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e Capital Markets Subcommittee holds July 16 hearing to hear Treasury’s views on the GSEs, in general and HR 4071 (p. 4)

- HR 4071 (the Shays/Markey bill) would repeal Fannie & Freddie's exemption from SEC requirements and would require
the GSEs to register their debt and mortgage-backed securities (MBS) with the SEC
- [Fannie & Freddie are the only two Fortune 500 publicly traded companies not subject to all SEC requirements]

Treasury does not support HR 4071 because it does not apply to all GSEs and they are not ready to support repeal of Fannie
& Freddie’ s exemption from registering their debt and MBS with the SEC (which appliesto al other publicly traded
companies)

- Treasury is pleased with the voluntary financial disclosure agreement among Fannie, Freddie, the SEC, OFHEO, and
Treasury, in which Fannie & Freddie agreed to voluntarily register their common stock with the SEC, while Fannie &
Freddie retain their exemption from registering their debt and MBS with the SEC

- Congressmen Baker and Shays do not believe that the agreement solves concerns about GSEs

- Congressmen Baker and Shays request that Treasury rel ease the written agreement - Congressman Shays requests that SEC
Chairman Harvey Pitt testify on the specifics of the agreement

- Treasury calls on al GSEsto comply with the same SEC financial disclosure rules recently agreed to by Fannie & Freddie

- Treasury does not support removing the GSES' exemption from registration of their MBS at this time because it would
disrupt the market and will instead conduct ajoint study with SEC and OFHEO to promote a more level-playing field
between GSEs and non-GSE MBS issuers

- Treasury acknowledges that despite the agreement, Fannie & Freddie are not subject to the same SEC requirements as other
publicly traded companies

- Treasury has no position on removing the GSES' line of credit to Treasury

- Treasury supports removing OFHEQO from the appropriations process

- Congressman Ron Paul (R-TX) discusses anew GSE hill that he introduced on July 15

- Treasury is asked to address concerns about Farmer Mac

- Federal Housing Finance Board supports increased financial disclosure requirements for the FHLBanks but acknowledges
that complying with the same SEC financial disclosure rules recently agreed to by Fannie & Freddie “may be tricky”

» Federal Reserve Board Chairman Alan Greenspan says the issue of financial disclosures among GSEs needs to be examined
further (p. 9)

» Fannie & Freddie announce July 12 they will “voluntarily” register their common stock with the SEC but not their debt and MBS
(p. 10)

- Unlike other publicly traded companies, Fannie & Freddie will not be required to register their debt or MBS with the SEC

Treasury Department says that as aresult of this voluntary disclosure agreement, they do not support HR 4071 -
[Shays/Markey hill that would repeal Fannie & Freddie's exemption from SEC requirements and would require the
GSEsto register their debt and MBS with the SEC]

- OFHEO abandonsiits plan to issue a rule-making requiring Fannie & Freddie to register their debt

- Congressman Baker calls the announcement a “good start,” but looks forward to discussing with Treasury “the need for

even fuller GSE disclosures down the road”

- “Fannie Mae and Freddie are to be congratulated for ‘voluntarily’ committing to disclose some of what the rest of the

publicly traded Fortune 498 companies are required to disclose,” says Congressman Baker

- Congressmen Shays and Markey say they will continue to push to have Fannie & Freddie register their debt and MBS

- Mortgage Bankers Association (MBA) calls the voluntary disclosure agreement a “good first step” but believes Fannie &

Freddie's debt, equity and MBS disclosures should meet the SEC standards applied to other companies

- Citizens Against Government Waste says “Fannie and Freddie opened their books, but not wide enough”

- The voluntary disclosure agreement does not change Fannie & Freddie’ s exemption from SEC requirements and has no

effect on the status of Fannie & Freddi€’ s securities as “ government securities”

© 2002 by Canfield & Associates, Inc. All rights reserved.



http://www.gsereport.com/

- Some bondhol ders and analysts would like the GSEs to disclose more information on their MBS

e Congressiona Research Service (CRS) says Fannie & Freddie's exemption from SEC requirements saves the GSEs millions of
dollars each year and adds to the market perception that their securities have an “implied guarantee” from the federal government
(p.17)

- Despite Fannie & Freddie' s July 12 agreement that they would voluntarily register their common stock with the SEC, CRS
believes the Shays/Markey hill (HR 4071) “remains relevant”

HR 4071 would require greater disclosure on securities issuances by Fannie & Freddie and remove an advantage that the
GSEs have over their mortgage market competitors

CRS notes that HR 4071 would improve disclosures about Fannie & Freddie' sindividual debt and MBS

- “Some improvement in data available to investors in mortgage-backed securities could allow greater efficiency and better
investor protection in those markets.”

Fannie & Freddie argue that subjecting them to SEC registration would interfere with home buyers' ability to lock in
mortgage interest rates, however, CRS notes that “the GSEs should be able to hedge the interest rate risk using
derivatives or other risk management tools, with minimal impact on home buyers’

Impact on home buyers of imposing SEC fees on Fannie & Freddie would “be insignificantly and unmeasurably small”

- “Itisnot going to do any harm for them to disclose the way other companies do,” says CRS' Mark Jickling

e Capital Markets Subcommittee Chairman Richard Baker (R-LA) schedules a GSE hearing for July 23 (p. 19)

- OFHEO will testify on its risk-based capital rule for Fannie & Freddie and the recent voluntary financial disclosure
agreement

»  Wall Srreet Journal July 15 editoria reviews Fannie & Freddi€’s voluntary financial disclosure agreement and calls Fannie &
Freddie’ s lack of disclosures on their debt and MBS “troubling” (p. 19)

- “So congratulations to Fan and Fred for seeing the light, and we hope there will be more light to come, in particular a
voluntary decision to disclose the same information on their mortgage-backed securities that their competitors do.
Perhaps Fan and Fred are as rock-solid financially as they claim, in which case they have nothing to fear from the same
disclosure that other public companies make.”

e Wall Street Journal July 1 editorial says Fannie & Freddie's exemption from SEC requirements provides a big market advantage
over private companies that are required to register with the SEC (p. 20)

- Editorial points out the advantages that the GSES enjoy as aresult of their MBS and securities exemption from SEC
requirements

- Editorial notes, “Fan and Fred know more than other investors, so they can cherry-pick higher quality, lessrisky securities
for their own portfolios and leave the dogs for everyone else.”

» TheEconomist calls Fannie & Freddie’s voluntary disclosure agreement “a start, but only a start” since Fannie & Freddie will still
be exempt from registering their debt and MBS with the SEC (p. 22)

- “A test for how well Congress can reorder America’ s financial system is whether it tames its own wayward children”
(Fannie, Freddie, and the FHLBanks)

e  Chrigtian Science Monitor editorial says Fannie & Freddie must go further than their voluntary financial disclosure agreement and
recommends their MBS be subject to SEC registration requirements as well (p. 23)

e Maerill Lynch report compares private label MBS issuer disclosures and agency (GSE) MBS disclosures and notes that thereis
lessinformation provided in the GSES' disclosures (p. 23)

e Congressman Ron Paul (R-TX) introduces GSE bhill (HR 5126) that would remove the GSES' line of credit to the Treasury and
eliminate the Fed' s purchasing of the GSES' debt (p. 23)

Fanni e Mae and Freddi e Mac
e Government Accounting Office (GAO) recommends OFHEO not include new business assumptions into its stress test used to
establish Fannie & Freddi€e's risk-based capital requirements (p. 24)
- GAO notesthat Fannie & Freddie' simplicit government guarantee limits market discipline and limits the benefits of the
GSEs “voluntary initiatives’ to increase transparency and market discipline
»  Brokersraise concerns about Fannie & Freddie' s “modifiable mortgage” product (p. 25)
»  Congressman Barney Frank (D-MA) does not believe Fannie & Freddie pose arisk to taxpayers (p. 26)
*  GSE debt news (p. 26)
- (1) Foreign purchases of Fannie & Freddie’s debt have slowed
- (2) Foreigninvestorsare not dumping Fannie & Freddie’' s debt despite a lumping US dollar
- (3) Fannie doubles the size of its minimum callable debt
- (4) Freddi€e s decision not to issue its Euro-denominated debt as it planned in June surprises the European market
- (5) Fannieincreases debt buybacks
e Fannie & Freddie expand their outreach to credit unions (p. 28)
- Fannie launches an alliance with the National Association of Federal Credit Unions (NAFCU); Freddie is working on an
aliance with the Credit Union National Association (CUNA)
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Fanni e Mae
»  Fanniereleases requirements for electronic mortgages (p. 28)
- Fannie developsits own registry for lenders to sell Fannie their eMortgage notes
e Fanniefurther expandsits political reach by including Federal and State officeholdersin its press conferences and press releases
and increasingly using its Partnership Officesin press events (p. 29)
- Fannie has 51 Partnership Offices open across the country
- Fannie “wins the gratitude of politicians by staging local events with them, often to ‘announce’ its plans to buy
local mortgages...It'salmost asif Ford or Microsoft could allow politicians to gain some credit with voters
for every Escort or Windows package sold in their district.” - Wall Street Journal, Nicholas Kulish & Jacob
M. Schlesinger, 7/25/01

Freddi e Mac

e Freddi€' s portfolio of Low-Income Housing Tax Credit (LIHTC) investments now exceeds $2 billion (p. 30)
» Freddie and the National Urban League announce initiative (p. 30)

*  Freddie' s Jim Park promoted to Vice President of Industry Relations and Housing Outreach (p. 30)

Federal Home Loan Banks
»  Federal Housing Finance Board (FHFB) approves the FHL Banks of Des Moines, Indianapolis, New Y ork and Topeka capital
plans (p. 31)
- FHFB has now approved all 12 FHLBank capital plans
- America's Community Bankers expresses concerns about the FHLBank of Chicago’s capital plan
- The FHFB regulates the FHLBank System
» Regulatory relief bill, which contains a provision that would alow privately insured credit unions to join the FHLBank System,
passes the House Judiciary Committee (p. 32)
e Tota Mortgage Partnership Finance (MPF) program |oans outstanding top $30 billion (p. 32)
- The FHLBank System’s MPF program is a competitor to Fannie & Freddie in the secondary mortgage market

G nnie Mae
e House Financial Services Committee approves housing omnibus bill containing a provision repealing the 50% increase in the
Ginnie Mae guarantee fee (p. 33)
- Amendment to the omnibus hill establishing a housing trust fund will no longer use surplus FHA and Ginnie Mae money

Farm Credit System /Farnmer Mc
e Gotham Partners releases second report raising concerns about Farmer Mac (p. 34)
- Gotham argues that Farmer Mac is not accomplishing its mission, may be violating its charter and has not reduced lending
rates for farmers and ranchers
»  Farmer Mac disclosed less financial information in 2001 than in 2000, reports the New York Times (p. 35)

Postal Service
*  Momentumis building for a Presidential postal reform commission (p. 35)
» National Journal’s Congress Daily notes that Postal Service's problems are igniting alobbying battle between some of corporate
America’slargest businesses (p. 36)
e Postal Service' s June 30 postal rate increase raises revenue but could cause problemsin the long run, reports Knight Ridder (p.
36)
e Americansfor Tax Reform calls the Postal Service' s June 30 postal rate increase a“tax” (p. 37)
- Believesthat the Postal Service's transformation plan and the recent postal reform legislation are bad ideas
e Heritage Foundation callsthe Postal Service's transformation plan “insufficient” (p. 37)
e Boston Herald editorial callsfor privatization of the Postal Service (p. 38)
» Postal Servicelost $281 million in the last three months - on track to lose nearly $2 billion in FY 2002 (p. 38)
»  Government watchdog groups and taxpayers raise concerns about the Postal Service’s sponsorship of the Tour de France while
the Postal Service isfacing financia problems (p. 38)
- Indianapolis Sar says the Postal Service spends too much money on activities (such as the Tour de France) that have
nothing to do with delivering the mail
- Houston Chronicle and Sate question why the Postal Service is spending so much money sponsoring the Tour de France
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Maj or Events

Capital Markets Subcommittee holds July 16 hearing to hear Treasury’sviews on the GSEs, in general
and HR 4071

HR 4071 (the Shays/Markey bill) would repeal Fannie & Freddie' s exemption from SEC requirements
and would requirethe GSEsto register their debt and mortgage-backed securities (MBS) with the SEC

[Fannie & Freddie arethe only two Fortune 500 publicly traded companies not subject to all SEC
requirements|

Treasury does not support HR 4071 because it does not apply to all GSEs and they are not ready to
support repeal of Fannie & Freddie’'s exemption from registering their debt and MBS with the SEC
(which appliesto all other publicly traded companies)

Treasury is pleased with the voluntary financial disclosure agreement among Fannie, Freddie, the SEC,
OFHEO, and Treasury, in which Fannie & Freddie agreed to voluntarily register their common stock
with the SEC, while Fannie & Freddieretain their exemption from registering their debt and MBS with
the SEC
Congressmen Baker and Shaysdo not believe that the agreement solves concer ns about GSEs

Congressmen Baker and Shaysrequest that Treasury release the written agreement — Congressman
Shaysrequeststhat SEC Chairman Harvey Pitt testify on the specifics of the agreement

Treasury callson all GSEsto comply with the same SEC financial disclosurerulesrecently agreed to by
Fannie & Freddie

Treasury does not support removing the GSEs exemption from registration of their MBS at thistime
because it would disrupt the market and will instead conduct a joint study with SEC and OFHEO to
promote a mor e level-playing field between GSEs and non-GSE MBS issuers

Treasury acknowledgesthat despite the agreement, Fannie & Freddie are not subject to the same SEC
requirements as other publicly traded companies

Treasury hasno position on removing the GSES' line of credit to Treasury
Treasury supportsremoving OFHEO from the appropriations process
Congressman Ron Paul (R-TX) discusses a new GSE bill that heintroduced on July 15
Treasury isasked to address concer ns about Farmer Mac
Federal Housing Finance Boar d supportsincreased financial disclosure requirementsfor the FHL Banks

but acknowledges that complying with the same SEC financial disclosurerulesrecently agreed to by
Fannie & Freddie“may betricky”

« TheHouse Financial Services Committee’s Capital Markets Subcommittee held a hearing on July 16" to
hear testimony from the Treasury Department on the GSEs, in general, and HR 4071 — the bill sponsored by
Congressmen Chris Shays (R-CT) and Edward Markey (D-MA) that would repeal Fannie and Freddie's
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exemption from SEC requirements. Capital Markets Subcommittee Chairman Richard Baker (R-LA)
chaired the hearing. Treasury Undersecretary Peter Fisher was the only witness.

«  The hearing focused on the July 12" announcement by Fannie and Freddie that they planned to voluntarily
register their common stock with the SEC while maintaining the exemption from registering their debt and
MBS with the SEC. [Further information on the July 12" announcement is available in this GSE Report.]
Therefore, Fannie and Freddie will not register their debt or MBS with the SEC as do other publicly traded
companies. The announcement reflected an agreement between Fannie and Freddie, the SEC, OFHEO and
Treasury. Under the agreement, Fannie and Freddie would be subject to the Securities Exchange Act of
1934 [’ 34 Act] which requires a publicly traded company to provide periodic disclosure requirements about
the financial condition and management of their company but would not subject Fannie and Freddie to the
Securities Act of 1933 [' 33 Act] which requires a publicly traded company to submit aregistration
statement and prospectus when bringing new issues to market [such as debt and MBS].

* The Shays-Markey bill would among other things, subject Fannie and Freddie to mandatory registration of
their securities, common stock, debt and MBS with the SEC, as well as subject Fannie and Freddie to all
SEC laws and requirements governing al other publicly traded companies. The bill repeals Fannie and
Freddie’s exemption from both the’33 and ' 34 Acts.

» Degspite the voluntary agreement, both Congressmen Baker and Shays said they will continue with their
efforts to address concerns about the GSEs. “It’s going to take more than that [voluntary agreement] in
substantive change for me, in legidlative terms, to go away,” Congressman Baker told reporters after the
hearing (Dow Jones Newswire, Dawn Kopecki, 7/16/02). Congressman Baker hopesto bring anew GSE
proposal or approach before Congress early in 2003 and said he will continue to press for a single regulator
for the GSEs (Reuters, Mark Felsenthal, 7/16/02). Both lawmakers were concerned that the GSEsS MBS
and debt would still be exempt from the SEC requirements to which al other publicly traded companies are
subject.

In summary:

1. Treasury Department does not support HR 4071 — Treasury said it doesn’t support the bill because it
focuses only on two GSEs (Fannie and Freddie) and because Treasury is not prepared to support repeal
of Fannie and Freddie's exemptions from the* 33 Act.

2. Treasury Department is pleased with Fannie and Freddie' s July 12 agreement to voluntarily
register their common stock and be subject to the SEC requirements under the’ 34 Act.

3. Congressmen Baker and Shays do not believe Fannie and Freddi€ s voluntary agreement solves
concer ns about GSEs— Congressman Baker noted that the voluntary agreement was a positive change
but at the end of the day more study may be required. He asked Fisher whether he was suggesting that
subjecting Fannie and Freddie to the ’ 34 Act solves all the concerns about the GSEs. Fisher responded,
“No, I’'m not,” but noted that Treasury was suggesting some significant stepsincluding: (1) subjecting
Fannie and Freddie to the’ 34 Act; (2) encouraging that all GSEs be subject to the’34 Act; and (3)
examining the disclosure requirements of all GSE and non-GSE MBS issuers. Congressman Baker
noted the voluntary agreement doesn’t go far enough to assure that investors completely understand the
risks of GSE portfolios.

Congressman Shays called the agreement a“gigantic step in the right direction” but he was still
concerned as to why the GSEs are alowed to live under different rules than other publicly traded
companies.
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4. Congressmen Baker and Shaysrequest that Treasury release the July 12 written agreement —
Congressman Shaysrequeststhat SEC Chairman Harvey Pitt testify on the specifics of the
agreement — Congressmen Baker and Shays had very specific questions about the agreement including
how it would apply to the GSEs, how it would be enforced, and its comparability to what other publicly
traded companies are required to disclose. They wanted to see the written agreement to address these
issues.

Fisher testified that he believes that Fannie and Freddie will be subject to all aspects of the 34 Act,
subject to the interpretation of the SEC as it applies to these two companies. Congressman Shays
suggested that SEC Chairman Pitt testify before the Subcommittee to explain the specifics of the
agreement and how they would apply to the GSEs.

In August, publicly traded companies will be asked to sign a pledge giving their personal guarantee that
their company’ sfinancial statements are correct. Fisher was unsure whether Fannie and Freddie would
be subject to this requirement due to the timing of when Fannie and Freddie will actualy bein
compliance with SEC requirements. He thought it would be up to the SEC. [In an interview with
CNBC, Fannie's CEO Franklin Raines noted that “technically,” Fannie “will become aregistrant at the
end of thisyear” and so they “wouldn’t be covered by the request by the SEC.” He noted, however, that
Fannieis “going to make that certification anyway.” (CNBC Business Center News Transcripts,
7/12/02)]

Congressman Shays asked Fisher whether investors would have the ability to sue Fannie and Freddie in
the same manner as other publicly traded companies were subject under current SEC requirements.
Fisher was unsure whether this would apply to Fannie and Freddie. Congressman Shays also noted that
recent billsto protect investors and improve financial disclosuresin light of Enron and WorldCom do
not apply to Fannie and Freddie.

5. Treasury callson all GSEsto comply with the same SEC financial disclosurerulesrecently agreed
to by Fannie & Freddieunder the’34 Act - Treasury Department believes all GSEs should comply
with the same disclosures required of the’ 34 Act, as interpreted and applied by the SEC. This can be
done without legidation, as Fannie and Freddie have accomplished through their July 12 agreement to
voluntarily register their common stock with the SEC, which will ensure that they are subject to the
same disclosure requirements as other publicly traded companies under the ’34 Act. Treasury
recommended that other currently exempt GSEs make similar arrangements to voluntarily register with
the SEC under the’34 Act. [Farmer Mac isthe only GSE that is fully subject to SEC securities laws.]

Fisher stated, “ Given the size and importance of each of the GSES operationsin our capital markets and
banking system, continued operation outside of the SEC-administered corporate disclosure regimeis
inconsistent with our objective for investor protection and for a sound and resilient financial system and
will only hamper our efforts to bring even more capital to bear on the objective of affordable housing
and, more generaly, on all the objectives served by GSEs...the GSEs— and particularly the three
housing GSEs — are no longer modest experiments on the fringes of our financial system. They are
large, rapidly growing and important playersin our capital markets and in our banking system. As such,
they need to be role models for our system of investor protection, not exceptionsto it.”

6. Treasury Department isnot ready to support repeal of the GSES exemption from the’33 Act —
Treasury does not support removing the GSEs exemption from registration of their MBS at this
time because it would disrupt the market and instead will conduct a joint study with the SEC and
OFHEO to promote a morelevel-playing field with respect to initial offering disclosur es between
GSEsand non-GSE MBSissuers. “Requiring the GSEs to register their securities under the’33 Act

6

© 2002 by Canfield & Associates, Inc. All rights reserved.



could have certain benefits, including uniformity and consistency of disclosures for new offerings. But
such a change has the potential for disrupting alarge and well-functioning market and imposing burdens
and added costs.”

Fisher said the study will be completed early in the next session of Congress, however Congressmen
Baker and Shays requested that the study be completed by the end of the calendar year.

During the question and answer period, Fisher stated that in his opinion, having Fannie and Freddie
register their MBS with the SEC would disrupt the housing market. Congressman Shays said that
Fannie and Freddie “ play by different rules” and asked Fisher how other companies registered their
MBS offerings without disrupting the markets. Fisher responded, “It’s a question of the size and scale
of the operations. And | think that even some of the harshest critics of these two enterprises think that
it'safair question as to whether this would disrupt the mortgage markets. And it's my opinion that it
would,” Fisher replied. If anything, said Congressman Shays, Fannie and Freddie's volume ought to
make people embrace more, not less, disclosures. Fisher said he, too, was usually a proponent of
disclosure, but that “liquidity was important,” too. Congressman Baker said that while he understands
Fisher’s position, he doesn’t agree with it (New York Times, Alison Leigh Cowan, 7/17/02; Dow Jones
Newswire, Dawn Kopecki, 7/16/02). Congressman Baker further stated that he doesn’t understand why
the private MBS market should be treated differently than the GSEs MBS. He still thinksthereisa
significant difference between the disclosure requirementsin the private market and the GSES' market.

In terms of the volume of GSE MBS - Treasury noted that out of atotal MBS market of $3.9 trillion,
over $2.3 trillion in GSE issued MBS outstanding have come into the market completely outside the
requirements of the’33 Act. There are also, at present, $916 billion in MBS issued by non-GSEs that
are subject to some but not all of the provisions of the’33 Act, under certain limited exemptions for
“mortgage-related securities.”

Fisher noted that there are prepayment and credit risks with regard to the GSES MBS and that both
issues would be examined in the joint study.

7. Eisher acknowledged that despite the voluntary agreement, Fannie and Freddie are not subject to
the same SEC reqguirements as other publicly traded companies— Congressman Bob Ney (R-OH)
guestioned Fisher as to whether Fannie and Freddie would be subject to the same SEC requirements as
GE Capital. Fisher believesthat the level of disclosure by GE Capital’ s parent company (General
Electric) would be comparable to Fannie and Freddie under the’ 34 Act but there is still adistinction
between General Electric being held to the same standards under the SEC requirements of the’ 33 Act,
to which Fannie and Freddie are not subject.

8. Fisher acknowledged that there may be parts of the’33 Act requirementsthat could be applied to
Fannie & Freddie— During the question and answer period, Fisher acknowledged that in his opinion
subjecting the GSEs MBS to the ' 33 Act would disrupt the market but that he was not saying that
additional disclosures aren’t needed. Thejoint study will examine all disclosures by GSEs and private-
label issuersto create alevel playing field between all issuers. Fisher noted that Treasury has not made
up its mind whether there are parts of the’ 33 Act that could be applied to Fannie and Freddie.

9. Treasury hasno position on removing the GSES' line of credit to Treasury — Two years ago,
Fisher’s predecessor Gary Gendler testified that the Treasury Department supported removing the GSES
line of credit to the Treasury. Fisher said that calling it a“line of credit isamisnomer” and that the
Treasury Department does not have a position on the issue (New York Times, Alison Leigh Cowan,
7/17/02).
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10.

11.

12.

13.

Treasury supportsremoving OFHEO from the appropriations process — In response to a question
by Congressman Ken Bentsen (D-TX), Treasury noted that the Administration supports removing
OFHEO from the appropriations process (a recommendation that was included in the President’s
budget). Fisher noted that the Administration does not have a position whether OFHEO has the
adequate resources and statutory authority to regulate Fannie and Freddie. He noted, however, that
some financial disclosures (such as the recent voluntary financial disclosure agreement) might best be
regulated by the SEC rather than OFHEO.

Congressman Ron Paul (R-TX) discussed a new GSE bill that he introduced on July 15 — Hishill
would among other things, remove the GSES' line of credit with the Treasury and eliminate the Fed's
purchasing of the GSES' debt securities for monetary policy. He believesthat Fannie and Freddie have
caused a tremendous housing bubble that should be addressed. He does not think that subjecting Fannie
and Freddie to SEC regulation would solve his concerns with the GSEs.

Congressman Paul said during the hearing that the “special privileges of Fannie and Freddie have
distorted the housing market by allowing Fannie and Freddie and the Home Loan Bank Board to attract
capital they would not attract under pure market conditions.” “Theway | seeit, the GSEs are how our
savings and loans of the late-1970s,” he said. “Y ou cannot keep a bubble going on forever” (CBS
Market Watch, Mike Wilkening, 7/16/02).

Concerns about Farmer Mac should be examined by Treasury — Congressman Bentsen suggested
that the Treasury Department should consider examining concerns that have been reported about Farmer
Mac in the press recently and report back to the Subcommitteeits findings. Fisher noted that Treasury
currently has not taken an initiative on the issue of Farmer Mac but that the issue is certainly worthy of
consideration.

Several Members congratulated Fannie & Freddie on their voluntary compliance with SEC
reguirements. Congressman Paul Kanjorski (D-PA), the Ranking Member on the Subcommittee,
cautioned that moves to increase the GSES' disclosures need to be done carefully, deliberately and
objectively. Congressman Kanjorski was concerned that subjecting the FHLBanksto the’ 34 Act might
encourage consolidation within the system and harm certain regions of the country and asked Fisher to
keep thisin mind when examining the FHLBanks. Fisher noted that currently the FHLBanks are
already in compliance with parts of the’34 Act, although Treasury would like them to be in full
compliance with the’ 34 Act. He noted that the Department has already had discussions with the
FHLBanks on thisissue.

(Source: Oral and written testimony from July 16 Capital Markets Subcommittee Hearing on the GSES, unless
otherwise indicated.)

FHFEB supportsincreased financial disclosur e requirements for the FHL Banks but acknowledges that

complying with the same SEC financial disclosurerulesrecently agreed to by Fannie & Freddie“may be

tricky”
FHFB Chairman John Korsmo said July 16 that he strongly supports full disclosure requirements for the
FHLBank System. Korsmo said he has initiated talks with the SEC and Treasury about expanding financia

disclosures for the FHLBank System. “Through their congressional charter, the Federal Home Loan Banks

have received real and presumed advantages that allow them to raise funds at low cost to fulfill the System’s
public mission,” Korsmo said. “1 firmly believe that the public has aright to know at least as much about the
Home Loan Banks as they do about the publicly traded companiesin their retirement funds.”
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» Aspart of acooperative system, the FHLBanks are not publicly traded corporations; all the stock is held by
the member financial institutions. The Office of Finance prepares combined financia reports for the 12
Banks, which under current FHFB regulations must be consistent with SEC regulations S-K and S-X.
“While the Federa Home Loan Bank System already meets many SEC requirements, | want to explore
ways to maximize disclosure consistent with the cooperative structure of the System,” Korsmo said. “Each
Bank is privately owned, but the value of each franchise isits status and privilege as a publicly endowed
enterprise, and the public is therefore entitled to the full range of information about the System and its
operations.” (FHFB pressrelease, 7/16/02)

* Inaninterview with National Mortgage News, FHFB Chairman John K orsmo acknowledged that
complying with the same SEC financial disclosurerulesrecently agreed to by Fannie and Freddie
“may betricky” —“We are eager to cooperateto the extent we can be consistent with thefact that this
isadifferent animal [FHL Bank System] than Fannie and Freddie.” Thearticle noted that like Fannie
and Freddie, the FHLBank System islikely toresist registering its debt with the SEC. (National
Mortgage News, Brian Collins, 7/22/02)

Federal Reserve Board Chairman Alan Greenspan saystheissue of financial disclosuresamong GSEs
needsto be examined further

* InaJduly 16 appearance before the Senate Banking Committee, Chairman Greenspan was asked by Senator
Jim Bunning (R-KY) whether the Tennessee Valey Authority (TVA) — currently exempt from SEC
jurisdiction - should be under SEC jurisdiction. Greenspan stated, “...I am not familiar with the TVA issue,
but | do know that Undersecretary Peter Fisher of the Treasury Department is testifying today on the GSE
issue of registration and the like. There are several questions here which are emerging. Oneis not only
honor (ph) securities, but also on mortgage-backed securities, which is a much more controversial issue. |
think thisissueis--- | think requires further examination. Itisindeed — I don’'t know what the consequences
of the testimony isthismorning. But I do think that issues such as you raise should be examined to
determine what the appropriate role of GSEs and related organizations are with respect to the questions of
disclosure.” (CNNFN Transcript of Federal Reserve Board Chairman Alan Greenspan’s testimony before
Senate Banking Committee, 7/16/02; Dow Jones Newswire, Deborah Lagomarsino, 7/16/02)
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Fannie & Freddie announce July 12 they will “voluntarily” register their common stock with the SEC but
not their debt and MBS

Unlike other publicly traded companies, Fannie & Freddiewill not be required to register their debt or
MBS with the SEC

Treasury Department saysthat asa result of thisvoluntary disclosur e agreement, they do not support
HR 4071 - [Shays/Markey bill that would repeal Fannie and Freddie’'s exemption from SEC
requirements and would requirethe GSEsto register their debt and MBS with the SEC]
OFHEO abandonsits plan toissue arule-making requiring Fannie & Freddietoregister their debt

Congressman Baker callsthe announcement a “ good start,” but looksforward to discussing with
Treasury “the need for even fuller GSE disclosures down theroad”

“Fannie Mae and Freddie Mac are to be congratulated for ‘voluntarily’ committing to disclose some of
what therest of the publicly traded Fortune 498 companiesarerequired to disclose,” says Congressman
Baker

Congressmen Shays and Markey say they will continue to push to have Fannie & Freddieregister their
debt and MBS

M ortgage Bankers Association (MBA) callsthe voluntary disclosur e agreement a “ good first step” but
believes Fannie & Freddie s debt, equity and MBS disclosures should meet the SEC standards applied to
other companies

Citizens Against Gover nment Waste says “ Fannie and Freddie opened their books, but not wide enough”

Thevoluntary disclosur e agreement does not change Fannie & Freddie' s exemption from SEC
requirements and has no effect on the status of Fannie & Freddie s securities as* government securities’

Some bondholder s and analysts would like the GSEs to disclose mor e information on their MBS

* Fannie and Freddie held a press conference with the SEC and OFHEO July 12 to announce that Fannie and
Freddie plan to voluntarily register their common stock with the SEC. Fannie and Freddie will not,
however, register their debt or MBS with the SEC. (Reuters, Mark Felsenthal, 7/12/02) Not registering
their debt and MBS annually saves Fannie and Freddie millionsin dollars of feesthat competitorsin
the mortgage finance market must pay and reduces the amount of information publicly available
about their debt, sourcesin the Bush administration acknowledged. (Washington Post, Kathleen Day

and Jackie Spinner, 7/13/02)

* The agreement means that Fannie and Freddie have sidestepped for now — their biggest concern: full-scale
securities legidlation. (Wall Street Journal, John D. McKinnon and Patrick Barta, 7/15/02) Lawmakers
have introduced a hill that would require Fannie and Freddi€’ s financial disclosures to go much further.
Congressmen Chris Shays (R-CT) and Edward Markey (D-MA) introduced a bill (HR 4071) on March 20
that would repeal Fannie and Freddie' s exemption from SEC requirements and would among other things,
require Fannie and Freddie to register their debt and MBS with the SEC.
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Fannie' s Chairman Franklin Raines says that Fannie has not issued stock since the early 1980s, but makes
approximately 1,500 debt issuances and more than 40,000 mortgage-backed securities releases annually.
(Reuters, Mark Felsenthal, 7/12/02)

The announcement - a consensus agreement by the GSEs, the Treasury Department, OMB, the SEC, and
OFHEO - was made at the SEC. (Freddie pressrelease, 7/12/02) SEC Chairman Harvey Pitt, OFHEO
Director Armando Falcon, Fannie’s Chairman and CEO Franklin Raines, and Freddie’' s Chairman and CEO
Leland Brendsel participated in the press conference.

The Treasury, SEC, and OFHEO will also be conducting ajoint study on MBS disclosures, with agoal of
“ensuring that investors are provided with the information that they should have.” (Statement of Treasury
Secretary Paul O’ Neill, 7/12/02) By relegating it to a study, Fannie and Freddie were able to postpone the
resolution of the more controversial question of whether they should be required to comply with SEC-like
rulesfor registering their MBS and debt. (American Banker, Rob Garver, 7/15/02) However, the study may
be a possible step toward further government regulation in the area where Fannie and Freddie have been
most sensitive. The study will include disclosure for all MBS issuers, including private-label issuers that
compete with Fannie and Freddie. Further disclosure requirements are still possible, officials said. (Wall
Street Journal, John McKinnon and Patrick Barta, 7/15/02)

OFHEO Director Armando Falcon said OFHEO plansto issue a new disclosure rule to “facilitate the
implementation of this voluntary action.” (OFHEO pressrelease, 7/12/02) “Their voluntary registration
[of their stock] does not end the issue of disclosure,” said Falcon. (Wall Street Journal, John McKinnon and
Patrick Barta, 7/15/02)

Fannie and Freddie' s 2002 annual report in early 2003 will be the first disclosure made under the new
agreement. Although the decision to register their common stock is voluntary, the disclosure requirements
will be permanent since the decision isn’t revocable without SEC approval. “Of course we will have our
full complement of enforcement authorities over these disclosures,” SEC Chairman Pitt said. “But I’'m sure
we won't have to usethem.” Pitt added, “This addresses the concern that however compl ete their
disclosures were, it was strictly a matter of choice, not arequirement of law.” The registration of Fannie
and Freddie’s common stock will not result in added fees for the companies sinceit is considered a new
issue under SEC guidelines. (Dow Jones Newswire, Dawn Kopecki, 7/12/02; Statement by SEC Chairman
Harvey Pitt, 7/12/02)

Raines claimed that he proposed the idea of registration to SEC Chairman Harvey Pitt and to Treasury
Secretary Paul O’'Neill. Both men reacted positively, Raines said, and intensive talks with relevant agencies
resulted. (New York Times, Daniel Altman, 7/13/02)

The agr eement does not change Fannie & Freddie' s exemption from SEC reguirements and has no effect

on the status of Fannie & Freddie's securities as*“ gover nment securities’

The agreement does not change Fannie exempt security status, and there is no effect on the status of
Fannie's securities as “ government securities.” (Fannie pressrelease, 7/12/02) Freddie announced that
“there is no change in the SEC exemption that Congress provided for Freddie Mac's securitiesin the
company’s charter.” The SEC “confirmed that the actions taken have no impact on the status of Freddie
Mac’s securities as exempt from securities offering registration requirements as well as other aspects of the
federal securitieslaws. Asaresult, Freddie Mac’s access to worldwide capital markets will remain
unhindered.” (Freddie pressrelease, 7/12/02)
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Treasury Department saysthat asa result of this agreement, they do not support HR 4071
» Congressmen Chris Shays (R-CT) and Edward Markey (D-MA) introduced a bill (HR 4071) on March 20
that would repeal Fannie and Freddie' s exemption from SEC requirements.

» Treasury Secretary Paul O'Neill applauded Fannie and Freddie’s “ self-initiated compliance” with SEC
disclosure requirements. “Asaresult of their actions, the Administration is not prepared to support repeal
of the GSEs exemption from the Securities Act of 1933 and the Office of Federal Housing Enterprise
Oversight is not pursuing a securities regime for Fannie and Freddie,” stated Treasury Secretary Paul
O’'Nelll. (Statement of Treasury Secretary Paul O’ Neill, 7/12/02)

Fannie opposes the Shays-Markey bill and registering their debt and MBS

» “Some members of Congress have proposed that |egislation be passed to require that all of our securities be
registered with the SEC. We and virtually every element of the housing industry have opposed that
proposal because we believe it would disrupt the flow of capital into the housing market...The SEC
registration process was not designed to handle the unique securities market in which Fannie Mae operates,”
stated Fannie’s Chairman Franklin Raines. He added, “The housing sector of the economy benefits by
lifting the cloud of potential disruption to the housing finance system that registration of our debt and MBS
would cause.” (Statement by Fannie's Chairman and CEO Frank Raines, 7/12/02)

Announcement of new disclosureswill makelittle differenceto Fannie & Freddie
e “ltwasbrilliant. They [Fannie and Freddie] gave nothing up,” said Howard Shapiro, an analyst with
Goldman Sachs. (Reuters, Mark Felsenthal, 7/15/02)

* Fannie and Freddie will have to submit periodic financial reports, proxy statements and reports that other
issuers file with the SEC. But they already provide similar information to investors, so the immediate
practical effect isrelatively small. (Wall Sreet Journal, John McKinnon and Patrick Barta, 7/15/02)

* While the announcement represents a major policy change, it will not provide much more information to
investors. (Washington Post, Kathleen Day and Jackie Spinner, 7/13/02)

* Michael McMahon, an analyst at Sandler O’ Neill & Partners said the agreement cost Fannie and Freddie
little but might be politically expedient. “It shouldn’t make any difference, provided they disclose the same
amount of information,” he said. “If the cover says‘Form 10-K’ as opposed to ‘ Investor Analyst Pack,’ it
doesn’t matter to me. (New York Times, Daniel Altman, 7/13/02)

SEC Chairman Harvey Pitt’s comments

» “Their [Fannie and Freddi€' s| decision will ensure that the important goals of mandatory disclosures that we
have for al publicly traded companies will be accomplished,” Pitt said in aletter July 12 to Congressmen
Shays and Markey. “It continues to be our position that, because Fannie Mae and Freddie Mac sell
securities to the public and have public investors, their disclosures should comply with the disclosure
requirements of the federal securities laws and that compliance should be mandatory,” Pitt wrote. (Dow
Jones Newswire, Dawn Kopecki, 7/12/02)

OFHEOQ Director Armando Falcon’s comments

« “l want to compliment Fannie Mae and Freddie Mac for their voluntary compliance with SEC disclosure
requirements under provisions of the Securities Exchange Act of 1934... Through their action today, Fannie
Mae and Freddie Mac have fulfilled amajor part of our disclosure initiative. This step furthers the goal's of
the President’ s ten-point plan for corporate responsibility. OFHEO will promulgate a rule on disclosure that
will facilitate the implementation of this voluntary action. In addition, together with the SEC, we will
review the adequacy of information disclosures related to mortgage backed securities. Also, the review will
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consider the appropriate manner for creating amore level playing field and greater comparability of
disclosures that will enhance Enterprise safety and soundness. Accordingly, OFHEO isnot pursuing a
securitiesregistration regime for Fannie Mae and Freddie Mac.” (OFHEO pressrelease, 7/12/02)

[Prior to Fannie and Freddie' s July 12 announcement, OFHEO Director Falcon had said that OFHEO would
introduce a new rule to strengthen Fannie and Freddie’ s financial disclosures, according to a June 28
OFHEQ letter to John Graham, Administrator, Office of Information and Regulatory Affairs at the Office of
Management and Budget. Falcon noted that OFHEQO' s rule would establish mandatory disclosures “that are
at, aminimum, comparable to those of other publicly traded companies.” Falcon believed that OFHEO was
“uniquely positioned to evaluate” Fannie and Freddie' s financial disclosures and that OFHEO “is best
positioned to determine what elements of the enormous amounts of information” developed by Fannie and
Freddie “ should be disclosed to the public.” Falcon noted that the proposed rule would contain the
following: (1) periodic reports similar to what is required of SEC registered companiesfiling 10-Q, 10-K
and 8-K reports; (2) registration of Fannie and Freddie's stock and debt that “will facilitate registration in a
manner that does not impede their ability to meet their financing needs;” and (3) supplemental disclosures
beyond what is currently required of the SEC including the possible areas of interest rate risk, derivatives,
and mortgage-backed securities. (OFHEO Letter to OMB’ s John Graham, 6/28/02) OFHEOQO's letter to
Graham was in response to a May letter by Graham urging OFHEO to issue new rulemaking to strengthen
the corporate governance of Fannie and Freddie and require Fannie and Freddie to make certain public
disclosures.]

Fannie' s comments

“Thisisawin-win situation for all,” said Fannie' s Chairman Frank Raines. “Fannie Mage is pleased to take
the bold action President Bush has called for to support investor confidence by assuring that our world-class
disclosures will continue in perpetuity.” Fannie said it intends to file a Form 10 with an appended Form 10-
K in accordance with the SEC annual report deadline in early 2003. Going forward, Fannie said it will be
required to submit to the SEC, Forms 10-K, 10-Q, and 8-K, the periodic financial reports required of SEC
registrants. The reports will be available on the SEC’'s EDGAR database. With its voluntary action, Fannie
said it agreed that all periodic filings by Fannie would be (1) subject to SEC review in the same manner as
the SEC reviews the filing of other registered companies; (2) subject to the provisions of Regulation FD
(Full Disclosure); and (3) subject to the reporting of beneficial ownership — holders of five percent or more
of Fannie' s stock will have to report their ownership to the SEC. (Fannie pressrelease, 7/12/02)

Freddie's comments

“Freddie Mac already meets or exceeds SEC reporting standards, and today’ s announcement leaves no
doubt that Freddie Mac is subject to the same standards as every other public company,” Freddie's
Chairman and CEO Leland Brendsel stated. “Today’ s announcement reinforces Freddie Mac’s commitment
to maintaining the highest standards of disclosure, transparency and financial strength in fulfilling our
statutory mission.” Freddie said it will file annual reports to the SEC on Form 10-K, quarterly reports on
Form 10-Q and material event disclosures on Form 8-K. In addition, OFHEO will issue a supplemental
disclosure regulation that will obligate Freddie to submit proxy statements and insider trading reportsto the
SEC. “Asaresult of these combined actions, the oversight of Freddie Mac’s disclosure will be identical to
that of other public companies, while maintaining Freddie Mac’ s uninterrupted access to worldwide capital
markets.” (Freddie pressrelease, 7/12/02)

Some bondholders and analysts would like the GSEs to disclose mor e information on their MBS

Some bondholderscriticized Treasury Under secretary Peter Fisher for not requiring the GSEsto

register morethan ther stock. “1’m a bondholder and the moretransparency the better,” said James
Cusser, who manages $13 billion of bonds for Waddell & Reed Investment Co. in Overland Park, KS,
and owns debt sold by both Fannie and Freddie. “It putsothersat a disadvantage asthey get cheaper
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capital and the differenceisborne by the taxpayer.” (Bloomberg News, Simon Kennedy and Alex
Canizares, 7/16/02)

Private label MBS issuers disclose information in their offering documents that is not available in Fannie
and Freddi€’ s prospectuses, but analysts are not too worried about the missing information in GSE offering
documents. “Though it’s not default risk that the investor hasin agency MBS, it isin terms of
prepayment risk whereinformation about characteristics such asloan-to-value becomes helpful,” said
asenior mortgage analyst. “I believe it would be a ben€fit if thistype of data was accessibleto the
market.” The analyst added that information on limited documentation loanswould also help in
estimating the per centage of Alt-A mortgagesin given pools. Currently, analysts can only get this
information through the originator of theloans. (Asset Securitization Report, Karen Sibayan, 7/22/02)

Capital Markets Subcommittee Chairman Richard Baker's (R-L A) comments

Congressman Baker stated, “ Fannie Mae and Freddie Mac areto be congratulated for ‘voluntarily’
committing to disclose some of what therest of the publicly traded Fortune 498 companiesare
required todisclose.” Fannie and Freddie have made “a good start,” Congressman Baker said. “I
look forward to discussing with Treasury on Tuesday the need for even fuller GSE disclosures down
theroad. And | particularly look forward to discussing Treasury'sideasfor additional, more
comprehensive GSE reforms.” (Dow Jones Newswire, John Connor, 7/12/02)

Congressman Chris Shays (R-CT) comments

Congressman Shays called the announcement a “turning point in the debate” over Fannie and
Freddie sdisclosure practices. Shays aso said, “Despite these positive developments, there remains a
number of important questions of how these new requirements will be enforced. It’svita that investors
have alegal course of action under the securities laws. | also want to ensurethat Fannie Mae and
Freddie Mac disclose what isin their mortgage-backed securities, not just their common stock.”
(Washington Post, Kathleen Day and Jackie Spinner, 7/13/02; Dow Jones Newswire, Dawn Kopecki,
7/12/02, John Connor, 7/15/02)

Congressman Ed Markey’'s (D-MA) comments

“Thisis awelcome and long-overdue step by the SEC, Fannie Mae and Freddie Mac. | have long felt that
thereisnojustification for these two huge companies being exempted from the financial disclosure
requirements of the securitieslaws,” Congressman Markey stated. “The SEC announcement means
that investors will now be able to obtain better disclosures about Fannie Mae and Freddie Mac stock, and
that those disclosures will be subject to SEC requirements,” he added. “However, | note that Fannie and
Freddie mortgage-backed securitieswould not be subject to those disclosure requirements.” (Dow
Jones Newswire, Dawn Kopecki, 7/12/02) Congressman Markey said it was disappointing that Fannie
and Freddiee sMBSwill not be subject to the disclosure requirements under the new agreement.
(Associated Press, Marcy Gordon, 7/12/02)

Congressmen Shays and Markey said they will continue pushing Fannie and Freddie, the SEC, and OFHEO
for better disclosures of Fannie and Freddie' s debt issues. “1 continue to believe that it should be possible to
work out an appropriate disclosure regime for those securities as well,” Congressman Markey said. (Dow
Jones Newswire, Dawn Kopecki, 7/12/02)

House Financial Services Committee Chairman Michadl Oxley’s (R-OH) comments

“Fannie and Freddie' s move today to report to the SEC will increase transparency, reassure investors, and
strengthen the housing market,” said Congressman Oxley. “Thisisagreat example of the marketplace
responding to the need for greater clarity in financia transactions.” (House Financial Services Committee
pressrelease, 7/12/02)
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Senator Michael Enzi’s (R-WY) comments

* “Astheranking member of the Securities Subcommittee, “I want to commend the SEC, Fannie Mae and
Freddie Mac for taking this step,” stated Senator Enzi. He added, “under SEC regulation, Fannie Mae and
Freddie Mac will be subjected to the same restrictions and requirements as other publicly traded companies.
Bringing two of the largest financial companies in the country under the jurisdiction of the SEC is a positive
step.” (Senator Enz pressrelease, 7/12/02)

Senator Jon Corzine's (D-NJ) comments
* “Thisisappropriate, and | think it's smart politically. They have nothing to hide, said Senator Corzine.
(Washington Post, Kathleen Day and Jackie Spinner, 7/13/02)

Congresswoman Stephanie Tubbs Jones's (D-OH) comments

* “| applaud Fannie Mae and Freddie Mac for taking this extraordinary step. This action is consistent with
their announcement in October of 2000 to set in place financial reports and securities offering disclosures
that meet or exceed SEC requirements. (PR Newswire, 7/12/02)

MBA'’s comments

» TheMBA called Fannie and Freddie' s announcement “an important first step toward full and
completedisclosure.” Jim Murphy, MBA Chairman, stated, “We believe thisisa good first step
toward full disclosure by the GSEs, however, MBA membersbelievethat their debt, equity, and
mor tgage-backed securities disclosur e should at least meet the standards applied by the SEC to
private companiesthat issue securities.” Headded, “Welook forward to future stepsthat will meet
that objective.” (MBA pressrelease, 7/12/02)

Citizens Against Gover nment Waste's comments

* Inapressrelease entitled, “ Fannie and Freddie open their books, but not wide enough,” CAGW
“applauded with caution” Fannie and Freddi€e’ s agreement to register their common stock with the
SEC. “Thisisdefinitely amovein theright direction,” CAGW Vice President Ledlie K. Paige said.
“However, it isonly a small step. Until Fannie and Freddie agree to full disclosurewith the SEC,
thereare still great risksinvolved. The collapse of Enron isteaching us new lessons about the critical
importance of transparency and full disclosure; Fannie and Freddie must be brought under that same
umbrella of accountability.”

» CAGW noted that “ despite therecent agreement, Fannie and Freddie still do not haveto register
their debt and mortgage-backed securitieswith the SEC, asdo all other publicly traded companies.
Thetwo GSEs have a combined debt worth $1.26 trillion, up from $518 million in 1997, and an
annualized growth rate of nearly 25 percent. Fannie's balance sheet isbigger than the Federal
Reserve, and the two GSEs combined out-borrowed the U.S. Treasury by $1.1 trillion in 2001. In
addition, according to the Office of Management and Budget, the GSES' outstanding obligations total
$3.1trillion. They also enjoy a $10 billion financial windfall each year asa result of tax breaks, SEC
exemptions, and theimplied backing of taxpayersin case of failure.”

* “Inorder to havefull competition in theindustry, it isonly fair Fannie and Freddie providetotal
disclosureto the SEC,” Paige continued. “Such information iseven moreimportant for the GSEs
becauseif thereisa catastrophe, similar to that of Enron, it will be the taxpayer sleft holding the bag.
The public hasaright to know the financial dealings of Fannie Mae and Freddie Mac, asit istheir
money that isat stake. | urgethe SEC, Congress, and the Administration to ensurethat thisfull
oversight takes placeimmediately.” (CAGW pressrelease, 7/17/02)
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Free Congress Foundation’s comments

» J.Bradley Jansen, Deputy Director of the Center for Technology Policy at the Free Congress
Foundation, called the agreement by Fannie and Freddie “a necessary first step,” but called for “a
repeal of Fannie and Freddie' s exemptions from the privacy disclosure requirementsthat their
private sector competitors must obey.” Henoted, “ Since companies and courts have violated
customers' privacy preferencesin bankruptcy and takeover proceedings, it is moreimportant now
than ever that Congressrevoke the GSE exemption from TitleV of the Gramm-L each-Bliley Act.”
Headded, “ Thereisgood reason for public concern about the GSEs...If GSEsfind themselvesin dire
financial straits, it isvery easy to imaginetheir executivesto succumb to temptation to sell the private
financial data of their customers. Removing their exemption from TitleV would protect the privacy
of their customers.” (Free Congress Foundation pressrelease, 7/16/02)

Consumer Federation of America’ s comments

» BarbaraRoper, director of investor protection for the Consumer Federation of America, said that in
light of therecent corporate accounting scandals, “it was a losing argument for them [Fannie and
Freddie] to make that there was no need for them to be subject to any regulatory scrutiny.”
(Washington Post, Kathleen Day and Jackie Spinner, 7/13/02)

FM Watch’s comments

* “Clearly Fannie Mae and Freddie Mac wer e boxed into a corner...Today’s announcement still falls
short of the disclosurerequirementsfor every other publicly traded Fortune 500 company,” said FM
Watch executive director Mike House. (American Banker, Rob Garver, 7/15/02)

Financial consultant Bert Ely’s comments

» Ely called the announcement “a step in the right direction,” adding, “the question is enforcement.” Hedid
not believe that the announcement would satisfy Congressman Baker. “Believe me, it’snot going to
bethesolution,” Ely said. “Thereisstill the question of the competitive threat they [Fannie and
Freddie] pose [to other companies], mission creep, and so forth.” (BNA Daily Report for Executives,
Richard Cowden, 7/15/02)
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Congressional Research Service (CRS) says Fannie & Freddie' s exemption from SEC requirements saves
the GSEs millions of dollars each year and addsto the market perception that their securities have an
“implied guarantee” from the federal gover nment

Despite Fannie & Freddie s July 12 agreement that they would voluntarily register their common stock
with the SEC, CRS believes the Shays/M arkey bill (HR 4071) “remainsrelevant”

HR 4071 would require greater disclosure on securitiesissuances by Fannie & Freddie and remove an
advantage that the GSEs have over their mortgage mar ket competitors

CRSnotesthat HR 4071 would improve disclosures about Fannie & Freddie sindividual debt and MBS

“Some improvement in data available to investorsin mortgage-backed securities could allow greater
efficiency and better investor protection in those markets.”

Fannie & Freddie arguethat subjecting them to SEC registration would interfere with home buyers
ability to lock in mortgage interest rates, however, CRS notesthat “the GSEs should be able to hedge the
interest raterisk using derivatives or other risk management tools, with minimal impact on home
buyers’

I mpact on home buyers of imposing SEC fees on Fannie & Freddie would “beinsignificantly and
unmeasur ably small”

“It isnot going to do any harm for them to disclose the way other companiesdo,” says CRS Mark
Jickling

* A CRSreport, entitled “ Fannie Mae, Freddie Mac and SEC Registration and Disclosure,” focuses on the
Shays-Markey hill that removes Fannie and Freddie’ s exemption from SEC requirements. The report was
written by CRS Mark Jickling, Speciaist in Public Finance and Barbara Miles, Specialist in Financial
Institutions-Government and Finance Division. Thereport noted that Fannie and Freddie' s exemption
from SEC requirementsisa “ privilege that saves them millions of dollars each year and addsto the
mar ket perception that their securities have an ‘implied guarantee’ from the federal gover nment.”
Thereport noted that Fannie and Freddie announced July 12 that they would begin voluntarily filing
their financial statementswith the SEC, however both GSEswould maintain the exemption from
registering their securities. “ Thusthelegidation [HR 4071] remainsrelevant.” Thelegidation would
“havethe effect of requiring greater disclosure on securitiesissuances by the GSEs, and removing one
advantage —in this case a benefit that confersdirect monetary savings —that the GSEs have over their
mor tgage mar ket competitors.”

* Thereport stated that HR 4071 “would make Fannie Mae and Freddie Mac subject to the same disclosure
and registration requirements that apply to other firmsthat sell securitiesto public investors. The immediate
effects are two: that the GSEs would, as a matter of law and not voluntary submissions, have to disclose
routinely information on themselves, their operations and their securities, some of which presumably is not
now disclosed; and that the GSEs would have to pay afee to the SEC.”

HR 4071 would improve disclosur es about individual debt and MBS

* Supportersof HR 4071 claim the bill would among other things, improve disclosur es about individual
debt and, especially, MBS issues, beyond codifying the voluntary disclosures on the financial
condition of theissuing GSE. Accordingto CRS, “thisappearstobethecase.” CRS stated, “Investors
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in MBS could use better information about the pooled mortgages that support the bonds to accurately price
them: initial and average time to maturity, the interest rate paid by homeowners on individual loans, initial
size of loans, geographic location of mortgaged properties, and so on. Such information is routinely
available at individual loan level for non-GSE MBS issues. By contrast, the GSEs disclose this information
on an aggregated basis about pools of mortgages underlying groups of similar MBS issues. Under SEC
regulation, a prospectus would have to be published describing the risks of each issue, which would
require disclosur es about the mortgagesrelated to particular MBS. With thisinformation, investors
might be ableto pricerisk more efficiently. Supporters of H.R. 4071 argue that only their protected
monopoly status allows the GSEs to withhold these data from the market, and that they are able to profit
from their information advantage by retaining the MBS pools with the most attractive characteristics while
selling those with less attractive characteristics.”

According to CRS, Ginnie Mae securities issues deliberately suppress some information in order to get
their MBS treated in a generic fashion with trading based on the coupon rate of issues rather than
characteristics of mortgagesin the pool (all of which are themselves government-guaranteed). CRS noted,
“Fannie Mae and Freddie M ac are attempting to do the same thing by not revealing much of the
relevant information on mortgages underlying their MBSissues.” Accordingto CRS, “ This strategy,
whileincreasing liquidity (because moreissues appear interchangeable with each other), haslimits.
When mortgages prepay faster than expected because of undisclosed data, investors may reprice all
MBS in amoregeneric way than iswarranted. It isonething if ‘standardized’ mortgage poolsare
actually standard; it is something elseif they arenot. Thegreater the pre-payment discrepancies
within the mortgage pools backing securities, the mor e valuable the information is, and the greater
the possibility that investors, who cannot distinguish issues, will penalize the broader market, raising
mortgageinterest rates acrosstheboard.” CRSstated, “ Thereissome evidencethisisalready
happening,” pointing to a Bear-Stearns report which noted that the prepayment problems of undisclosed
GSE MBS were making the better disclosed non-GSE securities more attractive.”

Subjecting GSEsto SEC registration should have minimal impact on home buyers' ability tolock in

mor tgage inter est rates

Fannie and Freddie argue that SEC registration would interfere with current arrangements that allow home
buyers to lock in a mortgage rate at the beginning of negotiations with lenders, even though market interest
rates may rise before final settlement. However, CRS noted that “the GSESs should be able to hedge the
interest rate risk using derivatives or other risk management tools, with minimal impact on home buyers.”

I mpact on home buyers of imposing SEC fees on Fannie & Freddie would “ beinsignificantly and

unmeasur ably small”

“The GSEsarguethat SEC registration and reporting will impose coststhat will ultimately be borne
by home buyers... There are costs associated with SEC registration that the GSEs do not now bear: an
added paperwork burden and aregistration fee collected by the SEC. However, the GSEs already
bear the major costs associated with issuing securities: the compensation of Wall Street underwriters
who find investor swilling to buy, and the voluntarily or market-mandated disclosur e of infor mation
asnoted above. Thereisno obviousreason to assumethat SEC registration will have any significant
impact on transaction volumeor pricesin therobust secondary mortgage market. Supportersof H.R.
4017 point out that many other issuers of securitiesfind the U.S. markets attractive placesto sell debt
and equity, regardless of registration costs. The possibleimpact on mortgage borrower s should also
be insignificantly and unmeasurably small. At lessthan one cent per $100 of securitiesissuance, the
feeiseasily absorbed by the GSEs whose funding advantage is about 40 times larger.”
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CRS' conclusion

CRS concluded, “ Given that Fannie Mae and Freddie M ac already disclose information - voluntarily
and because the market demandsit - it isnot clear that ending the SEC exemption would
dramatically affect the quality or quantity of most information they provide. Someimprovement in
data availableto investorsin mortgage-backed securities could allow greater efficiency and better
investor protection in those markets. Even if theimprovement isonly modest, however, there may be
benefitsin standardization. Essentially all other issuersin mortgage markets (save Ginnie Mae which
isthe government) must meet SEC registration and disclosure requirements. In a 1992 report, the
SEC and federal banking regulators concluded that investorsin GSE securities need the same basic
information asinvestorsin any other companies, and that the exemption should berepealed. ‘All this
information should be provided in the same form, and under the same time frames, asfor similar
securities of other issuers.” Theunderlying basisfor that conclusion appearsnot to have changed in
theinterveningyears.” (* Fannie Mae, Freddie Mac and SEC Registration and Disclosure,”
Congressional Research Service, Mark Jickling, Specialist in Public Finance and Barbara Miles, Specialist
in Financial Institutions-Government and Finance Division, 7/15/02)

“It isnot going to do any harm for them [Fannie & Freddi€] to disclose the way other companies do,”
CRSresearch Mark Jickling told National Mortgage News. “They may have to change their business
practices. But private MBS sellersand issuers manage to deal with it, so| don’t see why they
couldn’t,” Jickling said. (National Mortgage News, Brian Collins 7/22/02)

Capital Markets Subcommittee Chairman Richard Baker (R-LA) schedulesa GSE hearing for July 23

OFHEO will testify on itsrisk-based capital rulefor Fannie & Freddie and the recent voluntary financial

disclosur e agreement

Congressman Baker scheduled a July 23 Capital Markets Subcommittee hearing regarding OFHEQO' s risk-
based capital test for Fannie and Freddie as well as the recent voluntary financial disclosure agreement by
Fannie and Freddie to register their common stock with the SEC. OFHEO Director Armando Falcon is the
only witness. (House Financial Services Committee pressrelease, 7/19/02)

Wall Street Journal July 15 editorial reviews Fannie & Freddi€ svoluntary financial disclosure
agreement and calls Fannie & Freddie’ slack of disclosureson their debt and MBS “troubling’

“So congratulationsto Fan and Fred for seeing the light, and we hope there will be morelight to come, in
particular a voluntary decision to disclose the same information on their mortgage-backed securitiesthat

their competitorsdo. PerhapsFan and Fred are asrock-solid financially asthey claim, in which case

they have nothing to fear from the same disclosur e that other public companies make.”

Fannie and Freddie “ ended months of resistance, stonewalling and downright crankiness’ and agreed to
register their common stock with the SEC, reported the Wall Street Journal’s editorial. “Fannie's executives
even took credit for their surrender... They sounded like it was their ideaal along.” The editorial noted,

“In any event, it isamajor victory for investors and taxpayers, who will now be better able to assess the two
companies that dominate American mortgage finance. It's a'so avictory for the Bush Administration, which
took some risks to challenge the political powerhouses.”

“Thisisnot to say that their capitulation istotal. Fan and Fred are still declining to comply with
another law, the securities act of 1933, that would requirethem toregister their trillionsof dollarsin
debt-and-mortgage-backed securitieswith the SEC. Fan and Fred have also been fighting thiskind of
disclosure, which would berequired by Shays-Markey. Aspart of the political compromise...the
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Treasury, the SEC and Fan and Fred's haplessregulator, the Office of Federal Housing Enterprise
Oversight, have agreed to ‘study’ thisissue.”

» “Thisistroubling, becausethelack of disclosure hashelped Fan and Fred dominate the huge
mortgage-backed securities market. Their competitors, who issue private-label mortgage-backed
securities, offer investorsvery detailed information on their mortgage pools. But Fan and Fred offer
only generic information. Thisinformation asymmetry can hide from investorsthe major risk in this
market (prepayment of mortgages) and give Fan and Fred the opportunity to cherry-pick the best
mortgages for themselves. Worse, investors are beginning to respond to Fan and Fred’sdisclosure
gap by building arisk premium in their pricing, which in turn makesthe market less efficient and
interest rates higher for home buyers.”

» *“Having Fan and Fred provide the same information astheir competitorslevelsthe playing field in an
enormous and crucial industry. Increased disclosure will also help investorsunder stand therisks
undertaken by Fan and Fred, which have grown at Mach speed with heavy leverage. The more
investorsunderstand therisks, the mor e efficient pricing becomes.”

 “Moreimportant still isdisclosure srolein protecting taxpayers. Fan and Fred have a special
relationship with government that includes an implicit call on taxpayersif they get into trouble. Because of
this subsidy and the companies’ rapid growth and size, more and more of America’s housing market risk is
being piled onto these two companies. (The size of ataxpayer bailout is too large to contemplate, since we
prefer to sleep at night.)”

» “Socongratulationsto Fan and Fred for seeing the light, and we hope there will be morelight to
come, in particular a voluntary decision to disclose the same infor mation on their mortgage-backed
securitiesthat their competitorsdo. PerhapsFan and Fred are asrock-solid financially asthey claim,
in which case they have nothing to fear from the same disclosur e that other public companies make.”
(Wall Street Journal, editorial, 7/15/02)

Wall Street Journal July 1 editorial says Fannie & Freddie's exemption from SEC requirements provides
a big market advantage over private companiesthat arerequired to register with the SEC

Editorial points out the advantages that the GSEs enjoy asaresult of their MBS and securities exemption
from SEC requirements

Editorial notes, “Fan and Fred know mor e than other investors, so they can cherry-pick higher quality,
lessrisky securitiesfor their own portfolios and leave the dogsfor everyone else.”

* A July 1 editorial in the Wall Street Journal asked, “Would you buy a pig in the poke? Probably not if you
knew what you were buying. Y et every day Fannie and Freddie “ expect investorsto do just that.” The
editorial noted that Fannie and Freddie do not provide the same amount of disclosure on their
securities as other private mortgage companiesthat arerequired by law to register their securities
with the SEC. The GSEs are now facing, and fighting, proposed legislation from Congressmen Christopher
Shays (R-CT) and Edward Markey (D-MA), which would force the GSEs to be subject to SEC disclosure
requirements. According to the editorial, “thisintransigenceistroubling, not least becauseit gives Fan
and Fred a big market advantage. Fan and Fred know mor e than other investors, so they can cherry-
pick higher quality, lessrisky securitiesfor their own portfolios and leave the dogsfor everyone else.”
It is hard to quantify the GSES' cherry-picking without their disclosure, added the Journal. However, the
editorial noted “market players, who look at what’s available to institutional and individual investors, say
that there is absolutely no debate that Fan and Fred are keeping the higher quality securities for themselves.”
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* TheJournal claimed that the GSEswithhold crucial data about the prepayment risks of theloansin
their securities. The Journal, with the help of Peter Wallison of the American Enterprise Institute,
compared Fannie' s disclosures with those of Chase Mortgage Finance Trust. “While Fan offers only
generic disclosure, Chase provides specific information in 12 key categories.” Among the information
omitted from Fanni€' s disclosures, the geographical description of propertiesin the security, as some areas
have faster prepayment rates. In addition, a high original principal balance isindicative of early
prepayment. While Chase provides this information, Fannie does not. Fannie also fails to disclose the
purpose of the loans, type of property and loan documentation, al of which Chase provides to shareholders
aswell asthe SEC.

* Theeditorsnoted that mortgage prepayment rates have becomeincreasingly important as Fannie and
Freddie expand into “riskier lending.” Subprime mortgages are likely to prepay faster, and the editorial
notes that Fannie and Freddie are * sticking investor swith securities containing as much as 10% in
subprime. Further, Fan and Fred’sautomated underwriting programsallow for greater variancein
loan characteristics, so detail becomes crucial. By refusing to sharetheir information, Fan and Fred
are exposing investorsto an unknown amount of prepayment risk.” The Journal believes that the risk
of mortgage-backed securities may not be an issue if the price of the securities reflects the risk. However,
that is not the case with the GSEs. Sincetheir portfolios contain “mystery” securities, pricing cannot be
accurate. “If investorsare asked to pay an average pricethat underestimatestherisk, then they are
overpaying. At thesametime, if Fan and Fred are paying an average price for securitiesthat
overestimate risk, then they are getting a windfall.”

* Investors have begun to factor in the risk associated with GSE securities by adding arisk premium into their
pricing. However, this causes the market to become less efficient and causes interest rates to rise higher
than they might be with full disclosure. “ The gover nment-sponsor ed duopoly known as Fan and Fred
arefighting the Shays-Markey bill because it would end their profiting from market inefficiencies
they have created. Thismakes sensefor them, but not for investorsor for taxpayers, who already
subsidize the pair in other ways. By lifting the exemption from SEC registration that allows Fan and
Fred to issue mystery securities, Shays-M arkey would permit mor e accur ate pricing of mortgage-
backed securities. Nomorepigsin apoke.” (TheWall Sreet Journal, Editorial, 7/1/02)

Fannie & Freddie' s response- Freddie acknowledges that the information it provides to investorsis different

from that of private-label issuers

* Fannie clamed the editorial was “riddled with factual errors.” Fannie distributed a letter by Fannie’s
Treasurer Linda Knight to some investment banks claiming that the editorial was “flatly wrong” in saying
Fannie and Freddie can “cherry pick higher quality, less risky securities for their own portfolios and leave
the dogs for everyone else” because they don’t disclose enough information to investors. Fannie claimed
that the company’ s mortgage buyers don’t have any information that isn’t available to the public, because a
firewall separates them from the employees who create the securities. Knight also claimed that the
editorial’ s assertions that the company withholds geographical, maturity, and size descriptions of loans
backing its securities were also wrong.” (Bloomberg, Al Y oon, 7/1/02) Fannie said it provides as much
information as possible, given the fact that it often creates securities before it receives the actual loans it
placesin the pools. (Wall Street Journal, Patrick Barta, 7/2/02)

* Freddiesaid that whileit istrueit doesn’t supply someinformation provided by other issuers of
MBS, it does disclose all information it considersto be material to investors. (Wall Street Journal,
Patrick Barta, 7/2/02) Representatives from Fannie and Freddie say that infor mation on some of the
itemslisted in the Wall Street Journal articleisactually available, and the data that isnot disclosed is
usually credit-related. Freddie' s spokesperson Sharon McHale explained that there are significant
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differences between the characteristics of private label and agency mortgage pools. Since the agencies hold
the credit risk on their securities, disclosure on credit-related itemsisreally not material unlike in private-
label MBS. She claimed that mortgages in private label deals have varying credit risk, underwriting, and
collateral characteristics, so credit-related disclosure items are more important for investorsin private-label
MBS, but not as relevant for homogenous agency mortgage pools. While the GSEs do not indicate some
types of datain offering documents, they do release tapes with pool performance data, which isthen
processed by information providers such as Bloomberg. While missing from the prospectuses, statistics
such as average note rate on the underlying loan, seasoning, year of origination and geographic
concentration are available through other channels. (Asset Securitization Report, Karen Sibayan, 7/22/02)

The Economist calls Fannie & Freddie svoluntary disclosure agreement “a start, but only a start” since
Fannie & Freddiewill still be exempt from registering their debt and MBS with the SEC

“A test for how well Congress can reorder America’sfinancial system iswhether it tamesitsown
wayward children” (Fannie, Freddie, and the FHL Banks)

* TheEconomist noted, “A test for how well Congress can reorder America’ sfinancial systemis
whether it tamesits own wayward children.” Thearticleadded, “Fannie Mae, Freddie Mac, the
Federal Home L oan Bank System and other financial institutions wer e created by the gover nment
yeas ago to provide liquidity in marketsthat have long since grown beyond the need for gover nment
support.”

» All of these GSEs enjoy specia benefits that “provide advantages over their private-sector competitors’ and
has allowed these GSESs to “become huge participants in some of the world’s biggest financial markets.”
The article noted that the GSEs have issued three-fifths of the $4 trillion in outstanding MBS in America
and their annual rate of growth in assetsis over 15%, double the overall growth in mortgages.

* Fannieand Freddi€ svoluntary agreement to register their common stock with the SEC, while
retaining their exemption for registering their MBS and debt with the SEC, “isa start, but only a
start,” reported The Economist. “ After all, the agreement lets both Fannie Mae and Freddie Mac
remain exempt from the Securities Act of 1933, the bedrock legislation for America’s public markets
that coversdisclosuresfor securities offerings. Yet few companies are more active offerers,
rebundling mortgagesinto issues of mortgage-backed bonds.”

* Thearticlenoted that Fannie and Freddie’'s exemption from registering their MBS and debt “ breeds
two suspicionson Wall Street, although they are admittedly contradictory.” The Economist explained,
“Thefirst isthat they [Fannie and Freddi€] retain the better mortgage-backed securities on their books, that
is, the ones with lessrisk of being repaid early; they then flog off the rest. Over time, this would push up
mortgage rates and undermine the rationale for Congress creating these agenciesin thefirst place. Of equal
concern in other parts of the market is that Fannie Mae and Freddie Mac are in fact keeping the poorer
quality of mortgages on their books, and so concealing possible problems in their fast-growing balance
sheets. Together, the two agencies hold well over $1 trillion in mortgage-backed securities.”

* The Economist concluded, “ Any crisisat Fannie Mae and Freddie Mac would have consequences for
thefinancial system. Mutual fundsarelarge holdersof their debt. So, too, are banksand thrifts,
because the debt of gover nment agenciesis exempt from normal ruleslimiting exposureto any one
borrower. Intheevent of acrigs, it ishard to imagine any institution apart from the Treasury
Department with the financial clout to arrangearescue.” (The Economist, 7/20/02)
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Christian Science Monitor editorial says Fannie & Freddie must go further than their voluntary financial
disclosure agreement and recommendstheir MBS be subject to SEC registration requirements aswell

» Referring to Fannie and Freddie' s voluntary financial disclosure agreement to register their common stock
with the SEC, a Christian Science Monitor editorial noted that Fannie and Freddie “deserve some sort of
slap on the back for finally, in these post-Enron days, acting like other public companies.” The editorial
noted that “Indeed, and almost unbelievably, Fannie and Freddie were the only members of the Fortune 500
with such an exemption.” However, Fannie and Freddie “have further to go to meet the market’s
demandsfor greater transparency in accounting. They have not relinquished another exemption —
mor e disclosur e of information on their own mortgage-backed securities...Fannie and Freddie have
trillionsin such securities. They should be SEC-registered aswell.”

» “Insufficient regulatory oversight and mor e disclosure by Fannie and Freddie must be part of current
economic reform effortsin Congress. A burst in the nation’s housing bubble could fell these two
giants, and leave taxpayerswith billions, if not trillions, in debt.” (Christian Science Monitor, 7/22/02)

Merrill Lynch report compares private label MBS issuer disclosuresand agency (GSE) MBS disclosures
and notesthat thereislessinformation provided in the GSES' disclosures

» According to Karen Sibayan with Asset Securitization Report, areport by Merrill Lynch analyzed the data
that is available on agency (GSE) pools and private label MBS issuer disclosures, using Wells Fargo MBS
2002-8 as a standard non-agency pool to compare information availability. Merrill found that both agency
and non-agency MBS issuers disclose information on weighted-average-coupon, weighted-average-life,
weighted-average-maturity, origination year, geographic distribution, and average loan size. However, there
was less information on loan size distribution and weighted-average-coupon distribution in the agency MBS
and there were no details available on the loan purpose, documentation levels, loan-to-value ratios, FICOs
and delinquency history for agency securities. Merrill added that though information on loan size,
wel ghted-average-coupon distribution, FICO scores and documentation levels would be helpful in building
prepayment models, it is not crucial in devel oping reasonable valuation tools. Merrill noted that the bulk of
agency mortgages are traded through the TBA market “where pool characteristics are not disclosed at the
time of thetrade.” (Asset Securitization Report, Karen Sibayan, 7/22/02)

Congressman Ron Paul (R-TX) introduces GSE bill (HR 5126) that would remove the GSES' line of
credit tothe Treasury and eliminate the Fed’s purchasing of the GSEs' debt

» Congressman Paul introduced July 15 a GSE bill that among other things would remove the GSES' line of
credit with the Treasury and eliminate the Fed’ s purchasing of the GSES' debt securities for monetary
policy. Thebhill isHR 5126 — the Free Housing Market Enhancement Act.

+  Congressman Paul noted when introducing his bill, “One of the major government privileges granted the
GSEsisaline of credit to the United States Treasury. According to some estimates, the line of credit may be
worth over $2 billion dollars. This explicit promise by the Treasury to bail out the GSEs in times of
economic difficulty helps the GSEs attract investors who are willing to settle for lower yields than they
would demand in the absence of the subsidy. Thus, the line of credit distorts the alocation of capital. More
importantly, the line of credit is a promise on behalf of the government to engage in amassive
unconstitutional and immoral income transfer from working Americans to holders of GSE debt.”

» Congressman Paul’ s bill repeals the explicit grant of legal authority given to the Federal Reserve to
purchase GSE debt. “ GSEs are the only institutions besides the United States Treasury granted explicit
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statutory authority to monetarize their debt through the Federal Reserve,” he noted. “This provision gives
the GSEs a source of liquidity unavailable to their competitors.”

«  Congressman Paul believes that Fannie and Freddie have caused a tremendous housing bubble that should
be addressed. He stated, “ It istimefor Congressto act to remove taxpayer support from the housing
GSEsbefore the bubble bursts and taxpayer s are once again for ced to bail out investorswho where
misled by foolish government interferencein the market.” (Congressional Record, pages E1258-E1259,
7/15/02)

Fanni e Mae and Freddi e Mac

Government Accounting Office (GAO) recommends OFHEO not include new business assumptionsinto
itsstresstest used to establish Fannie & Freddie srisk-based capital requirements

GAO notesthat Fannie & Freddie simplicit government guarantee limits market discipline and limits
the benefits of the GSES “voluntary initiatives’ to increase transparency and market discipline

* The GAO released areport recommending that OFHEO not include new business assumptions into its stress
test used to establish Fannie and Freddi€' s risk-based capital requirements. The GAO said it was mandated
by the Federal Housing Enterprises Financial Safety and Soundness Act of 1992 to study whether OFHEO
should incorporate new business assumptions into the stress test. OFHEQ' s risk-based capital rule includes
astress test, which determines whether Fannie and Freddie have sufficient capital on hand to survive during
a 10-year economic downturn. Incorporating new business assumptions into the stress test, according to the
GAO, would mean specifying details about the types and quality of new mortgages that would be acquired
during the 10-year stress period, the types of funding that would be used to acquire such mortgages, and
other operating and financial strategies that would be implemented by Fannie and Freddie' s management.
After taking more than nine years to complete, OFHEOQ issued its risk-based capita requirement on
September 13, 2001 [though not enforceable until September 13, 2002]. Four years after OFHEO issuesits
risk-based capital rule, OFHEO has the option to incorporate new business assumptions into the stress test.
GAO’s mandate isto provide, within the first year after the rule isissued, an opinion on the advisability of
including new business after the initial 4-year period. (GAO, “ OFHEQO's Risk-Based Capital Stress Test:
Incorporating New Business Is Not Advisable,” GAO-02-521, June 2002)

» According to the GAO, Fannie and Freddi€’ s data “ show that new business conducted over a 10-year period
generally accounts for alarge share of their on- and off-balance sheet holdings of assets and liabilities at the
end of each 10-year period. Because new business represents such a large share of enterprise holdings over
time, it would have a major impact on the enterprises’ financial condition, risks, and capital adequacy in the
face of stressful events.” However, GAO noted that “determining the appropriate new business assumptions
to include in OFHEO’ s model would be difficult and inherently speculative.” Further, “incorporating new
business assumptions would increase the complexity of OFHEQO' s already complex stress test, making it
more difficult to understand and replicate.” GAO believes that OFHEO can use its supervisory review
power to limit risk-taking by Fannie and Freddie, which includes examination of Fannie and Freddie’s
ongoing business activities and enforcement actions. The GAO recommended that OFHEO “not
incorporate new business assumptionsinto its stress test, because determining the assumptionsis inherently
speculative and including them would introduce more complexity to an already complex model.” (GAO,
“OFHEQO’ s Risk-Based Capital Stress Test: Incorporating New Business Is Not Advisable,” GAO-02-521,
June 2002)
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Fannie & Freddie’ s implicit government guarantee limits market discipline

 The GAO noted that the market’s perception that Fannie and Freddie areimplicitly guaranteed by
the federal government limitsthe benefits of the GSES “voluntary initiatives’ to increase
transparency and market discipline, reported John Connor with Dow Jones Newswire.

* The GAO noted that the “federal government’s creation of and continued relationship with Fannie Mae and
Freddie Mac have created the perception in financial markets that the government will not allow the
enterprises to default on their debts and MBS obligations, although no such legal requirement exists. Asa
result, Fannie Mae and Freddie Mac can borrow money in the capital markets at lower interest rates that
comparably creditworthy private corporations that do not enjoy federal sponsorship.”

* In October 2000, Fannie and Freddiereleased voluntary risk management initiativesto improve
transparency and market discipline, including the periodic issuance of subordinated debt and
increased disclosures. GAO discussed the voluntary commitmentsin its report and said market discipline
can curb risky behavior by Fannie and Freddie to the extent that the firms' creditors and customers will
demand that they stay fiscally strong to fulfill their obligations, and acknowledged that the financial
disclosures mandated by the October 2000 voluntary accord may improve transparency. “However,
itsimpact on the enterprisesand their customersislimited if the enterprisesare perceived to have
implicit government backing,” GAO said. “That is, other economic parties may believe that the
federal government will ensurethat the enter prises continue to operate and perform satisfactorily on
financial contracts such asloans and mortgage purchases,” GAO noted. “For thisreason, while
market discipline can play arolein curbing risky behavior by the enterprises, it also hasits
limitations,” GAO said. “Supervisory review thus takes on more importance as a means for limiting
inappropriate risk-taking behavior by the enterprises,” the GAO added. (Dow Jones Newswire, John
Connor, 7/1/02; GAO, “ OFHEO' s Risk-Based Capital Stress Test: Incorporating New Business I's Not
Advisable,” GAO-02-521, June 2002)

Brokersraise concerns about Fannie & Freddie’'s“ modifiable mortgage” product

* Fannieand Freddie’s modifiable mortgage product “could be one of the biggest threatsto the survival
of the mortgage broker industry, or it could bejust a minor nuisance, costing the broker some market
share,” reported Brad Finkelstein with Broker Magazine. (Broker Magazine, 6/02-7/02)

» Asnoted inthe March 15, 2002 GSE Report, Freddie introduced the “ modifiable mortgage” product, a
fixed-rate home mortgage that can be modified after being sold to Freddie and pooled. The product will be
pooled under one of two new prefixes (MM or MN). The modification option, available for newly
originated and seasoned loans, will be available on anegotiated basis, and will alow only downward
modifications to the borrower’ s note rate and monthly payment. If the loan is modified, that [oan will be
purchased (removed) from the applicable MM or MN pool, and then resold to Freddie as either a non-
modifiable mortgage or as a modifiable mortgage. “Our modifiable mortgage offers all Freddie Mac
customers the option to modify mortgages instead of refinancing them, while maintaining the integrity of
Freddie Mac’'s Gold PC securities,” said Mark Hanson, Freddie’ s Vice President, Mortgage Funding.
(Freddie pressrelease, 2/22/02)

» Fanni€ s product — the Fixed Rate Convertible — has a conversion option that can be exercised whenever the
borrower wishes over the life of the loan, said a Fannie spokeswoman. Borrowers are able to lower their
interest rate as often as every 30 days, without having to reapply or requalify for amortgage, as they would
if they wereto refinance. (Broker Magazine, 6/02-7/02)

25

© 2002 by Canfield & Associates, Inc. All rights reserved.



» Mortgage brokers, who often count on their ability to control the customer relationship and refinance loans,
have mixed feelings about loan modifications and the fact that Freddie is for the first time making it possible
to include them in select GSE securitizations. A secondary market move that resulted in alarge-scale
increase in loan modifications might hypothetically increase the use of the product and potentially pose a
huge threat to mortgage broker’ sincomes, but the impact of Freddie’ s new product appears relatively
limited in scope. (National Mortgage News, Bonnie Sinnock, 3/4/02)

» Todd White, senior vice president, |oan production manager, Arvest Mortgage, expressed the possibility at a
Broker roundtable that “widespread adoption of note modifications could create the possibility in the future
of never again having a broker-driven refi boom,” reported Finkelstein. White added that the statement is
an exaggeration, but modifications can have an impact on the broker/servicer relationship and goesto the
heart of one of the most contentious issues between brokers and servicers —who owns the borrower.
Modifications raise the issue of who has the right to contact the customer for a refinance — the mortgage
broker or the servicer. Thereis going to be a challenge for the modifiable products to be widespread, said
White, but assuming it gains popularity, it becomes a competitive issue for the small mortgage broker who
sellsloans servicing released. (Broker Magazine, 6/02-7/02)

Congressman Barney Frank (D-MA) does not believe Fannie & Freddie posearisk to taxpayers

* Inaninterview with Dow Jones Newswire, Congressman Frank said he does not believe Fannie and Freddie
pose arisk to taxpayers. “I don’t see them [Fannie and Freddie] as a problem. | think they’ ve been very
helpful,” he said. “Thereisno federal risk here,” he added. “This notion that there’s an implicit federal
guarantee doesn’t make any senseto me.” Congressman Frank isin line to be the next top Democrat on the
House Financial Services Committee, since Congressman John LaFalce (D-NY) has decided not to run for
re-election. (Dow Jones Newswire, Rob Wells, 6/27/02)

GSE debt news;

(1) Foreign purchases of Fannie & Freddi€e' s debt have slowed

(2) Foreign investorsarenot dumping Fannie & Freddie's debt despite a lumping US dollar

(3) Fanniedoublesthesize of its minimum callable debt

(4) Freddie'sdecision not toissueits Euro-denominated debt asit planned in June surprisesthe
European market

(5) Fannieincreases debt buybacks

Background on GSE debt and the supply of Treasurys

* Over the past few years, asthe US was running budget surpluses, and the national debt was being paid
down, the supply of Treasury securities shrunk. Investors, traders, borrowers, and even the US Federal
Reserve were being forced to find new benchmark securities to replace the shrinking number of Treasurys.
Among possible aternatives as a benchmark were: (1) the debt securities of Fannie and Freddie; (2)
derivatives tied to the swaps market; or (3) high-grade corporate bonds. Investors view the debt securities
of Fannie and Freddie as “amost” as good as US Treasurys because of the implicit government guarantee of
Fannie and Freddie’ s securities. Fannie and Freddie began bond issuance programs (Fannie — Benchmark
bond program; Freddie- Reference bond program) to mirror traditional Treasury operationsin size and
regularity as an alternative benchmark. Given the expected budget deficits in the next few years, the search
for aternative benchmark investments may be |essened.
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Foreign purchases of Fannie & Freddie' s debt have slowed

* Anaystsat Credit Suisse First Boston say foreign purchases of securities issued by agencies such as Fannie
and Freddie — which peaked at more than $170 billion last year — have slowed sharply in recent months.
(International Herald Tribune, 6/5/02)

Foreign investors are not dumping Fannie & Freddi€e’ s debt despite a slumping US dollar

» Overseasinvestors are holding on to US agency debt despite a slumping US dollar, according to Lynn Adler
with Reuters. The US currency’ s steep declineis forcing some foreign investors to dump dollar-
denominated debt, but agency debt remains popular for its high quality and returns. Astrid Adolfson,
economist at MCM Money Watch stated, “there’ s more of a slowing of buying than necessarily areal
selling of US agency securities.” More foreign central banks have been approved to purchase US agency
debt. The Bank of Japan has been selling yen and buying dollars, investing that US currency in agencies
and Treasurys, according to analysts. The Fed held $154 billion of agency debt in custody for foreign
accounts ended June 19, up from about $21 billion from the end of 2001. Treasury holdings rose to $619
billion most recently, up $19 billion thisyear. Last year, agencies holdings in those accounts jumped nearly
$31 hillion as Treasurys holdings gained $10 billion. “Y ou probably are reaching a maturation point,” said
Shrikant Ramamurthy, agency strategist at Greenwich Capital. (Reuters, Lynn Adler, 6/24/02)

Fannie doublesthe size of its minimum callable debt

» Fannie announced enhancements to its Callable Benchmark Notes ® debt issuance format. Minimum new
issue sizes for Callable Benchmark Notes offerings will be increased to $2 billion from $1 billion, while
minimum reopening sizes will continue to be $500 million. Beginning in July, Fannie will issue one or two
Callable Benchmark Notes structures each month with maturities and call lockouts to be determined through
market feedback. The core structures will continue to be five-year notes that are noncallable during the first
two years and ten-year notes that are noncallable during the first three years. All Callable Benchmark Notes
will continue to have one time (European) calls. The newly enhanced format may now also include other
maturities and call lockouts with one-time calls. (Fannie pressrelease, 7/2/02)

Freddie sdecision not to issue its Euro-denominated debt asit planned in June surprisesthe European

mar ket

» Freddie, which had a space open in its calendar to issue areopening of one of its six outstanding euro deals
in the week staring June 24, instead surprised the market by announcing that it had bought back some of its
euro debt. Fannie and Freddie had been scaling back their calendar issuance in dollars to match slow
growth in their mortgage portfolios. So while Freddi€’ s decision not to issue in euros in June had been
expected, the announcement of its repurchase came as a shock. Even the dealers who made the purchases
did not know who the buyer was. “There were some traders that were upset because they did not know
about the trade,” said Louise Herrle, Freddie’ s Treasurer, “and it was certainly not transparent.” It would
not be appropriate to compare the dollar market, where Freddie has an established buyback program, with
the euro market, she argued. Freddie has 25 Reference Note isssuesin dollars. In euros, it has six issues
totaling Eu35bn. Given therelative lack of liquidity, Freddie said it was concerned that announcing the
buyback would affect spreads on its euro debt. “It was a beneficial opportunity for us to provide support for
our securities,” Herrle said. “We looked at where they were trading vis avis other assets. We were
concerned that if certain trading relationships are around for along time they become established as valid.”
(Euroweek, 6/14/02)

* Thereopening planned in June was always optional, said Freddie. Mortgage growth has been slow recently,
said a Freddie spokesman. In this climate, it makes no sense to solicit a euro borrowing, which is always
considerably more costly than dollar borrowing. In addition, Freddie has also purchased and retired a
number of outstanding EuroReference Note issues. Freddie stressed that its commitment to the euro market
remains unwavering, and its buyback program was to preserve the value of outstanding debt for investors.

Its scheduled offering in September will go ahead as planned. (Euroweek, 6/14/02)
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Fannieincreases debt buybacks

Fannie is buying back more of is debt as increased competition from banks for mortgages pushes down
returns, according to Bloomberg. Fannie repurchased $3.5 billion of debt in the second quarter, up from
$2.5 billion in the first quarter. The loss from buying back debt rose to $224.7 million from $150 million.
Fannie' s Chairman Frank Raines expects the buybacks will cut interest expense and help meet the
company’s goal of “double digit” growth in operating earnings. (Bloomberg News, Al Y oon, 7/15/02)

Fannie & Freddie expand their outreach to credit unions

Fannielaunches an alliance with the National Association of Federal Credit Unions (NAFCU); Freddieis

working on an alliance with the Credit Union National Association (CUNA)

Fannie and NAFCU announced an alliance on July 18, the first deal signed by Fannie with a credit union
group. According to NAFCU, nine out of every ten NAFCU-member credit unions already use Fannie's
automated underwriting system, Desktop Underwriter. The alliance provides NAFCU members benefits
such as special pricing in the secondary market for fixed-rate mortgages, access to Fannie' s automated
underwriting system, educational training support on how to expand access to the secondary market, and the
ability to offer numerous mortgage products. (NAFCU pressrelease, 7/18/02; Credit Union Journal,
7/22/02) Freddie is negotiating an affinity relationship with CUNA, in which Freddie is expected to offer
CUNA members access to technology, products, services, and training and it is expected to be “significantly
larger than” than Freddie s affinity deal struck earlier this year with America’ s Community Bankers.
(National Mortgage News Daily Website, 7/8/02)

Fanni e Mae

Fanniereleases requirementsfor electronic mortgages

Fannie developsitsown registry for lendersto sell Fannietheir eMortgage notes

Fannie released its formal requirements to help lenders create, sell, and deliver paperless mortgages to
Fannie. (Fannie pressrelease, 7/3/02) According to eFannieMae.com, Fannie’' s announcement details the
requirements lenders must follow to create and sell eNotes to Fannie. These requirements: (1) include a
special electronic document format that is based on the MISMO [Mortgage Industry Standards Maintenance
Organization] SMARTDOC specifications; (2) include special language in the eNote to recognize the
creation of an electronic asset; (3) describe e-signature methodol ogies for e-signing and tamper-sealing the
electronic documents; (4) introduce a new application, eMortgage Delivery, to facilitate the delivery of an
eMortgage loan to Fannie; and (5) describe servicing requirements for eMortgage loans. Fannie noted that
it isworking with the MBA and its members to devel op an industry-wide registry to track ownership of
eMortgage notes. Until the industry implements the centralized registry, Fannie will operate an interim
registry to enable lenders to sell Fannie their eNotes. (eFannieMae.com, 7/9/02)
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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 has 51 Partner ship Offices open acrossthe country

Fannie “winsthe gratitude of politicians by staging local eventswith them, often to ‘announce’ itsplans

to buy local mortgages...It’salmost asif Ford or Microsoft could allow politiciansto gain some cr edit

with votersfor every Escort or Windows package sold in their district.” —Wall Street Journal, Nicholas
Kulish & Jacob M. Schlesinger, 7/5/01

Fannie has 51 partnership offices
» According to Fannie's Web site, the company has 51 partnership offices open across the country
(http://www.fanniemae.com/contact/parnterhsip_offices.html) 7/9/02).

Senator Kent Conrad (D-ND), Senator Byron Dorgan (D-ND), Congressman Earl Pomeroy (D-ND) and

Lieutenant Governor Jack Dalrymple

e Fannie and the USDA Rura Development announced two grants totaling $115,454 for Lewis and Clark
CommunityWorks, a non-profit organization. The group will use the grants to hire a reservation mortgage
lending coordinator, who will help Native American borrowers access mortgage financing. The officias
were included in the presentation held at United Tribes Technical College. (Fannie pressrelease, 7/2/02)

Senator Mary Landrieu (D-LA), Congressman William Jefferson (D-LA), and State Treasurer John Kennedy
* Fanniejoined with the above named officials to announce a new $1.25 billion lending partnership between
Standard Mortgage Corporation and Fannie. (Fannie pressrelease, 7/15/02)

Congressman Lamar Smith (R-TX) and Ciro Rodriguez (D-TX)
* Fannie announced mortgage relief provisions for flood-damaged homesin TX. Statements of support by the
above named officials were included in Fannie' s pressrelease. (Fannie pressrelease, 7/10/02)

Congressman Michael Ferguson (R-NJ) and Donald Payne (D-NJ)
» Fanniejoined with the above named officials to announce the availability of Community Solutions, a
mortgage product for New Jersey’ s firefighters, police officers, and teachers. (Fannie pressrelease, 7/2/02)

Congressman Tim Johnson (R-IL) and Savoy Village President Robert McCleary
* Fanniejoined with the above named officials to announce the opening of a new affordable rental complex
for seniors. (Fannie pressrelease, 7/2/02)

Congressman Ron Lewis (R-KY) and Bowling Green, KY Mayor Sandy Jones
* Fanniejoined with the above named officials to announce a program which allows eligible families to use
their Section 8 rental assistance vouchers toward homeownership. (Fannie pressrelease, 7/1/02)

Congresswoman Darlene Hooley (D-OR) and Newport, OR Mayor Mark Jones
» Fanniejoined with the above named officials to announce a new affordable rental development for seniors.
(Fannie pressrelease, 7/1/02)

Congressman Robert Matsui (D-CA)

* Fannie, the Sacramento Realist Association, and Countrywide Home Loans sponsored atraining seminar for
brokers and real estate professionals on new mortgage and technology products. A statement of support by
Congressman Matsui was included in Fannie' s pressrelease. (Fannie pressrelease, 7/18/02)
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Congressman Ruben Hinojosa (D-TX)

* Fanniejoined Congressman Hinojosafor the third annual regional |eaders conference to discuss housing
issuesin Texas 15" Congressional district. (Fannie press release, 7/1/02)

Congressman Sam Johnson (R-TX)

* Fannie announced that it purchased a $12 million mortgage revenue bond issued by the Garland Housing
Finance Corporation. A statement of support by Congressman Johnson was included in Fanni€’s press
release. (Fannie pressrelease, 7/2/02)

Congressman Harold Ford (D-TN)

* Fanniejoined Congressman Ford to announce HomeSAFE Memphis, an initiative to help predatory lending
victimsin Memphis. (Fannie pressrelease, 7/1/02)

Other local officials with whom Fannie held press opportunities:

(1) Cameron County, TX Judge Gilberto Hinojosa and Brownsville, TX Mayor BlancaVela (Fannie press
release, 6/28/02)

(2) Henderson, NV Mayor Jim Gibson (Fannie press release, 7/18/02)

Freddi e Mac

Freddie s portfolio of Low-Income Housing Tax Credit (LIHTC) investments now exceeds $2 billion

e Freddie announced that its portfolio of LIHTC investments now exceeds $2 billion. This was accomplished
through 153 separate limited partnerships covering 2,300 housing developments. Family housing makes up
70% of the portfolio while 15% is for seniors housing and 15% is special needs supportive housing.
“Freddie Mac's commitment to the LIHTC program is evidenced by the fact that its multifamily LIHTC
portfolio has doubled every three years, from $500 million in 1996 to over $2 billion in 2002,” said
Christine Hobbs, director of community development investmentsin Freddie' s Multifamily Division.
“Additionally, in 2002 we plan on increasing our LIHTC portfolio by at least $500 million.” (Freddie press
release, 6/28/02)

Freddie and the National Urban L eague announce initiative

* Freddie and the National Urban League announced the CreditSmart(SM)/Homeownership Devel opment
Initiative that combines borrower education and flexible mortgage productsin an effort to increase minority
homeownership. The effort will launch with seven Urban League affiliates located in Birmingham, AL;
Charlotte, NC; Louisville, KY; Greenville, SC; Oklahoma City, OK; Springfield, IL; and Washington, DC.
Free financial literacy workshops will be offered at the affiliates using Freddie’ s CreditSmart curriculum.
(Freddie pressrelease, 7/12/02)

Freddie's Jim Park promoted to Vice President of Industry Relations and Housing Outreach

* Freddie announced that Jim Park has been promoted to VP of Industry Relations and Housing Outreach.
Park joined Freddie in 1997 as the Director of Industry Relations and was named Director of Housing and
Industry Outreach in May 2000. Prior to joining Freddie, Park served as the Executive Assistant to the
Federal Housing Commissioner/Assistant Secretary for Housing at HUD. Prior to joining HUD, Park
served asthe Legidative Counsel at the National Community Development Association. (Freddie press
release, 7/15/02)
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Federal Hone Loan Banks

Federal Housing Finance Board (FHFB) approvesthe FHL Banks of Des Moines, I ndianapalis, New Y ork
and Topeka capital plans

FHFB has now approved all 12 FHL Bank capital plans
America’s Community Bankers expresses concer ns about the FHL Bank of Chicago’s capital plan

The FHFB regulatesthe FHL Bank System

* TheFHFB July 10 unanimously approved the capital structure plans of the FHLBanks of Des Moines,
Indianapolis, and Topeka. (FHFB pressrelease, 7/10/02; BNA Daily Report for Executives, 7/11/02) The
FHFB unanimously approved July 18 the capital plan of the FHLBank of New Y ork, completing the
approval processfor all 12 FHLBanks capital plans. (FHFB pressrelease, 7/18/02)

e The FHFB aso approved July 18 aresolution in support of the FHLBank’ s efforts to back a $1 billion bond
issue for disaster recovery relating to the World Trade Center destruction. The FHLBank of New York is
dated to enter into a standby purchase agreement with the Transitional Finance Authority to act as a backup
source of liquidity for $520 million of the Recovery Bonds. The FHFB also marked the 70" anniversary of
the FHLBank System by re-issuing a new charter to the FHLBank of New Y ork. The origina FHLBank of
New Y ork charter was lost when its offices at 7 World Trade Center were destroyed in the September 11"
terrorist attack. (FHFB pressrelease, 7/18/02) Since September 12, the FHLBank of New Y ork has been
operating out of an officein Jersey City. FHLBank President Alfred DelliBovi said the FHLBank of New
York had signed alease in July on a new headquarters in midtown Manhattan and expects to move in by the
end of the year. (American Banker, John Reosti, 7/19/02)

» All of the FHLBanks whose capita plans have been approved must still obtain FHFB approval of their
internal market risk model and risk assessment procedures and controls prior to implementing their plans.
The FHLBank of Seattle has obtained this approval and began implementation of its capital plan on June 30.
(FHFB pressrelease, 7/10/02)

» The Gramm-Leach-Bliley Act, signed into law on November 12, 1999, amended the provisions of the
FHLBank Act that relate to the capital structure of the FHLBanks. The law mandated the replacement of the
existing subscription capital structure with amodern capital structure, with risk-based and leverage capital
requirements that are similar to those of depository institutions. (FHFB pressrelease, 7/10/02)

America s Community Bankers expresses concerns about the FHL Bank of Chicago’s capital plan

» ACB’sDirector of Government Relations Eric Mondres expressed concern that the FHLBank of Chicago’s
plan does not require member banks to purchase additional sharesto participate in the Mortgage Partnership
Finance (MPF) program. Members must buy additional stock as they do more business with a FHLBank —
whether borrowing or selling mortgage assets to it. Mondres said the FHLBank of Chicago’s plan “warps
the system” because it could lead to a member playing one FHLBank off another. Mondreswondered if a
holding company belonging to more than one FHL Bank would be inclined to sell its mortgage assets to the
FHLBank that does not make additional stock purchases mandatory. “We think that having healthy
competition based on the value of their programsis appropriate,” said Mondres. “But the capital
requirements themselves should not create the competition. This encourages greater risk-taking, or
stretching the limits.” (American Banker, E. Christopher Brown, 1V and Alan Kline, 7/2/02)
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* FHLBank of Chicago President Alex Pollock defended the FHLBank of Chicago’s capital plan. He argued
that the FHLBank of Chicago has never stipulated that members buy additional stock to participate in the
MPF program and it they did so, members may simply decide to sell their mortgage loans to Fannie or
Freddie. Pollock noted at a FHFB hearing in April on the FHLBank of Chicago’s capital plan that a
“mandatory stock purchase makes dealing with the Mortgage Partnership Finance program much more
complex and uncertain...which will make it a more costly and less attractive financial opportunity” for
members. (American Banker, E. Christopher Brown, IV and Alan Kline, 7/2/02)

Regulatory relief bill, which contains a provision that would allow privately insured credit unionsto join
the FHL Bank System, passesthe House Judiciary Committee

* TheHouse Judiciary Committee July 17 passed aregulatory relief bill (HR 3951), which among other
things would alow privately insured credit unions to join the FHLBank System if they meet certain
eligibility requirements. The Financia Services Regulatory Relief Act of 2002 would make privately
insured credit unions eligible to join the FHLBank System if state regulators of a privately insured credit
union certify that the credit union meets digibility standards for federal deposit insurance. The bill aso
passed the House Financial Services Committee June 6. A spokesman for co-sponsor Congressman Spencer
Bachus (R-AL) told BNA July 17 that the bill is expected to reach the House floor the week of July 22.
(House Financial Services Committee pressrelease, 6/6/02; American Banker, Michele Heller, 6/6/02,
6/7/02; BNA Daily Report for Executives, Karen L. Werner, 6/7/02, 7/18/02)

* Currently, privately insured credit unions are excluded from FHLBank membership. The Nationa Credit
Union Administration insures nearly 97% of the country’s 10,079 credit unions. Private insurers cover most
of the other 240, primarily American Share Insurance in Dublin, OH. Lessthan 10% of federally insured
credit unions have actually joined a FHLBank. (American Banker, Laura Thompson, 5/8/02)

Total Mortgage Partnership Finance (M PF) program loans outstanding top $30 billion

The FHLBank System’s MPF program isa competitor to Fannie & Freddiein the secondary mortgage
mar ket

» Accordingtothe FHL Bank of Chicago, five years after the FHL Bank of Chicago funded itsfirst
mortgage in partner ship with LaSalle Bank, the M PF program “continuesto offer FHLB member
lenders a better alternative” than selling their fixed-rate loansto Fannie and Freddie. Since 1997, ten
of the twelve FHLBanks have used the MPF program.

* Asof June 30, total MPF outstanding loans were $30.6 billion, up $5.8 million from year-end, producing an
annualized growth rate of 47%. Most of the increase is attributable to growth in the portfolio of outstanding
conventional loans, which grew at an annualized rate of 83% during the same period. About two-thirds of
the MPF loans funded in 2000 have been conventional mortgages, while one-third have been FHA/VA
loans. The nationwide total of approved participating financial institutions increased to 345 members at the
end of June, up from 282 at the beginning of the year. Most are small and mid-size lenders.

* “Weare gratified by the response from mortgage lenders to the MPF program,” said Alex J. Pollock,
President and CEO of the FHLBank of Chicago. “It was obvious from the beginning that more competition
in the secondary market is a good thing. That iswhat the MPF Program is all about. Both mortgage lenders
and homebuyers benefit from increased competition.”

» Created by the FHLBank of Chicago five years ago, the MPF Program provides FHLBank members an
aternative to holding fixed rate, conventional conforming and government residential mortgage loans in
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portfolio or selling loans servicing released as a means of offering competitive loan origination rates. Under
the MPF Program, the local lender manages the credit risk and customer rel ationship, while the FHL Bank
manages the funding, interest rate, and prepayment risks. “This structure allows lenders to keep their
valuable customer relationships without paying costly guarantee fees charged by secondary market agencies
to manage the credit risks of the loans they buy...Instead of paying guarantee fees, participating M PF
lenders have collectively received over $20 million in fees from the FHLBs since the program began for
managing the credit risk of their own customers,” said the FHLBank of Chicago. (FHLBank of Chicago’s
MPF pressrelease, 7/3/02)

G nni e Mae

House Financial Services Committee approves housing omnibus bill containing a provision repealing the

50% increasein the Ginnie M ae guar antee fee

Amendment to the omnibus bill establishing a housing trust fund will no longer use surplus FHA and
Ginnie Mae money

The House Financial Services Committee approved by voice vote July 10 an omnibus housing bill (HR
3995), which includes a provision repealing the proposed increase in the Ginnie Mae guarantee fee,
scheduled to go into effect in FY 2004. Congresswoman Marge Roukema (R-NJ) introduced the bill -
(Housing Affordability for AmericaAct) - March 19. The Financia Services Committee began marking up
the bill on June 20 and then recessed and continued on July 10. (House Financial Services Committee press
release, 7/10/02)

The MBA supports the provision repealing the Ginnie Mae guarantee fee increase. (MBA pressrelease,
6/18/02) The increase in the Ginnie Mae guarantee fee - included in the 1998 Higher Education Act - raises
the annual fee that Ginnie Mae charges on mortgage loans from 6 basis points to 9 basis points, for loans
made after October 1, 2004. The revenue from that increase will be used to increase the level of Federa
receipts produced by Ginnie Mae. The MBA estimated this increase would cost $30 million or more a year
and would penalize families that are in need of government programs to buy ahome. In addition, the MBA
noted there is no financial basis for a guarantee fee increase because Ginnie Mae is currently operating at a
profit. (MBA pressrelease, 3/18/02)

Amendment establishing national trust fund will no longer use surplus money from FHA and Ginnie Mae

During the June 20 mark-up, the Financial Services Committee agreed by a vote of 33-28 to an amendment
by Congressman Bernard Sanders (I-VT) to establish a national trust fund to be funded by surplus money
from FHA and Ginnie Mae. The fund would be used to construct and preserve affordable rental housing.
(BNA Daily Report for Executives, Karen L. Werner, 6/21/02) The MBA opposed the amendment, claiming
it could harm the FHA and Ginnie Mae programs, and stated at the time that they were optimistic that the
amendment would be defeated on a second vote. (National Mortgage News Daily Web site, 6/21/02)

During the July 10 mark-up, the Committee approved ajoint amendment by Congresswoman Sue Kelley
(R-NY) and Congressman Sanders that creates a federal matching grant program to support state and local
affordable housing trust funds. The amendment calls for Congress to appropriate federal funds for the
matching grants and does not touch FHA or Ginnie Mage surpluses, as Congressman Sanders had originally
proposed. (National Mortgage News Daily Web site, 7/10/02)
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Farm Credit System Farnmer Mac

Gotham Partnersreleases second report raising concer ns about Farmer Mac

Gotham arguesthat Farmer Mac is not accomplishing its mission, may be violating its charter and has
not reduced lending ratesfor farmersand ranchers

» Gotham Partners Management Co., LLC, aNew Y ork-based investment manager, released a second report
critical of Farmer Mac. The new report specifically addresses issues raised on Farmer Mac’s conference call
of May 31, 2002 and in the June 5, 2002 Robertson Stephens research report. [Details of Gotham’s first
report, “ Buying the Farm,” isavailable in the May 31, 2002 GSE Report.]

» Entitled "Buying the Farm Part Two -- A Response to Issues Raised by Farmer Mac on May 31, 2002
Investor Conference Call,” Gotham’s report raised additional questions about the health of Farmer Mac and
points out factual misstatements made by Farmer Mac’ s management on the conference call. Gotham
argued that Farmer Mac is not accomplishing its mission, may be violating its charter and has not reduced
lending rates for farmers and ranchers.

» Gotham also criticized Farmer Mac for its aggressive financia practices; the inadequacy of itsreserves; its
ballooning delinquencies; the inadequate pricing of its products; its asset-liability mismatch; its funding
problems; its conflicts of interest; and its governance issues.

e In“ Buying the Farm Part Two,” Gotham concluded:

* “Farmer Macisthe Largest Unrated Issuer of Debt in America. Despite Gotham's offer on the
conference call to pay for arating, Farmer Mac continues to refuse to be rated. Farmer Mac appears to
be arguing that credit analysis of GSEs should begin and end with their quasi-governmental status.
Clearly, thiswas not the intention of Congressin creating GSEs. Congress, Farmer Mac’ s regulators,
shareholders and taxpayers should find Farmer Mac’ s attitude toward its GSE status concerning.”

» “Mideading Disclosure of Delinquencies. Farmer Mac’s disclosure of delinquencies materially
understates actual loan performance. When adjusted to reflect Farmer Mac’s rapid growth, Farmer
Mac’s delinquencies are as much as five times greater than its peers’ delinquencies and arerising. In
addition, Gotham demonstrates that |oans purchased by the company in 1996 have a delinquency rate in
excess of 14.6%.”

* “Reduced Disclosure. On the conference call, the company stated that: ‘ Transparency in disclosureis,
of course, paramount to Farmer Mac.” In fact, as the company’ s interest-rate, credit, and investment
risks have increased, the company has substantially decreased the amount of disclosure it provides to
shareholders about these risks. These omissions include nearly all disclosure about Farmer Mac's
interest-rate derivative exposure with a notional amount that totaled more than $1.1 billion the last time
this information was disclosed on December 31, 2000.”

* “Match Funding. The company claimsthat it has matched the duration of its assets and liabilities. It
also claims to optimize its hedging in anticipation of the Fed' s interest-rate actions. Gotham believes
that a company cannot be match funded and, simultaneously, be speculating on interest-rate
movements.”
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* “Farmer Mac May Bein Violation of its Charter. Gotham’s analysis of Farmer Mac’' s charter indicates
that the company does not have the authority to issue LTSPCs [Long Term Standby Purchase
Commitments], which have accounted for over 60% of Farmer Mac’ s guarantee volume since their
introduction three years ago and approximately 80% of its guarantee volume in 2001.”

» “Farmer Mac Does Not Play a Necessary or Important Role in the Farm Mortgage Market. The
company claimsto be fulfilling its mission of bringing liquidity to the agricultural mortgage market. In
fact, Farmer Mac has not achieved this goal. Despite a guarantee portfolio of over $4.4 billion at March
31, 2002, less than $400 million of Farmer Mac-issued Agricultural Mortgage Backed Securities are
owned by investors other than Farmer Mac. Farmer Mac’s LTSPC has primarily served to transfer risk
from one GSE (the Farm Credit System) to another (Farmer Mac), while increasing risk to the U.S.
Government and to taxpayers.”

* “Farmer Mac has Not Reduced Interest Rates for Farmers. In fact, despite significant growth in the
company’ s guarantee portfolio over the last six years, farm mortgage spreads over Treasury securities
have increased over the same period.”

* “The Largest and Perhaps Only Beneficiary of Farmer Mac’s Existence has been Management and the
Board. On the conference call Mr. [Henry] Edelman [President of Farmer Mac] pointed to
management’ s large stock ‘holdings of 22% of the company (excluding Zions Bancorp) as evidence of
insiders’ stake in the continued success of the company. If Mr. Edelman’s numbers are correct, then
restricted stock or options on approximately 960,000 shares representing 8.3% of the company have
been granted to insiders since the filing of the 2002 proxy.”

* “Buying the Farm (Part 1)” and “ Buying the Farm Part 11" and an unofficial transcript of Farmer Mac's
May 31, 2001 conference call are available on Gotham’s Web site at http://www.gothampartners.com. (PR
Newswire, 7/2/02)

Farmer Mac disclosed less financial information in 2001 than in 2000, reportsthe New York Times

* Although Farmer Mac is subject to SEC requirements, their financial disclosuresin 2001 were lessthan in
2000 in at least three instances, reported Alison Leigh Cowan with the New York Times. 1n 2001, Farmer
Mac ceased publishing atablein its annual report on its use of interest rate swaps and replaced it with afew
paragraphs with little numbers. Asaresult, Farmer Mac no longer discloses the notional amount of its
derivative position, which was $1.1 billion in 2000. Farmer Mac also ceased disclosing in 2001 how much
of its guarantee fees came from securities retained in its portfolio. Farmer Mac also reported less
information on details it once disclosed about the kinds of farm loans it guarantees and their geographic
concentration. Farmer Mac noted, “ Farmer Mac completely and accurately discloses all information
required of it by the securities laws and regulations.” (New York Times, Alison Leigh Cowan, 7/12/02)

Postal Service

Momentum is building for a Presidential postal reform commission

o After the recent defeat of apostal reform bill in the House Government Reform Committee, members of the
mailing community say momentum is building for the creation of a Presidential postal reform commission,
reported Melissa Campanelli with DM News. “We ve heard that it is likely that acommission will be
formed within a month or two,” said Jerry Cerasale, senior vice president of government affairs at the Direct
Marketing Association (DMA). DMA only recently started supporting the idea. Previoudly, they felt it

35

© 2002 by Canfield & Associates, Inc. All rights reserved.


http://www.gothampartners.com/

would only slow down the reform process. “When postal reform basically went down in the House, that
pretty much dictated to us that something else had to be done,” Cerasale said. “Now, it looksto melike a
presidential commission is the fastest way to get some type of reform.”

» Thereiscurrently no word on how many members a postal reform commission would have. There have
been reports that President Bush has already signed off on a concept paper for the creation of acommission
and isidentifying those who would serve. However, Bob McL ean, executive director of the Mailers
Council, and amajor supporter of aPresidential commission, said he has not heard anything definitive. He
noted that Treasury Department has also “become increasingly interested in thisissue.” (DM News, Melissa
Campanelli, 7/15/02)

National Journal’s Congress Daily notes that Postal Service' s problemsareigniting a lobbying battle
between some of corporate America’slargest businesses

» ThePostal Service“is careening toward afinancial train wreck,” reported National Journal’s Congress
Daily. Reforming the Postal Service hasignited a lobbying battle between some of corporate America' s
largest businesses. On one side is the mailing industry — from monthly billers like American Express to
sorters and packagers like R.R. Donnelly & Sons and paper producers, such as International Paper. The
mailing industry would profit from a generous Postal Service bailout that could stem arapid increase in
postage costs, reported Congress Daily. On the other side, are the Postal Service' s two biggest competitors
— United Parcel Service and Federal Express. These companies along with the Teamsters Union believe the
Postal Serviceislosing money because it istrying to expand from its traditional mission of delivering first-
classmail and that the Postal Serviceisimproperly using revenue from its monopoly in first-class mail to
compete with UPS and FedEx in the more lucrative overnight, second-day and bulk mail.

» Congress Daily noted, “So far, UPS and FedEx have prevailed in Washington, blocking reform legislation
for nearly adecade.” The publication also credited the companies to helping to defeat postal reform
legislation in the House Government Reform Committee recently. Even the bill’ s supporters acknowledge
that Congressis unlikely to enact comprehensive postal reform thisyear. “I think that postal legislative
reform isdead,” said Robert McLean, the head of the Mailers Council.

* Asaresult, asmaller group of mailers are urging limited changes to the Postal Service, such as allowing the
Postal Service to make deals (negotiated service agreements) with bulk mailers so that large mailers could
perform much of the sorting, bundling, and packaging on their own. UPS opposes the specia deals, arguing
that they would undercut the company’ s own package deals while making the Postal Service more
competitive. The mailers successfully had language added into an appropriations bill last year requiring the
Postal Service to accept the agreements, but the Postal Service has been delaying these arrangements. Asa
result, mailers may try to add legislation to this year’s FY 03 Treasury-Postal spending bill to encourage the
Postal Service. Congress Daily noted, however, that “even if the Postal Service begins entertaining
negotiated service agreements, a significant reform of the service may be necessary to avert afinancial
meltdown.” (Congress Daily, Brody Mullins, 7/8/02)

Postal Service’'sJune 30 postal rate increase raisesrevenue but could cause problemsin thelong run,
reports Knight Ridder

» ThePostal Service s June 30 postal rate increase, which raises the cost of afirst-class stamp from 34 to 37
cents, “will address one problem and aggravate another,” reported Tony Pugh with Knight Ridder. The
increase will provide the Postal Service with more than $4 billion ayear in new revenue. “But it could also
cost millions of customers,” reported Pugh. “That’s because every time the cost of mailing aletter goes up,
more consumers and businesses turn to the Internet to electronically present and pay monthly bills — often
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more cheaply and conveniently than by mail.” Since bills mailed to customers and the return payments
generate $17 billion ayear in postal fees, postal officials fear that further postage rate increases could erode
those profits and one day price them out of the billing market altogether.

*  “When it will reach that point, no one really knows, but we don’t want to get to that position,” said Postal
Service spokesman Gerry Kreinkamp. “We know it’s going to happen. We just don’t know when and how
fast,” said Robert McLean, president of the Mailers Council. (Knight Ridder Washington Bureau, Tony
Pugh, 6/29/02)

Americansfor Tax Reform callsthe Postal Service'sJune 30 postal rateincreasea “tax”

Believesthat the Postal Service' stransformation plan and therecent postal reform legislation are bad
ideas

» Grover Norquist with Americans for Tax Reform noted that the Postal Service's postal rate increase, which
raises the cost of afirst-class stamp from 34 to 37 cents, is an 8.8% tax increase. “Sincewe're al held
captive by the USPS monopoly on first-class mail, we' [l have no choice but to cough up additional money
to fund a government agency. I’'d call that atax increase, even though the USPS claims on its website that
‘The Postal Service receives no tax dollars for operations.” Apparently, they think we're voluntarily paying
for their lousy, inefficient services. And they’ d have us believe that the $1.7 billion it received to cover its
deficit in 2001 came from some other source than the federal government (i.e. you and me).”

* Norquist noted that the Postal Service's recent “ Transformation Plan” requested that “ The Postal Service
should be free to make use of its assets and explore service offerings in related markets in order to help fund
continuing service responsibilities.” Norquist responded, “Or, in plain English, ‘We should be allowed to
abuse our monopoly and screw around in competitive sectors already occupied by companies offering
express mail deliveries and e-commerce ventures. We'll undercut them with taxpayer subsidies, take their
market share, drive them out of business, maybe plug our leaks with the money, but definitely give
ourselves executive performance bonuses.” As Norquist noted, “That’s privatization in reverse, and it's as
bad asit sounds...The House Government Reform Committee recently considered (and mercifully rejected)
postal legislation that would have fed the very same beast it sought to slay by essentially making the
‘Transformation Plan’ law.” The legidation “should stay buried,” said Norquist. “Rather than bestow upon
the USPS new abilities to get its hands on our money. Congress should instead encourage and, as
necessary, require the USPS to rein in its costs and bring them in line with the already plentiful revenue
generated by the sale of 34-cent first-class stamps.” (National Review Online, Guest Commentary, Grover
Norquist (Americans for Tax Reform), National Review, 7/1/02)

Heritage Foundation callsthe Postal Service stransformation plan “insufficient”

* InaMilwaukee Journal Sentinel commentary, Heritage Foundation’s Research Fellow James Gattuso
argued that the Postal Service' s transformation plan “falls short of the needed transformation.” He added,
“It should be stamped ‘insufficient’ and returned.”

» Gattuso noted that the plan “falls short of the mark.” He added, “ It rejected the option of going private,
although Great Britain and other nations have taken this sensible step. Instead, it choseto remain a
government-owned enterprise but with increased flexibility — including the ability to set rates and enter
related businesses, such as e-commerce, transportation and printing.”

» Gattuso concluded that the “ Postal Serviceistrying to have its package and mail it, too. It wants the benefit
of its present status without the downside. While asking for the freedom that comes with being a private
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company, it wants the perks it gets from government — ranging from tax-free status to implied financial
backing from the US Treasury. The foremost perk...isitslega monopoly on first-class mail; the privilege
of sending competitorsto jail is one that few private firmsenjoy.” Gattuso added, “ L etting the service enter
new markets without eliminating its special protectionsis arecipe for economic distortion. What’s more
important, this kind of protection is exactly what fostered the Postal Service' s famous inefficiency in the
first place. The culture needs to change, and more competition, not less, isthe way to doit.” (Milwaukee
Journal Sentinel, Commentary by James Gattuso (Heritage Foundation), 7/8/02)

Boston Herald editorial callsfor privatization of the Postal Service

* A Boston Herald editorial noted, “A new approach is needed before the US Postal Service winds up like
Amtrak. Congress should require a privatization plan on areasonably early deadline. The Postal Serviceis
in the early stages of a death spiral.”

» “Other countries have turned their postal organizationsinto competitive enterprises, and Americans should
not be afraid to learn from them,” added the editorial. “Competition should be the am of any postal reform
in the United States... Thereis no reason the Postal Service shouldn’t become a profitable, tax-paying,
service-oriented enterprise.” (Boston Herald editorial, 6/30/02)

Postal Servicelost $281 million in the last three months - on track to lose nearly $2 billion in FY 2002

* ThePostal Service July 2 announced that it lost $281 million in the last three months, which was a smaller
loss than had been expected, largely due to cost cutting. The revenue figures were presented by Chief
Financial Officer Richard Strasser at the monthly meeting of the postal governing board. Strasser told the
board the loss in the quarter — the three months ending May 17 —was $80 million less than expected.

Overall mail volume was down 1.2 billion pieces below the same period last year —a 2.5% drop. So far this
fiscal year, the Postal Service has cut 13,750 workers from the rolls and reduced other expenses.
(Associated Press, 7/2/02) The Postal Service remains on track to lose nearly $2 billion for FY 2002. (BNA
Daily Report for Executives, Derrick Cain, 7/5/02)

Government watchdog groups raise concer ns about the Postal Service' s sponsor ship of the Tour de
France whilethe Postal Serviceisfacing financial problems

Indianapolis Star saysthe Postal Service spendstoo much money on activities (such asthe Tour de
France) that have nothing to do with delivering the mail

Houston Chronicle and Slate question why the Postal Service is spending so much money sponsoring the
Tour de France

» Government watchdog groupsraised concer ns about the Postal Service' s sponsor ship of the Tour de
France, reported the Indianapolis Sar. The Postal Service spent an estimated $25 million to sponsor Lance
Armstrong’ s team at atime when the Postal Service “has bled money, begged for annual bailouts
and...raised the price of afirst-class stamp to 37 cents.” The article added, “Worse, a number of groups
complain, is that the Postal Service carries on its spending largely outside of the public’s view and, in fact,
has refused to confirm how much was spent to sponsor the Tour de France effort or whether the expense has
trandated into any new business.”

* “I think that any organization that is hemorrhaging money should not spend it on frivolous
activities,” said David Williams, a policy expert with Citizens Against Government Waste (CAGW).

“Ask people at Enron and WorldCom if they’re going to sponsor anything right now.”
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Some, including Williams, argue that given the Postal Service' s financial problems, the Postal Service
should not sponsor a sports team. Others argue that the Postal Service must market its name to compete
with UPS, FedEx, and DHL Worldwide.

The Postal Service declined to comment on its sponsorship of the team, whether business had increased
because of it or exactly how much money is being spent. Postal Service spokeswoman Monica Hand said
the agency would not comment because the Indianapolis Sar had filed arelated Freedom of Information
Act request for budget documents. (Indianapolis Sar, John Fritze, 7/7/02)

Other comments by CAGW

“1 don’t know how this deal [cycling sponsorship] will help them climb out from nearly $13 billion in debt,
and they won't tell us what they are getting back from this,” said Tom Schatz, President of CAGW. “This
has nothing to do with their mission of delivering first-class mail.” He added, “ Thisisn't the time for the
Postal Service to be throwing money around, not when so many people in this country have opted for other
services, including electronic mail, and created losses the Postal Service cannot recover... Thisiswhen you
need to look at reducing expenditures, and alot of other businesses have cut back on marketing and
promotion. Thisisnot an event that’swidely popular in the US. Plus, who doesn’t know the post office?”’
(Los Angeles Times, 7/17/02)

Indianapolis Sar

InaJuly 11 editorial, the Indianapolis Star claimed the “Postal Service spends too much on activities that
have nothing to do with delivering the mail.” The editorial noted that just days after the latest postage rate
price increase went into effect, the Postal Service spent $25 million, maybe more, to sponsor Lance
Armstrong’ s cycling team in this year’s Tour de France.

The editorial noted that Lance Armstrong deserves generous backing, however, “What ranklesis the fact
that a quasi-independent government service, whose first duty isto the public, feelsfreeto engagein
ventures that have nothing to do with delivering the mail, all the while poor-mouthing about the need for
more rate increases.” The editorial further noted that the Postal Service “spends millions on slick marketing
campaigns and product gimmickry” and “has wasted additional millions on failed e-commerce boondoggles
and invested billions in equipment modernization without increasing efficiency or reliability.”

The Postal Service's claim that it doesn’t receive not tax funding “is hypocritical at best.” The editorial
noted, “The Postal Service has a monopoly on first-class mail and is exempt from most national, state and
local taxes, fees, zoning laws, vehicle license requirements and even parking tickets. Moreover, it has
guaranteed access to low-cost government loans. By spring of 2001, the agency had borrowed more than
$12 billion on its $15 hillion line of credit with the U.S. Treasury. For the agency to say it is not beholden
to taxpayersis sheer nonsense.” The editorial concluded, “ The only thing that will stanch the flow of red
ink is acomplete overhaul of postal operations by Congress. Until elected officials summon the courage,
nothing will change -- only the price of first-class stamps.” (Indianapolis Star, editorial, 7/11/02)

Houston Chronicle

In aJuly 13 article, Dale Robertson questioned why the Postal Service sponsors a Tour de France cycling
team. Robertson does not believe the Postal Service's sponsorship of Lance Armstrong sell stamps for the
US Postal Service and convinces the public that the USPS mail moves quickly and efficiently. The Postal
Service's effiliation with Armstrong is not free publicity —the USPS' cycling budget is amost $7 million, or
more than twice as much as many Tour rivals. The article noted, “When compared with the Postal Service's
revenues for the 2001 fiscal year - $65.9 billion — its commitment would appear inconsequential. But,
considering its net ‘income’ is expected to be a negative $1.7 billion, increasing its debt load to $11.3
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billion, one has to wonder why the cycling business, no matter how piddling it might be in the grand scheme
of things, is deemed to be a good business for a business whose troubles have worsened during Armstrong’'s
reign.” The article noted that the Postal Service's recent three-cent increase in the price of afirst-class
stamp “can easily be construed as atax on the American Everyman that underwrites Armstrong’s goal of
winning an unprecedented six consecutive Tours.” The article concluded that the US Postal Service “has
nothing to gain by having its logo flashed to the French, Danes, Italians, Belgians, and Germans. None are
likely to hightail it to the States so they can mail aletter to the family back home.” (Houston Chronicle,
Dale Robertson, 7/13/02)

Sate

Sate’ s Washington editor, David Plotz, questioned why the Postal Service is spending an estimated $25
million ayear for athree-year contract for its cycling team, when it lost $281 million last quarter and just
raised stamp rates again. The Postal Service's spokeswoman Monica Hand said the cycling deal benefits
the post office because it “associates us with a winning team,” raises employee morale, and helps promote
USPS'sinternational delivery services. She added, “Multinationals in Europe do alot of mailing, and we
are interested in them using our products and services.” Plotz noted, “ The Postal Service'stotal
international businessisonly $1.7 billion annually, less than 3 percent of itsrevenues. Y e, it’'s spending
more than 6 percent of its entire ad budget on this indirect European product placement.” Plotz concluded,
“1t’ sworth noting that the millions of Europeans who root for Armstrong and his team can’t even use USPS.
The post office ships mail from the United States to Europe, but — unlike FedEx — not from Europe to the
United States.” (Sate, David Plotz, 7/10/02)
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