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Introduction

Bank of America is one of the largest financial organizations in the world, offering services to
individual consumers, small businesses and commercial businesses. These services include, but are not
limited to, traditional consumer and business banking services, credit cards, mortgage loans, investing,
asset management, and financial and risk management products. The firm caters to nearly 59 million
customers and businesses in over 150 countries including 32 states within the United States. Within the
U.S. there are approximately 6,100 banking branches, 18,500 ATM’s, and an online banking service
which currently has about 25 million registered consumers. Bank of America prides itself on serving the
needs of its customers by delivering high-quality financial services and by being a trusted advisor for

financial solutions.

Global Reach

Besides offering services within the United States, Bank of America also extends its services to
several areas worldwide, including Asia, Europe, the Middle East, Africa, Latin America, and Canada.
Through its offices in over 20 countries, Bank of America serves local businesses, government agencies,
financial institutions, and multinational corporations. Bank of America understands the benefits of
working in the global economy and seeks to take advantage of them by offering its variety of clients

access to services at the multinational level.
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In Asia, Bank of America employs more than 2200 people who offer a diverse range of products
and services. It has more than sixty years of experience in the region and works with U.S. and European
multinational corporations who do business in Asia in addition to several high ranking Asian
corporations, financial institutions and institutional investors. Bank of America is able to offer corporate
investment banking, treasury management, global markets, investment management, and leasing in the

Asian region, which includes Bank of America offices in the cities listed on the graph above.
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Bank of America holds fewer offices in the region that comprises Europe, the Middle East and

Africa than it does in Asia, however, it has approximately 2600 employees in Belgium, France,
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Germany, Greece, Ireland, Spain, Switzerland, Italy, the Netherlands, and the United Kingdom with
offices located in cities where the graph indicates. It has been involved in the region since 1922 and
provides such services in the region as global corporate and investment banking, global markets

products, and global treasury services.

Calgary
Wancouder, *

Montreal
Toronta, *

Chicaga *Mew York
Zan Francisco® .
Charlotte

In addition to these two areas, Bank of America also operates in Latin America, and most
specifically in Mexico. It offers treasury management and trade services throughout the region to assist
corporations and financial institutions, however, in Mexico particularly, Bank of America works to
provide corporate finance, foreign exchange services, capital raising, derivatives, and international cash
management and trade services. This is accomplished primarily through Bank of America’s subsidiary
called Bank of America Mexico S.A. The areas of North America served by Bank of America include
Canada and of course the United States of America. Regional offices in Canada include offices in
Vancouver, Calgary, Toronto, and Montreal. In the United States, offices are located in San Francisco,

Chicago, New York, and Charlotte.
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History — Pre Financial Crisis (1904-2005)

Original Bank of Italy Headquarters in San Francisco

Bank of America’s history began with Amadeo Gianni founding the Bank of Italy in 1904 in San
Francisco, California. Giannini went on to form a bank holding company in 1928, called Transamerica
Corporation, to help manage his banks. In 1930, Bank of Italy and Bank of America of Los Angeles
merged maintaining the Bank of America name. Bank of America continued to expand throughout the
state of California, and in 1983 it acquired Seafirst Corporation of Seattle, WA. The company continued
to grow throughout the United States. By the end of 1990, Bank of America had operations in seven
states due to eight acquisitions. In 1992, Bank of America acquired Security Pacific Corporation, its
California rival and most significant competition. In 1998, NationsBank acquired Bank of America and
decided to use Bank of America’s name. This was a very significant acquisition as it was the largest one
in history and expanded Bank of America into 22 U.S. states. In 2001, CEO Hugh McColl stepped down
and appointed Ken Lewis as the new CEO of Bank of America. Once Ken Lewis became CEO, he
managed a series of acquisitions. In 2004, he purchased FleetBoston Financial Bank, which was the
seventh largest bank in the U.S. at the time. FleetBoston Bank was known for small business lending

and added close to 20 million new consumers to Bank of America.
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History -Financial Crisis (2006-Present)

On January 1, 2006 Bank of America finalized its purchase of Maryland Bank, National
Association (MBNA), a very large credit card company. Once the acquisition was complete, the wholly
owned subsidiary was renamed FIA Card Services. This purchase made Bank of America one of the top
credit card issuing companies in the U.S. and abroad. Once again, this increased Bank of America’s
consumer base substantially by adding more than 40 million credit card accounts. The next year, on July
1, 2007, Bank of America purchased the United States Trust Company from the Charles Swab
Corporation. This made the company one of the largest Private Wealth Management companies adding
approximately $100 billion in investment accounts. LaSalle Bank of the Netherlands was acquired
October 1, 2007. This acquisition allowed Bank of America to increase its presence in more states and
again acquire more customers.

Also in 2007, Bank of America began taking actions that would lead to the acquisition of
Countrywide Financial, which was finalized on July 1, 2008. This purchase made Bank of America the
country’s leading mortgage company and loan servicer. This appears to be an esteemed label
demonstrating that Bank of America was expanding greatly, but Countrywide had been known for
issuing many sub-prime and Alt-A loans, which were the root cause of many concerns resulting in the

current financial crisis. All of Bank of America’s acquisitions up to this point had expanded its financial
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product and services, but the purchase of Countrywide unknowingly made Bank of America a very high
risk company.

The most recent merger placed Bank of America into the position of the largest financial services
provider in the world. The merger closed on January 1, 2009 when Bank of America acquired Merrill
Lynch, an investment firm. The acquisition was announced on September 15, 2008, only one month
before Bank of America received its first $25 billion bailout from the government’s Troubled Asset
Relief Program (TARP). Merrill Lynch was close to bankruptcy and the only thing that saved it was
Bank of America’s purchase. On January 16, 2009, Bank of America revealed huge losses for Merrill
Lynch in the 4" quarter of the previous year resulting in another payment from the TARP fund to Bank
of America in the amount of $20 billion. After facilitating numerous large acquisitions and being the
recipient of numerous government bail-outs, CEO Ken Lewis announced his retirement in September

20009.
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“% Bank of America History Timeline

Amadeo Giannini founded the Bank of Italy in San Francisco,CA

Bank of Italy merged with Bank of America

Bank of America passed Chase Manhattan to become the largest bank in the United States

Securities and Exchange Commission resulted in Transamerica’s divestiture of all Bank of
America stock

Bank of America introduced the BankAmericard, later called VISA

Bank of America became the largest international lenders based in the United States

Bank of America expanded outside of California by acquiring Seafirst Corp of Seattle, WA

Bank of America acquired 8 more banks, expanding its operations from 3 states to 7 states

Bank of America acquired Security Pacific Corp., one of their most significant competitors

Bank of America is acquired by NationsBank

Ken Lewis becomes CEO

Bank of America purchases FleetBoston Financial

Bank of America acquires MBNA

Bank of America purchases The United States Trust Company
Bank of America purchases LaSalle Bank

Countrywide Financial is acquired
1% TARP bailout for $25 billion

Bank of America acquires Merrill Lynch
2" TARP bailout received for $20 billion

Ken Lewis announces his retirement
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Major Recent Acquisitions

Maryland Bank National Association (MBNA)

mbna
kS

From the beginning of the credit crisis that has intensified since 2006, several acquisitions to
the Bank of America firm have occurred. In January of 2006, Bank of America became the nation’s
leading credit-card issuer when it completed a $34.2 billion purchase of the MBNA Corporation. At the
time of the merger with Bank of America, MBNA owned or managed more than $122.5 billion in
outstanding consumer credit loans. After approval from regulators and shareholders, the MBNA
Corporation renamed itself FIA Card Services. The company remained in Delaware and continued to
issue credit cards in its own name until it was completely re-branded into Bank of America at the end of
the year. Within the tax-free agreement, holders of MBNA received 0.5009 shares of Bank of America
and $4.125 in cash for every share of MBNA they held. As dictated by the MBNA Merger Agreement,
approximately 1,260 million shares of MBNA common stock was exchanged for approximately 631
million shares of Bank of America’s common stock. Bank of America expected to save approximately
$850 million in expenses, but also anticipated a restructuring charge of $1.3 billion. Cost reductions
were expected to come from a range of sources including: elimination of overlapping technology,

vendor leverage, marketing expenses, and the elimination of 6,000 employees by the end of 2007.
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Countrywide

% Countrywide’

In July of 2008, Bank of America officially purchased Countrywide Financial for approximately

$4 billion or $7.16 a share in stock. Under the terms of the agreement, shareholders of Countrywide
received 0.1822 shares of Bank of America for each share of Countrywide. The acquisition gave Bank
of America a substantial market share of the mortgage business controlling between 20 to 25 percent of
the home loan market and access to Countrywide's expertise, technology, and employees for servicing
mortgages. In 2007, Countrywide made $408 billion in mortgage originations and had a servicing
portfolio of about $1.5 trillion with 9 million loans. Many financial executives favored the merger
considering Bank of America acquired Countrywide at a very attractive price with a valuation far below
book value while simultaneously gaining access to the mortgage capabilities as well as distribution
networks established by Countrywide. The current argument against the deal for Bank of America is the
fact that there may still be more unpredictable losses to come that could potentially limit Bank of

America’s future success.

Merrill Lynch

gﬁ Merrill Lynch

On September 15, 2008, Bank of America agreed to acquire Merrill Lynch & Co. through a $50

billion all stock transaction. Merrill Lynch was, at the time, in severe financial trouble, and the
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acquisition effectively saved Merrill Lynch from bankruptcy. The bank’s earnings release in January of
this year revealed enormous losses at Merrill Lynch in the fourth quarter of 2008 which necessitated
emergency action in order for the company to remain solvent. Merrill recorded an operating loss of $15
billion in the fourth quarter (mainly in its sales and trading operations.) Significant portions of these
losses were caused by the drop in value of its large mortgage portfolio in the form of Collateralized Debt
Obligations. Merrill Lynch was ultimately sold when its trading partners lost confidence in the
company’s solvency and ability to refinance short-term debt.

Merrill Lynch was one of the world's strongest wealth management, capital markets and advisory
firms with vast territories and total client assets of approximately $1.6 trillion. As an investment bank, it
was a leading global trader and underwriter of securities and derivatives across a broad range of asset
classes and served as a strategic advisor to corporations, governments, institutions and individuals
worldwide.

Shareholders of both companies approved the acquisition on December 5, 2008, and the deal
closed January 1, 2009. Under the terms of the transaction, Bank of America would exchange .8595
shares of Bank of America common stock for each Merrill Lynch common share. The price totaled
approximately $50 billion or $29 per share. This price amounted to a 70% premium over the September
2008 closing price but a 61% discount from its September 2007 price. This represented a 38% premium
over Merrill Lynch’s stated book value at the time of $21 per share. The package included an additional
$20 billion in Preferred Stockholder’s Equity investment from the Troubled Asset Relief Program. Bank
of America expects to achieve and fully realize $7 billion in pre-tax expense savings by 2012.

The agreement also allowed three directors of Merrill Lynch to join the Bank of America Board
of Directors. The combined companies will now have leadership positions in retail brokerage and

wealth management. By adding Merrill Lynch's more than 16,000 financial advisers, Bank of America
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has the largest brokerage company in the world with more than 20,000 advisers and $2.5 trillion in client
assets.

The acquisition, however, was not an entirely smooth process. In January of 2009, former CEO
of Merrill Lynch, John Thain, resigned after receiving heavy pressure from Bank of America to do so.
According to reports, Thain had given out billions of dollars in bonuses to Merrill Lynch employees in
his final days as CEO while the brokerage was suffering huge losses during 2008. The bonuses were
paid just before Bank of America's acquisition of Merrill became final in January. Meanwhile, Bank of
America was privately informing the government that Merrill was losing so much money that the deal
might fall through unless it could obtain more federal bailout funds. At the time, Ken Lewis, CEO of
Bank of America, was extremely hesitant to accept the deal, becoming more and more concerned with
Merrill Lynch’s future losses. Bank of America, shortly after closing the deal with Merrill Lynch,
received an additional $20 billion from the TARP fund, in part to offset these losses.

Thain argued, in his defense, that the bonuses were not given out in light of the company’s
performance, but instead were viewed as fees for orchestrating the acquisition. Mr. Thain in particular
felt he deserved a hefty payout for his deal-making heroics which is represented in his $40 million
bonus.

Merrill Lynch directors complained that John Thain never informed them of steep losses before
the government intervention. Taxpayers are also furious that Bank of America called to the government
for a second round of bailout funds in order to close the Merrill Lynch deal bringing its tab to a total of
$45 billion and potentially exposing taxpayers to further losses. Importantly, the decision to go forward
with the merger rightly remained in the hands of Bank of America's board and management, and they
were obligated to make the choice they believed was in the best interest of their shareholders and

company.
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Bank of America’s business segments are divided into three parts: Global Consumer & Small

Business Banking, Global Corporate & Investment Banking, and Global Wealth & Investment

Management. The chart below lists the specific services offered within each segment.

Savings Accounts

% Bank of America Business Segments

Money Market Savings Accounts

Certificate of Deposits

Individual Retirement Accounts

U.S. Consumer and Business Cards

Unsecured Lending

International Cards

Consumer Real Estate Products

Insurance Services

Commercial and Corporate Bank Loans

Indirect Consumer Loans

Real Estate Lending

Leasing and Asset-based Lending

Advisory Services, Financing, and Related
Products (For institutional investor clients in
support of their investing and trading
activities)

(For banking clients, middle market
commercial clients, multinational corporate
clients, public and private developers,
homebuilders, and commercial real estate
firms)

Debt and Equity Underwriting

Merger-Related Advisory Services

Risk Management Solutions

Treasury Management

Trade Finance

Foreign Exchange

Short-Term Credit Facilities

Investment and Brokerage

Short-Term Investing Options (For
correspondent banks, commercial real estate
firms, and governments)

Estate Management

Financial Planning

Fiduciary management

Credit and Banking Expertise

Diversified Asset Management
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Global Consumer and Small Business Banking

Bank of America’s Global Consumer and Small Business Banking (GCSBB) Segment’s main
goal is to “attract, retain, and deepen our customer relationships” (Annual Report 34). GCSBB stretches
across 32 states and the District of Columbia. Also, credit card products are offered to customers located
in Canada, Ireland, Spain, and the United Kingdom. It serves approximately 59 million customers
through its network of 6,139 banking centers. GCSBB is divided into three segments: Deposits and
Student Lending, Card Services, and Mortgage Home Equity and Insurance Services (MHEIS). Net
Income for GCSBB decreased $5.1 billion, or 55 percent, to $4.2 billion compared to 2007 as credit

losses and non-interest expenses increased.

Deposits and Student Lending

Bank of America offers a variety of deposit products which include: traditional savings accounts,
money market savings accounts, certificate of deposits (CD’s), individual retirement accounts (IRA’s),
and non-interest and interest bearing checking accounts. Net interest is earned from the difference of
interest received on loan assets minus the interest that must be paid out to depositors’ accounts, which
are considered a liability on the bank’s balance sheet. Deposits also gain income through account service
fees, non-sufficient fund fees, overdraft charges and ATM fees. Also, debit cards produce income
through merchant interchange fees based on purchase volume. Net income for Deposits and Student
Lending increased by $497 million in 2008 primarily propelled by non-interest income and net interest

income.

Card Services

Card services include Business Cards, Unsecured Lending, and International Cards. A variety of
affinity and co-branded credit card products are offered throughout the United States and Europe. Bank

of America reports its Card Services on a managed basis. This means that management assumes that
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securitized loans were not sold, and present earnings on these loans were not sold. Securitized loans
continue to be serviced by Bank of America and are subject to the same ongoing standards as loans held
on the balance sheet.

The majority of card services business came from the acquisition of MBNA in 2005. Prior to the
acquisition, MNBA, now FIA Card Services, was the largest independent card issuer in the world. Its
annual net income from Card Services decreased by $3.1 billion, 85 percent, to $521 million in 2008

compared to 2007.

Mortgage, Home Equity, and Insurance Services

MHEIS products include fixed and adjustable rate first-lien mortgage loans for home purchase
and refinancing needs, reverse mortgages, home equity lines of credit and home equity loans. Mortgage
products are either sold into the secondary market, while retaining the mortgage servicing rights, or they
are held on the balance sheet for Asset Liability Management purposes. MHEIS also offers property,
casualty, life, disability, and credit insurance. As of July 1, 2008, Countrywide’s operating results are
consolidated with the financial statements of Bank of America.

MHEIS’s net income decreased $2.6 billion to an annual net loss of $2.5 billion in 2008
compared to 2007. The acquisition of Countrywide dramatically changed Bank of America’s share of
the Mortgage Lending market. Countrywide was number one in the mortgage market in 2006, but was
closely followed by Wells Fargo holding 15.5% and 13.3% respectively. Once Bank of America began
repurchasing shares of Countrywide in 2007, the two companies’ combined shares topped the mortgage

market at 24.5% more than doubling Wells Fargo’s mere 10.9% share of the market.

November 12, 2009 16




Bankof America =
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Global Corporate and Investment Banking

Global Corporate and Investment Banking (GCIB) provides a variety of services for banking

clients, large international corporations, and institutional investor clients. Revenues are generated

through value-added financial products, transactions, and advisory services. GCIB is divided into three

primary business segments: Business Lending, Capital Markets and Advisory Services, and Treasury

Services. With the acquisition of Merrill Lynch in January of 2009, Bank of America greatly

strengthened itself in wealth management and investment banking along with various international
capabilities. Annual net income for this segment decreased by $524 million, which resulted in a net loss

of $14 million in 2008. The losses were primarily provoked by Collateralized Debt Obligations and

other trading exposures.
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Business Lending

Business Lending provides banking clients, middle-market commercial clients, and large multi-
national corporate clients with various types of loans. Also, various types of leases and asset based
lending products are issued to developers (both public and private), homebuilders, and commercial real
estate firms. In addition, financing is provided to automotive, marine, motorcycle, and recreational
vehicle dealerships throughout the United States. Annual net income for Business Lending decreased

$278 million (14 percent), to $1.7 billion in 2008.

Capital Markets and Advisory Services

Capital Markets and Advisory Services (CMAS) provide various advisory services, financing,
and products to institutional clients. CMAS provides various debt and equity underwriting as well as
merger-related advisory services. This segment also offers various risk management tools such as
interest rate, equity, and currency derivatives. Bank of America takes positions in some of these
products and acts as a market maker handling asset backed securities, corporate debt securities,
government securities, equity securities, commercial paper, and mortgage-backed securities. A Bank of
America subsidiary, Banc of America Securities, LLC, executes most market research and debt/equity

underwriting.
Treasury Services

Treasury Services are offered to governments, commercial real estate firms, correspondent
banks, multi-nationals, and middle market companies. Products and services include treasury

management, trade finance, and foreign exchange. Annual net income increased $596 million, or 28

percent, in 2008.
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Global Wealth and Investment Management

Global Wealth and Investment Management offers a wide range of services through three
primary businesses: U.S. Trust, Bank of America Private Wealth Management (U.S. Trust,) Columbia
Management, and Premiere Banking and Investments. With the acquisition of Merrill Lynch, Bank of
America added thousands of financial advisors as well as a 50 percent stake in BlackRock Inc., a public
investment management company. Annual net income decreased by $544 million, or 28 percent, to $1.4

billion in 2008.

Columbia Management

Columbia is an asset management business segment aiding both individual and institutional
customers. Columbia provides services in asset management products such as mutual funds. These
mutual funds offer positions in equities, fixed-come, and money market funds that are both taxable and
nontaxable. Columbia issues its products to customers and institutions through U.S. Trust, PB&I, and

GCIB.
U.S. Trust, Bank of America Wealth Management

In July of 2007, Bank of America acquired U.S. Trust Corporation, which was combined with
Private Bank. U.S. Trust provides a large variety of services including wealth structuring, investment

management, trust and banking, and specialty asset management services which are available to the

wealth and ultra-wealthy.

Premier Banking and Investments

Premier Banking and Investments (PB&aI) includes Banc of America Investments, a full-service
retail brokerage business, as well as Premier Banking. PB&I offers approximately 5,500 easily

accessible brokers to individuals with at least $100,000 of investable assets.

November 12, 2009 19




Bankof America =
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Legal Issues

Ken Lewis & the Merrill Lynch Acquisition

After the retirement of Hugh McColl from the position of Chief Executive Officer in 2001, Ken
Lewis replaced him as the CEO, President and Chairman of Bank of America. During his time at Bank
of America, Lewis worked to acquire FleetBoston Financial in 2004 for $48 billion, MBNA in 2006 for
$35 billion, and LaSalle Bank in 2007 for $21 billion. In 2008, he also pushed the deal to acquire
Countrywide, the nation’s largest home lender. He made the deal to acquire Merrill Lynch & Company,
and the deal was sealed on January 1, 2009. Shortly afterwards, it was announced that Merrill Lynch had
$15 billion in fourth-quarter losses and Bank of America had agreed to pay billions of dollars in bonuses

to Merrill Lynch employees.
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Instead of being viewed as a strong leader who made wise decisions for the company, Lewis
faltered in different aspects. His decision to engineer the takeover of Merrill Lynch for $50 billion
reflected poorly on him as it was discovered shortly afterwards that it was an imprudent decision to
acquire a company that held so many toxic assets. Shareholders criticized him for not practicing due
diligence in looking over Merrill Lynch’s finances. Lewis defended his position by stating that the
acquisition of both Countrywide and Merrill Lynch are the reasons why Bank of America became the
most profitable financial services company in the United States so far this year. On December 17, 2008,
Lewis tried to pull out of the deal to acquire Merrill Lynch, but was unsuccessful. According to Lewis’s
testimony to the New York attorney general, he was pressured by Federal Reserve Chairman, Ben
Bernanke, and Treasury Department Chief, Henry Paulson, that he was at risk of being removed from
the board if he chose to pull out of the deal. He was also allegedly told by the government to keep quiet
about Merrill Lynch’s problems before the acquisition was finalized in order to prevent panic that would
cause systematic risk and push the economy into further turmoil. Still, many stockholders were angered
by the lack of disclosure made by Lewis about Merrill Lynch’s performance. Many felt that Lewis’s
primary obligation was to stockholders and potential investors rather than to the regulators. Losses at
Merrill Lynch turned out to be much higher than originally expected, and Bank of America was one of
the largest recipients of government bailout money, receiving $45 billion in government aid as part of

the Troubled Asset Relief Program (TARP).

Rocky Start | Key dates in the Bank of America acquisition of Merrill Lynch

Sept. 15, 2008 Nov. 30 Dec.5 Dec. 17 Jan. 1, 2009 Jan.16

Bank of America Merrill had Shareholders for Kenneth Lewis flies  The Merril-BofA Bank of America announces the
announces deal accumulated both firms approve to Washington to deal closes on new bailout and a fourth-quarter
to buy Merrill $13.34 billienin  the deal. Nothing declarethatheis  NewYearsDay.  netloss of $1.79 billion. Merril
for $50 billion pretax quarterly s said about through with reports a net loss of $15.21 billion
in stock. losses. Merrill's problems. Merrill. for the fourth quarter.
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Shareholders noted their disapproval of Lewis’s decision to acquire Merrill Lynch by voting on
April 29, 2009 to separate the positions of CEO and Chairman of the Board, which effectively removed
Lewis from his position of Chairman. This allowed for the CEO to become accountable to a board
chaired by an independent director rather than assuming a conflict of interest like that which existed

when Lewis held both positions.

Part of the discontent about the Merrill Lynch deal stemmed from the amount of bonuses that
were given to executives of Merrill Lynch during the acquisition. The public felt that giving out bonuses
to members of upper management did not make sense, given the fact that Merrill Lynch was failing to
run its company properly and needed Bank of America to acquire it so that it did not declare bankruptcy.
In September of 2009, a federal judge rejected a $33 million settlement regarding the accusations that
Bank of America failed to adequately disclose these bonuses. This settlement was originally held
between the Securities and Exchange Commission and Bank of America. Executives at Bank of
America were aware of the fact that Merrill paid its employees $3.6 billion in bonuses right before the
acquisition took place on January 1, 2009, but did nothing to advise shareholders and the public of this

fact.

Many people were also dissatisfied by the amount of money Lewis received in the form of
salary, bonuses, and stocks and options during his position as CEO at Bank of America. The amount he
received in compensation angered those who felt that the poor performance of the bank did not reconcile
with the high wages Lewis received. In 2007, Lewis earned a base salary of $1.5 million. In addition to
this base salary, he received a cash bonus of $4.25 million and stocks and options totaling over $14
million. In full, this amounted to $20,404,009. By 2008, Lewis earned just over $9 million, a 56% drop

from the previous year. On September 30, 2009, Lewis announced his intent to retire from Bank of
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America by the end of the year. It is estimated that he will receive pension benefits of $53 million,
which some critics disapprove of as an example of inflated and unnecessary executive compensation.
Still, in an effort to approve his personal image, Lewis announced that he would forgo any salary or
bonus for 2009. Overall, the impact of the Merrill Lynch acquisition was significant because
shareholders lost any trust in the ability of Bank of America to make wise business decisions. New York
Attorney General, Andrew Cuomo, is expected to file civil charges against executives within Bank of
America for failing to alert shareholders about the bonus payments given to Merrill Lynch’s
management and the knowledge of the losses that Merrill held on its books before the acquisition. Not
only did Lewis prevent the disclosure of information that severely affected shareholders, he also allowed
himself to be pushed into a deal over fear of losing his job. Ironically, the same result occurred, and

Lewis will no longer hold his position at Bank of America.

Troubled Asset Relief Program

The Troubled Asset Relief Program (TARP) was established to address the sub-prime mortgage
crisis and give the United States government the ability to purchase assets and equity from those
financial institutions who are struggling with liquidity. One main goal of TARP includes allowing the
Treasury to purchase illiquid and difficult to value assets in order to improve their liquidity and
ultimately allow them to increase in value which would result in gains to the banks and financial
institutions that participate in the program along with gains to the Treasury itself. Another major goal of
TARRP is to fix the problem associated with decreased lending by banks. Banks have been largely
unwilling to lend out funds because of the unforeseeable possibility that other losses may come about
and further restrict banks’ liquidity. This puts pressure on the economy because it causes stagnation in

lending activity, and thus economic growth. The banks and financial institutions that are allowed to
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participate in TARP are only those that are established and regulated by U.S. laws and with significant

operations in the United States.

Billions for banks

MNearly a quarter of the government's
$700B bailout has gone towards
propping up top banks.

COMPANY AMOUNT
Bank of America® 5435 billion
Citigroup 545 billion
JPMorgan Chase 525 billion
Wells Fargo 525 billion
Goldman Sachs 10 billion
Morgan Stanley 510 billion

Bank of Mew York Mellon 53 billion
State Street 52 billion

TOTAL 3165 billion

The government’s use of CAMELS ratings, discussed later in this paper, allowed it to decide
which banks can be extended help. One criticism of the government’s choice in who to help with TARP
funds is that it appears to be biased in allotting more help to those banks that are considered “too big to
fail” and would cause systematic risk. This pertains to the consideration of the government’s granting of
the enormous $45 billion amount to Bank of America. It suggests that perhaps the government is
unwilling to allow Bank of America to fail, and at the same time has allowed and even pushed it into
acquisitions that make it a larger and larger financial institution. Its push for Bank of America not to
back out of the deal with Merrill Lynch imposed a greater potential for systemic risk as the firm grew to
an insurmountable degree. Thus, in the future, if Bank of America is at risk for failure, it will rely even
more heavily on the government for a bailout which will effectively put more control into the hands of

the government regarding involvement in private institutions.
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Some hanks to repay hailout

The Treasury Department allowed nine* big bank holding companies that
underwent stress tests to repay $68 billion in government bailouts (TARP).

Can Ipay TARP funds, Not there vei TARP funds,
in billions in billions

American Express $3.4 Bank of America $45.0
Bank of N.Y.Mellon 3.0 Citigroup 45.0
BB&T 31 FithThidBancop 3.4
Capital One Financial 3.6 GMAC 5.0
Goldman Sachs 10.0 KeyCorp 2.5
JP Morgan Chase 25.0 PNC Financial 7.6
Morgan Stanley 10.0 Regions Financial 3.5
Northern Trust* 1.6 Sanrust - 4.9
State Street 2.0 Wells Fargo 25.0
US Bancorp 6.6 NOTE: MetLife was subjected to federal

© 2009 MCT stress tests but did not take TARP money

*Northern Trust was not subjected to federal

Source: McClatchy Washington Bureau stress tests but took TARP money

Graphic: Judy Treible

In terms of performance, many banks have been able to repay the bailout money given to them
by the government. Still, there are several institutions, Bank of America included, that are unable as of
yet to repay TARP funds. Important to note, however, is the fact that Bank of America is an institution
that holds one of the largest amounts of TARP funds without the ability to repay those funds. The stock
performance of Bank of America has indicated that, although Bank of America has been considered as
receiving “heavy assistance” from the government in terms of bailout money, it has still performed

poorly in terms of stock price.
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The graph above indicates the percent change in stock price versus the amount of government
aid received by various financial institutions. The large majority of companies who received government
funds have had a negative change in stock price relative to the amount of aid received. On the other
hand, Bank of America in particular seems worse off than many of the other companies shown with a
decrease of 46% in stock price compared to the amount of TARP funding it received from the
government. The only institutions it seems to be doing better than in terms of stock performance in
comparison with the amount of government funds received are Freddie Mac, Fannie Mae, Citigroup, and
AIG. It received the same amount of TARP funds as Citigroup, but Citigroup’s stock has fallen 75%,
which is a difference of 29% between Bank of America and Citigroup. On the other hand, AIG has
received over $116 billion in help from the government and is still at a 90% decrease in stock price

showing how severely it was impacted by the market crisis. As expected, Fannie May and Freddie Mac
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are both doing poorly, as they held a large interest in the housing market and received over $100 billion

in government funds combined.

Bank Holding Company vs. Financial Holding Company

A bank holding company is an entity which controls one or more commercial banks and is
controlled by the Federal Reserve Board. Bank holding companies that own at least 25% of the voting
stock in the bank must submit periodic financial statements with the Federal Reserve Board.
Acquisitions and nationwide branch banking are standardized through the Bank Holding Company Act.
Under Federal Reserve Bank Regulations, Regulation Y establishes the procedures for forming bank
holding companies and the ways in which bank holding companies may acquire voting shares in non-
bank and bank companies. This regulation also provides information regarding closely related non-

banking activities that are applicable under bank holding companies.

In 1999, the Gramm-Leach-Bliley Act allowed bank holding companies to expand their range of
services and gave well capitalized bank holding companies the opportunity to become a financial
holding company. Financial holding companies offer a range of services that include insurance
underwriting, securities dealing and underwriting, merchant banking, financial and investment advisory
services, and securitized interests in bank-eligible assets. Financial Holding companies are also allowed
to engage in several nonbanking activities as per the Bank Holding Company Act. The Glass-Steagall
Act of 1933 previously prohibited banks from involvement in most securities activities and prohibited
securities firms from engaging in banking activities. The Financial Services Modernization Act of 1999
eliminated these restrictions so that bank holding companies that are well capitalized and well managed
can qualify as financial holding companies. The existing bank holding company must first file a

certification with the Federal Reserve Board in order to declare its desire to become a financial holding
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company. Then, the subsidiary insured depository institutions of the potential financial holding company
must hold a strong rating by the 1977 Community Reinvestment Act which stipulates the necessity for
banks to lend in communities from with they obtain their deposits. Companies must first qualify as bank
holding companies under the Bank Holding Company Act before they can qualify as financial holding
companies. The Federal Reserve Board has listed Bank of America as a financial holding company for
all intents and purposes under this act, and it is also considered a bank holding company. One of the
criticisms made about financial holding companies is that they are not necessarily subject to follow the
same regulations as bank holding companies. Thus, it is argued that many financial holding companies
form in order to circumnavigate increased regulation that they would otherwise be required to follow.
Bank of America, as both a bank holding company and financial holding company, may at times have

taken advantage of this system with that regard.

Performance Analysis

CAMELS

Large banks who maintain a good financial position are evaluated every 18 months to assess
their financial health. Examiners from the Federal Deposit Insurance Corporation (FDIC) rate the bank
using 6 categories referred to as CAMELS. The acronym CAMELS is simplified as: capital adequacy,
asset quality, management quality, earnings, liquidity and sensitivity to market risk. A CAMELS rating
falls between a 1 and 5, with 1 being the best rating and 5 being the worst or near failing. Normally not
released to the public, it was disclosed in June 2009 that Bank of America was given a CAMELS rating
of 2 by the FDIC. A CAMELS rating of a 2 for a bank the size of Bank of America is completely

unacceptable. It is a possibility that Bank of America’s recent bailout of $45 billion could have greatly
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impacted its rating. Nonetheless, Bank of America, like other banks as well, has been greatly impacted

by this terrible recession, and its rating is not the only aspect of the bank that is suffering.
Capital Adequacy

Capital adequacy refers to a bank’s ability to preserve capital with many different types of risk
and to control these risks. Regulators have always been concerned with the liquidity of banks, and thus
have imposed equity capital requirements as a fraction of aggregate bank assets. This is meant to reduce
the chance that banks will choose to expand beyond their capability to properly manage their assets and
will in turn reduce risk. The preference of banks is to operate with less capital because when a bank has
a smaller equity base, it has greater financial leverage and equity multiplier. High leverage converts
what is considered to be a normal return on assets to a high return on equity. The amount of risk a bank
assumes will influence whether or not the amount of capital a bank has is adequate. High risk firms that
carry low-quality assets or low levels of liquid funds theoretically ought to have more capital to offset
this high risk.

A major indicator of capital adequacy is Return on Equity (ROE). ROE is calculated by dividing
net income by shareholder’s equity. ROE shows how efficient management has been at using the money
shareholders have invested to generate income. The higher the ratio percentage is the better it

demonstrates that the bank is earning more money with less equity.
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Bank of America’s ROE has dramatically decreased over the last 5 years. In the last quarter of
2005, just before the official start of the financial crisis, it was at 16.3%. This was also just before Bank
of America finalized its large acquisition of MBNA. Since the beginning of 2006, the ROE has been
consistently falling. During the last quarter of 2008, it hit a record low of 2.9% and, by mid year 20009,
the ROE had only slightly increased to 3.5%. The severe decreases during 2008 followed the next major
acquisition of Countrywide and Bank of America’s first TARP bailout. Referencing Bank of America’s
quarterly financial statements, its preferred stock equity had increased from $24 billion in the third
quarter of 2008 to $73 billion in the first quarter of 2009. This large increase can be attributed to the two
TARP bailouts equaling $45 billion that were given in the form of preferred stock purchases. The first
bailout of $25 billion took place in October 2008 after the acquisition of Country Wide earlier that year,
and the second bailout of $20 billion took place immediately after the acquisition of Merrill Lynch in
January of 2009. Prior to the first bailout during the second quarter of 2008, Bank of America’s net

income was $1.1 billion. After reporting a loss of $1.7 billion in the fourth quarter of 2008, which also
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demonstrated the necessity of the second bailout, it returned back to earning net profits in the first
quarter of 2009 and ended with a quarterly net income of $3.2 billion in the second quarter of 2009.
Because the TARP bailouts in the form of preferred stock purchases resulted in such a large increase of
total stockholder’s equity with very little increase in net income, it resulted in the decrease of Bank of
America’s ROE. An increase in shareholder’s equity with little to no increase in net income results in a
lower percent ratio. The intent of the TARP injection of capital was to assist Bank of America in being
able to generate a healthier profitability. Thus far, it has failed to generate positive results in this area.
Bank of America has now increased equity in the form of what could be considered a liability, as they
are expected to pay that equity back to the government at a future date, and they have shown very little
increase in net income utilizing that equity.

In addition to the capital that was injected from the TARP stock purchases, the Federal Reserve
also required that Bank of America generate additional capital in response to a “stress test” that was
administered in early 2009. The stress test was given to 19 banks and was intended to predict how the
banks would respond if the economic conditions were worse than experts predicted over the next two
years. Although Bank of America’s results showed that it was considered capable of withstanding the
recession, the required percentage of common equity fell short of the standard. The results of the stress
test that were reported in May 2009 showed that Bank of America would need to generate an additional
$33.9 billion of equity in the form of common stock. Bank of America stated it planned to achieve this
goal by either converting privately held preferred shares or issuing common shares. The statement also
said Bank of America was considering selling some of its previous acquisitions such as First Republic
Bank and Columbia Management. Whatever strategy Bank of America decided to implement had to be

put into action by November 9, 2009 to meet the Federal Reserve’s deadline.
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Asset Quality

Asset quality refers to the level of credit risk that is connected to the bank’s loan due from
customers, investment portfolios, and the off-balance sheet behavior. The perceived risk and value of
banks’ loan portfolios have been a major topic in light of the recent financial crisis which is being
blamed in large part due to high-risk and unethical lending practices. Many large banks are being
accused of underwriting large amounts of high-risk loans for borrowers who should not have qualified,
because the banks knew they could bundle the bad loans into securities and sell them to speculative
investors. The securitization of these loans resulted in a false representation of the bank’s financial
statements, as it held them off the balance sheet as Collateralized Debt Obligations (CDO). The overall
result of this careless lending has been a decrease in the quality of loans.

Return on Assets (ROA) is a major component of asset quality and how the assets affect the
company’s income. ROA is calculated by dividing net income by total assets. ROA shows how efficient
management is using its assets to generate income. A higher ROA is the better because it means the

bank is earning more money with a fewer amount of assets.
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Bank of America’s ROA has decreased just as dramatically as its ROE. Over the past five-year
period, its ROA has decreased from 1.3% in 2005 to .30% in 2009. Bank of America’s ROA was .90%
in 2007, and the transactions that took place during 2008 and early 2009 caused it to drop to .30%. The
two TARP bailouts used to purchase preferred stock also increased Bank of America’s cash account on
its balance sheet. In the third quarter of 2008, “cash and due from banks” was $39 billion, and after the
$45 billion paid from the total of both bailouts, it increased to $173 billion in the third quarter of 20009.
This negatively affected Bank of America’s ROA for the same reason as the decrease in ROE. The
increase in the cash account resulted in a higher balance of total assets, but net income had remained the
same or decreased. An increase in assets with little to no increase in net income results in a lower
percent ratio.

Many assets on a bank’s balance sheet carry a certain amount of risk. For example, net loans
make up 42.56% of Bank of America’s balance sheet assets. It must assess the loans to determine the
probability that the borrower might not pay back the loan. This is called default risk. One can see that

Bank of America is considering more of its loans to have a greater default risk, because it is deducting a
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higher percentage of the total loans for allowance for loan losses. Since 2005, the percentage of total
loans that is set aside to cover expected defaults has been steadily increasing. During the last quarter of
2005, Bank of America only deducted 1.4% of its loans for the allowance account compared to the 3.4%
that was withheld during the second quarter of 2009. This large increase represents the bank’s analysis
that more than two times as many loans are expected to default in the coming year coming to the year
before the crisis began.

Another classification of assets that is necessary to assess is off balance sheet items. All results
from Global Consumer and Small Business Banking are presented on a managed basis. This means that
it is assumed that securitized loans were not sold, and present earnings on these were retained. Loan
securitization removes loans from the Consolidated Balance Sheet via the sale of loans to an off-balance
sheet Qualified Special Purpose Entity (QSPE). A QSPE is a special purpose entity whose activities are
strictly limited to holding and servicing financial assets.

As of 2008, Bank of America has approximately $13 billion in exposures to Home equity
securitizations which are held in a QSPE. In addition, Bank of America has approximately $12 billion in
CDO exposure via variable interest entities (VIE). A VIE only varies slightly from a QSPE. Neither
entity is required to be consolidated onto the balance sheet.

Because these assets are not listed on the balance sheet, their totals are not included in the ROA
calculation. If all off balance sheet securitized loans were included, the percentage would be even lower.
This number is even further skewed by the fact that bank’s were recently required, in October 2008, to
revalue all their assets based on marked-to-market. Since most of the off balance sheet loans were very
low quality to begin with, this gave banks the opportunity to decrease their book value. If these loans
were being represented at their actual value, they may be higher resulting in an ROA of practically zero.

This would actually be a more accurate representation of Bank of America’s asset quality. The ability to
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hold these high-risk loans off the balance sheet has masked the fact that they hold way too many assets

in comparison to the returns they are receiving in net income.

Management Quality

Management quality describes the efficiency of the board of directors and other management to
control and manage risks. Many factors of a bank’s performance reflect directly on the upper
management of the bank including policies that are approved by the board of directors and implemented
by management to aid in complying with regulations. Other factors may include the ability to generate a
sufficient amount of income from non-interest sources, balance interest rate fluctuations between loans
and deposits, and manage expenses.

The expense ratio is used to help interpret management quality. The expense ratio is calculated
by dividing total expenses by total assets. The lower the expense ratio, the more efficient a bank will be

in controlling their expenses.
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Bank of America’s expense ratio over the past five years has greatly fluctuated. According to the
most recent ratio of 1.73%, Bank of America has become less efficient at controlling their expenses. As
discussed in previous sections, total assets had increased over the past year due to the bailouts which
would have actually decreased the expense ratio if it was not for the large spike in non-interest expenses.
Quarterly non-interest expenses have more than doubled in 2009 compared to the totals in 2008. This
reflects poorly on management considering they have received a large amount of government assistance

and perceivably are being careless with the portion of their expenses they have more control over.

Earnings

The earnings category analyzes the amount, quality and sustainability of the bank’s revenues.
Asset utilization helps determine the bank’s ability to generate revenue in relation to its total assets.
Asset utilization is calculated by dividing total non-interest and interest income by total assets. The
lower the percentage of asset utilization the less effective management is at utilizing assets to generate

income.
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Bank of America’s asset utilization has also fluctuated and was most recently at 1.81% in the
second quarter of 2009. Generally the large increase in assets would have caused this ratio to decrease as
well which would have reflected poorly on Bank of America’s position as it has with other ratios.
Surprisingly, it managed to increase its asset utilization due to a large increase in non-interest income.
Non-interest income took a huge leap from $370 million at the end of 2008 to $23 billion during the first
quarter of 2009. This is good for Bank of America, because not only does it show its ability to utilize the
additional assets it was given, but income from non-interest sources is favorable. When interest comes
from interest payments the bank is subject to interest rate risk in which a decrease in loan rates could put
the bank in a very bad position of not having enough to pay out other expenses.

Liquidity
Liquidity defines the company’s ability to pay back short term debts and other liabilities with

cash or cash equivalents. The liquidity ratio is calculated by dividing cash and cash equivalents by total
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deposits and short-term debt. Under Regulation D, the Federal Reserve requires that banks hold at least
10% of the value of its deposit accounts in cash reserves. Ideally, the bank’s cash reserve or liquidity
ratio should exceed that 10%. Bank of America’s liquidity ratio as of June 2009 was 13.16%. This
means if Bank of America was in the position where it had to pay out all of its short term liabilities, it
would only have enough to pay 13% of them. Although Bank of America’s liquidity ratio satisfies the
reserve requirement, it still leaves the bank open to a large amount of liquidity risk. This risk is further
heightened if obligations that are held off the balance sheet are taken into account. When CDQO’s default
without an allowance for losses to back them up, Bank of America must make up for the failed

investment from a very limited cash reserve.

Sensitivity to Market Risk

Sensitivity to market risk shows how earnings are adversely affected by changes in interest rates,
foreign rates, and equity and commaodity prices. It is important for a bank to properly balance its interest
income and liabilities, so an increase or decrease in interest rates will not result in a loss. Many ratios
help determine how well a bank has prepared itself to handle market risk.

The spread calculation is the difference between interest earned on loan assets minus interest
paid out on interest bearing deposit accounts. If rates change so will the interest income and expenses,
and variations in the results over the years will show whether the bank has positioned itself to handle the
changes. The bank’s burden is its non-interest expenses that are not covered by fees, securities gains and
other non-interest income. The bank must position its assets and liabilities in such a way that the spread
on interest income and expenses will always cover the burden from non-interest expenses. If a
fluctuation in interest causes a negative spread in which the bank paid out more in interest expenses than
it received in interest income then it will not have enough to cover the non-interest expense burden

resulting in a loss. This is why it is important for management to either ensure they are controlling their
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non-interest expenses or find a way to generate additional non-interest income from fees.

Either calculation can also be turned into a ration by dividing either the spread or the burden by
the assets or liabilities generating the income. The burden ratio is calculated by subtracting non-interest
expenses from non-interest income and dividing it by total assets. Overall a lower ratio is better. Bank
of America’s burden ratio as of June 2009 was 0.16%. Luckily, their spread was sufficient to cover the
burden resulting in $3.224 billion net income for the second quarter of 20009.

The efficiency ratio shows how much the bank pays in non-interest expense for every $1 of
income. It is calculated by adding net interest income and non-interest income and dividing it from non-
interest expense. The smaller the number efficiency ratio is, the more profitable the bank is. Bank of
America’s most recent efficiency ratio is 43.82% which is fairly low. This means they are only paying

$0.43 in non-interest expenses for every $1 of total revenues earned.

Stock Prices

Bank of America Historical Stock Prices

a3l

30
20

10

2005  Apr Jul Oct 2006 Apr Jul Oct 2007 Apr Jul Oct 2008 Apr Jul Oct 2000 Apr Jul Oct

As demonstrated in the graph of Bank of America’s historical stock prices above, certain trends
in the value of stock depended on outside factors such as the acquisitions Bank of America made of both

Countrywide and Merrill Lynch. Before the economic crisis, Bank of America demonstrated seemingly
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steady stock prices. The company’s stock reveals a noticeably large decrease in value following the
formal acquisition of Countrywide in July of 2008. Later, two factors had a dramatic impact on the stock
price: Bank of America’s acquisition of Merrill Lynch on January 1, 2009 and the two large TARP
bailouts. After these events, stock prices dropped to an all time low trading at $3.14 per share in March
of 2009. Stock prices are largely dependent on speculation and how strong a company is perceived to be.
The fact that the capital injection from the TARP fund was in the form of preferred stock purchased
further decreased the value. Not only were speculators viewing Bank of America as a company that was
failing, but additional stock was issued which causes an additional devaluation. Therefore, the drop in

stock value displays Bank of America's inability to demonstrate its strength and viability in the market.

Competitive Analysis

Stock Prices

In the light of the recent financial crisis that has developed over the past few years, it is not
surprising to deduce that Bank of America’s financial position had deteriorated along with the rest of the
economy. In order to fully understand its performance, it is necessary to take the analysis a step further
and compare Bank of America’s figures to those of the entire industry and its closest competitor. This
will help to determine if Bank of America was just another victim of the recession or if it has other
underlying factors that have caused it to fall below the average. For comparison purposes, Bank of
America’s financial figures will be compared to Wells Fargo’s figures. Wells Fargo is another financial
holding company that is commonly classified as one of the top three competitors to Bank of America
due to its similar size, products and services. Bank of America will also be compared to the financial
industry’s average ratios and to the Dow Jones Industrial Average, as they are included in the collection

of companies that make up the stock market average.
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Fluctuations in stock prices are easy to analyze as there are many basic calculations that can
quickly show the relationships between figures. Beta shows a stock’s sensitivity to an increase or decline
in the stock market. Bank of America’s Beta is 2.66, which means that its stock is expected to decrease
more than two times that which the entire market decreases during the recession. As you can see by the
graph above, this prediction held true in the beginning of 2009 when stock prices plummeted down close
to 40% for the Dow Jones and 90% for Bank of America. Bank of America’s stock hit a low of $3.14 on
March 6, 2009, shortly after its controversial acquisition of Merrill Lynch and large bail out from the
TARP fund. Its competitor, Wells Fargo, only has a Beta of 1.46, so Wells Fargo’s stock fell as well, but

only by about half as much as that of Bank of America.

Return on Equity

Although it is apparent that Bank of America’s stock prices did fluctuate consistently with the
rest of the market and Wells Fargo, it is necessary to look further into the bank’s financial situation to

see why it was at such a greater rate. As seen from the previous section on Bank of America’s
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performance based on past and current financial statements, its Return on Equity fell dramatically over
the past couple of years. Although this ratio is very low in comparison to Bank of America’s previous
years, it is extremely close to the most current industry averages. Return on Equity is very close with
Bank of America at 3.5% and the industry standard at 3.15%. Given that a higher Return on Equity
Ratio is better, we can conclude that Bank of America is doing fractionally better than the average of the
financial industry at utilizing its equity to generate profits. However, when looking at the Return on
Equity for Wells Fargo, Bank of America once again lags in comparison. Wells Fargo seems to have
suffered during the same time period with its downfall beginning in 2007. Its Return on Equity is at
6.6%, reasonably better than Bank of America. If you look at Wells Fargo’s history of returns, its ratios
have been just above Bank of America’s for the past five years. Although recent events cannot account
for the gap in prior years, the TARP bailouts can contribute some explanation to the two banks’ different
ratios. Because Bank of America received more stockholder’s equity in TARP bailouts without an
adequate increase in income, its ROE would naturally be lower than Wells Fargo, who did not have as

substantial of an increase in stockholder’s equity.
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Return on Assets

When comparing Bank of America’s ROA against Wells Fargo and the industry standards, Bank
of America once again comes in extremely close to the standard. As of June 2009, Bank of America had
an ROA of 0.30%, while the industry standard was 0.31%. Wells Fargo, however historically had a
higher ROA than Bank of America. Wells Fargo saw a decrease in its ROA in comparison to previous
just parallel with the industry as a whole. The difference between Wells Fargo and Bank of America lies
in the difference between net income and assets used to calculate ROA. While both banks received
TARP funds increasing their stockholders equity and cash accounts, Wells Fargo only received the first
bailout of $25 billion and was able to pay it back. Bank of America received a second bailout bringing
their total to $45 billion and has not been able to pay it back and is therefore is still holding the
additional assets on its balance sheet. The additional assets with no additional net income result in Bank

of America having an inferior ROA.
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ROA Comparison
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Market Capitalization

Market Capitalization measures the total dollar market value of all a company’s outstanding
shares. It is important to acknowledge that a company could have a low share price but a high market
capitalization due to a large number of shares outstanding. Market capitalization is calculated by
multiplying shares outstanding by the market price per share.

Currently JP Morgan and Chase Co. has the largest market capitalization of any United States
bank at $174.65 billion. Bank of America is second with $142.13 billion, and Wells Fargo & Company
is third at $134.93 billion. Prior to the passage of the TARP, there was a dramatic sell off in financials.
Banks saw their market capitalization drop dramatically. However, once the TARP was passed, the
United States government bought stock in all of the top bank holding companies in the United States.

This means that the current market capitalization data is open to interpretation due to the intervention.

November 12, 2009 44




Bankof America =

Once again, a distinction can be made on individual bank’s performance based on the assistance it
received from the TARP fund. Because Bank of America had multiple bailouts resulting in an increased
number of preferred stock shares outstanding, it naturally increased its market capitalization above that

of Wells Fargo who only received the first bailout and repaid it.

Top 20 financial institutions by market capitalisation, $bn, 1999 -2009
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Conclusion

Although many banks are facing a severe downturn in financial performance measured by a
variety of means because of the current state of the economy, Bank of America stands out amongst
them. The solvency of Bank of America is debatable for a variety of reasons. First, it is difficult to gauge
how accurate the information available is regarding Bank of America’s financial statements. Since there
is a large quantity of data kept as off balance sheet items, it is a complex issue to assess the ability of
Bank of America to remain liquid. At the very least, Bank of America has issues with its liquidity. It
carries too many long-term assets that are not easily convertible to liquid cash in the short term. Many of

these long term assets include off balance sheet items such as mortgage backed securities. These types
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of mortgage backed securities are not only hard to convert to liquid capital, but are even harder to
properly value at the current moment. Bank of America also holds an excessive amount of collateralized
debt obligations (CDOs) which hold long maturities and are difficult to assess in terms of quality and

whether or not they will contribute to a return.

Whether or not Bank of America is insolvent, the government has a strong interest in ensuring its
survival, as the government holds a large majority of its accounts with Bank of America. With the
government’s pressure for Bank of America to acquire Merrill Lynch in order to prevent Merrill
Lynch’s eminent failure, Bank of America became an even larger entity. Consequently the idea of “too
big to fail” has become an even larger issue. The apparent attempt by the government at partial
nationalization of the banking sector has many investors and stockholders skeptical of the reported
performance of banks. If mark to market is used to assess the fair value of accounts, then many banks
would be considered insolvent by these standards. Still, there is a positive outlook that the economy will
improve sooner than expected, credit losses will prove to be lower than expected, and the current
approach in dealing with toxic assets will work in due time. If each of these points is accomplished, it is
possible that the banking sector will improve. The issue at hand, however, is when and how Bank of
America will be able to pay back the TARP funds given to it by the government. Although many
competitors have been able to pay back these funds, Bank of America has not only been unable to pay
back anything, but it is also one of the largest recipients of TARP funding.

Bank of America’s poor choice of acquisitions over the past few years under the control of CEO Ken
Lewis has caused repercussions that will reverberate through the bank’s performance for many years to

come. Only the future will tell whether or not Bank of America will be able to overcome its financial
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problems and begin to pay back TARP funds in order to remove itself from the overwhelming clutches

of the government’s control.
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