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Given your past experience and many recent conversations with clients, how
do you foresee the Troubled Asset Relief Program or TARP affecting agencies
and the financial institutions they regulate?

Let’s start with you George.

Lorne, the events of the past six months will fundamentally change the financial
services industry through increased, ongoing and proactive government oversight.
This oversight requires a commensurate increase in transparency to gain absolute
trust in the stewardship of the taxpayer dollars being invested in the TARP program.
The TARP program is taking government into traditionally non-governmental
investments and this new mandate requires a new form of financial management that
blends proven practices in banking asset and portfolio management with federal
financial management.

The second major impact is the increased reliance on the HUD Federal Housing
Administration mortgage insurance programs. Since the meltdown of the sub-prime
market, these programs have seen unprecedented increases in volume. It's putting a
real strain on the systems and operations that support these programs.

Agencies that are not involved in the TARP program will also see impact. They'll see
leaner budgets, which requires them to re-evaluate how best to meet their
programmatic goals. They need to identify ways to save money by trimming any
redundancies and improving their management practices.

Jame, what do you think?

This meltdown of the financial markets certainly intensifies the set of challenges that
banks have been facing for some time now. In the face of increasing competition for
business and higher yields, what the banks created were newer, riskier products to
attract and retain customers — like subprime mortgages for banks and collateralized
debt obligations for the investment banks. We expect financial institutions to return to
more basic lending practices; to tighten up their credit controls; to eliminate the risky
products that contributed to the current problems; and to significantly increase the
transparency throughout the entire financial lifecycle.

Our message, however, is don’t stop innovating while you retrench. While that may

sound like an oxymoron, banks still need to transform their legacy systems and their
operations over the next decade to respond to the growing demand from customers
for more flexibility and better customer service.

They also have to prepare for the new regulatory regime. Currently financial
institutions answer to different regulators based on their legal organization, where
they are licensed and the types of products they offer, for example. This regulatory
framework was put in place back in the 1930s and 1940s; and current economic
conditions provide the motivation that Congress needs to modernize the financial
services regulatory framework.
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Let’'s go back and talk about the oversight and transparency comment. What
perspectives and approaches are beneficial to consider for all organizations
involved in the TARP program? George?

| believe strong governance is the key. The TARP Program is investing significant
taxpayer dollars in financial assets. Having a solid framework that manages the
structure, relationships and reporting processes of large, complex initiatives is
fundamental to success. We've heard a lot about the need for standardization and
governance helps provide for this.

In my view, there are several key components to strong governance. These
components include maintaining regular and open communications with all key
stakeholders, such as Congress, citizens, agencies, banks, small business owners
and the like. [It also includes] the establishment of clear roles and responsibilities
amongst all of the Treasury’s partners; and finally, clearly defining the metrics of
success and then monitoring, managing and reporting on those metrics.

Do you agree Jame?

| do. Having this type of governance structure is critical to rebuilding the public trust,
which will help stabilize the markets and the economy. We've seen how this type of
framework can help manage complex initiatives. For instance, as part of our own
outsourcing relationships with major financial institutions, we've helped manage
massive mergers and consolidations over the years, which require complete
transparency to all parties in order to be successful. By having a strong governance
process in place, all the parties can improve the way that the people, the process and
the technology are managed to work together toward a successful outcome.

As a result of our own IT governance framework, we've helped many clients squeeze
a lot of unnecessary time and costs out of major transformation efforts. That's key to
allowing a client or a market to rapidly return to focusing on growth.

You mention the reuse of existing systems and solutions. Can one of you
elaborate on that point?

[George Schindler] The new law grants Treasury flexibility under procurement rules to
execute new contracts quickly, as we have seen with the award of the custodian
contract to Bank of New York Mellon. However, to facilitate these contracts and the
actions needed, Treasury should look to existing federal and commercial systems that
can also be leveraged for loan and property management as well as financial
management.

For example, by entering into an MOU with an existing agency that is a federal
financial management shared services provider, [banks can] immediately stand up a
financial management system that is already compliant with the numerous federal
accountability rules and processes. This will help the custodian and asset managers
selected for the TARP program comply with Treasury financial reporting requirements.

Likewise, there are systems used by the financial industry that can support the
acquisition, management and/or modification of the financial assets involved in the
TARP program.

By reusing processes and technology that are compliant with federal financial
management mandates, the new department will operate with the highest fiscal
integrity. Additionally, this approach supports rapid stand up, but also in compliance
with long-standing procurement regulations.
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Jame, let’s talk about corporations for a second. They have to tighten their
spending too. Do you have any ideas on how they can effectively manage and
grow in light of these tough times?

| do, Lorne. As you might imagine this is a frequent topic of conversation at financial
institutions these days. In looking at the set of challenges that financial institutions
face, the leading institutions will consolidate their operations onto fewer core banking
platforms and will look to implement enterprise-wide credit and risk management
capabilities. [This will allow them to] look at the stand of their exposure across their
entire enterprise.

Increasingly we see organizations consolidating to a common loan originations
platform down from, in some cases, over 10 or 12 different platforms that they are
using today. We usually see them consolidate down to 2 or 3 loan servicing platforms
and down to a single collections platform for the entire organization, even if it is used
on a global basis. These master platforms support both the product variety required
by today’s customers and the risk management processes to protect the banks’
assets.

As an example, we recently worked with a bank to consolidate their business
processes and technologies that, when implemented, created a benefit stream of over
$15 million dollars in reduced charge-offs for that single institution. Those are exactly
the kind of savings that these organizations are looking for and need to be looking for.

Also the leading institutions will look for the best mix of partners to help successfully
address the new regulatory environment. For instance, let's consider the additional
reporting requirements that will likely be required by the new regulatory regime.
Financial institutions should partner with technology companies to tackle the
complexity of the reporting requirements on their behalf. There's no need for the
bankers to become absolute experts in the technology required to implement this.

Having a partner do this, allows institutions to focus on its core business. There is no
need for each financial institution to have to custom develop additional reporting
capabilities that will be required. The smart ones will look for their partners to help out.

A related question for you, George. What ideas do you have for agencies not
involved in the economic stabilization initiatives? Clearly they are affected by
having to achieve their missions in light of even tighter budget constraints and
greater accountability.

Yes, that’s certainly true Lorne. | want to augment some of the points that Jame just
made. To make the most of budget dollars in tough times, we help government clients
focus on efficiency plus innovation.

For efficiency, agencies need to focus on core functions. ldentify which services are
most important to fulfilling their mission and then find partners for the non-core
functions. The federal financial management partnerships we discussed before are a
great example of this. It allows staff to do what they do best, while specialists assist
with other areas, such as the back-end technology and business processes that help
agencies better fulfill their missions.

For innovation, reusing and leveraging solutions as we've discussed is important, as
is identifying new sources of funding. If funding for IT architecture, infrastructure,
systems and training is necessary, then | urge agencies to explore alternative
investment strategies. Consider and identify third-party partners that are able to invest
while governments and banks are constrained by budget limitations.
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