FAQs on Capital Purchase Program Repayment and Capital Assistance Program

Capital Purchase Program (CPP) Repayment
Q1. What is the policy for returning CPP money?

Under the original terms of the CPP, banks were prohibited from repaying within the first
three years unless they completed a qualified equity offering. However, the provisions
introduced by the American Recovery and Reinvestment Act of 2009 indicate that once
an institution notifies Treasury that it would like to repay its CPP investment, the
Treasury must permit a TARP recipient to repay subject to consultation with the
appropriate Federal Banking Agency.

All institutions seeking to repay CPP will be subject to the existing supervisory
procedures for approving redemption requests for capital instruments. Supervisors will
carefully weigh an institution’s desire to redeem outstanding CPP preferred stock against
the contribution of Treasury capital to the institution’s overall soundness, capital
adequacy, and ability to lend, including confirming that the institution has a
comprehensive internal capital assessment process.

The 19 BHCs that were subject to the SCAP process must have a post-repayment capital
base at least consistent with the SCAP buffer, and must be able to demonstrate its
financial strength by issuing senior unsecured debt for a term greater than five years not
backed by FDIC guarantees, in amounts sufficient to demonstrate a capacity to meet
funding needs independent of government guarantees.

Q2: What will happen to the warrants that Treasury owns in these banks?

After repaying their CPP preferred stock, institutions also have the right to repurchase the
warrants issued to Treasury for their appraised market value. If an institution chooses not
to repurchase the warrants, Treasury may liquidate registered warrants. The warrants
cannot be sold to an investor until the bank has had an opportunity to repurchase them.

Q3. How will you value the warrants that you own in banks that are repaying CPP
investments?

The issuer can repurchase the warrants at “fair market value,” as defined in Section 4.9 of
the Securities Purchase Agreement. Specifically, the bank wishing to repurchase
warrants will hire an independent advisor that will use standard industry practices to
value the warrants and will present the offer to Treasury, which will independently
calculate its own determination of fair market value using a robust process which
includes third party input. If those values differ, then Treasury and the bank will
followed the process defined in Section 4.9 to reach a mutually agreed upon fair market
value.



Q4. How will the public know when a firm has repaid its CPP preferred or repurchased
Treasury’s warrants?

Information on CPP preferred repayments and warrant repurchases is made available
online and updated regularly in the TARP Transactions Reports. The reports can be
found at http://www.financialstability.gov/latest/reportsanddocs.html.

Q5: For CPP participants who have used the public institution transaction documents,
how is the warrant exercise price calculated?

Treasury is aware that there is some confusion around this calculation. All warrant
exercise prices have been calculated in a consistent manner, taking the average of the
closing prices for the twenty trading days up to and including the day prior to the date on
which the TARP Investment Committee recommends that the Assistant Secretary for
Financial Stability approve the investment. Please note that (i) the recommendation of the
Investment Committee constitutes preliminary approval, but final approval of an
investment occurs only when the transaction documents are executed and delivered by
Treasury; and (ii) a trading day is defined as a day on which where was trading activity in
a given name.

The Capital Assistance Program (CAP)
Q6. Who can access the CAP program?

Generally speaking, any bank holding company, financial holding company, insured
depository institution and savings and loan holding company, that engages solely or
predominately in activities that are permissible for financial holding companies under
relevant law, and that is organized and operating in the United States, qualifies as a QFI if
it is deemed viable by the appropriate Federal banking agency. Financial institutions
controlled by a foreign entity will not be eligible. For purposes of the Capital Assistance
Program (CAP) eligibility, the deadline for approval of any pending holding company
application is January 15, 2009, i.e. the same as the deadline for CPP eligibility.

Specifically, a QFI is defined as: (i) Any U.S. bank or U.S savings institution not
controlled by a Bank Holding Company (“BHC”) or Savings and Loan Company
(“SLHC™); (i) any top-tier U.S. BHC; and (iii) any top-tier U.S. SLHC which engages
solely or predominately in activities that are permitted for financial holding companies
under relevant law. A “QFI” shall not mean any BHC, SLHC, bank or savings
association controlled by a foreign bank or company.

Q7: What is the deadline to apply to the CAP?
The deadline for all institutions has been extended to November 9, 2009. Institutions that

receive preliminary approval from Treasury will have until November 9, 2009 to close
the transaction.


http://www.financialstability.gov/latest/reportsanddocs.html

Q8. How does CAP work? What type of securities can be issued under CAP?

To ensure that the banking system has the capital it needs to provide the credit necessary
to support economic growth, the Treasury is making capital available under its Capital
Assistance Program as a bridge to private capital in the future. A BHC may apply for
Mandatory Convertible Preferred (MCP) in an amount up to 2% of risk-weighted assets
(or higher upon request). MCP can serve as a source of contingent common capital for
the firm, convertible into common equity when and if needed to meet supervisory
expectations regarding the amount and composition of capital. Treasury will consider
requests to exchange outstanding preferred shares sold under the CPP or the Targeted
Investment Program (TIP) for new mandatory convertible preferred issued under the
CAP. In order to protect the taxpayer interest, the Treasury expects that any exchange of
Treasury-issued preferred stock for MCP will be accompanied or preceded by new capital
raises or exchanges of private capital securities into common equity.

The MCP instrument is designed to give banks the incentive to redeem or replace the
government-provided capital with private capital when feasible. The term sheet for MCP
is available at www.financialstability.gov.

Q9. Will firms that access the CAP be subject to additional terms and conditions beyond
those that apply to firms accessing CPP?

Recipients of capital under the CAP will be required to submit a plan for how they intend
to use the capital to increase lending activities above levels relative to what would have
been possible without government support. This plan will be submitted during the
application process, and the Treasury Department will make these plans public upon
distribution of the capital investment to the firm. These firms must also submit monthly
and quarterly reports to Treasury on their lending by category and will include a
comparison to estimates of what their lending would have been in the absence of
government support. All these reports will be put on FinancialStability.gov.

All CAP recipients will also commit to participate in the Home Affordable Modification
Program. They will also be required to comply with final version of the executive
compensation restrictions when announced.

To ensure that any taxpayer dollars invested by the government under the CAP improve
banks’ capital bases and promote lending, any firm accepting assistance under the CAP
will be subject to the following restrictions until it repays all funds provided to it under

the CAP:

1. Restricted from paying quarterly common stock dividend payments in excess of
$0.01 per share unless approved by Treasury and the primary regulator as
consistent with the firm reaching its capital planning objectives.



2. Restricted from repurchasing common stock, preferred stock, or trust preferred.
Special approval for share repurchases may be granted by the Treasury
Department and the banking institution’s primary regulator.

3. Restricted from pursuing acquisitions. Banking institutions that receive CAP
funds are restricted from pursuing cash acquisitions of healthy firms until the
government investment is refinanced. Exceptions will be made for regulator-
approved restructuring plans.

Q10. Can banks that did not participate in the SCAP access the CAP?

Yes. Banks outside of the 19 institutions that participated in the SCAP can access the
CAP.

Q11. What criteria will Treasury use for granting preliminary approval for the CAP?
For institutions that participated in the SCAP, Treasury will rely on the assessments
completed by the banking supervisors, and seek to understand how CAP fits into an
institution’s broader capital plan.

For the institutions that did not participate in SCAP, Treasury will use the existing
viability standard (which formed the basis of all investment decisions made in the CPP)
and rely on the recommendations of the bank’s supervisors. The viability standard states
that an institution must be deemed viable without Treasury’s investment.

Q12. Can firms that repay their CPP access CAP at a later date?

Applications for CAP will only be accepted until November 9, 2009.

Q13. Will banks that did not go through the SCAP, but wish to access the CAP be forced
to undergo their own stress test?

There are no plans to put other banking institutions through the SCAP.

However, in making their recommendations to Treasury for CAP approval, supervisors
will review those firms’ risk profiles and capital positions. They will evaluate the firms’
internal capital assessment processes, including capital planning efforts that incorporate
the potential impact of stressful market conditions and adverse economic outcomes.
Q14. Should a CAP applicant notify Treasury of its application?

No. Banks should work through their primary federal regulator.

Q15. If an institution voluntarily applies for and is preliminarily approved by Treasury

to participate in the CAP, may that institution later decide that it does not want to close
the CAP transaction? When such an institution is preliminarily approved for a CAP



investment, what is the period of time within which the transaction must be
consummated?

If an institution that did not participate in the SCAP applies and is preliminarily approved
for CAP, they are not obligated to close the transaction. Institutions receiving
preliminary approval will have until November 9, 2009 to decide whether or not to
complete the transaction. Institutions that did participate in the SCAP will not be
required to complete the transaction either, but must work with their supervisors to ensure
that they meet the SCAP buffer.

Q16. The term sheet states that CAP is redeemable at par, plus accrued and unpaid
dividends within the first two years of issuance. Does the two year period begin on the
preliminary approval date or the closing date?

The 2-year period begins on the date of preliminary approval.

Q17. The CAP term sheet section on Size states the following: "each QFI may issue an
amount of CAP equal to not less than 1% of RWA and not more than 2% of RWA plus
any CAP to the extent the proceeds of such additional CAP are used to redeem CPP or
TIP". Would you please explain this?

CAP issuance can potentially be used in part to redeem CPP or TIP, and Treasury will
consider requests to exchange outstanding preferred shares. Institutions that have already
issued preferred equivalent to 3% of RWA under CPP, may apply issue MCP under CAP
of up to 5% of RWA as long as MCP equivalent to 3% of RWA is used to redeem the
original CPP investment.

In order to protect the taxpayer interest, the Treasury expects that any exchange of
Treasury-issued preferred stock for MCP will be accompanied or preceded by new capital
raises or exchanges of private capital securities into common equity.

Q18. If a financial institution has multiple TARP preferred stock series, can they choose
which series to convert to CAP?

No. The CPP series should be converted first.

Q19. If afinancial institution converts a CPP or TIP series into CAP, can the institution
choose the order in which it pays off the CPP, TIP and CAP in the future?

Yes. Financial institutions have discretion on which securities to repay first.

Q20. Does the "dividend stopper” only require stopping dividends on other shares if
dividends on the CAP are not current?

Yes.



Q21. Is the 20% requirement for warrants incremental to or in aggregate with the
existing warrants on the converted CPP or TIP?

The warrant requirement is incremental.

Q22. Can an institution purchase warrants prior to redeeming the CAP? What happens
to any warrants issued under CPP?

No, the warrants can only be purchased following redemption in whole of the MCP. A
security issued under the CAP, if for the full amount of preferred issued under CPP,
counts as a qualified equity offering, and cuts the number of warrants issued under CPP
in half.

Q22. Will Treasury’s agreement to sell shares over five years (which begins on
mandatory conversion) start immediately after voluntary conversion or at a different
time?

Yes. It will begin on the date of optional/voluntary conversion.

Q24. What additional executive compensation restrictions, if any, will be placed on CAP
recipients?

The Treasury’s regulations will provide further clarity around executive compensation.
These details are expected to be released soon.



