“Expedited American Recapitalization – Now” Act

(EARN Act) 

1. Expedited American Recapitalization – Now (EARN) Proceedings:  A sunset bill that makes available to financial institutions a pre-packaged recapitalization (EARN) proceeding in which debt forgiveness is expedited.  (This is similar to expedited bankruptcy proceedings.  The strike warrant price will determine values.) 

2. Inducement to EARN Proceedings:  To induce financial institutions to undergo EARN proceedings, future government recapitalization (if necessary) may not be offered to a financial institution which does not go through an EARN proceeding. 

3. Incentivize Private Recapitalization:  If, within a limited one year window (commencing upon this legislation’s enactment into law), a person invests in (i.e., recapitalizes) a financial institution that has undergone an EARN proceeding, this investment over its lifetime is subject to a ZERO capital gains tax rate.  If, within the same one year window, a person purchases a toxic asset, this investment over its lifetime is subject to a ZERO capital gains tax rate.   

  

4. Government Backstop:  If no private capital is forthcoming, the government can take a preferred equity stake in an EARN financial institution.  No dividends may be paid to any other investor until the taxpayers’ claim is redeemed with appropriate interest.  The government shall also hold voting rights, as determined by the percentage of its equity shares owned, in an EARN financial institution only until such time as the taxpayers’ claim is redeemed with appropriate interest.  (This addresses CEO salaries and bonuses without permanently vitiating the private sector’s setting of compensation.) 

5. Distressed Homeowner Relief:  5% of all government recapitalization invested in an EARN financial institution must be dedicated to an across-the-board reduction in the face value of “toxic” mortgages.  This will help keep people in their homes; stabilize the foreclosure crisis; and begin to stabilize and raise all homeowners’ values. 

6. Non-EARN Financial Institutions:  Financial institutions choosing not to participate in an EARN proceeding, may wall off their toxic assets (as determined by the Secretary of the Treasury) which were purchased between December 2003 and August 2007.  For these toxic assets, the current mark-to-market rule will be suspended and replaced with a more accurate three year rolling average mark-to-market; and for a fee, insurance of these toxic assets can then be purchased from the federal government.  If, within the above referenced one year window a person purchases a toxic asset, this investment over its lifetime is subject to only HALF the capital gains tax rate applicable at present; if the capital gains tax changes, the toxic asset’s purchaser possesses the option, upon alienating the toxic asset, of being taxed at the capital gains rate applicable at the enactment date of this legislation into law. 

7. Market Transparency and Congressional Oversight:  To ensure Market Transparency, the Secretary of the Treasury is empowered to examine any and all appropriate financial records at any time of financial institutions and individuals covered under this act; and Congress at any time may request of the Secretary of the Treasury any and all information required to protect the taxpayers’ investment incurred under this act.   

8. End “Too Big To Fail”:  Make an express commitment to a future, pro-active regulatory system in which a market share cap provision is imposed upon financial institutions to prevent future taxpayer bailouts and market meltdowns due to entities deemed “too big to fail.” 

9. American Families’ Prosperity Package:    Make an express commitment to further American families’ prosperity in a free market future by enacting pro-growth legislation, including, but not limited to:  an “all of the above” American energy security plan; income tax and capital gains relief; the repeal of Sarbanes-Oxley; suspend the mark-to-market rule for all financial institutions for six months and replace it with a more accurate three year rolling average mark-to-market; GSE privatization; and dollar stabilization.  (See Gingrich and RSC proposals.) 

10. Ultimate Cost to Taxpayers:  ZERO! 

