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Financial Crisis Inquiry Commission

Agenda Item 4 for FCIC Meeting of December 15, 2010

Minutes of Meeting on
December 7, 2010
Call to Order

Chairman Angelides called the meeting to order at approximately 9:15am. 
Roll Call
Chairman Angelides asked Gretchen Newsom to call the roll of the Commissioners. Present were Phil Angelides, Bill Thomas, Brooksley Born, Byron Georgiou, Bob Graham, Keith Hennessey, Heather Murren, John W. Thompson, and Peter Wallison. Commissioner Holtz-Eakin joined at approximately 11:00am.  
Also participating in the meeting were: Wendy Edelberg, Executive Director; Gary Cohen, General Counsel; Gretchen Newsom, assistant to Chairman Angelides; Scott Ganz, assistant to Vice Chairman Thomas; Rob Bachmann, assistant to Chairman Angelides and Courtney Mayo, assistant to the Vice Chair. 
Discussion of the Report

General Counsel Gary Cohen informed the Commission it is his opinion the rules may need to be changed to allow for a 48 hour meeting notice rather than a 7 day notice in order to expedite Commission business. Mr. Cohen intends to draft a proposal for consideration at the Commission meeting.

Chairman Angelides noted that Executive Director Wendy Edelberg recently distributed a draft abridged timeline of the financial crisis for inclusion in the report and requested feedback.  There was a general consensus that the timeline should be narrowed to listing only major events in the report but could be more expansive for the website.  Ms. Edelberg was directed to distribute the entire master timeline to Commissioners for their information and review. 

Vice Chairman Thomas requested that Mr. Cohen follow up with Fannie Mae concerning the foreclosure case of Ms. Lavulo and Mr. Moses from the Sacramento field hearing. 
Vice Chairman Thomas and Scott Ganz, special assistant to Vice Chairman Thomas, discussed their perspective on the report and the process of report preparation and provided feedback on the draft report. Vice Chairman Thomas and Mr. Ganz distributed a list six draft motions (attached) and Chairman Angelides and Ms. Kinney Newsom distributed a document concerning word counts of terms in the draft report (attached).  
MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that “Wall Street” be removed in all cases and replaced with a more accurate or granular description of the entity or group of entities in question.
AMENDED MOTION:
Thomas amended his motion and Wallison seconded the amended motion to direct the staff to look at the supposed 104 usages of the term “Wall Street” to inquire if a more precise definition of Wall Street has been stretched to encompass other institutions and is used under different terms so that we could then say “Wall Street and the other institutions” that are being called by other names.
FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
MOTION:
Graham moved and Hennessey seconded a motion to limit the discussion and presentation of the additional motions to 3 minutes for the sponsor of the amendment and 3 minutes for one member to oppose. (This motion was later clarified to allow more than one party to speak on either side within the 3 minute allotment.)

APPROVED:
Unanimous Consent (9-0, Commissioner Holtz-Eakin absent) 

MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that “interconnections” or “interconnectedness” be removed in all cases and replaced with a more accurate description of the linkage being described.

FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that “shadow banking system” and “shadow banks” be removed in all cases and replaced with a more accurate or granular description of the entity, group of entities or market in question.
FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that the words “magic” or “alchemy” be removed related to product structuring and replaced with a more accurate description of the process by which mortgages were pooled, tranched and rated.

FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that all references to financial intermediaries earning “fee” income except for the first mention, be removed unless it is explicitly connected to a cause of the crisis, given the self-evident fact that all financial services are provided for a fee. 

FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
MOTION:
Thomas moved and Wallison seconded a motion pertaining to the report that the terms “deregulation” or “governing model known as deregulation” with regards to a summary of the history of banking regulation from 1970 through 2005 be removed so as not to mislead the reader, given the variety of legislative actions over the time period that increased regulation, decreased regulation, and/or changed existing regulations.

FAILED:
4-6 



(Open roll call to allow Commissioner Holtz-Eakin to cast vote)



AYE:  4 - Thomas, Hennessey, Holtz-Eakin (cast vote later in meeting), Wallison;


NAY:
6 –Angelides; Born; Georgiou, Graham, Murren; Thompson
Chairman Angelides asked the Commission if there were any other matters to bring before the board or comments on substance.  No other items of business were brought up by the Commissioners or comments raised on matters of substance.
MOTION:
Thompson moved and Born seconded a motion to recess this meeting and adjourn at such time that Commissioner Holtz-Eakin can cast his vote on the six motions that have been made and that no other business be conducted between the recess and the casting of his vote and that the meeting be adjourned immediately after the casting of his votes.
APPROVED:
6-2 



AYE:  6 - Angelides, Born; Georgiou, Graham, Murren, Thompson



NAY:
4 – Thomas, Hennessey



PRESSENT: 1 - Wallison


ABSENT: 1- Holtz-Eakin

Commissioner Holtz Eakin immediately joined the meeting after the above vote and declared his affirmative vote for all six of the Vice Chairman’s motions.
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ATTACHMENT: Motions distributed by Vice Chairman Thomas
MOTIONS
1. I move that “Wall Street” be removed in all cases and replaced with a more accurate or granular description of the entity or group of entities in question.

Section 2, Ch. 2, p. 1: “In 2004, Wall Street – commercial banks, thrifts, and investment banks – caught up with Fannie Mae and Freddie Mac in the securitization of residential mortgages.” “Meanwhile, Wall Street focused on the higher-yield loans that the GSEs were unable to purchase and securitize – loans that were too large, called jumbo loans, and the non-prime loans that didn’t meet the GSEs’ underwriting standards”. “By 2005 and 2006, Wall Street securitized a third more loans that Fannie and Freddie.”

At the height of the boom, in 2006, the top ten issuers of non-agency MBS were Countrywide, Washington Mutual, Lehman Brothers, Residential Funding Corp. (GMAC), Bear Stearns, Wells Fargo, Goldman Sachs, IndyMac, New Century, JPMorgan Chase and Option One.  Six out of the top ten are not Wall Street firms.  

If we are defining Wall Street as “commercial banks, thrifts and investment banks”, then other references are confusing.  Section 1, intro, p. 1: “Inevitably, this became a market in which the participants –mortgage brokers, lenders, and Wall Street firms - had more of a stake in the quantity of mortgages signed up and sold, and less in their quality.” Section 1, Ch. 1, p. 10: “Quite simply, on an increasing number of fronts, the traditional world of the Main Street banks and thrifts was ill-equipped to keep up with the growing parallel world of the Wall Street firms.”

2. I move that “interconnections” or “interconnectedness” be removed in all cases and replaced with a more accurate description of the linkage being described.

Section 1, Intro, p. 1: “Distress in one area of the financial markets led to failures in other areas by way of interconnections and vulnerabilities that bankers and government officials had missed or dismissed.”

3. I move that “shadow banking system” and “shadow banks” be removed in all cases and replaced with a more accurate or granular description of the entity, group of entities or market in question.

Section 1, Intro, p. 2: “First, we explain the phenomenal growth of the shadow banking system—the investment banks, most prominently, but other financial institutions, too—which freely operated in the capital markets that were beyond the reach of the regulatory apparatus that had been put in place in the wake of the Crash of 1929 and the Great Depression.” 

Section 1, Ch. 1, p. 1, speaking of money market mutual funds: “Business boomed; a key player in the shadow banking industry was born.” However, money market mutual funds are highly regulated by the SEC. 

Section 1, Ch. 1, p. 9: “… the main participants in the shadow banking industry – the money market funds and the securities firms that sponsored them – were not subject to the same safety-and-soundness supervision as were banks and thrifts.”

4. I move that that the words “magic” or “alchemy” be removed related to product structuring and replaced with a more accurate description of the process by which mortgages were pooled, tranched and rated.

On Section 1, Ch. 4, p. 9: “In the structure of this Citigroup deal, which was typical in this regard, over 85% of the $x billion deal – or $737 million - was rated triple-A. It was magical, nothing less.”
5. I move that we remove all references to financial intermediaries earning “fee” income except for the first mention, unless it is explicitly connected to a cause of the crisis, given the self-evident fact that all financial services are provided for a fee. 

Section 1, Chapter 1, p. 4 the report says: “These were the conduits through which Merrill Lynch, Morgan Stanley, and other Wall Street securities firms were able to broker and provide, for a fee of course, short-term financing to large, established corporations.”  

Section 1, Chapter 1, p. 6: “It was deemed a win-win-win deal: the mutual funds could earn a solid rate of return, the stable companies could borrow at lower rates, and Wall Street could earn fees on putting the deals together.”  

On p. 7 of Section 3, Ch. 1: “Critically, Bank of America guaranteed those deals with a traditional liquidity put—for a fee, of course.”

6. I move that the terms “deregulation” or “governing model known as deregulation” with regards to a summary of the history of banking regulation from 1970 through 2005 be removed as not to mislead the reader, given the variety of legislative actions over the time period that increased regulation, decreased regulation, and/or changed existing regulations.

Section 1, Ch. 1, p. 17: “Despite the S & L crisis and the passage of legislation to subject thrifts to bank like supervision, the impulse toward deregulation continued apace, focusing on dismantling the existing regulatory framework to allow regulated depository institutions to engage in more activities in the capital markets.” 

On Section 1, Ch. 3, p. 4: “In practice, the governing model that became known as deregulation was not just about dismantling regulations that had previously been in place but also about a disinclination to challenge the financial services industry on the potential risks of new innovations and practices.”
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ATTACHMENT: Word Count distributed by Chairman Angelides

Inclusive of all draft chapters and sections received by the Commission thus far (Section A; Section 1 intro; 1.1; 1.2; 1.3; 1.4; 2.1; 2.2; 2.3; 3.1-3.9), the followings words or phrases appear in the “main body” of the report in the amounts specified:

1. bank(s) = 725  (doesn’t include “investment banks” or proper names of entities – i.e. the Bank of New York – or “bankers”)
2. lender(s) = 234
3.  repo = 210
4.  investment bank(s) = 215
5. commercial paper = 136
6. repo lender = 38 
7.  thrift(s) = 124 (does not include “Office of Thrift Supervision”)
8. Wall Street = 104
9. broker(s) = 79
10. financial institution(s) = 76 
11. originator(s) = 41
12. securities firm(s) = 36 
13. broker-dealer(s) = 23
14. shadow banking = 16/ shadow banking system = 8
15. parallel banking =  6/ parallel banking system = 2

 


