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OFFICE OF THE SPECIAL INSPECTOR GENERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM
1801 L STREET, NW

WASHINGTON, D.C. 20220

Re: FOIA 2014-06-114
September 9, 2014

This is the final response to your Freedom of Information Act (FOIA) request to the Special
Inspector General for the Troubled Asset Relief Program (SIGTARP), dated May 24, 2014. You
requested a copy of the “.... the list of investigations closed during calendar year 2013.” This
release also responds to your April 14, 2012 request for “.... A copy of each biannual response to
Senator(s) Grassley and Coburn regarding their April 8, 2010, request to SIGTARP, to provide a
summary of your non-public management advisories and closed investigations.”

In response to your request, SIGTARP searched its system(s) of records and identified fifty-six
pages of information responsive to your request.” This is a full grant of your request and the
information is provided without excision. Therefore we are closing your request with this office.

Sincerely,

P

Michael Bowers
Government Information Specialist

Enclosures (2):
Request Dated 05-24-14
Request Dated 04-14-12

! please note that the June 26, 2014 letter, while technically outside the scope (date range) of your request, it is
included as a proactive disclosure.



OFFICE OF THE SPECIAL INSPECTOR GENERAL

FORrRTHE TROUBLED ASSET RELIEF PROGRAM

1801 LBTREEY, PVY

WASHINGTON, .. 20220
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Honorable Charles E. Grassley, Ranking Member
Committee on the Judiciary

United States Senate

219 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Tom Coburn, Ranking Member

Permanent Subcommittee on Investigations

Committee on Homeland Security and Government Affairs
340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

Thank you for the opportunity to provide additional information concerning the
independence of Inspectors General. This letter provides an update to the information requested
in your April 8, 2010, letter as communicated by Chris Lucas to the Council of Counsels to
Inspectors General (CCIG). This update covers the period of October 1, 2013 through March 31,
2014. The original letter requests: (1) information regarding “any instances when the
Department/Agency resisted and/or objected to oversight activities and/or restricted [our] access
to information;” (2) “biannual reports on all closed investigations, evaluations, and audits
conducted by [our] office that were not disclosed to the public;” (3) immediate notification “if
any federal official threatens and/or otherwise attempts to impede [our] office’s ability to
communicate with Congress;” and (4) a courtesy copy of our most recent response (June 27,
2013) to the request of Chairman Darrell Issa, Committee on Oversight and Government
Reform, United States House of Representatives, for all “outstanding recommendations that have
not been fully implemented.”

Regarding your first request, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP”) works with Treasury to resolve any issues that might affect
oversight and access. We have resolved any issues we have had and, to date, we have received the
information and interviews we have requested. Should the need arise, we have and will continue to
raise such issues with the appropriate Congressional oversight committees.

With respect to your second request, following communications with your staff, the
Council of the Inspectors General on Integrity and Efficiency (“CIGIE”) has advised us that
Privacy Act-protected information or specific personal identifiers is not being requested.




Senators Grassley and Coburn
June 26, 2014
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Accordingly, enclosed as Exhibit A is a list of our closed investigations that have not been
publicly disclosed.

Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will
immediately apprise you.

Pursuant to your fourth request, enclosed is a courtesy copy of our most recent response
to Chairman Issa’s request for information on pending recommendations.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your
continued support of our mission to promote transparency and accountability in the operation of
the TARP and TARP-related programs. Please do not hesitate to contact me if we can be of any
further assistance.

Sincerely,

S

R L P Yp—
/‘}/ P S LA

CHRISTY L. ROMERO
Special Inspector General

Enclosures




Exhibit A

10.

11.

12.

Case was opened to investigate allegations of a purported mortgage
modification scam related to the Home Affordable Modification Program
(HAMP).

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.

Case was opened to investigate allegations that loan recipients purportedly
made false statements to a TARP recipient bank.

Case was opened to investigate allegations that a company purportedly
offering a principal reduction program was falsely touting its involvement in
Treasury’s Public Private Investment Program (PPIP).

Case was opened to investigate allegations that loan recipients purportedly
submitted false documents to a consortium of TARP recipient banks.

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.

Case was opened to investigate allegations that individual was purportedly
selling fraudulent mortgages to TARP recipient banks.

Case was opened to investigate allegations of purported fraud by an officer of
a TARP recipient bank.

Case was opened to review allegations of purported loan frauds resulting in
losses to a TARP recipient bank.

Case was opened to investigate allegations that a company purportedly was
fraudulently marketing pools of properties foreclosed by Fannie Mae to
investors, obtaining money from several investors for these properties, and
falsely claiming to be associated with PPIP.

Case was opened to investigate allegations of a purported misappropriation of
funds by a contractor retained to provide funding to distressed homeowners
pursuant to Treasury's Hardest Hit Fund Program (HHF).

Case was opened to investigate allegations that investors were purportedly

being defrauded in a Ponzi scheme investment fraud and that a TARP
recipient bank suffered a loss as a result of the scheme.




13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

Case was opened to investigate allegations that investors were purportedly
being defrauded in a Ponzi scheme investment fraud that was financed
through a TARP recipient bank.

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.

Case was opened to investigate allegations that a mortgage company
purportedly defrauded Treasury through the PPIP.

Case was opened to investigate allegations of purported bank and mortgage
fraud victimizing TARP recipient banks.

Case was opened to investigate allegations that a law firm purportedly
committed fraud during the process of handling loan modifications under
HAMP.

Case was opened to investigate allegations of purported fraud by an officer of
a TARP recipient bank.

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.

Case was opened to investigate allegations that a firm purportedly lied to
investors about the quality of Residential Mortgage Backed Securities causing
losses to a TARP recipient.

Case was opened to investigate allegations of a purported mortgage
modification fraud scam related to HAMP.

Case was opened to investigate allegations of purported fraudulent activity by
an investment firm in the Term Asset-Backed Securities Loan Facility
(TALF).

Case was opened to investigate allegations of purported fraud by officers of a
TARP recipient bank and officers of a wholesale mortgage lending company
doing business with the bank.

Case was opened to investigate allegations of purported fraud by a former
director of a TARP recipient bank.

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.

Case was opened to investigate allegations of a purported mortgage
modification scam related to HAMP.




27. Case was opened to investigate purported false statements by an interviewee
to SIGTARP during the course of a SIGTARP audit.






OFFICE OF THE SPECIAL INSPECTOR GENERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM
1801 L STREET, NW

WASHINGTON, D.C. 20220

FEB 4 20U

Honorable Charles E. Grassley, Ranking Member
Committee on the Judiciary

United States Senate

219 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Tom Coburn, Ranking Member

Permanent Subcommittee on Investigations

Committee on Homeland Security and Government Affairs
340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

Thank you for the opportunity to provide additional information concerning the
independence of Inspectors General. This letter provides an update to the information requested
in your April 8, 2010, letter as communicated by Chris Lucas to the Council of Counsels to
Inspectors General (CCIG). This update covers the period of April 1, 2013 through September
30,2013. The original letter requests: (1) information regarding “any instances when the
Department/Agency resisted and/or objected to oversight activities and/or restricted [our] access
to information;” (2) “biannual reports on all closed investigations, evaluations, and audits
conducted by [our] office that were not disclosed to the public;” (3) immediate notification “if
any federal official threatens and/or otherwise attempts to impede [our] office’s ability to
communicate with Congress;” and (4) a courtesy copy of our most recent response (June 27,
2013) to the request of Chairman Darrell Issa, Committee on Oversight and Government
Reform, United States House of Representatives, for all “outstanding recommendations that have
not been fully implemented.”

Regarding your first request, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP”) works with Treasury to resolve any issues that might affect
oversight and access. We have resolved any issues we have had and, to date, we have received the
information and interviews we have requested. Should the need arise, we have and will continue to
raise such issues with the appropriate Congressional oversight committees.

With respect to your second request, the Council of the Inspectors General on Integrity
and Efficiency (“CIGIE”) advised us that they have been communicating with your staff to



Senators Grassley and Coburn
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clarify what was needed. CIGIE further advised that your staff explained that you do not want
Privacy Act-protected information or specific personal identifiers, but rather you require only
relevant, summary information. Accordingly, enclosed as Exhibit A is a list of our closed
investigations that have not been publicly disclosed.

Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will

immediately apprise you.

Pursuant to your fourth request, enclosed is a courtesy copy of our most recent response
to Chairman Issa’s request for information on pending recommendations.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your

continued support of our mission to promote transparency and accountability in the operation of
the TARP and TARP-related programs. Please do not hesitate to contact me if we can be of any

further assistance.

Sincerely,

.;{;Z//F

CHRISTY L. ROMERO
Special Inspector General

Enclosures



Exhibit A

1.

10.

11.

12.

13.

Case was opened to review allegations of improper accounting at a TARP recipient bank causing
the seizure of the bank by the FDIC.

Case was opened to investigate allegations relating to TARP recipient that certain reinsurance
agreements were kickbacks being paid to the banks in exchange for the referral of mortgage
insurance business.

Case was opened to investigate allegations relating to a TARP recipient that unregistered agents
sold deceptive insurance products and made false statements to insurance regulators to avoid
scrutiny and avoid payment of extra market charges and taxes.

Case was opened to proactively review potential Mortgage Modification Scams.

Case was opened to review allegations that an employee of an authorized HAMP
modification servicing firm accepted upfront fees and misled homeowners.

Case was opened to review allegations that a TARP recipient bank intentionally concealed
financial reports from the Treasury Department or bank regulators

Case was opened to review allegations that a TARP recipient bank President caused the bank to
make loans to straw buyers and failed to report non-conforming loans to the Bank Board.

Case was opened to review allegations that a TARP recipient bank’s majority stockholders and
senior leadership conducted stock offerings, after the receipt of TARP funds, for their own
personal financial benefit.

Case was opened to review allegations that investors were being defrauded in a Ponzi scheme
investment fraud and that a TARP recipient bank suffered a loss as a result of the scheme.

Case was opened to review allegations of insider trading on the part of the managing partner of a
hedge fund. The trades involved occurred through accounts located in a TARP recipient bank.

Case was opened to review allegations that subject operated a Ponzi scheme in which investor
funds were transferred for personal use, including the purchase of a vacation home that was
financed with a mortgage from a TARP recipient bank.

Case was opened to investigate allegations that an investment banking firm made
misleading representations in marketing of their residential mortgage backed securities to
another firm impacting a TARP recipient.

Case was initiated to investigate allegations related to HAMP servicer.






QFFICE OF THE SPECIAL INSPECTOR GENERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM

1801 L STREET. NW
WASHINGTONM, .0, 20220
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Honorable Charles E. Grassley, Ranking Member
Committee on the Judiciary

United States Senate

219 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Tom Coburmn, Ranking Member

Committee on Homeland Security and Governmental Affairs
United States Senate

340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

Thank you for the opportunity to provide additional information concerning the
independence of Inspectors General. This letter provides an update to the information requested
in your April 8, 2010, letter as communicated by Chris Lucas to the Council of Counsels to
Inspectors General (CCIG). This update covers the period of October 1, 2012 through March 31,
2013. The original letter requests: (1) information regarding “any instances when the
Department/Agency resisted and/or objected to oversight activities and/or restricted [our] access
to information;” (2) ‘“biannual reports on all closed investigations, evaluations, and audits
conducted by [our] office that were not disclosed to the public;” (3) immediate notification “if
any federal official threatens and/or otherwise attempts to impede [our] office’s ability to
communicate with Congress;” and (4) a courtesy copy of our most recent response to the [ April
29, 2011,] request of Chairman Darrell Issa, Committee on Oversight and Government Reform,
United States House of Representatives, for all “outstanding recommendations that have not
been fully implemented.”

Regarding your first request, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP”) works with Treasury to resolve any issues that might affect
oversight and access. Last year, we notified the House Oversight and Government Reform
Committee regarding difficulty we were experiencing interviewing former Treasury employees
in our audit relating to the Department of the Treasury’s role in General Motors decision to “top-up”
Delphi Corporation’s pension plan for hourly workers. The individuals only agreed to be interviewed
by SIGTARP after a Congressional hearing and SIGTARP then conducted the interviews.



Hon. Charles Grassley and Hon. Tom Coburn
July 19, 2013
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Should the need arise, we have and will continue to raise such issues with the appropriate
Congressional oversight committees.

With respect to your second request, the Council of the Inspectors General on Integrity
and Efficiency (“CIGIE”) advised us that they have been communicating with your staff to
clarify what was needed. CIGIE further advised that your staff explained that you do not want
Privacy Act-protected information or specific personal identifiers, but rather you require only
relevant, summary information. Accordingly, attached as Exhibit A is a list of our closed
investigations that have not been publicly disclosed.

Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will
immediately apprise you.

Pursuant to your fourth request, attached is a courtesy copy of our most recent response
to Chairman Issa’s request for information on pending recommendations.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your
continued support of our mission to promote transparency and accountability in the operation of
the TARP and TARP-related programs. Please do not hesitate to contact me if we can be of any
further assistance.

Sincerely,

CHRISTY L. ROMERO
Special Inspector General

Attachments



Exhibit A

CPP Fraud
Case was opened to review an allegation that a bank borrower defrauded a TARP recipient bank by
providing fictitious financial statements and false tax returns.

Mortgage Modification Fraud
Case was opened to review an allegation that a company provided false information to clients regarding
their affiliation to HAMP.

CPP Fraud
Case was opened to review an allegation that a bank borrower may have defrauded a TARP recipient
bank through a short sale scheme and by omitting materiaf financial information on his loan application.

Mortgage Modification Fraud
Case was opened to review an allegation that several mortgage modification related websites were
illegally using the Treasury seal and falsely representing affiliation with HAMP.

Making Homes Affordable Program Fraud
Case was opened to review allegations that an authorized HAMP madification servicing firm defrauded
and misled homeowners.

Mortgage Modification Fraud
Case was opened to review allegations of improper enrichment from HAMP mortgage modification fees,
as well as improperly foreclosing on homeowners.

CPP Fraud
Case was opened to review allegations that there were material changes in a TARP bank’s financial
condition in the quarters prior to receipt of TARP funds.

CPP Fraud
Case was opened to review alleged concerns related to deterioration in a TARP applicant bank’s asset

quality.

CPP Fraud
Case was opened to review allegations of possible misrepresentation related to increases in TARP bank’s
troubled assets beginning in the immediate post-TARP period.

PPIP Fraud
Case was opened to review allegations of potential false statements to Treasury officials/representatives

in securing a position as a PPIP manager.
CPP Fraud

Case was opened to investigate allegations that high level bank officials concealed the true troubled
condition of the bank from bank regulators in an attempt to obtain TARP funds.

Page 1



PPIP Fraud
Case was opened to review allegations that a mortgage company may have defrauded Treasury through
the PPIP program.

CPP Fraud
Case was opened to investigate allegations that high level bank officials concealed the true troubied
condition of the bank from bank regulators to obtain CPP Funds.

CPP Fraud
Case was apened to review allegations that bank personne! intentionally concealed or misrepresented
material facts from the Treasury Department or bank regulators in order to obtain TARP funds.

CPP Fraud
Case was opened to review management’s handling of the TARP bank’s loan portfolio, including on-
going loan downgrades, inadequate earnings performance and rapidly deteriorating capital levels.

MHA Fraud
Case was opened to investigate an alleged mortgage modification fraud.

MHA Fraud :
Case was opened to investigate an alleged mortgage fraud scheme involving short sales, foreclosures,
and bank fraud.

MHA Fraud
Case was opened to investigate an alleged mortgage modification fraud.

CPP Fraud
Case was opened to investigate allegations of executive compensation issues and misrepresentations by
the bank.

HHF Fraud
Case was opened to investigate ‘allegations of unlawful, fraudulent and wasteful practices in the Hardest
Hit Fund program.

MHA Fraud
Case was opened to review allegations of mortgage modification fraud.

CPP Fraud
Case was opened to review an allegation that loans were improperly made to associates of the majority
shareholder of the bank.

CPP Fraud
Case was opened to review allegations regarding the U.S. Government's interest in Chrysler.

MHA Fraud
Case was opened to review allegations of mortgage modification fraud.

Page 2



CPP Fraud
Case was opened to review allegations that a former TARP bank employee accepted kick-backs from a
bank customer to delay collection procedures on a delinquent loan.

Page 3






OFFICE OF THE SPECIAL INSPECTOR GENERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM

1801 L STREET, NW

WASHINGTON, D.C. 20220

JuL 26 2012

Honorable Charles E. Grassley, Ranking Member
Committee on the Judiciary

United States Senate

219 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Tom Coburn, Ranking Member

Permanent Subcommittee on Investigations

Committee on Homeland Security and Government Affairs
340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

Thank you for the opportunity to provide additional information concerning the
independence of Inspectors General. This letter provides an update to the information requested
in your April 8, 2010, letter as communicated by Chris Lucas to the Council of Counsels to
Inspectors General (CCIG). This update covers the period of October 1, 2011 through March 31,
2012. The original letter requests: (1) information regarding “any instances when the
Department/Agency resisted and/or objected to oversight activities and/or restricted [our] access
to information;” (2) “biannual reports on all closed investigations, evaluations, and audits
conducted by [our] office that were not disclosed to the public;” (3) immediate notification “if
any federal official threatens and/or otherwise attempts to impede [our] office’s ability to
communicate with Congress;” and (4) a courtesy copy of our most recent response to the [April
29, 2011,] request of Chairman Darrell Issa, Committee on Oversight and Government Reform,
United States House of Representatives, for all “outstanding recommendations that have not
been fully implemented.”

Regarding your first request, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP”), has experienced minor issues relative to our oversight and
requests for access to persons and information. However, SIGTARP has resolved these issues,
and, to date, we have received the information and interviews that we have requested.

With respect to your second request, the Council of the Inspectors General on Integrity
and Efficiency (“CIGIE”) advised us that they communicated with your staff to clarify what was
needed. CIGIE further advised that your staff explained that you do not want Privacy Act-
protected information or specific personal identifiers, but rather you require only relevant,
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summary information. Accordingly, attached as Exhibit A is a list of our closed investigations
and audits that have not been publicly disclosed.

Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will

immediately apprise you.

Pursuant to your fourth request, attached is a courtesy copy of our most recent response
to Chairman Issa’s request for information on pending recommendations.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your
continued support of our mission to promote transparency and accountability in the operation of
the TARP and TARP-related programs. Please do not hesitate to contact me if we can be of any

further assistance.

Sincerely,

Christy L. Romero
Special Inspector General

Attachments



Exhibit A

Investigations

1. Mortgage Modification Fraud
Case was opened to review allegations that a series of companies solicited and
received funds from customers promising mortgage modifications under HAMP.

2. CPP Fraud
Case was opened to review the FDIC's closing of a bank that received TARP funds.

3. Mortgage Modification Fraud
Case was opened to review an allegation that an individual had committed fraud on his

HAMP loan application.

4. Mortgage Modification Fraud
Case was opened upon receipt of an allegation that a company was operating a
mortgage modification scheme that negatively impacted TARP-recipient banks.

5. CPP Fraud
Case was opened to review allegations that a TARP recipient bank failed to recognize
potential losses on their financial statements relative to several key loans.

6. Mortgage Modification Fraud
Case was opened to review an allegation that a law firm committed bankruptcy fraud
during the process of handling loan modifications under HAMP.

7. CPP Fraud
Case was opened to review results of an analysis revealing that a bank’s impaired loans

increased after the receipt of TARP funds.

8. CPP Fraud
Case was opened to review a TARP recipient bank that during the application process,
potentially failed to properly record loan losses and impaired loans to enhance the
bank’s potential to receive TARP funds.

9. Fraud
Case was opened to review allegations that a TARP recipient insurance company (i)
diverted funds from its insurance subsidiaries to invest in residential mortgage backed
securities (RMBS) without proper notification of its activities and (ii) had more
commitments under its credit default swap (CDS) contracts than capital assets available

to pay them.

10.CPP Fraud
Case was opened to determine whether a TARP recipient bank was complying with its
agreement with the Federal Reserve Bank (FRB).



11.CPP Fraud
Case was opened to review whether a bank potentially submitted a fraudulent TARP

application to Treasury in November 2008.

12.CPP Fraud
Case was opened to review whether a TARP recipient engaged in fraudulent

conduct post TARP funding.

13.Bank Fraud
Case was opened to review allegation that a borrower of a TARP recipient bank
diverted loan proceeds into non-approved investments without prior permission from the

institution.

14 Fraud
Case was opened to review an allegation that a group submitted registration forms
containing false information to qualify and participate as a servicer in the Home
Affordable Modification Program (HAMP), and gain access to a non-public portion of the
HAMP website page.

15. False Information
Case was opened to review whether a TARP-recipient corporation withheld from public
disclosure the existence of payments it made to financial institutions during the onset of

the financial crisis.

16. Loan Modification
Case was opened to review complaints from homeowners alleging that a loan
modification business provided advertisement that they could assist individuals in
obtaining a mortgage modification.

17.Bank Fraud
Case was opened to review an allegation that the former bank official of a TARP
recipient accepted loans from an individual and another entity that were customers and

borrowers at the bank.

18.Bank Fraud and Loan Fraud
Case was opened to review results of a SIGTARP analysis suggesting that an increase
in loans to a bank'’s insiders followed the bank'’s receipt of TARP funds.

19. Perjury and Misrepresentation
Case was opened to review whether truthful testimony was given in a TARP related

congressional hearing.

20. Misappropriation of Funds
Case was opened to review a report that a Treasury grant had been misappropriated by

a private corporation.



21.Fraud
Case was opened to review allegation that a real estate development
company had been involved in a scheme to illegally solicit funds for investments in
which TARP recipient banks may have been harmed.

22.Misconduct of former Government Banking Official
Investigation was opened to review stock purchases by a former Government banking
official.

23. Misrepresentation, CPP Fraud
Case was opened to review allegations that a TARP recipient had misled investors in
securities offering documents relating to the sale of a collateralized debt obligation
(CDO).

24 Bank Fraud
Investigation was opened to review allegations that a major borrower of a TARP
applicant bank was engaged in fraudulent practices.

25.Bank Fraud
Case was opened to conduct a review of the terms of Treasury’s sale of preferred

warrants of a TARP recipient bank at a discount.

26.Bank Fraud
Case was opened to review whether a bank may have submitted inflated financials in
order to influence regulators to approve the distribution of TARP funds.

27.Bank Fraud
Case was opened to review allegations that bank officials may have submitted inflated
financials in order to influence regulators to approve the distribution of TARP funds.

28.Bank Fraud
Case was opened to review allegations that a major bank borrower may have submitted
inflated financials in order to influence a TARP recipient bank to make a commercial

loan.

29.Mortgage Modification
Case was opened to assist a prosecutor with potential mortgage modification schemes
that implicated HAMP and PPIP.

Audits/Evaluations

Audit engagement number 016, “Review of the Collateral Monitors' Valuation Results
and Subsequent Loans Issued under the Term Asset-Backed Securities Loan Facility
Program” was closed by issuing a memorandum dated February 1, 2012, to the Special
Counsel, Board of Governors of the Federal Reserve System.






OFFICE OF THE SPECIAL INSPECTOR GERNERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM

1801 L STREET, NW

WASHINGTON, D.C. 20220

JAN 13 201

Charles E. Grassley, Ranking Member
Committee on the Judiciary

United States Senate

219 Dirksen Senate Office Building
Washington, D.C. 20510

Tom Coburn, Ranking Member

Permanent Subcommittee on Investigations

Committee on Homeland Security and Government Affairs
340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

This letter responds to the ongoing requests contained in your April 8, 2010, letter
concerning Inspector General independence. You have requested: (1) information regarding
“any instances when the Department/Agency resisted and/or objected to oversight activities
and/or restricted [our] access to information;” (2) “biannual reports on all closed investigations,
evaluations, and audits conducted by [our] office that were not disclosed to the public;” and (3)
immediate notification “if any federal official threatens and/or otherwise attempts to impede
[our] office’s ability to communicate with Congress.”

Regarding your first request, although the Office of the Special Inspector General for the
Troubled Asset Relief Program (“SIGTARP”) has recently experienced some issues relative to
our oversight and requests for access to persons and information from Treasury, we have been
able to resolve these issues through discussions with Treasury. We are hopeful that we will be
able to resolve any new issues as they arise.

With respect to your second request, we have followed the guidance obtained by the
Council of the Inspectors General on Integrity and Efficiency (“CIGIE”) from your staff that you
do not want Privacy Act-protected information or specific personal identifiers, but rather you
require only relevant, summary information. Accordingly, attached as Exhibit A is a list of our
closed investigations that we have not publicly disclosed. We do not have any non-public audits
or evaluations.

Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will
immediately apprise you.
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Thank you for the opportunity to provide additional information and, as always, SIGTARP very
much appreciates your continued support of our mission to promote transparency and
accountability in the operation of the TARP and TARP-related programs. Please do not hesitate

to contact me if we can be of any further assistance.
Sincerely,
S 2
. e L
L
Cog? #
,&?1 .

NEIL M. BAROFSK
Special Inspector General

Attachment:



I-HQ-09-011 TARP Recipients; Tax Liabilities; DC

This investigation concerned allegations received from Rep. Elijah E. Cummings, U.S. House of
Representatives that the top 25 original TARP recipients had a combined total of $200 million in
tax liabilities. SIGTARP coordinated with the Internal Revenue Service Criminal Investigation
and the Treasury Inspector General for Tax Administration (TIGTA). TIGTA conducted an audit
titled “Most Unpaid Taxes of Participants in the Troubled Assets Relief Program Have Been
Resolved” that discusses the TARP recipients work with the IRS to comply with their tax
obligations.

I-HQ-09-014 Making Home Affordable Program Fraud; FL

Allegations were made that a mortgage servicer participating in the Home Affordable
Modification program (HAMP) was restricting borrowers from joining the program, charging
fees that were not permissible, and engaging in premature foreclosure of properties. The
matter was closed due to findings of initial failures to provide clear programmatic requirements
and the inherent growing pains of a new program contributing to the allegations.

P-HQ-09-023 Capital Purchase Program({CPP) Recipient; Executive Compensation; GA

This investigation concerned whether a CPP recipient violated the total executive compensation
rules and misrepresented its capitalization. It also included the issue of whether any alleged
misrepresentation affected the TARP/CPP application and decision. No violations were found.

P-HQ-09-025 CPP Recipient; False Statements; OH

Complaint was received from a former bank employee alleging that CPP recipient bank was in
violation of SEC regulations related to internal controls. The CPP recipient bank repaid its
obligation to the Treasury. No violations were found.

I-HQ-09-028 Mortgage Modification Scam; Mail Fraud; FL

The company under investigation purported to offer mortgage modification and foreclosure
relief services. Numerous deductions were made from the victims’ accounts; up to $3,000,
however no modification services were actually performed and the victims often ended up in
foreclosure. The Federal Trade Commission (FTC) took receivership of the business. The
investigation found no violations under SIGTARP jurisdiction. A referral was made to the
Internal Revenue Service - Criminal Investigation.

P-HQ-09-030 Mortgage Modification Scam; CA

This mortgage fraud, advance fee scheme investigation focused on allegations of violations of
the California Business and Professions Code, by charging, receiving, collecting or contracting
for the collection of a fee for the performance of loan modification services with the respect to
a loan which is secured by a lien on real property. No violations were found.

I-HQ-09-031 Mortgage Modification Scam; CA
This mortgage modification, advance fee scheme investigation focused on allegations that a
servicer extracted fees from customers in return for participation in the Making Home



Affordable program. On January 9, 2010, felony theft charges were filed against Christoper Lee
Diener, Terrence Green, Sr. and Stefano Joseph Marrero by the Orange County District
Attorney's office.

I-HQ-09-054 Mortgage Modification Scam; CA

This advanced fee mortgage modification scheme investigation was initiated based on a
request from the Federal Bureau of Investigation (FBI), Los Angeles Field Office. Specifically, it
was alleged that a mortgage servicer had misrepresented their affiliation with the Making
Home Affordable program and the Obama Plan. The case was ultimately deferred to local
jurisdiction, where local police had already conducted an enforcement action.

P-HQ-09-019 Making Home Affordable Program Fraud; NC

Allegations were received that a mortgage servicer participant in the Home Affordable
Modification Program (HAMP) was restricting borrowers from joining the program, charging
fees that were not permissible, and engaging in premature foreclosure of properties. No
violations were found.

I-HQ-09-049 Mortgage Modification Fraud; PA
A mortgage modification complaint was received that alleged an advance fee scheme, charging
a fee and performing no work. No violations were found.

G-HQ-09-037 SEC Insider Trading Cases
This was a general case to proactively review possible insider trading cases investigated jointly
with the SEC. No violations were found.

I-HQ-09-038 Insider Trading; CA
This investigation concerned various allegations of insider trading and favoritism towards a
company by a banking regulator. No violations were found.

P-HQ-09-044 Executive Compensation; Ml
This preliminary investigation was opened as a result of allegations of misuse of TARP funds
received from a bank employee. No violations were found.

P-HQ-09-050 THEFT; NC

This preliminary investigation was opened to review allegations of theft of a purported multi-
million dollar instrument as payment to the benefit of the U.S. Treasury Department. A referral
was made to another organization for lack of a TARP nexus that warranted further SIGTARP
investigation.

P-HQ-09-051 Insider Trading; TX
This preliminary investigation was conducted to review allegations of individual insider trading.
No violations were found.



P-HQ-09-057 Mortgage Modification Scam; CA
This alleged mortgage modification scam was reviewed and no violations were found.

P-HQ-09-058 False Claims; DC
This preliminary contract fraud investigation focused on allegations of double-billing of travel
contract fees on some SIGTARP travel vouchers. No violations were found.

P-DC-10-013 Bank Fraud; FL
This preliminary investigation was initiated to review allegations the bank had artificially
enhanced its financial condition in order to qualify for the CPP. No violations were found.

P-DC-10-018 Bank Fraud; WA
This preliminary investigation focused on questions surrounding the departure of a senior
officer at a TARP recipient bank. No violations were found.

I-DC-10-020 Mortgage Modification Rescue Fraud; FL
This matter involved an advanced fee scheme allegation that was referred to a State Attorney
General’s office for further investigation.

P-DC-10-021 Mortgage Modification Rescue Fraud, CA
This matter was a preliminary advanced fee scheme allegation coupled with potential
preferential treatment ailegations. No violations were found.

P-DC-10-023 FHA Mortgage Insurance Fraud; MA
This preliminary investigation focused on allegations that a CPP Recipient Bank had a high rate
of defaults related to the FHA mortgage insurance claims. No violations were found.

P-DC-10-024 Mortgage Modification Fraud; MA

This preliminary investigation focused on allegations that a HAMP participant Bank failed to
convert a trial mortgage maodification into a permanent modification after complainant had
done everything requested of them as is required under the HAMP and MHA programs. No
violations were found.

P-DC-10-025 Mortgage Madification Fraud; MA

This preliminary investigation focused on allegations that a CPP recipient bank failed to convert
a trial modification to a permanent modification under the MHA/HAMP Program after
complainant had done everything requested of her. No violations were found.

P-DC-10-030 CPP Fraud; PA
This preliminary investigation focused on allegations of violations of the Flood Act by making
loans without requiring that the borrowers had flood insurance. No violations were found.



P-DC-10-034 Theft of Proprietary Information; DC

This preliminary investigation focused on allegations that a former GSE employee stole
proprietary information for personal fraudulent use. Following a determination that this was
outside the purview of SIGTARP, these allegations were forwarded to another OIG for
investigation.

P-DC-10-035 Mortgage Modification Fraud, MD

This preliminary investigation focused on allegations that a website was marketing an advanced
fee scheme. No victims were found and a State Agency issued a Cease & Desist order against
the site.

P-DC-10-048 False Claims; NY

This preliminary investigation focused on allegations that a contractor bank was overbilled by a
temporary staffing agency. The bank itself discovered the overbilling and reported no losses to
itself or to the Federal government from the overbilling.

P-DC-10-050 CPP Fraud; TX

This preliminary investigation focused on allegations of bank fraud at a CPP applicant bank.
Private TRO was determined to have resolved the alleged conduct and the remaining
allegations were reported to the bank’s regulator for further review.

I-LA-10-004 CPP Fraud; NE
This investigation focused on allegations of a ponzi scheme. No violations were found.






OFFICE OF THE SPECIAL INSPECTOR GENERAL

FOR THE TROUBLED ASSET RELIEF PROGRAM
1801 L STREET, NW
WASBHINGTON, D.C. 20220

June 16, 2010

Honorable Charles E. Grassley, Ranking Member
Committee on Finance

United States Senate

219 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Tom Coburn, MD

Ranking Member

Permanent Subcommittee on Investigations

Committee on Homeland Security and Government Affairs
United States Senate

340 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Senators Grassley and Coburn:

Thank you for your April 8, 2010, letter concerning Inspector General independence.
Your letter requests: (1) information regarding “any instances when the Department/Agency
resisted and/or objected to oversight activities and/or restricted [our] access to information;” (2)
“biannual reports on all closed investigations, evaluations, and audits conducted by [our] office
that were not disclosed to the public;” (3) immediate notification “if any federal official threatens
and/or otherwise attempts to impede [our] office’s ability to communicate with Congress;” and
(4) a courtesy copy of our response to the March 24, 2010, request of Ranking Member Darrell
Issa, Committee on Oversight and Government Reform, United States House of Representatives,
for all “outstanding recommendations that have not been fully implemented.”

Regarding your first request, the Office of the Special Inspector General for the Troubled
Asset Relief Program (“SIGTARP™), as is normal and to be expected for a law enforcement
agency, has experienced minor issues relative to our oversight and requests for access to persons
and information. However, SIGTARP has resolved each of these issues, and, to date, we have
received all information and interviews that we have requested.

With respect to your second request, the Council of the Inspectors General on Integrity
and Efficiency (“CIGIE”) has advised us that they have been communicating with your staff to
clarify what is needed. CIGIE further advised that your staff explained that you do not want
Privacy Act-protected information or specific personal identifiers, but rather you require only
relevant, summary information . Accordingly, attached as Exhibit A is a list of our closed
investigations that we have not publicly disclosed. We do not have any non-public audits or
evaluations.



Regarding your third request, no Federal official has threatened us or impeded our ability
to communicate with Congress. In the event that such a threat or impediment arises, we will
immediately apprise you. Pursuant to your fourth request, attached as Exhibit B is a courtesy
copy of our response to Ranking Member Issa’s request for information on pending
recommendations.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your
continued support of Inspector General independence and SIGTARP’s mission to promote
transparency and accountability in the operation of the TARP and TARP-related programs.
Please do not hesitate to contact me if we can be of any further assistance.

OFSKY
Special Inspector General

Attachments.



Exhibit A



-HQ-09-002  Securities Fraud; NY

Case was opened to handle material obtained in a manner that was separate from a parallel case, I-HQ-
09-001. As a result of agreement with the prosecuting authority, the case was consolidated into I-HQ-
09-001.

Open: 02/09/09 Close: 12/18/09

I-HQ-09-005  Bank Fraud; PA

Case was opened to review allegations that a bank attempted to obtain CPP funds by concealing
information or misrepresenting material facts to the Government. A review of the application by
SIGTARP and another law enforcement agency revealed insufficient evidence to support the allegations.

Open: 02/20/09 Close: 05/18/09

I-HQ-09-009  False Statements; CA

Case was opened to review allegation that bank management was deliberatively manipulating
commercial loan risk ratings to assign positive ratings. The bank subsequently applied for CPP funding
but withdrew its application at a later date. A review of documents by SIGTARP and other law
enforcement agencies revealed no evidence to substantiate the allegation.

Open: 02/24/09 Close: 05/19/09

I-HQ-09-013  False Statements; DC

Case was opened pursuant to a referral from a Member of Congress regarding alleged potential false
statements provided by a hearing witness. The case was declined for prosecution by the Department of
Justice.

Open: 03/22/09 Close: 10/14/09

P-HQ-09-016  Mail/Wire Fraud; NY

Preliminary case was opened to review material provided by another law enforcement agency regarding
collusion between bond traders. A review of material provided to SIGTARP revealed that there was an
insufficient nexus to TARP programs to warrant further SIGTARP investigation.

Open: 03/22/09 Close: 06/22/09

P-HQ-09-020 False Statements; NC

Preliminary case was opened to review allegations received by the SIGTARP hotline that a mortgage
servicer was impeding a customer’s requests to obtain a mortgage modification under HAMP. A review
of Treasury documentation revealed that, at the time, the company was not a participant in the HAMP
program and that there was no evidence of any criminal violation.

Open: 04/21/09 Close: 05/20/09

P-HQ-09-021 False Statements; VA

Preliminary case was opened to review whether the death of an employee at a financial institution was
related to alleged misrepresentations to the Government. A review of applicable materials revealed
that there was an insufficient nexus to TARP programs to warrant further SIGTARP investigation.

Open: 04/24/09 Close: 04/29/09



P-HQ-09-027 Misuse of TARP Funds; NY

Preliminary case was opened to review general allegations of criminal activity relating to the TARP
program. Review of the allegations and follow-up communications with the complainant revealed an
absence of first-hand knowledge and specificity to warrant further SIGTARP investigation.

Open: 05/21/09 Close: 02/19/10

P-HQ-09-029 Mortgage Modification Fraud; CA

Preliminary case was opened as a result of allegations that a company increased victim's principal
balance during the modification of loans. A review of documents revealed that the complainant's
balance was not increased illegally but rather was increased because the alleged victim had a negatively
amortizing mortgage.

Open: 06/11/09 Close: 03/24/10

I-HQ-09-042  Mortgage Modification Fraud; TX

Case was opened as a result of allegation that a TARP recipient employee had abused his position at a
mortgage servicer by offering to stop foreclosure proceedings against the alleged victim in return for
reduced rent payments. The employee was terminated and the case was declined by the USAO.

Open: 06/29/09 Close: 07/13/09

P-HQ-09-041 Executive Compensation; NJ

Review of allegations regarding allegedly improper bonus payments by a TARP recipient. A review of
the documents revealed no evidence to support the allegations.

Open: 07/14/09 Close: 02/19/10

P-HQ-09-044 Executive Compensation; Ml

Preliminary case was opened to review allegations that a bank CEO violated the executive compensation
restrictions. A review of applicable documents revealed that the compensation agreement that was
allegedly improper was not, in fact, in violation of the executive compensation regulations.

Open: 08/25/03 Close: 03/05/10

P-HQ-09-046 False Statements; NY

Preliminary case was opened to review allegations that company improperly used TARP funds to finance
its merger with another company. A review of applicable documents indicated that the evidence did not
support the allegations.

Open: 08/25/09 Close: 03/05/10

I-PP-09-001 Unauthorized Disclosure; DC

Case was opened to resolve allegation that a SIGTARP employee improperly released nonpublic
information. The allegation was unfounded.

Open: 09/15/09 Close: 09/16/09

P-HQ-09-057 Mortgage Modification Fraud; CA

Preliminary case was opened after receipt of allegation that a company was engaging in a mortgage
modification scam. A review indicated that conduct was under review by other law enforcement
agencies and that the case was beneath the applicable prosecutorial threshold.

Open: 09/29/09 Close: 04/16/10



P-HQ-09-059 Mortgage Modification Fraud; CA
Preliminary case was opened to review allegation received from another law enforcement agency that

the company was engaged in a modification scam. A review of material revealed that were was an
insufficient nexus to TARP programs to warrant further SIGTARP investigation.
Open: 09/30/09 Close: 03/24/10

P-DC-10-010 False Statements; GA
A preliminary case was opened to review an allegation that a subsidiary of a TARP recipient had violated

Federal and state law by refusing to compromise or forgive an $18.3 million commercial loan. A review
of relevant documents revealed no evidence of any criminal violation.
Open: 11/23/09 Close: 03/05/10

P-DC-10-012 False Statements; NV
A preliminary case was opened to review various allegations about an organization including whether

the organization received kickbacks from loan companies for getting citizens into the HAMP program.
The HAMP-related allegations were determined to be unfounded.
Open: 11/23/09 Close: 03/05/10
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OFFICE OF THE SPECIAL INSPECTOR GENERAL
FOR THE TROUBLED ASSET RELIEF PROGRAM
1801 L STREET. NW
WASHINGTON, D.C. 20230

April 23, 2010

Honorable Darrell Issa

Ranking Member

Committee on Oversight and Government Reform
United States House of Representatives

2157 Rayburn House Office Building
Washington, DC 20515-6143

Dear Representative Issa:

Thank you for your March 24, 2010, letter, seeking information regarding open and
unimplemented recommendations and requesting legislative suggestions to improve the
Inspector General Act of 1978 or the Inspector General Reform Act of 2008. Our responses to
your specific questions concerning pending recommendations are set forth below.

1. Identify the current number of open and unimplemented IG recommendations.
Response:

To date, SIGTARP has made 58 recommendations to the Department of the Treasury
(“Treasury™) with respect to the implementation of the Troubled Asset Relief Program
(“TARP”). Table 4.1 of SIGTARP’s Quarterly Report to Congress dated April 21, 2010
(which is attached as Exhibit A for your reference), describes the 44 recommendations
made prior to such report and the status of their implementation. Of the 44
recommendations, SIGTARP considers 21 of them to be fully implemented; six to be
partially implemented; five to be in process; and nine to be not implemented. Three other
recommendations are considered “To Be Determined/Not Applicable” because they have
been rendered moot or Treasury’s position on them is not known because of subsequent
developments to the programs. SIGTARP made 14 additional recommendations in its
most recent Quarterly Report to Congress. Section 4 of that report (attached as Exhibit
B) describes these recommendations in detail. Treasury has rejected or refused to
implement three of them (although, as described below, it subsequently took steps to
partially implement one), has agreed to implement five others, and has yet to notify
SIGTARP of its decision on six.



2. For those recommendations that have an estimated cost savings associated with them,
identify the recommendation, the date first recommended, and the total estimated cost
savings your office believes is obtainable if the recommendation is implemented by agency

management.
Response:

SIGTARP’s recommendations relate to 13 novel and — often at the time they are made
— unimplemented TARP programs. Although we believe that the recommendations that
have been adopted have made the TARP programs far less susceptible to losses
attributable to abuse, waste and, particularly, fraud, quantifying the cost savings
associated with unimplemented recommendations at this point would be highly
speculative, and thus far SIGTARP has not made such estimates.

3. Identify what your office considers to be the three most important open and
unimplemented recommendations. For each identify:

a. The status of the recommendation, including whether agency management
has agreed or disagreed with the recommendation;

b. The cost savings associated with the recommendation (if applicable); and

c. Whether there are plans to implement the recommendation in the near
fature.

Response:

SIGTARP considers its three most important open and unimplemented recommendations
to be: the imposition of information barriers or “ethical walls” for employees of Public-
Private Investment Fund managers (Recommendation 33 of Table 4.1); a full re-
examination of the structure of the Home Affordable Modification Program (“HAMP”)
to ensure that the risk of re-default is minimized (pages 134 — 135 of SIGTARP’s
Quarterly Report to Congress dated April 21, 2010), particularly with respect to high
debt-to-income ratios; and the adoption of a uniform appraisal process for all HAMP and
HAMP-related short sale and principal reduction programs (pages 138 — 140 of
SIGTARP’s Quarterly Report to Congress dated April 21, 2010). Treasury disagrees
with the “ethical walls” and HAMP re-examination recommendations (although it
subsequently made changes to HAMP that reflect an attempt to address negative equity,
one of the strong indicators of re-default), and has not notified SIGTARP of its decision
on uniform appraisals. As stated above, SIGTARP has made no costs savings estimates
associated with these recommendations. Further, Treasury has no current plans to
implement them.



4. Identify the number of recommendations your office deems accepted and implemented
by the agency during the time period January §,2009 — the date of the Committee’s last

report — and the present.
Response:

As noted above and reflected in Section 4 and on Table 4.1 of SIGTARP’s Quarterly
Report to Congress dated April 21, 2010, SIGTARP deems Treasury to have
implemented, partially implemented, to be in the process of implementing, or agreed to
implement 37 of the 58 recommendations made.

With respect to your question concerning potential legislative amendments, SIGTARP
was established by section 121 of the Emergency Economic Stabilization Act of 2008, which
adopts and incorporates portions, but not the entirety, of the Inspector General Act of 1978, as
amended. Because some of the provisions of the Acts in question do not apply to our operations
and because of the temporary and program-specific nature of our mission, we are reluctant to
propose amendments to the Inspector General Act of 1978 and the Inspector General Reform Act
of 2008. Accordingly, please allow us to defer to our colleagues on the Council of the Inspectors
General on Integrity and Efficiency to propose amendments that they deem appropriate.

Thank you again for your inquiry and, as always, SIGTARP very much appreciates your
continued support of our mission to promote transparency and accountability in the operation of
TARP. Please do not hesitate to contact me if we can be of any further assistance.

Sincerely,

KEVIN R. PUVALOWSKI
Deputy Special Inspector General

Attachments
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TABLE 4.1

Recommendation

in Process

TBDAA

1

*  Treasury should include language in the 2utomobde industry
transaction term sheet acknowledging SIGTARP's oversight
role and expressly giving SIGTARP access to relevant docu-
ments and personnel.

2

* Treaswy Should include language in new TARP agreements

the condition, and (4} provide a signed certification from an
appropriate sevior official to OF S-Compiance that such report
is accurate.

* Al existing TARP agreements, as well as those governing new
transactions, should be posted on the Treasusy website as
soon as possible.

* Treasury requires all TARP recipients to report on the actual
use of TARP funds.

See discussion in this section.

*  Treasury quickly determines its going-forward valuation
methodology.

* Tmmgsmawbpmwﬂmnmm
address its portfolio of stocks and decide whether &t intends to
exercise warrants of commion stock.

*  In formuiating the structure of TALF, Treasury should consider
requiring, before committing TARP funds to the program, that
certain minimur underwriting standards and/or other fraud
prevention mechanisms be put in place with respect to the

ABS and/or the assets undertying the ABS used for collateral.

The Federal Reserve has adopted
mechanisms that address this

*  Agreements with TALF participants should include an acknowt
edgment that: (1) they are subject to the oversight of OFS-
Compliance and SIGTARP, (2) with respect to any condtion im
posed as part of TALF, that the party on which the condition is
imposed is required to estabiish internal controts with respect
to each condition, report pesiodically on such complisnce, and
provide a certification with respect to such compliance.

* Treasury should give careful consideration before agreeing
to the expansion of TALF to include MBS without a ful review
of risks that may be involvad and without considering certain
minimum fraud protections.

X

This recommendation has been
implemented with respect to

COMBS, and the Federal Reserve
has announced that & wiél not be

expanding TALF to RMBS.

Note: 'm-utmmummmuummwm

Continued on next page.
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Recommendation impiwrmarted In Process TED/MA | Coraments
10 Treasury should oppose any expansion of TALF to legacy MBS This recommendation
without significent modifications to the program to ensure a full Mwmﬁ?

assessmert of risks associated with such an expansion.

expanding TALF to RMBS.

11 Treasury should formakize its vatuation sirategy and begin reasury has committed to pubiish

providing values of the TARP investments to the public. Lm&mhﬁ&m
X sach year.

12 * Treasury and the Federal Reserve shoud provide to SIGTARP, The Federsl Reserve and Treasury
for public disclosure, the identlty of the berrowers who sur- continue to oppose this basic
render collateral in TALF, aspect of transparency in the TALF

program, SIGTARP intends to rewisit
this issue with the Federal Reserve

13

In TALF, Treasury should dispense with rating agency deter-

minations and require a securty by-security screening for nounced that RMBS will not be
each legacy RNBS. Treasury should refuse to participate if efigible for TALF loans, rendering
the program is not designed so that RMBS, whether new or this recommendation moot.
haacv.ﬂbewasmmmrﬂammmpw-
tictdar RMBS do not meet certain baseline underwriting criteria
or are in categories that have been proven to be riddied with
fraud, including certain undocumented subprime residential
morigages. X
14 tn TALF, Traasury should require signiicantly highes harcuts This recormmendation has been
for alt MBS, mmmmwuxywa implemented with respect to
mmwmmm (MBS, and the Federal Reserve
has announced that it will not be
X expanding TALF to RMBS.

15 Treasury should require additioras! antifraud and credit protec- The Federal Reserve has adopted
fion provisions, specific to all MBS, before participating in an mechanisms that address this
expanded TALF, including minimum underwriting standards and recommendstion with respect 1o
other fraud prevention measures. CMBS, and has ammounced that

' it will not be expanding TALF 1o
X RMBS,

16

Treasury should design a robust compiiance protocol with
compiete access rights to ail TALF transaction participants for
itself, SIGTARP, and other relevant oversight bodies.

17

Treasury should not aliow Lagacy Securities PRIFS to imvest.

in TALF unless sigrilicant mitigating measures are included to -

address these dangers.

18

Al TALF modeting and decisions, whether on haircuts or any
other credit or fraud loss mechanisms, should account for po-
tential losses to Government inforests broadly, including TARP
funds, and not just potential losses to the Federal Reserve.

X

Note: " indicates Bt Treasury coraiders the recomumendation ciased and wil take no further action.

Continued on next page.
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Purtinfly Mot L :
Recommendation Implemented | bmplamested | In Process | tnplamonind | TBD/HA | Comments s
19 * Tressury should address the confusion and uncertainly on
exacutive compensation by immadiately issuing the required
regutations. X
20 Treasury should significantly increase the staffing levels of Treasury has imade improvements
OFS-Compiiance and ensure the timely development and imple- in this area. SIGTARP will address
mentation of an integrated risk management and compliance perticular Issues regarding OFS
program. staffing tevels in upcoming audit
X reports.
21 * Treasury should require CAP parficipants to (1) estabiish an Treasury closad the program with g
internad control to monitor thelr actual use of TARP funds, (2) no investments having been made,
provide periodic reporting on their actual use of TARP funds, rendering this recommendation por
(3) certily o OFS-Camplance, tnder the penalty of criminal moot.
sanction, that the report is accurate, that the same criteria of
internal controls and regular certified reports should be appled
to ail conditions impssed on CAP participants, and {4) acknowt
edge explicitly the jrisdiction and authorty of SIGTARP and
other oversight bodies, as appropriate, to oversee conditions
contained in the agreement. X g
22 * Treasury should impose strict conflictofinterest rues upon Treasury has adopted some signifi
PPF managers across all programs that specifically address cant confictofnterest rules related
whether and to what extent the managers can (1) invest PPF to this recommendation, but bas
funds in legacy assets that they hold or manage on behalf of taied to impose cther significant
themsedves or thelr clients or (2) conduct PPIF transactions X
with entities in which they have invested on behalf of them-
seives or others, X
23 + Treasury should require that all PPF fund managers (1) have Treasury's agreements with PPF
stringent investor-screening procedures, including comprehen managers include bwestor-screen
sive “Know Your Customer” requirements at least as rigorous ing procedures such as "Know Yo
as that of a commercial bark or retal brokerags operation to Customes” requirements. Tregsury
prevent money tasundering and the participation of actors prone has agreed that it will have ac-
to abusing the system, and (2) be required to provide Treasury cess to any information in a fund
with the identities of &l of the beneficial owners of the private manager's possession relating to
intarests in the fund 50 that Treasiry can do appropriate beneficial owners. However, Trea-
difigence to ensure that investors in the funds are legitimate. sury is not making an affrmative
requirement that managers obtain
and mairdzin beneficial owner
X information,
24 * Treasusy should require mostfavored nation clauses, PPF
managers to acknowledge that they owe Treasury a fiduciary
duly, and that each manager adopt a robust ethics policy and '
compEance apparatus. X
Note: *inicaes that Treasary considers the recommandation dosed and vl taka no further acfion. Continued on next page.




Recommendation Implamsited In Process TED/NA | Comments

25 Treasury should require servicers in MHA to submit thirdparty Ti 3
verified evidence that the applicant is residing in the subject WWWW'”M&
property before funding a morigage modification. tion and stated that fts

26 * InMHA, Treasury should reguire a closingdike procedure be
conducted that would include (1) a closing waming sheet that

to the homeowners); and (6) the fact that no fee should be

charged for the modification.

27 Additional antifraud protections should be adopted in MHA to
verily the identity of the participants in the transaction and to
address the potential for servicers to steal from individuals
receiving Government subsidies without applying them for the

benefit of the homeowner,

Treasury stated that its program
administrator Fannie Mae is in
the process of hiring a third party
entily to perform a fraud detection
surveilance process o review lomn
level data to check for owner occu-
pancy and idertity of the borrower.

Treasury has rejected SIGTARP'S
recemmendation and does not
require incame reported on the
modification apphication to be
compared to income reported on
the original loan application.

29 * inMHA, Treasury should require that verifiabie, thirdparty in-
tamﬁmbenbhmdtommmappica\t‘smbdure

any modification payments are made,

X

Note: ummmmnwmmumme

Continued on next page.
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Recommendstion In Process TED/MA | Comments

30 * InMHA, Treasiry should defer payment of the $1,000 incen- Rather than payment
tve to the servicer until after the homeowner has verifiably of the incentive untl after the
made a minkmum number of payments under the mortgage homeowner has verifiably made
madification program. a minimum mumber of payments

on its permanent

Treasury will pay the incantive after
the servicer represents that the

homeowner has made three pay-
ments during the trial period,

31 * inNHA Treasury should proactively educate homeowners
sbout the nature of the program, warn them shout modifica-
tion rescue fraudsters, and pubiicize that no fee is necessary
to participate in the program.

32 * inMHA Treaswy should require its agents to keep track of the While Treasury's program adminis-
names and identifying information for each participant in each trator, Famie Mae, has developed a
mortgage modification transaction and to maintain a database HAMP system of record that main-
of such information, tains the servicers’ and investors'

names and participating borrowers’
personally idertifiable information,
such as names and addresses,

the database is not constructed to
maintain other information that may
assist in detecting insiders who are
commiting largescale fraud,

33 * Treasury should require the imposition of strict irformation bar. Treasury has refused to adapt
riers or “walls” between the PPF managers making iwvestment ﬂh'wﬁw&wm
decisions on behatf of the PP and thoss employees of the tesigned to prevertt confiicts of
fund management company who manage nonFPE funds, interest. This represents & material

deficiency in the program.

34 * Treasury should perindically disclose PP trading activity and Treasury has commitied to publish
require PPF managers to disclosa to SIGTARP, within seven on a quarterly basis certain high-
days of the close of the quarter, A trading activily, holdings, kevel indorsnation about
and valuations so that SIGTARP may disclose such information, purchases by the PPFs, big not
subject to reasonabie protections, in its quarterly reports. within seven days of the close of

the quarter. Treasury has not com-
mitted to providing full transpar.
ency to show where public dollars
are vested by requiring periodic
disciosure of avery trade in the
PP, SIGTARP is inchxiing in the
report al transactions conducted
by one former fund manager, TCW,
and anticipates providing addi-
tional detadl in our futiurs quarterly
reports.

Note: " indicates that Treasury considers the recommendation closed and wil take no further action,
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Recorrenendation Enplenronted In Process TED/WA | Commsansts

35 Appropriate metrics be defined and an evafuation system be Treasury has indicated that it wil
put in place to monitor the effectiveness of the PPF manag- sbstantively adopt this recommen-
ers, both to ensure they are fulfilling the terms of their agree- dation and is developing appropri-
mends and to measure performance. ate metrics as wed a5 intemal

X controls to administer PPP.

36 * The conditions that give Treasury “cause” to remove a PPF Treasury has refused to adopt this
manager should be expanded to include a manager's perfor- recommendation refying soldy on -
mance below a certain standard benchmark, or if Treasury Treasury's right to end the iwest-
conciudes that the manager has materially violated compliance ment period after 12 months, dur
or ethical nuies. ing which time the PPIF meanager's

performanca may continue to fal
below a standard benchmark poten
tially puiting significant Government
funds at risk,

37

*

Treasury should require PPF managers to disclose to Trea-
suzy, as part of the Watch List process, not only information
about holdings in eligihle assets but also holdings in related
essats oy exposures to related Eabikties.

Treastry should require PPF managers to obtain and maintsin
information about the beneficidl ownership of l of the private
eqully interests, and Treasury should have the unilateral abiity
to prohibit participation of private equily investors.

Treasury has agreed that it can
have access to any information in a

Treasury and FRENY should (1) axmine Moody's assertions

that some credit rating agencies are using lower standards to
give a potential TALF securily the necessary AAA rating and (2)
develop mechanisms to ensure that acceptance of collateral

hTALFisthMmmdbyhirmmmm
overraie that exist among tha credit agencies.

X

Note: ¥ indicates thet Treasisy considers the recommentdation closed and will take no further action.
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Partially Not
Recommendation implemaented | implemenied | o Process | implomenisd | TBD/MA | Comments .
AD * Treasury should more expiicitty document the vote of each Treasury’s Office of Financial Stabi- .
Investment Commitiee member for afl decisions related to the ity has mplemented SIGTARP'S
ivestment of TARP finds. recommmendation to document .
each specific vote of individua '
hen decidg vhether s spprove §
or disapprove proposed TARP
X
41 * Treaswry should improve existing control systems to document Treasury adopted SGTARP's recom-
the occurrence and nature of extornai phone calls and in- mendation refated to an application
person meetings about actual and potential recipierts of fund- for TARP funding. F
ing under the CPP and other simiiar TARP-assistance programs
to which they may be part of the decision making, é
: g
42 * The Secretary of the Treasury should direct the Specia) Master The Special Master has consulted
to work with FRENY officials in understanding AKG compensa- with FRENY regarding AG executive g
tion programs and retention challenges before developing fu- compensation programs.
tuve compensation decisions that may affect both institutions’
mmamwmmrmmm X é
43 * Treasury should establich poficies to guide any simiar future Axhough Treasury stated that
decisions to take a substartial ownership position in fmancial it does not anticipate taking a
tnstitutions that would require an advance review so that substantial percentage :
Treasury can be reasonably aware of the obfigations and chat: pasition in any other financial insti-
lenges facing such institutions. tution pursuant to EESA, Treasury
aiso stated that it coukd use EESA
funds i necessary to respond to an
immediate and substsntial threat to
the econamy. Treasury stated that
it will address the issues raised in
the recommendation if it becornes
X necessary to make an vestment.
44 * Treasury should establish policies to guide decision making Treasury has agreed to work
in determining whether & is appropriate to defer to another Mmmmm
agency when making TARP programming decisions where that are involved in TARP.
more than one Federal agency is involved.
X
Note: *indicates thet Treasury considers the recommendation closad and will take no further action.
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One of the critical responsibilities of the Office of the Special Inspector General
for the Troubled Asset Relief Program (“SIGTARP”) is to provide recommenda-
dons to the U.S. Department of the Treasury (“Treasury”) and those other Federal
agencies mansging Troubled Asset Relief Program (“TARP”) initiatives so that the
various TARP programs can be designed or modified to facilitate transparency and
effective oversight and to prevent fraud, waste, and abuse. SIGTARP has made
such recommendations in its quarterly reports to Congress and in several of its
audit reports, This section discusses developments with respect to SIGTARP's prior
recommendations, makes new recommendations concerning newly announced ini-
tatives, and, in the table at the end of this section, summarizes all past SIGTARP
recommendations and notes the extent of their implementation. Appendix H:
“Correspondence” includes Treasury’s written response to this section.

UPDATE ON TREASURY'S ADOPTION OF SIGTARP'S
USE OF FUNDS RECOMMENDATION

From its inception, SIGTARP’s most fundamental recommendation with respect to
basic transparency in the operation of TARP has been that Treasury should require
all TARP recipients to repart periodically on their use of TARP funds. The efficacy
of this common-sense recommendation — initially made in December 2008 (just
eight days into SIGTARP’s existence) and later examined through a survey of 364
TARP recipients and supported by an initial audit report issued in July 2009 —
was reconfirmed in a further audit report entitled “Additional Insight on Use of
Troubled Asset Relicf Program Funds,” which was released December 10, 2009.
As reported in SIGTARP's Quarterly Report to Congress dated January 30,
2010 (the SIGTARP “January 2010 Quarterly Report”), Treasury finally adopted
this recommendation in December 2009 and committed to survey and report upon
recipients’ use of TARP funds. Specifically, Treasury stated that it will be obtaining
and reporting to the public qualitative responses from each TARP recipient on its
use of TARP funds, backed by quantitative data obtained from the recipients’ regu-
lators and Treasury’s own analysis. Since the SIGTARP January 2010 Quarterly
Repart, Treasury has sent out its survey to TARP reciptents. The first responses are
due back to Treasury before April 19, 2010. SIGTARP will continue to monitor and

report upon Treesury’s progress on this front.
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RECOMMENDATIONS FROM SIGTARP'S AUDIT
REPORT ON THE IMPLEMENTATION OF THE HOME
AFFORDABLE MODIFICATION PROGRAM (“HAMP")

As discussed in Section 1: “The Office of the Special Inspector General for the
Troubled Asset Relief Program” in this report, in a March 25, 2010, audit re-
port entitled “Factors Affecting the Implementation of the Home Affordable
Modification Program” (“SIGTARP's HAMP audit”), SIGTARP examined
Treasury’s implementation of HAMP.

SIGTARP’s HAMP audit questioned Treasury’s emphasis on the number of
trial modification offers as the program’s measure of success — as opposed to how
many homeowners were sustainably helped through permanent modification of
their mortgages — and obsexrved, among other things, that the rate of permanent
modifications had been, in Treasury’s own estimation, “disappointing.” The audit
report noted a number of factors contributing to the low number of permanent
modifications, including that:

* Haste in the program’s rollout led to frequent revisions that added to confusion,
inefficiency, and delay in the program’s implementation.

¢ Treasury’s decision to allow the initiation of trial modifications without written
documentation was counterproductive and added to the difficulty of identifying
eligible borrowers and completing permanent modifications for them.

¢ There has been insufficient outreach to the American public and eligible bor-
rowers about the features and benefits of HAMP, including no unique television
public service advertisements.

¢ The program lacked features designed to address risk factors for re-default in
the HAMP borrower population, including negative equity and high total debt
service; these factors could lead to modifications that will not be successful in
the long term.

To improve the administration and effectiveness of HAMP, SIGTARP
recommended that Treasury:

e rectify the confusion that its own statements have caused for HAMP by promi-
nently disclosing its goals and estimates (updated over time, as necessary) of
how many homeowners the program will help through permanent modifications
and report monthly on its progress toward meeting that goal

s set other performance benchmarks and publicly report against them to measure
over time the implementation and success of HAMP

¢ undertake a sustained public service campaign as soon as possible, both to reach
additional borrowers who could benefit from the program and to am the public
with complete, accurate information — this will help to avold confusion and
delay, and prevent fraud and abuse
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* reconsider its policy that allows servicers to substitute alternative forms of in-
come verification based on subjective determinations by the servicer

¢ re-examine HAMP’s structure to ensure that it is adequately minimizing the risk
of re-default driven by negative equity, high non-first-mortgage debt service, and
other risk factors

Treasury concurred with the first three of SIGTARP’s recommendations, but
has not yet implemented them. Treasury initially declined to adopt SIGTARP’s
last two recommendations, claiming that the documentary guidelines were not
intended to be a “comprehensive underwriting guide,” and that the prospect that
“alternative modification structures that could lower re-default rates” would mean
either decreasing participation in the program or increasing its cost. As a result,
‘Treasury indicated that it was only considering program adjustments that would
“modestly” address unemployed and underwater borrowers. In response, SIGTARP
encouraged Treasury to reconsider its refusal to address more deeply the issues that
fuel re-default, stressing the importance for the success of the program of putting
borrowers into sustainable permanent modifications, and noting that, under then-
current Congressional Budget Office estimates, only $20 biflion of the allocated
$50 hilion would be spent on permanent modifications.

RECOMMENDATIONS CONCERNING TREASURY'S
NEWLY ANNOUNCED FORECLOSURE MITIGATION

INTIATIVES

Within days of the release of SIGTARP’s HAMP audit and a related Congressional
hearing, Treasury announced its intent to introduce dramatic and substantial
revisions to the HAMP program structure that, as announced, would address in
part the recommendations in SIGTARP’s HAMP audit, including the previously re-
jected recommendation that Treasury reconsider changes in the program to address
re-default caused by, among other things, negative equity. Treasury’s new initiatives,
as described in greater detail in Section 2: “TARP Overview” in this report inchude:

* requiring that servicers “consider” principal write-downs at their option as part
of the loan modification process when indicated by program guidelines, with
increased incentives for successful principal write-downs

* & new program, to be backed by $14 billion tn TARP funds and managed by
both Treasury and the Federal Housing Administration (“FHA”), that will enable
severely underwater borrowers to refinance their mortgages so that the total
amount that they owe on their homes will not exceed 115% of the home's value

* temporary payment reductions for unemployed borrowers for periods from three.
to six months while they seek new employment
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* increased incentives for servicers to provide permanent loan modifications In
order to compensate them for costs associated with the revisions to the program,
including assistance to unemployed homeowners

* expansion of HAMP to include borrowers with FHA loans and borrowers in
active bankruptcy proceedings

* improved requirements for borrower solicitations, stating performance
timeframes for all parties and prohibiting new foreclosure referrals during
the HAMP modification process

* addidonal assistance for homeowners who lose their homes through a short sale
or deed-in-Heu, including increased financial assistance for moving and incen-
tives to sexvicers and second-lien holders for use of foreclosure alternatives

SIGTARP appreciates Treasury’s willingness to reconsider its opposition and
change the program substantially to address these issues. To Treasury’s credit, the
program changes appear intended to expand HAMP participation and improve the
rate of permanent modifications, as well as address the significant re-defanlt risks
driven by homeowners’ negative equity. The new revisions to HAMP, as a whole,
constitute a potentially important step forward for homeowner relief.

However, the program changes, as announced, also raise several issues that
could impede HAMP’s effectiveness and efficiency and thus warrant several new
recommendations. SIGTARP’s recommendations are not intended to convey ap-
proval or disapproval of Treasury’s policy decisions, but instead are intended to
ensure that those policy decisions are carried out in a manner that will maximize
their effectiveness.

The Program Revisions Were Announced Before Being
Completely Formulated, Leading to Potential Confusion and a

Lack of Transparency

The newly announced programs lacked detail in certain key aspects, and, in some
circumstances, appear to be only partially formed. Although Treasury's sense of
urgency and its desire to preview the direction of the program is laudable, it risks
contributing to same of the same confusion and inefficiency that was assoclated
with the rollout of HAMP’s first-lien modification program. To date, Treasury has
not articulated a clear, integrated vision of the number of borrowers it expects to
assist in each program, the expected costs of many of the program adjustments,
how some of the program components are to work together, or how their form and
design optimally address the problems at hand. These circumstances risk creating
problems that could affect HAMP's long-term success:

* unclear expectations about the program'’s eligibility, benefits, and effectiveness,
particularly absent well-defined benchmaris for success
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» servicers’ and borrowers’ hesitation to participate until the “kinks are worked
out” or because they expect to benefit from a later revision, which results in
their not taking advantage of a program whose success depends on widespread
pasticipation by eligible parties

* opportunities for fraud created by confusion and ambiguity

Time pressures have led to servicer complaints in the past about unclear and
frequently revised HAMP guidelines. Unfortunately, early indications provide
cause for concern that the new revisions may aggravate those problems rather than
fmprove them. Loan servicers have already expressed to SIGTARP their concemns
about the announced guidelines for the revisions, and some (including one of the
largest servicers) have told SIGTARP that they were not consulted about their
formulation or implementation. Preliminary feedback obtained by SIGTARP also
indicates that some of the servicers anticipate difficulty in fmplementing the new
changes, which have been described as potentially “time consuming” and creat-
ing “further lag time,” particularly with respect to evolving information technology
requirements. Moreover, after the new HAMP revisions were publicly announced,
loan servicer participants have reported a surge of borrower phone calls regarding
program changes. These reportedly were difficult to answer and process both be-
cause the program’s elements had not been fully released and because the servicers
had little time in advance of the announcement to prepare and train their staffs to
respond. One large servicer noted to SIGTARP that the rollout was “anticipated to
create borrower confusion and potential borrower reluctance to execute modifica-
tions” until the new programs are launched.

Furthermore, the haste in announcing the new programs has led to the dissemi-
nation of undeveloped informsation. For example, one of the key components to the
announced principal reduction program included a chart that listed the amounts
that lenders would receive in return for forgiving principal based upon the degree
to which the Joan is underwater. Although the chart indicated an amount that
would be paid to investors to forgive principal for loans that had a loan-to-value
ratio less than 115%, Treasury officials initially indicated to SIGTARP that they
had not yet determined whether they will make any payments to investors under
the 115% level. Two weeks later, Treasury indicated that, because a Supplemental
Directive had not been issued for the principal forgiveness programs, it could
not specify details on circumstances in which unpaid principal balance would be
forgiven below 115%. These types of changes, along with the other demands on the
sexvicers to implement the programs, will tap available servicer resources and could
lead to a repeat of problems that have plagued the HAMP program since incep-
tion — a diversion of resources that has contributed to slow conversion rates for
permanent modifications.

The resulting lack of clarity, in turn, serves to impair the program’s transpar-
ency. Treasury has not provided SIGTARP with meaningful estimates of the costs




SPECIAL INSPECTOR GENERAL | TROUBLED ASSET RELEEF PROGRAM

and benefits of these still-to-be-developed initiatives. Regarding costs, for example,
Treasury has repeatedly asserted that HAMP will spend no more than $50 billion
of TARP funds (the amount currently allocated to the program), but has not pro-
vided the public with specific breakdowns of estimated costs of the components of
many of the new initiatives. Treasury has also indicated to SIGTARP that it intends
to increase servicer incentive payments to compensate them for additional costs
from the program revisions (xpedﬁca]lymcludihgdmemlatedmﬂ:etmempbyed
borrower forbearance program), which is hard to reconcile, from a transparency
perspective, with its public statement that there would be “no cost to government
or taxpayers from the forbearance plans.” Moreover, Treasury still has not defined
its goals or expectations for permanent modifications, the impact and expectations
for each of the new initiatives, or other key indicators of success. Treasury must
set clear expectations and goals for each of the programs’ results and costs so that
Congress and the American public can measure thefr success and critically evalu-
ate whether the program's considerable cost is worthwhile.

Recommendation:

* The new initiatives add to the previously discussed imperative that Treasury
clearly define meaningful metrics for HAMP’s success, along with well-founded
cost estimates, in order to facilitate informed consideration of the program’s
value to the American people. SIGTARP recommends that, for each HAMP
program and subprogram, Treasury publish the anticipated costs and expected
participation in each and that, sfter each program is launched, it report monthly
as to the programs’ performance against these expectations.

In response to this recommendation, Treasury indicated that it will take additional
steps to increase transparency, and “will continue o expand the number and depth of
reports an program fmplementation, successes and challenges.” Treasury also com-
mitted to “set targets for key program objectives this year.”

The Program Revisions Might Increase Fraud Vuinerabiilties
Both the lack of clear guidelines and some features of the revised programs them-
selves leave HAMP vulnerable to fraud. Criminals feed on borrower confusion, and
frequent changes to the programs provide opportunities for experienced criminal
elerents to prey on desperate homeowners who have not been educated as to the
risks of fraud. For the existing HAMP program, this has been demonstrated by the
high incidence of mortgage modification schemes, where thieves trick borrowers
into paying upfront fees for modifications that never materialize. SIGTARP alone
has tnitiated dozens of criminal investigations into these schemes, some of which
are described in Section 1: “The Office of the Special Inspector Genenal for the
Troubled Asset Relief Program” in this report. Although the announcement of the
new programs was done with great fanfare, litde was done at the time to wam
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borrowers about the dangers of potential fraud, which is particularly dangerous
given the current ambiguity in many of the programs. As SIGTARP has repeatedly
wamed, Treasury must take & more proactive role in using its podium not only to
highlight and market its new initiatives, which are certainly important exercises,
but also to warn of the dangers of fraud. Although Treasury has taken some impor-
tant steps to edvance fraud awareness through its website and at borrower events, it
can and should do more to educate a broader audience of the dangers of fraud.

Furthermore, revisions to the Home Affordable Foreclosure Alternatives
(“HAFA”) program present an increased prospect of potential fraud. As part of the
new fnitiatives, Treasury has announced that additional incentive payments will be
paid to borrowers and servicers who participate in its short sale provisions. This also
increases the incentives for those participating in criminal short sele scams, and it
appears that the program may lack necessary antifraud protections. For example,
one prevalent short sale scheme — called “flopping” — centers on home values that
are fraudulently deflated for the purpose of decreasing the cost of the short sale to
a “straw purchaser.” The property is then quickly resald for its true market value,
Ieaving the difference in the crook’s pocket. Historically, these schemes often
involve the participation of corrupt brokers and servicers. As constituted now, the
program permits home valuation, the key vulnerability point for a flopping scheme,
without a true appraisal, allowing estimates from brokers or other “independent”
providers at the discretion of the servicer, subject to its contractual agreement with
the investor.

Similarly, with respect to the principal forgiveness component of HAMP —
where there is 8 similar vulnerability to fraud from underestimating the home's
value — Treasury has indicated that this critical parameter will dexive from a
computer model that will not even require a visual inspection of the home. These
Jess-than-robust valuation methods, along with the increased incentives through
Government-funded payouts, leave the program vulnerable to fraud. It also fails to
emulate the FHA's move rigorous home valuation protocol that requires use of an
FHA-approved appraiser following standard procedures; ironically, the more rigor-
ous procedures will be used in the TARP-funded FHA-refinance program and have
been used by the FHA in its own short sale program. No program of this type and
scale can be considered well designed without robust protections of taxpayer funds
against the predation of criminals, particularly given the inconsistent treatment of
home valuation across the different principal forgiveness programs. Taxpayer-assisted
short sales and principal forgiveness programs through TARP should have at least the
sarme protections against fraud as those instituted in similar programs by FHA.
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Recommendations:

* SIGTARP recommends that Treasury launch a broader based information
campaign, including public service announcements in target markets that focus
on warnings about potential fraud and include conspicuous fraud warnings
whenever it makes broad public announcements about the program.

¢ SIGTARP recommends that Treasury adapt a uniform appraisal process across
all HAMP and HAMP-related short sale and principal reduction programs con-
sistent with FHA's procedures.

In response to these recommendations, Treasury agreed that frand is a seri-
ous condition and cited its efforts at educating the public about mortgage fraud
through its MHA website, at barrower outreach efforts throughout the country,
and in local media. Treasury also indicatd that it is about to roll out a public service
campaign and is committing to provide fraud wamings to homeowners in the
rollout of each new program. Treasury has deferred commenting on SIGTARP's
recommendation regarding a uniform appraisal process until 30 days after issuance

of this report.

The Discretionary Nature of Principal Reductions by
Servicers Raises Several Concerns That May Undermine the
Effectiveness of the Program

One of the most dramatic changes in the HAMP program is its expansion to ad-
dress negative equity by mandating consideration of — but not requiring — mort-
gege principal reductions. The relevant guidelines will require servicers to use an
alternative Net Present Value (NPV?) test, similar to the NPV test currently in
place, that calculates the value of the modification to the investor taking into ac-
count the incentive payments Treasury would pay for forgiving principal as part of
the modification. Even if that test demonstrates that a principal reduction modifi-
cation will yield a greater positive return ta the investor than a traditional HAMP
modification, however, the guidelines do not require the servicer to modify the
mortgage with principal reduction. This raises several important concems as to the
potential impact of this program revision and whether it will effectively deal with
the re-defaults associated with negative equity.

Pirst, as it stands, the program could create a conflict of interest for the ser-
vicers that could result in an incentive for them to avoid principal reduction, even
if the NPV test indicates that it will yield a greater retumn for the investor. As the
Congressional Oversight Panel observed in its recent report to Congress, servicers
are compensated primarily on the total amount of outstanding principel on the
morigages they service, giving them a disincentive to forgive principal compared to
other modifications to the mortgage, such as principal forbearance.*! While ser-
vicers undoubtedly often heve an interest in bringing a defaulted mortgage current
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through some modification, it is unclear whether the program will provide the nec-
essary servicer incentives to overcome the potential loss of income from choosing

a principal reduction modification. In other words, as currently structured, there
may be a built-in incentive for servicers to try to bring a mortgage current through a
traditional non-principal reducing mortgage modification under HAMP, even when
the NPV test indicates that principal forgiveness would be in the best financial
interests of both the investor and borrower.

Second, the discretionary nature of principal forgiveness threatens to foster per-
ceptions of unequal treatment and arbitrariness. Under the proposed discretionary
system, two neighbors living in identical homes, in the same community, with an
identical hardship, income, debt-to-income ratio, and Ioan-to-value ratio, could end
up with dramatically different results from the same Government program based
solely on whether their servicer is one that is amenable to principal forgiveness
or not. In other words, whether a borrower recetves relief on the issue of negative
equity (and thus arguably has a higher or lower chance of eventually re-defaulting
on his mortgage) will depend not an the borrower’s circumstances, but rather on
the whims of the borrower’s servicer. This kind of arbitrary result should be limited,
to the extent possible, in a Government-administered program — a basic fairness
concept that Treasury has implicitly recognized by trying to Emit arbitrariness
in HAMP by both making other aspects of HAMP mandatory and by requiring
servicers to attempt to renegotiate their agreements with investors to permit HAMP
modification mechanisms if the agreements prohibit them.

Third, giving servicers the discretion to implemnent principal reduction intro-
duces a questionable inconsistency into the HAMP program and stands in stark
contrast to the mandatory nature of the other significant mortgage modification
triggers. For example, first ien modifications are mandatory if the original NPV
test is positive (subject only to the servicer’s contractual agreement with the inves-
tors); servicers are similarly required to modify second liens whenever a first lien is
modified and the servicer for the second lien is a participant in the HAMP second
lien program; and even the newly announced unemployed borrower forbearance
program is mandatory for participating servicers. In order to encourage broad apph-
cation in HAMP, Treasury has made mandatory performance its preferred course.

SIGTARP recognizes that there are critically important policy considerations
associated with principal forgiveness, such as moral hazard and unfatrness to bor-
rowers who may have acted more responsibly, and takes no position as to whether
the newly announced programs appropriately balance those concerns. By introduc-
ing the principal forgiveness programs in the manner that it has, however (includ-
ing allocating more than a quarter of TARP-related HAMP funds to support the
FHA-Refinance program, which Is intended exclusively to reduce principal bal-
ances), Treasury has clearly weighed these costs against the benefits resulting from
the reduced risk of re-defaults associated with lower loan-to-value ratios, and it has
decided in favor of the latter
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Moral hazard is of particular concern. In the HAMP context, it represents,
among other things, the danger that a homeowner who is not eligible for the
program will intentionally default on his mortgage in order to receive a principal
reduction through HAMP. As the Congressional Oversight Panel recently observed,
giving servicers discretion over principal reductions might serve to reduce the
incentive for a borrower to attempt to game the system, as the inherent random-
ness in a discretionary system may deter intentional default.*? On the other hand,
Treasury officials have expressed confidence that their existing protocols for bor-
rower screenings, such as hardship affidavits and third-party income verification,
already protect the program from many of the dangers of moral hazard. These
mechanisms require a borrower to demonstrate that they have a legitimate financial
hardship before they can enter the program, require verifiable third-party informa-
tion to confirm the hardship, and inform the borrower of the criminal penalties he
might face if he attempts to defraud the system. As a result, a borrower who is oth-
erwise unaffected by the financial crisis should be unable to take advantage of the
program by intentionally defaulting on his mortgage without criminally defrauding
the program by lying about a fictitious hardship and securing fraudulent documen-
tation to support his claim. The program also ameliorates the moral hazard effects
because it does not award full principal reduction et the outset of a modification
but rather requires the borrower to make three years of modified payments to
take advantage of the program fully. In sum, although making principal reduction
modifications mandatory could incrementally increase the moral hazard incentives,
there are at least mechanisms in place to limit this danger.

Treasury has also informed SIGTARP that it has concems that servicers may
opt out if principal forgiveness is made mandatary, citing concerns in particular
about the tmplication of principal reduction where second liens are present. It
is not clear that servicers would necessarily do so, however, and as reparted to
SIGTARP by several servicers, Treasury did not cansult with at least some of them,
including one of the larger ones, before the program was announced. Further, there
may be other program modifications that could address concems about second
lens, including through the Second Lien Modification Program. Further, this
potential fear has not prevented Treasury from repeatedly modifying HAMP guide-
lines on other tmportant changes to the program, including mandatory forbearance
for unemployed borrowers. The agreements themselves explicitly contemplate the
servicers going back to the investors to negotiate a change in their agreements
when necessary Moreover, Treasury has expressed confidence that its NPV tests
are sound, and, accordingly, principal reduction would only be called for when it
would be the most economically advantageous option for the investor.

In sum:

* Although there are important and difficult policy considerations to weigh before
principal reduction is utilized as a modification option, now that Treasury has
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made a decison to go forward with principal reduction, it should endeavor to
implement as effective a program as possible.

* Making principal reduction discretionary may limit HAMP's effectiveness and
result in unequal and arbitrary results for similary situated homeowners.

¢ Although there are substantial vulnerabilities associated with principal re-
duction, the program does have barriers designed to mintmize moral hazard
vulnerabilities.

Recommendation:

¢ SIGTARP recommends that Treasury reevaluate the vohntary nature of its
principal reduction program and, irrespective of whether it is discretionary or
mandatory, Treasury should consider changes to better maximize its effective-
ness, ensure to the greatest extent possible the consistent treatment of similady
situated borrowers, and to address potential conflict of interest issues.

Treasury has deferred commenting on SIGTARP’s recommendations on its
principal reduction program until 30 days after issuance of this report.

The Proposed Unemployed Forbearance May Not Be of
Sufficient Duration

Another aspect of the new initiatives — assistance to unemployed homeowners —
may not go far enough to assist the average unemployed homeowner effectively
The unemployment assistance component of the new revisions provides payment
forbearance for a minimum of three months, although some borrowers may get
relief for up to six months, with the amount forborne added to the balance of the
mortgage. One prominent feature of this recession is an unusually high degree of
long-term unemployment. According to the Bureau of Labar Statistics, the aver-
age length of reported unemployment fs 31.2 weeks, the longest recorded since
its measurement began in 1948.%* The median length of tmemployment has risen
to 21.6 weeks, well above the three-month lower end of the standard assistance
period. Indeed, nearly 43% of unemployed workers have been out of work for 27
weeks, a Jength of time longer than the six-month contemplated maximum for
unemployment assistance. To be sure, many homeowners may be unemployed for
some period of ime before they enter into the program, but unless the long-term
unemployment situation radically improves (and it is widely anticipated that it will
not do 80 any time soan), large numbers of unemployed homeowners may still be
unemployed at the end of the forbearance period, particularly if servicers elect to
forbear only for the three-month minimum. For the fortunate who quicldy find
jobs, the program may be an important lifeline. But for the rest, the forbearance
time period will end before a job is found, their unpaid amount will still be owed,
and they will still face an unaffordable mortgage with a principal balance that has
been made higher by the unpaid interest amounts during the forbearance period,
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potentially eliminating equity for some and plunging others even deeper underwa-
ter. In Nght of this reality, Treasury should consider tmplementing a program with

a Jonger minimum term and that will have a broader impact. Although no program
will assist all unemployed borrowers, Treasury should strive for a program that will
at least assist the typical unemployed borrower.

Recommendation:
» SIGTARP recommends that Treasury reconsider the length of the minimum
term of HAMP's unemployment forbearance program.

Treasury has deferred commenting on SIGTARP’s recommendations on its
unemployment forbearance program until 30 days after issuance of this report.

RECOMMENDATIONS RELATING TO THE COMMUNITY
DEVELOPMENT CAPITAL INITIATIVE (“CDCI")

As discussed more extensively in Section 2: “TARP Overview” of this report,
Treasury announced CDCI on February 3, 2010. The program will invest capital in
Community Development Financial Institutions (‘CDFIs"), which work in commu-
nities that are underserved by traditional financial institutions and target more than
60% of their small business lending and community development activities tn such
communities. Under CDCI, qualified CDFIs ore eligible for capital investments of
up to 5% of their rsk-weighted assets. Moreover, when a regulatar deems a CDFI
insufficiendy capitalized to qualify for CDCI fumding, the CDFI can raise private
capital that Treasury will match dollar for dollar up to the 5% of risk-weighted as-
sets threshold. The announced terms of CDCI provide that Treasury can examine
the corporate books of participating institutions as long as Treasury retains at least
10% dof its initial investment therein and that the CDFI must submit annually a
survey to Treasury describing its use of TARP funds.

Recommendations:

The framework for CDCI raises potential oversight issues that Treasury should

consider as it further develops the controls for the program, reflected in the follow-

ing recommendations.

= First, because capitalization is one of the primary measures of a financtal insti-
tution’s health, SIGTARP recommends that Treasury institute careful screening
before putting additional capital into an institution with insufficient capital to
ensure that the TARP matching funds are not flowing into an institution that is
on the verge of failure.

* Second, experience has demonstrated that there must be contrals to ensure
the legitimacy of any clatmed private investments, As noted in Section I: “The
Office of the Special Inspector General for the Troubled Asset Relief Program”®
in this report, SIGTARP has already secured criminal charges againat the former
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Chief Executive Officer of The Park Avenue Bank who attempted to defraud
TARP through a fraudulent capital raise, and other similar investigations are
pending. SIGTARP thus recommends that Treasury develop a robust procedure
to audit and verify the bona fides of any purported capital raise and to estab-
lish adequate controls to verify the source, amount, and closing of all claimed
private investments.

» Third, with respect to access to a CDFI's books and records, SIGTARP recom-
mends that Treasury revise CDCI terms to clarify that Treasury’s inspection
and copy rights continue until the entire CDCI investment is terminated.
Additionally, consistent with recommendations made in connection with other
TARP programs, the terms should be revised to provide expressly that SIGTARP
shall have access to the CDFT’s records equal to that of Treasury

* Finally, to more forcefully encourage CDFIs to increase lending in their un-
derserved communities, SIGTARP recommends that Treasury consider more
frequent surveys than annually, as currently contemplated. Quarterly surveys
would more effectively emphasize the purpose of the program.

In response to these recommendations, Treasury has indicated that it will ad-
dress the first two recommendations as it establishes the screening and approval
processes for CDCI. Treasury indicated that it will edopt SIGTARP’s recommen-
dation that Treasury’s inspection rights will continue as long as Treasury holds an
interest in the CDFI and will include SIGTARP in those inspection rights. Treasury
declined to incrense the frequency of the use of funds surveys under the program.

SIGTARP sent a letter to Treasury concerning its recommendations regard-
ing CDCI on March 11, 2010. A copy of that letter is included in Appendix H:

‘Correspondence.

TRACKING THE IMPLEMENTATION OF
RECOMMENDATIONS IN PREVIOUS REPORTS

SIGTARP has now made dozens of individual recommendations, and updating
compliance of each one in narrative form would be impractical. The following
table, Table 4.1, summarizes SIGTARP’s prior recommendations, gives an indica-
tion of SIGTARP’s view of the level of implementation to date, and provides a brief
exphnation for that view where necessary For more details on the recommenda-
tions, readers are directed to SIGTARP’s earlier quarterly reparts to Congress.
Treasury's views on the level of implementation of the recommendations are set

forth in Appendix H: “Correspondence.”
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