




T O P  C A T E G O R I E S   S T A T I S T I C S  

YTD Return (12/31/11)                                     -32.42% 

NAV (12/30/11)         $23.15 

12 Month Low-High         $22.87—$36.53 

Net Assets ($Millions as of 12/30/11)     $6,962 

30-Day SEC Yield     -0.75% 

Fiscal Year End         November 

Fund Inception         12/29/1999 

CUSIP         304871106 

Fund Symbol         FAIRX  

F E A T U R E S  

Minimum Initial Investment       $10,000 

Minimum Retirement****       $10,000 

Minimum Subsequent Investment         $1,000 

Minimum Subsequent Retirement        $1,000 

Minimum Automatic Investment Plan     $250  

 % of Total Portfolio as of 11/30/11 

©2010 Morningstar, Inc. All Rights Reserved. The information contained herein (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; 

and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this 

information. Past performance is no guarantee of future results. For each fund with at least a three-year history, Morningstar calculates a Morningstar Rating™ based on a Morn-

ingstar Risk-Adjusted Return measure that accounts for variation in a fund’s monthly performance (including the effects of sales charges, loads, and redemption fees), placing 

more emphasis on downward variations and rewarding consistent performance. The top 10% of funds in each category receive 5 stars, the next 22.5% receive 4 stars, the next 

35% receive 3 stars, the next 22.5% receive 2 stars and the bottom 10% receive 1 star. (Each share class is counted as a fraction of one fund within this scale and rated separate-

ly, which may cause slight variations in the distribution percentages.) The Overall Morningstar Rating for a fund is derived from a weighted average of the performance figures asso-

ciated with its three-, five-, and ten-year (if applicable) Morningstar Rating metrics. The Fairholme Fund was rated against the following numbers of U.S. domiciled Large Value 

funds over the following time periods: 1,127 funds in the last three years, 996 funds in the last five years, and 571 funds in the last ten years. With respect to these Large Value 

funds, The Fairholme Fund received a Morningstar Rating of one star for the three-year, three stars for the five-year period, and five stars for the ten-year period. Past performance 

is no guarantee of future results.  

Portions of the mutual fund performance information contained in this display was supplied by Lipper, A Thomson Reuters Company, subject to the following: Copyright 2010 
© Thomson Reuters. All rights reserved. Any copying, republication or redistribution of Lipper content, is expressly prohibited without the prior written consent of Lipper. 
 
The fund’s investment objectives, risks, charges, and expenses should be considered carefully before investing. The prospectus contains this and other im-
portant information about the Fairholme Fund, and it may be obtained by calling shareholder services at 1-866-202-2263 or visiting our website 
www.fairholmefunds.com.  Read it carefully before investing.  

Shares of the Fairholme Fund are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other agency, and involve investment 

risk, including possible loss of the principal amount invested.  Automatic Investment Plans do not assure a profit and do not protect against a loss in declining markets.  The com-

position of the Fund’s portfolio holdings and sector weighting are subject to change and should not be considered recommendations to buy or sell any securities.    

Fairholme Distributors, LLC (1/12) 

* Includes acquired fund fees of .01%.  Acquired fund fees and expenses are those expenses incurred indirectly by the Fund as a result of investments in securities issued by one or 
more investment companies.  
                                                                                                                                                                                               
**Cash and Cash Equivalents include investable cash and money market funds. 
 
***Excludes cash and money market funds. 
 
****The minimum initial investment may be waived by the Manager in its discretion. 

 as of 11/30/2011 

Multi-Line Insurance 30.0%                         

Diversified Holding Companies 12.9% 

Life Insurance   11.4% 

Retail Department Stores 10.7% 

Cash and Cash Equivalents**   8.9% 

Diversified Banks   7.3% 

Commercial Finance   6.9% 

Real Estate Management    4.5% 

& Development 

Real Estate Investment Trusts   4.2% 

Surety Insurance   2.9% 

 T O P  H O L D I N G S  B Y  I S S U E R * * *  

     %of Total Net Assets 

American International Group, Inc. 26.2% 

AIA Group Ltd. 11.4% 

Sears Holdings Corp. 10.7% 

Berkshire Hathaway, Inc. 9.3% 

CIT Group Inc. 6.9% 

Bank of America Corp. 5.5% 

General Growth Properties, Inc. 4.2% 

The St. Joe Co. 4.0% 

China Pacific Insurance (Group) Co., Ltd. 3.8% 

Leucadia National Corp. 3.6% 

Total 85.6% 
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 The Fairholme  Fund                    Fairholme Capital Management, LLC 

 4400 Computer Drive           4400 Biscayne Boulevard 

 Westborough, MA 01581-1722          Miami, FL 33137 
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I N V E S T M E N T  O B J E C T I V E  

The Fairholme Focused Income Fund seeks current income, other forms of cash distributions and capital preservation.  The Fund attempts to achieve this objective by in-
vesting in a focused portfolio of cash distributing securities. To maintain maximum flexibility, the securities in which the Fund may invest include, but are not limited to, cor-
porate debt securities of issuers in the U.S. and foreign countries, government and agency debt securities of U.S. and foreign countries, bank loans and loan participations, 
convertible bonds and other convertible securities, and equity securities, including preferred and common stock. The Fund will use Fairholme’s focused, multi-sector, multi-
strategy, value-based approach.  There is no guarantee that the fund will meet its objectives. 
 
Investing in the Fund involves risk including loss of principal.  The Fairholme Focused Income Fund is a non-diversified mutual fund, which means that the Fund invests in a 
smaller number of securities when compared to more diversified funds.  This strategy exposes the Fund and its shareholders to greater risk of loss from adverse develop-
ments affecting portfolio companies.  The Fund’s investments are also subject to interest rate risk, which is the risk that the value of a security will decline because of a 
change in general interest rates.  Investments subject to interest rate risk will usually decrease in value when interest rates rise and rise in value when interest rates decline.  
Also, securities with long maturities typically experience a more pronounced change in value when interest rates change.  Debt securities are subject to credit risk (potential 
default by the issuer). The Fund may invest without limit in lower-rated securities.  Compared to higher-rated fixed-income securities, lower-rated debt may entail greater risk 
of default and market volatility. 
 

S T A T I S T I C S  

YTD Return (12/31/11)       -0.72% 

NAV (12/30/2011)         $9.91 

12 Month Low-High         $9.42-$11.32 

Net Assets ($Millions as of 12/30/11)    $298 

30-Day SEC Yield 9.96% 

Fiscal Year End         November 30 

Fund Inception         12/31/2009 

CUSIP         304871304 

Fund Symbol         FOCIX 

Performance Details  

Performance information quoted represents past performance and does 

not guarantee future results. The investment return and principal value 

of an investment in the Fund will fluctuate so that an investor’s shares, 

when redeemed, may be worth more or less than their original cost. 

Current performance may be higher or lower than the performance 

information quoted herein. Performance figures assume reinvestment of 

dividends and capital gains and would have been lower without fee 

waivers in effect. Any questions you may have, including most recent 

month-end performance, can be answered by calling Shareholder Ser-

vices at 1-866-202-2263. 

The Fairholme Focused Income Fund 

T O P  H O L D I N G S  B Y  I S S U E R * *  

     %of Total Net Assets 

MBIA, Inc. 34.0% 

Emigrant Bancorp, Inc.   17.7% 

Sears Holdings Corp. 15.6% 

CIT Group Inc. 10.4% 

Regions Financial Corp. 5.3% 

Bank of America Corp. 4.2% 

Jeffries Group, Inc. 3.4% 

General Growth Properties, Inc. 1.2% 

Wells Fargo & Co. 0.5% 

American International Group, Inc. 0.5% 

Total 92.8% 

T O P  C A T E G O R I E S  
Surety Insurance 34.0% 

Regional Banks 23.0% 

Retail Department Stores 15.6% 

Commercial Finance 10.4% 

Diversified Banks   4.7%   

Cash and Cash Equivalents*   4.5%           

Capital Markets   3.4%  

Real Estate Investment Trusts   1.2%   

Multi-Line Insurance   0.5%                                       

Real Estate Management &   0.1% 

Development   

                                                 

 % of Total Portfolio as of 11/30/11 

 as of 11/30/11 

F U N D  P E R F O R M A N C E  (as of 12/31/2011)  

Cumulative Return   Average Annual Total Return  
1-Year                   -0.72%                   -0.72% 

Since Inception     10.36%         5.05% 

 

U S  A G G  B O N D  I N D E X  (as of 12/31/2011)  

Cumulative Return   Average Annual Total Return  
1-Year                    7.84%                   7.84% 

Since Inception     14.89%        7.19% 

F E A T U R E S  

Minimum Initial Investment         $25,000 

Minimum Retirement***       $25,000 

Minimum Subsequent Investment         $2,500 

Minimum Subsequent Retirement        $1,000 

Minimum Automatic Investment Plan     $250  

A N N U A L  F U N D  O P E R A T I N G  E X P E N S E S (1)  

Gross Expense Ratio            1.02%  

Fee Waiver and/or Expense Reimbursements                                      (0.25%) 

Net Expense Ratio                                                                                                                        0.77% 



(1) “Acquired Fund Fees and Expenses” are those fees and expenses incurred indirectly by the Income Fund as a result of investing in securities issued by one or 
more investment companies, including money market funds. The Advisor has contractually agreed to waive a portion of its management fees and/or pay Fund expens-
es (excluding taxes, interest, brokerage commissions, acquired fund fees and expenses, expenses incurred in connection with any merger or reorganization and ex-
traordinary expenses such as litigation) in order to limit the net expenses of the Fund to 0.75% of the Fund’s daily average net assets. The fee waiver/expense limitation 
became effective on March 30, 2011 and shall remain in effect until the effective date of the Fund’s prospectus incorporating the Fund’s audited financial statements 
for the Fund’s fiscal year ending 2011. Without the expense limitation, the 30-Day SEC Yield would have been 9.70%."    

*Cash and Cash Equivalents include investable cash and money market funds.  
 
**Excludes cash and money market funds. 
 
***The minimum initial investment may be waived by the Manager in its discretion.  
 
The Barclays Capital U.S. Aggregate Bond Index (“US AGG BOND INDEX”) represents securities that are SEC-registered, taxable, and U.S. dollar denominated. The 
index covers the U.S. investment grade fixed rate bond market, with index components for government and corporate securities, mortgage pass-through securities, and 
asset-backed securities. These major sectors are subdivided into more specific indices that are calculated and reported on a regular basis. It is not possible to invest 
directly in an unmanaged index. Prior to November 1st, 2008, this index was published by Lehman Brothers. The index is not meant to be indicative of the Fund’s 
performance, asset composition, or volatility. Our results may differ markedly from those of US AGG BOND INDEX in either up or down market trends and interest rate 
environments. The performance of US AGG BOND INDEX does not reflect any management fees, transaction costs, or expenses. 
 
The fund’s investment objectives, risks, charges, and expenses should be considered carefully before investing. The prospectus contains this and 
other important information about the Fairholme Focused Income Fund, and it may be obtained by calling Shareholder Services at 1-866-202-2263 
or visiting our website www.fairholmefunds.com.  Read it carefully before investing.  

Shares of the Fairholme Focused Income Fund are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other 
agency, and involve investment risk, including possible loss of the principal amount invested.  Automatic Investment Plans do not assure a profit and do not protect 
against a loss in declining markets.   

 

Fairholme Distributors, LLC (01/12) 
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 Westborough, MA 01581-1722            Miami, FL 33137 

 Telephone: 1-866-202-2263  

 www.fairholmefunds.com  

 



I N V E S T M E N T  O B J E C T I V E  

The Fairholme Allocation Fund seeks long-term total return from capital appreciation and income. The Fund attempts to achieve this investment objective by investing in a focused port-
folio of investments in the equity, fixed-income and cash and cash-equivalent asset classes. The proportion of the Fund’s portfolio invested in each asset class will vary from time to time 
based on Fairholme’s assessment of relative fundamental values of securities and other investments in the class, the attractiveness of the investment opportunities within each asset 
class, general market and economic conditions, and expected future returns of investments. The Fund seeks to capitalize on anticipated fluctuations in the financial markets by changing 
the mix of the Fund’s holdings in the targeted asset classes. The Fund will use Fairholme’s focused, multi-sector, multi-strategy, value-based approach.  There is no guarantee that the 
fund will meet its objectives. 
 
Investing in the Fund involves risk including loss of principal.  The Fairholme Allocation Fund is a non-diversified mutual fund, which means that the Fund can invest in a smaller num-
ber of securities when compared to more diversified funds.  This strategy exposes the Fund and its shareholders to greater risk of loss from adverse developments affecting portfolio 
companies. The Fund’s investments are also subject to interest rate risk, which is the risk that the value of a security will decline because of a change in general interest rates. Invest-
ments subject to interest rate risk will usually decrease in value when interest rates rise and rise in value when interest rates decline. Also, securities with long maturities typically experi-
ence a more pronounced change in value when interest rates change. Debt securities are subject to credit risk (potential default by the issuer). The Allocation Fund may invest without 
limit in lower-rated securities. Compared to higher-rated fixed-income securities, lower-rated debt may entail greater risk of default and market volatility. The allocation of investments 
among the different asset classes, such as equity or fixed-income asset classes, may have a more significant effect on the Fund’s net asset value when one of these classes is performing 
more poorly than others.  
 
Please visit www.fairholmefunds.com for a prospectus, reports, and further details on the Fund’s strategy.   

S T A T I S T I C S S T A T I S T I C S  

Since Inception Return (as of 12/31/2011)      -14.00%          

NAV (12/30/2011)         $8.60 

12 Month Low-High         $6.98-$10.32 

Net Assets ($Millions as of 12/30/2011)   $256 

30-Day SEC Yield     -0.09% 

Fiscal Year End         November 30 

Fund Inception         12/31/2010 

CUSIP         304871403  

Performance Details  

Performance information quoted represents past performance and does 

not guarantee future results. The investment return and principal value 

of an investment in the Fund will fluctuate so that an investor’s shares, 

when redeemed, may be worth more or less than their original cost. 

Performance would have been lower without fee waivers in effect. Cur-

rent performance may be higher or lower than the performance infor-

mation quoted herein. Performance figures assume reinvestment of 

dividends and capital gains, but does not reflect the effect of a 2% 

redemption fee, which is imposed on shares held less than 60 days. If it 

did, total returns would be reduced. Any questions you may have, in-

cluding most recent month-end performance, can be answered by 

calling Shareholder Services at 1-866-202-2263. 

The Fairholme Allocation Fund 

T O P  H O L D I N G S  B Y  I S S U E R * * *  

     %of Total Net Assets 

MBIA, Inc. 36.5% 

American International Group, Inc. 24.6% 

Jeffries Group, Inc. 5.3% 

Emigrant Bancorp, Inc. 4.8% 

Sears Holdings Corp. 4.8% 

Leucadia National Corp.  4.7% 

Bank of America Corp. 4.4% 

Berkshire Hathaway, Inc. 3.4% 

Wells Fargo & Co. 3.2% 

JPMorgan Chase & Co. 1.3% 

Total 93.0% 

T O P  C A T E G O R I E S  

Surety Insurance 36.5% 

Multi-Line Insurance 24.6% 

Diversified Banks   8.9% 

Diversified Holding    8.1% 

Companies 

Cash and Cash Equivalents*   6.4%   

Capital Markets   5.3%           

Regional Banks   4.8%  

Retail Department Stores   4.8%   

Commercial Finance   1.0%                                             

  

                                                 

 % of Total Portfolio as of 11/30/11 

 as of 11/30/11 

F U N D  P E R F O R M A N C E  (as of 12/31/2011)  

Cumulative Return   Average Annual Total Return  
1-Year                  -14.00%                  -14.00% 

Since Inception     -14.00%       -14.00% 

 

 

U S  A G G  B O N D  I N D E X  (as of 12/31/2011)  

Cumulative Return   Average Annual Total Return  
1-Year                    7.84%                   7.84% 

Since Inception      7.84%        7.84% 

F E A T U R E S  

Minimum Initial Investment         $25,000 

Minimum Retirement**       $25,000 

Minimum Subsequent Investment         $2,500 

Minimum Subsequent Retirement        $1,000 

A N N U A L  F U N D  O P E R A T I N G  E X P E N S E S (1)  

Gross Expense Ratio            1.00%  

Fee Waiver and/or Expense Reimbursements                                      (0.25%) 

Net Expense Ratio                                                                                                                        0.75% 

S & P  5 0 0  I N D E X  (as of 12/31/2011)  

Cumulative Return   Average Annual Total Return  
1-Year                    2.11%                    2.11% 

Since Inception      2.11%         2.11% 



(1) The Advisor has contractually agreed to waive a portion of its management fees and/or pay Fund expenses (excluding taxes, interest, brokerage commissions, ac-
quired fund fees and expenses, expenses incurred in connection with any merger or reorganization and extraordinary expenses such as litigation) in order to limit the 
net expenses of the Fund to 0.75% of the Fund’s daily average net assets. The fee waiver/expense limitation became effective on the effective date of the Fund’s regis-
tration statement and shall remain in effect  for at least one year after the effective date of the Prospectus and until the effective date of the Fund’s Prospectus incorpo-
rating the Fund’s audited financial statements for the Fund’s fiscal year ending 2011. Without the expense limitation, the 30-Day SEC Yield would have been   –0.36%.  

 
*Cash and Cash Equivalents include investable cash and money market funds.  
 
**The minimum initial investment may be waived by the Manager in its discretion. 

***Excludes cash and money market funds. 

Shares of the Fairholme Allocation Fund are not deposits or obligations of any bank, are not guaranteed by any bank, are not insured by the FDIC or any other agency, 
and involve investment risk, including possible loss of the principal amount invested.  Automatic Investment Plans do not assure a profit and do not protect against a 
loss in declining markets.  The composition of the Fund’s portfolio holdings and sector weighting are subject to change and should not be considered recommenda-
tions to buy or sell any securities.  

The Barclays Capital U.S. Aggregate Bond Index (“US AGG BOND INDEX”) represents securities that are SEC-registered, taxable, and U.S. dollar denominated. The 
index covers the U.S. investment grade fixed rate bond market, with index components for government and corporate securities, mortgage pass-through securities, and 
asset-backed securities. These major sectors are subdivided into more specific indices that are calculated and reported on a regular basis. It is not possible to invest 
directly in an unmanaged index. Prior to November 1st, 2008, this index was published by Lehman Brothers. The index is not meant to be indicative of the Fund’s 
performance, asset composition, or volatility. Our results may differ markedly from those of US AGG BOND INDEX in either up or down market trends and interest rate 
environments. The performance of US AGG BOND INDEX does not reflect any management fees, transaction costs, or expenses. 

The S&P 500 Index is a broad based measurement of changes in the stock market, is used for comparative purposes only, and is not meant to be indicative of the 
Fund’s performance, asset composition or volatility. Given the wide scope of securities held by S&P 500, it should be inherently less volatile. Our results may differ 
markedly from those of the S&P 500 in either up or down market trends. The performance of the S&P 500 is shown with all dividends reinvested into the index and 
does not reflect any reduction in performance for the effects of transaction costs or management fees.  Investors cannot invest directly in an index. 

 

The Fund’s investment objectives, risks, charges, and expenses should be considered carefully before investing. The prospectus contains this and other important 
information about the Fairholme Allocation Fund, and it may be obtained by calling Shareholder Services at 1-866-202-2263 or visiting our website 
www.fairholmefunds.com.  Read it carefully before investing.  
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 4400 Computer Drive             4400 Biscayne Boulevard 

 Westborough, MA 01581-1722            Miami, FL 33137 

 Telephone: 1-866-202-2263  

 www.fairholmefunds.com  
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FAIRHOLME CAPITAL MANAGEMENT, L.L.C. 
 

Moderator: Bruce Berkowitz 
August 10, 2011 
1:00 p.m. E.S.T. 

 
EDITED FOR CLARITY AND ACCURACY 

For a list of technical terms, please refer to a glossary at the end of this transcript. 
 

Operator: Good afternoon.  My name is Michelle, and I will be your conference operator 
today.  At this time, I would like to welcome everyone to the Fairholme 
conference call with Brian Moynihan, Chief Executive Officer of Bank of 
America.  Moderating today’s call is Bruce Berkowitz of Fairholme Capital 
Management. 

 
 Before we begin, please note this call will last one-and-one-half hour, and is 

being recorded.  Once the conference call has been concluded, please refer to 
www.FairholmeFunds.com for a transcript and a replay of the call. 

 
 Let me remind you that today’s discussion may contain some forward-looking 

statements by Bank of America regarding its financial condition and its 
financial results, and that these statements involve certain risks that may cause 
actual results in the future to be different from our current expectations. 

 
 These factors include, among other things, changes in economic conditions, 

changes in interest rates, competitive pressures within the financial services 
industry, and legislative or regulatory requirements that may affect our 
businesses.  For additional factors, please see Bank of America’s SEC 
document. 

 
 All lines have been placed on mute to prevent any background noise.  After 

Brian and Bruce have finished, there will be a general question and answer 
session open to all participants.  In order to ask a question during this time, 
simply press “*” and the number “1” on your telephone keypad.  To withdraw 
your question, please press the “#” key. 
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 Thank you.  Mr. Berkowitz, you may begin your conference. 
 
Bruce Berkowitz: I’d like to begin by thanking all participants, the Bank of America team, Brian 

Moynihan, and staff for doing the call.  We have a lot to do so we are going to 
start quickly.  To start the call, we are going to ask Brian to update us on Bank 
of America since the earnings call. 

 
 Once that’s done, I will ask Brian the toughest questions that werefrequently 

asked during our email process.  Once that is finished, we’ll open up the call 
for the remainder of the time allotted.  So with that thank you Brian for 
joining, and please begin. 

 
Brian Moynihan: Thank you, Bruce.  I have Bruce Thompson, our chief financial officer with 

me, as is Lee McEntire, one of our senior executives in investor relations. 
 
 We set this call up about a month ago, and it’s hard to imagine that there was 

going to be this market volatility we’ve all seen with the various activities that 
have taken place in the last couple weeks.  But we are glad to have the chance 
to answer your questions today and talk to you, Bruce, and your shareholders 
about the Company. 

 
 Before we begin, I just wanted to make sure that we left you with the three or 

four points that are key about what we’re going to talk about today.  Number 
one, our core franchise continues to perform in the market.  It is growing 
market share in its core businesses, and when you look at our array of 
businesses, they are the strongest positions that anybody has across businesses 
or consumers, companies and institutional investors. 

 
 The second point is we continue to execute on a broad scale transformation of 

this Company.  We do that through focusing on the core strategic customer 
basis and sell non-core assets, and that helps our focus and also generates 
capital.  We’re moving from product sales to customer-focused execution in 
each of our businesses. 

 
 The third point is our capital levels are among the highest they’ve ever been in 

this institution’s history.  They’re sufficient to run the Company, even after 
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we booked $20 billion in the second quarter, which Bruce will discuss later, to 
help with the mortgages issues behind it. 

 
 We have a clear path on implementing the new rules under Basel III and new 

banking regulatory capital rules.  We’re going to execute on that path, and that 
path involves the continued transformation of the balance sheet of the 
Company. 

 
 The fourth point is to focus on the key issues we’re managing through.  Those 

issues are obviously about continuing to clean up the mortgage issues related 
to the Countrywide acquisition, and getting our operating costs down across 
the board.  That has to be especially true in a tough revenue and extended low 
interest rate environment, which isn’t that favorable to some of the core 
banking activities, and to continue to lower the risk in our Company across the 
board. 

 
 Before I jump in, I’d like to say a few words about what we’re seeing in the 

economy, which I think people may be interested in.  As we look at our 
consumers in one and two households, we have millions of debit and credit 
card holders, and each month we look at what they spend on and how they 
spend their money. 

 
 In the month of July 2011, those consumers spent about $37 billion on their 

cards, 5% more than they spent in July of 2010.  This shows you the core 
customer base continues to push along.  Consumers are continuing to spend 
money, maybe not as fast as people had projected, but this is about the 15th or 
16th month of continued increases.  Gas prices contributed about 1.5% to 2% 
of that growth.  The rest is core spending growth. 

 
 Credit demand across our portfolios continues to be slow.  The credit risk 

continues to improve, and we’ve seen the trend in improved charge-offs and 
delinquencies that we saw in the second quarter of 2011 continue in July. 

 
 Now on the market side, the markets reflect tremendous uncertainty in 

demand for products and economic growth prospects for companies and 
economies, uncertainty about the debt burdens of the U.S. and other nations, 
and the overall macroeconomic factors here and around the world. 



FAIRHOLME CAPITAL MANAGEMENT, L.L.C. 
Moderator: Bruce Berkowitz 

08-10-11/1:00 p.m. ET 
Page 4 

 
 The activities in the market reflect that concern.  We can see it every day on 

our screens.  However, if you think about it, the fundamentals are so much 
better in our country, in our Company, and in our industry than they were four 
years ago when the last financial crisis hit.  There’s a lot less leverage, 
whether it’s consumer leverage, company leverage, leverage in the financial 
system, or leverage across the world. 

 
 The recent statements regarding the prospects for American growth are the 

background of which all of us in our industry, and we in particular, have to 
manage our Company.  We expect, as the market continues to show, that this 
is going to be a slow and steady but grinding recovery.  It’s going to have 
extended low interest rates, but it continues to move forward and we have to 
continue to manage through. 

 
 Before we talk a little about the specifics of how we did in the second quarter 

in the franchise, let’s take a look at the last year and a half.  If you think back 
where we started when I took over on January 1st last year in 2010, we’d just 
come off an aggressive acquisition phase and a financial crisis.  And in that 
acquisition phase between 2006 to 2008, the Company bought MBNA, U.S. 
Trust, LaSalle, Countrywide and Merrill Lynch. 

 
 Just to give you a point of reference, post-Merrill Lynch, the combined Bank 

of America Merrill Lynch on 1/1/2009 had $70 billion of tangible common 
equity, $1.7 trillion of risk-weighted assets, and total assets of about $2.5 
trillion.  Today we have $128 billion in tangible common equity, $1.4 trillion 
in risk-weighted assets, and $2.2 trillion in total assets.  Simply put, we have 
twice the capital we did back then. 

 
 But as I took over in 2010, I had to focus on how we built that capital.  To 

build capital in 2009, we had to incur dilution.  We issued over 3 billion 
shares and brought our share in capital over 10 billion shares. 

 
 Even after that substantial dilution, we began 2010 with a tangible common 

equity ratio of about 5% and a Q1 common ratio under Basel I of about 7%.  
These ratios were not sufficient even with the 50% more shares outstanding.  
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We simply could not continue on the course of diluting our shareholders to 
build capital. 

 
 So I set the number one priority to transform the Company’s balance sheet, to 

rebuild that balance sheet to be able to support growth, navigate through a 
cycle that would come someday without any dilution, and frankly align the 
franchise to the core strategic customer-focused businesses.  We had to bring 
down risk across the board, in our consumer portfolios, our commercial real 
estate portfolios, and our trading risk. 

 
 So we started on a massive transformation.  Our first priority was setting 

clear, customer-focused strategies.  We serve three groups of customers in our 
Company; consumers, from individuals to the wealthiest people in the world; 
companies, from the smallest companies to the largest companies in the 
world; and institutional investors.  We serve them the core products, and we 
have top-tier positions to do that. 

 
 Our second priority was to shed non-core assets, a priority which continues 

today and we’ll continue to work on through this balance over the next couple 
of years.  The third was to continue to transform the balance sheet in terms of 
assets, equity and reserve positions.  And the fourth was to focus on driving 
returns, not size of balance sheet, from that balance sheet. 

 
 We continue to focus on long-term shareholder growth creation in this 

Company, and we believe a key to that is to focus on tangible book value per 
share growth.  That’s a measure which translates over time to strong 
shareholder returns. 

 
 So how do we make all those improvements and how are we making that 

transformation happen?  To do that we sold 23 units in six quarters.  We’ve 
built reserves for the mortgage issues from a negligible amount at the 
beginning of that time period to over $18 billion, and, on top of that, we have 
litigation reserves.  We’ve driven down credit risk so that our charge-off 
coverage ratio increased from one times charge-offs trailing charge-offs to 1.6 
times.  
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 In January 2010, we set a capital goal of 5.5% to 6% tangible common equity 
for our Company.  Why was that level important?  What we’ve gone and 
looked at was everybody who had that level or more survived this crisis and 
survived the past crisis.  In addition, it matched and exceeded our internal 
models, our risk models for capital requirements.  Today, we are 5.87% 
tangible common equity.  We have achieved this goal, and that ratio is 
continuing to improve for us to meet the regulatory capital rules I spoke about 
earlier. 

 
 At the same time, we set a regulatory capital goal of Tier 1 common of 8.5% 

to 9% under Basel I.  We’re at 8.23%, and as we need to continue to improve, 
the new rules which we adopted caused us to redouble our efforts to grow 
regulatory capital ratios and to ultimately achieve, by 2019 when these rules 
are fully effective, a Tier 1 common ratio of 9.5%. 

 
 Additionally during this timeframe, we importantly focused on growing our 

tangible book value per share.  That grew from $11.30 to $12.65, and that’s 
the investment you had in us, or 12%.  We’ve also dramatically reduced the 
risk in the franchise.  We have moved our prop trading off the Company.  It’s 
completely out, all the positions are sold. 

 
 We’re not doing any acquisitions.  We’ve completed the last, or are in the 

process of finally completing the last, transitions of Merrill Lynch.  We’ve 
sold $20 billion of equity investments.  We’ve significantly tightened the 
underwriting standards on the consumer side, reducing the unsecured 
consumer book from $225 billion to $150 billion.  And that’ll continue to 
serve us well in this slow economic recovery. 

 
 Our commercial real estate book is down from $80 billion at its peak to $40 

billion.  Our legacy assets, market assets left over from the financial crisis, are 
down materially.  This work is and will continue to be a massive 
transformation to continue to build capital and focus the Company.  So where 
that left us was more capital, more reserves both credit and mortgage related, 
less risk, and most importantly, more tangible book value per share. 
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 So what is ahead?  Ahead is the continued focus on this franchise, continue to 
drive that core customer business which we are all heavily invested and 
second to none.  What is also ahead is aggressive selling of non-core assets to 
continue to generate capital and increase our focus and lower our risk.  What 
also is ahead is the continued optimization of risk to drive down our risk-
weighted assets under the new rules. 

 
 And what also is ahead is to accelerate expense management and streamline 

the Company.  That I’ll discuss in a few minutes.  But before that, there’s 
been some debate about selling core assets and why would we not prioritize 
that.  There’s many reasons, but let me just give a few. 

 
 First, the customers want us to provide all the services we provide; a 

corporation to be able to provide corporate banking advice to them, an 
individual to be able to provide both bank to banking, and brokerage and 
investing advice to them.  That’s what the customers need and want.  A 
corporation to both have us serve them in the United States and outside the 
United States.  That’s the customer-driven franchise we’ve built. 

 
 The second reason is that the sale of core assets would hurt that franchise.  But 

more importantly, it’s also where we’re earning the bulk of our money right 
now.  And third, when you have non-core assets to sell, why would you sell 
the core assets? 

 
 As I spoke about before, we’re also focused on a reality of managing in a 

protracted economic recovery that is going slower than predicted even early 
this year, and that means cost management.  It’s not the surprising post-
Merrill Lynch and post-financial crisis.  There are a lot of inefficiencies we’ve 
built up in our Company even setting aside the legacy asset serving business, 
which solely deals with the delinquent mortgage loans and has 40,000 people 
working on that on a given day. 

 
 We’ve been taking expenses out of areas during the year.  For example, from 

our origination side of the mortgage business we’ve taken almost 4,000 
positions out this year, all that in an effort to build the expenses to continue to 
support the areas of growth for the Company whether it’s an international 
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area, growing our financial advisors, growing small business relationship 
managers, or other internal growth. 

 
 Core expenses have been running about flat, but that’s not enough so three 

months ago we started on a companywide campaign called “New BAC” to 
begin to take out significant expenses from the Company.  That effort 
continues to work, and will come to fruition as we go past Labor Day. 

 
 It’s a significant bottoms-up approach to realigning our Company against a 

customer-focused strategy.  It will produce significant cost savings and 
generate a better experience for our customers and employees.  We’ll give you 
more detail in our third quarter earnings call.  But suffice to say, the savings 
will both be material and substantial based on our work to-date. 

 
 The other thing we continue to focus on is the mortgage clean up.  Obviously 

there aren’t many days when I get up and think positively about the 
Countrywide transaction in 2008.  In each quarter, we continue to put risk 
behind us.  In the past quarter we made a significant step forward in doing 
that.  The mortgage area will continue to make noise as we get through the 
current legal cases, but the risk has been lowered each quarter over the last 
three and the quarters before that. 

 
 So as we think about what we have done in transformation – increased the 

focus, lowered the risk, managed expenses – the key is to focus on what we 
have that no one else has, and that is the best franchise in the business.  Our 
greatest asset is this franchise that has been built over 230 years.  It’s 
operating on a customer-focused strategy on an integrated basis that provides 
powerful results.  This type and breadth of quality has not been seen before, 
and we’re focused on leveraging that, and we’ll continue to do that. 

 
 So as you know about our franchise in the second quarter.  Let’s talk about 

what happened.  The core franchise continues to perform.  In the second 
quarter, all of our business made money.  They made a total of $5.7 billion.  
But when you added the mortgage charges, we produced a loss.  So overall we 
lost 90 cents a share, but we made 33 cents excluding those charges. 
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 Returns on all the operating businesses except for mortgage were above our 
cost of capital, but we still have work to do to get these businesses to the 
operating levels we’d like, and we still have lots of work to do to continue to 
fix our mortgage business. 

 
 When we think about the specific businesses, our consumer deposits business, 

which we have been strategically repositioning from a product sales group to a 
customer relation group, grew net checking accounts for the second straight 
quarter. 

 
 Deposits grew in the second quarter, the rates paid to the customers fell in the 

quarter, our cost to operate the franchise fell on the quarter, and in this 
business we’ve seen the impact of the overdraft regulations and other changes 
fully based into the run rate, so service charges are stable and beginning to 
grow. 

 
 We also shed in the quarter 63 less productive branches, as we continue to 

fine-tune the retail deposit franchise on our way to a goal of eliminating 750 
branches over the next few years.  Our broad coverage of banking centers in 
the markets around the U.S. enables us to continue to right size the network 
while others are continuing to build to catch the density of distribution we 
have. 

 
 Moving from our deposits business to our credit card business, that has also 

recovered from the credit issues.  We made over $2 billion in the credit card 
business, and that was aided by reserve releases. 

 
 Importantly, we added over three-quarters of a million accounts for the 

quarter, another solid quarter of new accounts.  Credit quality of these 
underwritings remains very, very strong.  We’ve seen credit improvement in 
both delinquencies and charge-offs in the second quarter, and we saw a further 
improvement in July. 

 
 Our global wealth investment management businesses, Merrill Lynch Wealth 

Management and U.S. Trust, continue to produce solid results with more than 
$500 million of after-tax profit.  In those businesses we added advisors, the 
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client balances continued to grow on the second quarter, and we’ll continue to 
drive the connectivity of these businesses throughout our franchise. 

 
 Going to our global commercial business, our mid-market business and 

commercial real estate businesses, we had strong earnings for the quarter of 
$1.4 billion after tax.  These businesses have recovered fully and continue to 
have solid and good deposit growth, stable loan balances and good efficiency.  
Our global banking and markets businesses, our large corporate investment 
banking and trading businesses earned $1.6 billion after taxes in the quarter. 

 
 Our investment outside the U.S. continues to bear fruit, as our loans and our 

investment banking fees outside the U.S. were at record levels for us.  And in 
fact, our loans to large corporations outside the United States or funded loans 
are bigger than our loans inside the United States.  Our investment banking 
team finished second in the world in fees received, with about $1.6 billion, 
and our trading business made money on 97% of trading days and had solid 
results. 

 
 From the top of the house, credit in the second quarter continued to improve, 

and our reserves show strong coverage at 1.6 times our annualized charge-
offs.  Delinquencies and charge-offs continue to improve, trends which we see 
across the board continued in July. 

 
 Even with new unemployment claims stagnating early in the spring or getting 

worse, we have seen consistent improvement in unsecured consumer books, a 
testament to the underwriting changes we made several years ago, and that’s 
also what gives us confidence as economy slows the debt does not impede our 
progress forward. 

 
 Loan growth remains muted, except internationally as I spoke about before.  

We continue to run up the non-core portfolio, which has dragged our earnings 
after charge-offs, but that reduction of portfolio releases capital.  Deposits 
were strong in the second quarter and moved well over a trillion.  Our cost to 
fund those deposits continues to be driven down each quarter, and during July 
we continued to see strong deposit growth. 
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 Our margins as we predicted last year in the second quarter – will continue to 
be under pressure as the interest rate environment goes forward.  And we’ve 
been clear that we think we’ve hit a plateau there, and we continue to work to 
improve that. 

 
 Expenses for the quarter were flat on a core basis, subtracting out the 

mortgage charges.  But that’s clearly not good enough.  We continue to absorb 
large expenses to clean up our legacy assets.  We’ve seen the head count 
generally peak overall in the Company, and our New BAC program is well 
underway and provides significant expense leverage beginning later this year 
and in 2012 and beyond. 

 
 However, while we manage expenses, we continue to invest in those 

international capabilities I spoke about, continue to add financial advisors and 
small business lenders, and we continue to integrate our systems capabilities.  
So our franchise continues to perform, and we’ve been positioning it to even 
continue to perform in a slower economic recovery. 

 
 So now let’s turn to the two issues which are on your mind.  I’ll have Bruce 

speak a few minutes on it.  The two issues are the mortgage risk and capital.  
On mortgage, we’ve continued to work to encapsulate the risk, take risk off 
the table and put it behind us.  On a rep and warranty put back risk each of the 
last three quarters, we’ve made major steps.  Over the past several quarters 
we’ve built the reserves to over $18 billion plus in rep and warranty liability 
reserves and also in litigation reserves. 

 
 On the operation side of the mortgage, one of the more encouraging things we 

saw during the quarter was that we were able to reduce the number of 
delinquent customers by about 150,000 mortgage holders.  That’s on a base of 
about 1.5 million.  We are seeing states, particularly non-judicial states where 
(inaudible) is (banking), and we continue to make progress so that if we can’t 
modify a customer’s loan we take them through the process and move forward 
as we need to do. 

 
 So I asked Bruce to cover some of the specific provisions we took in the 

second quarter. Bruce? 
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Bruce Thompson: Thank you, Brian, and good afternoon.  As Brian mentioned, we have 
established significant reserves during the last several years.  I’d like to give 
you a few examples of those. 

 
 If you look at our overall loan reserves for credit losses at the end of June, 

they totaled $37.3 billion, which to put in context represents 1.64 times our 
annualized charge-offs, as well as 4% of our total loan and lease balances. 

 
 Let me move to mortgages within the credit loss area, because we tend to 

receive a lot of questions on that.  If you look at our loan loss reserves within 
the mortgage business, at the end of June they totaled $21 billion.  To put that 
in context, that’s 2.5% of our total residential mortgage loans, and the piece 
that we allocate for home equity is nearly 7% of a reserve relative to our total 
home equity balances, excluding purchased credit-impaired. 

 
 As you think about those reserve coverages, I think it’s very important to note 

and keep in mind how our mortgage assets are carried on our balance sheet.  
Once a mortgage loan goes more than 180 days past delinquent, it is charged 
down to the net realizable value.  As we go forward we update that net 
realizable value on a quarterly basis. 

 
 In addition to our credit reserves, we have approximately $18 billion in 

reserves in our mortgage business for rep and warrants, and we have 
additional reserves for litigation matters.  The rep and warrant liability of 
approximately $18 billion at the end of June compares to only $4 billion that 
was on our books at the beginning of 2010. 

 
 Our 10-Q filing disclosure regarding our GSE rep and warrant liability created 

a lot of questions.  We want to be very clear on this.  We have accrued a 
liability at June 30th for the GSEs based on the behavior that we saw during 
the second quarter as it relates to putbacks of mortgages.  We have not seen 
any material change in that behavior since the end of June. 

 
 I would also like to make one additional comment on the balance sheet and 

how it relates to capital.  We have a mortgage servicing right on the balance 
sheet, $12.4 billion at June 30th of 2011.  Under Basel III, a portion of this is 
deducted from Tier 1 common capital. 
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 As we have said previously, we’re working aggressively to reduce this, and 

recently signed an agreement to sell approximately $500 million of certain 
mortgage servicing rights.  We continue to work on additional sales as we 
move forward, as well as focusing on reducing the level of MSR that we 
originate on the front-end within our mortgage business. 

 
 And with that, I’ll turn it back to Brian. 
 
Brian Moynihan: Thank you, Bruce. 
 
 To hit the second major topic, let’s talk a little bit about capital.  We’ve been 

clear and will remain clear.  We believe those capital targets are the right 
targets to run our Company by.  We still have a road to cross in terms of 
optimizing our capital under the regulatory rules. 

 
 So as I said, we set goals of 5.5% to 6% tangible common equity, and we’re at 

5.87%.  We’re at 8.23% Tier 1 common.  And this ratio will improve – both 
these ratios improved during the quarter, but we have work to do to continue 
to optimize as we move toward Basel III. 

 
 We’ll continue to fill that capital quickly as we earn money from the core 

businesses, continue to optimize our franchise not only from this position of 
non-core assets, reducing risk, and also optimizing RWA.  So I asked Bruce to 
make a few statements on capital, and then we’ll summarize and take your 
questions. 

 
Bruce Thompson: Brian spent some time walking through how we think about capital, how we 

think about risk.  I’m going to touch on capital as it relates to the regulatory 
requirements that will be implemented under Basel III starting on January 1st 
of 2013. 

 
 I think it’s important to take a step back and realize that effective January 1st 

of 2013, the minimum Tier 1 common standard under Basel III will be 3.5%.  
For those like us that will have a SIFI buffer of 250 basis points, that 3.5% 
will grow to 9.5% effective January 1st of 2019. 
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 As we’ve said before, we’d make three points on this.  The first, we expect 
our ratios to be well in excess of all of the required minimums under Basel III.  
When we first report our Basel III numbers on a reported basis at the end of 
2012, we would expect to be well above 8% on an as reported basis. 

 
 And third, as we’ve said before, if we were to look at and implement all of 

Basel at the end of 2012, on a fully phased-in basis we would be somewhere 
between 6.75 and 7%.  All of this is consistent with the previous guidance that 
we’ve given. 

 
 As we look at capital and growing capital beyond the end of 2012, we have a 

number of levers that we will look to continue to utilize, and I’d like to touch 
on a couple of those as we move forward.  First, as we’ve said before, at the 
end of 2012 we’ll have roughly $70 billion of risk-weighted assets under 
Basel III in a loan run off portfolio that we would expect to run off largely by 
the end of 2015. 

 
 We also have a credit correlation trading portfolio that we’d expect to be 

about $30 billion of Basel III risk-weighted assets at the end of 2012 that will 
run off largely by 2018. 

 
 From a private equity perspective, our private equity investments will be 

approximately $50 billion of risk-weighted assets under Basel at the end of 
2012, and we’ll continue to work through those in 2013 and beyond. 

 
 Those three items obviously total about $150 billion of risk-weighted assets 

that we will look to work through in 2013 and beyond.  Over and above that, 
we’ll continue to sell assets that are not core to the customer franchise that 
Brian alluded to earlier. 

 
 We will continue to be very focused on reducing MSRs.  As I indicated 

before, those are 100% risk-weighted deductions.  And obviously going 
forward as we make money and use the deferred tax assets that we have on the 
balance sheet, capital will accrete at a rate greater than the amount of net 
income that goes through the income statement. 

 
Brian Moynihan: Thanks, Bruce. 
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 So let me sum up a bit where we started.  We have a great franchise here, and 

that franchise is made up of a great customer base, a great set of businesses, 
and a great set of teammates who go out and make them perform every day.  
We continue a transformation of this Company that has been going on for 18+ 
months that leaves us very bullish on our prospects, and what we can achieve 
for you as our shareholders. 

 
 With that, Bruce, we’d be happy to start taking questions. 
 
Bruce Berkowitz: Thanks, gentlemen, for the update.  We have about an hour left.  You gave us 

a full review.  We’ve received hundreds of emails with questions.  We have 
over 6,000 listeners on the call right now.  They know you’ve been out there 
in the public a lot, TV and various other forms of communication.  So given 
the amount of public information the last couple of days and your opening 
remarks, I’ll try not to repeat but supplement the questions already answered. 

 
 Basically, investors are focused on the accuracy of estimates, the need to raise 

capital, future profitability, capital allocation, and strategy.  So let’s begin 
with the questions on estimates.  First question is, how can you trust the 
current reserve given the adverse developments? 

 
Brian Moynihan: I assume that that’s both geared towards general balance sheet plus in the 

mortgage area.  I’ll hit a couple of points and I’ll ask Bruce Thompson to hit a 
couple.  But if you think about the core area that we get the most questions 
about is in the mortgage-related balance sheet area. 

 
 On our balance sheet we have home equity loans, we call them home equity 

loans and first mortgages.  The home equity loans have a substantial portion 
of which are first mortgages.  And the way that we set those reserves is we 
look at the charge-off rates.  We look at the projected charge-offs.  We predict 
that every month and quarter and forecast, and we can then act on that forecast 
for many quarters in a row. 

 
 Embedded in the more delinquent loans, and this is one of the things that is 

hard to make sure people really understand, is anybody that’s not paying us, 
once they go to 180 past due the mortgage portfolio is marked to a liquidation 
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value on a continuous basis.  So even though we haven’t liquidated the assets 
because the foreclosure process has been slow, they are marked as if they’re 
liquidated and they continue to work down. 

 
 And in fact, that’s why the first couple quarters of this year we’ve had some 

adjustments in the charge-off line reflecting valuation changes both for our 
purchased credit impaired portfolio and our generally held portfolio. 

 
 So, that’s on a held mortgage book.  We adjust them.  We look at them.  

We’ve been accurate in our predictions.  The peak of the home equity charge-
offs $1.9 billion in 2009, third quarter I think it was, is down to about $1.1 
billion core.  That is completely unacceptable.  That’s about a 4% charge-off 
rate. 

 
 But what we’ve seen is our ability to have that delinquency and charge-off 

dollar amount continue to come down, even as the economy has been softer.  
And frankly even as housing prices fell from 2009 to now, which they have, 
we have seen charge-offs continue to come down. 

 
 So we think we established that, tested it and reviewed it on balance sheet 

stuff.  The commercial portfolios you could see the credit quality has cleaned 
up dramatically, a lot of this is behind us. 

 
 When you go to the mortgage put back risk, I’ll let Bruce touch on that again 

just at a high level to make sure people understand the points. 
 
Bruce Thompson: If you think about the mortgage putback risk in what we’ve seen, we basically 

have three types of rep and warrant that comes to us from the putback.  The 
first is from the GSEs. 

 
 As we’ve discussed previously and as I alluded to here, there’s a fairly long 

period of which we’ve dealt with the GSEs and worked through these 
mortgage putbacks.  In each quarter as we look at reserves, we reflect our 
reserves to reflect on the experience that we’re having for those, and those are 
on the balance sheet today. 
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 Over and above that, we have mortgage putback from both monolines as well 
as private label securities.  I think, we now have one settlement that we got 
done on the monolines. 

 
 We’ve got one settlement we got done on the private labels.  On our balance 

sheet, we reflect reserves to reflect generally that experience, and to the extent 
that there are still a certain number of classes out there where we don’t have 
experience, we reflect that in a range of possible loss that we disclose each 
quarter. 

 
Brian Moynihan: Bruce, I’d just back up and make one general comment.  As you think about 

the amount of scrutiny our industry has gone through over the last four years 
since the crisis started in earnest in 2007, you should believe that not only do 
we look at all of the reserves and adequacy that’s tested by all the usual 
parties on a given day. 

 
Bruce Berkowitz: In terms of other assets of the companies such as derivatives and private 

equity, can you talk a little bit on how you get comfortable with the current 
values reported? 

 
Brian Moynihan: So we take some of the trading assets, basically we have level one, two, three 

assets.  And you can see in our public disclosures that we have very deep price 
verification to check those.  We cover most of the assets. 

 
 The reality is we don’t have the kind of assets in the industry that we had in 

2007 that were tougher to value.  There are some, but the amount of them is 
far different and far less, and we continue to have those scrubbed on a 
continuous basis.  So, Tom Montag and the team in that area plus the risk 
management team go through them routinely and check.  Bruce, do you want 
to add anything? 

 
Bruce Thompson: No.  I think if you look at each quarter, to give you a sense, coming in to 

2009, we had legacy assets which we were not able to move off the balance 
sheet in the beginning of 2009 of roughly $56 billion.  We’ve worked very 
hard over the course of the last couple of years to reduce those. 
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 At the end of the second quarter, we noted that those are down to $18 billion.  
So they’ve come down significantly.  Obviously most of them have 
experienced significant marks, and as you look at in any one quarter when we 
go through that and we sell those, there tend to be as many pluses as there are 
minuses. 

 
 I would say that if you look within that bucket, a decent chunk of those are 

with an auction rate security.  Those marks reflect the current market.  There 
tend to be a fair bit of activity, and what we’ve seen when we’ve ultimately 
sold those or they’ve been redeemed is very consistent with the way that we 
carry them on the balance sheet. 

 
 Brian touched on the credit in what we see in the loan books, and obviously 

across the board in the markets businesses, those are mark-to-market 
businesses.  So we mark those assets every day.  At the end of every month 
the price verification teams look at them, and obviously at the end of each 
quarter they walk our accountants through that.  So it’s a very rigorous 
process. 

 
Bruce Berkowitz: Given the recent news, on Freddie Fannie, AIG, MBIA, Attorney Generals, 

and the U.S. debt rating downgrade, how do owners get comfortable with the 
idea that there is no big hole left in the balance sheet? 

 
Brian Moynihan: I think we continue to identify the risk, and I think most of that would be 

around the mortgage putback risk, and then separately the securities litigation 
around the mortgage area, which is the AIG case.  So we think about both 
those. 

 
 On the mortgage putback risk, think about $2 trillion of securities originated 

in the timeframes we talked about.  Think about the agencies having half, and 
think about the other half being private label, the small part monoline.  And if 
you think about what we’ve been doing across the last three quarters is taking 
significant amounts of that and negotiating a definitive settlement, as we did 
with Freddie Mac in the legacy Countrywide or as we did in private label, or 
accruing consistent with what we’re seeing across the whole portfolio. 
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 If you think about the mortgage putback risk, we basically have accrued for on 
a consistent basis that we settled across all those assets, and for significant 
portions you have definitive resolution.  

 
  There will be debate until we get the final decision by a judge in the Article 

77 case.  There will be appeals, which we told people would take a year to a 
year and a half about whether that settlement will hold up.   

 
If you look at the counterparties that looked at it, the amount of negotiation 
that went on, we think it’s fair for us.  We think it’s fair for them.  And I think 
there are a lot of people who have that same opinion.  That doesn’t mean other 
people won’t try to intervene, and they have done that, and the timeframe for 
that is now.  We’ll close out here shortly, and then we’ll let the courts decide. 

 
 When you go to the other part of the litigation around securities litigation, we 

have had active securities litigation about residential mortgaged-backed 
origination practices in Countrywide for several years.  There’s a bunch of 
cases out there that we’ve been fighting.  AIG is a similar case, as were cases 
by the federal home bank force and other people, and those align themselves 
through the system.  But you should assume that we continue to adjust our 
litigation approvals based on our view of those cases at any given moment. 

 
Bruce Berkowitz: And the last question on estimates is: how can investors verify your numbers? 
 
Brian Moynihan: In terms of accruals and stuff, I think we have a strong management team.  

We have a strong process.  We have outsiders look at them.  I think investors 
have to look at them, read them, test them and make their own decisions.  But 
we have to test it first to see if they’re reasonable.  We get ourselves 
comfortable for what we know and how we look at it, and we’re able to assess 
the risk. 

 
 If you looked at something like our reserves, just think of what happened in 

the last couple of years.  We’ve built tremendous reserves and now we’re 
releasing them, which effectively meant that you’d built them in excess of 
what you needed. 
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 You also have to remember that in our industry we’re not alone, so we have 
the regulators and others that look over our shoulders.  We get asked the same 
questions the investors asked us by all the constituencies there are.  And we 
go through that analysis every single quarter and every single day. 

 
Bruce Berkowitz: We’re going to move now to the issue of bad debt.  Big questions surround the 

performance of 2009 to present period loans versus 2005 through 2008 
vintages.  When will the more current loans from 2009 to present overcome 
those from the 2005 to 2008 period. 

 
Brian Moynihan: Think about the loan book snapshot January 1st, 2009 and think about credit 

cards, the mortgages we have on our books, and then commercial credit, 
commercial real estate credit.   

 
 What was in those books – and let’s just think about our credit cards.  At the 

time of January 1st 2009, we probably had $220 billion of credit cards.  We 
now have about $130 billion, $140 billion of core credit cards.  So in that 
downdraft, what happened was not that an average credit card person paid off, 
it’s that most of the reduction frankly was charge-offs. 

 
 So in the portfolio you had from 2005 to 2008 the parts that were not good are 

gone.  Charge-offs occurred.  We charged off in one single quarter $13 billion 
of charge-offs of credit cards in a single quarter.  So if you had 10 borrowers 
back there, you don’t have a weighted average look at the 10.  The seven good 
ones and the three bad ones are gone.  And since that day you’ve added two or 
three good ones that are underwritten under very different circumstances. 

 
 We track it from the day they originated and now they’re performing lower 

than our guardrails.  So in the card business or even the mortgage books 
you’re burning through, for lack of a better term, the toughest loans.  And the 
good loans, if somebody survived from 2005 to 2006, 2007 as a credit card 
customer, made it through an unemployment that went from 5% to 10% and 
has hung at 9% and is still paying you, still employed, that’s a very good 
credit. 
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 So even when we look at something like our home equity book, the portfolio 
of loans originated prior to 2009 carries about a 700+ FICA today refreshed.  
It has to do more with the quality of borrowers that are left over frankly than 
the quality of borrowers that went off.  So it’s not a weighted average.  It’s a 
shift of people who were good before are still good and we’re adding a lot of 
good people.  Does that answer your question? 

 
Bruce Berkowitz: Yes.  So I’m hearing correctly we are beyond the tipping point? 
 
Brian Moynihan: Yes.   
 
Bruce Thompson: It’s fair to say that we’re beyond the tipping point.  The other two things that I 

would add, Bruce, is that we’ve been after and have started tracking the 
different portfolios by vintage now looking all the way back to 2008, and 
comparing how what we’ve underwritten starting in 2009 performed. 

 
 And let me just give you a few data points.  If you look at our U.S. credit card 

business and looked at the performance of the pools that we underwrote in the 
first quarter of 2008, 12 months out delinquencies were 7.6 % on that pool.  If 
you look at what we underwrote during the first quarter of 2010 and went 12 
months out, that delinquency rate is 1.49%. 

 
 So when Brian alluded to the different standards that we changed in the fourth 

quarter of 2008 and the first quarter of 2009, think about that card 
performance.  If you looked at both residential mortgage and home equity, 
you would see the same types of improvement that I reference in the card 
portfolios. 

 
Brian Moynihan: So, one of the ways we see that evidence, Bruce, and we’ve been testing this – 

and again it’s still an early trend.  If you look at the delinquency performance 
or charge-off performance of the consumer businesses from 2007 through to 
today, the correlation, the R-squared, is up until the peak in the crisis. The 
peak in the charge-offs in 2009 was almost perfect.  Unemployment rose.  
Their new claims for unemployment rose, and charge-offs rose and 
delinquencies rose right with them. 
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 What has happened is the delinquencies and charge-offs in those books 
continue to come down even though you’ve had a flattening in unemployment 
sticking around 9.1, 9.2 even though new claims, as you know, started going 
back up above 400,000 in March and April this year, and stayed there. 

 
 So you’ve seen a break from the correlation which was perfect up to the peak, 

and now you’ve seen it change pretty dramatically.  So that is evidence that 
this would happen as you are underwriting a higher quality customer, and 
frankly you’ve charged off the customers that were not as high quality. 

 
Bruce Berkowitz: Brian, when reading through the Q’s and the reports, there’s still a tremendous 

amount under the “bad debt” label.  Can you talk about the characteristics of 
that bad debt in terms of legacy assets, in terms of run off rate, how long it 
may take to halve those assets, the interest you’re earning on those so-called 
bad assets, and the reserves and collateral values that  cover thoses assets? 

 
Brian Moynihan: Sure, Bruce.  Let’s think about three broad buckets of bad assets.  Let’s think 

about the legacy assets business, which is a mortgage servicing business, 
which most of its bad assets actually aren’t on our books,but we’re servicing, 
and that’s more of an expense issue, and then we have some assets.  We’ll talk 
about that. 

 
 Then let’s think about the nonperforming assets in the Company and the 

criticized assets and what’s going on there.  The third element that we have is 
some special portfolios that are in the legacy asset servicing that are purchased 
credit impaired.  Each of the buckets has different outcomes. 

 
 So on the mortgage servicing side, we split the mortgage company into two 

pieces.  Looking at all the discontinued products we didn’t want to carry 
forward, we had about 15 million loans we serviced.  We took half of those 
loans and are running them down. 

 
 We really don’t have credit risk. The putback issue is a risk there in that 

discussion, but we do not have credit risk on those portfolios technically, and 
the good news, as I said before, is that of the 7 million, about 1.5 million, 1.6 
million were delinquent.  As of the beginning of the year, we’re down to about 
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1.4 million, 150,000 reduction, round numbers, of 60 or more day delinquent 
loans because we’re working through the system. 

 
 So the key there is actually for the shareholder to get those down because the 

operating costs of that group are about $1.5 billion to $1.75 billion a quarter 
that we’ll get in cost savings as we get those to a more normalized 
environment.  So that’s what we’re doing. 

 
 One of the ways we’re getting them down is actually to sell the PMSR that we 

sold, which was $500 million of capital release but also lowers our risk by 
selling 300,000+ loans to other people to do the work so we can actually start 
to bring the expenses down. 

 
 When you move to the second book in the nonperformers and sort of core 

nonperformers, commercial credit, I’ll have Bruce talk about that and how 
their reserves play out in our mind.  It is down dramatically, as you know, 
over the last several quarters.  And then the third book would be some 
specialized portfolios, which I’ll let Bruce touch on what we call our 
purchased credit repair portfolios that are in the home equity business. 

 
Bruce Thompson: As you think about  the credit side, it speaks to a couple things.  On the 

commercial side, the only real area that we have within commercial where 
we’ve got a significant number of nonperformers are within commercial real 
estate. 

 
 It’s important to note that the portfolio has come down dramatically from 

roughly $80 billion to $40 billion.  If you look at that business, the credit 
quality and the number of refinancings that we’re seeing, we continue to work 
through.  And if you look at the net charge-offs that we’ve seen in that 
business over the last two quarters, we’ve been running below $200 million a 
quarter within that business. 

 
 The other thing, and the last comment I’d make on commercial real estate but 

I think is important, is that we  look at that and as we value it, once it goes 
nonperforming and we go to work that through, we take those valuations 
down to what we think the underlying collateral is worth. 
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 So, as we look at  the commercial space, the commercial real estate area was 
clearly the one that was most challenged.  We’ve taken a lot of risk out of that.  
The charge-offs are down, and we feel very comfortable with where we’ve 
marked that on the balance sheet. 

 
 I also would say as you think about credit, the first is the purchased credit 

impaired portfolio that we’ve brought on from Countrywide.  In just broad 
numbers, the original principal of that was roughly $40 billion.  There was 
roughly an $8 billion mark at the time the deal closed.  The purchased credit 
impaired portfolio, as far as where it’s marked now, is down to about $25 
billion.  About 40% of that is delinquent.  So we’ll obviously have to work 
through that and would expect to do so over the next couple of years. 

 
 Once again, I think it’s important to note about valuations on the balance 

sheet, that portfolio gets marked every quarter as we look at the underlying 
values and take it through the income statement. 

 
Brian Moynihan: To put it broadly though, from second quarter of last year to second quarter of 

this year, our charge-offs in the second quarter of last year were $9.5 billion, 
and we’re down to about $5.6 billion this year. 

 
 From a broad context, what was driving charge-offs in the second quarter of 

2010 and the second quarter of 2009 was overwhelmingly the unsecured 
consumer business and cards, and that’s down below $2 billion a quarter or 
down around $2.5 billion a quarter, and it’s come down dramatically, as I 
said, from a peak of $13 billion.  So those are loans that you basically charge-
off and don’t have any recovery. 

 
 So the good news is the stuff that’s a little bit more stubborn now in the home 

equity, which has a lot of first content in the residential mortgage on the 
books, are higher and will take longer just to liquidate those properties and are 
running 4% on home equities and 1.5 % – 1.6% on residential mortgage.  Way 
too high, but they will keep coming down because it’s just a slower 
liquidation process.  But if you looked at that, those are secured portfolios and 
have more recoveries attached to them. 
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 So the real risk on our balance sheet back four or five quarters ago up to eight 
quarters ago was the small business credit cards and the general credit cards 
which were charging off and there was no recoveries, and now you’re seeing 
the shift to more assets which have good values, reasonable values 
underneath. 

 
Bruce Berkowitz: We’re now going to move to questions on pre-tax, pre-provisions earnings 

power.  And the question is where are you now and how do you get to $45 
billion to $50 billion of pre-tax, pre-provision income over time? 

 
Brian Moynihan: Sure.  I think what we reported for the second quarter was around $8.5 billion 

to $8.7 billion, I think, $8.5 billion to $9 billion.  I think it was 8, 9.  Each 
quarter it’s been running around that. 

 
 In the near-term as the margin settles in and depending on how the trading 

goes in a given quarter that number could go up or down.  So the question 
people will ask us often is, well, how do you get from there to the levels you 
talked about earlier this year? 

 
 The first order of business is that we were clear and will continue to be clear 

that to get to the $45 billion level you need to have an economy which is 
functioning more normally than the economy is now. 

 
 So not a robust, you know, crazy economy that grows 3%, 3.5%.  But you 

need to have a kind of economy for us just to churn out some of the profits,  
because frankly that would also resolve itself in a higher front-end interest rate 
of maybe 1%+ as opposed to where it is now.  And so that’s one step. 

 
 The rising rates to a modest level is worth half, three-quarters of a billion 

dollars a quarter to us in pure profit.  And one of the issues that we have in the 
industry is that as that potentially pushes out we’ve got to work on the cost 
side.  So you’ve got about $35 billion to $36 billion based on what I just told 
you. 

 
 You’ve got to be careful in that, if you still had the derivative, it would take 

out a couple billion.  But then you build back really to two basic pieces.  

Interest rates in the environment where you have a reasonably growing 
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economy and a front-end rate of 1.5%, or something like that, a Fed Funds 

rate not at a high rate but a reasonable, more normal rate, actually a low 

normal rate.  You would go through about a $3 billion pick up on that. 

 
 Then secondly, just from costs across the board we know we can get out 

another $1.5 billion a quarter through Legacy Asset Servicing and the other 
cost work we’ll do.  We’ll get that much plus more, probably.  And so that 
will build the bridge back so that we’ll get in the 40s in PPNR. 

 
Bruce Berkowitz:  Is this earnings power from the present and going to the future expected 

earnings power, enough to resolve all issues without raising capital within a 
wide margin of safety? 

 
Brian Moynihan: We’ll come at it the way we’ve been working on it, which is we continue to 

drive the franchise earnings power and we continue to take all the capital we 
can away from things which aren’t core and put it against the ability to resolve 
issues and build the capital ratios we need under Basel III. 

 
 So based on on our view of the future, the risk is something that we’ve proved 

we feel very comfortable.  If you gave me a four-year recession or an 
environment something far different than what people predict, I think that 
would be different.  But that’s not the environment that managers are planning  
and any of us expect. 

 
 So given a normal, reasonable environment, a grinding slow recovery, the 

continued work we’re doing on the franchise, and the ability we have to move 
capital from things that aren’t core into core, we feel comfortable that we can 
drive this business forward and make the capital ratios that Bruce spoke about 
earlier. 

 
Bruce Berkowitz: In regard to profitability, looking at the balance sheet, taking another view, is 

it possible for the bank over the entire business cycle to average a 1% return 
on assets and a 10% return on equity? 

 
Brian Moynihan: We’ve had this concern by investors, and it’s a rightful concern.  If you go all 

the way out to where the Basel III gets you with a full SIFI buffer and all the 
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different things to 9.5%, can you earn enough return on equity to make this 
business make sense?  I think a lot of us have by sheer mass thought that we’d 
be sort of an 8% capital level because of where we thought the SIFI buffer and 
other things would come out on a Tier 1.  Basel III is now going to be 9.5 

 
 So we lost some of the return.  So we said low teens there.  We’re probably 

closer to what you just spoke about in terms of targets.  The 1% ROA is a 
reasonable target for this balance sheet.  It will take, as I said before, a little 
more net interest margin help based on a reasonable yield curve with a front-
end ratio front-end Federal Reserve Fed Funds type of number, 1.25, 1.5, to 
get there, as we spoke about. 

 
 But I think we’re comfortable we get there given a normal business cycle, and 

I think that we will be fine-tuning the balance sheet actually to achieve that as 
we continue to look at it, because if we don’t achieve those returns, in other 
words slice businesses and fine-tune the balance sheet to get them, we’re not 
going to get investors to invest in this industry. 

 
 So our job is to continue to optimize the franchise, and that’s why the business 

mix we have helps on that.  Having the credit card business, which has higher 
returns on assets,  having the –commercial banking business, which has a little 
lower returns on assets but is much more efficient from profitability. 

 
 The trading business, which has some volatility but can return clearly even on 

its balance sheet side 1% ROE in most quarters, coupled with a deposit 
business which provides great stable funding for us at very cheap costs, and 
that’s how we think about mixing the businesses. 

 
 So we think those goals are achievable.  We think that with the new capital 

levels the ROE got depressed from what people thought it was going to be, 
but will still be within range on the ROA.  In order to get that ROE, we’ve got 
to get to that kind of ROA.  And we will have to optimize around it to do it. 

 
Bruce Berkowitz: In terms of cash returns, when will you be able to show owners the money, be 

it dividends or buyback? 
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Brian Moynihan: Bruce, this is one that I had no success on so far.  So in trying to predict 
exactly, we need to get the work done that we have to get done and make sure 
we have the capital to run this franchise and continue to optimize the balance 
sheet. 

 
 Our clear view is that we’ve been saying to people is the expectation for 

capital return prior to us getting through the Basel implementation has to be 
very, very modest.  And the rest of the capital we store will go into our 
tangible book value for share calculation.  That’s why we’re focused on it. 

 
 So as we store up the capital we need to make the Basel III, that capital 

doesn’t go anywhere.  It sits on the balance sheets, gets capitalized in the 
Company.  It’s not even put to risk, quite frankly, because it has to not attract 
more risk or we’d have to raise more capital.  So we will ask for a dividend 
when we’re darn well sure that we’ll get approval.  And we’re not going to 
ask for it a minute before. 

 
 As we get that, our longer-term view is similar to what you’ve heard from my 

peers and even from the banking regulators.  Once we get the point where 
we’re turning capital, the formula would be to return, say, 30% in recurring 
dividends of the earnings and then everything above that to either return 
through a special dividend or return through capital management. 

 
 The timeframe of that depends on us making sure that we’ve got the capital to 

run the Company and to make Basel III, and as we said, anything between 
now and the end of 2012 is very modest. 

 
Bruce Berkowitz: You made reference to tangible book value in your answer.  It sounds to me 

that you look at the change in tangible book value as the change in intrinsic 
value of the operation or a change in the shareholder’s wealth of the operation.  
Can you discuss that concept, how you look at it and comment on what it 
means to you to have such a significant discount in the market price to 
tangible book value? 

 
Brian Moynihan: We’ll, take the last part first, and then we’ll talk about how we think about it.  

The discount to tangible book obviously represents people’s views of whether 
what reserves or other things they may have to establish, and we don’t have 
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that view, but that’s what the market’s telling us, and we have to keep 
showing the market how we built the fortress balance sheet reserves and 
capital and reflects opinions on a given day whether we’ll have to raise 
capital.  But that’s what we see today, and that we’ll work through over time. 

 
 But if you think about why we think of it as a metric for investing is, first, we 

looked at companies all across financial services, and those that have done the 
best have had consistent focused growth in tangible book value per share.  The 
reason why they’ve done the best is they’ve used the capital wisely and 
continued to build the Company and really not diluted the investor at the 
wrong time. 

 
 It’s a watch point to say, “How do we make sure that every day your 

investment’s worth a little bit more in this Company than it was the day 
before?”  And that’s what we’ve been after.  Since I became CEO we’ve 
grown 12% even taking some significant hits, and our job is to grow in each 
quarter for you. 

 
 Longer-term, the other thing we’ve got is when we end up with this buffer of 

capital, the SIFI buffer and capital that will be sitting on the balance sheet, if 
we put it to work to take risks we need more capital.  So if you think about the 
2.5%, you can’t take risk with it. 

 
 Therefore, the only way you’ll see that in value for you is in tangible book 

value per share as a shareholder, and in our case that would be under Basel III.  
It’s $18 billion per percent.  Do the simple math.  It’s $45 billion.  So it’d be 
$4.50 in tangible book value per share.  We’d build that out.  But if we put it 
to work, we’d have to have more of it.  So we have to also focus people, and 
that’s part of the inherent value we’re building for you. 

 
 If the whole scheme works right and if the capital levels of tangible book 

value ratios that would apply that kind of capital 7%, 8%, 7.5% or whatever it 
would be, you would come quickly to the conclusion that the people who have 
those ratios will survive any crisis that we’ve seen so far, including the last 
crisis, without raising capital. 
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Bruce Berkowitz: hank you.  The question has come up a bunch of times about insider buying.  
Why aren’t more insiders buying if the stock is so cheap? 

 
Brian Moynihan: I’d say a couple things.  One is, everybody should rest assured that my entire 

net worth is in this Company, of any consequence.  I got paid last year in 
stock, which I don’t get unless we perform a lot better than we performed in 
the recent quarter. 

 
 My management team was paid in the same way.  So we are all paid in stock.  

We all have significant investments in stock.  You have to remember we just 
recently filed a 10-Q.  There’s been a lot of volatility around.  So we believe 
in the stock, and you’ll see us buy the stock when we’re free and clear to do it.  
But with all the volatility going around, we’ve got to make sure that we’ve got 
everything done before we’re legally allowed to do it. 

 
 But the key thing is that everybody has really their entire net worth tied into 

our stock.  Our associates are paid in stock.  Anybody that gets paid any 
stipulated amount of money is paid more than half in stock in the Company 
that vests over time. 

 
Bruce Berkowitz: Brian, we have less than 30 minutes.  I’m going to move on to strategy.  The 

big question that comes up time and time again: Is Countrywide ring-fenced?  
And if it is, why not consider a Chapter 11 restructuring for Countrywide?  Is 
this  a viable solution? 

 
Brian Moynihan: When you face liabilities like this we thought of every possible thing we 

could.  But I don’t think I’d comment on any outcome.  The path we’ve taken 
is the best judgment of the shareholders in this Company. 

 
Bruce Berkowitz: Fair enough.We’re starting to get questions on offense.  When will you go on 

offense against the critics?  When is enough enough? 
 
Brian Moynihan: I’d say enough’s enough already.  But the fact of the matter is we go on 

offense every day in the market.  So if you look at what our teammates do in 
terms of winning business and delivering for our customers, that’s the offense 
I care about.  It’s doing a great job for those customers, getting more business 
from them, making them money. 
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 And so we are on offense every day.  Our team’s out there winning deals, our 

team’s out there servicing core consumers well, and we continue to invest in 
the places we can get growth with an offense in the wealth management 
business, adding more financial advisors, offense in the international business. 

 
 Clearly there’s been a lot of talk about our Company in the last few days.  If 

you just step back and think of the facts.  $230 million in total capital.  An 
equity assets ratio of 9.8%.  A tangible equity assets ratio of 5.87%.  You just 
think about the sheer amount of capital for the sheer amount of liquidity we 
have, over $400 billion. 

 
 This is a great Company, a great franchise, and we continue to go on offense 

every day in terms of winning in the market, which is what I care about, 
which is delivering shareholder value, delivering for our shareholders through 
doing a great job for our customers. 

 
Bruce Berkowitz: On performance.  You’ve had a lot of harsh critics.  Everyone has their own 

personal opinion as to your performance.  How do you grade your 
performance? 

 
Brian Moynihan: I think my performance with the management team, in terms of transforming 

the Company, has been strong.  Our performance on the share performance 
has not been strong.  I don’t think we see that in the market every day. 

 
 We’ve been in this business for 230 years, and we’ll be in this business for 

another 230 years.  It won’t be me obviously, and it won’t be you here.  But 
there’ll be somebody like us a couple centuries from now talking about this 
great Company. 

 
 I’d say that the way to think about this is we’re in a multi-year transformation 

in a very difficult environment where we had to really reposition the Company 
dramatically.  So I think the greatest is still out there to be had, but 
importantly we are very mindful of the share performance and we’re going to 
do everything we can to drive it, but we’ve got to control the controls. 
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Bruce Berkowitz:  All right, we have just a few other questions before we go on to open the call 
up for Q&A.  (inaudible) 

 
Brian Moynihan: I’m sorry.  I missed that. 
 
Bruce Berkowitz: Your ability to make up for reductions in fees to the consumer.  How are you 

going to counter that? 
 
Brian Moynihan: Think about two major pieces of change.  The first piece was the overdraft 

regulation called Reg-E.  We made changes in anticipation of those rules in 
2009 and so we are now, that’s all through the system.  In the last couple 
quarters you’ve seen the entire impact of that, and so those fees are starting to 
grow.   

 
 How we are going to make up for the overdraft fees, and the trade we made 

was a small portion of our customers paying a lot of overdraft fees because the 
stress in the economy and what was going on, and we just didn’t think that 
was right.  So we fixed that, along with the regulation that fixed that, and the 
additional work we did on debit overdrafts is different than regulation, but 
allows us to really drive with our customers to a common goal with them. 

 
 So the way we’re going to fix that is how we reprice the accounts.  And how 

we’re repricing accounts is shifting from the overdraft fee as a mechanism to 
collect revenue to monthly fees, which when we talk to our customers and talk 
to advocates for those customers is a much clearer way for them to understand 
how they’re paying, as opposed to the application of overdrafts due to debit 
card transactions and things like that. 

 
 So we’ve hit the low point in that.  The retail business made $500 million this 

quarter, reflecting all of that.  It will start to creep back up and we’ll make it 
back through three ways.  Monthly fees as we restructured accounts, which 
we’ve rolled out in several markets and will continue to roll across the 
franchise the next 18 months. 

 
 As rates rise, the value exchange of the customer will have more of the rate 

structure of the industry and to us, which is critical for the industry to 
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maintain the balance and get back some of the rate structure we’ve lost as 
rates have crunched towards zero. 

 
 The third way is operating costs, because at the end of the day, if customers 

use our resources, which are substantial, 5,800 branches, 18,000 ATMs with 
our 30 million online customers, our mobile banking facilities, our phone 
capabilities, if customers use all that, what that allows us to do is serve them a 
lot more cheaply. 

 
 And as we’ve seen customers do that, the reason why we’re closing branches 

is because customers don’t use them for the same purpose they used to and 
were allowed to take that cost.  So it’s rates, fees and ultimately costs.  And 
we’re quite comfortable.  The real way we got paid back by making the 
change though was a lower attrition.  We are down to attrition rates that didn’t 
exist in this Company when it was a lot smaller. 

 
 And the customer satisfaction with us in our consumer deposit business is 

much stronger, and that’s led to net new growth in checking accounts with a 
lot less sales and churning and burning.  So that’s how we make it up on the 
overdraft fee side. 

 
 On the Durbin Amendment, as we’ve been clear that’s about a $2 billion a 

year deduct from us because we’re the largest in debit card uses by far in the 
industry, and it costs us more than other people.  Again, in the repricing of the 
accounts, we have account repricing that will help us make that up over time.  
That will take us 2011, 2012 to restructure all the accounts because literally 
we have to convert every single checking account in the franchise to a new 
account. 

 
Bruce Berkowitz: Another question.  Why not allow consumers to opt in on overdraft fees? 
 
Brian Moynihan: We do.  We allow them. 
 
Bruce Berkowitz: Mortgage forgiveness.  How is it going to help Bank of America? 
 
Brian Moynihan: In very targeted circumstances where the net present value to the investor is 

strong and that we don’t create the issues of strategic default and stuff, if it’s 
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in the best interest to the investor as the servicer of the loans, we can 
administer that.  Anything to stabilize the housing market in a broad context is 
good for the economy and good for housing and keeps pushing forward. 

 
 I step back and think what we’re seeing in housing is actually kind of 

interesting now.  In the markets where we can get a hold of the properties 
from seriously delinquent borrowers, who haven’t paid us in two years or 
more, and we get through the foreclosure process, you’re seeing a very robust 
market and a sale in say 60, 90 days in most cases where we can get the 
property. 

 
 There’s tremendous investor interest in short sales, the more distressed sales.  

Prices are tightening up dramatically.  There’s strong investor demand to buy 
homes and rent them. 

 
 And you’ve seen some recent announcements about trying to expand those 

programs, which I think would be tremendous because building more multi-
family homes for people to live in who are coming out of single-family homes 
is not a great use of our resources in this country. 

 
 If you look around, the clear facts are in the states where foreclosures can take 

place, you’re seeing the system unclog and move through.  That’s different 
than states where foreclosures are going through very slowly. 

 
 Interesting enough, you’re starting to see price stability achieved in the states 

where you can get through this.  So our job is to get it through anything we 
can do that makes sense and serves our investors well to help, makes sense to 
us. 

 
Bruce Berkowitz: Last questions on trends.  Trends in waivers and assessment charges, costs of 

foreclosure delays, and new servicing guidelines? 
 
Brian Moynihan: We’ve taken charge the last couple quarters for these things.  I’ll let Bruce 

cover the foreclosure delays. 
 
Bruce Thompson: On the assessments and fees, obviously we’ve had those over the last two 

quarters.  As we go through and estimate those, we take those foreclosures 
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that have gone through the guidelines and project forward what we’ll owe and 
we’ve accrued that. 

 
 I think the important thing, and what we’re very focused on, is working 

through where we’re the servicer to get the homes through the foreclosure 
process on a more expedited basis.  And during the second quarter earnings 
call, we talked about how we’ve seen roughly a 10% decline in the number of 
significantly delinquent homes. 

 
 We’re very focused on either the deed-in-lieu or the short sale process, and I 

think since we’ve moved and basically put two different activities in the 
mortgage company between the legacy assets and the front-end.  We feel that 
we’ve made good progress in working through those on a more expedited 
basis. 

 
Brian Moynihan: Bruce, just on the housing generally.  This is the sort of last remaining issue to 

work through from the last crisis, getting through this inventory.  But when 
we say the 1.6 million moving down by 150,000, that includes all new 
entrants, all new 60-day or more past due. 

 
 We have 15 million mortgage customers, broad numbers, and that’s one in 

five out there.  If you start to look at it, the good news is the delinquencies in 
the portfolio, the early stage delinquencies keep moving down slowly but 
surely every single month and quarter in terms of dollar amounts. 

 
 Even though employment has not gotten a lot better, it hasn’t gotten a lot 

worse.  The customers continue to make it through.  With that also we are able 
to continue to modify mortgage loans.  We’ve modified, I think 60,000, round 
numbers, in the second quarter.  We’ll continue to modify the loans we can.  
For those we can’t, we need to take them through the process. 

 
 But the reality is that where the process can take place, the good news is you 

get to the other side, and I think the challenge is how we continue to handle 
homeowners well so they can keep living and keep doing what they need to 
do.  And the economics of home ownership isn’t as difficult for those 
homeowners.  We need to separate to make sure they have good places to live 
so we can keep them at work, keep their kids in school and things like that. 
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Bruce Berkowitz: Thank you, gentlemen.  That ends our email Q&A.  Now I’d like to ask 

Michelle to open the lines for questions and remind everyone how they can 
ask a question.   

 
Operator: At this time our question and answer session will begin.  In order to ask a 

question during this time, simply press “*” and the number “1” on your 
telephone keypad.  To withdraw your question, please press the “#” key.  
Thank you.  We’ll just wait a moment to compile the Q&A roster.   

 
 Our first question comes from Jim Mahoney from Oxford Financial.  Your 

line is open. 
 
James Mahoney: Hey, guys.  Brian, Bruce, thanks a lot for doing the call. 
 
Brian Moynihan: Hi, Jim.  How are you? 
 
James Mahoney: Good.  Question is, Brian, can you comment a little bit just on the degree and 

composition of your European exposure and just with all the concerns that are 
continuing to escalate, and it seems like things are still somewhat deteriorating 
with regard to the European sovereigns and the banking system there as well.  
How do you see that impacting you? And does it become something on the 
margin that causes you to have to raise new capital going forward? 

 
Brian Moynihan: I’ll let Bruce Thompson talk about some of the numbers.  But I’ll start by 

where we finished about where Bruce said we were in the second quarter, and 
it’s still absolutely true.  There’s nothing here that’s a capital question. 

 
 But let’s go back and think about what we did the last 18 months.  Last year, 

if you remember, the capital markets froze up in May/April 2010 when the 
European sovereign debt crisis as a banking crisis, sort of kicked in first time 
and their sovereign crisis kicked up the first time and the market froze and 
things really shut down, and we then really looked at it and said, “You know 
what?  There’s not a lot of ways to figure out which way this is going.” 

 
 So we had to bring down our risk, and we continued to bring down our risk all 

through that period.  As this thing has moved from country to country we 
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continue to manage ahead of that, making sure that our risk is down overall, 
and the trading team in our global markets area has done a very strong job of 
doing that.  The sort of the general answer is we started last year.  This was 
not a surprise.  Just as this thing will take time to get worked, it’s a very 
difficult situation.  At least in the United States you have a difference of 
opinion, but you have one system that you’re working through there.  You 
have multiple differences of opinion and multiple systems, and it’s very 
difficult. 

 
 But the recent issues are great moves by those policymakers to continue to try 

to show that they’ll support the economies and make sure that the situation 
gets under control.  Our technical risk, I’ll let Bruce talk a little bit on. 

 
Bruce Thompson: If you take a step back and look at the exposure, we’re obviously very focused 

throughout the world on looking at exposure.  The areas that have drawn the 
most attention are obviously the countries of Greece, Ireland, Italy, Portugal 
and Spain. 

 
 And going back to the first quarter of 2010, as we started thinking about 

sovereign debt and sovereign exposure, as Brian alluded to, we took a hard 
look at the types of risk that we were taking and focused very much to make 
sure that we were comfortable to the extent that there was a prolonged period 
when this went on. 

 
 If you look at our 10-Q, the most telling thing that we can speak to is within 

that region where we had $16.7 billion of exposure.  Of that exposure, roughly 
$1.6 billion of it was to sovereign entities.  And we had credit default 
protection on roughly $1.5 billion of that $1.6 billion of exposure. 

 
 The other two comments I would make with respect to the balance sheet is 

that all of the non-loan books in those countries are mark-to-market every 
night, including the default protection that we have. 

 
 Secondly, and consistent with the strategy, the lending we do in those 

countries tends to be too large, public multinational companies.  And in order 
to make sure that we don’t have any tall trees or outsized exposure there, 
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sometimes we buy credit protection once we get above certain levels.  And 
that’s not been reflected in the numbers that I’ve given to you as I walk 
through this. 

 
Brian Moynihan: The other thing is to remember that Europe is on a consolidated basis and is 

another huge part of the world’s economy.  And to the extent that it takes time 
to grind through this, it slows down the overall growth rate in the world, and 
all of us in the world are affected by general economic growth rates, banks, 
financial services companies, as well as other companies. 

 
 The impact on the markets this time has been, up until the last few weeks, 

relatively muted in the U.S. capital markets.  And the other worldwide capital 
markets, whether it’s Asia or Latin America, just kept plowing through. 

 
 This situation, combined with the situation in the United States slowed things 

down, and hopefully as people settle in and understand what the different 
pieces are and aren’t, we will get back to normalcy.  It’s really a general 
economic issue as opposed to a specific risk issue. 

 
 
Operator: Your next question comes from James Sinegal from Morningstar Equity.  

Your line is open. 
 
James Sinegal: I was wondering if you could provide any additional color around the major 

assumptions you’re using in estimating the rep and warranty liability, 
especially any variables that could lead to that number being higher than you 
currently expect. 

 
 
Bruce Thompson: A couple things.  The first is as we look out at and we talked about in our 

second quarter earnings call a significant component of rep and warrant is 
what happens to home prices, because home prices obviously reflect or impact 
the collateral losses that investors incur, and that’s the basis upon which 
people look for rep and warrant. 

 
 We look at and use median estimates for home prices and in our numbers for 

both rep and warrant.  As we think about those, as well as our general credit 
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reserves, we’ve assumed a 3% decline in home prices over the course of 2011, 
and in 2012 we’ve assumed they’re up very modestly in the first half of the 
year and in the aggregate for the year, 1% for 2012. 

 
 So that’s how we think about the home price component and I’ll go back to 

the original comments that we made, which is obviously we have a normal 
course of dealing with the GSEs.  Our reserves in the second quarter reflect 
that behavior, and basically with the GSEs, plugged in the home price 
assumptions that I just gave you to look at those. 

 
 And then the assumptions that we have with respect to the non-GSEs, I’ll just 

go back and I think the overriding assumption as we look at the other rep and 
warrant assumptions, we’ve had one large settlement with a very well-
capitalized monoline FSA assured, and we’ve had a large settlement that 
we’re working through the process with Gibbs & Bruns where we’ve got 22 
of the largest investors in the world, along with the trustees experts that 
they’ve hired to say that that’s fair. 

 
 So I think just from a macro perspective, those are the two data points that we 

use because we think they’re the best data points as we go to formulate the 
overall rep and warrant liability. 

 
Brian Moynihan: Simply put, we used market-based views in all our forecasting and bring it in, 

whether it’s interest rate environments and things like that, and then look at it 
and adjust around that. 

 
 What we saw the last couple quarters was a continued movement to adjust 

across a large amount of risk, slight changes which produce a quarter of a 
billion dollars the first quarter, but when you think of the context of the total 
liability book so far, it’s relatively small adjustments.  And so we’ll continue 
to manage that, but you see everything we know at this point. 

 
 
 
Operator: Your next question comes from Rajat Jain from Litman Gregory.  Your line is 

open. 
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Rajat Jain: I had a question regarding the counterparty risk you take on with European 
banks.  Can you give us a dollar amount of the worst downside risk you might 
have associated with your derivative positions?  And also can you speak to 
how confident are you, or can be, in this assessment? 

 
Brian Moynihan: The process we use is an assessment based on credit and based on the 

particular transactions that Bruce will take you through.  Even through the 
2008 crisis and beyond and there’s been many market movements that are 
fairly significant over the last year and a half in this area, we’ve been able to 
manage through them well and make sure we don’t have risk to any one party 
that destabilizes, causes great problems for the Company. 

 
 So, Bruce, why don’t you talk to our specific risk? 
 
Bruce Thompson: If we take a step back and look at what we do internationally, through our risk 

area working with the lines of business, we establish by country the amount of 
risk that we’re willing to take within each individual country, and then within 
those countries we allocate that risk across different areas in different 
products. 

 
 We obviously monitor every night the amount of counterparty risk that we 

have.  When we go through periods of stress like this, from an operational 
perspective, we go into a heightened state of readiness.  As to counterparty 
risk and I’m not going to get into specific names we’re very cognizant of 
managing each individual name within the limits that we set for each of those 
counterparties. 

 
 The other thing that’s much different, and it’s why the operational aspect of 

this is even more important than it has been before, is that the majority of the 
work that we do through our trading businesses with counterparties, there’s 
the obligation to post collateral on virtually every day. 

 
 So we’ve got limits.  We know what the exposures are by each type of 

exposure, by each counterparty, and in times of stress we obviously are 
particularly focused on making sure that collateral flows are what we would 
expect. 
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 What I would say is that I think we’ve clearly gone through two fairly stressed 
periods between when the debt crisis in Europe started during the second 
quarter of last year, as well as what we’ve gone through at this point, and we 
just haven’t had any problems at all. 

 
Rajat Jain: So is it fair to ask, can you quantify a dollar amount based on your stress 

testing and also the worst dollar amount you can come up with?  Is that a fair 
question to ask? 

 
Brian Moynihan: We test that.  We run within limits the test across our portfolios what amount 

of risk we’ll take under many, many different stress scenarios, and we manage 
that.  I think we don’t put that out there.  You can make judgments off our 
value at risk, which we do publish. 

 
 But we have other stress scenarios that we look at to make sure that no matter 

how bad it gets, if the 2008 circumstances come again and exist for a long 
period of time, and largely the fixed income books are the ones you have to 
watch, that you know that you’ll lose enough money that it won’t impair this 
Company as a threat. 

 
Bruce Berkowitz: All right, gentlemen. I’m afraid we only have a couple of minutes left to go 

and I would like to ask the last question. 
 
 Given all the confusion, the wide range of speculative numbers that people are 

talking about with the reps and warranties and the litigation and the legal costs 
and everything else related, do you have a message for all the listening 
litigants out there on how all can settle up and move on for the sake of 
everyone’s business, and for our country? 

 
Brian Moynihan: Bruce, we’ve been clear that where people have a reasonable view of what 

they think the liability is that is close to our reasonable view, then we get 
things done.  That’s what we did with Freddie Mac.  That’s what we did with 
Fannie Mae on a big part of a portfolio last fall.  That was in the fourth 
quarter.  That’s what we did with Assured Guaranty.  That’s what we did with 
the group of investors in Bank of New York and the private label 
Countrywide. 
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 And I think the message is that we have made provisions that ought to cover 
us in what we think are the reasonable circumstances.  Some people believe 
that there’s more there.  I think we saw some of that this week, and we’ll see 
them in court if that’s what it takes. 

 
Bruce Berkowitz: Brian Moynihan, Bruce Thompson, thank you very much for spending an 

hour and a half with us.  I’d like to thank all the participants for the call today.  
There will be a replay of the call and a transcript will be made available on 
our website, www.FairholmeFunds.com.  Thanks again, gentlemen. 

 
Brian Moynihan: Thank you. 
 
 

END 
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Glossary of Terms 
 
10-Q  Is a quarterly report that must be filed with the Securities and Exchange   
  Commission in order to inform investors of a company’s status.   
 
Basel I  Is a set of minimal capital requirements for banks, set in 1988 and enforced by the 
  Group of Ten countries in 1992.  Basel I primarily focused on credit risk.   
 
Basel III Is a comprehensive set of reform measures, developed by the Basel Committee on 
  Banking Supervision, to strengthen the regulation, supervision and risk   
  management of the banking sector.   
 
FSA  Financial Security Assurance - having the certainty that if earning sources are  
  having  difficulty, there is another source of income to cover needs. 
 
GSE  Stands for government-sponsored enterprise, which is a financial services   
  corporation created by the United States government.   Organizations include the  
  Federal National Mortgage Association (Fannie Mae), and Federal Home Loan  
  Mortgage Corporation (Freddie Mac).   
 
MSR  Stands for mortgage servicing rights.  MSRs allow a mortgage servicer to collect  
  payments from borrowers on their mortgage loan.   
 
PMSR  Purchased mortgage servicing rights - the right, acquired from another, to service  
  a mortgage and collect a fee. The value of that right is listed on the books as an  
  intangible asset. See mortgage servicing (See MSR).  
 
PPNR  Pre-Provision Net Revenue - Net revenue before adjusting for loss provisions.  
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R-Squared  Is a measure for the systematic portion of risk or volatility in the asset return of  
  the borrower.  
 
ROA  Return on Assets - Calculated by dividing a company's annual earnings by its total 
  assets,  ROA is displayed as a percentage. Sometimes this is referred to as "return  
  on investment".  
 
RWA  Risk Weighted Assets - the minimum amount of capital that is required within  
  banks and other institutions, based on a percentage of the assets, weighted by risk.  
 
SIFI  Systematically Important Financial Institution - a financial institution whose  
  eventual failure (default) may pose systemic risks to the world economy.   
  According to the Basel 3 framework, SIFIs may be subject to enhanced capital  
  requirements.  
 
Tier 1   Capital that is a regulatory measure of a bank’s financial strength.  It is composed  
  of core capital, which is principally common stock and retained earnings.   
 
 
 


