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FACT SHEET:
GOVERNMENT SPONSORED ENTERPRISE CREDIT FACILITY

The Government Sponsored Enterprise Credit Facility (GSECF) announced today by Treasury to ensure
credit availability to the housing GSEs is a lending facility that will provide secured funding on an as
needed basis under terms and conditions established by the Treasury Secretary to protect taxpayers.
Fannie Mae, Freddie Mac, and the Federal Home Loan Banks are eligible to borrow under this program
if needed.

The facility will offer liquidity if needed until December 31, 2009. The Housing and Economic
Recovery Act of 2008 provided Treasury with the authority to establish this facility.

Funding. Funding will be provided directly by Treasury from its general fund held at the Federal
Reserve Bank of New York (FRBNY) in exchange for eligible collateral from the GSEs which will be
limited to guaranteed mortgage backed securities issued by Freddie Mac and Fannie Mae as well as
advances made by the Federal Home Loan Banks. All such assets pledged against loans will be
accepted with appropriate collateral margins as determined by Treasury.

e The FRBNY will act as Treasury’s fiscal agent to advance funds to the GSEs and to administer
collateral arrangements.

e Any lending through the GSECF will be directly debited from Treasury’s general account and
credited to the borrowing GSE’s account, both held at the FRBNY.

e Loan requests will require approval from Treasury and verification by the FRBNY that adequate
collateral has been pledged.

e Similar to other borrowing done by Treasury, information on any borrowing will be publicly
reported at the end of the following day in the Daily Treasury Statement.
(http://www.fms.treas.gov/dts/)

e Any additional borrowing by Treasury necessitated by this program would be subject to the debt
limit.

Loan Duration and Size. Loans will be for short-term durations and would in general be expected to be

for less than one month but no shorter than one week.

e Specific maturities will be determined based on individual loan requests.
e The term of a loan may not be extended, but a maturing loan may be replaced with a new loan
under the same borrowing procedures as the initial loan.



e Loans may be pre-paid with two days notice, and loans may be called before their scheduled
maturity date.

e Loan amounts will be based on available collateral.

e Loans will not be made with a maturity date beyond December 31, 2009.

Rate. The rate on a loan request ordinarily will be based on the daily LIBOR fix for a similar term of the
loan plus 50 basis points (LIBOR +50 bp). The rate is set at the discretion of the Treasury Secretary with
the objective of protecting the taxpayer, and is subject to change.

Collateral. All loans will be collateralized and collateral is limited to mortgage backed securities issued
by Freddie Mac and Fannie Mae and advances made by the Federal Home Loan Banks.

e The collateral will be valued and managed by Treasury’s fiscal agent, the FRBNY/, based on a
range of pricing services.
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FACT SHEET:
TREASURY SENIOR PREFERRED STOCK PURCHASE AGREEMENT

Fannie Mae and Freddie Mac debt and mortgage backed securities outstanding today amount to about $5
trillion, and are held by central banks and investors around the world. Investors have purchased
securities of these government sponsored enterprises in part because the ambiguities in their
Congressional charters created a perception of government backing. These ambiguities fostered
enormous growth in GSE debt outstanding, and the breadth of these holdings pose a systemic risk to our
financial system. Because the U.S. government created these ambiguities, we have a responsibility to
both avert and ultimately address the systemic risk now posed by the scale and breadth of the holdings
of GSE debt and mortgage backed securities.

To address our responsibility to support GSE debt and mortgage backed securities holders, Treasury
entered into a Senior Preferred Stock Purchase Agreement with each GSE which ensures that each
enterprise maintains a positive net worth. This measure adds to market stability by providing additional
security to GSE debt holders — senior and subordinated-- and adds to mortgage affordability by
providing additional confidence to investors in GSE mortgage-backed securities. This commitment also
eliminates any mandatory triggering of receivership.

These agreements are the most effective means of averting systemic risk and contain terms and
conditions to protect the taxpayer. They are more efficient than a one-time equity injection, in that
Treasury will use them only as needed and on terms that the Treasury deems appropriate.

These agreements provide significant protections for the taxpayer, in the form of senior preferred stock
with a liquidation preference, an upfront $1 billion issuance of senior preferred stock with a 10% coupon
from each GSE, quarterly dividend payments, warrants representing an ownership stake of 79.9% in
each GSE going forward, and a quarterly fee starting in 2010.

Terms of the Agreements:

e The agreements are contracts between the Department of the Treasury and each GSE. They are
indefinite in duration and have a capacity of $100 billion each, an amount chosen to demonstrate
a strong commitment to the GSEs’ creditors and mortgage backed security holders. This number
is unrelated to the Treasury’s analysis of the current financial conditions of the GSEs.

e |f the Federal Housing Finance Agency determines that a GSE’s liabilities have exceeded its
assets under generally accepted accounting principles, Treasury will contribute cash capital to
the GSE in an amount equal to the difference between liabilities and assets. An amount equal to



each such contribution will be added to the senior preferred stock held by Treasury, which will
be senior to all other preferred stock, common stock or other capital stock to be issued by the
GSE. These agreements will protect the senior and subordinated debt and the mortgage backed
securities of the GSEs. The GSE’s common stock and existing preferred shareholders will bear
any losses ahead of the government.

e In exchange for entering into these agreements with the GSEs, Treasury will immediately receive
the following compensation:
o $1 billion of senior preferred stock in each GSE
0 Warrants for the purchase of common stock of each GSE representing 79.9% of the
common stock of each GSE on a fully-diluted basis at a nominal price

e The senior preferred stock shall accrue dividends at 10% per year. The rate shall increase to 12%
if, in any quarter, the dividends are not paid in cash, until all accrued dividends have been paid in
cash.

e The senior preferred stock shall not be entitled to voting rights. In a conservatorship, voting
rights of all stockholders are vested in the Conservator.

e Beginning March 31, 2010, the GSEs shall pay the Treasury on a quarterly basis a periodic
commitment fee that will compensate the Treasury for the explicit support provided by the
agreement. The Secretary of the Treasury and the Conservator shall determine the periodic
commitment fee in consultation with the Chairman of the Federal Reserve. This fee may be paid
in cash or may be added to the senior preferred stock.

e The following covenants apply to the GSEs as part of the agreements.
0 Without the prior consent of the Treasury, the GSEs shall not:
= Make any payment to purchase or redeem its capital stock, or pay any
dividends, including preferred dividends (other than dividends on the senior
preferred stock)
= |ssue capital stock of any kind
= Enter into any new or adjust any existing compensation agreements with
“named executive officers” without consulting with Treasury
= Terminate conservatorship other than in connection with receivership
= Sell, convey or transfer any of its assets outside the ordinary course of business
except as necessary to meet their obligation under the agreements to reduce
their portfolio of retained mortgages and mortgage backed securities
= Increase its debt to more than 110% of its debt as of June 30, 2008
= Acquire or consolidate with, or merge into, another entity.

e Each GSE’s retained mortgage and mortgage backed securities portfolio shall not exceed $850
billion as of December 31, 2009, and shall decline by 10% per year until it reaches $250 billion.
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FACT SHEET:
GSE MORTGAGE BACKED SECURITIES PURCHASE PROGRAM

Treasury announced a program today to help improve the availability of mortgage credit to American
homebuyers and mitigate pressures on mortgage rates. To promote the stability of the mortgage market,
Treasury will purchase Government Sponsored Enterprise (GSE) mortgage-backed securities (MBS) in
the open market. By purchasing these guaranteed securities, Treasury seeks to broaden access to
mortgage funding for current and prospective homeowners as well as to promote market stability.

Scope of Program. Treasury is committed to investing in agency MBS with the size and timing subject
to the discretion of the Treasury Secretary. The scale of the program will be based on developments in
the capital markets and housing markets.

e Congress granted Treasury authority to purchase MBS in the Housing and Economic Recovery
Act of 2008. The authority expires on December 31, 20009.

e Treasury will begin later this month by investing in new GSE MBS, which are credit-guaranteed
by the GSEs. Additional purchases will be made as deemed appropriate.

e Treasury can hold this portfolio of MBS to maturity and, based on mortgage market conditions,
Treasury may make adjustments to the portfolio.

Management. Treasury will designate independent asset managers as financial agents to undertake the
purchase and management of a portfolio of GSE MBS on behalf of Treasury.

e The portfolios will be managed with clear investment guidelines and investment objectives.
e The primary objectives of this portfolio will be to promote market stability, ensure mortgage
availability, and protect the taxpayer.

Risk. Treasury is committed to protecting taxpayers and will ensure that measures are in place to reduce
the potential for investment loss.

e Under most likely scenarios, taxpayers will benefit from this program - both indirectly through
the increased availability and lower cost of mortgage financing, and directly through potential
returns on Treasury’s portfolio of MBS.

Budget Implications. Given that Treasury can hold these securities to maturity, the spreads between
Treasury’s cost of borrowing and GSE MBS indicate that there is no reason to expect taxpayer losses
from this program, and it could produce gains.



Treasury financing of purchases of GSE MBS will be deemed as outlays and are subject to the
statutory debt limit.

However, Treasury will be receiving an income producing asset (a portfolio of GSE MBS) in
return for its invested funds.

Treasury will make available information on purchases through this program in the Monthly
Treasury Statement (http://fms.treas.gov/mts/index.html).
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Statement by Secretary Henry M. Paulson, Jr. on Treasury and Federal Housing
Finance Agency Action to Protect Financial Markets and Taxpayers

Washington, DC-- Good morning. I'm joined here by Jim Lockhart, Director of the new independent
regulator, the Federal Housing Finance Agency, FHFA.

In July, Congress granted the Treasury, the Federal Reserve and FHFA new authorities with respect to
the GSEs, Fannie Mae and Freddie Mac. Since that time, we have closely monitored financial market
and business conditions and have analyzed in great detail the current financial condition of the GSEs —
including the ability of the GSEs to weather a variety of market conditions going forward. As a result
of this work, we have determined that it is necessary to take action.

Since this difficult period for the GSEs began, I have clearly stated three critical objectives: providing
stability to financial markets, supporting the availability of mortgage finance, and protecting taxpayers
— both by minimizing the near term costs to the taxpayer and by setting policymakers on a course to
resolve the systemic risk created by the inherent conflict in the GSE structure.

Based on what we have learned about these institutions over the last four weeks — including what we
learned about their capital requirements — and given the condition of financial markets today, I
concluded that it would not have been in the best interest of the taxpayers for Treasury to simply make
an equity investment in these enterprises in their current form.

The four steps we are announcing today are the result of detailed and thorough collaboration between
FHFA, the U.S. Treasury, and the Federal Reserve.

We examined all options available, and determined that this comprehensive and complementary set of
actions best meets our three objectives of market stability, mortgage availability and taxpayer
protection.

Throughout this process we have been in close communication with the GSEs themselves. I have also
consulted with Members of Congress from both parties and I appreciate their support as FHFA, the
Federal Reserve and the Treasury have moved to address this difficult issue.

Before I turn to Jim to discuss the action he is taking today, let me make clear that these two
institutions are unique. They operate solely in the mortgage market and are therefore more exposed
than other financial institutions to the housing correction. Their statutory capital requirements are thin
and poorly defined as compared to other institutions. Nothing about our actions today in any way
reflects a changed view of the housing correction or of the strength of other U.S. financial institutions.

skskosk

I support the Director's decision as necessary and appropriate and had advised him that conservatorship
was the only form in which I would commit taxpayer money to the GSEs.

I appreciate the productive cooperation we have received from the boards and the management of both
GSE:s. I attribute the need for today's action primarily to the inherent conflict and flawed business
model embedded in the GSE structure, and to the ongoing housing correction. GSE managements and
their Boards are responsible for neither. New CEOs supported by new non-executive Chairmen have
taken over management of the enterprises, and we hope and expect that the vast majority of key
professionals will remain in their jobs. I am particularly pleased that the departing CEOs, Dan Mudd
and Dick Syron, have agreed to stay on for a period to help with the transition.

I have long said that the housing correction poses the biggest risk to our economy. It is a drag on our
economic growth, and at the heart of the turmoil and stress for our financial markets and financial
institutions. Our economy and our markets will not recover until the bulk of this housing correction is



behind us. Fannie Mae and Freddie Mac are critical to turning the corner on housing. Therefore, the
primary mission of these enterprises now will be to proactively work to increase the availability of
mortgage finance, including by examining the guaranty fee structure with an eye toward mortgage
affordability.

To promote stability in the secondary mortgage market and lower the cost of funding, the GSEs will
modestly increase their MBS portfolios through the end of 2009. Then, to address systemic risk, in
2010 their portfolios will begin to be gradually reduced at the rate of 10 percent per year, largely
through natural run off, eventually stabilizing at a lower, less risky size.

Treasury has taken three additional steps to complement FHFA's decision to place both enterprises in
conservatorship. First, Treasury and FHFA have established Preferred Stock Purchase Agreements,
contractual agreements between the Treasury and the conserved entities. Under these agreements,
Treasury will ensure that each company maintains a positive net worth. These agreements support
market stability by providing additional security and clarity to GSE debt holders — senior and
subordinated — and support mortgage availability by providing additional confidence to investors in
GSE mortgage backed securities. This commitment will eliminate any mandatory triggering of
receivership and will ensure that the conserved entities have the ability to fulfill their financial
obligations. It is more efficient than a one-time equity injection, because it will be used only as needed
and on terms that Treasury has set. With this agreement, Treasury receives senior preferred equity
shares and warrants that protect taxpayers. Additionally, under the terms of the agreement, common
and preferred shareholders bear losses ahead of the new government senior preferred shares.

These Preferred Stock Purchase Agreements were made necessary by the ambiguities in the GSE
Congressional charters, which have been perceived to indicate government support for agency debt and
guaranteed MBS. Our nation has tolerated these ambiguities for too long, and as a result GSE debt and
MBS are held by central banks and investors throughout the United States and around the world who
believe them to be virtually risk-free. Because the U.S. Government created these ambiguities, we have
a responsibility to both avert and ultimately address the systemic risk now posed by the scale and
breadth of the holdings of GSE debt and MBS.

Market discipline is best served when shareholders bear both the risk and the reward of their
investment. While conservatorship does not eliminate the common stock, it does place common
shareholders last in terms of claims on the assets of the enterprise.

Similarly, conservatorship does not eliminate the outstanding preferred stock, but does place preferred
shareholders second, after the common shareholders, in absorbing losses. The federal banking agencies
are assessing the exposures of banks and thrifts to Fannie Mae and Freddie Mac. The agencies believe
that, while many institutions hold common or preferred shares of these two GSEs, only a limited
number of smaller institutions have holdings that are significant compared to their capital.

The agencies encourage depository institutions to contact their primary federal regulator if they believe
that losses on their holdings of Fannie Mae or Freddie Mac common or preferred shares, whether
realized or unrealized, are likely to reduce their regulatory capital below "well capitalized." The
banking agencies are prepared to work with the affected institutions to develop capital restoration plans
consistent with the capital regulations.

Preferred stock investors should recognize that the GSEs are unlike any other financial institutions and
consequently GSE preferred stocks are not a good proxy for financial institution preferred stock more
broadly. By stabilizing the GSEs so they can better perform their mission, today's action should
accelerate stabilization in the housing market, ultimately benefiting financial institutions. The broader
market for preferred stock issuance should continue to remain available for well-capitalized
institutions.



The second step Treasury is taking today is the establishment of a new secured lending credit facility
which will be available to Fannie Mae, Freddie Mac, and the Federal Home Loan Banks. Given the
combination of actions we are taking, including the Preferred Share Purchase Agreements, we expect
the GSEs to be in a stronger position to fund their regular business activities in the capital markets.
This facility is intended to serve as an ultimate liquidity backstop, in essence, implementing the
temporary liquidity backstop authority granted by Congress in July, and will be available until those
authorities expire in December 2009.

Finally, to further support the availability of mortgage financing for millions of Americans, Treasury is
initiating a temporary program to purchase GSE MBS. During this ongoing housing correction, the
GSE portfolios have been constrained, both by their own capital situation and by regulatory efforts to
address systemic risk. As the GSEs have grappled with their difficulties, we've seen mortgage rate
spreads to Treasuries widen, making mortgages less affordable for homebuyers. While the GSEs are
expected to moderately increase the size of their portfolios over the next 15 months through prudent
mortgage purchases, complementary government efforts can aid mortgage affordability. Treasury will
begin this new program later this month, investing in new GSE MBS. Additional purchases will be
made as deemed appropriate. Given that Treasury can hold these securities to maturity, the spreads
between Treasury issuances and GSE MBS indicate that there is no reason to expect taxpayer losses
from this program, and, in fact, it could produce gains. This program will also expire with the
Treasury's temporary authorities in December 2009.

Together, this four part program is the best means of protecting our markets and the taxpayers from the
systemic risk posed by the current financial condition of the GSEs. Because the GSEs are in
conservatorship, they will no longer be managed with a strategy to maximize common shareholder
returns, a strategy which historically encouraged risk-taking. The Preferred Stock Purchase Agreements
minimize current cash outlays, and give taxpayers a large stake in the future value of these entities. In
the end, the ultimate cost to the taxpayer will depend on the business results of the GSEs going
forward. To that end, the steps we have taken to support the GSE debt and to support the mortgage
market will together improve the housing market, the US economy and the GSEs' business outlook.

Through the four actions we have taken today, FHFA and Treasury have acted on the responsibilities
we have to protect the stability of the financial markets, including the mortgage market, and to protect
the taxpayer to the maximum extent possible.

And let me make clear what today's actions mean for Americans and their families. Fannie Mae and
Freddie Mac are so large and so interwoven in our financial system that a failure of either of them
would cause great turmoil in our financial markets here at home and around the globe. This turmoil
would directly and negatively impact household wealth: from family budgets, to home values, to
savings for college and retirement. A failure would affect the ability of Americans to get home loans,
auto loans and other consumer credit and business finance. And a failure would be harmful to economic
growth and job creation. That is why we have taken these actions today.

While we expect these four steps to provide greater stability and certainty to market participants and
provide long-term clarity to investors in GSE debt and MBS securities, our collective work is not
complete. At the end of next year, the Treasury temporary authorities will expire, the GSE portfolios
will begin to gradually run off, and the GSEs will begin to pay the government a fee to compensate
taxpayers for the on-going support provided by the Preferred Stock Purchase Agreements. Together,
these factors should give momentum and urgency to the reform cause. Policymakers must view this
next period as a "time out" where we have stabilized the GSEs while we decide their future role and
structure.

Because the GSEs are Congressionally-chartered, only Congress can address the inherent conflict of



attempting to serve both shareholders and a public mission. The new Congress and the next
Administration must decide what role government in general, and these entities in particular, should
play in the housing market. There is a consensus today that these enterprises pose a systemic risk and
they cannot continue in their current form. Government support needs to be either explicit or non-
existent, and structured to resolve the conflict between public and private purposes. And policymakers
must address the issue of systemic risk. I recognize that there are strong differences of opinion over the
role of government in supporting housing, but under any course policymakers choose, there are ways to
structure these entities in order to address market stability in the transition and limit systemic risk and
conflict of purposes for the long-term. We will make a grave error if we don't use this time out to
permanently address the structural issues presented by the GSEs.

In the weeks to come, I will describe my views on long term reform. I look forward to engaging in that
timely and necessary debate.
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QUESTIONS AND ANSWERS ON CONSERVATORSHIP

What is a conservatorship?

A conservatorship is the legal process in which a person or entity is appointed to establish
control and oversight of a Company to put it in a sound and solvent condition. Ina
conservatorship, the powers of the Company’s directors, officers, and shareholders are
transferred to the designated Conservator.

What is a Conservator?

A Conservator is the person or entity appointed to oversee the affairs of a Company for
the purpose of bringing the Company back to financial health.

In this instance, the Federal Housing Finance Agency (“FHFA”) has been appointed by
its Director to be the Conservator of the Company in accordance with the Federal
Housing Finance Regulatory Reform Act of 2008 (Public Law 110-289) and the Federal
Housing Enterprises Financial Safety and Soundness Act of 1992 (12 U.S.C. 4501, et
seq., as amended) to keep the Company in a safe and solvent financial condition.

How is a Conservator appointed?
By statute, the FHFA is appointed Conservator by its Director after the Director

determines, in his discretion, that the Company is in need of reorganization or
rehabilitation of its affairs.



What are the goals of this conservatorship?

The purpose of appointing the Conservator is to preserve and conserve the Company’s
assets and property and to put the Company in a sound and solvent condition. The
goals of the conservatorship are to help restore confidence in the Company, enhance its
capacity to fulfill its mission, and mitigate the systemic risk that has contributed directly
to the instability in the current market.

There is no reason for concern regarding the ongoing operations of the Company. The
Company’s operation will not be impaired and business will continue without
interruption.

When will the conservatorship period end?

Upon the Director’s determination that the Conservator’s plan to restore the Company to
a safe and solvent condition has been completed successfully, the Director will issue an
order terminating the conservatorship. At present, there is no exact time frame that can
be given as to when this conservatorship may end.

What are the powers of the Conservator?

The FHFA, as Conservator, may take all actions necessary and appropriate to (1) put the
Company in a sound and solvent condition and (2) carry on the Company’s business and
preserve and conserve the assets and property of the Company.

What happens upon appointment of a Conservator?

Once an “Order Appointing a Conservator” is signed by the Director of FHFA, the
Conservator immediately succeeds to the (1) rights, titles, powers, and privileges of the
Company, and any stockholder, officer, or director of such the Company with respect to
the Company and its assets, and (2) title to all books, records and assets of the Company
held by any other custodian or third-party. The Conservator is then charged with the duty
to operate the Company.

What does the Conservator do during a conservatorship?

The Conservator controls and directs the operations of the Company. The Conservator
may (1) take over the assets of and operate the Company with all the powers of the
shareholders, the directors, and the officers of the Company and conduct all business of
the Company; (2) collect all obligations and money due to the Company; (3) perform all
functions of the Company which are consistent with the Conservator’s appointment; (4)
preserve and conserve the assets and property of the Company; and (5) contract for
assistance in fulfilling any function, activity, action or duty of the Conservator.

How will the Company run during the conservatorship?
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The Company will continue to run as usual during the conservatorship. The Conservator
will delegate authorities to the Company’s management to move forward with the
business operations. The Conservator encourages all Company employees to continue to
perform their job functions without interruption.

Will the Company continue to pays its obligations during the conservatorship?

Yes, the Company’s obligations will be paid in the normal course of business during the
Conservatorship. The Treasury Department, through a secured lending credit facility and
a Senior Preferred Stock Purchase Agreement, has significantly enhanced the ability of
the Company to meet its obligations. The Conservator does not anticipate that there will
be any disruption in the Company’s pattern of payments or ongoing business operations.

What happens to the Company’s stock during the conservatorship?

During the conservatorship, the Company’s stock will continue to trade. However, by
statute, the powers of the stockholders are suspended until the conservatorship is
terminated. Stockholders will continue to retain all rights in the stock’s financial worth;
as such worth is determined by the market.

Is the Company able to buy and sell investments and complete financial transactions
during the conservatorship?

Yes, the Company’s operations continue subject to the oversight of the Conservator.
What happens if the Company is liquidated?

Under a conservatorship, the Company is not liquidated.

Can the Conservator determine to liquidate the Company?

The Conservator cannot make a determination to liquidate the Company, although, short
of that, the Conservator has the authority to run the company in whatever way will best
achieve the Conservator’s goals (discussed above). However, assuming a statutory
ground exists and the Director of FHFA determines that the financial condition of the
company requires it, the Director does have the discretion to place any regulated entity,
including the Company, into receivership. Receivership is a statutory process for the
liquidation of a regulated entity. There are no plans to liquidate the Company.

Can the Company be dissolved?
Although the company can be liquidated as explained above, by statute the charter of the

Company must be transferred to a new entity and can only be dissolved by an Act of
Congress.
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STATEMENT OF FHFA DIRECTOR JAMES B. LOCKHART

Good Morning

Fannie Mae and Freddie Mac share the critical mission of providing stability and
liquidity to the housing market. Between them, the Enterprises have $5.4 trillion
of guaranteed mortgage-backed securities (MBS) and debt outstanding, which is
equal to the publicly held debt of the United States. Their market share of all new
mortgages reached over 80 percent earlier this year, but it is now falling. During
the turmoil last year, they played a very important role in providing liquidity to the
conforming mortgage market. That has required a very careful and delicate
balance of mission and safety and soundness. A key component of this balance has

been their ability to raise and maintain capital. Given recent market conditions, the



balance has been lost. Unfortunately, as house prices, earnings and capital have
continued to deteriorate, their ability to fulfill their mission has deteriorated. In
particular, the capacity of their capital to absorb further losses while supporting

new business activity is in doubt.

Today’s action addresses safety and soundness concerns. FHFA'’s rating system is
called GSE Enterprise Risk or G-Seer. It stands for Governance, Solvency,
Earnings and Enterprise Risk which includes credit, market and operational risk.
There are pervasive weaknesses across the board, which have been getting worse

in this market.

Over the last three years OFHEO, and now FHFA, have worked hard to encourage
the Enterprises to rectify their accounting, systems, controls and risk management
issues. They have made good progress in many areas, but market conditions have

overwhelmed that progress.

The result has been that they have been unable to provide needed stability to the
market. They also find themselves unable to meet their affordable housing
mission. Rather than letting these conditions fester and worsen and put our markets

in jeopardy, FHFA, after painstaking review, has decided to take action now.



Key events over the past six months have demonstrated the increasing challenge
faced by the companies in striving to balance mission and safety and soundness,
and the ultimate disruption of that balance that led to today’s announcements. In
the first few months of this year, the secondary market showed significant
deterioration, with buyers demanding much higher prices for mortgage backed

securities.

In February, in recognition of the remediation progress in financial reporting, we
removed the portfolio caps on each company, but they did not have the capital to

use that flexibility.

In March, we announced with the Enterprises an initiative to increase mortgage
market liquidity and market confidence. We reduced the OFHEO-directed capital
requirements in return for their commitments to raise significant capital and to

maintain overall capital levels well in excess of requirements.

In April, we released our Annual Report to Congress, identifying each company as
a significant supervisory concern and noting, in particular, the deteriorating

mortgage credit environment and the risks it posed to the companies.



In May OFHEO lifted its 2006 Consent Order with Fannie Mae after the company
completed the terms of that order. Subsequently, Fannie Mae successfully raised
$7.4 billion of new capital, but Freddie Mac never completed the capital raise

promised in March.

Since then credit conditions in the mortgage market continued to deteriorate, with
home prices continuing to decline and mortgage delinquency rates reaching
alarming levels. FHFA intensified its reviews of each company’s capital planning
and capital position, their earnings forecasts and the effect of falling house prices

and increasing delinquencies on the credit quality of their mortgage book.

In getting to today, the supervision team has spent countless hours reviewing with
each company various forecasts, stress tests, and projections, and has evaluated the
performance of their internal models in these analyses. We have had many
meetings with each company’s management teams, and have had frank exchanges
regarding loss projections, asset valuations, and capital adequacy. More recently,
we have gone the extra step of inviting the Federal Reserve and the OCC to have

some of their senior mortgage credit experts join our team in these assessments.



The conclusions we reach today, while our own, have had the added benefit of

their insight and perspective.

After this exhaustive review, | have determined that the companies cannot continue
to operate safely and soundly and fulfill their critical public mission, without

significant action to address our concerns, which are:

e the safety and soundness  issues | mentioned, including current
capitalization;

e current market conditions;

¢ the financial performance and condition of each company;

e the inability of the companies to fund themselves according to normal
practices and prices; and

e the critical importance each company has in supporting the residential

mortgage market in this country,

Therefore, in order to restore the balance between safety and soundness and
mission, FHFA has placed Fannie Mae and Freddie Mac into conservatorship.

That is a statutory process designed to stabilize a troubled institution with the



objective of returning the entities to normal business operations. FHFA will act as

the conservator to operate the Enterprises until they are stabilized.

The Boards of both companies consented yesterday to the conservatorship. |
appreciate the cooperation we have received from the boards and the management
of both Enterprises. These individuals did not create the inherent conflict and

flawed business model embedded in the Enterprises’ structure.

The goal of these actions is to help restore confidence in Fannie Mae and Freddie
Mac, enhance their capacity to fulfill their mission, and mitigate the systemic risk
that has contributed directly to the instability in the current market. The lack of
confidence has resulted in continuing spread widening of their MBS, which means
that virtually none of the large drop in interest rates over the past year has been
passed on to the mortgage markets. On top of that, Freddie Mac and Fannie Mae,
in order to try to build capital, have continued to raise prices and tighten credit

standards.

FHFA has not undertaken this action lightly. We have consulted with the
Chairman of the Board of Governors of the Federal Reserve System, Ben

Bernanke, who was appointed a consultant to FHFA under the new legislation. We



have also consulted with the Secretary of the Treasury, not only as an FHFA
Oversight Board member, but also in his duties under the law to provide financing
to the GSEs. They both concurred with me that conservatorship needed to be

undertaken now.

There are several key components of this conservatorship:

First, Monday morning the businesses will open as normal, only with stronger

backing for the holders of MBS, senior debt and subordinated debt.

Second, the Enterprises will be allowed to grow their guarantee MBS books
without limits and continue to purchase replacement securities for their portfolios,

about $20 billion per month without capital constraints.

Third, as the conservator, FHFA will assume the power of the Board and

management.

Fourth, the present CEOs will be leaving, but we have asked them to stay on to

help with the transition.



Fifth, 1 am announcing today | have selected Herb Allison to be the new CEO of
Fannie Mae and David Moffett the CEO of Freddie Mac. Herb has been the Vice
Chairman of Merrill Lynch and for the last eight years chairman of TIAA-CREF.
David was the Vice Chairman and CFO of US Bancorp. | appreciate the
willingness of these two men to take on these tough jobs during these challenging
times. Their compensation will be significantly lower than the outgoing CEOs.

They will be joined by equally strong non-executive chairmen.

Sixth, at this time any other management action will be very limited. In fact, the
new CEOs have agreed with me that it is very important to work with the current
management teams and employees to encourage them to stay and to continue to

make important improvements to the Enterprises.

Seventh, in order to conserve over $2 billion in capital every year, the common
stock and preferred stock dividends will be eliminated, but the common and all
preferred stocks will continue to remain outstanding. Subordinated debt interest

and principal payments will continue to be made.

Eighth, all political activities -- including all lobbying -- will be halted

immediately. We will review the charitable activities.



Lastly and very importantly, there will be the financing and investing relationship
with the U.S. Treasury, which Secretary Paulson will be discussing. We believe
that these facilities will provide the critically needed support to Freddie Mac and

Fannie Mae and importantly the liquidity of the mortgage market.

One of the three facilities he will be mentioning is a secured liquidity facility
which will be not only for Fannie Mae and Freddie Mac, but also for the 12
Federal Home Loan Banks that FHFA also regulates. The Federal Home Loan
Banks have performed remarkably well over the last year as they have a different
business model than Fannie Mae and Freddie Mac and a different capital structure
that grows as their lending activity grows. They are joint and severally liable for
the Bank System’s debt obligations and all but one of the 12 are profitable.

Therefore, it is very unlikely that they will use the facility.

During the conservatorship period, FHFA will continue to work expeditiously on
the many regulations needed to implement the new law. Some of the key
regulations will be minimum capital standards, prudential safety and soundness
standards and portfolio limits. It is critical to complete these regulations so that

any new investor will understand the investment proposition.



This decision was a tough one for the FHFA team as they have worked so hard to
help the Enterprises remain strong suppliers of support to the secondary mortgage
markets. Unfortunately, the antiquated capital requirements and the turmoil in
housing markets over-whelmed all the good and hard work put in by the FHFA
teams and the Enterprises’ managers and employees. Conservatorship will give
the Enterprises the time to restore the balances between safety and soundness and
provide affordable housing and stability and liquidity to the mortgage markets. |
want to thank the FHFA employees for their work during this intense regulatory
process. They represent the best in public service. | would also like to thank the
employees of Fannie Mae and Freddie Mac for all their hard work. Working
together we can finish the job of restoring confidence in the Enterprises and with
the new legislation build a stronger and safer future for the mortgage markets,

homeowners and renters in America.

Thank you and I will now turn it back to Secretary Paulson.
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