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“Thetwo corporations [Fannie & Freddie], whilereceiving billionsin federal subsidies, remain more powerful than the
government that created them, even though it appear sthe private sector and community or ganizations help mor e black
families buy houses.” (The Skanner (Portland, OR publication), Lisa Loving, 4/4/01)

“Fannie Mae and Freddie Mac ar e out of control, unrestrained by competition, market discipline, Congressional
oversight or a strict enforcement of their charters.” (AEI paper updating its “Nationalizing Mortgage Risk” study, AEI
Fellow Peter Wallison and financial consultant Bert Ely, 6/4/01)

Maj or Events
* President Bush’'stop economic adviser, Lawrence Lindsey, says concerns about the rapid growth and financial soundness
of Fannie & Freddie are legitimate[p. 5)|
- “Itisarea problem in the sense that one might argue that the benefits of government support are not necessarily
accruing to ordinary citizens,” said Lindsey, “and | think that’s a matter of |egitimate concern.”

»  HUD Secretary Mel Martinez says the Bush administration would like to strengthen OFHEO

- “I don't think there is any question that OFHEO needs to be a stronger regulator, and we're very focused on insuring
that that happens,” said Secretary Martinez

- Secretary Martinez says the Bush administration supports OFHEO, not the Federal Reserve (as proposed under
Congressman Baker’s GSE hill), as the proper regulator for Fannie & Freddie

- [Editorial Note: HUD is Fannie & Freddie’'s mission regulator, while OFHEO regulates Fannie & Freddie' s safety
and soundness.]

» National Association of Realtors (NAR) and the California Association of Realtors (CAR) are lobbying to allow Fannie &

Freddie to expand into the higher-income market [[p. 6)]
- NAR and CAR are lobbying to raise the limit on the loans that Fannie & Freddie are allowed to purchase from
$275,000 to $412,500 in certain high-cost areas

[Editorial Note: By law, the conforming loan limit is $275,000, while the limit in Hawaii, Alaska, Guam, and the

US Virgin Idands is 50% higher ($412,500).]

Financial Services Roundtable opposes raising the conforming loan limits

- “Raising it would extend the subsidy of Fannie and Freddie to upper income home buyers,” said Steve Bartlett,
President of the Financial Services Roundtable. “There's nothing wrong with upper income people, but there
should not be an implicit guarantee of the federal government to subsidize their mortgages.”

- Mariel Donath, President of the Community Bankers Association of New Y ork State and Louis Nevins, President of
the Western League of Savings Institutions oppose raising Fannie & Freddie sloan limits to help “the perceived
needs of theill-housed wealthy”

- To afford ahome requiring $412,500 in mortgage financing, a borrower needs an income approaching $200,000

- “Itislow-, moderate-, and middle-income citizens who have a problem finding adequate housing. Subsidizing the
wealthy is not agood public policy,” argue Donath and Nevins

- Donath and Nevins propose that the current $275,000 ceiling should be frozen, so “ GSE subsidies can be directed
where they are needed the most. Four mortgages of $100,000 could be subsidized for what it costs to subsidize
one $400,000 loan.”

- Donath and Nevins suggest means-testing the GSES' mortgage programs because “it is likely that alarge number of
very rich people receive the subsidy, but only the GSEs know for sure’

- For example, a homebuyer who recently bought a $1.2 million home in Hawaii, benefited from the GSES' subsidy
While the homebuyer had enough cash to pay for the house outright, the homebuyer opted to borrow a portion
of the total for tax reasons and settled on $412,500 to take advantage of the lower interest rate in the conforming
market.

- Freddie & Freddie deny they are engaged in attempts to raise the loan limits, however, a spokeswoman for Freddie
said the company supports raising the loan limits
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» American Enterprise Institute Fellow Peter Wallison and financial consultant Bert Ely argue that even when the housing
market was growing at historic levelsin 1999 and 2000, Fannie & Freddie had to grow faster than the mortgage market
and take on more risk in order to meet their promises to Wall Street

- A slowdown in the economy or the housing market could “squeeze” the GSES' profit growth and force them to take
on an even greater amount of risk and expand beyond their chartersinto other areas of the economy

Fannie & Freddie will eventually acquire or guarantee substantially all the mortgages that the law permits them
to acquire or guarantee - essentially nationalizing the residential mortgage market —in order to meet their
promisesto Wall Street. Unless Congress or HUD steps in, Fannie & Freddie could nationalize the
mortgage market at some point this decade.

- Wallison and Ely predict that by the end of 2003, Fannie & Freddie will control 91.5% of the conforming,
conventional mortgage market and will hold more debt than the US government with about $3.3 trillion in
outstanding mortgage obligations. Wallison and Ely noted, “If the American people believe that the national
debt is being reduced, they arein for a shock.”

- Even after Fannie & Freddie nationalize the residential mortgage market, they will still need to take on morerisk
and expand into other areas of the economy in order to meet earnings promises to Wall Street, argue Wallison
and Ely

- “Down theroad, they are going to run into some earnings growth problems — the market can’'t grow the way it is,
and they [Fannie & Freddie] can’t grow the way they have,” said Ely, unless the GSEs either enlarge the
secondary market or break out of it

- “Thetrain wreck that we talk about is somewhere down the track...It may be 2005 or 2008 until they [Fannie &
Freddi€] hit the wall,” said Wallison

- “Fannie Mae and Freddie Mac are out of control, unrestrained by competition, market discipline, Congressional
oversight or a strict enforcement of their charters,” contend Wallison and Ely

- Wallison and Ely urge Fannie & Freddie' s management to consider drafting privatization plans

In related news, National Mortgage News reports that Fannie & Freddie are on track to purchase 63% of all
residential mortgage loans originated in the US this year (includes conventional, jumbo, subprime, Alt A,
government, and other loan types)

»  Europe's mortgage banks urge the Basel Committee to provide the same risk-weighting for their securities to match the
risk-weighting of the GSEs --- European banks want to be on alevel playing field with the GSEs[(p. 14)]

- FM Watch urges the Basel Committee to level the playing field between the risk-weighting of Fannie & Freddie's
mortgage-backed securities (MBS) and private MBS

[Editorial Note: Currently, Fannie & Freddie's MBS have a 20% risk-weight, while privately issued MBS rated
“AAA” and “AA” have aless advantageous 50% risk-weighting. The new Basel proposal places all securities
rated “AAA” and “AA” on alevel playing field with Fannie & Freddie—all at a 20% risk-weight, making
private MBS as attractive asthe GSES' MBS]

- FM Watch urges the Basel Committee to assess the actual financial risk of Fannie & Freddie and treat the two
companies as private corporations for purposes of determining the risk-weighting used to set the capital
requirements on GSE debt and MBS

- FM Watch urges the Basel Committee to require “true stand-alone ratings’ of Fannie & Freddie when capital
requirements are set

- “Itisessentia that international bank regulators set the capital requirements for bank holdings of GSE debt and
mortgage-backed securities in relation to their risk, without regard to any Government rescue Fannie Mae
or Freddie Mac might receive”

- “Fannie Mae and Freddie Mac are sharehol der-owned companies expanding every day into arange of ventures
outside their mission,” said FM Watch Executive Director Mike House. “The capital rules must reflect this
market reality, or Fannie Mae and Freddie Mac will have an undue advantage over other private companies
without any positive impact on home ownership.”

- America's Community Bankers, however, recommends that the Basel Committee assign a 0% risk-weighting for
obligations of Fannie & Freddie, while assigning obligations of banks a 20% risk-weighting

- USfederal regulators are also considering a proposal that would lower the risk-weighting for all US AAA-rated
and AA-rated ABS and MBS to the same risk-weighting capital treatment as Fannie & Freddie' s MBS

- Comment letters to US federal regulators indicate widespread support for leveling the playing field — with the
exception of Fannie & Freddie. The GSEsare “up inarms’ over the proposal.

- Letters were sent by the American Bankers Association, America’s Community Bankers, Bond Market
Association, Consumer Mortgage Coalition, Financial Services Roundtable, M ortgage Bankers Association,
Mortgage I nsurance Companies of America, and the National Home Equity Association in support of the
federal regulators proposal
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Fanni e Mae and Freddi e Mac

The Portland Skanner asks, “Who's regulating the giants? [Fannie & Freddie]”

- LisaLoving with the Skanner writes a 3-part “critical series about the role — or lack of arole — Fannie Mae playsin
helping African Americans and low-income residents buy homes for their families”

- “Thetwo corporations, while receiving billionsin federal subsidies, remain more powerful than the government that
created them, even though it appears the private sector and community organizations help more black families
buy houses”

American Enterprise Ingtitute’ s Charles Calomiris and Peter Wallison state that contrary to the claims of the housing
GSEs, Fannie & Freddie’ s new subordinated debt offerings “do not cultivate market discipline nor create a cushion for
losses’

- Calomiris and Wallison support full privatization of Fannie & Freddie

- Asa*“second-best alternative’ to privatization, Calomiris and Wallison support credible regulation of Fannie &
Freddie (preferably by the Treasury Department) and mandatory subordinated debt that “credibly bears
risk”

Senator Paul Sarbanes (D-MD) becomes the new chair of the Senate Banking Committee (Senator James Jeffords' switch
from Republican to Independent gave the Democrats control of the Senate and all of its Committees)

- Senator Sarbanes says he is open to brokering a compromise between Fannie & Freddie & GSE critics — he would

like to see how OFHEQ'’ s new capital rules for Fannie & Freddie work before considering legidative action

Bloomberg News reports that Fannie executives and employees were Senator Sarbanes’ top contributors for his
2000 re-election
Fannie’'s Chairman Franklin Raines noted that the Democrat’ s control of the Senate would not affect Cong. Richard

Baker's (R-LA) legidation to strengthen regulation of Fannie & Freddie. “We never thought the Baker

legidlation was going to be enacted, no matter who was controlling Congress, so we don’'t see a big change asa

result of this,” said Raines

Cong. Baker says he will continue to push the administration and the Federal Reserve for tighter regulation of
Fannie & Freddie

Cong. Baker says he will ask the Federal Reserve whether the financial benefits that the GSEs derive from their
connection to the government distort financial markets

House Financia Services Committee’s Ranking Member John LaFalce (D-NY) says Senator Sarbanes’
chairmanship of the Senate Banking Committee means “thereislesslikely to be ajihad against the GSES’

House Financial Services Committee Chairman Michael Oxley (R-OH) says he is moving methodically on
considering the need for regulatory reform of Fannie & Freddie

National Mortgage News' Bonnie Sinnock claims that Fannie & Freddie are too big to “fly under the radar”

- Sinnock advises that Fannie & Freddie would probably do well if they concentrated more on acknowledging rather
than attempting to hide what they do, “because their actions increasingly hold ramifications for the market as a
whole.”

The new President and CEO of the Financial Services Forum —former Congressman Rick Lazio — says the group plans to
open up adialogue with the GSEs in order to develop a position on the issue [p. 26)|
Are Fannie & Freddie' s automated underwriting (AU) systems discriminatory?|(p. 26) |

- Wall Street Journal article by David Wessel discusses the issue of AU and potential discrimination

- Wessel believesthat a solution to thisissueis to find ways to predict the odds of repayment that don’t disadvantage
blacks or other minorities

- [Editorial Note: Another solution that has been discussed recently is ensuring that there are competing AU systems
available for lenders to use in addition to Fannie & Freddie’'s AU systems. A Mercer study concludes that if
lenders had more choices among the AU systems, a greater number of prospective homebuyers would receive
loan approvals. John Taylor, President and CEO of the National Community Reinvestment Coalition testified
that the GSES' regulators “should encourage a wide diversity of credit scoring systems, competing against each
other in developing sound and flexible underwriting criteria. Thiswill open more doors to homeownership for
minorities and low- and moderate income borrowers.” ]

- HUD has been conducting a fair-lending review of Fannie & Freddie’s AU systems for almost two years

Reverend Jesse Jackson plans to push this year for the creation of ingtitutions like Fannie & Freddie called “ devel opment
banks’ to invest and lend in underserved communities(p. 28)]

- Jackson took issue with Congressman Richard Baker's (R-LA) effortsto strengthen regulation of Fannie & Freddie.
“That'sabad idea,” he said.

- [Editorial Note: In past years, Jackson’s comments toward the GSEs were not as supportive. In 1998, Jackson
advocated the creation of new entities like Fannie & Freddie, but in the context of creating a private-sector
rival to Fannie & Freddie. That same year, Jackson urged shareholders to withdraw investments from Freddie
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and for Congressto hold “oversight hearings,” amid a $15 million race discrimination lawsuit filed by a former
Freddie executive. Jackson also called upon the Clinton Administration and then HUD Secretary Andrew
Cuomo to act. Jackson charged that while Freddie created a poor atmosphere for minority employees, the
company also did a poor job of servicing minority homebuyers.]
«  Fannie & Freddie are continuing to expand into the subprime market [(p. 31)]
- Fannie & Freddie's automated underwriting systems are accepting more loans on the lower end of the credit
spectrum
Subprime lenders are concerned that the GSEs are not adequately pricing subprime borrowers' risk. “They are
applying A-market-loan-to-values to very low FICO score credit,” said Charles Coudriet of Saxon Mortgage.
“They're taking on alot of risk that eventually could be laid at the foot of taxpayers without proper
assessment.”
Some critics of the GSES' entry into the subprime market believe that the GSEs are diluting the quality of Fannie &
Freddie's MBS by including the lower quality subprime loans with the regular conforming loans
Rating agency analyst saysthe GSES' entry into the subprime market will put subprime lenders at a disadvantage
because the GSEs and lenders are not competing on alevel playing field
Subprime lenders take issue with a statement by a Department of Justice official in support of the GSES' entry into
the subprime market

Fanni e Mae
» DC government tentatively agrees to pay $15.7 million to resolve a dispute surrounding the city-owned John A. Wilson
Building (Fannie was involved with the dispute)
- The vast majority of the $15.7 million would pay back most of Fannie’'s $13 million investment in the project
« Fanniefurther expandsits political reach by including Federal and State officeholders in its press conferences and press
releases and increasingly using its partnership offices in press events [ é 34§
- Fannie hires the former district director to Congressman Paul Kanjorski (D-PA) (Ranking Member of the Financial
Services Committee's Capital Markets and GSE Subcommittee) to head its Northeastern and Central
Pennsylvania Partnership Office
- Fannie has 44 Partnership Offices open across the country
- Financial consultant Bert Ely believes Fannie’ s media events raise ethical questions. “Thisis an extension of not
only their lobbying but also their political action committee contributions,” he said. “Everybody knows what
they're doing. It's something that many of us find offensive, but that’s how they play the political game.”

Freddi e Mac
»  Despite objections from the Bond Market Association (BMA), Freddie is proceeding with its plan to change the
prepayment accounting cycle for its mortgage-backed securities to a calendar month rather than a midmonth cycle
- The change will allow Freddie’'s MBS to be based on the same prepayment calendar cycle as Fannie Mae and
Ginnie Mae
Some MBS investors are expected to lose tens of millions of dollars as a result of Freddie’s switch in the
prepayment accounting cycle
The BMA expresses “disappointment and concern” with the “timing and effective date of [the] change” and
suggests Freddie postpone the effective date
Freddie' s representatives say they are implementing the change as of June in part because the company felt market
conditions then would be the most conducive to relatively minimal market disruption
George Miller, Senior Vice President and Deputy General Counsel at the BMA, responds that current market
conditions are ones that “from a corporate perspective favor Freddie Mac” and are “arguably the opposite for
other market participants’
«  President Bush appoints five people to serve on Freddie's Board
- [Editorial Note: Unlike fully private corporations, the President of the US has the authority to appoint board
membersto Fannie & Freddie, which in part strengthens the government’ s implied backing of the GSEs.]
» Freddie, in partnership with the Manufactured Housing I nstitute, has developed a template that can be used to qualify more
manufactured housing loans for conventional financing
»  Freddie holds press conference with Cong. Edward Royce (D-CA) to announce a $25 million initiative for California

homebuyers

Federal Home Loan Banks
* Thesaariesof the 12 FHLBank Presidents increased after a statutory requirement that the FHFB approve the FHL Bank
Presidents’ compensation packages was removed [[p. 40) ]
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Maj or Events

President Bush’stop economic adviser, L awrence Lindsey, says concer ns about therapid growth

and financial soundness of Fannie & Freddie arelegitimate

“Itisareal problem in the sense that one might argue that the benefits of government support are

not necessarily accruingto ordinary citizens,” said Lindsey, “and | think that’sa matter of
legitimate concern.”

President Bush’ s top economic adviser, Lawrence Lindsey, says concerns about the rapid growth and
financial soundness of Fannie and Freddie are legitimate. However, because there are no clear
solutions to questions about the size of the GSEs, the Bush administration is not likely to act on the
issue in the near future. “When you actually have to prioritize, | think thisis one on thelist, but I'm
not sure a clear solution presentsitself. | don’t think the problem’s going to be solved right away,” he
said. Lindsey’sremarks were in response to a question after a speech to the National Economists
Club. Lindsey said he believesit isvalid to question whether the advantages that Fannie and Freddie
receive from their GSE status are passed on to all ordinary citizens. “It isarea problem in the sense
that one might argue that the benefits of government support are not necessarily accruing to ordinary
citizens,” said Lindsey, “and | think that’s a matter of legitimate concern.” Lindsey further noted that
there also would be a potential cost to the public if there should be an event with “catastrophic
consequences’ that forced the government to bail out Fannie and Freddie.

Lindsey noted that addressing thisissue is highly complicated, and praised the efforts by
Congressman Richard Baker (R-LA) and Federal Reserve Board Chairman Alan Greenspan on the
issue. “I commend Congressman Baker for his effortson this. I’m not sure that he has necessarily all
the right solutions, but he’s done a very good job in highlighting it and | applaud that,” said Lindsey.
“1 think Chairman Greenspan has done avery good job highlighting these problems as well.”
(Reuters, Mark Felsenthal, 6/14/01; Wall Street Journal, Damian Milverton, 6/14/01)

HUD Secretary Mel Martinez saysthe Bush administration would like to strengthen OFHEO

“I don’t think thereisany question that OFHEO needsto be a stronger regulator, and we'revery

focused on insuring that that happens,” said Secretary Martinez

Secretary Martinez saysthe Bush administration supports OFHEO, not the Federal Reserve (as
proposed under Congressman Baker’s GSE bill), asthe proper regulator for Fannie & Freddie

[Editorial Note: HUD isFannie & Freddie's mission regulator, while OFHEO regulates Fannie &

Freddie' s safety and soundness.]

HUD Secretary Martinez says the Bush administration would like to strengthen OFHEO. “I don’t
think there is any question that OFHEO needs to be a stronger regulator, and we' re very focused on
insuring that that happens.” Secretary Martinez said he and Treasury Secretary Paul O’ Neill have
discussed ways to strengthen oversight to meet the demands of institutions as large as Fannie and
Freddie. “That is part of what we want to see happen in the future,” Secretary Martinez said.
Secretary Martinez added that the Bush administration believes that OFHEO not the Federal Reserve
isthe regulator to do the job. “We think that is the right place for the regulation to take place.”
(Reuters, Mark Felsenthal, 6/12/01)

© 2001 by Canfield & Associates, Inc. All rights reserved.




National Association of Realtors (NAR) and the California Association of Realtors (CAR) are
lobbying to allow Fannie & Freddieto expand into the higher-income market

NAR and CAR arelobbyingtoraisethelimit on theloansthat Fannie & Freddie are allowed to
pur chase from $275,000 to $412,500 in certain high-cost areas

[Editorial Note: By law, the conforming loan limit is $275,000, while the limit in Hawaii, Alaska,
Guam and the US Virgin Islandsis 50% higher ($412,500).]

Financial Services Roundtable opposes raising the conforming loan limits

“Raising it would extend the subsidy of Fannie and Freddieto upper income home buyers,” said
Steve Bartlett, President of the Financial Services Roundtable. “There snothing wrong with upper
income people, but there should not be an implicit guar antee of the federal gover nment to subsidize

their mortgages.”

Mariel Donath, President of the Community Bankers Association of New York State and L ouis
Nevins, President of the Western L eague of Savings I nstitutions opposeraising Fannie & Freddie's
loan limitsto help “the per ceived needs of theill-housed wealthy”

To afford a home requiring $412,500 in mortgage financing, a borrower needs an income
approaching $200,000

“It islow-, moderate-, and middle-income citizens who have a problem finding adequate housing.
Subsidizing the wealthy is not a good public policy,” argue Donath and Nevins

Donath and Nevins propose that the current $275,000 ceiling should be frozen, so “ GSE subsidies
can be directed wherethey are needed the most. Four mortgages of $100,000 could be subsidized
for what it costs to subsidize one $400,000 loan.”

Donath and Nevins suggest means-testing the GSES' mortgage programs because “it islikely that a
large number of very rich peoplereceive the subsidy, but only the GSEs know for sure”

For example, a homebuyer who recently bought a $1.2 million home in Hawaii, benefited from the
GSES subsidy. Whilethe homebuyer had enough cash to pay for the house outright, the
homebuyer opted to borrow a portion of thetotal for tax reasons and settled on $412,500 to take
advantage of the lower interest ratein the confor ming market.

Fannie & Freddie deny they are engaged in attemptsto raise theloan limits, however, a
spokeswoman for Freddie said the company supportsraising theloan limits

» Accordingto Miriam Elijaswith the American Banker, the National Association of Realtors
(NAR) and the California Association of Realtors (CAR) arelobbying to raise the conforming
limit on the loansthat Fannie and Freddie are allowed to purchase from $275,000 to $412,500 in
certain high-cost areas. Conforming loan limits (the maximum amount that Fannie and Freddie
can purchase) are adjusted annually based on the national home price data. The conforming
loan limitsrise almost every year. Duringthe 1970s, Alaska, Guam, Hawaii, and the US Virgin
|slands wer e awar ded higher loan limits because of the high cost of building there. Under the
current formula, the maximum loan amountsthat Fannie and Freddie may purchasein Alaska,
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Guam, Hawaii, and the US Virgin Isands are 50% higher than the limitsfor therest of the
country. (American Banker, Miriam Elijas, 5/17/01)

CAR islobbying heavily to qualify for the same terms as Hawaii and Alaska. “It’'s a question of
fairness,” said Marcia Salkin, Director of Public Policy for CAR. “Isit appropriate to single out
states’ like Hawaii and Alaskafor specia benefits, while other areas such as California also have
exceptionally high home prices? Salkin said California, New Y ork, New Jersey, M assachusetts, and
possibly even Washington and Colorado should get higher loan limits to help ameliorate their recent
price gains. Salkin estimated that raising the conforming loan limit to $412,500 would allow as many
as 85,500 additional familiesto be able to get a home priced under the conforming loan limit. (Wall
Street Journal, Patrick Barta, 6/11/01)

According to CAR’s Salkin, the CAR’ s 98,000 members are working closely with NAR on the issue.
Officials of NAR lobbied Washington in May to raise the conforming loan limits. NAR officially
adopted a motion to change the limitsin November 2000. George Griffin, NAR’s Managing Director
of Policy, said the organization is “trying to get its arms around theissue.” CAR'’s Salkin stated, “We
are working on building awareness for the need to change,” noting that CAR recently met with 30
Congressional Members. (American Banker, Miriam Elijas, 5/17/01)

Raising the confor ming loan limit may benefit the wealthy

Tracy Stice, abroker at Century 21 All Islandsin Maui and President of the Maui Board of
Realtors noted that a homebuyer who recently bought a $1.2 million home in Hawaii, benefited
from the GSES subsidy. Whilethe homebuyer had enough cash to pay for the house outright,
the homebuyer opted to borrow a portion of thetotal for tax reasons and settled on $412,500 to
take advantage of the lower interest ratein the conforming market. (Wall Street Journal, Patrick
Barta, 6/11/01)

Financial Services Roundtable opposesraising the conforming loan limits

Steve Bartlett, President of the Financial Services Roundtable, wrote a June 14 letter to the
Chairman of the House Financial Services Committee Michael Oxley (R-OH) to express
opposition to any attemptsto raise the conforming loan limits. Bartlett said he was prompted
by rumorsthat araise was under consideration. “Raising it would extend the subsidy of Fannie
and Freddieto upper income home buyers,” said Bartlett. He added, “ There s nothing wrong
with upper income people, but there should not be an implicit guarantee of the federal
government to subsidize their mortgages.” Bartlett noted that raising the confor ming loan limit
to $412,5000 would benefit home buyer swith annual incomesin the $150,000 to $200,000 range.
“Families with incomes of this high level do not need a subsidy to become a first time home
owner,” hesaid. Raisingthe conformingloan limit would allow Fannie and Freddie to grow
even larger and would drive out private lendersfrom the jumbo market [loans above the
conforming loan limit]. (Reuters, Mark Felsenthal, 6/15/01)

Mariel Donath, President of the Community Bankers Association of New York State and L ouis

Nevins, President of the Western L eague of Savings | nstitutions oppose r aising the confor ming loan

limits

In a Letter-to-the-Editor to the American Banker, Donath and Nevins opposeraising Fannie and
Freddie’'sloan limitsto help “the perceived needs of theill-housed wealthy.” Donath and Nevins
note, “It islow-, moder ate-, and middle-income citizens who have a problem finding adequate
housing. Subsidizing the wealthy isnot a good public policy.”
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Donath and Nevins noted that argumentsto raise the confor ming loan limits seem to imply that
homebuyer s seeking loansin excess of $275,00 ar e having difficultly finding mortgages. “That
issimply not the case.” Those borrowersthat arefortunate enough to afford housing in these
pricerangesare currently able to get competitive financing from a number of lenders. “They
may not be able to get a 25-basis-point rate subsidy, but why should they? To afford a home
that requires $412,500 in mortgage financing, a borrower would need an income appr oaching
$200,000.” Donath and Nevins proposed freezing the current $275,000 ceiling, so “ GSE
subsidies can be directed wherethey are needed the most. Four mortgages of $100,000 could be
subsidized for what it coststo subsidize one $400,000 loan.”

Donath and Nevins suggested means-testing the GSES mortgage programs because“ it islikely
that alarge number of very rich peoplereceive the subsidy, but only the GSEs know for sure.”

Dan Crippen, Director of the Congressional Budget Office, testified that the aver age |oan-to-
valueratio on loans purchased or securitized by Fannieisabout 71% and 73% for Freddie—
meaning that about half the borrowerswho receive GSE subsides have 30% or more equity in
their homes. Donath and Nevins noted, “ While this does not mean that half of the GSE-aided
borrowersaround the country are affluent, it strongly suggeststhat many of them are. Thisis
hardly theimage the agencies project in running advertisementsin major newspapersand on
television ads.”

Raising the loan limits would decr ease competition and for ce private-sector lenders out of the
business. If thecellingwereraised in high-cost areas, “it isreasonable to assume that about
71% of the newly eligible mortgages’ would either go to Fannieor Freddie. “In theshort run, a
great many very affluent borrowerswould see areduction in their mortgagerates. 1n thelong
run, however, there would inevitably be less competition in the mortgage mar ket as mor e and
mor e private-sector lendersabandoned it.”

“We hope Realtorswill reconsider their position on higher ceilings. It may not bein their long-
term interest to expand, even further, the GSE rolein mortgage finance...Federal housing
subsidies, no matter how delivered, should be aimed lower, not higher,” concluded Donath and
Nevins. (American Banker, “ Letter-to-the-Editor,” by Mariel Donath and Louis Nevins, 6/1/01)

MBA is undecided on the issue

An MBA spokesman acknowledged the issue is heating up but the MBA has no position yet. “We
will hear from our members this summer,” he said. (American Banker, Miriam Elijas, 5/17/01)

Fannie & Freddie deny they are engaged in attemptsto raise theloan limits, however, Freddie

supportsraising theloan limits

According to Rob Garver with the American Banker, officials at Fannie and Freddie denied that they
are engaging in any attempts to raise the conforming loan limits. (American Banker, Rob Garver,
6/18/01) Freddie Spokesman Douglas Robinson said, “We did not and do not deny that some
communities would benefit from higher loan limits, but we are not lobbying anyone” for them.
(American Banker, Rob Garver, 6/18/01) An earlier report noted that a spokeswoman for Freddie
said that the company supportsthe change, but that it was not something that the GSE would
focuson. (American Banker, Miriam Elijas, 5/17/01) Fannie Spokeswoman Janice Daue said,
“Thereis no movement on Fannie Mag's part to change the loan limits.” (American Banker, Rob
Garver, 6/18/01) “Intheir heart of heartsthey are secretly positively disposed to this, but they
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may not seethisas an issue they want to get out in front of,” said Congressman Brad Sherman
(D-CA). (American Banker, Miriam Elijas, 5/17/01)

American EnterpriseInstitute Fellow Peter Wallison and financial consultant Bert Ely arguethat
even when the housing mar ket was growing at historic levelsin 1999 and 2000, Fannie & Freddie
had to grow faster than the mortgage market and take on morerisk in order to meet their promises
to Wall Street

A slowdown in the economy or the housing market could “squeeze’ the GSES profit growth and
forcethem to take on an even greater amount of risk and expand beyond their chartersinto other
areas of the economy

Fannie & Freddiewill eventually acquire or guarantee substantially all the mortgagesthat the law
per mitsthem to acquire or guarantee — essentially nationalizing the residential mortgage market -
in order to meet their promisesto Wall Street. Unless Congressor HUD stepsin, Fannie & Freddie
could nationalize the mortgage market at some point this decade.

Wallison and Ely predict that by the end of 2003, Fannie & Freddie will control 91.5% of the
confor ming, conventional mortgage market and will hold more debt than the US gover nment with
about $3.3 trillion in outstanding mortgage obligations. Wallison and Ely noted, “|f the American

people believe that the national debt isbeing reduced, they arein for a shock.”

Even after Fannie & Freddie nationalize theresidential mortgage market, they will still need to
take on morerisk and expand into other areas of the economy in order to meet earnings promises
to Wall Street, argue Wallison and Ely

“Down theroad, they are going to run into some ear nings growth problems—the market can’t
grow theway it is, and they [Fannie & Freddie] can’t grow the way they have,” said Ely, unlessthe
GSEseither enlarge the secondary market or break out of it

“Thetrain wreck that wetalk about is somewhere down thetrack...It may be 2005 or 2008 until
they [Fannie & Freddig] hit thewall,” said Wallison.

“Fannie Mae and Freddie Mac are out of control, unrestrained by competition, market discipline,
Congressional oversight or a strict enforcement of their charters,” contend Wallison and Ely

Wallison and Ely urge Fannie & Freddie’ s management to consider drafting privatization plans
In related news, National Mortgage Newsreportsthat Fannie & Freddieareon track to purchase

63% of all residential mortgage loans originated in the USthisyear (includes conventional, jumbo,
subprime, Alt A, government and other loan types)

Overview of Wallison and Ely’s update to their * Nationalizing Mortgage Risk” study

* Walison and Ely held a June 4 AEI briefing to update their March 2000 paper, “ Nationalizing
Mortgage Risk,” and itsimplications for the future of Fannie and Freddie. Wallison and Ely projected
that, in order to meet the 15% annual rate of profit growth promised to Wall Street, Fannie and
Freddie would have to hold or bear the credit risk of almost half of all residential mortgagesin the US
by the end of 2003. They noted that their earlier study was based on 1998 data. Now, two more
years of data show that the principal trendsidentified in the study have continued; Fannie and
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Freddie are still growing faster than the secondary mortgage market and will eventually have to
expand into other areas of the economy to sustain that growth. However, the unusually strong
mortgage market in 1999 and 2000 allowed Fannie and Freddie to meet their profit goals
without taking on as much new risk as Wallison and Ely had initially projected. If the mortgage
market growth slows—as occurred at the end of 2000 and continues today — Fannie and Freddie
will havetake on even morerisk in order to meet their earnings growth promisesto Wall Street.
“Thiswill mean they will have taken on substantially morerisk, for which the taxpayersof this
country are ultimately liable...In addition, and per haps equally important, Fannie and Freddie
will have moved closer to the day when they will have acquired or guaranteed substantially all
the mortgagesin the United Statesthat the law per mitsthem to acquire or guarantee. When
thispoint arrives, they will have nationalized theresidential mortgage market.” (AEIl Briefing
and Paper - updating “ Nationalizing Mortgage Risk” study, Peter Wallison and Bert Ely, 6/4/01)

Fannie & Freddie must expand and take on more risk to meet their promisesto Wall Street

Fannie’'s Chairman Franklin Raines promised Wall Street investorsin a May 1999 speech that
Fannie would doubleits earningsin five years, representing a compounded year -over -year
growth in earningsof 15%. Wallison and Ely noted that this ear nings growth could only be met
if Fannie and Freddie substantially grow their revenues and their risk. Rainesalso told Wall
Street investors that at the end of 2003, Fannie would have 28% of the market. Wallison and Ely
noted that in making this promise, Raines was assuming a certain rate of growth in the mortgage
market over the next five years. If the market grew faster than predicted, Fannie could reach its
profits goals without having 28% of the market at the end of the period, but if the market grew more
slowly than predicted, Fannie would have to acquire a larger market share and take on more risk to
meet its profits projections.

The mortgage markets in 1999 and 2000 were exceedingly strong growth years for the mortgage
markets - much stronger than Wallison and Ely had projected in their 2000 study. They had predicted
agradual decline in the growth of the mortgage market — from its 9.3% 1998 growth rate to 8% in
1999 and 7% in 2000. In reality, the mortgage market grew 10.1% in 1999 and 8.7% in 2000,
enabling Fannie and Freddie to meet their profits projections by taking on less overall risk than
Wallison and Ely had first projected in their original study. For example, they found that together
Fannie and Freddie increased their retained portfolios by 48%, although they had projected growth of
57% by the end of 2000. The combined growth for GSES' retained and guaranteed mortgages, which
Wallison and Ely had earlier projected to be 28%, turned out to be 23%. (AEI Briefing and Paper -
updating “ Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01)

Even under a strong housing market, Fannie & Freddie had to grow faster than the mortgage market and

take on more risk in order to meet their promises to Wall Street — Fannie & Freddie are an impending

“train wreck” under a slower economy

Wallison and Ely noted that even when the mortgage market was growing at historic levels,
Fannie and Freddie still had to grow much faster than the mortgage market and take on more
risk to meet their earnings promisesto Wall Street. They noted that while the mortgage market
grew by 20% between 1998 and 2000, Fannie and Freddie s shares grew by 23%. Wallison and
Ely contended that a strong housing market in 1999 and 2000 boosted the ear nings of and
slowed down an impending crisisfor Fannie and Freddie. “The mortgage market grew so fast
in 1999 and 2000 that Fannie M ae and Freddie Mac did not have to price-cut so much to put
business on their books, and thus could maintain the higher mortgage costs,” said Ely.
However, a slower economy and the possibility of reducing the GSEs subsidies could cause
their double-digit earnings growth to disappear and cause the GSEsto enter into a downward
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spiral. “Had the market declined, Fannie M ae and Freddie M ac would have to take on much
morerisk. Down theroad, they are goingto run into some ear nings growth problems—the
market can’t grow theway it is, and they [Fannie & Freddie] can’t grow the way they have,”
said Ely. At some point, Ely and Wallison said that the GSEswould haveto slow their growth
to match the mortgage market “and disappoint Wall Street,” Ely added that the GSEswould
either enlarge the secondary market or break out of it. “At some point something hasto give,”
said Wallison. “Wall Street isacting perfectly sensiblein buying into arate of profit growth of
15% per year,” said Wallison. But “thetrain wreck that wetalk about is somewhere down the
track,” said Wallison. “It may be 2005 or 2008 until they hit thewall. They havealittle bit of
timeto rearrange themselves and expand into other markets.” (Real Estate Finance Today, Mike
Sorohan, 6/11/01; Dow Jones Newswire, Dawn Kopecki, 6/4/01)

Over time, the GSEs will eventually own or guarantee nearly all mortgages in the US that the law permits

them to acquire or quarantee, essentially nationalizing the residential mortgage market

Wallison and Ely argued that when the mortgage market growth slows—asoccurred at the end
of 2000 and continuestoday — Fannie and Freddie will haveto take on even morerisk if they are
to meet their earnings growth promisesto Wall Street. Wallison and Ely noted that Fannie and
Freddie will eventually saturate the US mortgage industry and will acquire or guarantee
substantially all the mortgagesthat they law permitsthem to acquire or guarantee, essentially
nationalizing theresidential mortgage market. Unless Congressor HUD stepsin, Fannie and
Freddie could nationalize the mortgage market at some point in this decade. Wallison and Ely
estimated that by the end of 2003, Fannie and Freddie will retain over half of all
conventional/confor ming mortgages (51.9% ) and will haveretained or guaranteed over 90% of
all conventional, confor ming mortgages (91.5%). (AEIl Briefing and Paper - updating

“ Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01)

Fannie & Freddie must expand into new markets to meet their promises to Wall Street

Once Fannie and Freddie have acquired or guaranteed substantially all the mortgagesin the
US, in order to continue to meet their promisesto Wall Street, the GSEs must either break out
of the secondary market or substantially raise the conventional/conforming loan limit.

However, even expanding the market by raising the conventional/confor ming loan limit will
only postponetheinevitableresult that the GSEswill still haveto grow faster than the mortgage
market, and eventually will once again be confined by this market.

The GSES long-term strategy therefore must beto expand beyond the mortgage marketsinto
other forms of finance. Wallison and Ely argued that they are alr eady seeing evidence that
Fannie and Freddie are moving into other forms of finance. They noted that the unnecessary
effort by the GSEsto create a Fannie and Freddie“ brand name” through advertising
“foreshadows a program of dealing directly with consumersin thefuture.” Fannieand Freddie
are also likely to make arrangementswith real estate brokersthat amount to mortgage
origination, enter consumer finance based on home equity loans, or possibly enter into the
commercial mortgage market. “Fannie and Freddie—even under the most favorable
circumstancesthey are ever likely to encounter —must still continueto grow faster than the
mortgage market if they areto meet their promisesto Wall Street, and therefore must find new
areas of profitable activity beforethey run out of the assetsthey are per mitted to acquire or
guarantee.” (AEIl Briefing and Paper - updating “ Nationalizing Mortgage Risk” study, Wallison
and Ely, 6/4/01)

11

© 2001 by Canfield & Associates, Inc. All rights reserved.



Fannie & Freddie stotal debt and obligations keep growing — Fannie & Freddi€' s retained portfolios are

also increasing

Wallison and Ely noted that Fannie and Freddi€e’ s outstanding indebtedness will increase
significantly over the next few year s due to continuing balance sheet growth caused by the
GSES' increased emphasis on holding mortgages and MBS on their portfolios. Wallison and Ely
projected that by the end of 2003, Fannie and Freddie will hold mor e debt than the US
government with about $3.3 trillion in outstanding mortgage obligations. Wallison and Ely
noted, “1f the American people believe that the national debt isbeing reduced, they arein for a
shock.” Ely stated, “Isthe Federal government really paying down itsdebt, or arewe merely
substituting one kind of public debt for another. Arewe nationalizing risk?” By the end of
2003, Wallison and Ely projected that Fannie and Freddie will have retained 27.0% of all residential
mortgage loans (not just the conforming/conventional mortgages) in their portfolios and will have
retained over half (51.9%) of al conventional/conforming mortgages on their books. Wallison and
Ely explained that by purchasing their own MBS and whole loans for their portfolios, Fannie and
Freddie are taking on more risk than simply guaranteeing a mortgage. By guaranteeing MBS, a GSE
takes on credit risk. By purchasing their MBS and whole loans and retaining them in their portfolios,
the GSE are taking on both credit and interest rate risk. (AEI Briefing and Paper - updating
“Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01; Dow Jones Newswire, Dawn

K opecki, 6/4/01)

Without their federal subsidies, Fannie & Freddie would not be as profitable

Wallison and Ely pointed out that the GSES' retained portions of their federal subsidiesarea
substantial portion of Fannie and Freddie' s high ROE. “When you pull the subsidies out, you
see that these companies are not that profitable and, frankly, that should raise questions’ about
the efficiencies and efficacies of using the GSEs as a mortgage subsidy vehicle, said Ely. (Dow
Jones Newswire, Dawn Kopecki, 6/4/01; AEI Briefing and Paper - updating “ Nationalizing Mortgage
Risk’ study, Wallison and Ely, 6/4/01) Wallison and Ely noted that using the CBO’ s recent estimates
on the GSEs' federal subsidies, it is clear that Fannie’s ROE in 2000 would have dropped by
approximately one-third, from areported 25.6% to 16.8%, absent its retained federa subsidy. |f
Fannie had to meet a private-sector leveraging standard of equity capital equal to 4% of itson-
balance sheet assets, itsreturn on common equity would have dropped to about 13% for 2000.
“In effect, Fannie' s superior ROE, relative to its private-sector competitors, flows entirely from its
retained subsidy.” The situation issimilar at Freddie. Freddie sretained federal subsidy in 2000
raised its ROE from 13.3% to areported 23.7%. Freddie’ s subsidy accounted for amost half of its
ROE in 2000. If Freddie had to meet a private-sector leveraging standard of equity capital equal
to 4% of its on-balance sheet assets, itsreturn on common equity would have dropped to about
10% for 2000. “Like Fannie, Freddie owesitssuperior ROE solely toitsretained subsidy.” (AEI
Briefing and Paper - updating “ Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01)

Wallison and Ely advocate privatization

Wallison noted that it would behoove the managements of Fannie and Freddie to consider
privatization and cometo Congress at some point with a plan. He advocated that this be done
soon, since someone may move to break up Fannie and Freddie into smaller companiesthe
longer they wait for privatization. At their current size, Fannie and Freddie are probably “too-big-
to-fail” even with privatization. There should be a serious discussion right now about breaking the
GSEs into smaller companiesto alleviate the “too-big-to-fail” problem. Ely noted that he would be
surprised if Fannie and Freddie were not already looking at privatization. The question iswhat will
push the GSEs over the edge.
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* When asked by a Fannie representative, whether Citigroup and Bank of America should be privatized
since they are larger than Fannie and Freddie and may be “too-big-to-fail,” Ely noted that Citigroup
and Bank of Americawere not subsidized by the federal government and they are already fully private
companies. Wallison noted that in FDICIA, there are specific provisions to try to address the issue of
“too-big-to-fail” among banks, however no such thing exists currently for Fannie and Freddie. Also,
Bank of America and Citigroup do not bear the high market share percentage of the mortgage market
that Fannie and Freddie bear and that is why Congress would be more likely to rise to Fannie and
Freddie’ s rescue rather than these other companies. “Thereisn’t much of a chance, even if they
[Fannie & Freddie] were privatized, that Congress wouldn’t come to their rescue,” said Wallison.
(AEI Briefing and Paper - updating “ Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01,
Dow Jones Newswire, Dawn Kopecki, 6/4/01) Ely also presented aworking paper on privatizing
Fannie and Freddie, exploring the option of privatizing Fannie and Freddie patterned after Salie
Mage's privatization. (* The Mechanics of Privatizing Fannie Mae and Freddie Mac,” Bert Ely, May
2001)

Since Fannie & Freddie are exempt from SEC registration, AEI has provided a copy of Fannie’s proxy

statement on its Web site as a public service (includes Fanni€’ s executive compensation)

» Wallison noted that so much of the GSES' executive compensation comes from stock compensation,
making it more difficult to contain the GSES' growth. Unlike fully public companies, Fannie and
Freddie do not have to register their securities with the SEC, nor make available the information they
use to solicit proxies from their investors in connection with the election of their boards of directors.
However, the rules of the New Y ork Stock Exchange require them to solicit proxies, and to provide
investors certain basic information about their operations, including compensation and stock
ownership of their offices and directors. Both Fannie and Freddie have Web sites. However you
cannot find the GSES' proxy statements on their Web sites. Wallison invited participants to view
Fannie's proxy statement on AEI's Web site at lwww.aei.org/ann/fannieproxy.pdfl A copy of AEI's
comments on the proxy statement can be found at .aei.org/ann/fannieproxy.htm} (AEI Briefing

on updating “ Nationalizing Mortgage Risk” study, Wallison and Ely, 6/4/01)

National Mortgage Newsreportsthat Fannie & Freddie areon track to purchase 63% of all

residential mortgage loans originated in the USthis year

» Accordingto a National Mortgage News analysis of Fannie and Freddi€ sinvestments, the two
GSEsareon track to purchase 63% of all residential loans originated in the USthisyear. (“All
residential loans’ includes conventional, jumbo, subprime, Alt A, government and other loan
types.) Theanalysiswas based on January to April loan purchases of Fannie and Freddie.
During thefirst four months of the year, Fannie purchased $210.4 billion in mortgages, while
Freddie purchased $121.6 billion. Extrapolating the data, the two GSEs combined could
pur chase $953.6 billion out of an estimated $1.5 trillion in originationsthisyear, or about 63.6%
of all residential loans produced. In 2000, Fannie and Freddie purchased 53% of all mortgages
originated; in 1999, 63%; and in 1998, 52% of all loans originated. (National Mortgage News,
Paul Muolo, 6/11/01)

13

© 2001 by Canfield & Associates, Inc. All rights reserved.


http://www.aei.org/ann/fannieproxy.pdf
http://www.aei.org/ann/fannieproxy.htm

Europe’ s mortgage banks urge the Basel Committeeto provide the samerisk-weighting for their
securitiesto match the risk-weighting of the GSEs -- Eur opean bankswant to be on alevel playing
field with the GSEs

FM Watch urgesthe Basel Committeeto level the playing field between therisk-weighting of
Fannie & Freddie’s mortgage-backed securities (MBS) and private MBS

[Editorial Note: Currently, Fannie & Freddie' s MBS have a 20% risk-weight, while privately
issued MBSrated “AAA” and “AA” have aless advantageous 50% risk-weighting. The new Basel
proposal placesall securitiesrated “AAA” and “AA” on alevel playing field with Fannie & Freddie

—all at a20% risk-weight, making private MBS as attractive asthe GSES MBS/]

FM Watch urgesthe Basel Committee to assess the actual financial risk of Fannie & Freddie and
treat the two companies as private corporations for purposes of deter mining the risk-weighting
used to set the capital requirements on GSE debt and MBS

FM Watch urgesthe Basel Committeeto require “true stand-aloneratings’ of Fannie & Freddie
when capital requirements are set

“It isessential that international bank regulator s set the capital requirementsfor bank holdings of
GSE debt and mortgage-backed securitiesin relation to their risk, without regard to any
Government rescue Fannie Mae or Freddie M ac might receive’

“Fannie Mae and Freddie Mac ar e shar eholder-owned companies expanding every day into arange
of ventures outside their mission,” said FM Watch Executive Director Mike House. “ The capital
rules must reflect this market reality, or Fannie Mae and Freddie Mac will have an undue
advantage over other private companieswithout any positive impact on home owner ship.”

America’s Community Bankers, however, recommendsthat the Basel Committee assign a 0% risk-
weighting for obligations of Fannie & Freddie, while assigning obligations of banks a 20% risk-
weighting

USfederal regulatorsare also considering a proposal that would lower the risk-weighting for all US
AAA-rated and AA-rated ABS and MBSto the same risk-weighting capital treatment as Fannie &
Freddie sMBS

Comment lettersto US federal regulator sindicate widespread support for leveling the playing field
—with the exception of Fannie & Freddie. The GSEsare”up in arms’ over the proposal

L etterswer e sent by the American Bankers Association, America’s Community Bankers, Bond
Market Association, Consumer Mortgage Coalition, Financial Services Roundtable, Mortgage
Bankers Association, Mortgage I nsurance Companies of America, and the National Home Equity
Mortgage Association in support of the federal regulators proposal

Background on Basel risk-weighting issue

» TheBasel Accord proposes assigning a 20% risk weighting to privately-issued AAA- and AA-rated
MBS. Currently, Fannie’s and Freddie’'s MBS are assigned a 20% risk-weighting, while privately
issued MBS, rated AAA and AA, are assigned a 50% risk-weighting. The Basel proposal
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recommends that the GSES MBS and private MBS, rated AAA and AA, be assigned a 20% risk-
weighting, thereby leveling the playing field.

Europe' s mortgage banks urge the Basel Committee to provide the same risk-weighting for their

securitiesto match therisk-weighting of the GSEs - Eur opean bankswant to be on a level playing

fiddd with the GSEs

Reuters English News Service reported that Europe’ s mortgage banks called for alevel playing field
with USissuers of MBS under anew capital agreement being negotiated by the Basel Committee.
“The current proposals, influenced by the American off balance sheet approach, could put European
mortgage lenders at a disadvantage,” said Michael Zell, President of the European Mortgage
Federation. Zell, who is also head of Sweden’s Stadshypotek (the country’ s leading mortgage
institution) said European borrowers were worried that under the Basel proposal their debt would be
saddled with a 50% risk-weighting whereas securities issued by US borrowers, such as Fannie and
Freddie, would carry a 20% risk-weighting, and Ginnie Mae a 0% risk-weighting. This*“could create
opportunities for capital arbitrage and could put portfolio lenders at a competitive disadvantage as it
would be less capital intensive to buy mortgage-backed securities than to have a mortgage book,” said
Z€el. “Wewould like the Basel Committee and [European] Commission to recognise the inherent
character of mortgage loans with a risk weighting below the 50 percent standardised approach,” said
Zé€ll. European mortgage banks were reportedly “stunned” by Freddie' s entry into the euro debt
market, where it has already issued half of its planned 20 billion euros borrowing program. “We want
to achieve alevel playing field, not least in terms of funding instruments,” said Zell. (Reuters English
News Service, Nick Antonovics, 12/1/00)

EM Watch urgeslevel playing field

FM Watch urged the Basel Committeeto permit U.S. regulatorsto treat Fannie and Freddie as
private corporationsfor purposes of assigning capital requirementson GSE debt and MBS. FM
Watch also urged the Basel Committeeto requirereliance on true stand-aloneratings of Fannie
and Freddiewhen capital requirementsare set. In apressrelease, FM Watch noted, “It is
essential that international bank regulators set the capital requirementsfor bank holdings of
GSE debt and mortgage-backed securitiesin relation to their risk, without regard to any
Government rescue Fannie Mae or Freddie Mac might receive’

“Fannie Mae and Freddie M ac ar e shar eholder-owned companies expanding every day into a
range of ventures outside their mission," said FM Watch Executive Director Mike House. “The
capital rulesmust reflect thismarket reality, or Fannie Mae and Freddie Mac will have an
undue advantage over other private companieswithout any positive impact on home
ownership.”

To prevent continuation of the current capital arbitrage with respect to debt and MBS issued by Fannie
Mae and Freddie Mac, FM Watch urged the Basel Committee to:

* “makeit clear in the standardized and internal ratings-based models that any GSE that operates
as a corporate enterprise under applicable law in its country of domicile should be treated as
corporate, not GSE, risk for purposes of risk weighting”; and

* “revisetherisk weightings for GSEs deemed by home-country regulators to be corporate risk
so that only true stand-alone ratings determine the risk weighting used to set the capital
requirement. Failure to use atrue stand-alone rating will render moot the Committee' s intent
to have the capital weightings based on real risk, not agency status.”
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FM Watch noted, “ Currently, Fannie Mae and Freddie Mac'sratings are based not only on their
financial condition, but also on their tiesto the U.S. government. This meansthat their ratings
are not compar ableto thosefor truly private companies, which are assessed solely on the basis
of their balance sheets.”

“It isessential for the Basel Committeeto rely on stand-aloneratings when setting capital rules
related to bank holdings of GSE debt and MBSto prevent the market from further increasing
itsreliance on these companies. Thiswould have the effect of increasing systemicrisk,” said
House. (FM Watch pressrelease, 6/12/01)

ACB recommends that the Basel Committee assign a 0% risk-weighting for obligations of Fannie &

Freddie, while assigning obligations of banks a |less advantageous 20% risk-weighting

In a comment letter to the Basel Committee, America’'s Community Bankers argues that alower risk
weighting not a higher risk-weighting is needed to keep the GSEs focused on their Congressional

mandate. The ACB recommended that the Basel Committee assign a 0% risk-weight for obligations
of Fannie and Freddie and a 20% risk-weight for the obligations of banks and depository institutions.

The ACB letter stated the following: “ACB believes that GSEs within the United States serve an
important mission: particularly facilitating and encouraging the development of housing markets. At
the same time, we believe it isimportant for GSES to operate within the bounds of their
congressionally established missions. As such, we do not favor the treatment of GSES in a manner
similar to traditional corporations because we do not favor their corresponding transformation from
limited-purpose, congressionally directed enterprises. The [Basel] Accord notes that national
supervisors may elect to apply a zero weight to some GSE/PSE debt, and ACB encourages the
Agencies to adopt this stance.” (ACB letter to the Basel Committee, 5/31/01) Michael Briggs,
regulatory council for the ACB, said the group’ s comments were unrelated to the amount of GSE debt
held by banks and insisted that they were related to Fannie and Freddie’ s * special mission and
purpose.” (Dow Jones Newswire, Tyler Lifton, 6/12/01)

Federal regulators are also considering lowering the risk-weighting for AAA- and AA-rated

mor tgage-backed securities that would level the playing field with Fannie & Freddie

Federal regulators (the Federal Reserve System, FDIC, OCC, and OTS) issued a proposed recourse
rulethat givesall AAA- and AA-rated MBS the same capital treatment as Fannie and Freddie's
MBS). The proposed rule was issued on March 8, 2000, with public comments due June 7, 2000.
(Federal Register, pages 12320-12352, 3/8/00) The proposed rule reflects the views expressed in
comments received in response to a proposal issued in 1997. The proposal would make AAA- and
AA-rated private MBS as attractive of an investment as an investment in either of the GSES MBS.
The new proposed rule assigns a 20% risk-weighting to all AAA- and AA-rated MBS, thereby
leveling the playing field between GSE MBS and private MBS.

Fannie & Freddie “areup in arms’ over the proposed rule

Asnoted in the July 7, 2000 GSE Report, Erick Bergquist with the American Banker reported that
Fannie and Freddie “are up in arms’ over the proposed rule. As Bergquist noted, under current rules,
Fannie and Freddie’ s lower risk-weighting has long supplied a strong incentive to buy their securities
instead of privately issued MBS. (American Banker, Erick Bergquist, 6/30/00)

In aJune 7, 2000 letter, Fannie said it supports the proposal’ s attempt to align regulatory capital more
closely with transaction risk, however, the rule does not account for the credit risk differences
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between AA and AAA-rated securities. Fannie recommended that its securities and AAA-rated
corporate bonds be assigned lower credit risk weightings than AA-rated bonds and noted that the
proposed recourse rule was “flawed.” The company also noted that regulators should be aware that
private MBS currently requires a higher risk-weighting because mortgages carry higher interest rate
risk.

In aJune 7, 2000 letter, Freddie noted that the rule would let banks “ structure securitizations that
reduce the capital requirements to a fraction of what they would otherwise be required to hold, even
though the risk exposure remains the same.” (American Banker, Erick Bergquist, 6/30/00; Mortgage-
Backed Securities Letter, Frank Musero, 6/12/00; National Mortgage News Daily, 6/27/00)

Thereiswidespread support for the proposal

Bergquist noted that comment letters on the proposed rule indicate widespread support for
leveling the playing field —with the exception of Fannie and Freddie. He noted that the Bond
Market Association, the American Bankers Association, and the Consumer M ortgage Coalition
sent letter s supporting the proposal. The Bond Market Association saysthe proposal is* well
justified.” (American Banker, Erick Bergquist, 6/30/00)

Financial services trade groups send joint letter to the Fed supporting the proposal of lowering the

risk-weighting of all investment grade private institutions to the same 20% risk-weighting as Fannie

& Freddie

As reported in the May 14, 1999 GSE Report, ajoint financial services trade letter was sent to the
Federal Reserve Board on May 11, 1999 requesting that the Federal Reserve and other bank regul ators
revise the risk-weightings so that al investment grade MBS be given a 20% risk-weighting to ensure
that Fannie and Freddie MBS would not be treated more favorably under bank risk-based capital
guidelines than private MBS with AAA and AA ratings. The letter notes that currently Fannie and
Freddie’'s MBS have “ support from an array of government-granted benefits” which provides
preferential treatment to GSE-supported MBS over other private sector MBS. “In addition to being
among the limited class of securities insured depositories may hold, the risk based capital regulations
afford their MBS [Fannie and Freddie’ s] afavorable 20 percent risk weight, resulting in a 1.6 percent
capital charge.” On the other hand, “MBS guaranteed by private institutions are assigned a risk
weight of either 50 percent (equal to a4 percent capital charge) or 100 percent, depending on the
‘prudential’ nature of the underlying mortgages.”

The letter further notes, “ Since banks and thrifts need to hold less capital against government
sponsored enterprise (GSE) securities than other comparable investments, their required hurdle is
lower, thereby making investmentsin Fannie Mae or Freddie Mac MBS preferred over other
investment alternatives, even when they have identical investment ratings.” The letter concluded by
stating, “We urge the Federal Reserve and other bank regulators to revise the risk-weightings so that
al investment grade mortgage backed securities should be given a 20 percent risk weighting. This
would further the process of reform of the risk-based capital system to more closely align ratings with
real risk.” The letter was signed by the Financial Services Roundtable, America’'s Community
Bankers, American Bankers Association, Consumer Mortgage Coalition, Mortgage Insurance
Companies of America, and the National Home Equity Mortgage Association. (Joint Bank Trade
Letter to Federal Reserve Board, 5/11/99)
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M BA supportstherequlators proposal

As reported in the May 28, 1999 GSE Report, the Mortgage Bankers Association also sent aletter to
the Fed in support of revising the risk weightings. Paul Reid, Executive Vice President of the
Mortgage Bankers Association, sent aletter to Federal Reserve Board Chairman Alan Greenspan
requesting that a reduction be given for the risk-weighting for highly rated (AAA and AA) private
mortgage- and asset-backed securities (MBS/ABS) from 50 percent to 20 percent. Reid wrote that the
“MBA feels strongly that by reducing the capital requirement for these types of securities, the
agencies will have taken an important step toward meeting the goal stated in the rule’s preamble of
adopting ‘ capital requirements that more closely reflect a banking organization’ s relative exposure to
credit risk.”” Reid urged the regulatory agencies to carve out this section and rule on it separately
“without waiting to include it in the final rule.” Reid wrote that “the current risked-based capital rule
discourages a large number of potential investors (banks and thrifts) from investing in highly rated
private label MBS. These investor groups face a significantly higher capital charge for investing in
private label MBS than they do for other MBS of comparable credit quality which enjoy a 20 percent
risk weighting.” Reid closed hisletter by writing that “The MBA believes that remedial action now
would clearly demonstrate that the Fed and the other regulators are truly committed to the goal of
aligning risk ratings more closely to actual risk.” (MBA Executive Vice President Paul Reid letter to
the Federal Reserve Board, 5/24/99)
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Fanni e Mae and Freddi e Mac

The Portland Skanner asks, “Who'sregulating the giants? [Fannie & Freddie]”

Lisa Loving with the Skanner writesa 3-part “critical seriesabout therole—or lack of arole—
Fannie Mae playsin helping African Americans and low-income r esidents buy homesfor their
families’

“Thetwo cor porations, whilereceiving billionsin federal subsidies, remain mor e powerful than the

government that created them, even though it appearsthe private sector and community
organizations help more black families buy houses.”

Lisa Loving of the Skanner (Portland, OR) wrote a 3-part “critical series about the role— or lack of a
role — Fannie Mae plays in helping African Americans and low-income residents buy homes for their
families.” Loving began her series with a publisher’s note that outlined Fannie and Freddie’s GSE
status and noted that the two companies received “tax breaks from taxpayers coffers’ to “supposedly
help families to participate in the American Dream by buying their own homes. However, “too many
studies document increased Black displacement from traditionally Black neighborhoods, and a
gap in homeloans madeto African Americans. Do Fannie Mae'srigid lending guidelines favor
moder ate-income White homebuyer s at the expense of Blacks? Nationwide, critics charge that
Fannie Mae and its brother competition Freddie Mac have dragged their feet in addressing
theseissues.” (The Skanner, LisalLoving, 4/4/01)

Part One:

Loving noted that approximately a year ago, at the request of HUD, the GSEs released their records
on minority borrowers for the first time. Several studies had already shown that the GSEs were not
filling their mandated requirements for minority loans and their policies were, in fact, hurting minority
borrowers. After reviewing the studies, HUD asked Fannie and Freddie to provide statistics on
their low-income and minority borrowing programs. The GSEsboth stalled in releasing their
numbersfor over ayear and finally released numbersonly after HUD threatened them with
fines. Loving noted that HUD planned to release areport that would either confirm or deny the
GSES critics. However, “the two cor porations are so powerful, in fact, the silence on what HUD
found in itsaudit isdeafening. A year later, no HUD report has been issued.” Loving also
criticized HUD for failing to regulate Fannie and Freddie s mission. “The two cor porations,
while receiving billionsin federal subsidies, remain more powerful than the government that
created them, even though it appearsthe private sector and community or ganizations help more
black families buy houses.”

Loving noted that most observers agree that Fannie and Freddie have hel ped increase homeownership
inthe US. However, “the statistics also betray a significant gap in African Americans' ability to
qualify for abank loan that meets Fannie's requirements. The corporations’ profits and protected
government status beg the question — could they do more?’ Fannie's Vice President of Public Affairs,
Janice Daue, denied that Fannie is not doing enough for the black community. Daue stated, “no other
company does as much to finance affordable mortgage for African Americans than Fannie Mae.”
Daue acknowledged a gap in homeownership rates, but said that Fannie is trying to close the gap. She
also noted that the company has pledged to help 5 million new minority homeowners by 2010.

However, not everyone agrees with Daue' s assessment of Fannie's performance. Loving noted that
the company’scriticsrepresent a wideideological range. “From the National Black Chamber of
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Commer ce to the National Conference on Mayors, from the Republican chair of the
Congressional House Subcommittee on Capital Markets[Cong. Richard Baker, R-LA], to
Green Party icon Ralph Nader and Martin Luther King I1l. Some chargethat while Fannie
Mae was created to help more minorities and low-income families buy homes, it hasin some
ways actually cashed in on gentrification.” Northeast Portland US Bank mortgage loan officer
Clarence Bethune stated, “1 would compare them, asfar as having a monopoly, to Microsoft.”

Loving noted that many of the GSES' critics are especially concerned about the GSES' “ ability
to make money without therisksthat other lenderstake. “Becausethey’re‘sponsored’ by the
federal government, Fannie and Freddie benefit from the perception — not specifically written
or stated —that if they default, the government will make good on their debts. It seemsa small
point, but critics allege their tiesto the federal government have allowed Fannie Mae and
Freddie Mac to makerecord profits even as evidence mountsthat they’'refalling behind in their
primary purpose, which isto make more home loans available to the under-served. The
groundswell of criticism against Fannie Mae and Freddie Mac is growing across the nation.”
(The Skanner, LisaLoving, 4/4/01)

Part Two:

Loving examined the difficulty some faith-based community groups have had in working with Fannie.
According to Loving, the Tacoma, WA based Pacific Rim Development and its client, the Memphis-
based Christian Methodist Episcopal Community Development Corp. (CDC) had been working for
two years to develop a program with Fannie for low- and middle-income housing in the Tacoma area.
In April, Fannie agreed in principle to work directly with the CDC in funding the faith-based
organization’s affordable housing projects. The new agreement, according to Arthur A. Fletcher,
Ph.D., chair of the National Black Chamber of Commer ce and promoter of the Tacoma
development proposal “isnothing short of an end-run around HUD and the banking industry.”
The effort with Fannie is new, because under this program, Fannie will work directly with the
CDC in providing loans, rather than channeling loan making decisionsthrough a bank or a
mortgage broker,” according to Fletcher and John JJ Jones, Pacific Rim Vice President. The
director of Fannie’'s community-based initiative, Richard L. Hayes, declined to go that far in his
assessment of the project, saying that it was “under construction.”

A Fannie spokesperson, Colleen Haggerty, expressed exasperation over the difficulty small
organizations seem to have with Fanni€’s partnership process. Haggerty stated, “Y ou don’t just go to
the government and make demands...you have to work through all the issues.”

Loving noted that many community developers find fault with the whole system — not just Fannie.
Fletcher stated, “while federal housing programs have shaped the entire affordable housing
industry...what they’ ve done is chalked up one of the most spectacular cycles of failure imaginable.”
Fletcher and Jonestold L oving that the “ gover nment often locked out African-American
church-based or ganizations that once did the most to offer servicesto the disadvantaged when
mar ket for ces go haywire. Although Fannie Maeisa private cor poration, that tendency has
carried over tothepresent.”

Loving noted that the community groups still have faith that a partnership can be reached with Fannie.
She noted that Fannie did funnel over $190 billion into affordable lending programs last year alone,
although not with the Tacoma group. Loving added, “whether for good or ill, whether for the
common man or cor por ate interests, Fannie Mae is such a dominating forcein the lending
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industry that every timeit shifts policy to address consumer concerns, lives and business
fortunes are affected.” (The Skanner, Lisa Loving, 4/17/01)

Part Three:

Loving stressed that “in the Skanner’stwo-month investigation of Fannie, the most constant
criticism heard from policymakers, developer s and moneylendersisthe need for aloosening of
Fannie Mae guidelinesto include more families with less-than-perfect credit.”

Loving noted that in the past two years Fannie has appeared to try to reach out to minority
communities with new initiatives and by pledging to finance $2 trillion dollars of affordable loans.
However, many are skeptical. JJ Jones, Vice President of the Pacific Rim Development stated
that he feels positive about Fannie’'s new program, but he has“in the past been critical of the
corporation and still regardsthe banking industry with a sharp eye.” Jones stated, “Fannie Mae
was an enabler to discriminatory practices. The Federal Community Reinvestment Act of 1977
laid out worthwhile guidelinesto help minority homebuyersand other under-served
communities. And herewe are, 20-someyearslater, struggling with the samething...We're
struggling with the same thing because the money has been diverted. The money should have
solved the problem.”

Loving noted that a 1996 Congressional Budget Office report found that Fannie and Freddie
received over $6.5 billion ayear from their GSE status. But out of every $2 spent to benefit
homebuyers, over $1 went to stockholders and company executives. In addition, added Loving,
“between 1989 and 1998, Fannie Mae' s stock alone increased in value 1,053 per cent, boosting
the cor poration from a market value of $500 million in 1983 to $70 billion by 1998.” [Editorial
Note: The CBO study was recently updated and found that Fannie and Freddiereceived $10.6
billion in subsidies from the federal government last year, and retained morethan athird of the
subsidy for their shareholdersand employees.]

Loving noted that today Portland isone of the least affordable housing marketsin the US. But
even in the years 1990-96 when housing in Portland was mor e affor dable, home owner ship
among Black Portlanders grew zero percent, accordingto HUD. Loving noted, “Virtually all
Fannie Mae's new lending products over the past year were created in the wake of reportsthe
cor poration was not helping enough low-income and minority borrowers, but instead threw the
bulk of itsresources behind the White, middle-income buyerswho replaced them in Portland
over the past 10 years.” (The Skanner, Lisa Loving, 4/18/01)

American Enterprise Institute’s Charles Calomiris and Peter Wallison statethat contrary to the
claims of the housing GSEs, Fannie & Freddie's new subordinated debt offerings“do not cultivate

market discipline nor create a cushion for losses”

Calomirisand Wallison support full privatization of Fannie& Freddie

Asa“second-best alternative” to privatization, Calomiris and Wallison support credibleregulation

of Fannie & Freddie (preferably by the Treasury Department) and mandatory subordinated debt

that “ credibly bearsrisk”

AEI’s Charles Calomiris and Peter Wallison wrote an op-ed in the American Banker, criticizing one of
the provisions of Fannie and Freddi€' s voluntary risk management agreement that the GSES struck
with Cong. Baker last October. Under the provision, Fannie and Freddie agreed to issue
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subordinated debt to foster more market discipline and increasetheir effective capital.
Calomirisand Wallison noted, however, that Fannie and Freddie s new debt offerings*do not
cultivate market discipline nor create a cushion for losses.” Calomirisand Wallison argued that
to be effective, such subordinated debt must be credibly protected and of sufficient size. “The
subordinated debt issued by Fannie and Freddie fails on both counts,” stated Calomirisand
Wallison.

Calomiris and Wallison, as well astheir colleagues on the Shadow Financial Regulatory Committee,
have advocated a 2% minimum subordinated debt requirement for large banks as sufficient to bring
market discipline into the bank regulatory process. However, for Fannie and Freddie, the proportion
should be larger. Calomirisand Wallison noted that because Fannie and Freddie are not
governed by regulatory restraints that normally apply to banks, a 2% subordinated debt
issuance, as the Committee hasrecommended for banks, would not provide the same degr ee of
market disciplinefor the GSEs. The Shadow Committee recommended for Fannie and Freddie, a
regulatory subordinated debt requirement of 10% of the sum of on-balance-sheet and off-balance-
sheet mortgage assets and obligations of the GSEs.

Even alarger subordinated debt requirement would not be sufficient, unless it were credibly subject to
loss. But thereisno evidencethat Fannie and Freddi€' s current subordinated debt programs
will be any less protected than Fannie and Freddi€e s senior debt, astheyield spreads between
the subordinated debt and senior debt aretiny. Further, the Federal Financial I nstitutions
Examination Council gave the GSES subordinated debt the same 20% risk-weighting asthe
GSES senior debt for purposes of bank capital regulation, “making clear that it does not regard
the debt as bearing significant default risk.”

Calomirisand Wallison recommended that “theimitation subordinated debt that Fannie and
Freddie have issued could be madereal by requiring that all subordinated debt payments may
be suspended when theinstitution hasdrawn on its Treasury credit lineor hasimpaired capital
to any degree and by further requiring that any per manent gover nment fund transfersto these
entities be matched dollar-for-dollar writedowns of the subordinated debt’s face value.”
Calomiris and Wallison also recommended the following: (1) the subordinated debt offerings should
be of along maturity and that only outstanding debt that has more than a year of remaining maturity
should count toward the subordinated debt requirement; (2) regular offerings of such debt, at least
quarterly, should be offered; and (3) Fannie and Freddie should be prohibited from writing derivative
contracts with subordinated debt holders that mirror the risks of these debts.

Calomirisand Wallison concluded, “ Full privatization of Fannie and Freddie isthe best solution
to the problems posed by their mixing of private profitability and public protection. Regulation
isa second-best alternative. Credible prudential regulation (preferably by the Treasury rather
than the Fed, as proposed in the Baker bill), including mandatory subordinated debt that
credibly bearsrisk, would go along way toward controlling the risks these companies pose to
taxpayers.” Caomiris and Wallison are co-directors of the Project on Financial Deregulation at the
AEIl. (American Banker, op-ed by Charles Calomirisand Peter Wallison, 5/14/01)

Fanni€' s response to the op-ed

Arne Christenson, Senior Vice President for Regulatory Policy at Fannie, wrote a response to
Calomiris and Wallison’s op-ed for the American Banker. Christenson noted that “ Fannie and Freddie
are thefirst financial institutions in America actually to carry out what, for most, is still just at the
concept stage.” He claimed that Fannie instituted the subordinated debt program “ because the market
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discipline provided by issuing subordinated debt makes our companies more safe and sound than
ever.” Christenson aso claimed that “Fannie Mag' s subordinated debt is voluntary, revolutionary,
and far more stringent than any bank subordinated debt program.” He further noted, “It isinarguable
that, if all large financial institutions adopted our model — including our subordinated debt program —
the entire financial system would be stronger for it.” (American Banker, op-ed by Arne Christenson,
5/25/01)

Senator Paul Sarbanes (D-M D) becomes the new chair of the Senate Banking Committee (Senator
James Jeffords switch from Republican to Independent gave the Democr ats control of the Senate
and all of its Committees)

Senator Sarbanes says heis open to brokering a compromise between Fannie & Freddie & GSE
critics—hewould liketo see how OFHEQO’s new capital rulesfor Fannie & Freddie work before
considering legislative action

Bloomberg Newsreportsthat Fannie executives and employees wer e Senator Sarbanes' top
contributorsfor his 2000 re-election

Fannie’'s Chairman Franklin Raines noted that the Democrat’s control of the Senate would not
affect Cong. Richard Baker’s (R-LA) legidlation to strengthen regulation of Fannie & Freddie.
“We never thought the Baker legislation was going to be enacted, no matter who was controlling
Congress, so wedon’t see a big change asaresult of this,” said Raines.

Cong. Baker says hewill continueto push the administration and the Federal Reserve for tighter
regulation of Fannie& Freddie

Cong. Baker sayshewill ask the Federal Reserve whether thefinancial benefitsthat the GSEs
derive from their connection to the government distort financial markets

House Financial Services Committee’s Ranking Member John LaFalce (D-NY) says Senator
Sarbanes chairmanship of the Senate Banking Committee means“thereislesslikely to beajihad
against the GSES’

House Financial Services Committee Chairman Michael Oxley (R-OH) says heis moving
methodically on considering the need for regulatory reform of Fannie & Freddie

* OnJune 6, Senate Democrats officialy stepped into their new role as the Senate’ s mgjority party. As
noted in the June 1, 2001 GSE Report, Senator James Jeffords (R-VT) formally announced May 24
that he was leaving the Republican party to become an Independent. Senator Jeffords’ party switch
tilted the balance of power in the 50-50 Senate to the Democrats (50-49-1). With the Democrats
ascension to power, they will now enjoy majorities on all of the Committees, although the details are
still being negotiated.

» Senator Paul S. Sarbanes (D-MD) became the incoming Democratic Chairman of the Senate Banking
Committee, replacing Senator Phil Gramm (R-TX) as Chairman. According to Michele Heller of the
American Banker, Senator Sarbanes offered a strong hint that he would be open to brokering a
compromise between Fannie and Freddie and the GSE critics. Before considering legislative action,
Senator Sarbanes said he would like to see how OFHEQO' s long-awaited risk-based capital proposal
would work. The rules are expected to be finalized at the end of June. (Congressman Baker noted in
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a Reuters article that the date might slip to later in the summer. (Reuters, Mark Felsenthal, 6/6/01))
“We need to focus on carrying that work through so we get thisregulation...put it in place, and then
we work with it and see how it applies,” he stated. “It would be a mistake to knock ourselves off that
track.” Senator Sarbanes further stated, “ Generally | think they’ve [Fannie & Freddie] met their
responsibilities. But they arevery big actors, and obviously, with any big actors, you need to
takealook at them from timetotime,” hesaid. Senator Sarbanes made hiscommentsduring a
Homeowner ship Alliance press conference with Fannie and Freddie.

Speaking at the same press conference, Fannie' s Chairman Franklin Raines noted that the
Democrat’s control of the Senate would not affect Cong. Richard Baker’s (R-LA) legislation to
strengthen regulation of Fannie and Freddie. “We never thought the Baker legidation was
going to be enacted, no matter who was controlling Congress, so wedon’t see a big changeasa
result of this,” said Raines. “Thereal question is, ‘Do people support our mission? Our
experience has been that the vast majority of membersof Congress, including” outgoing Senate
Banking Chairman Phil Gramm “do support our mission.” (American Banker, Michele Heller,
6/5/01)

Bloomberg News reports that Fannie executives and employees were Senator Sarbanes’ top contributors

for his 2000 re-election

Rob Wells with Bloomberg reported that Fannie Mae will get a“friend” when Senator Sarbanes takes
over the Senate Banking Committee. Wells reported that Senator Sarbanes doesn’'t see a need for
legislation on the GSESs, which explains why shares of Fannie and Freddie jumped more than 3% on
May 23 when word of the Senate power shift spread. Wells further noted that Fannie’'s executives and
employees were Senator Sarbanes' top contributors for his 2000 re-election, providing $24,000 to his
campaign, according to the Center for Responsive Politics. Overall, Senator Sarbanes raised $1.85
million for hislast re-election. (Bloomberg News, Rob Wells, 6/6/01)

Congressman Baker says he will continue to push for tighter regulation of Fannie & Freddie

In an interview with Reuters, Congressman Baker said he will continue to push the administration and
the Federal Reserve to strengthen regulation of Fannie and Freddie and will hold hearings and take
other action to keep the issue current, despite fading prospects for Congressional action this year.
“The Sarbanes chairmanship clearly means that this would be an issue that would be dealt with next
year as far as any final resolution,” stated Congressman Baker. He added, “It might require a bit of
change in our approach, but I am no less resolute to a favorable conclusion in this matter.”

Congressman Baker noted on June 6 that he was scheduled to meet with a senior administration policy
advisor to present his legislation and hisarguments. “Thisisthe first formal visit in relationship to the
issue,” he stated. He also noted that he had made a presentation on the GSE issue to the Federal
Reserve Advisory Council in May. Congressman Baker reported that he would ask the Federal
Reserve to comment on whether the financial benefitsthat the GSEs derive from their
connection to the gover nment distort financial markets.

Congressman Baker said he was comforted by Senator Sarbanes commentsthat he would wait
for resultsfrom OFHEQ’srisk-based capital proposal before considering the GSES' regulatory
structure. “That isthefirst sign of recognition to me that something must be done.” (Reuters,
Mark Felsenthal, 6/6/01)

Ranking Member Congressman LaFalce' s comments on the GSE issue
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» Congressman LaFalce says Senator Sarbanes' chairmanship of the Senate Banking Committee means
“thereislesslikely to be ajihad against the GSEs.” When asked whether oversight of Fannie and
Freddie should be kept at HUD or transferred to the Federal Reserve (as proposed in Congressman
Baker’shill), Cong. LaFalce stated, “If you have a coin, | could resolve the problem.” (American
Banker, Michele Heller, 6/7/01) Congressman LaFal ce believes there are more serious problems the
House Financia Services Committee should consider than which agency should regulate Fannie and
Freddie. “In the scheme of things, it's not what | think about at night,” he said. (Reuters, Mark
Felsenthal, 6/6/01)

Chairman Oxley’s comments on the GSEs

» Chairman Oxley says he is moving methodically on considering the need for regulatory reform of
Fannie and Freddie. In general, Congressman Oxley said he feels a need to tread lightly on the issue.
“Itisnot fair or wise for me to stake out an early position” on issues before the Financial Services
Committee. “I don’t see my role as a proponent or opponent but as a facilitator for a bunch of
different views.” Thus, he will take no immediate action on whether Congress should shift regulation
of the GSEs from OFHEO to the Fed. (American Banker, Michele Heller, 6/13/01) “If [Baker] needs
to get from here to there, he’ s going to need some compromises and some ability to have a connect
between the GSEs, the Senate, and the administration — and the chair —and I’ m part of that process,”
said Cong. Oxley. (BNA Daily Report for Executives, Adam Wasch, 6/13/01)

National Mortgage News Bonnie Sinnock claimsthat Fannie & Freddiearetoo bigto “fly under the
radar”

Sinnock advisesthat Fannie & Freddie would probably do well if they concentrated moreon
acknowledging rather than attempting to hide what they do, “ because their actionsincreasingly
hold ramificationsfor the market asa whole.”

* Bonnie Sinnock with National Mortgage News reported that Fannie and Freddie are too big to use the
strategy of “flying under the radar.” Sinnock described “flying under the radar” as a strategy that was
used by some contestants on the television show “ Survivor” because it allowed personsto avoid being
perceived as athreat by other competitors and make it through votes to continue on the program. The
“flying under the radar” strategy appeared to be effective early on, but as the game progressed “flying
under the radar” did not seem like a strategic option and ultimately the strategy that seemed to work in
the latter stages was being open about the power they held and demonstrating that they intended to
wield it responsibly.

» Sinnock wondered whether Fannie and Freddie were using this “flying under the radar” strategy when
it was reported that the GSEs began quietly reducing some of the information they used to routinely
release in their monthly disclosures. The GSEs claim they were merely reducing the tracking of an
increasingly unimportant part of their business. However, as Sinnock noted, “the problem is that any
decrease in disclosure seems to be a less-than-strategic move at this point. Their [Fannie & Freddi€]
influence is becoming more and more apparent, so anything they do behind the scenesis more likely
to draw scrutiny than evadeit.” Sinnock advised that Fannie and Freddie would probably do well if
they concentrated more on acknowledging rather than attempting to hide what they do, “because their
actionsincreasingly hold ramifications for the market asawhole.” Sinnock concluded, “The more the
GSEs do to keep the markets informed, the better their relationship with the private market seemsto
be.” (National Mortgage News, Bonnie Sinnock, 6/11/01)

Background on Fannie & Freddie's decrease in their monthly disclosures
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* Asnoted in the June 1, 2001 GSE Report, Joy C. Shaw with Dow Jones Newswire reported that as
part of Fannie and Freddie’ s voluntary risk management agreement with Congressman Baker, Fannie
and Freddie began voluntarily releasing their interest-rate risk exposure in their mortgage portfolios.
However, at the same time, they also began quietly reducing some of the information they used to
routinely release in their monthly volume summary reports. Some Wall Street analysts speculated
whether the change was made to avoid releasing infor mation that would put the GSES' trading
operations at a disadvantage to other securitiesfirms. The GSEs say they reduced the amount of
information to improve readability and usefulness of the monthly reports. Both GSEs noted that a
breakdown in mortgage purchases would still be available in their quarterly reports. (Dow Jones
Newswire, Joy C. Shaw, 5/22/01)

The new President and CEO of the Financial Services Forum - former Congressman Rick Lazio —
saysthe group plansto open up a dialogue with the GSEsin order to develop a position on theissue

* TheFinancia Services Forum named former Congressman Rick Lazio asits President and Chief
Executive Officer. The American Banker called the Forum an exclusive but enigmatic group of chief
executives of 21 of the country’ slargest banks, securities firms, and insurance companies. Lazio
succeeds George Vojta, aformer Vice Chairman of Bankers Trust Corp. Phillip Purcell, the Chairman
and Chief Executive of Morgan Stanley and Chairman of the Forum, established the group early last
year from an informal alliance of executives that had pushed for enactment of the Gramm-Leach-
Bliley Act in 1999.

* Mr. Lazio said the Forum is working to develop positions on issues such as the regulatory overhaul of
the GSEs and consumer privacy. “The group is going to open up a dialogue with the GSES,” he said.
“The goal now isto develop a position through dialogue and consensus as opposed to outright
confrontation.” (American Banker, Michele Heller, 5/3/01)

AreFannie & Freddie' sautomated underwriting (AU) systems discriminatory?
Wall Street Journal article by David Wessal discussestheissue of AU and potential discrimination

Wessel believesthat a solution to thisissueisto find waysto predict the odds of repayment that
don’t disadvantage blacks or other minorities.

[Editorial Note: Another solution that has been discussed recently isensuring that thereare
competing AU systems availablefor lendersto usein addition to Fannie & Freddie' sAU systems.
A Mercer study concludesthat if lenders had more choices among the AU systems, a greater
number of prospective homebuyerswould receive loan approvals. John Taylor, President and CEO
of the National Community Reinvestment Coalition testified that the GSES' regulators“ should
encourage awide diversity of credit scoring systems, competing against each other in developing
sound and flexible underwriting criteria. Thiswill open more doorsto homeowner ship for
minorities and low- and moder ate-income borrowers.” ]

HUD has been conducting a fair-lending review of Fannie & Freddie's AU systemsfor almost two
years

» David Wessel with the Wall Street Journal wrote a column on the issue of automated underwriting
systems (AU) and potential discrimination. Wessel noted that AU systems are increasingly used to
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automate the process of applying for amortgage. Fannie runs half of the six million applicants it
receives annually through its AU system - Desktop Underwriter. Wessel noted that the system is
“colorblind, but rejects black applicants more often than white.” Wessel added that Fannie would not
provide precise figures.

*  Wessdl asked, “Does reducing the direct role that humans have in decision-making reduce racial
discrimination or perpetuate racial disparities by hard-wiring them?”

* Wessel noted that computers still reject blacks more often than whites because black applicants tend
to make smaller down payments, have more blemishes on their credit histories and have less money in
the bank, which statistics say increases the risk of default. Critics argue that they reflect the long-
lived effects of racism, which are embedded into computer codes.

*  Wessdl believes that a solution to thisissue isto find ways to predict the odds of repayment that don’t
disadvantage blacks or other minorities. A suggestion is the creation of aregistry that would track
rent payments. The theory is that people who pay rent on time are likely to make mortgage payments
on time. Wessel also noted that more blacks than whites are likely to be renters. (Wall Street Journal,
David Wessel, 5/31/01)

» [Editorial Note: One solution that could address concer ns about discrimination in AU systems
isto have mor e competing AU systems.

* A 2001 study by Mercer Management Consulting found that Fannie & Freddie’'s AU systems
resulted in a smaller percentage of loans for minorities and low-income borrowersthan similar
systems developed by private-sector companies. The study also found that private-sector
companies AU systems, when compar ed with Fannie & Freddie’s AU systems, approved 10%
mor e borrowersfor loansthan Fannie & Freddie’'s AU systems. The study concluded that if
lender s had mor e choices among the AU systems, a greater number of prospective homebuyers
would receive loan approvals. (For moreinformation on the Mercer study, please seethe
March 30, 2001 GSE Report.)]

Others have also noted the dangers of only having two automated underwriting systems (Fannie &

Freddie) with little competition

* Intestimony beforethe Capital Markets Subcommittee last year, John Taylor, President and
CEO of the National Community Reinvestment Coalition stated that the GSES regulators
“should encourage a wide diver sity of credit scoring systems, competing against each other in
developing sound and flexible underwriting criteria. Thiswill open more doorsto
homeowner ship for minorities and low- and moder ate-income borrowers. In addition, the
regulatory oversight agency should continue conducting fair lending testing of the GSE
underwriting systemsas HUD hasjust started doing.” (Testimony of John Taylor, President and
CEO of the National Community Reinvestment Coalition before Capital Markets Subcommittee,
6/15/00)

* “Fannieand Freddie could gain dominance over the AU market and lower the level of
competition that would otherwise have occurred. Asaresult, home buyerswould pay moreto
buy a home than they would have otherwise.” — Ron Feldman, Senior Financial Analyst, Federal
Reserve Bank of Minneapolis (“ Mortgage Automation Threat,” The Region — Federal Reserve Bank
of Minneapolis, 12/96)
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* “Tothe extent that the GSEs now finance a significant portion of their sector of the mortgage market,
the willingness of a GSE to purchase a mortgage has become afar more significant factor in deciding
whether to originate that mortgage. The GSES automated underwriting systems ar e increasingly
becoming the means by which originators decideto lend. Thistechnology will make the process
mor e efficient. In thelong run, however, thistrend may result in lessdiversity in credit
decisions and less price competition.” — Former Treasury Under Secretary Gary Gendler (Testimony
of Treasury Under Secretary Gary Gender before House Capital Markets Subcommittee, 3/22/01)

HUD has been conducting a fair-lending review of Fannie & Freddie's AU systems for aimost two years

* HUD has been conducting afair-lending review of Fannie and Freddie’s AU systems [which control
95% of the AU market] for amost two years. In February 1999, HUD sent letters to Fannie and
Freddie requesting information to ensure that the GSEs' systems comply with fair-lending standards.
The GSEs did not release this information until January 31, 2000. A March 1999 Urban Institute
study commissioned by HUD found that Fannie and Freddi€’ s underwriting guidelines might
inadvertently have a disparate impact on minority borrowers. The study also noted that Fannie and
Freddie " do not appear to have gone asfar as some primary lendersto serve low-income and
moder ate-income borrower s and to minimize disproportionate effectson minorities.” The study
found that, “ Primary lender s are making mor e aggressive efforts’ to serve lower income and
minority homebuyers*“ by offering loan products with underwriting guidelinesthat are more
flexiblethan the GSES guidelines.” Further, the study found that “depository lendersare
serving low- and moder ate-income borrower s better than the GSEs and so the per centage of
loans pur chased by the GSEsthat are originated to low- and moder ate-income borrowersisless
than the percentage of loans originated in the primary market.” The study aso found that “there
is some evidence that the GSES' purchase of loans made to black and Hispanic homebuyers have
actually declined (in share and absolute number) over the last two years.” HUD was expected to
completeitsfair lending review of Fannie and Freddi€e’ s automated underwriting systems by year-end
2000 but the review has still not been completed. (HUD/Urban Institute Study, “ A Study of the GSES
Sngle Family Underwriting Guidelines,” April 1999)

Reverend Jesse Jackson plansto push thisyear for the creation of institutionslike Fannie &
Freddie called “ development banks’ to invest and lend in under served communities

Jackson took issue with Congressman Richard Baker’s (R-LA) effortsto strengthen regulation of
Fannie & Freddie. “That’sabad idea,” he said.

[Editorial Note: In past years, Jackson’s commentstoward the GSEswerenot as supportive. In
1998, Jackson advocated the creation of new entitieslike Fannie & Freddie, but in the context of
creating a private-sector rival to Fannie & Freddie. That same year, Jackson urged shareholdersto
withdraw investments from Freddie and for Congressto hold “oversight hearings,” amid a $15
million race discrimination lawsuit filed by a former Freddie executive. Jackson also called upon
the Clinton Administration and then HUD Secretary Andrew Cuomo to act. Jackson charged that
while Freddie created a poor atmospherefor minority employees, the company also did a poor job
of servicing minority homebuyers.]

* Inaninterview with the American Banker, Reverend Jesse Jackson said he plans to push this year for
the creation of quasi-government “development banks” modeled after Fannie, Freddie, and overseas
private investment corporations to invest and lend in communities underserved by the traditional
financial servicesindustry. The American Banker reported that investing in underserved low-income
communities raises the issue of risk, however Jackson said he believes “development banks’ have
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shown that the higher-risk scenarios can be overcome. He noted that the “devel opment banks’ would
operate under different rules than conventional banks because they would be able to lend over longer
terms and at lower interest rates and be more inclined to forgive debt and refinance when borrowers
stumble. Jackson took issue with Congressman Baker’ s efforts to strengthen regulation of Fannie and
Freddie. “That’s a bad idea he said; the government-sponsored enterprises ‘ must be incentivized to do
more.’” He stated that the idea of making Fannie and Freddie “less able to invest,” and limiting CRA,
are “Confederate moves designed to constrict the flow of capital to those who need it the most.”
(American Banker, Erick Bergquist, 6/7/01)

In 1998, Jackson advocated the creation of new entities like Fannie & Freddie, but in the context of

creating a private-sector rival to Fannie & Freddie

In June 1998, after accusing Freddie of racial discrimination, Jackson advocated the idea of creating a
private sector rival to Fannie and Freddie to facilitate low- and moderate-income lending, generating
low-cost capital to invest in low-income underserved communities without raising taxes. According
to Jackson, “An entity similar to Fannie Mae and Freddie Mac could be positioned...to generate
capital and invest in areas under-served, without raising taxes.” It is unclear whether this new “ GSE”
would seek tax breaks or some type of congressional charter. According to the American Banker,
Fannie and Freddie*“ bristled at theimplication that they are not doing enough, though they
acknowledged Mr. Jackson’sideas had some merit.” A Fannie spokeswoman called Jackson’s
idea“an intriguing idea,” but noted that Fannie has a record of making more than $110 billion
investments through its partnership offices. (American Banker, 6/12/98; Business Wire, 6/10/98;
National Mortgage News website, posted 6/15/98)

In 1998, Jackson urged shareholders to withdraw their investments in Freddie amid a $15 million

discrimination lawsuit filed by aformer Freddie executive and urged Congress and the Clinton

Administration to get involved

In June 1998, Jackson urged shareholdersto withdraw investments from Freddie, charging that
Freddie creates a poor atmospherefor minority employees and does a poor job of servicing
minority homebuyers. He urged Congressto “ conduct appropriate oversight hearings.” (Wall
Street Journal, Michael Frisby, 6/2/98; Dow Jones Newswire, 6/3/98) Jackson recommended that
the Clinton administration and Congress pressure Freddie to address what he called a history of
concerns about the treatment of minorities. (Washington Post, 6/4/98) He also called upon then
HUD Secretary Andrew Cuomo to act on theissue. (Associated Press, Janelle Carter, 6/4/98)
Jackson said he believed that Freddie has a duty to be accountable to the public because of the
benefitsit receivesasa GSE. (Dow Jones Newswire, Jennifer Corbett Dooren, 6/4/98)

Jackson’s comments came amid a $15 million race discrimination lawsuit filed by aformer executive
at Freddie, Tony Morgan (former Director of Executive Corporate Relations). Jackson held a press
conference in June 1998 with Morgan. In hislawsuit, Morgan charged that he was discriminated
against and ultimately let go for raising serious concer ns about Freddie's “poor performancein
pur chasing mortgages made to minority and low-income borrowers.” (National Mortgage News
Web site, 6/3/98) Morgan said the dismissal occurred shortly after he wrote an internal memo
that criticized Freddi€ s lending practicesfor minorities. Morgan said he was asked to review
the company’sloan purchase datain preparation for areport toHUD. “I wrotethat | was
struck by Freddie Mac' s poor performancein purchasing the mortgages of minoritiesand low-
income people,” said Morgan. “When it cameto African Americans, the company’s mortgage
pur chase per formance was poor across all income categories.” He stated, “I noted my concerns
in amemo but received no response...Instead, | was excluded from attending further meetings. | did
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not realize it then, but looking back it was clear that my days at Freddie Mac were number ed after
| raised concernsabout racism in their lending practices.” (Washington Post, 9/6/98)
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EEOC has warned Freddie

* In August 1998, the EEOC issued a three-page finding in an August 14, 1998 letter (following a
20-month investigation), concluding that Freddie' s “discriminatory environment isthe result of
alack of interest in promoting equal opportunity among Black employees.” The EEOC accused
Freddie of showing a“disregard for the civil rights of black employees’ in its hiring and
promotion practices and of creating a “ hostile work environment.” It was reported that the EEOC
was attempting to negotiate a settlement, and if that failed, the EEOC had the option of filing aformal
complaint against Freddie in federal court. With thisfinding, it was reported that the EEOC and
Freddie would schedule conciliation talks. (Associated Press, 9/3/98; Wall Street Journal, 9/3/98;
Washington Post, 9/3/98)

* In 1999, National Mortgage News reported that the EEOC was preparing to file additional
employment discrimination charges against Freddie. Morgan’sattorney, Debra Katz, noted
that the new EEOC chargeswere similar to chargesthat have already been filed. The point of
the charges, in her opinion, isthat “Freddie Mac is not fixing the problem.” EEOC would not
comment on the matter. (National Mortgage News, 9/27/99)

In 2000, Freddie forms partnership with Rainbow Push Coalition/Wall Street Project (founded by

Jackson

» Asreported in the May 5, 2000 GSE Report, Freddie and the Rainbow PUSH Coalition/Wall Street
Project announced ajoint $1 billion campaign aimed at increasing homeownership among minority
families. Under the partnership, Freddie agreed to purchase up to $1 billion in mortgage loans made
to minority families through Bank of America and minority-owned lendersin selected locations over
the next five years. Freddie also pledged $1 million to support the Minority Homeownership
Initiative to help the Wall Street Project’s “ One Thousand Churches Connected” economic literacy
effort to educate minority families about the benefits of homeownership and about mortgage loan
products available to them. (BNA Daily Report for Executives, Eileen Canning, 4/17/00; Freddie
press release, 4/14/00)

In 2001, Citizens Fund adds Freddie to itslist of “sin stocks” because of charges of racial discrimination

at the company — did not believe that the discrimination situation at Freddie had been remedied

* According to Jeff Benjamin with Investment News, Citizens Funds, a socially conscious money
management firm based in Portsmouth, NH, officially added Freddie to the list of “sin stocks”.
Citizens Funds' President and CEO John Shields said the company is eliminating Freddie' s stock
from the $800 million Large Cap Core Growth Fund, despite Freddie being one of the better stocksin
its portfolio last year (gaining nearly 48% over the past 12 months). Citizens Funds has been
watching Freddie since 1997, when the EEOC began a two-year investigation into char ges of
widespread discrimination at the company. In November, 2000 a year after the EEOC
confirmed the violations, Citizens conducted a final screen of the company to seeif the situation
had been remedied. “We started talking to management, and they weren’t moving,” said
Shields. “This sends a message that these practices are being condoned.” (Investment News, Jeff
Benjamin, 2/19/01)
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Fannie & Freddie are continuing to expand into the subprime market

Fannie & Freddie’sautomated underwriting systems ar e accepting mor e loans on the lower end of
the credit spectrum

Subprime lenders are concer ned that the GSEs are not adequately pricing subprime borrowers

risk. “They areapplying A-market-loan-to-valuesto very low FICO score credit,” said Charles

Coudriet of Saxon Mortgage. “They' retakingon alot of risk that eventually could belaid at the
foot of the taxpayerswithout proper assessment.”

Some critics of the GSES' entry into the subprime market believe that the GSEs are diluting the
quality of Fannie & Freddie sMBS by including the lower quality subprimeloanswith theregular
conforming loans

Rating agency analyst saysthe GSES' entry into the subprime market will put subprime lenders at
a disadvantage because the GSE and lenders are not competing on a level playing field

Subprime lenderstakeissue with a statement by a Department of Justice official in support of the
GSES entry into the subprime market

Fannie & Freddie' s automated underwriting systems are accepting more loans on the lower end of the

credit spectrum

» According to Erick Bergquist with the American Banker, brokers and lenders are saying that Fannie
and Freddie’ s automated underwriting systems are accepting more loans on the lower end of the credit
spectrum. Some brokers and lenders are saying that the GSES' acceptance of FICO scores of 580-620
is now commonplace. (The article notes that several sources indicated that the lowest credit score the
systems used to accept was 720.) (American Banker, Erick Bergquist, 3/26/01)

Subprime lenders are concerned that the GSESs are not adequately pricing the subprime borrowers’ risk

* Subprimelendersare concerned that the GSEs have an unfair competitive advantage over them
from the benefits they receive from their GSE status. Thelendersalso fear that the GSES
expansion into the subprime market could hurt their marginsand cost them business. The
subprime lender s are also concer ned that the GSEs are not adequately pricing these subprime
borrowers risk. “They are applying A-market-loan-to-valuesto very low FICO score credit,”
said Charles Coudriet of Saxon Mortgage. “ They’'retakingon alot of risk that eventually could
belaid at the foot of the taxpayerswithout proper assessment.” (American Banker, Erick
Bergquist, 3/26/01)

» Jeffrey Zeltzer, Executive Director of the National Home Equity Mortgage Association, stated,
“Wearestrongly concerned that Fannie Mae and Freddie Mac are purchasing a morerisky
product and that they may not be that familiar with it and are not pricing it properly and that
the burden of lossfallson the taxpayer.” Zeltzer noted that subprime lendingis®“morean art
than a science” and does not lend itself to quick and easy credit scoring and automated
underwriting. (Housing Affairs Letter, 3/3/01)
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Some critics of the GSES' entry into the subprime market believe that the GSEs are diluting the quality of

Fannie & Freddie’s MBS by including the lower quality subprime loans with the regular conforming

loans

Adam Tempkin with the Asset Securitization Report noted that one controversy with the GSES' entry
into the subprime market is the fact that non-conforming loans have ended up in Fannie and Freddi€'s
MBS pools without anybody knowing about it. A market player noted that if a Fannie-approved
lender originated aloan that required more than 100 basis points of protection, the loan was put into a
separate category. However, if it was less than 100 basis points of protection, the GSEs would put it
into its MBS pools. “And we wouldn’t know about it. Many of the critics do not necessarily have a
problem with the agencies going into subprime but only with the fact that they are destroying the
homogeneity of the MBS passthrough market,” said the researcher. “For instance, there are many
Alternative-A loansin MBS pools, but no way to distinguish them. And everybody knows those
loans behave very differently than regular product.”

“The agency MBS buyers are worried that subprime is going to dilute the purity of historic
Fannie/Freddie product,” said another MBS observer from aleading mortgage company. “The quality
of the pools continue to deteriorate, and it’s a winnowing process where better borrowers get taken out
by the GSEs, forcing rates and profit margins down.”

The GSEs also buy securitized product for their own portfolios. In atypical subprime deal, thereisa
conforming class and a non-conforming class. The conforming class goes into Fannie and Freddie's
portfolio while the rest of the deal goesinto a separate portfolio. “At least we think it does; it’s not
entirely clear,” said the Street source. (Asset Securitization Report, Adam Tempkin, 4/01/01)

Rating agency anayst says the GSES' entry into the subprime market will put subprime lenders at a

disadvantage because the GSEs and |lenders are not competing on alevel playing field

“Because of their [Fannie and Freddi€' s] funding advantage, the GSEs will take away the better
credit and put othersat a disadvantage,” said arating agency analyst that wished to remain
anonymous. “Then, theprivate lenderswill haveto price those remaining loans even higher.
After the agenciestake the better-credit-quality obligors, that putsthe lenderswho have been in
the market with the weaker obligors.” If Fannieand Freddie receive businessfrom A and A-
minus borrowers, there will be a higher percentage of C and D obligorsremaining, that will
have a much higher probability of default. “The other lenderswould not be competing on a
level playing field,” theanalyst stated. “1f the GSEs have a zero cost of funds and someone else
has 6% cost of funds, then they would be at a huge disadvantage.” (Asset Securitization Report,
Adam Tempkin, 4/2/01)

Subprime lenders take issue with a Department of Justice official’ s support of the GSES' entry into the

subprime market

On April 10, Alexander “ Sandy” Ross, Special Litigation Counsel for the US Department of Justice’s
Civil Rights Division, riled some subprime lending managers when he said he hoped the GSES
growing presence in the subprime market would create fairer prices for borrowers with poor credit.
Ross said the GSEs could play a significant role in helping to determine what criteria of poor credit
determine fair interest rates. Some lenders at the Mortgage Banking Association’s Subprime Lending
Conference were irked by the comments because they felt they have a better gauge on the needs of
subprime borrowers. (Real Estate Finance Today, Chris De Reza, 4/16/01) Thisisthe not the first
time Ross has made such GSE supportive comments. Ross was quoted as stating at a 1999 conference
of mortgage regulators that “Fannie and Freddie will drive the bad guys out and make it safe for the
good guysto come in and make that loan.” (* Understanding Predatory Lending,” October 1999,
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Neighborhood Reinvestment Corporation, Joint Center for Housing Studies of Harvard University, as
taken from National Mortgage News, 1999)

Fanni e Mae

DC gover nment tentatively agreesto pay $15.7 million to resolve a dispute surrounding the city-

owned John A. Wilson Building (Fannie was involved with the dispute)

Thevast majority of the $15.7 million would pay back most of Fanni€'s $13 million investment in

the project

According to the Washington Post, the DC government tentatively agreed to pay $15.7 million to
resolve a protracted legal suit surrounding the city-owned John A. Wilson Building. The vast
majority of the money would go to Fannie Mae. It is expected that the DC Mayor and the DC Council
will be able to return to the building as early as July. The deal ends years of litigation between the DC
Council, which controls the building, and the Washington Development Group, a partnership led by
private developer T. Conrad Monts, who arranged the rehabilitation, at Pennsylvania and 14th Street.
Monts' partner in the project was Fannie Mae. The tentative deal would pay back most of Fannie's
$13 million investment in the project, while providing Monts with a developer’s fee. The Council
would then drop its 1998 lawsuit against Monts and he would end his counterclaim against the
District. Montswould also terminate his lawsuit against the General Services Administration filed in
November, which claimed that returning the space to the District wasillegal. The District would aso
terminate its efforts to condemn and seize the building.

The legal cases stemmed from a complex series of contracts signed by a then-nearly insolvent District
government in 1996, three years after officials began abandoning the decrepit building. The city
agreed to lease the structure to Monts for 40 years, who in turn struck a deal with the General Services
Administration to sublease about two-thirds of the building for 20 years to use for federal offices.
Now back on its feet financially, the District government wanted to return to the restored building, but
not asaminor tenant. The District government wanted the entire building, including the federal
portion. With then President Clinton’s help, the city won agreement to let it occupy the federal space
in exchange for covering the feds' rent payments. Monts, however did not like that deal, claiming
it would cost his partner, Fannie Mae, millions of dollarsin historical tax credits. Monts
believed that deal would cost Fannie, which invested $13 million in the project, up to $20 million
in historic preservation tax credits. Under federal rules, an historic building' s rehabilitation is
ineligible for the tax write-off if the owner occupies more than 35% of the building. TheDC
government was prevented from returning to the building until the legal cases were settled.
(Washington Post, 3/6/01, 1/21/01, 1/19/01)
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Fanniefurther expandsits political reach by including Federal and State officeholdersin itspress
conferences and pressreleases and increasingly using its Partner ship Officesin press events

Fannie hiresthe former district director to Congressman Paul Kanjorski (D-PA) (Ranking Member
of the Financial Services Committee’s Capital Markets and GSE Subcommittee) to head its
Northeastern and Central Pennsylvania Partnership Office

Fannie has 44 Partner ship Offices open acrossthe country

Financial consultant Bert Ely believes Fannie's media eventsraise ethical questions. “Thisisan
extension of not only their lobbying but also their political action committee contributions,” he said.
“Everybody knowswhat they’'re doing. It’s something that many of usfind offensive, but that’'s
how they play the political game.”

Fannie' s media events raise ethical questions

* Financial consultant Bert Ely said that while Fanni€’' s media events demonstrate the company’ s
influence with Congress, they also raise ethical questions. “Thisis an extension of not only their
lobbying but also their political action committee contributions,” he said. “Everybody knows what
they’re doing. It's something that many of usfind offensive, but that’s how they play the political
game.” (Real Estate Finance Today, Michael Sorohan, 9/11/00)

Fannie has 44 partnership offices
» According to Fannie' s Web site, the company has 44 partnership offices open across the country
(http://www.fanniemae.com/contact/parnterhsip_offices.html} 5/25/01

Fannie hires former district director to Congressman Paul Kanjorski (D-PA)

* Fannie announced that it has hired Joseph Terrana as director of its Northeastern and Central
Pennsylvania Partnership office. Since 1992, Mr. Terranawas the district director in charge of
Congressman Paul Kanjorski’s activities in Northeastern and Central Pennsylvania. A statement of
support by Cong. Kanjorski was included in Fanni€’'s press release. (Fannie pressrelease, 5/23/01)

Senator Pete Domenici (R-NM), Senator Jeff Bingaman (D-NM), Congresswoman Heather Wilson (R-

NM), and Albuguerque Mayor Jim Baca

* Fannie’'s Chairman Franklin Raines held a press conference with the above named officials and First
State Bank and Paradigm & Company for the dedication of lofts at Albuguerque High, a $5.9 million
conversion of two of the former old Albuquerque High School Buildingsinto 69 loft apartments. The
current project will restore two of the property’s five buildings by converting the structures into loft
apartments. The remaining structures will be developed separately into residential and office space.
Fannie and First State Bank are providing $2.4 million in construction financing and permanent loan
financing for the project through aloan participation agreement, under which Fannie will purchase
50% of the loan originated by First State Bank. The 69 loft buildings will rent for approximately $500
to $1400 per month. Apartments will have from 500 to 1400 square feet of living space and will
feature high ceilings, large wood-framed windows, high-quality kitchens and baths, and spacious
hallways and mirrors. (Fannie press release, 5/29/01)

Senator Debbie Stabenow (D-M1), Cong. Dave Kildee (D-M1), and Flint, Ml Mayor Woodrow Stanley
» Fannie held a press conference with the above named officials and Mission of Peace Homeownership
Counseling Agency, and representatives from Fifth Third Bank, Flagstar Bank, and Republic Bank to
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http://www.fanniemae.com/contact/parnterhsip_offices.html

announce a new $3 million homeownership initiative — Fannie’ s first faith-based initiative in the state
of Michigan. (Fannie pressrelease, 5/20/01)

Senator Chuck Schumer (D-NY)

* Fanniejoined Senator Schumer and the New Y ork Bankers Association and nine banks to announce a
pilot partnership — House Equity Lending Project (HELP) - that will offer loans in lower-income New
Y ork City neighborhoods. The nine participating banks are: Bank of New Y ork, Citigroup, J.P.
Morgan Chase, European American Bank, FleetBoston, Greenpoint Financial, Hong Kong Shanghai
Bancorp, M&T Bank, and NorthFork Bancorp. Under the partnership consumers will be able to call a
toll-free line handled by the New Y ork Bankers Association, which will forward borrower information
to the participating banks through a private Web site. Fannie contributed $20,000 toward the
telephone operation and will offer “flexible” products through the banks participating in HELP.
Fannie will also purchase the loans made through the program. The HELP initiative was announced
at Senator Schumer’ s office. (American Banker, Erick Bergquist, 5/31/01)

Senator Byron Dorgan (D-ND)

» Senator Dorgan joined the Fargo/Moorhead Chamber of Commerce and Mike Williams, President of
eBusiness at Fannie for the “ Telecommunications Technology in North Dakota Conference and Trade
Show.” (Fannie pressrelease, 5/29/01)

Senator Rick Santorum (R-PA)

* Fanniejoined Senator Santorum and Reverend Dr. Floyd Flake, the Local Initiatives Support
Corporation and Kingdom Development Inc. to announce the formation of Building United of
Southwestern Pennsylvania (BUSP), a new non-denominational faith-based community devel opment
corporation for the Pittsburgh region. (Fannie pressrelease, 6/4/01)

Congressman William Jefferson (D-LA) and New Orleans Mayor, Marc Morial

» Fanniejoined with the above named officials to announce a new $2 million “anti-predatory” mortgage
lending pilot. The pilot was developed by the Greater New Orleans Fair Housing Action Center, New
Orleans Lega Assistance, Hibernia National Bank, Neighborhood Housing Services of New Orleans
and Fannie. Under theinitiative, victims of “predatory lending” will have an opportunity to stay in
their homes and refinance very high interest rates with affordable mortgage financing. NHS will work
with the borrowers to provide homebuyer education. Fannie also held a press conference at the state
capitol with Governor Mike Foster to announce its new five-year Housel ouisiana program. (Fannie
pressrelease, 5/31/01)

Congressman Leonard Boswell and Oskaloosa, IA Mayor Thomas Rielly

* Fanniejoined with the above named officials to recognize the city of Oskaloosa and Panel
Components Corporation for their commitment to making homeownership afocus of local economic
development. (Fannie pressrelease, 6/1/01)

Congressman Denny Rehberg (R-MT) and Billings, MT Mayor Chuck Tooley

» Fanniejoined the above named officials to celebrate the grand opening of a senior housing apartment
complex. The development was made possible through Low-Income Housing Tax Credit investments
and financing from the Sparrow Group, SunAmerica Affordable Housing, the Montana Board of
Housing, and Fannie. (Fannie pressrelease, 6/4/01)
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Congressman Bob Etheridge (D-NC) and Congresswoman Eva Clayton (D-NC)

» Fannie announced that a collaborative effort by North Carolina s key housing leaders and the North
Carolina Community College System, families will have access to a homebuyer education course
taught by industry professionals. Statements of support by the above named officials were included in
Fannie' spressrelease. (Fannie pressrelease, 6/5/01)

Congressman Tom Udall (D-NM)

* Fannie announced that a family was the first homebuyer on Pojoaque Pueblo Land to obtain mortgage
financing thanks to an initiative between the Pojoague Tribe, Rural Housing Services, First National
Bank, Bureau of Indian Affairs, and Fannie. A statement of support by Cong. Udall wasincluded in
Fannie' spressrelease. (Fannie pressrelease, 5/22/01)

Congresswoman Juanita Millender-McDonald (D-CA)

» Fannie held a press conference with Congresswoman Millender-McDonald and the Congressional
Black Caucus Foundation to welcome a homebuyer into their first new home as part of the
Congressional Black Caucus Foundation’s “WOW?” program. (Fannie press release, 5/30/01)
Founding partnersin the “WOW?” initiative also include large national mortgage lenders, financial
services trade associations, realtors, mortgage insurance companies, and community-based
organizations.

Congressman Silvestre Reyes (D-TX)

* Fannie held a press conference with Congressman Reyes to welcome two first-time homebuyersin
celebrating a new employer assisted housing benefit offered by the Fort Bliss Federal Credit Union.
The Employer Assisted Housing (EAH) benefit is through a partnership with Fannie and the Fort Bliss
Federal Credit Union. Under the credit union’s EAH benefit program, employees have the
opportunity to borrow $5,000 for down payment and closing costs. The second loan isinterest free
and 100 percent forgivable over a5-year period. Fannie will purchase the first mortgage under the
initiative. (Fannie pressrelease, 5/31/01)

Congresswoman Shelley Moore-Capito (R-WYV)

» Fannie held a press conference with Congresswoman Moore-Capito and the West Virginia Housing
Development Fund, and WesBanco Bank, Inc. to announce a new $65 million mortgage revenue bond
agreement between the WVHDF and Fannie. Fannie purchased $32.5 million of single-family, tax-
exempt mortgage revenue bonds from a $65 million tax-exempt bond issued by the WVHDF. The
bond proceeds, available through more than 150 mortgage lenders, will provide financing for 30-year,
fixed-rate mortgages with a below-market interest rate of 6.39%. The WVHDF is also offering
closing cost assistance of up to $1,500 for eligible borrowers as an 8-year deferred payment loan.
(Fannie pressrelease, 6/1/01)

Congressman Ron Kind (D-WI1)
* Fanniejoined Congressman Kind in convening a community development roundtable to discuss
Wisconsin's housing issues. (Fannie pressrelease, 6/1/01)

Congressman Jim Maloney (D-CT)

» Fanniejoined Congressman Maloney and the Neighborhood Housing Services of Waterbury and
Webster Bank to announce a home rehabilitation mortgage product for historic Scovill rowhouses.
Webster Bank will offer Fannie’'s HomeStyle mortgage product to help prospective homebuyers
finance the purchase or refinance the renovation of a home with just oneloan. (Fannie pressrelease,
6/9/01)
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Other local officials with whom Fannie held press opportunities:
* Fannie aso held press opportunities with the following public officials:
(1) Governor of Louisiana Mike Foster (Fannie pressrelease, 5/31/01)
(2) Oakland, CA Mayor Jerry Brown (Fannie pressrelease, 6/7/01);
(3) Pasadena, CA Mayor Bill Bogaard and City Councilman Chris Holden (Fannie pressrelease,
6/5/01);
(4) Batimore, MD Mayor Martin O’ Malley (Fannie press release, 5/30/01)
(5) Minneapolis, MN Mayor Sayles Belton and Metropolitan Council Chair Ted Mondale (Fannie
pressrelease, 5/31/01)
(6) Irvington, NJMayor SaraBost, State Senator Ronald Rice (Fannie press release, 5/22/01);
and,
(7) Casper, WY State Representative Rick Tempest (Fannie pressrelease, 6/6/01)

Freddi e Mac

Despite objections from the Bond Market Association (BMA), Freddieis proceeding with itsplan to
change the prepayment accounting cycle for its mortgage-backed securitiesto a calendar month
rather than a midmonth cycle

The change will allow Freddie sMBSto be based on the same prepayment calendar cycle as Fannie
Mae and Ginnie Mae

Some MBS investors ar e expected to lose tens of millions of dollarsasaresult of Freddie'sswitch in
the prepayment accounting cycle

The BMA expresses “ disappointment and concern” with the“timing and effective date of [the]
change” and suggests Freddie postpone the effective date

Freddi€ srepresentatives say they areimplementing the change as of Junein part because the
company felt market conditions then would be the most conducive to relatively minimal mar ket
disruption

George Miller, Senior Vice President and Deputy General Counsel at the BMA, respondsthat
current market conditions are onesthat “from a cor porate per spective favor Freddie Mac” and are
“arguably the opposite for other market participants”

* Bonnie Sinnock with National Mortgage News reported that despite objections from the Bond Market
Association (BMA), Freddie is proceeding with its plan to change the prepayment accounting cycle
for its mortgage-backed securities to a calendar month rather than a midmonth cycle. The timetable
for implementing the change may be too soon for the BMA. The BMA isconcerned that “potential
operational issues might be difficult to addressand reconcile” in the “little mor e than seven
weeks’ the market hasto adapt to the move, said George Miller, Senior Vice President and
Deputy General Counsel at the BMA. The BMA has sent aletter to Freddie expressing
“disappointment and concern” with “the timing and effective date of [the] change.” Miller
added that hewould like Freddie to postpone the change (which is scheduled to become effective
after June settlement) to a date “not earlier than September 8. Miller said theBMA “would
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have strongly preferred to prescribe a later implementation to minimize market disruption.”
However, according to Miller, Freddie hasindicated that it is*going ahead as planned.”
(National Mortgage News, Bonnie Sinnock, 5/28/01)

* Freddierepresentatives said they wereimplementing the change as of Junein part because the
company felt market conditions then would be the most conduciveto relatively minimal market
disruption. For example, premium securities (which were affected to a greater extent than other
coupons) currently make up arelatively small amount of the market. Freddie' s officialsfelt less
certain that market conditions further down the road would minimize disruptions. In response,
BMA’sMiller said that current market conditions are onesthat “from a cor porate per spective
favor Freddie” and are*arguably the oppositefor other market participants.” (National
Mortgage News, Bonnie Sinnock, 5/28/01)

« BMA’sMiller told Dow Jones Newswire, that the “main issue here really is one of the timing as
opposed to the substantive aspect of the decision.” Miller said the BMA supports Freddi€’ s stated
goal in the change, which isto achieve grater industry standardization, but the timing of the
announcement and the implementation day of the changeisill conceived. Miller argued that the
market is still in the middle of arefinancing wave and that combined with a steep Treasury yield
curve, “really maximizes some of the economic and market dislocation.” Miller indicated that the
association would recommend that Freddie delay the implementation of the decision to avoid
impacting deals that have aready been executed. “I think the general view isthat had they specified a
later implementation date, those effects would not have been as pronounced.” (Dow Jones Newswire,
Joy Shaw, 5/11/01)

Background on Freddie’s accounting cycle change

» Asreported in the June 1, 2001 GSE Report, effective July 1, Freddie will change its existing
“midmonth” accounting cycle for mortgage prepayments to a calendar month accounting cycle. The
change will allow Freddie’'s MBS to be based on the same prepayment calendar cycle as Fannie Mae
and Ginnie Mae. In connection with the revision, Freddie also announced that it would be releasing
its PC factors on the fifth business day of every month (instead of the first business day of each
month), and REMIC disclosures on the fifth business day instead of the seventh business day of each
month. The change will affect approximately 84% of the company’s existing PCs. The change will
be effective for single-family Gold and ARM PCs that were issued since September 1, 1995 and on
multi-family PCs that were issued since December 1, 1997. In the first month of implementation,
investors will receive prepayments for 45 days instead of 30 days. (Dow Jones Newswire, Joy Shaw,
5/9/01; Reuters, 5/9/01; Freddie pressrelease, 5/9/01)

Some MBS investors are expected to lose tens of millions of dollars as aresult of Freddie’s switch in the

prepayment accounting cycle

» According to Joy Shaw with Dow Jones Newswire, “some mor tgage-backed investorsare
expected to lose tens of millions of dollarsas a result of Freddie Mac's switch in prepayment
accounting cycle.” Shaw notes, Freddi€' s unexpected announcement caused some confusion in the
MBS market about whether the switch would change the time for investors to receive monthly cash
flow and the extent of impact on structured products, such as collateralized mortgage obligations and
mortgage derivatives. It also infuriated some investors who will inevitably incur losses because the
change will cause a one-month spike in Freddie Mac prepaymentsin June.” Shaw notes, “Even
though the spike in prepayments is only for one month, there’ s still significant monetary impact.”
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Shaw contends that the biggest losers will be premium Gold PC holders, who will see a 50% increase
in their securities prepaid at par on July 15. Lehman Brothers analysts estimated that the net impact to
the market is aloss of around $100 million, half of which will be absorbed by Freddie (the biggest
holders of its own securities) and the other half mainly by investors of interest-only securities, or 10s.
(Dow Jones Newswire, Joy Shaw, 5/10/01)

President Bush appointsfive peopleto serve on Freddie'sBoard

[Editorial Note: Unlike fully private cor porations, the President of the US hasthe authority to

appoint board membersto Fannie & Freddie, which in part strengthensthe government’simplied

backing of the GSEs.]

President Bush appointed five people to serve one-year terms on Freddie' sboard. Their terms will
end on the date of the next annual meeting of the stockholdersin 2002. According to the White
House, four of the five members of Freddie who are appointed by the President are statutorily
required to represent the indicated sectors. The following are the five people appointed by the
President:

(1) William Dodd Powers of New Y ork (Mortgage Lending) — former Chairman of the New Y ork
Republican State Committee;

(2) Cesar Benito Cabreraof Puerto Rico — President of Rocca Development, areal estatefirmin
San Juan (Real Estate);

(3) David James Gribbin 111 of Maryland — Chairman of the Prosperity Project in Washington
(Public);

(4) Catherine Lynn Stepp of Wisconsin — co-owner and Vice President of First Stepp Builders
(Homebuilding);

(5) Michelle Engler of Michigan — trustee of the JNL Investor Series Trust and wife of Governor
John Engler (Community Interests).

(American Banker, Rob Garver; White House press release, 5/25/01)

Freddie, in partnership with the Manufactured Housing I nstitute, has developed a template that

can be used to qualify more manufactured housing loans for conventional financing

Working with the Manufactured Housing Institute, Freddie has developed a new template for a
residential ground lease agreement so that a manufactured home on aleased site can to be titled as real
estate and qualify for conventional mortgage financing. According to Brian Collins with National
Mortgage News, less than 20% of manufactured homes each year aretitled asreal estate and the
majority are financed with personal property loans, which carry interest rates of 300-400 basis points
higher than conventional mortgage loans.

In 2000, Freddie purchased approximately $500 million in loans with an average size of $40,000.
Coffey expects that in three years the percentage of manufactured homestitled asreal estate could
increase to 50%.

Freddie also revised its seller/servicer guidelines for manufactured housing loans. “Freddie Mac will
purchase only manufactured housing that istitled as real estate regardless of whether it ison land
owned by the borrower or leased under along-term recorded lease,” said the guide. (National
Mortgage News, Brian Collins, 6/4/01)
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Freddie holds press conference with Cong. Edward Royce (D-CA) to announce a $25 million
initiative for California homebuyers

* Freddie and Congressman Royce announced a $25 million initiative for Californiafamilies. The
statewide effort combines a 30-year fixed-rate first mortgage with avery low market rate second loan
that families can use to finance their downpayment or closing costs. Under the pilot, California
families can finance the minimum 3% down payment with a bel ow-market second mortgage from the
California Housing Loan Insurance Fund (CaHLIF) that isn’t repaid until the house is sold. Families
earning up to 80% of their area’ s median income can also receive as much as $2,500 toward closing
through a grant from CaliforniaBank & Trust. Borrowers need to contribute 1% of the purchase price
from their own personal funds towards either the downpayment or closing costs. (Freddie press
release, 5/31/01)

Federal Honme Loan Banks

Thesalariesof the 12 FHL Bank Presidentsincreased after a statutory requirement that the FHFB
approvethe FHLBank Presidents compensation packageswasremoved

» According to Rob Garver with the American Banker, there was a provision in the 1999 Gramm-
Leach-Bliley Act that removed a statutory requirement that the FHFB approve the FHLBank
Presidents compensation packages. Garver notes that during the year 2000, the FHLBank Presidents
with at least a year of experience in their positions received an average raise of 42.75%. Members of
the FHLBanks boards argue that the salary increases were needed to address years of unreasonably
low pay and the need to retain talented executives in the face of coming overhaul of the FHLBank
System’ s capital structure. Charles Smith, Chairman of the Board of the FHLBank of Boston, said
that the restrictions placed on FHLBank President salaries by the FHFB before Gramm-Leach-Bliley
had kept the salaries too low. “We think that the caps that were put on before were not fair,” said
Smith. “In the whole system you saw adjustments, but that doesn’t mean you are going to see them
again. Youwon't.” (American Banker, Rob Garver, 5/2/01)
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	President Bush’s top economic adviser, Lawrence Lindsey, says concerns about the rapid growth and financial soundness of Fannie & Freddie are legitimate (p. 5)
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	accruing to ordinary citizens,” said Lindsey, “and I think that’s a matter of legitimate concern.”
	HUD Secretary Mel Martinez says the Bush administration would like to strengthen OFHEO (p. 5)
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	very rich people receive the subsidy, but only the GSEs know for sure”
	-  For example, a homebuyer who recently bought a $1.2 million home in Hawaii, benefited from the GSEs’ subsidy
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