 dollars of lending — provided the bank raises $6 in new
deposits and there are qualified businesses or individuals that want to borrow. Banks do not track
which particular loan each depositor’s dollar helps support since one deposit dollar is
indistinguishable from another. The same is true of capital invested. For example, if a small
business receives a new loan, that loan is not CPP money lent out, and the bank does not distinguish
whether that loan is attributable to existing capital or to CPP capital. What is clear is that the CPP

capital enables the bank to raise more deposits and to be in a position to make more loans.

As noted above, there are thousands of banks that have not yet had the opportunity to
participate in the CPP. As of December 31, 2008, only 208 of the nation’s 8400 banks had received
CPP capital. Total commitments for these institutions are $172.5 billion. Most of those that have
received funding have only recently received it. And as just noted, the capital is not lent; first the
banks have to raise more deposits to lend. Moreover, as banks’ markets and businesses are
dramatically different, how each bank will employ this capital will differ greatly as well. In my
testimony before this committee in November, I provided four simple examples of how capital
might be employed by a bank under different circumstances: (1) a well-capitalized bank with
growing loan demand; (2) a well-capitalized bank with shrinking loan demand; (3) a solid bank with
losses affecting capital; and (4) a strong bank using capital to acquire a weak bank. These examples

are critical to understand the many ways that banks accepting capital will utilize it. Because of their
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importance in understanding how capital works to support lending greater than the capital injection
itself, I have included these examples once again as an appendix to this testimony. We have made
these examples widely available to the press and public policy makers to help with understanding the

goals of the CPP and how it will be used.

While it is still early, new loans are being made. In fact, lending by the 18 largest banks to
receive a TARP capital injection increased by 8 percent — $295 billion — in the third quarter of 2008
based on quarterly Call Report filings by these banks.

Certainly, it is reasonable for Congress to ask how banks might demonstrate ways in which
CPP capital is being deployed. Recently, the House adopted an amendment by Representative
LaTourette relating to this issue. Mr. Chairman, the ABA would like to work with the Committee as
it addresses this concern, and we believe Representative LaTourette’s amendment provides a strong
basis for a solution. Our only two caveats are, first, that heavy and unnecessary new regulatory costs
not be imposed on banks, and second, that it be recognized that each bank’s situation will be

different.

As noted above, banks do not track how each dollar on deposit flows through to individual
loans; capital as well supports all of banks’ assets (loans and securities). In fact, all investors, not
just the government, are interested in how effectively capital is being used. This information
is currently provided to all shareholders through extensive reporting with the bank regulatory

agencies on public Call Reports, as well as through SEC filings.

Fortunately, current reporting requirements can be used as a basis to address this concern of
CPP capital use. For example, the Call Report could be used to show changes in lending for CPP
participating banks (as the number for the 18 largest banks demonstrates). These Call Reports
provide considerable detail on lending to businesses and individuals, including commercial and

residential real estate loans.

Moreover, the Federal Reserve also conducts several surveys that might be adapted to
provide more detail on the aggregate level of lending from CPP participating banks. The first is the
Senior Loan Officer Survey, conducted four times a year, which asks questions about changes in
banks underwriting standards and loan demand. Typically, special questions are added in each
survey to collect information on topical trends. Questions designed to elicit information about

changes in CPP-recipient bank lending could be added and tailored to reflect the current economic
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environment. A second survey is one done weekly of the largest banks (and a sampling of smaller
banks) to provide an aggregate level of lending activity. This survey, without modification, can
provide a sense of bank lending trends for businesses and consumers. This survey could be broken

out for the largest CPP participating banks.

While, as demonstrated, data can be provided, the meaning of that data will vary widely by
bank. For example, a bank that can quickly raise deposits and has a local economy that is producing
safe loan demand may show a significant increase in lending. Another bank in the same market may
have taken a capital hit because it owned GSE preferred shares. That bank would have had to
shrink its lending to maintain a well-capitalized ratio, but with the CPP capital can maintain
current lending levels. A third bank may be in a market where the economy is shrinking and the
demand for safe loans is just not there yet. Increasing lending would be unsafe now, but that bank is

in a position to help accelerate growth as the economy turns around.

It is important to note that banks have every incentive to put the CPP capital to use by
increasing lending. That is how banks make money. CPP capital has a significant cost in dividends
paid to Treasury and in the warrants given the government. To cover that cost, banks must put the

capital to good use.

Taxpayers Will Earn a Profit on the CPP

There is also the misperception that somehow taxpayers are going to lose money on the
CPP. ABA strongly believes that Treasury will make money on the CPP — billions of dollars.
Treasury is only investing in Aealthy banks. The net cash return to the Treasury from the
investment is over $30 billion as banks pay for the use of this money.* Moreover, publicly traded
banks issued warrants conservatively valued at between $10 billion and $15 billion.” Thus, the total

return to the government is likely to be between $40 billion and $45 billion. This, of course, does

4 The Treasury has allocated $250 billion to invest in bank preferred stock. The preferred stock will pay a dividend rate

of 5 percent for the first 5 years and then go to 9 percent. It is highly likely that almost every bank will try to exit the
program, substituting private capital, within five years. To finance the purchase of the stock, the Treasury will have to
issue debt. Assuming the debt matures in five years and a yield of 2.51 percent (the rate on the 5-year Treasury bond on
November 10, 2008), the net cash inflow to the Treasury from Treasury’s investment would equal almost $31.4 billion.
> Publicly traded institutions that participate in the CPP will have to issue warrants to purchase common stock within
the next 10 years, and we expect non-publicly traded institutions to have to issue instruments that yield comparable
economic benefits for Treasury.
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not include the benefit to small and large businesses (and indirectly, the taxpayers) that will have

credit available and will continue to make money, pay taxes and keep people employed.

In this regard particularly, we would request that TARP funds used for the CPP be
segregated from other uses for record-keeping purposes. It is important that the government and

public know the costs — and potential benefits — of various parts of the program.

Dividend and Executive Compensation are Seldom Paid Out of Capital

Dividends and compensation are generally paid out of the income earned from the bank,
not from capital That will be the case for the great majority of participating banks. It is possible
that, in a few cases, there could be a temporary period where income does not cover all costs and,
therefore, there would be a temporary dip into capital accounts. However, banks are heavily
regulated and such a situation would be allowed by the regulators only temporarily. If it goes on for
several quarters, or if regulators believe it will, then the bank will be required to undertake a
program, among other things, to raise capital and/or cut dividends. Excess compensation would
also not be allowed if it would cause capital to be impaired. The regulators have reiterated in clear

form this traditional banking policy, and ABA supports this regulatory approach.

It is important that banks volunteering for the CPP not be cut off from reasonable dividend
and compensation policies. These policies are necessary to encourage private investment in banks.
Many banks joining the program have been paying regular dividends for years — even decades —
without interruption. Dividends are particularly important for bank stocks, which are known for
paying solid dividends. That is why many people in retirement and pension plans invest in bank
stocks. These investors should not be punished by having the dividends needlessly cut out.
Furthermore, the dividend supports the stock price and the ability to raise capital, and eliminating it
would be exactly contrary to the purpose of the CPP program. Finally, the taxpayers would be hurt

because the value of the warrants would be undermined.

The fact is that the great majority of banks would not participate in the CPP if prohibited
from paying dividends or reasonable compensation, including bonuses. Again, it is essential that
policy makers distinguish between capital infused in healthy banks and money provided to

institutions seeking support to avoid failure, where such restrictions make sense.
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Banks of all sizes, shapes and locations will be participating in the program. The only things
they will have in common are that they are strongly regulated and are solid, not weak, banks. The
recent regulatory guidance, building on traditional regulatory principles, provides the right roadmap
and flexibility to address concerns about dividends, compensation, and other issues. We strongly
urge Congtress not to put additional restrictions, beyond those contained in the existing Treasury
Term Sheets, on banks participating in the CPP after those banks, which did not ask for the

program, have already signed up. To do so would be unfair and counterproductive.

The Need for Clarity

Much of the confusion about the CPP program is a result of the ever-changing nature of
TARP and the various uses of TARP funds. ABA strongly recommends that the Congress and the
next Administration establish clear-cut programs within TARP. For example, the CPP should be
clearly separated from a program to address potential failures of systemically important institutions
and, of course, from a program to address the foreclosures crisis. The current confusion is harmful.
Only by clearly identifying the programs can there be proper Congressional oversight and effective
policymaking. The public’s confusion undermines confidence in the efforts to turn around the

economy. Finally, the costs of each program should be separately determined.

The CPP program is different. On the next page, there is a side-by-side table that shows the
differences. Itis a program that encourages FDIC-insured banking institutions that are healthy to
sell a specifically designed capital instrument to the government. Its purpose, as we understand it, is
to increase the capital position of the banking sector (even though the great majority of banks are
well capitalized) in order to stabilize the financial markets and provide the strong foundation on
which an economic recovery can be built through the increased provision of sound credit. This is a

role America’s banks are committed to carry out.

II. Fully Fund the Capital Purchase Program as Originally Announced

The TARP program set aside $250 billion under the CPP to fully fund any bank that wished
to participate in the CPP. We are very concerned that, first, the funding allocated for other purposes
has already tapped a significant portion of this money, leaving the current allocation inadequate to

meet the commitment. Second, we are very concerned that many banks do not yet have the
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Comparison of

Systemic Risk Rescues and the Capital Purchase Program

Rescue of Companies That

Pose Systemic Risk

Capital Purchase Program

For troubled or failing companies that pose
systemic risk.

For healthy institutions; explicitly not
for troubled or failing companies.

Troubled or failing companies ask for rescue

The government created the program;
one banking industry did not ask for it.

Voluntary, but government requests
banks participate.

Purpose is to prevent bankruptcy of
companies that could have a systemic
impact.

Purpose is to stabilize financial markets
by providing capital to healthy institutions
and increasing the flow of credit to
businesses and consumers.

Rescues have been individually
negotiated with participants.

Government determined same
terms for all participants. No input
on terms from participants.

Final cost of rescues uncertain.

Government almost certain to receive tens
of billions in net profits.

EXxit strategy uncertain. How government
involvement ends is unknown.

Designed with exit strategy .
Government investments paid off within
five years.
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opportunity to participate. We believe strongly that the current commitment should be fulfilled in
order to prevent competitive disparities from occurring and to assure that every community has
the same opportunity for its banks to participate, so that increased credit availability will spread
across the country. Thus, we urge that the commitment to fund up to $250 billion for banks be
honored. W