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Maj or Events

OMB urges OFHEO to issue new rulemaking to strengthen the cor por ate governance of Fannie &
Freddie and require Fannie & Freddieto make certain public disclosures

OFHEO -the Office of Federal Housing Enterprise Oversight —is Fannie & Freddie's safety and
soundness regulator

“Even though they are not subject to direct SEC oversight, as publicly traded companies Fannie
Mae and Freddie Mac should be subject to no lesser standard than appliesto other companies,”
saysOMB

OMB’sletter “isthefirst signal being sent that the administration islikely to be supportive...of
significant new regulatory oversight of the GSEs,” says Congressman Richard Baker (R-LA)

Citizens Against Gover nment Waste (CAGW) applauds OMB’s move

» The Office of Management and Budget (OMB) urged OFHEO to consider arulemaking to strengthen
the corporate governance of Fannie and Freddie and require the GSEs to make certain public
disclosures. The OMB noted that unlike other publicly traded companies, Fannie and Freddie are not
required to make periodic reports about their financial condition and special reports when material
changes occur that affect their financia situation. In addition, Fannie and Freddie are not required to
publish related disclosure materials required of other publicly traded companies. Fannie and Freddie
currently disclose voluntarily information that is similar to that required of publicly-traded companies
by the SEC. “ Even though they are not subject to direct SEC oversight, as publicly traded
companies Fannie Mae and Freddie Mac should be subject to no lesser standard than appliesto
other companies.” said John Graham, Administrator of OM B’ s Office of Information and
Regulatory Affairs. “While the Enter prises now voluntarily comply with many of these
disclosures, they are not required to do so. Such voluntary compliance might be abandoned at a
timewhen it ismost needed,” said Graham. (OMB press release, 5/29/02)

* The OMB bdievesthat OFHEQO' sissuing of arule would advance the goals outlined by the President
in his 10-point plan to improve corporate responsibility and help protect America’ s shareholders.
While OMB’s request does not necessarily force OFHEO to issue arule, it alerts OFHEO of issues
that OMB considers apriority. (OMB pressrelease, 5/29/02; OMB letter to OFHEO Director
Armando Falcon, 5/29/02)

* In September 2001, OFHEO published a proposed corporate governance rule for Fannie and Freddie.
Graham'’ s letter indicated OMB doubts the earlier rulemaking goes far enough. “We request a further
rulemaking that would include additional requirements to strengthen corporate governance” of Fannie
and Freddie, wrote Graham. OMB suggested OFHEO work closely with the SEC on thisissue.
(OMB letter to OFHEO Director Armando Falcon, 5/29/02; BNA Daily Report for Executives,
Richard Cowden, 5/31/02)

* InApril 2002, OFHEO also announced a review of Fannie and Freddie’s public disclosures to
determine whether their current disclosures meet SEC criteria, and also to consult with analysts about
additional disclosures that would enhance market transparency. Graham’sletter also indicated OMB
considers OFHEQ' s April announcement to be inadequate. OMB noted that OFHEQO’ s public
announcement does not commit to a rulemaking on disclosures. The OMB requested that OFHEO
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consider arulemaking to require Fannie and Freddie to disclose publicly the information that is
required of publicly traded companies by the SEC, including any additional disclosures SEC requires
in the future. “While the Enterprises now voluntarily comply with many of these disclosures, they are
not required to do so. Such voluntary compliance might be abandoned at atime when it is most
needed.” (OMB letter to OFHEO Director Armando Falcon, 5/29/02; BNA Daily Report for
Executives, Richard Cowden, 5/31/02)

The OMB suggested that OFHEO also “consider disclosures to enhance market transparency rel ated
to the unique issues involved in the operation of government-sponsored enterprises. OFHEO should
study the disclosures favored by the Multidisciplinary Working Group on Enhanced Disclosures.”
OMB letter to OFHEO Director Armando Falcon, 5/29/02)

Implications of OMB’s move

The Wall Street Journal reported that OMB’s“ moveincreasesthe likelihood the Bush
administration will formally require disclosure, at a time when corpor ate-gover nance issues are
hot in Washington. More broadly, it encourages critics of the two financial companiesto push
harder in Congressfor still-tougher disclosur e requirements, aswell as other measuresto limit
Fannie Mae'sand Freddie Mac's activities. It could even lay the groundwork for an
administration endor sement of those steps, although Wednesday's action stopped well short of
that.” (Wall Sreet Journal, John D. McKinnon and Patrick Barta, 5/29/02)

Fannie & Freddie's comments

“We wholeheartedly embrace the goals outlined in the president’s 10-point plan,” said Freddie's
spokeswoman Sharon McHale. “We're already working with OFHEO on its disclosure project. We
welcome the opportunity to continue working with OFHEO and OM B because we are confident that
both OFHEO and OMB will recognize that our disclosures already meet or exceed those required by
the SEC.” (Dow Jones Newswire, Dawn Kopecki, 5/30/02)

Fannie officials said they support the President’ s corporate governance plan and claimed their
company is aleader in corporate transparency and disclosure. (Dow Jones Newswire, Dawn Kopecki,
5/30/02) “Fannie Mae currently discloses more information to investors than any large financia
institution,” said Chuck Greener, Fannie’'s Senior Vice President for Communications. Fannie “looks
forward to working with [government regulators] on continuing our leadership in this matter.” (Wall
Street Journal, John D. McKinnon and Patrick Barta, 5/29/02)

OFHEQO'’ s comments

OFHEO Director Armando Falcon said heis seriously considering issuing disclosure rules. “We will
soon have the first comprehensive rule on corporate governance in place. We also have areview
underway on the disclosure practices of the Enterprises and a rulemaking on the issue of disclosureis
certainly an option under serious consideration,” Falcon said in a statement. (Dow Jones Newswire,
Dawn Kopecki, 5/30/02; OFHEO press release, 5/29/02)

Congressman Baker’s comments

Chairman of the House Capital Markets Subcommittee Richard Baker (R-LA) stated that
OMB’sletter “isthefirst signal being sent that the administration islikely to be supportive...of
significant new regulatory oversight of the GSEs.” He predicted that Fannie and Freddie's
response would be to say that they already make more disclosures than they are required. “My
observation is that everything they do today is voluntary, and if conditions were to deteriorate one of
the first things they would likely do, if [disclosure is] not mandated by law, would be to withhold
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information that might be troubling to the market,” he said. However, a Fannie spokeswoman said the
company would support any efforts to make its current voluntary disclosures mandatory. (American
Banker, Rob Garver, 5/31/02)

FM Watch's comments

FM Watch Executive Director Michael House applauded OMB’s move. “The fact that OMB made
this statement today is very heartening to us...We hope that OFHEO will move.” (Dow Jones
Newswire, Dawn Kopecki, 5/30/02)

CAGW applauds the OMB

CAGW applauded the OMB for calling for enhanced corporate governance of Fannie and Freddie.
“By taking thisaction, the OMB istrying to safeguard the interest of both GSE stockholders
and the taxpayers,” CAGW Vice President LedlieK. Paige said. “ The GSEs must be held to the
same standards as other publicly traded companies. It is patently absurd that we per mit these
two companies, and only these two companies, to decide which information they deem
important enough to disclose, and the manner and timing of that disclosure. 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 umbrella of accountability.”

“The two GSEs have a combined debt worth $1.26 trillion, up from $518 million in 1997, an
annualized growth rate of nearly 25 percent,” Paige also said. “Fanni€e's balance sheet is bigger than
the Federal Reserve, and the two combined out-borrowed the U.S. Treasury by $1.1 trillion in 2001.
In addition, according to the OMB, the GSEs' outstanding obligations total $3.1 trillion, yet they enjoy
a$10 billion financial windfall each year as aresult of tax breaks, SEC exemptions, and the implied
backing of taxpayersin case of failure.”

“Fannie and Freddie claim to already be providing ample financial information, so it isdifficult
to under stand why they would oppose these measures,” Paige concluded. “ Registration and
regular reporting will provide investors, Congress, and taxpayer s with better information on
how these companies do business, what financial risksthey face, and how they manage those
risks.” (USNewswire, 5/31/02)

Congressmen Chris Shays (R-CT) and Edward Markey (D-MA) question OFHEQO’sauthority and

ability to regulate Fannie & Freddie sfinancial disclosures

“...weare concerned that your Office[OFHEO] does not have sufficient legal authority, staffing,
or expertiseto determine whether additional GSE [financial] disclosuresarewarranted or what

form such disclosur es should take”

Congressmen Shays and Markey have introduced a bill that would repeal Fannie& Freddie's
exemption from Securities and Exchange Commission (SEC) requirements (HR 4071)

Fannie & Freddie arethe only two Fortune 500 companies not subject to SEC disclosure and
registration rules

In aMay 24 letter to OFHEO Director Armando Falcon, Congressmen Shays and Markey guestioned
OFHEOQO’ s authority and ability to regulate Fannie & Freddie s financial disclosures, in response to
OFHEQ’ s announcement in April that it would conduct a comprehensive review of the financial
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disclosure policies and practices of Fannie and Freddie, with the assistance of the SEC.
(Shays/Markey Letter to OFHEO Director Armando Falcon, 5/24/02; OFHEO press release, 4/8/02)

Congressmen Shays and Markey noted that they introduced a bill (HR 4071) on March 20 that would
repeal Fannie and Freddie’ s exemption from SEC requirements. It was the Congressmen’s
understanding that OFHEO announced its review of the GSES' financial disclosuresin response to
their legidation and they believed OFHEO may not be qualified to conduct thisreview. “While we
support any effort to improve the financial disclosures provided by Fannie Mae and Freddie Mac, we
are concerned that your Office does not have sufficient legal authority, staffing, or expertise to
determine whether additional GSE disclosures are warranted or what form such disclosures should
take.” The Congressmen continued, “ Congress has made the SEC the nation’ s financial disclosure
regulator, and we are concerned that any OFHEO investor disclosure standards for the GSEs will not
fully promote market transparency and investor protection.” The Congressmen were also concerned
that OFHEOQO' s proposal to take on a public disclosure mission would conflict with OFHEO' s duties as
Fannie and Freddie’ s safety and soundness regulator. (Shays/Markey Letter to OFHEO Director
Armando Falcon, 5/24/02)

In addition, the Congressmen asked OFHEO to provide them additional information, within 15
business days, including,

(1) The names of the staffers OFHEO assigned to the project and their professional background;

(2) The specific statutory authority that would permit OFHEO to issue any rules, guidance, or other
binding requirements regarding GSE investor disclosures and to “describe how OFHEO will
manage any situation in which a public disclosure arguably could increase GSE debt or equity
price volatility, thereby presenting a potential conflict with the agency’ s safety and soundness;”

(3) How OFHEO plans to manage any conflict between investor protection and safety and soundness
with particular regard to loan loss reserves and mark-to-market accounting;

(4) Andfinaly, if OFHEO were to adopt financia disclosure rules, would OFHEO or the SEC
enforce compliance with them? (Shays/Markey Letter to OFHEO Director Armando Falcon,
5/24/02)

The Congressmen also requested that OFHEO provide them with a specific action plan for any
OFHEO corporate disclosure rules for the GSEs. (Shays/Markey Letter to OFHEO Director Armando
Falcon, 5/24/02)

OFHEQ'sreaction

OFHEO Spokeswoman Stefanie Mullin said the regulator does not comment on its correspondence
with members of Congress. (Dow Jones Newswire, Dawn Kopecki, 5/27/02)

Congressmen Shays and Markey ask the SEC to clarify its position on whether Fannie & Freddie

should be exempt from SEC requirements

In aMay 22 letter to SEC Chairman Harvey Pitt, Congressmen Shays and Markey asked the SEC to
clarify its position on whether Fannie and Freddie should be exempt from SEC requirements and
guestioned Pitt’s March 2002 comments that seemed to put the SEC’ s position on Fannie and
Freddie's SEC exemption “in question.” (Shays/Markey Letter to SEC Chairman Harvey Pitt,
5/22/02)
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Congressmen Shays and Markey noted that they introduced a bill (HR 4071) on March 20 that would
repeal Fannie and Freddie’ s exemption from SEC requirements. The Congressmen asked the SEC to
advise them whether it supports the Congressmen’s position that the exemptions for Fannie and
Freddie should be eliminated, thereby giving the SEC authority to apply the securities laws fully to
these GSEs and their insiders. |f the Commission does not support the Congressmen’ s position, the
Congressmen would like an explanation of the reasons why the SEC believes the exemptions provided
to Fannie and Freddie continue to be necessary or appropriate, and to indicate why its position has
changed from the 1992 joint report by the SEC, Treasury, and the Federal Reserve which
recommended repealing the GSES' exemption from SEC requirements. (Shays/Markey Letter to SEC
Chairman Harvey Pitt, 5/22/02)

The Congressmen noted that in the decades since Fannie and Freddie were first provided an SEC
exemption, the two GSEs and the markets in which they operate “have changed dramatically” and
thereis no longer aneed for the SEC exemption. In fact, the SEC, Treasury Department, and the
Federal Reserve issued ajoint report in January 1992 reaching the same conclusion, and the
Congressmen “are not aware of any events in the intervening decade that would warrant a different
conclusion.” (ShaysMarkey Letter to SEC Chairman Harvey Pitt, 5/22/02)

The Congressmen said they were concerned about Chairman Pitt’ s statements on March 20 that put
the SEC position on Fannie and Freddie’ s SEC exemption “in question.” During a March 20 hearing,
Chairman Pitt was asked about the SEC’ s position in the 1992 joint SEC, Treasury, Federal Reserve
study, which recommended repealing the GSES exemption from SEC requirements. Chairman Pitt
stated that the SEC had “not changed” its “general position” and believed that “disclosureis critical
for the GSEs as well as for other public companies.” However, later that day, the SEC issued a
“clarifying” statement that seemed to confuse the issue more than it cleared up. The SEC later stated,
“In response to a question regarding the obligations of GSEs, Chairman Pitt told the House Financial
Services Committee today that, as a matter of principle, al publicly traded companies, including
GSEs, should meet the highest standards of disclosure and transparency. Neither Chairman Pitt nor
the Commission are advocating any change in the legal status of GSEs.” The SEC said they decided
to issue the statement after receiving severa calls from Fannie staff and reporters noting that
Chairman Pitt’ s original markets roiled the markets, reported Dow Jones Newswire. The
Congressmen pointed out to Chairman Pitt that “Because the 1992 recommendations were the product
of formal action by the Commission, we would be interested in learning whether the Commission had
met to reconsider its 1992 position prior to March 20 and whether it has done so since that date.” The
Congressmen asked for a response from the SEC within 15 business days. (Shays/Markey Letter to
SEC Chairman Harvey Pitt, 5/22/02; Dow Jones Newswire, Dawn Kopecki, 5/22/02)

The Congressmen noted that banks, insurance companies and others that compete with Fannie and
Freddie in the secondary market do not have the exemptions from SEC laws that are provided to
Fannie and Freddie, yet “the burdens of complying with those laws have not prevented these entities
from being competitive. This confirms that subjecting Fannie Mae and Freddie Mac to these
requirements would neither impair unduly their ability to promote the market on a continuing basis,
nor impact adversely the smooth functioning of the market.” The Congressmen further noted,

“ Although Fannie Mae and Freddie Mac contend that the extremely high volume of mortgage-backed
and other securities offerings issued or sponsored by them would result in delays and in processing
their filings, we know of no basis for this assertion.” (Shays/Markey Letter to SEC Chairman Harvey
Pitt, 5/22/02)
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» The Congressmen noted that Fannie and Freddie argue that they voluntarily disclose more information
than would be required if they were to register with the SEC, so there is no need to subject them
formally to SEC requirements. “But even if thisistrue (and we are not sureit is), thereisno
regulatory presence to assure that they abide by their stated policy.” Fannie and Freddie’s current
safety and soundness regulator — OFHEO — “ has no experience in administering the complex
disclosure and other requirements of the securitieslaws. If OFHEO...were to attempt to impose SEC-
type disclosure requirements on Fannie Mae or Freddie Mac, it clearly would lack sufficient staff to
deal with the large volume of securities offerings that Fannie Mae and Freddie Mac contend would
overwhelm the vastly superior resources of the SEC.” (Shays/Markey Letter to SEC Chairman
Harvey Pitt, 5/22/02)

* Finally, Farmer Mac — another publicly-traded GSE — does not receive an exemption from SEC
requirements — “yet it has not found the absence of such an exemption to be a significant hindrance to
furthering its mission or to conducting its daily operations.” (Shays/Markey Letter to SEC Chairman
Harvey Pitt, 5/22/02)

» The Congressmen asked the SEC to consider the following issues regarding GSE exemption from
SEC requirements:

* “The substantial amount of public investor funds (over $3 trillion) at risk and the exposure of
public investors that presently results from aless-than-full application of the federal securities
laws to Fannie Mae and Freddie Mac”;

* Thefreedom of Fannie and Freddie to establish their own disclosure requirements, rather than
conform to requirements established and administered by the SEC, “with the result that, as of any
point in time, the levels of disclosure may well depend on the identities and predispositions of
their incumbent managers’;

* Theneed for uniform disclosures to enable investors to compare investments in these GSEs with
potential investmentsin the equity securities of other issuers;

* “The absence of oversight of the securities activities of Fannie Mae and Freddie Mac by a
regulator experienced in securities law disclosures’;

» “The absence of the protections against overreaching by insiders of Fannie Mae and Freddie
Mac”;

* “The absence of ready access by the public to disclosure documents issued by Fannie Mae and
Freddie Mac of the type available on EDGAR for all other public companies’;

» The competitive advantage provided to Fannie and Freddie by not having to comply with the
disclosure, fee and other SEC requirements. (Shays/Markey Letter to SEC Chairman Harvey Pitt,
5/22/02)

SEC’'s comments

»  SEC spokesman John Heine declined to comment on the letter. “As amatter of protocol we don’t
comment on congressional correspondence,” he said. (Dow Jones Newswire, Dawn Kopecki,
5/22/02)
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Fanni€' s comments

Fannie officials said the Shays/Markey letter contained several errorsthey will correct in aresponse
they are preparing to lawmakers and the SEC. For example, Fanni€'s spokeswoman Janice Daue
claimed that the 1992 joint SEC, Treasury, Federal Reserve Board study did not recommend that
Fannie and Freddie register their mortgage-backed securities. (Dow Jones Newswire, Dawn Kopecki,
5/22/02)

Opponents of the Shays-Markey SEC bill claim the bill could makeit impossible for consumersto

“lock in” their interest rates

Washington Business Journal noted, “ 1t isnot clear...why thiswould bethe case.”

Fanni€' s spokeswoman concedesthat it isunlikely consumerswould no longer be ableto lock in

ratesif thebill passes

Freddie official claimsthat increased securities disclosure would be disadvantageousto its business

strategy

Asnoted in the April 5, 2002 GSE Report, Fanni€' s spokesman Robert McCarson said it would
“disrupt the housing finance market” if Fannie had to register each security. “For example,
homebuyers will no longer be ableto lock in their mortgage, or they will have to pay a handsome
price,” he clamed. (National Mortgage News Daily Web site, 3/21/02) As noted in May 3, 2002 GSE
Report, an April 23 “Dear Colleague” letter signed by 12 Congressional Members opposed the
Shays/Markey bill, arguing among other things that the bill would “make it more difficult, costly or
even impossible for consumersto ‘lock-in’ their interest rate when getting amortgage.” The letter
was signed by Congressman Bob Ney (R-OH); Congressman Peter King (R-NY); Congressman Bob
Barr (R-GA); Congresswoman Judy Biggert (R-IL); Congressman Mark Green (R-W1); Congressman
William Lacy Clay (D-MO); Congressman Harold Ford, Jr. (D-TN); Congresswoman Julia Carson
(D-IN); Congressman Max Sandlin (D-TX); Congressman Rubin Hinojosa (D-TX); Congressman
Joseph Crowley (D-NY); and Congressman Steve Israel (D-NY). (Dear Colleague Letter on HR
4071, 4/23/02)

The Washington Business Journal noted, “It isnot clear, however, why thiswould be the case.”
The publication noted, “ Consumersin the jumbo mortgage market for loans of morethan
$300,700 already are abletolock in interest rates, despite the fact that Fannie and Freddie do
not participatein thismarket. In addition, banksand other financial institutions hedge inter est
raterisk every day through the multitrillion-dollar swaps and options market.” (Washington
Business Journal, 5/3/02)

Fannie' s spokeswoman Janice Daue conceded to the Washington Business Journal that it’s unlikely
consumers would no longer be able to lock in rates, but saysthat if the bill passes, it would cost more
for them to do so. (Washington Business Journal, 5/3/02)

Freddie claims that increased securities disclosure would be disadvantageous to its busi ness strategy

A Freddie official claimed increased securities disclosure would be disadvantageous to its business
strategy, reported Bonnie Sinnock with National Mortgage News. When asked to explain, a Freddie
spokeswoman claimed that it might hurt Freddi€e’ s strategic position in forming business rel ationships
with different counterpartiesif they [investors] could see how much business the agency was doing
with them. (National Mortgage News, Bonnie Sinnock, 5/20/02)
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Wall Street would like Fannie & Freddieto disclose the per centage of subprimeloansin their
mortgage-backed securities (MBS) pools, but the GSEs have refused

» According to National Mortgage News, the way Fannie securitizes the bulk of its subprime loans by
placing its Expanded Approval loans (mostly A-minus) into regular pools of prime loans that are
securitized in the to be announced [ TBA] market has been a *bone of contention” between Fannie and
Wall Street market participants for some time. Dueto alack of disclosure, many mortgage-backed
securities investors do not know whether Fannie includes subprime (Alt-A and A-minus loans) in its
standard MBS and have difficulty determining the terms of the loans and who originates the loans the
GSEs securitize. Some Wall Street market participants have asked the GSEs to at least identify the
percentage of Alt-A credit loans in its pools, but the GSEs have refused, with Fannie' s spokeswoman
Janice Daue claiming that for competitive reasons Fannie does not disclose the names of its Expanded
Approval lenders. (National Mortgage News, Brian Collins and Bonnie Sinnock, 5/20/02)

American Enterprise Institute (AEI) to hold a June 12 conference on the Shays-Markey bill

Congressman Chris Shays (R-CT) to be the keynote speaker

» AEI announced that it would be holding a conference on the Shays-Markey bill on June 12 from 9:15
am. —12:45 p.m. at the AEI’ s offices. According to an announcement by AEI: “ Since the collapse of
Enron, there has been an increasing focus on the adequacy of disclosure by public companies.
Because they are exempt from registration with or reporting to the Securities and Exchange
Commission, Fannie Mae and Freddie Mac are able to determine for themselves what and how they
disclose information to investors. Fannie and Freddie contend that they meet or exceed all applicable
SEC requirements, but legislation (the Shays-Markey bill) has been introduced that would eliminate
their SEC exemption. This conference will explore whether Fannie and Freddie are adequately
informing investors and others who may be relying on their public disclosure.”

* Thefollowing isthe schedule for the June 12 AEI conference:
9:00 am. Registration
9:15am. Introduction, Peter Wallison, AEI
Keynote address, Congressman Christopher Shays (R-CT)
10:15 am. Panel 1. Comparing Fannie and Freddie to Banks
Speakers: Bert Ely, Ely & Co.
W. Scott Frame, Federa Reserve Bank of Atlanta

Larry D. Wall, Federal Reserve Bank of Atlanta

Discussants. Ed Golding, Freddie Mac
Ray Soifer, Soifer Consulting, LLC

11:40 am. Panel 2: Disclosure for Derivatives and Mortgage Back Securities

Speaker: Dwight M. Jaffee, University of Californiaat Berkeley
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Discussants.  Steven D. Thomas, Financial Security Assurance Inc.
Susan E. Woodward, Sand Hill Econometrics

12:45 p.m. Adjournment (AEI Web site)

National Association of Realtors (NAR) plansto oppose Ginnie M ae Choice because they claim it
might harm FHA & Fannie & Freddie

“Ginnie Mae Choice” supporters say the proposal will lower coststo consumers, increase revenue
to the federal government, and create competition for Fannie & Freddie

NAR plans to oppose Ginnie Mae Choice legislation, according to Dawn Kopecki with Dow Jones
Newswire. There are currently two versions of “Ginnie Mae Choice” bills. (Dow Jones Newswire,
Dawn Kopecki, 5/22/02) The bills were introduced by Senator Wayne Allard (R-CO) and
Congresswoman Marge Roukema (R-NJ) on November 1, 2001. Both would allow Ginnie Maeto
securitize privately insured mortgage loans for the first time and allow Ginnie Mae to compete with
Fannie and Freddie in the secondary mortgage market. (Reuters, Mark Felsenthal, 12/3/01)

Realtors claim Ginnie Mae Choice would weaken the FHA and VA mortgage programs, according to
Kopecki. “Federal mortgage programs should not be exposed to an unreasonable proportion of risk-
sharing responsibilities nor should the stability and liquidity of the residential secondary market be
exposed to risk elements that are detrimental to their public policy missions and the interest of the
taxpaying public,” according to a NAR statement adopted at their recent legislative meeting. (Dow
Jones Newswire, Dawn Kopecki, 5/22/02) National Mortgage News reported that NAR is concerned
about Ginnie Mae Choice because it might weaken FHA and take business away from Fannie and
Freddie. Whilethe NAR’s board of directors did not vote specifically to reject Ginnie Mae Choice
they decided not to support any risk-sharing program if it could cause the FHA to become dependent
on congressional appropriations or result in lossesto the US Treasury — and under that test - “Ginnie
Mae Choice would have a hard time passing muster,” said Gary Weaver, NAR’'s Managing Director
for public policy. (National Mortgage News Daily web site, 5/20/02)

MICA Executive Vice President Suzanne Hutchinson was disappointed in NAR’s decision. “Ginnie
Mae Choice would generate significant revenues to HUD, help underserved borrowers and reduce
taxpayers' risk...We hope to continue to work with NAR to help them better understand the
program.” (National Mortgage News, 5/27/02)

Supporters of Ginnie Mae Choice argue that Fannie and Freddie have a duopoly on the secondary
mortgage market, limiting competition, and harming the ability of low-income or credit-impaired
borrowers from obtaining credit. In aletter to Congresswoman Roukema earlier this year, mortgage
bankers and private insurance companies wrote, " Studies have shown that (Fannie and Freddie's)
automated underwriting Systems are more restrictive than competing systems offered by (private
mortgage insurers). The disparity is particularly great for consumers with lower incomes or lower
(credit) scores.” (Dow Jones Newswire, Dawn Kopecki, 5/22/02)

However, Fannie and Freddie and the Realtors claim Ginnie Mae Choice would attract the most
creditworthy FHA and VA borrowers, leaving the two programs exposed to a much riskier pool of
mortgages. “It would be skimming, if you will, the cream of the loans, the most creditworthy loans of
this program. It would drive the riskier loans into the government program,” said Freddie’'s
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spokeswoman Sharon McHale. She aso claimed that Ginnie Mae lacks the expertise and tools
necessary to launch such a program. (Dow Jones Newswire, Dawn Kopecki, 5/22/02)

New York Timesreportsthat dissenterson Farmer Mac’s boards are often removed

Gotham Partners claims Farmer Macisin “precariousfinancial condition”

New York Timesreportsthat dissenterson Farmer Mac' s boards ar e often removed

New York Times Alison Leigh Cowan wrote an extensive article reporting that dissenters on Farmer
Mac’s board are often removed. Cowan details how in March 1996, a coup to unseat Farmer Mac's
Chairman Henry D. Edelman was thwarted, even though a bare majority of directors had concluded
that Edelman should leave. Edelman was able to stop the plans with help from the White House,
according to accounts provided by ousted former director Edward C. Williamson, Jr. and other former
directors.

Just aday prior to the board meeting, Williamson had aletter awaiting him at the hotel from the White
House informing him that his service on the board was terminated immediately. Williamson was
considered vulnerable because he was one of five Farmer Mac board members that are appointed by
the President. Former directors said the others were purged one by one, as Edelman “ systematically
cleared the board of those who stood up to him, questioned his figures or threatened his hold on
Farmer Mac,” which he helped start in 1988. Along with thwarting Williamson, Edelman changed the
board’ s nominating process in February 1996 and was able to therefore control the nominating
process for the remaining 10 directors, according to former directors. “After the change, at least five
directors, four of whom spoke for the record, had serious disagreements with Mr. Edelman over the
company’ s stewardship and said they had little choice but to resign or agree not to stand for re-
election.”

Asked about issues facing the board, Charles Eugene Branstool, Farmer Mac's chairman since 1995,
released a statement through the company on May 24 noting: “Our board today is made up of
responsible and conscientious individuals who work constructively together to fulfill their fiduciary
duties. Inthat regard, we are confident that Mr. Edelman and his management team have created
substantial value for shareholders while fulfilling the Congressionally chartered mission of Farmer
Mac.” He declined to comment further on internal workings of the board, “particularly where the
guestions are highly speculative and refer to events that are claimed to have occurred more than six
yearsago.” The statement said Edelman shared that view and would “decline further comment.”
(New York Times, Alison Leigh Cowan, 5/28/02)

Gotham Partnersclaims Farmer Macisin “precarious financial condition”

Gotham Partners Management Co., LLC claimed Farmer Mac is “in a precarious financial condition
and could face severe financial distress.” Gotham believes * Farmer Mac' s earnings are overstated and
may in net economic effect, beillusory as aresult of the company’sinadequate levels of loan-loss
reserves.” Gotham claimed Farmer Mac has inadequate reserves, growing delinquencies, and
misleading delinquency disclosures; increased funding risk; mismatched assets and liabilities;
increased risk in program assets (farm mortgages) and non-program assets; high leverage; inadequate
board oversight, conflicts of interest and excessive compensation; overvaluation of the company; and
arisk to the US taxpayer. (“ Buying the Farm: A Detailed Examination of Accounting, Investment,
and Reserving Practices at the Federal Agricultural Mortgage Corporation,” Gotham Partners
Management Co., LLC, 5/23/02)
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Al'l GSEs

GSE debt news:

(1) GSE long-term debt increasesin first quarter 2002; short-term debt decreases

(2) GSE debt may benefit from Freddie' sdeclinein itsretained portfolio

(3) FHLBanksissue more callable debt than Fannie & Freddie, but Fannie & Freddie are catching
up

(4) Freddieissueslargest callable debt transaction of 2002; Freddie has grown its callable debt by
nearly $40 billion

(5 Freddierefinesitscallable note offerings by issuing larger securities

(6) Freddie modifiesthe eligible amountsfor its periodic repurchase operations

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 alternatives as a benchmark were: (1) the debt securities of Fannie and
Freddie; (2) derivativestied 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 aternative benchmark. Given the expected
budget deficits in the next few years, the search for alternative benchmark investments may be
lessened.

GSE long-term debt increasesin first guarter 2002; short-term debt decr eases

» Federa agenciesincreased long-term new issue volume to $240.1 billion in the first quarter of 2002,
according to areport by the Bond Market Association, up 23.0 percent from the $195.2 billion issued
during the same period last year. The housing-rel ated agencies—Fannie, Freddie and the FHLBank
System—together accounted for most of the increase of 1ong-term agency debt issuance.

Long-term federal agency debt issuance:

$billions 2001 2001: Q1 2002: Q1 YTD-to-YTD | YTD-to-YTD
% Change $Change
FHLB 383.0 77.6 90.6 16.8% 13.0
Freddie Mac 235.2 50.4 75.5 49.8% 25.1
Fannie Mae 249.4 57.8 61.9 7.1% 4.1
Sdlie Mae 19.5 2.2 4.7 113.6% 2.5
Farm Credit 31.0 6.2 7.2 16.1% 10
System
Tennessee 3.4 10 0.2 -80.0% (0.8
Valley
Authority
Totals 921.5 195.2 240.1 23.0% 44.9

Source: Research Quarterly, Bond Market Association, May 2002
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» Short-term federal agency debt outstanding decreased 5.5 percent, to $678.8 billion as of March 31,

2002, down from $718.3 billion outstanding at the end of 2001. Short-term debt outstanding decreased

across all agencies, with the exception of the Farm Credit System, whose short-term debt increased
3.6 percent, to $34.8 hillion outstanding. The largest dollar volume decreases were by Fannie and the
FHLBank System.

Short-term federal agency debt issuance:

$ billions 3/31/01 12/31/01 3/31/02 % Change* $Change *
FHLB 186.2 139.8 128.3 -8.2% (11.5)
Freddie Mac 183.8 222.8 212.5 -4.6% (10.3)
Fannie Mae 282.6 288.5 270.7 -6.2% (17.8)
Sdlie Mae 375 31.1 30.7 -1.3% (0.4)
Farm Credit 32.8 33.6 34.8 3.6% 12
System
Tennessee 17 25 18 -28.0% (0.7)
Valley
Authority
Totals 724.6 718.3 678.8 -5.5% (39.5)

* Percentage and amount change between 3/31/02 and 12/31/01

Source: Research Quarterly, Bond Market Association, May 2002

New issue activity of agency MBS totaled $360.2 billion in the first quarter of 2002, more than double
the $167.7 billion issued during the same period last year. Fannie, Freddie, and Ginnie Mae increased
new issuance during the first quarter of the year. The high rate of mortgage originations toward the
end of 2001 and beginning of this year continued to boost issuance in the agency MBS market.

Fanni€' s issuance increased more than two-fold, to $176.0 billion in the first quarter of 2002, up from
the $83.3 billion issued in the first quarter of 2001. New issue volume by Freddie totaled $139.0
billion in the first quarter of 2002, up more than 150 percent from the $54.3 billion issued in the same
period last year. Ginnie Mage' sissuance increased 50.2 percent, to $45.2 billion in the first quarter of
the year, up from the $30.1 billion issued during the first quarter of 2001. All federal agencies, with
the exception of Ginnie Mage, increased issuance when compared to the fourth quarter of 2001.

Issuance of agency collateralized mortgage obligations (CMO) increased sharply, to $127.9 billion in
the first quarter of 2002, up from $39.5 billion issued during the first quarter of 2001. Freddie led the
way with total CM O issuance of $77.2 billion in the first quarter of 2002, more than triple the $23.6
billion issued during the same period last year. Fannie’s CMO issuance increased sharply, to $36.8
billion in the first quarter of the year, up from the $8.7 billion issued during first-quarter 2001.
Issuance of Ginnie Mae CMOs was also up, totaling $13.9 billion in the first quarter of 2002, almost
double the $7.2 billion issued one year ago. However, both Fannie and Ginnie Mag' s issuance
decreased when compared to the $36.8 billion and $13.9 billion issued in the fourth quarter of 2001.
Freddie's CMO issuance increased 10.1 percent from the $70.1 billion issued in the fourth quarter of
2001. (Research Quarterly, Bond Market Association, May 2002)

GSE debt may benefit from Freddie sdeclinein itsretained portfolio

Analysts believe Freddi€' s first-ever decline in its retained mortgage portfolio should benefit agency
debt but not mortgage-backed securities, reported Dow Jones Newswire. Freddie said that its retained
mortgage portfolio declined in April by an annualized rate of 10.3% to $521.6 billion from $526.1
billion in March. “We have been negative on mortgages for the past two weeks or so, but thisnewsis
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more fuel to that fire,” said Alec Crawford, director and head of agency and mortgage-backed
securities strategy at Deutsche Bank Securities Inc. “Our concern is that the arbitrage that Fannie Mae
and Freddie Mac get by buying mortgages and selling their own debt appears to be close to zero right
now,” Crawford said. Otherslike Jim Vogel, asenior vice president at FTN Financial Capital

Markets believe it istoo early to determine if the current portfolio declineisatrend. Fannie and
Freddie have the lowest monthly net total of MBS portfolio growth combined since April of 2000,
said Vogel. Total portfolio growth in March and April was only $7 billion, compared with a more
typical volume during a two-month time period of $30 billion to $50 billion, added Vogel. “Against
the backdrop of the last two years, however, we need alittle more than a two-month downturn to call
aturninthetrend,” he added. (Dow Jones Newswire, Julie Haviv, 5/22/02)

Freddie officials claimed that the first-ever decline in its mortgage portfolio is a*“sign of sound
business practices, not of any problems,” reported Tommy Fernandez with the American Banker.
Freddie’ s investment strategy is guided by market conditions - it does not have a fixed monthly
investment, said Freddie’ s spokeswoman Gisela Vallandigham. Retained portfolio growth can vary
considerably month to month, she said, and it has done just that in the first four months of this year.
“We will continue to grow our retained portfolio only when returns meet our thresholds and when we
can prudently managerisk,” Vallandigham said. “It's important to note that we grow our retained
portfolio opportunistically, buying in size when spreads are wider and when purchases meet our
established thresholds.” In the near term, Freddie expects “slow to negative’ retained portfolio
growth, but for all of 2002 gains should be in the “mid-teens,” she said. (American Banker, Tommy
Fernandez, 5/23/02)

FHL Banksissue more callable debt than Fannie & Freddie, but Fannie & Freddie are catching up

At $230 hillion, the FHLBanks have about 50% more callable debt outstanding than either Fannie or
Freddie, but that $230 billion represents only $16 billion more than the FHLBanks had outstanding at
the end of 2001, according to Julie Haviv with Dow Jones Newswire. While callable debt issuance by
the FHLBanks has slowed, Fannie and Freddie have increased their callable debt issuance. Freddie
has grown its outstanding callable debt by nearly $40 billion this year, while Fannie has issued $41.5
billion during the same time frame. (Dow Jones Newswire, Julie Haviv, 5/29/02)

Freddieissues largest callable debt transaction of 2002; Freddie has grown its callable debt by

nearly $40 billion

Freddie priced $2 billion of its 10-year callable note due on May 25, 2012. The issue was priced at
99.685 to yield 6.043%, or 94 basis points over the on-the-run 10-year Treasury security due on
February 15, 2012. The issue, with a one-time call option on May 25, 2004, settled on May 29, 2002.
Including this pricing of $2 billion, Freddie has grown its outstanding callable debt by nearly $40
billion this year and now has approximately $160 billion outstanding. This transaction is the fourth in
aseries of syndicated callable transactions this year. Heading the transaction were joint-leads Credit
Suisse First Boston, UBS Warburg and Salomon Smith Barney with First Tennessee as co-manager.
(Freddie pressrelease, 5/2/02) The issue was oversubscribed by 10%. “There was solid crossover
buying from mortgage accounts and excellent insurance company interest,” said Jim Vogel, a senior
vice-president at FTN Financia Capital Markets. (Dow Jones International News, 5/22/02)

Freddierefinesits callable note offerings by issuing larger securities

Freddie announced that it has refined its callable note offerings by issuing larger, more liquid
securities on an investor-demand basis. Issues will have a minimum size of $1 hillion and atarget size
of $2 billion, and be offered no more than twice each month. These refined callables do not replace
existing callable medium-term notes, but are an addition to Freddie's suite of offerings.
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“Our four syndicated callables this year have been successful because we responded to investor
demand. The program features we are announcing today will increase the predictability and
transparency of our activity in the callable market,” said Jerome Lienhard, senior vice president of
global funding.

For these callable offerings, Freddie will form a syndicate of dealers to distribute the securities under
abook building process. Transactions will generally be announced three days prior to pricing. Freddie
will refrain from issuing the same structure through other distribution mechanisms a minimum of two
days prior to the announcement through three days after pricing. Securities will be priced on a spread
to treasuries with coupons set in increments of 1/8th. Participating dealers will make active secondary
markets monitored by Freddie, and will post daily closing prices on Freddie' s “FREI” Bloomberg
page. (Freddie press release, 5/28/02)

Freddie modifies the eligible amounts for its periodic repur chase oper ations

Freddie announced May 29 that effective immediately, it will modify eligible amounts for its periodic
repurchase operations. Minimum issue sizes following repurchase operations have been reduced. For
Freddie’' s Reference Notes®, the minimum has been reduced from the greater of 80% of the issue size
(prior to any repurchase activity) or $5 hillion to the greater of 70% of the issue size or $4 billion. For
Freddie’ s Reference Bonds, the minimum remains $1 billion. The periodic repurchase operations,
which are Internet-based, focus exclusively on older, off-the-run issues while preserving the supply of
active, on-the-run Reference Notes and Bonds. Freddie said it conducts repurchases at least once
every calendar quarter, provides overnight advance public notice of each repurchase operation, and
posts results - including the amounts of each security the company has repurchased - within 15
minutes after compl eting the repurchase operations. (Freddie pressrelease, 5/29/02)

Freddie’ s announcement “sent a message to the mortgage community” that Freddie “is changing its
business strategy,” reported Karen Sibayan with Asset Securitization Report. By reducing the
minimum that has to be outstanding after the buyback process, Freddie would have more leeway to
“use their cash to buy down debt rather than add assets,” said an MBS analyst. “If mortgages arerich
in Freddie s view relative to their debentures, they could buy back their debentures to a greater extent
than they could without this change in policy instead of adding to their mortgage portfolio,” explained
the analyst. “But if mortgages are cheap than they could buy mortgages. Thisjust gives them more
flexibility.” (Asset Securitzation Report, Karen Sibayan, 6/3/02)
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Fanni e Mae and Freddi e Mac

Lendersare concerned about Fannie & Freddie'sconsumer advertising

“Oneof therulesof theroad isthat you never compete with your customers...Since Fannie and
Freddi€' s customersare lenders, not consumers, they should get off consumers’ radar screen, says

Jack Trout of the consulting firm, Trout & Partners

American Banker’s Tommy Fernandez reported that Fannie and Freddie “may not do business directly
with consumers, but they have been targeting ads to them for years.” According to a new study,
lenders are unsure of the purpose of the ads, but “ some are clearly becoming irritated.” Fannie and
Freddie are regular advertisersin consumer publications such as The Wall Street Journal and New
York Times, and Fannie has run television ads for nearly seven years. However, borrowers cannot call
either GSE to obtain a mortgage, and the GSES' charters prohibit them from engaging in business
directly with consumers. Lenders complain that the ads are confusing consumersin an already
complex and emotional homebuying process.

A Campbell Lewis Communications study found lenders are especially confused by the GSES ads
given that few mortgage companies have national advertising campaigns themselves. “One complaint
isthat the ad campaigns perpetuate the notion that lenders are merely interchangeable vending
machines for products branded by Fannie or Freddie, which undermines lenders’ own identitiesin the
mortgage process,” reported Fernandez.

“Many playersin thelending community are very uncomfortable with the Fannie M ae
advertising campaign becauseit playson their fearsthat Fannie and Freddie ar e encroaching
on their turf asprimary lenders,” said Elliot Sloane, president of Soane & Co., a New York
public relationsfirm. “How many branded secondary-market layers are there? How many take
out TV ads?”

Jack Trout, of the consulting firm Trout & PartnersLtd., said the GSES media presence,
especially on television, runstherisk of seriously angering customers. “Oneof therulesof the
road isthat you never compete with your customers,” he said. “ That isnever a good strategy.”
Since Fannie and Freddie scustomersare lenders, not consumers, they should get off
consumers' radar screen, hesaid. “1 don't think Fannie and Freddie should bedoing TV
advertising,” Trout said. “That isego at play. These guyswant to be a big deal.” (American
Banker, Tommy Fernandez, 5/24/02)

Alliance Bancor p plansto enter the Alt-A mortgage-backed securities sector to bring the Alt-A
mar ket “out of the hands’ of Fannie & Freddie

Kevin Donovan with Asset Securitization Report noted Alliance Bancorp unit AB Mortgage Securities
Corp. is planning an entrance into the alternative-A sector of the securitization markets, to challenge
Fannie and Freddie and create a third liquidity source for borrowers. Donovan reported that
Allianceis currently developing a redesigned Alt-A origination program, “based upon an
underwriting model not weighted by the borrower's credit score, with theaim of bringing the
Alt-A market back to whereit wasinitially intended - out of the hands of Fannie Mae and
FreddieMac.”
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* Mary Glass-Schannault, executive vice president of Alliance Bancorp, isworking with Lehman
Brothers and PMI insurer Radian Group Inc. to develop a new underwriting model. Alt-A mortgages,
which lack the income disclosure as standard conforming loans, were never intended to be credit
score-based, claimed Glass-Schannault, who plans to examine more loan-to-value and residual income
than FICO scores. “Due to the reliance on credit scoring as the be-all/end-all for loan underwriting,”
Fannie and Freddie have “pulled the ‘ cream of the crop’ out of the Alt-A sector, leaving a bifurcated
pool of originations to securitize.” “We want this program to compete with the GSEs,” said Glass-
Schannault. I am looking to bring the Alt-A market back to where it was intended when we
developed theideain the early 1990s.” (Asset Securitization Report, Kevin Donovan, 5/27/02)

New York Timeswarnsthat the government does not back GSEs

“Perhaps the only warning label moreignored than the one on cigar ette packsisthe one stamped
on debt offeringsissued by gover nment-sponsored enterprises like Fannie M ae, Freddie Mac and
Farmer Mac.”

» Alison Leigh Cowan with the New York Times reported that the GSEs have bold disclaimers that note
their securities are not backed by the US government, yet the warnings are dismissed by Wall Street.
Cowan stated, “ Perhaps the only warning label moreignored than the one on cigarette packsis
the one stamped on debt offeringsissued by gover nment-sponsor ed enterpriseslike Fannie M ae,
Freddie Mac and Farmer Mac.” According to Cowan, several market professionals said that even if
the GSES' offerings did not have an overt government guarantee, there was an implied government
guarantee, which was just as good.

» According to Cowan, the GSEs — including Farmer Mac — have lines of credit with the US Treasury.
Fannie and Freddie both have $2.5 billion lines of credit, while Farmer Mac has a credit line of $1.5
billion. “Though the numbers sound big, the money would not go far, given how much these entities
have grown,” stated Cowan. She further noted that “careful reading of the charters also suggests that
the backstops [lines of credit] are there to protect the guarantees these entities affix on loans or
securities in furtherance of their mission. It isfar less clear whether these entities would be able to
turn to the Treasury if they overextended themselves and had difficulty, say, rolling over their
commercia paper, the preferred method for short-term financing.”

» Cowan reported that Farmer Mac only keeps $1.4 billion in cash and securities on its balance shest, in
contrast to the $2.2 hillion of short-term obligations the company faces every week. Cowan noted that
investors recently asked Farmer Mac executives in an April 8" meeting how it may handle a hiccup in
the markets. According to meeting participants, Farmer Mac's Chief Executive Henry D. Edelman
said that in the event a sale of investments does not generate cash, “ well, we do have a $1.5 billion
guarantee from the US government.” In afollow-up questions, Edelman did note that the Treasury
funds could not be used to cover general obligations. Farmer Mac’s General Counsel Jerome G.
Oslick refused to comment on the issue.

» Cowan added that “for all the potential riskslurking on their balance sheets, the GSEs argue that
the government getsalot of bang for itstheoretical buck. Solong asthe government never has
to mount a rescue, they have a point. But the bigger they get, the greater the public's
exposure.”

» Cowan concluded by noting that many in the government have raised caution about the GSEs.
Federal Reserve Chairman Alan Greenspan warns of due diligence, while Congressmen Ed Markey
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(D-MA) and Christopher Shays (R-CT) have introduced legislation calling for the GSEs to register
their securities with the SEC. Congressman Richard Baker (R-LA), the chairman of the House
subcommittee that oversees the GSES has commented on the new interest in the GSEs, noting, “more
people are willing to stand up and say at least something should be done.” When asked about Farmer
Mac, Congressman Baker noted, “the only solace | takeisthat it is not as big as the housing GSES, so
hopefully we can get to them when we get to them.” (New York Times, Alison Leigh Cowan, 5/21/02)

Economist says Fannie & Freddie* have become ar guably the two most wor rying concentr ations of
risk in the global financial system”

* Inacolumn entitled “Unexploded Bombs,” The Economist said Fannie and Freddie “have become
arguably the two most worrying concentrations of risk in the global financial system.” The Economist
added, “Thisis because of their portfolio of mortgages and securitisations, their use of derivatives and
the habit of many other borrowers, including hedge funds, of using their debt as collateral.”

¢ The column noted that at the end of 2001, Fannie had a total credit risk of $1.56 trillion (a $705
billion mortgage portfolio and guarantees on securitized mortgages of $859 billion). Freddie's was
$1.14 trillion ($492 billion plus $646 billion), adding up to a combined exposure of $2.7 trillion,
nearly double the 1996 figure of $1.45 trillion. Bert Ely, an economist, calculates that the current level
amounts to a hefty 13.9% of the total credit risk in the non-financial sector of the American economy,
and 49.8% of home-mortgage credit risk.

» The Economist, noted however, that concerns are greater for Fannie and Freddi€' s corporate
governance and sheer size than to any evidence of poor risk management. Because they are
“government sponsored,” it is “hard to imagine them being allowed to fail.” The Economist noted that
one of the biggest risks for the GSES was counterparty risk because the GSEs are heavily dependent
for their risk-management programs with only a handful of investors. (The Economist, 5/18/02)

Kiplinger’s Magazine war ns about Fannie & Freddie s* growing mountain of debt” and their
massive size

» Kiplinger’'s Personal Finance Magazine's Jeffrey R. Kosnett and Seth L. Elan reported that Fannie
and Freddie — “which for years owned a license to print money for their shareholders, are no longer as
sure-footed.” They noted that shares of both have barely budged since December 1998, following 14
years of earnings growth for Fannie and a decade of similarly spectacular gains for Freddie.

» They contend that the case for owning the stocks, at least over the next year or so, is that the stocks
offer good value, with both stocks selling for 13 times analysts 2002 consensus earnings estimates.
Moreover, they noted, the “likelihood that Congress will pass legislation to rein in Fannie and Freddie
isslim.”

* “Thelonger-term outlook, however, isn't as sanguine.” They argued that “two fundamental issues
will remain long after critical lawmakers move on to other causes.”

»  “For starters, both companies have issued a growing mountain of debt to buy mortgages. And
although both S& P and Moody's give Fannie and Freddie their highest ratings for creditworthiness, all
that debt is hard to manage. If the companies financial wizards failed to hedge properly--that is, by
utilizing derivatives--Fannie and Freddie could face acrisis if, say, interest rates surged much faster
than their economists anticipated.”
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* “Then there's Fannie's and Freddie's sheer size. They are already involved in ailmost half of all
mortgage lending. Because they are so dominant, Fannie and Freddie will find it increasingly difficult
to maintain their earlier growth rates. That will mean slower earnings growth, which should become
obvious by decade'send.” (Kiplinger’s Personal Finance Magazine, Jeffrey R. Kosnett and Seth L.
Elan, June 2002)

USA Today notesthat Fannie & Freddieface several critics

» ThomasA. Fogarty’s USA Today article outlined the various forms of criticism facing the GSEs.
Fogarty noted that Congressman Richard Baker (R-LA) is planning on holding hearings on the GSEs
in June. Congressman Baker told Fogarty that “the gorilla has outgrown the cage, and we don’t know
what to do with him.” The GSEs have also faced criticisms from the following: Federal Reserve
Chairman Alan Greenspan, investor Warren Buffett, consumer advocate Ralph Nader, FM Watch,
free-market think tanks, and the editorial page of the Wall Street Journal, which recently compared
Fannie Mage' s hedging practices to those of Enron. Fogarty added, “It becomes clear that good works
and image-building advertising might not save Fannie and Freddie from the boiling pot.”

» Critics are concerned that Fannie and Freddie are so large that their failure could jeopardize the whole
US economy, with taxpayers on the hook for abailout. Others are concerned that Fannie and
Freddie’ s market dominance stifles competition and innovation.

» Severd critics are concerned about the GSES' size. Currently Fannie and Freddie have $2.7 trillion in
public mortgage debt. In comparison, the US Treasury has $3.4 trillion in public debt. The GSEs also
guarantee more than 70% of all conforming mortgagesin the U.S. In the event of an economic crisis,
Fogarty added that investors *assume that in a crunch, taxpayers would step in... since Fannie and
Freddie are government-chartered institutions. That perception of safety allows Fannie and Freddie to
issue debt at only adlightly higher interest rate than paid by the US Treasury.”

» Critics alege that Fannie and Freddie — motivated by the need to meet the high expectations of Wall
Street --- continue to aggressively expand into new rolesin home finance. “ That would be business as
usual for most corporations, but mortgage industry critics say the benefits conferred by their
government charters give Freddie and Fannie unfair advantages,” reported Fogarty. Examples of the
GSEs' attempts to enter other businesses include: establishing a brand name for consumer recognition;
entry into mortgage insurance; guaranteeing second mortgages; technology advancements —
particularly the use of their automated underwriting systems; and reaching out to small investors.
Fannie's Vice President Arne Christenson told Fogarty, “ Critics overestimate the competitive value of
the firm’s charter and underestimate its constraints.” Christenson also told Fogarty that commercial
banks benefit from their government-backed deposit insurance.

» Fogarty noted that the financial underpinnings of Fannie and Freddie “appear rock solid.” However,
the recent Enron scandal has caused several to question the GSES SEC exemption. Congressman
Baker told Fogarty that the SEC exemption will be discussed at his upcoming hearing, but his ultimate
goal isto remove Fannie and Freddie' s GSE charters to compete on an equal basis with other financial
companies. However, he acknowledged that thisis “too ambitious to accomplish any time soon,” and
that he would settle for tighter government control in the short run. Congressman Baker admitted he's
in the fight for the long haul, comparing his efforts to melting an iceberg with a blow-dryer. After
years of effort, he said, “I’m just now beginning to see the first few drops of water.”  (USA Today,
Thomas A. Fogarty, 5/21/02)
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Fortune Magazine does not believe criticisms of Fannie & Freddie are likely to stop anytime soon

* Anarticlein Fortune by Janice Revell and Melanie Shanley compared Fannie to a“wealthy, eccentric
great-aunt” who is “ often regarded as the wise matron who always does the right thing; these days,
however, she's getting arep as the crazy old lady who discovers amphetamines and Harleys when
yogurt and a wheelchair seem more appropriate.” Revell and Shanley noted that congressional and
industry criticism of the GSEs “have had an impact: Despite the stellar earnings performance, the
stock has barely budged over the past year.”

* Revell and Shanley reported that Fannie receives a“host” of government perks and Fannie has been
able to steadily gain market share of the long-term, fixed-rate mortgage market. “Between them,
Fannie Mae and Freddie Mac either own or insuretherisk on almost 45% of America’s $6.2
trillion in residential mortgage debt.” Many of Fannie and Freddie' s competitors “don’t like the
idea of a quasi-governmental entity having that kind of market share” and fear that the GSEs will soon
run out of market share and expand their charters into new territories such as mortgages above their
conforming limit or even loan origination. “In essence, critics say, Fannieisatwo-ton gorilla that
has used a grossly unfair competitive advantage to crush private-sector competitorsand is now
charging toward marketsit was never chartered to serve.” Revell and Shanley reported that at
arecent Bond Market Association meeting former Federal Reserve Board Chair Paul Volcker
agreed: “ Their mandate originally was not to dominate the home mortgage market...It was
solely to develop a secondary market, and they’ ve gone way beyond that.”

» Somein Congress are upset about Fanni€’ s attempts to enter the subprime market while
simultaneoudly trying to exempt themselves from recently introduced state and local predatory lending
bills. Congresswoman Janice Schakowsky (D-IL) recently brought Fannie' s attempts into light,
forcing Fannie to step back from attempts in Georgia, although it was successful in California.
Another area of criticismisthe GSES' use of derivatives. Federal Reserve Chairman Alan Greenspan
told a group of international bankers that investors may be underestimating the risk associated with
the GSEs' use of derivatives.

* Revell and Shanley concluded by noting that the criticism “isn’t likely to stop anytime soon.” A hill
has been introduced in Congressto strip the GSEs' SEC exemption [HR 4071]. And while Fannie has
begun to disclose more information about its use of derivatives, Congressis not likely to step down.
Congressman Richard Baker (R-LA) likens SEC registration to “ putting a license plateon a
speeding truck. You'restill goingto get run over, but at least you’d have a number toreport to
accident with.” Revell and Shanley added that with all the current criticism, Fannie’s stock has been
stagnant. However, “Rainesiswell on track to fulfill a goal he set when hetook over as CEO in
January 1999; to double ear nings per share by the end of 2003.” (Fortune Magazne; Janice
Revell and Melanie Shanley, 5/27/02)

OFHEO hires Steve Blumenthal as Counsdl to the Director

* OFHEO Director Armando Falcon announced the appointment of Stephen A. Blumenthal as Counsel
to the Director. Most recently, Blumenthal served as apolitical analyst and Vice President of Schwab
Capital Markets and Trading, Washington Research Group. From 1989 to 1995 he served as Finance
Counsel for the House Commerce Committee and was Vice President and Director of Regulatory
Relations at the Securities Industry Association from 1979 to 1987. Blumenthal began his legal career
in Washington as an Attorney in the Office of General Counsel for the National Association of
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Securities Dedlers. Blumenthal received hislaw degree from Rutgers Law School and his
undergraduate degree from Johns Hopkins University. Blumenthal will begin at OFHEO June 3,
2002. (OFHEQ pressrelease, 5/22/02)

Fanni e Mae

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 Partnership Offices open acrossthe country

Fannie “winsthe gratitude of politicians by staging local events with them, often to ‘announce’ its
plansto buy local mortgages...It’salmost asif Ford or Microsoft could allow politiciansto gain
some credit 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) 5/31/02). Fannie announced the
opening of anew partnership office in Sacramento, CA. (Fannie pressrelease, 5/31/02)

Senator Jeff Sessions (R-AL)
» Fanniejoined Senator Sessions to convene a housing roundtable to discuss affordable housing in West
Alabama. (Fannie pressrelease, 5/30/02)

Congressman Bob Ney (R-OH) and Zanesville, OH Mayor Jack Fenton

» Fanniejoined the above named officials to announce the $2.7 million redevel opment of historic
Harper-Cosgrave Block Building into affordable apartments for seniors. (Fannie pressrelease,
5/20/02)

Congressman Harold Ford (D-TN) and Memphis, TN Mayor Willie Herenton

* Fanniejoined with the above named officials to celebrate the grand opening of Alpha Renaissance
Apartments, an affordable rental housing community in South Memphis. (Fannie pressrelease,
5/28/02)

Congressman Sam Johnson (R-TX) and McKinney, TX Mayor Don Dozier
» Fanniejoined the above named officials and ten local lenders to celebrate Collin County Housing
Finance Corporation’s Eyes of Texans Mortgage Program. (Fannie press release, 5/20/02)

Congressman Doug Bereuter (R-NE) and Lincoln, NE Mayor Don Wesely
» Fanniejoined the above named officials for a ribbon cutting ceremony of 14 affordable homesin
Olympic Heights. (Fannie pressrelease, 5/18/02)

Congressman Doug Ose (R-CA)

* Fannie joined Congressman Ose in announcing a five-year $20 billion affordable housing plan for the
Central Valley and to announce the opening of a new partnership office in Sacramento. (Fannie press
release, 5/30/02)
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Congressman Ronnie Shows (D-MS)
* Fanniejoined with Congressman Shows to convene a housing roundtable to discuss affordable
housing and community development in Southwest Mississippi. (Fannie press release, 5/28/02)

Congressman Denny Rehberg (R-MT)

» Fanniejoined with Congressman Rehberg and housing leaders from the public and private sectorsto
discuss expansion of homeownership opportunities in underserved communities. (Fannie press
release, 5/29/02)

Congressman Joe Baca (D-CA)

* Fanniejoined Congressman Baca, Chase Manhattan Mortgage and local real estate brokersto increase
awareness of new affordable mortgage financing aternatives for minority families. (Fannie press
release, 5/24/02)

Congressman Elijah Cummings (D-MD)

* Fanniejoined Congressman Cummings to announce the availability of Fannie’'s Expanded Approval
with Timely Payments Rewards option, through Fanni€’ s automated underwriting system — Desktop
Underwriter. (Fannie pressrelease, 5/17/02)

Other local officials with whom Fannie held press opportunities:

(1) Omaha, NE Mayor Mike Fahey (Fannie press release, 5/29/02)

(2) Miami, FL Mayor Manny Diaz (Fannie press release, 5/22/02)

(3) ChippewaFals, WI Mayor Virginia Smith (Fannie pressrelease, 5/17/02)

Freddi e Mac

Freddie offersa new fixed-to-float option for multi-family mortgages

» Freddie announced that it has added a new financing option to its suite of multifamily products. The
new Fixed-to-Float Option is available for newly originated fixed-rate mortgages with terms of 5 and
15 years. Borrowerswill realize both areduction in pricing and additional flexibility at maturity,
claimed Freddie. The price reduction averages approximately 5 basis points, depending on market
conditions and the term of the fixed-rate period. With the Fixed-to-Float Option, borrowers agree to a
yield maintenance provision that applies to the full fixed-rate loan term, i.e., a 10-year loan would
have afull 10-year yield maintenance provision. In return, borrowers get a reduced interest rate and
can extend their loan term for one year, at which time the mortgage rate converts to afloating-rate
equal to 250 basis points (gross) over the 1-month Freddie Mac Reference Bill® index. Borrowers can
pay off their loan at anytime without paying a premium and an interest-rate cap is not required during
the 1-year floating-rate period.

* “Theimmediate benefit for the borrower isalower interest rate due to the full yield maintenance
structure in place during the fixed-rate term. In addition, our new Fixed-to-Float Option gives
borrowers more time to seek refinancing, while enjoying arate based on the Freddie Mac 1-month
Reference Bill, an index that has historically traded at a 15- to 25-basis point discount to LIBOR,"
said Mitchell Kiffe, vice president of multifamily loan production at Freddie. (Freddie pressrelease,
5/22/02)
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Freddie announces cash pricing on itsInternet Web site so that lenders may price loansfor cash

Freddie announced that mortgage lenders who want to sell loans to it for cash may obtain cash prices
on Freddie's Web site, freddiemac.com. Freddie’s Gold Cash pricing tool provides Seller/Servicers
access to Gold Cash pricing for fixed and adjustable-rate products, and related mortgage-backed
securities and Required Net Yield pricing. Prices are updated throughout the day. Customerswill be
able to access freddiemac.com for snapshots of prices across arange of interest rates and delivery
periods.

By using the Web-based pricing tool, Seller/Servicers are not limited to a single data terminal to
receive competitive pricing information for loans. Nor do they have to worry about installing or
maintaining additional software. All that is needed is an Internet connection and an ID and a password
to get pricing updates. (Freddie pressrelease, 5/23/02)

Freddie hiresa number of employeesfrom itsformer auditor - Arthur Anderson

Freddie fired Arthur Anderson as its auditor in early March, but has been hiring former employees
from the consulting firm, according to Dow Jones Newswire. Freddie hired John Woods, aformer
senior manager and 16-year veteran of Anderson, as senior vice president of control and accounting in
its funding and investments divisions. Freddie has also hired as many as eight other former Arthur
Anderson employees, according to Freddie' s spokeswoman GiselaVallandigham. Most of the new
employees were brought in at the “director” level. More specific information about the titles and
responsibilities of the new hires was unavailable, said Vallandigham. (Dow Jones Newswire, John
Dooley and Janet Whitman, 5/15/02)

Federal Hone Loan Banks

Federal Housing Finance Board (FHFB) to review the FHL Banks of Cincinnati and Chicago capital

plansat its June 5 meeting

FHFB expectsto approveall 12 FHL Bank capital plans by the summer; FHFB has approved 4 of

the 12 FHL Bank capital plans so far

FHFB regulatesthe FHL Bank System

The FHFB plansto review the FHLBanks of Cincinnati and Chicago capital plans at its June 5
meeting. (Federal Register, page 36598, 5/24/02)

FHFB is evaluating the capital plansfor the 12 FHL Banks

The Gramm-Leach-Bliley Act (GLB), 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 a modern capital
structure, with risk-based and leverage capital requirements that are similar to those of depository
ingtitutions. (FHFB pressrelease, 3/13/02) Asrequired by GLB, al of the FHLBanks submitted
proposed capital structure plans to the FHFB by October 29, 2001. Each FHLBank must obtain
FHFB approval of itsinternal risk model and risk assessment procedures and controls prior to
implementing its capital plan. (FHFB pressrelease, 2/13/02)
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* TheFHFB has approved capital plans for the FHLBanks of Sesattle, Atlanta, Boston and Pittsburgh. It
expects to approve all 12 FHLBanks by the end of the summer. (Dow Jones Newswire, John Connor,
5/7/02)

President Bush intendsto nominate Diana Fur chtgott-Roth to be a director of the FHFB

» The President intends to nominate Diana E. Furchtgott-Roth to be a Director of the FHFB for the
remainder of a seven-year term expiring February 27, 2004. She has served as Chief of Staff at the
Council of Economic Advisors since March 2001, and from 1993 to 2001, she was a Resident Fellow
and Assistant to the President at the American Enterprise Institute. Furchtgott-Roth served in the
White House from 1991 to 1993, first as Associate Director and Deputy Executive Secretary of the
Domestic Policy Council, and then as Associate Director of the Office of Policy Planning. She holds
a bachelor's degree from Swarthmore College and a Master's degree from Brasenose College of
Oxford University. (White House pressrelease, 5/24/02) Furchtgott-Roth will succeed Timothy
O’ Neill, a Republican, who was appointed by President Clinton and remained on the five-member
board after losing the chairmanship in December to John Korsmo. (American Banker, Rob Blackwell,
5/29/02)

FHFB isconsidering expanding the System’s Office of Financetoincludeall 12 FHL Banks

FHFB to hire a new Office of Finance Chairman (making at least $700,000 in compensation)

» Asnoted inthe May 17, 2002 GSE Report, FHFB Chairman John Korsmo, speaking May 13 to the
Independent Community Bankers Association said that the FHFB is considering expanding the
System’ s Office of Financeto include al 12 FHLBanks. The office, which issues the consolidated
debt obligations by which the system raises its funds, currently consists of just two bank presidents
and a public interest director who serves as chairman. The expansion, Korsmo said, was suggested by
the FHLBanks to reduce the costs of raising money in the debt markets. “ It makes sense to me that all
banks should be represented on that board, along with the public interest chairman,” Korsmo said.
Korsmo noted that he is also seeking a new individual to serve as the public interest director to head
this expanded board of directors of the System’s Office of Finance. Korsmo said, “| am searching for
aspecial individual to serve as the board’' s new chairman — someone with experience and authority
enough to tell adozen, well-compensated Bank presidentsto sit down, be quiet, and get something
done.” (Dow Jones Newswire, Dawn Kopecki, 5/13/02; Dow Jones Newswire, John Connor, 5/14/02;
Remarks by FHFB Chairman Korsmo to the ICBA, 5/13/02)

* Intwo follow-up articles by John Connor with Dow Jones Newswire, Connor noted that the new board
chairman of the Office of Finance was expected to make at least $700,000 a year in compensation and
would be able to hire staff at his’her discretion. The office could be staffed by full- or part-time
employees, agents or attorneys, who would report directly to the chairman, unless otherwise directed,
according to a draft regulation of the plan. The discussion draft said the new chairman would receive
compensation “that shall not exceed 100% of the average of the total salary and additional
compensation paid to the three highest-compensated (FHLBank) presidents.” Initial reports from the
FHFB and others within the system estimated that the compensation would be in the range of
$700,000 a year, but some subsequent indications are that the number is at least $750,000. Replacing
the current three-person Office of Finance Board with a 13-person board comprised of the 12
FHLBank presidents and a new public interest chairman “looks like a classic centralization play,”
reported Connor. A FHFB spokesman called the draft regulation a discussion draft that is subject to
change beforeit is considered by the FHFB, probably in July or August. Connor noted that the
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Office of Finance expansion plan “israising eyebrows— and concer ns—among some FHL Bank

System officialsfor reasonsranging from internal power and local control considerationsto the
possibility that another fat FHL Bank System salary would play into the hands of system critics

on Capitol Hill.” (Dow Jones Newswire, John Connor, 5/20/02; 5/23/02)

FHFB isconducting areview of the agency and possibly reorganizing its supervisory staff,
compensation packages and budget processes

» FHFB John Korsmo said he is conducting a top-to-bottom review and possible reorganization of the
agency’ s supervisory staff, compensation packages and budget processes, according to Dow Jones
Newswire. “Of our 110 staff, only 14 of them are in supervision. That doesn't seem to melike an
appropriate allocation of our resources,” Korsmo told Dow Jones Newswire. Korsmo recently hired
banking regulator Stephen Cross from the Federal Deposit Insurance Corp. to head up the Finance
Board' s Office of Supervision. Korsmo said he plans to name another well-known finance
professional as the division’s deputy shortly. The Office of Supervision isthe board's lead office that
oversees the safety and soundness of the regional banks as well as the system's Office of Finance.
(Dow Jones Newswire, Dawn Kopecki and John Connor, 5/14/02)

Postal Service

Government Accounting Office (GAO) to investigate whether postal rates subsidize big mailers

* The American Postal Workers Union (APWU) announced that it is grateful that Senator Daniel K.
Akaka (D-HI) and Congressmen Henry A. Waxman (D-CA) and Danny K. Davis (D-IL), have asked
the GAO to investigate whether postal rates subsidize big mailers. “We are concerned with recent
reports that the United States Postal Service may be offering ‘worksharing' discounts to mailers that
exceed the cost-savings realized by the Postal Service,” the Congressmen told GAO Comptroller
Genera David M. Walker in their May 15 letter.

» “Giventhe Postal Service's severefinancial problems, it isimportant that no worksharing discounts
be offered when the size [of] the discount exceeds the cost-savings to the Postal Service.” The
Congressmen requested that GAO determine if, and to what extent, mgjor mailers' discounts are
justified by examining “the adequacy of the costing data and formulas used by the Postal Serviceto
make avoided-cost calculations, as well as the economic assumptions underlying such calculations.”

* Ininvestigating the discounts, the Congressmen asked GAO to “visit arange of mail processing
facilities that receive mail subject to worksharing discounts and consult with officials of the Postal
Rate Commission, postal management and the American Postal Workers Union, as well as other
postal stakeholders.” (APWU NewsService, Volume 32, No. 9, May 15, 2002)

Mark-up on postal reform bill postponed indefinitely

* DM News reported that a postal reform bill that was scheduled to be marked-up on May 23 by the
House Committee on Government Reform has been postponed indefinitely, according to
congressional aides. The bill included parts of two postal reform drafts - one by Congressman John
McHugh (R-NY) and the other sponsored by Congressman Henry Waxman (D-CA). “We are close to
a bipartisan agreement on a postal reform bill,” said an unidentified staff member of the committee.
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“[There] are afew more details to nail down, and both sides agreed more time would be beneficia.”
A spokeswoman for Congressman Waxman said the mark-up was postponed “ because there are till
more issuesto beresolved.” (DM News, Melissa Campanélli, 5/23/02)

APWU President William Burrus opposes a Presidential postal reform commission

* APWU President William Burrus wrote President Bush on May 14 urging him to oppose the creation
of apresidential commission to shape the Postal Service'sfuture. Burrus argued that APWU *“does
not believe that the Postal Serviceisin need of reform.” The group believes the Postal Service could
solveits financial difficulties by discontinuing the subsidies it provides major mailers through
discounted postage rates. According to the APWU, “These annual subsidies are larger than the Postal
Service s yearly deficits.” The APWU believesthat “if the postage discounts were adjusted to reflect
only the costs the Postal Service avoids by accepting presorted mail, postal ‘reform’ would be
unnecessary.” The APWU contends that unless the Postal Service addresses thisissue, “a Presidential
Commission cannot solve the Postal Service's financial difficulties without proposing drastic
modifications to its universal service mandate.” The APWU said it strongly opposes the creation of a
Presidential Commission. (APWU NewsService, Volume 32, No. 9, May 15, 2002; APWU Letter to
President George W. Bush, 5/14/02)

Houston Chronicle editorial says Congress should say “no” to the Postal Service' stransformation
plan that would transform the Postal Serviceinto a commercial government enterprise

» A Houston Chronicle editorial says, “Congress should say no” to the Postal Service' s transformation
plan that would turn the Postal Service into more of acommercia enterprise. The transformation plan
“would increase the unfair competitive advantages the Postal Service already enjoys against the
private sector, businesses that pay the taxes that subsidize the government-owned service,” said the
editorial. “Instead, the Postal Service should cut itsfat and pay more attention to improving
performance of its real mission — delivering letters and packages to millions of homes and businesses
around the nation.”

* Theeditoria argued that giving the Postal Service more flexibility in rate setting and authority to offer
volume discounts to the biggest mailers “are terrible ideas.” The principle problem with the Postal
Service, contended the editorial, was its overlarge work force. The editorial concluded that the Postal
Service “should strive to do a better job at what it does best — delivering mail. 1t shouldn’t continue
its efforts to drive private delivery companies out of business.” (The Houston Chronicle, 5/20/02)

Deseret News callsfor careful review of postal reform

* Aneditorial in the Deseret News noted that the Postal Service always seemsto beinthered. Now
executives have presented Congress with a new business transformation plan to increase efficiency.
Postal officias claim that the Postal Service had been operating under a business plan put into effect
before 1970 — long before computers and the Internet changed the way Americans communicate.
While the editors agree with this assessment, the editorial noted that when the postal service ventures
beyond first-class mail delivery, it runsinto direct competition with private companies such as Federa
Express and UPS. “Government always should tread lightly when it comesto direct competition
with the private sector.”

» Theeditoria also noted that the Postal Service receives many perks from their government-status — its
trucks are exempt from taxes and they can park wherever they want without aticket. Part of the new
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plan calls for special price breaksto companies that mail large volumes, and higher pricesto
businesses that use less mail. However, this system would be athreat to the Postal Services
competitors. The editorial concluded by warning that the “parcel delivery industry, like any other
industry would benefit from, an increase in level competition, not adecrease.” (Deseret News,
Editorial, 5/12/02)

Providence Journal-Bulletin editorial callsfor postal subsidies and profit incentives

» Phillip Terzian, associate editor of the Providence Journal-Bulletin wrote an editorial outlining the
problems facing the Postal Service. If Congress were to completely privatize the Postal Service, he
claimed postal service could suffer, and Americans may not be able to have their mail delivered every
day. But the current system can be “unwieldy and redundant,” yet customers remain satisfied.
Terzian also questioned the need for the Postal Service to pay for itself — he noted that the government
does not ask the Marine Corpsto pay for itself. But he does concede that the government must enact
some reforms so that the Postal Service does not remain in such dire financial straits. “There are
plenty of ways in which the Postal Service can be modernized, and costs are controlled...But it
probably requires permanent subsidies as well as profit incentives, and that’s afair trade for what
we' ve grown to expect.” (Providence Journal-Bulletin, Philip Terzian, 5/2/02)

Heritage Foundation Resear ch Fellow saysthe reformsoutlined in the Postal Services
transformation plan are not enough

* A commentary by James Gattuso, a research fellow at the Heritage Foundation, in the Washington
Times, callsfor another look at the Postal Services recent business transformation plan. Gattuso
noted that the Postal Service has been loosing business to the Internet and to private shipping
companies for several years. Now it faces a $1.35 billion deficit. Realizing their dire problem, the
Postal Serviceissued anew “transformation plan” to Congress calling for arate increase on stamps,
along with other reforms. However, Gattuso says the reforms are not enough. Instead of fully going
private, the Postal Serviceis still a GSE with increased flexibility. However, they aretrying to “have
its package and eat it t0o,” asthe Postal Service wants to be a flexible company that still gets
government perks like tax exempt status, backing from the Treasury, and a monopoly of first class
mail.

o Gattuso concluded, “letting USPS enter new markets without eliminating its special protectionsis
arecipefor economic distortion...thiskind of protection is exactly what fostered the Postal
Service' sfamousinefficiency in thefirst place. The culture needsto change, and more
competition, not less, istheway todo it.” (Washington Times, James Gattuso, 5/13/02)
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Postal Service/Postal Rate Commission hold May 28 Ratemaking Summit

Follow-up meeting to be held in June

» Panelists and audience members at the May 28 Ratemaking Summit sponsored by the Postal Service
and the US Postal Commission discussed new rate structures, electronic filing of comments and other
proposals to improve the process of setting postal rates, reported DM News. More than 150 people
attended the summit.

* William J. Olson, an attorney who has worked on several omnibus rate cases, said during one panel
session that rate case proceedings could be more productive if the Postal Service changed some of its
costing methodologies. Still, he thought the system needed only modification and not an overhaul.

* Another panel discussed possible changesin how rate cases are filed with the Postal Rate Commission
along with changes for discovery practices and procedures during rate case proceedings. Among other
ideas, most summit participants supported the Postal Rate Commission’s recent proposal to accept
comments in future rate cases and other proceedings electronically rather than in hard copy. Panelists
and audience members al so spoke about the time and cost involved in rate case proceedings for both
the Postal Service and mailers and discussed how the process could be less expensive and less time-
consuming. Also discussed was away to make price changes more regular and predictable

* A second ratemaking summit is scheduled for June 27. Besides following up on suggestions from the
May 28 session, the June meeting will discuss negotiated service agreements and other customized
rate approaches. (DM News, Melissa Campanelli, 5/31/02)
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