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Automotive Bridge Loans
Alexander Nye1

Abstract
In fall of 2008, America’s Big Three automakers neared their breaking point. Two of them,
General Motors (GM) and Chrysler, asked Congress for funding to prevent uncontrolled
bankruptcies. Policymakers realized these uncontrolled bankruptcies would damage the
manufacturing sector. Congress considered but failed to pass, a framework conditioning
short-term financing on the companies producing acceptable restructuring plans. With the
companies warning that they could not survive the coming presidential transition, on
December 19, 2008, President Bush announced the Automotive Industry Financing Program
under the authority of the Emergency Economic Stability Act of 2008, which made up to
$17.4 billion available to the two companies. After two extensions to GM, the government
would lend a total of $23.4 billion to GM and Chrysler under this program, funding the
companies from late 2008 through their mid-2009 bankruptcies (the “Bridge Loans”). This
case discusses these Bridge Loans, which appeared to enable the companies to survive the
presidential transition and begin creating plans to survive bankruptcy.
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Automotive Bridge Loans
At a Glance
In 2008, due to the confluence of the financial crisis and years
of decline, the Big Three American auto companies (General
Motors, Chrysler and Ford) began to experience significant
losses and financing constraints. During the Presidential lame
duck period of late 2008, GM and Chrysler could not find
private sector funding to sustain their operations. Neither of
the companies had adequate restructuring plans and the
collapse of the companies would devastate the larger auto
industry. Congress did not approve aid to the companies by
winter recess; the companies would not survive the coming
months without government aid.
The Bush Administration determined auto companies were
eligible for assistance from the $350 billion first tranche of the
recently passed Troubled Asset Relief Program (TARP). On
December 19, 2008, President Bush announced up to $17.4
billion in Bridge Loans as part of the Automotive Industry
Financing Program (AIFP). These Bridge Loans became part
of a government rescue of the auto industry, which involved
aid to two automotive finance companies, two bankruptcy
reorganizations, a warranty guarantee program, aid to auto
suppliers, Department of Energy loans for financing the
development of fuel efficient vehicles, “Cash for Clunkers” (a
vehicle scrappage program), and a Small Business
Administration (SBA) dealer floorplan financing program.
Although Ford was also impacted by the financial crisis, it was
in a healthier financial position than its peers and chose not
to participate in the AIFP. It did, however, participate in a
Department of Energy funding program and financial
assistance programs such as the Commercial Paper Funding
Facility.

Summary of Key Terms
Purpose: To finance the day-to-day operations of
Chrysler and General Motors through the first quarter
of 2009 (the transition period) while ensuring that
the companies begin restructuring themselves
Announcement December 19, 2008
Date
Operational December 31, 2008
Date
Expiration December 31, 2011 for GM and
Date January 2, 2012 for Chrysler (July
10, 2009 for both at the option of
the President’s Designee)
Legal Emergency Economic
Authority Stabilization Act (EESA) of 2008,
§ 101 (a)(1), § 3 (9)
Rate Greater of three-month LIBOR
plus 3% and 5% (Penalty Rate
adds an additional 5%)
Collateral Senior Liens on all
unencumbered assets and junior
liens on encumbered assets
Funder US Department of the Treasury
Participants
Initial
Commitment

General Motors Corporation,
Chrysler Holding LLC
$17.4 billion ($13.4 billion for GM
and $4 billion for Chrysler)

Final $23.4 billion ($19.4 billion for GM
Commitment and $4 billion for Chrysler)
The Bridge Loans sustained the companies while a
comprehensive auto industry restructuring was crafted. They
also forced Chrysler and GM to restructure themselves into viable companies and required them to develop
and implement long term viability plans that were evaluated by a “car czar”, a role that ultimately fell to a
Presidential Task Force.

Summary Evaluation
In that the borrowers did survive the presidential transition and implemented viability plans, one could argue
that the Bridge Loans succeeded. However, the companies did not produce viable plans by the initial deadline.
Some observers have questioned whether making the auto companies eligible for TARP went beyond the intent
of Congress and whether some of the terms in the loan agreements were effective at protecting taxpayer funds.
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There were also criticisms of the government’s design of and rapid exit from the $4 billion bridge loan to
Chrysler. Treasury relinquished its claim on 40% of Chrysler Financial’s proceeds for $1.9 billion in May 2010,
but some argued that it could have received $600 million more if it had waited until the end of the year
(Congressional Oversight Panel 2011, 11).
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I. Overview
Background
The CEO of General Motors, the largest of America’s “Big Three” auto companies (GM, Ford,
and Chrysler), first requested emergency funding from the government on October 13, 2008,
but the Big Three as a whole had been in dire straits for several years (Klier and Rubenstein
2012, 35-36) (Paulson 2011, 361). This was largely due to a combination of declining market
share, miscalculated labor arrangements, slim profit margins, and reliance on gas-guzzling
vehicles for profit, which had left the industry vulnerable (Congressional Oversight Panel
2011, 9-11) (Canis et al. 2009, 1-2). The Big Three had been losing market share in the
passenger car market for over twenty years and had endured these losses by focusing on
trucks and SUVs, which were more profitable on a per unit basis (Klier and Rubenstein 2012,
35-36). However, the Big Three even began losing market share in the truck and SUV
segment in the 2000s, sending their overall market share plummeting over 15% between
2000 and 2008 (Klier and Rubenstein 2012, 35-36). Hurricanes in 2004-2005 made already
high and volatile fuel prices even worse (Canis et al. 2009, 35). Correspondingly, automotive
sales for the Big Three declined about 25% between January and October 2008 (U.S. Bureau
of Economic Analysis 2019). Chrysler and General Motors, two of the Big Three, found their
cash reserves depleted by combined 2008 losses of $39 billion (Government Accountability
Office 2009, Page 10 of PDF). Chrysler and General Motors faced an extremely weakened
competitive position, and policymakers believed that achieving long term viability would
require fundamental changes to their products, their organizational structure, and their
operations (Rattner 2010, 14-21, 75-81, 91-92, 182-200).
Chrysler and GM’s treasuries could no longer finance some of their most basic day-to-day
operations (Klier and Rubenstein 2012, 36-37) (Goolsbee and Krueger 2015, 7) (Canis et al.
2009, 7-8).2 Restructuring via bankruptcy was not considered an option because of the
companies’ lack of preparation for the administrative challenges of Chapter 11 and because
the failure of the companies would have major repercussions (Rattner 2010, 59) (Klier and
Rubenstein 2013, 146-147). The failure of GM and Chrysler was expected to cost
approximately 1.1 million jobs and the fallout from a failed restructuring would have likely
“create[d] more panic, and it would [have] crush[ed] auto suppliers and other carmakers”
(Paulson 2011, Page 424) (Congressional Oversight Panel 2011, 11).
After the passage of the Emergency Economic Stabilization Act of 2008 (EESA) on October 3,
2008 (which created the Troubled Asset Relief Program (TARP)) the government gained
Unlike Chrysler and GM, Ford had shored up its cash reserves by borrowing $23.5 billion from the private
sector before the financial crisis (in 2006) and initiated a massive restructuring program (Klier and Rubenstein
2012, 36-37). Ford was also damaged by the financial crisis, but Ford was extremely hesitant to participate in
the TARP automotive industry restructuring programs. The Ford family was worried about a potential dilution
of their stake in the company coming as a result of their participation in these programs. However, Ford did
participate in other government programs during this time, the Commercial Paper Funding Facility (CPFF), the
Term Asset-Backed Securities Loan Facility (TALF), and the Department of Energy’s Advanced Technology
Vehicle Manufacturing (ATVM) Loan Program in the 2008-2010 period (Adrian and Schaumburg 2012) (Canis
and Yacobucci 2015) (Board of Governors of the Federal Reserve System 2009).
2
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access to $350 billion to support the financial sector (Canis et al. 2009, 9). However, the Bush
Administration was hesitant to use TARP funds for an auto bailout (Rogers 2008). On
November 17, Senator Harry Reid introduced a bill that would have provided up to $25
billion to fund bridge loans to the auto companies using some of the money allocated to
TARP, but the Bush Administration and many members of Congress opposed the effort
(Canis et al. 2009, 42). It failed to progress beyond some introductory remarks in the Senate
(United States Congress 2009).
Other proposals emanating from Congress also failed. The most notable were the Auto
Industry Financing and Restructuring Act of 2008 (AIFRA) and the request by various
members of Congress for intervention by the Federal Reserve. The AIFRA would have
financed a bailout by reallocating the funds appropriated to a Department of Energy loan
program under the Energy Independence and Security Act of 2007. It was passed in the
House but failed to pass in the Senate (Canis et al. 2009, 12).3 The Federal Reserve Board
Chair all but eliminated the possibility of Fed participation in an auto industry bailout due to
the companies’ likely inadequate collateral (Board of Governors of the Federal Reserve
System 2009) (Politico 2008).
With action by the Federal Reserve and Congress off the table, taking executive action was
soon left as the only solution available to the Bush Administration for keeping the auto
companies alive for the remainder of the presidential transition period and for putting them
on the path to restructuring (Paulson 2011, 416-427).
As such, the Bush Administration began to publicly reverse course regarding its position on
the use of TARP funds for an auto bailout on December 12, 2008, one day after AIFRA failed
(Canis et al. 2009, 9) (Paulson 2011, 423-427). President Bush announced $17.4 billion in
TARP-funded loans (the Bridge Loans) to GM and Chrysler conditioned on a number of
restructuring and burden-sharing conditions on December 19, 2008 (The White House
2008). Then on December 23, 2008, after consulting with the Chair of the Federal Reserve’s
Board of Governors, the Secretary of Treasury submitted a December 19, 2008 official
determination (in line with a provision of EESA that allowed for executive branch
designation of “Troubled Assets”) to Congress, legitimizing TARP support for the auto
industry (Congressional Oversight Panel 2009, 71-72)( Secretary of Treasury 2008, Pages
1-3 of PDF).

Ford and several upstart automotive companies (e.g. Tesla and Fisker.) eventually received funding from the
DoE loan program starting in 2009. The U.S. government lent Ford ~$5.9 billion under this program (Canis and
Yacobucci 2015, 13)
3
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Program Description
Automobile Industry Financing Program (AIFP)
The Automobile Industry Financing Program’s (AIFP)4 Loan and Security Agreements (the
Bridge Loans) were announced on December 19, 2008 (The White House 2008). The Bridge
Loans were designed as a stopgap measure to serve two purposes. First, to ensure that GM
and Chrysler survived the presidential transition through the first quarter of 2009 (Paulson
2011, 415-428). Second, to make sure that the companies prepared themselves for
bankruptcy and began restructuring themselves into viable companies in the long term
(Paulson 2011, 427-428).
Chrysler Loan Terms
Treasury advanced secured loans to Chrysler at below-market rates without initiating or
commitment fees (Brunel and Hufbauer 2009, 7). The loans bore the larger of two interest
rates: (i) three-month LIBOR plus 3% or (ii) 5%, with a penalty rate in cases of default
(Chrysler LSA 2009, PDF Pages 28, 143-145). The loans were for a period of three years but
subject to early termination in the event of default or if the companies failed to demonstrate
a viable restructuring plan by a deadline, as described below (Chrysler LSA 2009, PDF Pages
8, 25 ,60) Chrysler’s maximum loan amount was $4 billion (Chrysler LSA 2009, PDF Page
143). The loan to Chrysler provided the company with the entirety of the promised $4 billion
at the closing of its loan on January 2, 2009 (U.S. Treasury Department Office of Financial
Stability 2018). The company was only to use the proceeds from the loans for general
corporate and working capital purposes (Chrysler LSA 2009, PDF Page 147).
Chrysler Collateral Requirements
The Bridge Loans to Chrysler also secured each Treasury loan through a number of senior
liens on all of Chrysler’s unencumbered assets and junior liens on all of Chrysler’s
encumbered assets “to the extent legally and contractually permissible” (Chrysler LSA 2009,
PDF Pages 34-35). Most of Chrysler’s assets were already encumbered, so this protection
was limited (Canis et al. 2009, Page 57-58 of PDF) (Government Accountability Office 2009,
PDF Page 25).Treasury also received first priority senior liens on a portion of Chrysler’s
encumbered real estate and parts inventory in connection with a term in the Bridge Loan
that made lending contingent on Chrysler’s creditors pledging senior liens on those assets to
Treasury (Ibid).

The Bridge Loans for Chrysler and GM were announced before the details of the AIFP, which would become
the overall support program for assistance to the auto industry, were published. When published, on December
31, 208, the details of the AIFP described the broad parameters that the government would reference in
determining assistance to the industry. By then, the first GM loan had already been executed and the term
sheets for both commitments had been available for at least a week. Although proceeding the published AIFP
guidelines, the Bridge Loans do appear to largely comply with them. See Appendix A for further discussion of
the AIFP.
4
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Chrysler Restructuring Plan Requirement
The Bridge Loans to Chrysler required it to submit a Restructuring Plan to the government
by February 17, 2009 outlining how the company intended to achieve viability (Chrysler LSA
2009, PDF Pages 59-60). On the same date, the company also had to submit signed term
sheets certifying progress on securing concessions from the UAW and public debt holders
(Ibid).
The Restructuring Plan also had to detail monthly actions through 2010, monthly milestones
through 2010, yearly actions from 2011 to 2014, and yearly milestones from 2011 to 2014
(Ibid). The company had to submit a Restructuring Plan Report by the March 31, 2009
Certification Deadline, which would document compliance with the Bridge Loans and the
companies’ progress on executing the Restructuring Plan (Ibid).5 The Restructuring Plan
Report recorded progress on implementing the Restructuring Plan as well as compliance
with the various burden-sharing conditions imposed by the Bridge Loans.
Throughout the term of the Bridge Loans, Chrysler’s progress on the Restructuring Plan, the
Restructuring Report, and compliance would be administered by the President’s Designee—
“one or more officers from the Executive Branch appointed by the President to monitor and
oversee the restructuring of the U.S. domestic automobile industry” (Chrysler LSA 2009, PDF
Page 68). If the President did not appoint a Designee, the role fell to the Secretary of Treasury
by default (Ibid).6 This individual would also operate as a senior administrator with
authority to approve bonuses to senior employees, reject transactions involving over $100
million, approve material changes to the company expense policy, receive required notices
from the borrower, and generally conduct oversight (Chrysler LSA 2009, PDF Pages 19, 5861).7
Additional Consideration, Oversight, and DIP Conversion Terms
Under the Bridge Loan to Chrysler, Treasury was to receive additional promissory notes for
6.67% of the $4 billion that Treasury was authorized to disburse to Chrysler (these
promissory notes were called Additional Notes) (Chrysler LSA 2009, PDF Page 142-145).
These Additional Notes carried the same interest rate and terms as the loan (Ibid, PDF Page
153-155).
To maintain Treasury oversight, Chrysler had to provide financial and operating disclosures
to Treasury at certain dates to certify compliance with the terms of the loan. These included
weekly “13-week rolling cash forecasts” as well as biweekly reports showing current and
future liquidity needs or upcoming major business changes (Chrysler LSA 2009, PDF Pages
54-56).

5 See

Annex C for the Restructuring Targets broken down by stakeholder concession
President Bush did not appoint a Designee and thus, Secretary Paulson assumed these duties for the balance
of the administration. President Obama choose to appoint the Presidential Task Force on the Auto industry as
the Designee, as further discussed in KDD 14 herein. In this paper, references to the President’s Designee refer
to the respective Designee for the applicable time period (Hank Paulson from December 30, 2008 to January
20, 2009 and Tim Geithner from January 26, 2009 to January 25, 2013)(Chrysler LSA 2009, PDF Page 22).
7 See for example Section 1.01 of GM LSA 2008, Permitted Investments.
6
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The Bridge Loans included the exclusive right to convert a Bridge Loan into a debtor-inpossession (DIP) loan in the event of a bankruptcy filing (Chrysler LSA 2009, PDF Pages 6667). Since a bankruptcy filing by either of the companies would threaten the taxpayer funds,
the conversion provision would grant the government a senior priority in any proceeding.8
The Bridge Loans also included a number of standard contract terms common in secured
loans. These included terms laying out procedures for optional and mandatory loan
prepayments and a restriction on the payment of dividends (Chrysler LSA 2009, PDF Pages
29, 146, 150).
Sacrifices in the Chrysler Loan
The terms of each Bridge Loan imposed executive compensation restrictions, debt reduction
requirements, and concessions from the UAW. Executives at Chrysler ultimately became
subject to various types of concessions, including (but not limited to) public displays of
concessions (e.g. corporate aircraft divestment) and executive compensation restrictions
similar to those in other EESA programs (Chrysler LSA 2009, PDF Pages 58-61).
The Bridge Loans committed Chrysler to make best efforts to reduce its unsecured public
debt by at least two-thirds (Chrysler LSA 2009, PDF Page 60). The concessions from the
workers of the UAW involved significant labor contract modifications and the UAW’s
Voluntary Employee Benefits Association (VEBA) converting half of its Chrysler debt into
equity (Chrysler LSA 2009, PDF Pages 8, 14, 24-26, 60).
GM Loan Terms
The terms of the GM Bridge loan were largely the same as those offered to Chrysler with
some exceptions. They dealt with the amount of funding available, the timing of funding, how
the loan was secured, and the protection of taxpayer funds differently.
The documents executing the loans to GM initially set the maximum loan amount at $13.4
billion to be spread across three advances (Canis et al. 2009 13-14) (GM LSA 2008, PDF Pages
258-262). $4 billion would be advanced immediately after the execution of the Loan and
Security Agreement (December 31, 2008) (similar to Chrysler’s assistance under the Bridge
Loans), $5.4 billion would be advanced on January 16, 2009, and $4 billion would be
advanced on February 17, 2009 (contingent on the Secretary of Treasury having sufficient
TARP funds available) (GM LSA 2008, PDF Pages 258-262).
GM had similarly broad terms placing senior liens on all unencumbered assets and junior
liens on all unencumbered assets (with the exception of some joint ventures and
subsidiaries, which were not included as collateral) (GM LSA 2008, PDF Pages 56-57, 80-81)
(Department of State via WikiLeaks 2008). As GM had many more unencumbered assets than
Chrysler did, Treasury was able to secure senior liens on a number of different assets owned
by GM (“cash, inventory, real property, equity in domestic and foreign subsidiaries, and
Debtor-in-possession financing, better known as DIP financing, “provides the debtor-in-possession (or the
trustee in a Chapter 7 case) with sufficient funds to meet continuing expenses while the business is either
reorganized or liquidated. Generally, DIP financing is a post-petition obligation that enjoys a high priority for
being repaid from the bankruptcy estate or under the reorganization plan. In contrast, the government loans
are being made while the companies are still operating outside of bankruptcy protection, and the loans are prepetition debts (Canis et al. 2009, Page 54).
8
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intellectual property”) (Congressional Oversight Panel 2009, PDF Page 29). Treasury also
received a secured interest in GM’s associated finance company, GMAC LLC through terms
making lending contingent on the other owners of GMAC LLC pledging that interest to
Treasury (Government Accountability Office 2009, PDF Page 25-27) (GM LSA 2008, PDF
Pages 258-265).
The Bridge Loan to GM also contained additional terms intended to protect the taxpayers’
investment. The loan entitled Treasury to receive warrants worth up to 19.99% of its
commitment (GM LSA 2008, PDF Page 1). In addition to the capped warrants, Treasury
received Additional Notes along terms consistent with those of the Chrysler Bridge Loan as
described above and shown in Figures 1 and 2 (Ibid, PDF Page 2).9 GM issued Additional
Notes for 6.67% of the initial $13.4 billion commitment less one-third the value of the
warrants already issued (Ibid, PDF Page 2).10
The Bridge Loans also included a prohibition on the issuance of stock that would dilute the
Treasury’s stake upon the exercise of the warrants.

Figure 1: Major Amendments and Advances to GM under the Bridge
Loans
Date
Implemented11

Governing Document

Type

Amounts Expended
(USD)

Date Terminated

12/31/2008

Execution of LSA

Initial
Note/Advan
ce

$13.4 billion

07/10/2009
(Converted to stake
in New GM)

03/31/2009

1st Amendment to Bridge Loan Extending the Certification
Deadline to June 1, 2009 and
adjusting related dates (GM LSA
2008, PDF Page 295)
2nd Amendment to LSAproviding for the working
capital advance (GM LSA 2008,
PDF Page 301)

04/22/2009

05/20/2009

3rd Amendment to LSAproviding for the working
capital advance (GM LSA 2008,
PDF Page 319)

N/A

Working
Capital
Advance

$2 billion

07/10/2009
(Converted to stake
in New GM)

Working
Capital
Advance

$4 billion

07/10/2009
(Converted to stake
in New GM)

GM issued Additional Notes as the commitment was increased to $15.4 billion and later to $19.4 billion (GM
LSA 2008, PDF Pages 300-321).
11 Data from the U.S. Treasury Department Office of Financial Stability, 2018
10
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May 27, 2009

May 27, 2009

4th Amendment to LSAproviding for the warranty
Advance for the purpose of
capitalizing GM Warranty-and
entering into the related
Administration Agreement
(expires 36 months after
warranty program expires) (GM
LSA 2008, PDF Page 325)
4th Amendment to LSAproviding for the warranty
Advance

Warranty
Advance

Warranty
Advance
Additional
Note

$360,624,198

$24,053,634

Warranty Advance
Maturity Date,

Warranty Advance
Maturity Date,

Figure 2: Advances to Chrysler under the Bridge Loans
Date
Implemented12

Loan

Type

Amounts Expended (USD)

Date Terminated

01/02/2009

Secured Loan to
Chrysler

Bridge Loan

$4 billion

06/10/2009 ($ 500
million transferred to
New Chrysler)
05/14/2010
(Remaining $3.5
billion principal and
interest settled for
$1.9 billion)

Outcomes
Both GM and Chrysler were able to continue operating through the first quarter of 2009. The
Treasury lent a total of $4 billion to Chrysler and $19.4 billion to GM under the Bridge Loans
between December 2008 and July 2009 (total of $23.4 billion) (U.S. Treasury Department
Office of Financial Stability 2018). The role of the President’s Designee was filled by the
Presidential Task Force on the Auto Industry (the “Task Force”), which was created on
February 16, 2009 (Knowledge@Wharton 2010)(Klier and Rubenstein 2012, 38-39). The
day-to-day administration of the loans was led by an auto team within Treasury
(Congressional Oversight Panel 2009, 10).

12 Data

from the U.S. Treasury Department Office of Financial Stability, 2018

7
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On March 30, 2009, Treasury released Determinations of Viability which stated that neither
company’s plan (submitted by the February 17th deadline) was “viable as currently
structured” and that the government could not justify “a substantial new investment” in
either company;” but revised plans could make the companies viable (Chrysler Viability
2009) (GM Viability 2009). Each company was asked to revise, resubmit, and achieve
progress on its targets in a set time to receive further government funding. (GM Viability
2009) (Chrysler Viability 2009). In response to these Determinations, Treasury offered to
amend the Bridge Loans to extend the deadline that would terminate the loans and to
provide the companies with working capital while they each produced a viable business plan
(New Path to Viability 2009, 1).
Details of Chrysler Viability Plan Determination
The government announced that Chrysler would be given a 30-day Certification Deadline
extension, to May 1, 2009, through an amendment to its loan that offered up to $500 million
in working capital. (None of this was drawn). (Government Accountability Office 2009, 13)
(New Path to Viability 2009, 1). The same amendment incorporated changes to EESA enacted
by the American Recovery and Reinvestment Act of 2009 (ARRA)13 and removed the
requirement that Chrysler reduce its unsecured public indebtedness by two-thirds.
However, the government, in its March 30 announcement, argued that a potential
partnership with Fiat that could make Chrysler’s plan viable (Chrysler Viability 2009, 5). If it
succeeded in securing such a partnership deal with Fiat, (which had been proposed early in
2009) negotiating a haircut with its secured creditors, and meeting other stated criteria, it
would be able to access up to $6 billion more in government funds for restructuring and
possibly avoid bankruptcy (Congressional Oversight Panel 2009, 13). If Chrysler failed to
seal such a deal, the Bridge Loans would be terminated (Ibid).
During April, Chrysler successfully executed a satisfactory partnership arrangement with
Fiat but failed to reach an agreement with its secured creditors (Congressional Oversight
Panel 2009a, PDF Page 48). With $6.9 billion in secured debt weighing on the company,
Chrysler began to restructure itself through a Chapter 11 bankruptcy on April 30, 2009 (King
Jr. and McCracken 2009). The same day, Treasury formally accepted Chrysler’s Restructuring
Plan as viable (Treasury 2009, PDF Page 40).
Details of GM’s Viability Plan Determination
In its March 30, 2009 Determination of Viability, the government requested that GM develop
and implement a “more aggressive” plan (to include “leadership changes”) by “working
closely with the Task Force” (Congressional Oversight Panel 2009, 11) (New Path to Viability
2009, 1). GM partially responded to the Determination of Viability by firing its Chairman and
CEO in favor of two appointees suggested by Treasury (Rattner 2010, 112-114, 133-137).
GM was given a 60-day Certification Deadline extension (to June 1, 2009) and 60 days of
working capital through amendments to the Bridge Loans. The amount of additional funds
made available to GM was not specified in the early press release. It would eventually amount
to $6 billion of working capital disbursed in a $2 billion advance on April 22, 2009 and a $4
13

ARRA was the economic stimulus bill signed by President Obama on February 17, 2009.
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billion advance on May 20, 2009 (Government Accountability Office 2009, 2) (U.S. Treasury
Department Office of Financial Stability 2018). These amendments extended the
Certification Deadline to June 1, 2009.
GM ultimately underwent a successful restructuring with additional government funds after
submitting an acceptable plan in June 2009 (Treasury 2009, 71) (Vanderbilt NewsArchive
#927106 2009).
Effect of Bankruptcies
Some funds associated with the Bridge Loans were lost during the bankruptcies of General
Motors and Chrysler. Treasury did two things that limited losses on the Chrysler Bridge
Loans. In July 2009, the Treasury and Chrysler amended its Bridge Loan documents as part
of a plan to transition Chrysler’s auto-financing partnership from Chrysler Financial to GMAC
(Chrysler LSA 2008, PDF Page 383-401). The amendment required Chrysler to pay Treasury
40% of any distributions Chrysler Holding received from its stake in Chrysler Financial,
including the first $1.375 billion (Chrysler LSA 2008, PDF Page 383-401). Treasury also
transferred $500 million of Chrysler’s $4 billion obligation under the Bridge Loans to
Chrysler’s post-bankruptcy organization (referred to as “New Chrysler” in other cases) as
part of its post-bankruptcy support of the company. Treasury would have lost $1.6 billion
plus interest on the $4 billion loan to Chrysler, but $500 million of the loan was transferred
to New Chrysler and subsequently repaid (U.S. Treasury Department Office of Financial
Stability 2018). In late spring 2010, Cerberus offered Treasury $1.9 billion to settle Chrysler
Holding’s debts and facilitate Treasury’s exit from its potential 40% interest in Chrysler
Financial’s proceeds (Congressional Oversight Panel 2011, 16). Chrysler Holding still owed
Treasury $3.5 billion under the Bridge Loans and Treasury wished to exit Chrysler Holding
quickly, hoping to recoup some revenues for the taxpayers (Congressional Oversight Panel
2011, 16). Treasury subsequently accepted the offer on May 17, 2010 (Congressional
Oversight Panel 2011, 16).
On December 21, 2010, TD Bank announced that it would buy Chrysler Financial from
Cerberus for about $6.3 billion, which would have resulted in Treasury receiving $2.5 billion
if it had retained its interests in Chrysler Financial, $0.6 billion more than it received from
Cerberus earlier in the year (Congressional Oversight Panel 2011, 16-17). Chrysler Financial
was rebranded as TD Auto Finance and as of 2019 has continued operating (TD Auto Finance
2015).
It is difficult to determine Treasury’s loss on the $19.4 billion in Bridge Loans to GM, as
Treasury put the Bridge Loans and DIP financing for GM together when they converted them
into equity in New GM (U.S. Treasury Department Office of Financial Stability 2018). While
the Treasury received $2.1 billion in preferred shares and 60.8% of New GM’s common
shares when they converted the two loans, it is not clear what portion of the preferred and
common shares were allocated to the value of the Bridge Loans. (See Figure 3). However, the
government exited its investment in GM on December 9, 2013 selling the last of its GM
shares. It recovered $39.7 billion of its total $51.0 billion investment in the company for a
loss
of
$
11.3
Billion.
(www.treasury.gov
website).
(https://www.treasury.gov/initiatives/financial-stability/TARP-Programs/automotiveprograms/Pages/default.aspx)
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Figure 3-The Government’s Ownership of GM

Figure 3: Data from the U.S. Treasury Department Office of Financial Stability, 2018

II.

Key Design Decisions14

1. Legal Authority: The Bridge Loans were authorized under the TARP
The Bridge Loans were authorized under EESA as part of the AIFP, which was authorized
under the TARP. Although the Bush Administration initially argued that EESA did not give it
the authority to use TARP funds for aid to the automotive industry, failure to pass a
legislative solution forced it to pivot (Canis et al. 2009, 9). On December 23, 2008, Secretary
Paulson relied on Section 101(a)(1), Section 3(5), and Section 3(9)(B) of EESA to send an
official determination to Congress (Treasury 2008).15 This determination defined “certain
thrift and other holding companies which are engaged in the manufacturing of automotive
vehicles and the provision of credit and financing in connection with the manufacturing and
purchase of such vehicles” as “financial institutions” pursuant to EESA and further defined
their assets as “troubled assets” eligible for purchase with TARP funds to promote financial
stability (Paulson 2008).

Yellow text marks interesting features that we do not know were effective. Light blue text marks interesting
features that appear to have been effective.
15 Section 101 (a)(1) authorized the Secretary of Treasury to establish the TARP to “purchase, and to make and
fund commitments to purchase, troubled assets from any financial institution.” Section 3(5) broadly defined
“financial institutions” as “any institution […] established and regulated under the laws of the Unites States, the
District of Columbia, Commonwealth of Puerto Rico, Commonwealth of Northern Mariana Islands, and having
significant operations in the United States, but excluding any central bank of, or institution owned by, a foreign
government.” Section 3(9)(B), allowed the Secretary of Treasury (after consultation with the Chairman of the
Fed) to define “troubled assets” as any financial instrument for which the Secretary determines purchases
“[are] necessary to promote financial market stability […] upon the transmission of said determination, in
writing, to the appropriate Committees of Congress.”
14
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During the legal battles associated with GM and Chrysler’s 2009 bankruptcies16, the
government had to further justify Secretary Paulson’s determination as being in line with the
intentions of Congress in passing TARP (Congressional Oversight Panel 2009, 74-76). In one
such instance the government argued that there was “a certain connection between the
automotive companies’ financing entities and the automotive companies themselves that
permits the use of TARP funds to support the automotive companies, thereby supporting the
companies’ financial divisions” (Ibid. 2009, 74-76). The Congressional Oversight Panel
discussed the validity of the Treasury’s arguments and concluded that the issue “may never
be answered with any finality” because it had not been brought to any court to adjudicate
(Congressional Oversight Panel 2009, 79).
The Secretary of Treasury did not mention the potential impact of a GM and/or Chrysler
collapse on public finances. However, two economic advisors to the Obama Administration
later said that a Chapter 7 bankruptcy by either company would have transferred billions in
liabilities to the government’s Pension Benefit Guarantee Corporation (PBGC),17 straining its
resources, threatening the economic security of thousands of retirees, and probably
demanding another taxpayer bailout (Goolsbee and Krueger 2015, 10).
2. The bridge loans were part of a multi-facetted program to assist Chrysler and GM.
Under the auspices of the AIFP, the government would ultimately provide funding to not only
the auto manufacturers, but also to other related stakeholders such as suppliers and
customers. Because of the interdependence of companies in the industry, such aid was
thought necessary to ensure the restructuring plans and survival of the manufacturers.
Assistance was provided to suppliers, to finance companies to maintain financing for new
car purchases, and to special purpose vehicles that guaranteed warranties on new cars. The
government also helped the two companies restructure using the bankruptcy code,
committing billions of dollars in debtor-in-possession and post-petition financing (Klier and
Rubenstein 2013, 148-150).

The litigation surrounding Chrysler’s restructuring (which was achieved via Section 363 of the Bankruptcy
Code to sell the desirable assets of Chrysler to a new company that would take on the identity of Chrysler),
revolved around whether the sale at the center of the restructuring was more of a restructuring plan (referred
to by Chrysler’s opponents as sub rosa) than a sale, which Roe and Skeel understand as being against “strong
standards” for Section 363 sales that had been set by appellate courts (Congressional Oversight Panel 2009,
14-19, 186). Chrysler did win at the Bankruptcy Court and Circuit Court level (and the sale went forward), but
the Supreme Court vacated the decision of the Second Circuit after General Motor’s Section 363 sale had been
completed, potentially robbing the case of precedential value (David 2010, 39-43). For GM, the government
served as the buyer in a similar section 363 sale and was similarly accused of pursuing a sub rosa plan
(Brubaker and Tabb 2010, 1384-1385,1390). Some academic commentators described the GM Section 363 sale
as “ritual of the self-sale” that allowed it to circumvent from distributional norms of Chapter 11 of the
Bankruptcy Code (Ibid, 1401). However, the courts decided to allow the sale to proceed because it believed the
lack of other options for the company’s survival constituted a “good business reason” for the sale (Ibid., 1387,
1389).
17 The PBGC is a federal agency resulting from the Employee Retirement Income Security Act of 1974 (ERISA)
that insures private sector defined benefit pension plans in cases where underfunded plans can no longer afford
to pay the required amounts to beneficiaries (PBGC).
16
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3. Treasury argued that the program focused on companies whose disruption could
have a negative effect on financial stability.
Although AIFP was the formal program receiving funding under and authorized by EESA to
assist the auto industry with TARP funds, the program itself served more as a line-item that
could encompass Treasury’s various loans and investments in the auto industry within TARP
documentation. The AIFP appeared on the Treasury website weeks after the Bridge Loans.
Treasury argued that the companies it supported through the AIFP were systemically
important. The overall objective of the AIFP as stated in the program guidelines was: “…to
prevent a significant disruption of the American automotive industry that poses a systemic
risk to financial market stability and will have a negative effect on the real economy of the
United States” (Treasury AIFP Program Descriptions 2009). Treasury said that it had
determined eligibility for the AIFP (and the Bridge Loans put forward under it) on a case-bycase basis that took several factors into account (Treasury AIFP Program Descriptions 2009),
including:
•

“The importance of the institution to production by, or financing of, the American
automotive industry;

•

“Whether a major disruption of the institution’s operations would likely have a
materially adverse effect on employment and thereby produce negative effects on
overall economic performance;

•

“Whether the institution is sufficiently important to the nation’s financial and
economic system that a major disruption of its operations would, with a high
probability, cause major disruptions to credit markets and significantly increase
uncertainty or losses of confidence, thereby materially weakening overall
economic performance; and

•

“The extent and probability of the institution’s ability to access alternative sources
of capital and liquidity, whether from the private sector or other sources of U.S.
government funds” (Treasury AIFP Program Descriptions 2009).

While this theoretically made any auto company eligible, the only other automaker that the
government had contemplated aiding was Ford, which did not pursue a bailout under the
AIFP in mid-December 2008, although it did access other government assistance via a
targeted Department of Energy funding program and financial assistance programs such as
the Commercial Paper Funding Facility (Vlasic 2008) (Canis and Yacobucci 2015, 13) (Adrian
and Schaumburg 2012).
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4. The Bridge Loans served to sustain GM and Chrysler through the presidential
transition and forced them to make long-term viability plans.
The Bridge Loans served two purposes. The first was to ensure the survival of GM and
Chrysler through the end of the Bush Administration (Paulson 2011, 415-418). The officials
designing the Bridge Loans thought that the transition period would be “a barbarically long
time to be without adequate resources” and that GM was likely to fail by the end of 2008
without funding assistance from the government since it was experiencing critical difficulty
accessing market funding (Ibid.).
The second purpose was to force the companies to develop sufficient plans for achieving long
term viability, a concept directly embodied in the guidelines: “The program will require steps
be taken by participating firms to implement plans that achieve long-term viability.” The
Paulson Treasury only contemplated survival that went alongside major restructuring
(Paulson 2011, 428).
Achieving long term viability, however, was complicated by the fact that Chrysler and GM
were not just having liquidity problems. GM was technically insolvent; Chrysler may have
been as well, but as a private company it was not required to publish its financial statements
(Vlasic and Wayne 2008) (General Motors 2008 10-K, 140). Companies facing insolvency in
ordinary times would try to raise capital and reorganize through the Bankruptcy Code.
However, during the financial crisis the two companies lacked the financing and the time for
a conventional restructuring (Paulson 2011, 421-424). They would have probably failed to
reorganize through a Chapter 11 bankruptcy and found themselves liquidated in a Chapter
7 bankruptcy (Klier and Rubenstein 2013, 147).18 Even if the companies managed to survive
bankruptcy, an expedited bankruptcy would have been complicated by negotiations among
the thousands of GM and Chrysler creditors and counterparties (across multiple countries)
and would certainly take longer than the couple months left in the Bush Administration
(Rattner 2010, 59, 62, 107) (Goolsbee and Krueger 2015, 9).

There was also some skepticism as to whether any automaker, no matter their previous strength, would be
able to survive a bankruptcy (Rattner 2010). A major reason for the skepticism was the belief that consumers
wouldn’t buy vehicles from a bankrupt company out of concern that their warranties would not be honored
(2010).
18
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Figure 4: Restructuring Plan Principles
Enable "the
Borrower and its
Subsidiaries to
develop a viable
and competitive
business that
minimizes
adverse effects on
the environment”

Enhance "the ability and
the capacity of the
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timely and aggressive
production of energyefficient advanced
technology vehicles”

Preserve and
Safeguard "the
promote "the
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jobs of
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American
Subsidiaries to
workers
provide
employed
retirement and
directly by the
health care
Borrower and
benefits for their
its Subsidiaries retirees and their
and in related
dependents”
industries”
Source: GM LSA 2008, Page 52 of PDF; Chrysler LSA 2009, Page 6 of PDF

Stimulate
"manufacturing and
sales of automobiles
produced by the
Borrower and its
Subsidiaries”

As officials were concerned that they “would not be around to oversee […] changes” at the
two companies, the Bridge Loans had to “put the automakers on a path to reorganization
through bankruptcy proceedings,” which required intricate restructuring plans to succeed
(Paulson 2011, 428-429).19 These restructuring plans were to be based around five
principles (Figure 4).20 The Paulson Treasury (and later the Geithner Treasury) knew that
GM and Chrysler were having difficulty producing realistic plans and might not do so
voluntarily (Rattner 2010, 27-32).
On March 30, 2009, Treasury determined the companies’ submitted plans were not viable
and began directly collaborating with them to produce new ones (Chrysler Viability 2009)
(GM Viability 2009). The modified plans were ultimately approved by the government and
carried the companies through Chapter 11.
5. The Bridge Loans were administered by Treasury
As a part of the AIFP, which itself was part of TARP, the Bridge Loans were administered by
a team in Treasury’s Office of Financial Stability (Treasury 2014). Treasury’s auto team drew
upon the few automobile industry experts in the federal government but was largely
composed of restructuring and bankruptcy experts. The team was “was notable for not
including any individual with close ties to the auto industry” (Klier and Rubenstein 2012,
39). The primary reason for this seems to be that the auto rescue was considered a private
equity style restructuring deal, which tends to rely on non-sectoral financial and bankruptcy
expertise (Rattner 2010).

Although sources indicate that officials contemplated using bankruptcy as a tool as early as late December
2008, when the Bridge Loans were put in place, this term was not included in official announcements about the
AIFP until March 31, 2009 (Paulson 2011, 421-428) (New Path to Viability 2009, 1). This possibly indicates the
willingness to avoid bankruptcy if possible; however, given the market conditions and the conditions of the
companies this appeared a limited possibility (Krolicki 2009).
20 For the five principles and comparison with the failed Auto Industry Financing and Restructuring Act of 2008,
see Figure 1 in Annex A.
19
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6. The loans had three-year terms but included significant provisions that would
trigger early maturation.
The Bridge Loans were scheduled to mature at the earlier of (i) the expiration date, which
was in approximately three years unless other designated events occurred sooner: (ii) the
occurrence of certain standard acts of default at the Lender’s option such as any “Change of
Control [occurring] without the prior consent of” Treasury or (ii) the President’s Designee
failed to issue a Plan Completion Certification (PCC) after their respective closing dates of
December 30, 2011 and January 2, 2012 ) (Chrysler LSA 2009, PDF Page 143) (GM LSA 2008,
PDF Page 112, 258). The loans tied their maturity to each company’s restructuring progress.
Each loan would mature three years after execution if the President’s Designee signaled
acceptance of the company’s viability plan by issuing a Plan Completion Certification (PCC)
by the March 31, 2009 deadline, or any permitted extension (GM LSA 2008, PDF Pages 67,
71, 106) (Chrysler LSA 2009, PDF Pages 21, 25, 60). However, the Bridge Loans would
terminate on April 30 if the stakeholders could not reach an agreement by March 31. In that
case, a company would be obliged to repay all advances and any interest and fees due under
the agreement (GM LSA 2008, PDF Pages 67, 71, 74, 106) ) (Chrysler LSA 2009, PDF Pages
21, 25, 60). This was provision that could exert extra pressure on the stakeholders to achieve
a compromise.
The Fact Sheet accompanying the announcement of the Bridge Loans stated that “all funds
[would be] returned to the Treasury Department” when the loan was called in the event that
a firm did not attain viability by the deadline (The White House 2008). This suggests that
some believed the companies had the capacity to repay the loans, implying that taxpayers
would not lose money on the Bridge Loans if the companies failed to demonstrate viability.
However, given the high possibility of bankruptcy, there could be no certainty that even if
repaid, the amounts would not be recaptured by the court as preferences.21
7. Treasury committed to lend GM and Chrysler an aggregate $17.4 billion but $4
billion depended on Congress releasing the final tranche of TARP funding.
Loan size was a central consideration for the Bush Administration (Deese et al. 2019, 4-8).
Proposals for financing the two companies varied from a $10 billion GM loan to a $25 billion
loan program for both companies, as there was significant uncertainty as to how much
money the companies needed to stay alive (Ibid). As announced on December 19, 2008,
Treasury initially committed to loan $17.4 billion in short-term financing to GM and Chrysler
through the Bridge Loan program, but $4 billion of this was not to be available until February
2009 and was “contingent upon drawing down the final tranche of TARP funds” (The White

21 A “preference” is a payment made

by a debtor within some short period before filing for bankruptcy and may
be voided and added back into the estate because they prefer certain creditors over others contrary to the
bankruptcy code’s main tenet of treating similarly situated creditors equally. See Section 547(b) of the U.S.
Bankruptcy Code.
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House 2008). The initial White House announcement did not allocate specific amounts to the
two companies (Ibid).
Notwithstanding the contingency related to the $4 billion third advance to GM, the GM Bridge
Loan Agreement was written with a maximum commitment of $13.4 billion to be paid to the
company in three advances. The first $4 billion advance was paid on execution of the loan
agreement (GM LSA 2008, Page 262 of PDF). The $5.4 billion second advance, which also
relied on the first $350 billion tranche of TARP, was paid to the company on January 16, 2009
(GM LSA 2008, page 261 of PDF), (Congressional Oversight Panel 2009, 9). The third $4
billion advance to GM was scheduled for February 17, 2009 and was made conditional on
Congress releasing the second tranche of TARP or on the Treasury finding another source of
funds (The White House 2008).22 While GM did need an immediate $4 billion advance to
survive through the New Year, it is not clear why Treasury divided the loan to GM into three
advances rather than two. It is also unclear why the date of the second advance to GM was
set for January 16, 2009.
Treasury allocated Chrysler $4 billion in loans out of the original funding commitment and
Chrysler received this amount upon execution of the loan agreement on December 31, 2008
(U.S. Treasury Department Office of Financial Stability 2018).
8. The amount of funding authorized by Treasury for the Bridge Loans was increased
and the term of the loans were extended
On March 31, 2009, the Obama Administration released its Determinations of Viability
recognizing that the two companies would not be able to provide viable restructuring plans
by the deadline of the Bridge Loans (April 30, 2009). However, the Obama Administration
judged that the companies were well on their way to completing satisfactory viability plans,
so they amended both of the Bridge Loans to provide the companies with more time to
submit the plans and to commit the necessary working capital to sustain the companies in
the meantime. It extended GM’s deadline by 60 days to June 1, 2009 and extended Chrysler’s
deadline by 30 days to May 1, 2009 (GM LSA 2008, PDF Page 296) (Chrysler LSA 2009, PDF
Page 274). The US Treasury committed to supporting General Motors for 60 days and
Chrysler for 30 days (New Path to Viability 2009, 1). Treasury correspondingly increased the
amount of funding for GM by $2 billion on April 22, 2009 and added another $4 billion in
available funding on May 20, 2009 (U.S. Treasury Department Office of Financial Stability
2018). Treasury also made $500 million in additional working capital available to Chrysler,
but Chrysler did not take advantage of that offer However, there was no such increase in

The loan agreement addresses the contingency this way — “The Advance made on the Third Draw Date shall
be in an amount equal to $4,000,000,000; provided, that notwithstanding anything to the contrary herein, the
Lender’s obligation to make such Advance is conditioned on either (x) the Secretary of the Treasury’s authority
to purchase additional Troubled Assets being increased as set forth in Section 115(a)(3) of EESA or (y) the
availability to the Secretary of the Treasury of other funding for financial assistance to the automotive industry
under Applicable Law” (GM LSA 2008, PDF Page 262).
22
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funding for Chrysler, as it does not appear that Chrysler requested it (U.S. Treasury
Department Office of Financial Stability 2018).
9. The additional working capital loans contained further restrictions
The first $17.4 billion were to be used for “general corporate and working capital purposes,”
but the amended loans to GM (providing the $4 billion and $2 billion working capital loans)
further restricted the use of funds (GM LSA 2008, PDF Page 301-307, 319-321). These
amendments specified that the additional funds would be for only “working capital
purposes” and would require a “Use of Proceeds Statement” to accompany each new request
for working capital (Ibid). By restricting financing to “working capital” and requiring that the
companies submit a detailed description of how a requested advance would be used, the
Bridge Loan documents provided Treasury with an avenue for controlling the minutiae of
what the emergency financing would be spent on. This did impose a larger administrative
burden, but these new conditions were only to affect GM for 60 days or less, after which GM
would enter bankruptcy (Klier and Rubenstein 2012, 42).
10. The loans carried favorable interest rates and no fees, but had significant terms
that would trigger penalty interest rates.
Each loan set the interest rate at the largest of (i) the three-month LIBOR rate as of December
2, 2008 plus 3.00% or (ii) 5.00% (Chrysler LSA 2009, PDF Page 8, 142-146) (GM LSA 2008,
PDF Page 74, 258-263). These were seen as significantly below market rates (Brunel and
Hufbauer 2009, PDF Page 7). In cases of default, the loan documents imposed a 5.00%
interest rate increase as a penalty. The loans did not charge standard fees, such as a
commitment fee.
11. The Bridge Loans were secured using liens.
Treasury sought first priority liens on all unencumbered assets and junior priority liens on
encumbered assets “to the extent legally and contractually permissible” (Canis et al. 2009,
PDF Pages 57-58)(GM LSA 2008, PDF Pages 80-81). While GM had a relatively large amount
of unencumbered assets, Chrysler had already encumbered most of its assets with senior
liens in two previous secured loans (Government Accountability Office 2009, 20). Treasury
supplemented this with terms that gave it access to senior liens on some of Chrysler’s already
encumbered assets, which involved making the loan contingent on Chrysler’s creditors
pledging their senior liens on a number of assets to Treasury (Chrysler LSA 2009, PDF Pages
142-143, 147-148). However, Treasury was able to receive first priority senior liens on only
a small portion of Chrysler’s encumbered real estate and parts inventory, which had a
recovery value between $149 million and $261 million (Government Accountability Office
2009, 20).
The GM Bridge loan was secured by a pledge of “a Lien on and security interest in all of its
rights, title and interest in and to all personal property and real property wherever located
and whether now or hereafter existing and whether now owned or hereafter acquired, of
every kind and description, tangible or intangible” (GM LSA 2008, PDF Page 80). In practical
17
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terms there was much more in the way of unencumbered assets that could serve as collateral
to protect Treasury’s loan to GM, which resulted in Treasury obtaining first priority senior
liens on much of the collateral, “cash, inventory, real property, equity in domestic and foreign
subsidiaries, and intellectual property,” and junior priority liens on collateral subject to a
Senior lien permitted under the agreement (GM LSA 2008, PDF Page 80) (Government
Accountability Office 2009, 20). GM told the GAO that the assets it had provided to the
Treasury as collateral would have been sufficient to support similar funding from
commercial lenders in normal times, but did not provide data to support that statement.
Treasury said it could not put a dollar value on the collateral it accepted from the two
companies because of volatile market conditions. (Government Accountability Office 2009,
20).
GM was able to use the common and preferred shares it held in its finance company
subsidiary, GMAC LLC, as collateral for the Bridge Loan. This required the consent of GMAC’s
other shareholders, who included GMAC senior executives and an affiliate of Cerberus, a
private equity fund. (GM LSA 2008, PDF Page 265).
In March 2009, when the Obama Administration amended its loans with the two companies,
neither amendment improved Treasury’s position among the creditors or expanded
Treasury’s access to collateral ( GM LSA 2008, PDF Page 296)(Chrysler LSA 2009, PDF Page
274). It would have been difficult for the Treasury to expand its access to collateral, as
Treasury had already secured as much collateral as it legally could on the Bridge Loans
(Government Accountability Office 2009, 20). There is little chance that there were any
assets unencumbered, and newly generated or acquired assets were already automatically
covered by pledge (GM LSA 2008, PDF Page 80) (Chrysler LSA 2009, PDF Page 34-35).
12. Treasury received warrants to purchase shares in GM and additional promissory
notes from both companies as further compensation for the financial risks it
assumed.
Under the law that created TARP, Treasury was mandated to receive some type of warrant
or some other type of additional security as consideration. The warrant and additional note
policies in the Bridge Loans were more complex than other TARP programs in that the
government received both warrants and additional security.23
In the case of Chrysler (which was privately held), Treasury received additional promissory
notes (called “Additional Notes”) for 6.67% of the “Maximum Loan Amount” (i.e., the $4
billion committed to Chrysler) (Chrysler LSA 2009, PDF Page 142). This meant that Chrysler
would owe roughly $4.3 billion in total on the $4 billion it borrowed from Treasury.

See P.L. 110-343 Sec. 113(d). This requirement emerged from various lessons of the late 1970s bailouts.
Namely, that the government could obtain risk compensation for its aid through equity participation, e.g.
receiving warrants, as it did in its support for Chrysler in the late 1970s. In that circumstance, the government,
which had guaranteed certain Chrysler------ and received warrants for its assistance, ultimately sold the
warrants back to the company at a profit.(General Accounting Office 1984, v-vi).
23
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In the case of GM (which was publicly traded), Treasury received a warrant to purchase
common shares equal to 20% of the “Maximum Loan Amount” ($13.4 billion) based on the
average closing price of the company’s stock during the 15 days ending December 2, 2008.
The number of shares could be adjusted to limit dilution (Ibid). The Bridge Loans capped
Treasury’s stake at 19.99% of GM’s total common equity prior to the exercise of the warrants.
If that provision prevented Treasury from purchasing common shares equal to a full 20% of
the Maximum Loan Amount, Treasury would receive an additional promissory note similar
to Chrysler’s. This Additional Note would be in an amount equal to 6.67% of the Maximum
Loan Amount minus one-third the value of the common shares Treasury had received on the
exercise of the warrants. (GM LSA 2008, PDF Page 2).
It is not clear why December 2, 2008 was chosen as the reference date but December 2 was
the date that lawmakers requested the submission of restructuring plans from the
automakers during the hearings that preceded the drafting (and eventual failure) of AFIRA
(Kim 2008).
The Congressional Hearings in the weeks before the bailout as well as the past use of
warrants can better illustrate the reasoning behind the warrant requirement and the
exception for private companies. In the 1980s, the government was able to achieve a return
to taxpayers on its 1979 Chrysler loan guarantee by including 14.4 million warrants to buy
Chrysler stock for $13 per share until 1990, which the government sold back to Chrysler for
$311 million in 1983 (General Accounting Office 1984, 16-17, 29-30). However, the warrants
would only protect taxpayers if the businesses did not fail, there was a market for the
warrants, or the stock value exceeded the warrant exercise price.
In a hearing before the Senate Committee on Banking, Housing, and Urban Affairs, Senator
Carper made a case that the government should “do warrants […] or something akin to
warrants” that would provide some kind of benefit to the taxpayers for the substantial risk
of rescuing the struggling automaker, but was unsure of how to do this for privately held
companies like Chrysler (United States Senate Committee on Banking, Housing, and Urban
Affairs 2008, 86). The reasoning for Senator Carper’s sentiment may be that “valuing a
warrant in a private company is difficult” (Sub-Debt Report 2008, PDF Page 5). Receiving
“Additional Notes” avoided these difficulties while preserving a benefit to taxpayers in the
case that the companies did not fail.
Each time that Treasury increased the “Maximum Loan Amount” (the two amendments to
the GM loans that increased the amount by $2 billion and $4 billion), Treasury received
warrants and Additional Notes in related amounts (GM LSA 2008, PDF Pages 300-321).
These warrants and notes were effectively the only financial security, beyond the interest
payments, that the government received in return for extending the term of and the
authorized amount loaned to GM.
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13. Treasury’s $4 billion bridge loan to Chrysler was backed by unencumbered
collateral held by Chrysler Holding, but the only collateral with apparent value
was the 40% share in Chrysler Financial’s future distributions
When contemplating an exit from Chrysler Financial, Treasury did limited due diligence and
“relied primarily on a valuation premised on the wind-down assumption” (Congressional
Oversight Panel 2011, 11). Under the wind-down assumption, Chrysler Financial would
remain in survival mode, originating as few new auto loans as possible and shrinking
operations to pay off outstanding liabilities. By restricting themselves to a wind-down
assumption, Treasury rejected the possibility that Chrysler Financial had much value as a
going concern when it sold its interest to Cerberus later that year. While Treasury received
more than what the company was worth under the wind-down assumption, ($1.5 billion),
this proved to be significantly less ($600 million) than the $2.5 billion that Treasury would
have netted when the firm was sold to TD Bank Group if it had retained such interest and if
the parties had agreed to similar terms. (Congressional Oversight Panel 2011, 11).
Treasury described this exit as receiving “less than face value [, but] significantly more than
the Treasury expected to recover on this loan and […] greater than an independent valuation
of the loan” (Treasury 2010). They explained the low expectations by pointing to “the
uncertainty regarding the amount and timing of any income distributions by Chrysler
Financial that would be applied to the loan” (Ibid.). In the same press release, Treasury gave
the public some good news: it announced “Total TARP repayments now stand at $189 billion
– well ahead of last ’all's repayment projections for 2010,” (Ibid.).
14. Each company was compelled to submit a detailed restructuring plan by February
17, 2009, including five specific outcomes
The Bridge Loans’ restructuring plan requirements were designed to fulfill the second
purpose of the program: force GM and Chrysler to make the plans needed to survive
bankruptcy proceedings and the long-term aftermath of those proceedings. The Bush
Administration did not have the political capital or the time to design and effect a complete
restructuring of the companies but wanted to ensure that the Obama Administration would
have a foundation on which to build a long-term solution (Paulson 2011, 425-428).
The mid-February due dates for the Restructuring Plans and the March 31 Certification
Deadline24 imposed short timelines on the automakers to secure concessions.25 This would
have conceivably put pressure on the stakeholders in GM and Chrysler to participate in
developing sufficient restructuring plans, since an unsatisfactory plan would have
Although the plans were submitted in February, there is evidence that the companies continued to negotiate
with their stakeholders to improve their plans after that date.
25 The short deadlines dovetailed with Treasury Secretary Paulson’s desire to “make it difficult for President
Obama to avoid [restructuring through bankruptcy]” (Paulson 2011). However, the deadlines could have easily
been altered by the Obama Administration through amendments to the Bridge Loan documents. Additionally,
the March 31 Certification Deadline had an impact on negotiations because negotiations continued from the
Determination of Viability through the April 30, 2009 bankruptcy filing (See Kolka 2009, 37)
24
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terminated the Bridge Loans and likely would have led to the companies’ bankruptcies (GM
LSA 2008, PDF Page 296)(Chrysler LSA 2009, PDF Page 274).26
To ensure that the restructuring plans would actually force GM and Chrysler to make the
required preparations for a successful bankruptcy, the Bush Administration set down five
outcomes the plans would have to achieve. (See Appendix).27 Although the loan agreements
did not differentiate between the criteria, other commenters (such as the Congressional
Oversight Panel) have pointed out that they seem to fit into two categories: (1) conditions
pushing the restructuring to advance US energy policy and (2) conditions describing the
business aspects of a successful restructuring.
This first category contains a single outcome, which was compliance with environmental
requirements and the production of more green vehicles (defined as Advanced Technology
Vehicles in line with the Energy Independence and Security Act of 2007).
This second category contains the other four outcomes:
•

the repayment of all financing from the US government,

•

the achievement of a positive net present value,

•

a competitive product mix and cost structure competitive in the US, and

•

the rationalization of manufacturing workforce, supplier, and dealership costs,
capitalization, and capacity.

The last outcome targeted the costs, capitalization, and capacity of the “manufacturing
workforce, suppliers and dealerships” (See Annex). While the achievement of a positive net
present value and the ability to repay the government funding were considered more easily
measurable outcomes, the other outcomes depended on concepts that were less clearly
defined (Government Accountability Office 2009, 16). Achievement of these more objectively
This was not the case, as the Obama Administration determined that the restructuring plans submitted in
February were not viable on March 2009 and that the companies would not be able to produce viable
restructuring plans within the one-month deadline extension (to April 30, 2009) originally allowed by the
Bridge Loans.
27 In full, Section 7.20 of the GM Agreement describes the outcomes as follows;
“(i) Repayment of all Advances, together with all interest thereon and reasonable fees and out-ofpocket expenses of the Lender accruing under the Loan Documents, and any other financing extended by the
United States Government under all applicable terms and conditions;
(ii) Ability of the Borrower and its Subsidiaries to (x) comply with applicable federal fuel efficiency and
emissions requirements, and (y) commence domestic manufacturing of advanced technology vehicles, as
described in section 136 of the Energy Independence and Security Act of 2007 (Public Law 110-140; 42 U.S.C.
17013);
(iii) Achievement by the Borrower and its Subsidiaries of a positive net present value, using reasonable
assumptions and considering all existing and projected future costs, including repayment of all Advances,
together with all interest thereon and reasonable fees and out-of-pocket expenses of the Lender accruing under
this Loan Agreement, and any other financing extended by the United States Government;
(iv) Rationalization of costs, capitalization, and capacity with respect to the manufacturing workforce,
suppliers and dealerships of the Borrower and its Subsidiaries; and
(v) A product mix and cost structure that is competitive in the United States marketplace.”
26
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measurable outcomes became what Treasury referred to as “Financial Viability,” which
became its most important indicator of long term viability (Congressional Oversight Panel
2009, 9). Some outcomes may have been at odds with those quantifiable financial viability
measures; at least in the short term, in particular, the financial costs of producing green
vehicles would likely exceed the revenues generated (Government Accountability Office
2009, 16).
Under the Bridge Loans, the President’s Designee would receive the Restructuring Plan to be
submitted by February 17, 2009 as well as the Restructuring Plan Report (to be submitted
no later than March 31st describing progress made under the plan) (GM LSA 2008, PDF Page
106). Then, the President’s Designee would judge the viability of the company in question
(based on the Restructuring Plan Report and the Restructuring Plan) and subsequently
decide whether to issue a Plan Completion Certification (PCC) by the Certification Deadline
of March 31st. If the President’s Designee issued the PCC by the Certification Deadline, the
loans would continue in effect until their expiration dates of December 30, 2011 (for GM)
and January 2, 2012 (for Chrysler)(Chrysler LSA 2009, PDF Page 143)(GM LSA 2008, PDF
Page 258). If the President’s Designee did not issue the PCC by the Certification Deadline, the
loan would automatically accelerate, becoming due in 30 days and most likely forcing the
company into bankruptcy. This Certification Deadline could be extended for up to thirty days
by the President’s Designee without having to amend the Bridge Loan (GM LSA 2008, PDF
Page 296) (Chrysler LSA 2009, PDF Page 274).
15. The restructuring process was originally to be headed by a car czar, but this was
revised by the Obama Administration
The Bush Administration envisioned that there would be a single President’s Designee
(informally approved by President-Elect Obama) appointed by President Bush to oversee
the loans. However, senior staffers from the Obama transition team instead opted for a “one
president at a time” approach and declined to participate in this selection (Rattner 2010, 3235). Therefore, the role of President’s Designee reverted to the Secretary of the Treasury.
Additionally, public opinion on the prospect of a car czar was negative and remained so for
the first month of the Obama Administration (Rattner 2010, 32-33, 51-56, 63-66).
President Obama announced that the role would be filled by the Presidential Task Force on
the Auto Industry on February 16, 2009 (a day before the deadline for submitting the
restructuring plans) (Klier and Rubenstein 2013, 146-147). This was legitimized by the fact
that the Bridge Loan documents did not specify that the President’s Designee had to be one
person (Chrysler LSA 2009, PDF Page 22) (GM LSA 2008, PDF Page 68). This Presidential
Task Force was co-chaired by the Secretary of Treasury and the Director of the National
Economic Council in the Office of the President (Klier and Rubenstein 2013, 146-147).
However, the day-to-day administration of the Bridge Loans and the staffing for the
Presidential Task Force fell to the Treasury auto team, which was led by two appointed
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Advisors that reported to the Presidential Task Force, Ron Bloom and Steven Rattner.28
(Congressional Oversight Panel 2009, 10-11) (Klier and Rubenstein 2012 , 3839)(Knowledge@Wharton 2010).
Just as envisioned by the Bush Administration, the collective President’s Designee did enjoy
wide ranging administrative leverage over the restructuring process through its ability to
review a number of company actions and its power to trigger the loan’s termination by
determining the company’s viability (Chrysler LSA 2009, PDF Pages 19, 58-61, 68).
Specifically, the Designee had the authority to approve bonuses to senior employees, reject
transactions involving over $100 million, approve material changes to the company expense
policy, receive required notices from the borrower, and generally conduct oversight
(Chrysler LSA 2009, PDF Pages 19, 58-61, 68).
Throughout the term of the Bridge Loans, the President’s Designee (who would be the
Secretary of Treasury if the President did not select a Designee) would administer the
companies’ pathways to viability, Restructuring Plans, Restructuring Reports, and
compliance (Chrysler LSA 2009, PDF Pages 19, 58-61, 68).
16. The Bridge Loans required significant concessions from stakeholders
The Bridge Loans spread the burden of the restructuring process among GM and Chrysler
stakeholders and required concessions from, or imposed limitations on, executives and
management, employees and retirees (largely represented by the United Auto Workers
(UAW)), unsecured public debtholders, and secured creditors (Annex). The union employees
and retirees and secured and unsecured debtholders represented most of the companies’
long-term liabilities and would need to make concessions if the companies were to be viable
in the long run. Sacrifices for executives and management aimed to reduce the moral hazard
associated with the bailout (Knowledge@Wharton 2010).
The Restructuring Plan mandated that management use its best efforts to achieve certain
restricting targets including “reduction of the outstanding unsecured public indebtedness
(other than with respect to pension and employee benefits obligations)… by not less than
two-thirds”, implementation of certain significant labor modifications, and implementation
of certain VEBA Modifications (GM LSA 2008, PDF Page 106).
Labor and VEBA Modifications
The Labor modifications were aimed at making GM and Chrysler workers’ compensation and
work rules competitive, by December 31, 2009, with those of employees at U.S. locations of
Japanese auto companies (“Japanese Transplants”).29 This included reductions in
Ron Bloom was an investment banker who came from a labor background and was, “in effect, the United
Steelworkers’ chief restructuring officer” in the late 1990s (Rattner 2010, 56). Rattner came from a private
equity background and had been considered by the Obama Administration to be the leader of the team
(Geithner 2014, Location 4003-4040).
29 “Compensation Reductions” shall mean, with respect to the Borrower or any Subsidiary, the reduction of the
total amount of compensation, including wages and benefits, paid to its United States employees so that, by no
later than December 31, 2009, the average of such total amount, per hour and per person, is an amount that is
28
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compensation, elimination of any compensation to laid off, fired, furloughed, or idled
employees other than customary severance pay, and modification of work rules for
employees so that rules applied are competitive with those for employees of Japanese
Transplants. (GM LSA 2008, Page 72 of PDF). The VEBA Modifications required the auto
companies [GM and Chrysler] to convince the UAW’s Voluntary Employee Benefits
Association (VEBA) to accept at least half of its future contributions from GM and Chrysler
in the form of company shares (GM LSA 2008, Page 72 of PDF) (Chrysler LSA 2009, Page 25
of PDF).
Other government bailouts during the crisis did not explicitly place these kinds of burdens
on workers (nor focus their efforts on protecting workers).30 However, labor costs in the
auto industry were a significant element that had often been criticized. According to Krueger
and Goolsbee, the state of compensation, work rules, and benefit costs (pensions and health
care) had made American auto companies uncompetitive with Japanese foreign transplants
in the U. S. They note that the “average labor costs for the Big Three were almost 45 percent
higher” than foreign transplants. From this, they inferred that a successful auto rescue would
have had to have “reduced fixed costs associated with retirees and the uncompetitive
compensation levels for existing workers” (Krueger and Goolsbee 2015, 8).
By contrast, in some other automobile bailouts, such as the €7 billion French government
aid to Renault, Peugeot, and Citroën, the manufacturers were required to keep their domestic
factories operating and protect domestic automotive manufacturing jobs while making no
mention of employee concessions (Speer 2009).
Reduction of Unsecured debt
GM had unsecured public debt of about $27 billion (Congressional Oversight Panel 2009,
PDF Page 124). Chrysler’s unsecured public debt was more limited (Government
Accountability Office 2009, 36-37). The companies were required to make their best efforts
to reduce their unsecured public indebtedness by two-thirds via a “Bond Exchange and other
appropriate means” (GM LSA 2008, PDF Page 106). These terms were meant to make it
easier for the companies to impose sacrifices on unsecured public debt holders. (See In re
Gen. Motors Corp., 407 B.R. 463, 473–74 (Bankr. S.D.N.Y. 2009)).

competitive with the average total amount of such compensation, as certified by the Secretary of the United
States Department of Labor, paid per hour and per person to employees of Nissan Motor Company, Toyota
Motor corporation, or American Honda Motor Company whose site of employment is in the United States” (See
GM LSA 2008, sec. 1.01; Also see Ibid, “Labor Modifications,” “Severance Rationalization,” and Work Rule
Modifications).
30 Government aid for firms like Bear Stearns and AIG did not include any provisions explicitly impacting the
compensation, benefits, pensions and work rules of employees other than executives and management
(although there may have been some incidental impact through management decisions.) (Wiggins 2017)
(Buchholtz 2018). By contrast, the term of the conservatorships and Treasury aid to Fannie Mae and Freddie
Mac provided for oversight of executive, but not nonexecutive compensation (See Thompson and Wiggins
2019).
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When facing intransigence from unsecured creditors, the President’s Designee could
threaten to determine the company unviable, plunging the company into bankruptcy, which
would likely impose severe haircuts on (if not entirely wipe out) these unsecured liabilities
(Government Accountability Office 2009, 36-37) (Canis et al. 2009, 14-15). However, this
threat would only be effective at reducing public indebtedness so long as the general public
believed it was still possible to avoid bankruptcy. Since the expectation that the companies
would restructure through bankruptcy appeared in Treasury announcement as early as
December 2008, Treasury must have had to keep this intention a secret through a
presidential transition and three months of negotiating for the requirement to be realistic
(Paulson 2011, 415-428).
Differentiating them from the bailouts of industrial companies throughout the 1970s, the
Bridge Loans did not require (or incentivize) state or local governments to share the burden
of financing the restructuring (General Accounting Office 1984, 44).31 Another significant
difference from the 1970s bailouts was that the Bridge Loans did not differentiate between
foreign and domestic creditors when it came to burden sharing. During the 1979 Chrysler
bailout, Treasury negotiated one set of concessions from the fifteen largest American bank
lenders and different set of concessions from a committee of Japanese and European bank
lenders (Reich 1985, 245).
17. Supplier companies and dealerships were not initially bailed out and were not
asked to make any specific concessions in the Bridge Loans
Unlike the French government bailout of its auto sector, aid under the Bridge Loans did not
extend to suppliers and dealerships; nor did it seek concessions from such stakeholders
(Speer 2009). This is not in line with the General Accounting Office’s 1984 recommendation
that, “Suppliers whose main or only customer is the distressed firm or municipality should
make financial concessions” (General Accounting Office 1984, 43). The substantive elements
of the Bridge Loans ignored suppliers and dealerships, even though some of the proceeds of
the loans would likely pay various debts owed to suppliers and dealerships.
Debates over the auto rescue in the Senate also mentioned suppliers and dealerships
(alongside management, labor, and creditors) as two parties that would make concessions
(United States Senate Committee on Banking, Housing, and Urban Affairs 2008, 7). Rattner,
however, notes that from a very early stage, restructuring would have entailed the reduction
of dealerships. Instead of explicitly requiring dealership closures in the Bridge Loans, there
appears to have been an expectation that dealership reductions would occur organically
(2010, 59, 194). Treasury eventually did provide aid to the suppliers, but did not do so
immediately. Treasury provided aid to suppliers under a program separate from the Bridge
Loans (Congressional Oversight Panel 2009, 22). Nor is it clear why the government did not
immediately take a more comprehensive approach to assisting the auto industry, including
In previous bailouts, these governments supported the restructuring process by “lower[ing] taxes, offer[ing]
loans and industrial revenue bonds, decreas[ing] regulatory burdens, or offer[ing] other advantages that
increase the recipient's cash flow and improve its prospects” (1984).
31
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suppliers and dealers, as some countries did or immediately extend benefits to struggling
suppliers instead of waiting until March 19, 2009 to announce an auto supplier program
(Congressional Oversight Panel 2009, 29). As for the issue of the dealerships, GM and
Chrysler eventually did shrink their dealership networks in the aftermath of the respective
bankruptcies see (Goolsbee and Krueger 2015, 17-18).
18. The Bridge Loans addressed moral hazard, by imposing more stringent
restrictions on executives and senior employees than those imposed on most
financial institutions
Provisions attempting to reduce moral hazard in the Bridge Loans targeted the activities of
management in the public eye, which imposed a kind of penance on behalf of management.
Similar to firms participating in the Capital Purchase Program (CPP)32, auto companies
receiving funds from Bridge Loans under the TARP were required to restrict golden
parachutes. Bridge Loans documents contained a definition of golden parachutes broader
than the CPP definition. For the CPP, golden parachutes were defined as “payments of more
than three times an executive’s average base compensation from a firm over the five most
recent years in the event of the official’s involuntary termination, or bankruptcy or
receivership of a financial institution” (Federal Register 2009, 28395). The Bridge Loan
documents defined golden parachutes as “any payment in the nature of compensation to (or
for the benefit of) an SEO [Senior Executive Officer] made on account of an applicable
severance from employment” [emphasis added]” (Chrysler LSA 2009, PDF Page 58).
The Bridge Loan documents also banned incentive compensation for the 25 most highly paid
employees of GM and Chrysler, which goes beyond the restrictions placed on other TARP
recipients by late 2008 (Canis et al. 2009, 69-71). This more aggressive measure may reflect
a response to the increasing public outrage at “what many perceived to be excessively large
bonuses paid to executives from other firms receiving TARP money” (Ibid, 71).
The Bridge Loans also contained a provision forcing Chrysler and GM to divest from all
private aircraft, a restriction on a kind of executive compensation, it may have been meant
to satisfy the public’s desire to punish executives for their actions during their first public
requests for public aid in November 2008 (Chrysler LSA 2009, PDF Page 59) (GM LSA 2008,
PDF Page 10). On this trip the auto executives had traveled to Washington, D.C. in separate
private jets, an action widely reported on in the media, which made the private jets a symbol
of corporate excess. That being said, the Bridge Loans left room for corporate travel policies
that allowed chartered flights “when supported by a business rationale” (Vlasic 2010).
19. Treasury had the exclusive right to turn the loans into debtor-in-possession loans
in the event of a bankruptcy filing
The Bridge Loans anticipated the bankruptcy of the borrowers by providing that in the event
of a bankruptcy filing the Treasury could elect to convert the Bridge Loans into debtor-inpossession (DIP) loans (GM LSA 2008, PDF Page 112) (Canis et al. 2009, 53-54). In
The CPP was a capital injection program for financial institutions conducted by Treasury between late 2008
and December 2009 (Treasury 2015).
32
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bankruptcies, DIP loans (by definition, loans made to the debtor after a bankruptcy filing)
provide the bankrupt organization with the working capital to survive while moving through
the bankruptcy process (2009). DIP loans enjoy extremely high priority. If a debtor is able
to demonstrate that it could not secure financing by any other means, a bankruptcy court
can authorize a debtor to grant liens to the DIP lender that are senior to liens of all the prebankruptcy creditors (11 U.S.C. § 364). In theory, Treasury’s ability to convert the bridge
loans to DIP loans would enable it to maintain, or increase, the priority of its loans if one of
the borrower companies went into bankruptcy.
Conversion would increase the likelihood that Treasury’s loans would be paid ahead of the
other secured creditors, increasing returns to the taxpayers. However, the Congressional
Research Service concluded that this conversion provision would go against the very
purpose of DIP loans, and even the key tenets of the bankruptcy process, which require that
senior creditors be paid before junior creditors (Canis et al. 2009, 54). The converted
Bridge/DIP loans would not provide GM or Chrysler with additional working capital, they
would keep the bankruptcy court from relieving the debtor of its pre-bankruptcy debts, and
they would negatively impact other creditors. Ultimately, the Bridge loans were not
converted to DIP loans and Treasury provided new DIP funding to both companies under a
Joint DIP Facility with Export Development Canada (Congressional Oversight Panel 2009,
23-31)
The value of the DIP conversion right was also disputed by at least one commenter.
According to Levitin, the courts might reject the provision as an executory contract under 11
U.S.C. §365(c)(2) or draw the Treasury into a fight for lien priority in a 11 U.S.C. §364 hearing.
If the provision held up in court, GM and Chrysler might have found it more difficult to find
additional DIP financing for the restructuring (Canis et al. 2009, 53-54). Although Levitin
contemplated the government converting the loan into a DIP loan through a rollup
refinancing or a cross-collateralization, he noted that this would probably result in “sharp
litigation” (Levitin 2008). It is difficult to say whether these criticisms would have come to
fruition, because the government did not use the DIP loan conversion provision and obtained
senior liens through other tactics.
20. International Coordination
The transnational nature of American auto manufacturing meant that the GM auto
companies also advocated for access to foreign government aid for their foreign subsidiaries
in 2008 and 2009 (See Embassy Berlin via WikiLeaks 2009). Perhaps because of these
efforts, the Canadian government collaborated with both the outgoing Bush Administration
and President Obama’s transition team before the December 19, 2008 announcements of the
Bridge Loan commitments (Letter from Ambassador Michael Wilson to John Podesta 2008).
On the same day as the Bush Administration announcement, there was an announcement of
similar support to General Motors of Canada and Chrysler Canada by the Canadian and
Ontario governments. The aid to the Canadian subsidiaries was for 20% of the amount
offered to the U.S. auto companies by the US government (C$4 billion or $3.28 billion). The
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C$4 billion commitment was never drawn. It was replaced with other assistance measures
in spring 2009, when the Canadian subsidiaries requested C$10 billion in aid from central
and provincial governments. In response, Canada committed C$1 billion in financing for
Chrysler Canada (Chrysler Canada drew on C$250 million of this commitment) and C$3
billion for General Motors of Canada (Canada Account-Annual Report 2008-2009, 4)
(Industry Canada 2009). However, there was extremely limited documentation of the
mechanics of how the lending to General Motors of Canada was used (Fall Report of the
Auditor General of Canada 2014). The Canadian government continued to use this 20%
proportion when deciding the assistance to the two companies throughout 2009 (Canada
Account-Annual Report 2008-2009, 4). GM evidently did not pledge all of its foreign
subsidiaries as collateral, which the US government was aware of and mentioned in at least
one diplomatic cable (Consulate General Shanghai via WikiLeaks 2008).33
21. Treasury worked closely with GM on revising its plan
When the President’ Designee determined, on March 30, 2009, that GM’s Restructuring Plan
was not viable, its auto team adopted a policy of working closely with GM to produce a “more
aggressive plan” (Rattner 2010, 208-210) (Congressional Oversight Panel 2009, 1-3) (White
House Press Release 2009. While Treasury worked closely with GM in negotiating terms
with stakeholders and helping to revise their plans, Treasury attempted to ensure that it did
not appear that the government was itself producing/revising the plans (For a more detailed
discussion of Treasury’s approach, see Nye 2019 [bankruptcy case]).
This approach might not have been in line with a bailout best practice identified by the
General Accounting Office in 1984, which noted:
When the government rejects a proposed plan or contract because it is too risky, it
should require the firm’s or municipality’s management to make changes and
resubmit the proposal, but the government should not attempt to develop its own
plans and impose them on management. To do so could leave the government
responsible for the outcome (General Accounting Office 1984, 57).

22. The Bridge Loans contained termination provisions. (e.g. exit strategy)
The Bridge Loans contained numerous terms that terminated the lending facility with the
two automakers. The Bridge Loans terminated upon any “Events of Default,” which the two
LSAs defined broadly (Chrysler LSA 2009, PDF Page 64) (GM LSA 2008, PDF Page 110-112).
Once terminated, the relevant borrower would have to repay “the aggregate principal
The GM LSA lists the broad companies that they did pledge, but the list of companies excluded from the
collateral (which could or might have included a number of subsidiaries of companies that they did pledge)
was redacted (GM LSA 2008, PDF Page 141-142, 184-190, 206-212)
33
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amount of all Advances then outstanding under the Note, together with all interest thereon
and fees and out-of-pocket expenses of the Lender” by the thirtieth day after the Certification
Deadline, when the outstanding amounts would become “become due and payable […]
without any further action on the part of the Lender” (Chrysler LSA 2009, PDF Page 28) (GM
LSA 2008, PDF Page 74).
23. The Treasury followed a pattern of transparency in communicating about the
Bridge Loans.
Treasury made most of the documents underpinning the Bridge Loans and its lending
activities associated with Bridge Loans public on its website (Chrysler LSA 2009) (GM LSA
2008) (U.S. Treasury Department Office of Financial Stability 2018). It also released a few
press releases on the Presidential Task Force on the Auto Industry’s activities and on its
determinations regarding the February viability plans (Treasury Press Center 2009)
(Chrysler Viability 2009) (GM Viability 2009). The later explained the government’s thinking
on how an effective restructuring process would proceed as well as on the problems with
the February viability plans.

II. Evaluation
Commentators acknowledge that the two auto companies did survive the presidential
transition as a result of the aid and, with an extension and additional assistance from the
Treasury, Restructuring Plans for their long-term viability were produced. The
Congressional Oversight Panel concluded that there is little doubt that GM and Chrysler
would have faced the prospect of bankruptcy and liquidation in absence of government aid
(Congressional Oversight Panel 2011, 115). This is also the position of former government
officials involved in the bailout (see Goolsbee and Krueger 2015, 9). However, two members
of the Congressional Oversight Panel, in concurring opinions, disagreed with this conclusion.
They argued that a private-sector reorganization with some potential debtor-in-possession
financing from the government could have secured the necessary resources for
restructuring. They argued that such a restructuring would have been possible before the
private sector was spooked by signals of an impending government bailout (Congressional
Oversight Panel 2011, 122).
Ultimately, the pressure of the initial restructuring plan requirements and the timeline put
forward by the Bush Administration did not extract viable restructuring plans from the
companies. The government had to take a hands-on role in developing the plans and commit
additional working capital to keep the companies afloat during the process (Rattner 2010,
157-159, 186-187).
Other commentary on the Bridge Loans addressed Treasury’s transparency in administering
the Bridge Loans, the legality of the Bridge Loans, and the effectiveness of provisions meant
to protect taxpayers.
The Congressional Oversight Panel stated that Treasury’s public statements were relatively
vague on what the primary purpose of the Bridge Loan portion of the bailout was, but this
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complaint was also applied to the auto bailout as a whole (Congressional Oversight Panel
2009, 4). This was not in line with the 1984 General Accounting Office recommendations for
the rescue of large firms, which emphasized that goals and objectives should “identify
intended benefits, including expected levels of attainment; identify unavoidable adverse
consequences or […] unintended benefits, […] include to the extent possible measures of
desired degree of attainment; and provide guidance to administrators on how to make tradeoffs among conflicting aims” (General Accounting Office 1984, 37).
As for the legality of the aid, some argue that by interpreting EESA broadly enough to justify
aid to the auto companies, the Bush (and then the Obama) Administration went beyond
Congress’s intent, which was for EESA to assist the financial industry (Congressional
Oversight Panel 2009, 78-79). They say that the debate over AIFRA showed EESA was never
intended to cover automobile companies; Congress would not have had to debate AIFRA if it
had (Congressional Oversight Panel 2009, 78-79).
Others noted that the Bridge Loans might have been a violation of the WTO’s Agreement on
Subsidies and Countervailing Measures (Benson 2009, 117-118). This could have exposed
the US to countervailing duties from abroad or cases before the WTO’s dispute settlement
mechanism (Ibid.). One reason for this is that the loans to the two companies were provided
at significantly below-market rates (Brunel and Hufbauer 2009, 7). However, a WTO case
might have triggered tit-for-tat countervailing tariffs and the environmental terms of the
Restructuring Plans would make bringing a WTO case extremely controversial (Brunel and
Hufbauer 2009, 7-8).
In the days before the Treasury executed the Bridge Loans, Adam Levitin (a bankruptcy law
commentator) argued that several terms in the Chrysler agreement would not have provided
sufficient protection for taxpayer funds. While the loans were supposed to be secured under
the Bridge Loans’ terms related to collateral, they predominantly only gave junior liens that
are likely to “be underwater from the start” in the case of Chrysler (Levitin 2009). He also
argued that the government could have secured higher-quality collateral in negotiations
before the Bridge Loans for Chrysler were executed (Ibid.). Levitin also speculated that the
low-quality collateral the government actually received senior liens on would have such a
limited liquidation value that it could only protect taxpayers through its hostage value.
There are also several criticisms directed at the government’s exit from its stake in Chrysler
Financial’s profits. As with the auto bailout as a whole, the Congressional Oversight Panel felt
that the government’s exit from Chrysler Financial had transparency problems. However,
the Congressional Oversight Panel also faulted Treasury for carrying out limited due
diligence in its decision to exit Chrysler Financial, describing the exit as “hasty”
(Congressional Oversight Panel 2011, 2). The Congressional Oversight Panel went on to
claim that Treasury appeared to have sacrificed “taxpayer returns […] in favor of an
unnecessarily accelerated exit” (Congressional Oversight Panel 2011, 2).
In general, however, the decision to rescue the auto companies seems to have been viewed
positively. Public opinion on the Bridge Loans is difficult to judge as multiple lending
programs were layered on top of the Bridge Loans to provide a more comprehensive funding
structuring over time. In December 2008, 60% of consumers surveyed agreed “that the US
government should keep loaning money to GM and Chrysler,” but this number dropped to
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25% in February 2009 before gradually climbing to 38% by June 2014 (Wallace CNN 2014)
(Mergent 2009, PDF Page 4). Although the UAW leadership was initially upset about the
required concessions and hoped that they would be retracted by the President-Elect, they
later supported the bailout process (Canis et al. 2009, 11).

III.
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IV.

Key Program Documents

Summary of Program
•

Indicative Summary of Terms for [Chrysler] Secured Term Loan Facility– Treasury
document outlining the initially proposed terms of lending to Chrysler.
https://www.treasury.gov/press-center/pressreleases/Documents/chrysler%20final%20term%20_%20appendix.pdf

•

Indicative Summary of Terms for [GM] Secured Term Loan Facility– Treasury
document outlining the initially proposed terms of lending to General Motors.
https://www.treasury.gov/press-center/pressreleases/Documents/gm%20final%20term%20_%20appendix.pdf

•

Obama Administration New Path to Viability for GM & Chrysler (March 30, 2009)
(New Path to Viability 2009)– summary of Determinations of Viability for Chrysler and
GM as well as the government framework for restructuring going forward.
https://www.treasury.gov/initiatives/financial-stability/TARPPrograms/automotive-programs/Documents/autoFactSheet.pdf

•

Automotive Industry Financing Program (December 31, 2008) (Treasury AIFP
Program Descriptions 2009)– Initial regulatory guidance for aid under the AIFP. This
document includes a discussion of what institutions would be eligible for participation in
AIFP .
https://web.archive.org/web/20090109120529/http:/www.treasury.gov/initiatives/
eesa/program-descriptions/aifp.shtml

Implementation Documents
•

GM Original Loan and Security Agreement (with amendments) (December 31, 2008)
(GM LSA 2008)– agreements (including amendments) to execute lending to General
Motors by Treasury. https://www.treasury.gov/initiatives/financial-stability/TARPPrograms/automotive-programs/Documents/Posted%20-%20Contract%20%20GM%20Original%20Loan%20and%20Security%20Agreement%20with%20ame
ndments%2009-09-09.pdf

•

Chrysler Original Loan and Security Agreement (with amendments) (December 31,
2008) (Chrysler LSA 2008)– agreements (including amendments) to execute lending to
Chrysler by Treasury. https://www.treasury.gov/initiatives/financial-stability/TARPPrograms/automotive-programs/Documents/Chrysler%20LSA%20as%20of%200526-10.pdf
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•

Determination of Viability Summary Chrysler, LLC (March 30, 2009) (Chrysler
Viability 2009)– short evaluation of Chrysler’s viability plan as well as the conditions
under which the government will grant Chrysler further funding.
https://www.treasury.gov/initiatives/financial-stability/TARPPrograms/automotive-programs/Documents/Chrysler-Viability-Assessment.pdf

•

Determination of Viability Summary General Motors Corporation (March 30, 2009)
(GM Viability 2009)– short evaluation of GM’s viability plan as well as the conditions
under which the government will grant GM further funding.
https://www.treasury.gov/initiatives/financial-stability/TARPPrograms/automotive-programs/Documents/GM-Viability-Assessment.pdf
Official Determination by Secretary of Treasury Paulson (December 19, 2008) and
Letters from Henry Paulson to Representative Charles Rangel (December 23, 2008).
2008. – Determination and letter written by Secretary Paulson that defined the
obligations of domestic automotive companies as “troubled assets” eligible for purchase
under TARP.
On file with author.

•

Key Academic Papers
•

A Retrospective Look at Rescuing and Restructuring General Motors and Chrysler
(2015) – Analysis of the government’s involvement in the auto sector by two economists
involved in the Obama Administration’s Council of Economic Advisors.
https://www.aeaweb.org/articles/pdf/doi/10.1257/jep.29.2.3

•

Detroit Back from the Brink? Auto Industry Crisis and Restructuring, 2008–11 (2012)
– Federal Reserve Bank of Chicago analysis of the declining auto industry and US
government interventions in the industry during the financial crisis that also touches on
the changing geography of automotive production in the US.
https://www.chicagofed.org/publications/economic-perspectives/2012/2q-klierrubenstein

•

Deese, Brian, Steven Shafran and Dan Jester, The Rescue and Restructuring of General
Motors and Chrysler. 2019 Unpublished

Legal/Regulatory Guidance
•

TARP Standards for Compensation and Corporate Governance (06/15/2009)– rule
made by the Department of Treasury outlining the executive compensation and
corporate governance requirements with which TARP recipients must comply.
https://www.federalregister.gov/documents/2009/06/15/E9-13868/tarpstandards-for-compensation-and-corporate-governance
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Legislation
•

Text: H.R.7321 — 110th Congress (2007-2008) (AIFRA 2008)– text of the failed “Auto
Industry Financing and Restructuring Act” as received in the Senate on 12/11/2008.
https://www.congress.gov/110/bills/hr7321/BILLS-110hr7321rds.xml

Press Releases/Announcements
•

Statement by Timothy F. Geithner U. S. Secretary of the Treasury before the Senate
Banking Committee May 20, 2009– statement outlining the state of the economy which
includes a detailed section on the actions taken by the Obama Administration on the auto
industry through May 2009.
https://www.treasury.gov/press-center/press-releases/Pages/tg139.aspx

•

Obama Administration Auto Restructuring Initiative Chrysler-Fiat Alliance
(04/30/2009) (White House Press Release 2009)– press release discussing the
requirements of a viable Chrysler-Fiat Alliance as well as support for Chrysler from the
American and Canadian governments going forward.
https://www.treasury.gov/press-center/press-releases/Pages/tg115.aspx

•

Secretary Paulson Statement on Stabilizing the Automotive Industry
(12/19/2008)– Department of Treasury announcement of support for the auto industry
from TARP; it contemplates that the process will be discussed with Congress and
President Obama’s transition team.
https://web.archive.org/web/20090109024720/http://treasury.gov/press/releases/
hp1332.htm

•

The Governments of Canada and Ontario Reject Automakers' Restructuring Plans
(03/30/2009)– Joint press release by the Canadian and Ontarian governments
announcing details of the limited bridge financing they would offer to Chrysler Canada
and General Motors of Canada. All of this financing was to be coordinated with the
United States’ auto rescue efforts.
http://webarchive.baclac.gc.ca:8080/wayback/20090409162050/http:/www.ic.gc.ca/eic/site/ic1.nsf/eng/04535.html

Media Stories
•

Bush announces $17.4 billion auto bailout (Allen and Rogers Politico 12/19/2008)–
coverage of President Bush statement outlining initial aid to the auto industry.
https://www.politico.com/story/2008/12/bush-announces-174-billion-auto-bailout016740

•

Bernanke: Don’t count on Fed (Rogers Politico 12/09/2008) (Politico 2008)– coverage
of Fed Chairman Bernanke letter doubting the possibility of a Fed loan to the
automakers. https://www.politico.com/story/2008/12/bernanke-dont-count-on-fed016359
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•

Auto bailout still largely unpopular (CNN 06/14/2014) (Wallace 2014)– coverage of
polls on additional aid from the auto industry from 2008 and 2014.
https://money.cnn.com/2014/06/12/news/economy/poll-auto-bailout/index.html

•

More on the Auto Bailouts (Credit Slips) (Levitin 2008)– legal first impressions of the
Bridge Loan term sheets.
https://www.creditslips.org/creditslips/2008/12/more-on-the-auto-bailouts.html

•

Treasury Recognizes GM/Chrysler Loan SNAFU (Credit Slips) (Levitin 2009)– further
commentary on the structure of the GM and Chrysler Loan and Security Agreements.
https://www.creditslips.org/creditslips/2009/02/treasury-recognizes-gmchryslerloan-snafu.html

•

General Motors Can Fly Again for Stock Sale (New York Times) (Vlasic 2010)– article
details how General Motors was allowed to rent, but not lease or buy private jets.
https://www.nytimes.com/2010/11/04/business/04jets.html

Reports
•

A Citizen's Guide to the 2009 Financial Report of the U.S. Government (Treasury 2009)
– oversight report containing a section on the AIFP, which includes the Bridge Loans
https://www.gao.gov/financial_pdfs/fy2009/09frusg.pdf

•

Automobile manufacture - quarterly update 3/23/2009 (Mergent 2009) – competitive
landscape of the automobile industry after initial Bridge Loans had been disbursed and
before the determination of viability.
https://search.proquest.com/docview/192479755?accountid=15172

•

An Update on TARP Support for the Domestic Automotive Industry (01/13/2011)
(Congressional Oversight Panel 2011) – Congressional Oversight Panel updating
analysis and recommendations related to the creation, implementation, and issues raised
by the automotive bailout.
https://fraser.stlouisfed.org/files/docs/historical/fct/cop_report_20110113.pdf

•

Canada. Export Development Canada. Canada Account Annual Report for the
Government of Canada Year Ending March 31, 2009 – Annual Report of the Canadian
government body that actually dispensed most of Canada’s automotive assistance. It
includes a summary of Canada’s 2008 aid announcement as well as the first of the aid
disbursements of 2009.
http://publications.gc.ca/collections/collection_2011/edc/ED2-1-2009-eng.pdf

•

Briefing Note[:] Proposed Financial Support for the Canadian Automotive Sector
(02/17/2009) – 2009 report by Canada’s Parliamentary Budget Officer comparing the
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automotive assistance announced (but not implemented) by Prime Minister Harper to
the United States’ assistance package. It also compares the Canadian efforts with other
international efforts and includes term sheets for Canadian support.
http://publications.gc.ca/collections/collection_2010/dpb-pbo/YN5-21-2009-eng.pdf
•

The Use of TARP Funds in the Support and Reorganization of the Domestic Automotive
Industry (09/09/2009) (Congressional Oversight Panel 2009) – Congressional
Oversight Panel analyzing and providing recommendations related to the creation,
implementation, and issues raised by the use of TARP funds in the automotive bailout.
https://fraser.stlouisfed.org/title/5016

•

Oversight of TARP Assistance to the Automobile Industry: Field Hearing Before the
Congressional Oversight Panel, One Hundred Eleventh Congress, First Session, Hearing
Held in Detroit, Michigan, July 27, 2009 (Congressional Oversight Panel 2009a) –
statements by various stakeholders in the automotive restructuring in the after the
completion of the Bridge Loan programming.
https://fraser.stlouisfed.org/title/4988

•

Summary of Government Efforts and Automakers’ Restructuring to Date (April 2009)
(Government Accountability Office 2009) – oversight report detailing the conditions of
the Bridge Loans and evaluating the government’s actions in the auto rescue through
April 2009.
https://www.gao.gov/new.items/d09553.pdf

•

TARP Transactions Report – Investments (10/05/2018) (U.S. Treasury Department
Office of Financial Stability 2018) – transaction-level detail for all TARP programs
except housing programs.
https://www.treasury.gov/initiatives/financial-stability/reports/Documents/10-1018%20Transactions%20Report%20as%20of%2010-0518_INVESTMENT_Convenience%20Copy.xlsx

•

U.S. Motor Vehicle Industry: Federal Financial Assistance and Restructuring
(05/29/2009) (Canis et al. 2009) – Congressional Research Service analysis of the leadup to and execution of the auto industry bailout as well as the various solutions for
restructuring.
https://fas.org/sgp/crs/misc/R40003.pdf

•

The Advanced Technology Vehicles Manufacturing (ATVM) Loan Program: Status and
Issues (01/15/2015) (Canis et al. 2015) – Congressional Research Service analysis of
Department of Energy Loan Program used to support Ford.
https://fas.org/sgp/crs/misc/R42064.pdf

•

The Advanced Technology Vehicles Manufacturing (ATVM) Loan Program: Status and
Issues (01/15/2015) (Canis et al. 2015) – Congressional Research Service analysis of
Department of Energy Loan Program used to support Ford.
https://fas.org/sgp/crs/misc/R42064.pdf
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Appendix A
The Bridge Loans for Chrysler and GM were announced before the Automobile Industry
Financing Program (AIFP) was publicly communicated as an overall support program for
assistance to the auto industry. The details of the AIFP, which were somewhat sparse, were
made public on December 31, 2008 after the first GM loan had been signed and after the term
sheets for both commitments had been available for at least a week.
On December 31, 2008, the government published a description of the AIFP, which would
become the umbrella for the various forms of assistance to the auto industry that the
government would provide, including assistance to suppliers, warranty support and
financing for purchases. The AIFP had the following stated objectives, as described in
Treasury communications, “…to prevent a significant disruption of the American automotive
industry that poses a systemic risk to financial market stability and will have a negative effect
on the real economy of the United States” (Treasury AIFP Program Descriptions 2009).
Guidelines for the program were slim, slightly more than one page. Eligibility was to be
determined by the Treasury on a case-by-case basis. Criteria that Treasury could consider in
its determination included:
1. The importance of the institution to production by, or financing of, the American
automotive industry;
2. Whether a major disruption of the institution’s operations would likely have a
materially adverse effect on employment and thereby produce negative spillover
effects on overall economic performance;
3. Whether the institution is sufficiently important to the nation’s financial and
economic system that a major disruption of its operations would, with a high
probability, cause major disruptions to credit markets and significantly increase
uncertainty or losses of confidence, thereby materially weakening overall economic
performance; and
4. The extent and probability of the institution’s ability to access alternative sources
of capital and liquidity, whether from the private sector or other sources of U.S.
government funds. (Ibid).
The guidelines also gave Treasury broad authority to determine the form of aid, its terms
and conditions, on a case-by-case basis. Participating institutions would be required to
provide Treasury with warrants or alternative considerations designed “to minimize the
long-term costs and maximize the benefits to the taxpayers in accordance with EESA” (Ibid.).
Participants would also have to adhere to “rigorous executive compensation standards” and
would be required “to implement plans that achieve long-term viability” (Ibid.). Although
proceeding the published AIFP guidelines, the Bridge Loans do appear to comply with its
parameters.
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