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PSPA Amendment Q&A
GENERAL.:

|Eric & Matt] What is the purpose, necessily and meaning of these changes?

o [Thisy

e G5F’s dividends

o FHirst, it would eliminate the Hi&:lﬁatﬁy-df '.li“%e:iéiuij}- funding 1
payments to Treasury,

0 Second, it would capture all future positive eamings at the GSEs to help pay back teans to broader policy oMectx\es'

taxpayers for their investiment in those firms.

o Finally, it would reduce future draws under the PSPAs so that such draws would
only be made when needed to fund quarterly net losses.

' ’(”) protecting taxpayer i mteﬂestv and [3} ensuring the .- CummntEBRS

contmued ﬂow ot mortgﬂge (.tEdlt during a responsible transition.

e Our commitment to ensuring Fannie Mae and Freddie Mac have sufficient capitﬂl to honor
all guarantees issued now or in the future and meet all of their debt ob]igations remains
unchanged.

¢  The Administration will not pursuc po]icies or reforms in a way that would mmpair the ﬂbi]ity

of Fannie Mac and Freddie Mac to honor their obligations or diminish confidence in the

solvency of Fannie Mae and Freddie Mac.

[Adam] What are the current terms of the Senior Preferred Stock Purchase Agreements
(PSPAs)?

® The current capacity on Treasury’s funding commitment under the PSPAs equals $200
billion plus the cumulative net worth deficits experienced during 2010, 2011, and 2012, less
any surplus remaining as of December 31, 2012,

® At the end of 2012, the funding commitinent capacity under the PSPAs will be fixed
permanently, and the remaining PSPA capacity will be limited to approximately $149 billion
for Freddie Mac and $125 billion for Fannie Mae. The remaining capacity is different for
each GSE since 1t reflects the $200 billion commitment less the draws prior to 2010.

e  Any subsequent draws whether to fund a net loss and/or dividend payments to Treasury
would reduce the limited remaining PSPA capacity available to each GSE.

[Adam] What does this agreement change and why?

®  Replace the firced 10 percent dividend with a net porth sweep dividend - Quarterdy dividend payments
starting in 2013 will equal the positive net worth of the GSEs (i.e., GAAP assets less
liabilities at quarter end), less a defined Applicable Capital Reserve Amount.

UST00406517



DRAFT

Sensitive and Pre-Decisional

o _Acelerate the wind-down of the retained investiment portfolios - The required reduction rate for the
retained investment portfolios will be increased to 15 percent from 10 percent per annum
beginning at year-end 2013 until such time that each GSE’s portfolio reaches a target $250
billion balance ($250 billion was set in the original PSPA).

o Require an annnal risk managesment plan be delivered to Treasury - On an annual basis, each GSE
will submit to Treasury a plan that details the steps it will take to reduce the financial and
operational risk profile associated with both their mortgage guarantee and retained
investment portfolio businesses in order to help protect taxpayers from future losses.

[Adam] How does the full income sweep operate?

e Beginning with the financial results as of 10 2013, and each quarter thereatter, all positive
net worth above the Applicable Capital Reserve Amount at each GSE will be transferred to
Treasury in the form of a dividend.

o Net worth is defined as net assets minus net liabilities (per GAAP)

0 No dividends are paid when there is a net worth deficit or a positive net worth below
the Applicable Capital Reserve Amount

e  Over time, this will result in all positive net income generated by the GSEs is paid to the
government and will likely exceed the amount that would have been paid if the 10% was still
in effect. Furthermore, this amendment eliminates the circularity of payments and preserves
for the GSEs their respective PSPA draw capacity.

|Beth — need Peter to review]] What are the enforcement mechanisms to ensure the GSEs
meet these new requirements?

e The PSPAs and their amendments constitute legally binding contracts between the GSEs
and Treasury. Therefore, these amendments, like the rest of the agreements are a vahd and

legally binding obligation of the GSEs to fulfill.

e  [If either party to the contract — the GSEs or Treasury — do not fulfill their obligations, they

are enforceable in court.]

e There are laws of general applicability, such as bankruptcy and insolvency laws, that could
supersede in court and limit enforceability. [[However, these are limited in nature and typical

of financial contracts between two parties. |

Beth] How will this plan help families secking mor ¢ credit, troubled homeowners, and
P P ng tgag )
the broader housing market?

® Although there are signs of housing market stabilization, there are many troubled borrowers
who continue to face hardship. These amendments help support the continued flow of
mortgage credit and bring greater stability to the housing market in several ways.

[3%]
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e It help& to ensure that morl;gage credit remains available on reasonable lenms, because
matket-participants-will- continue-to-have confidence in-the-GSHEs-ability-to- meet-its
guarantee ebligations:-Until the private sector reemerges as a significant source of financing
for the mortgage market, the GSEs will serve the critical role of providing mortgage credit to
first time homebuyers as well as those borrowers looking to refinance into a lower rate loan.
Market participants will continue to have confidence in the GSEs ability to meet its
guarantee obligations, in part because changing the dividend fo a net-asset sweep will
preserve GSEs? borrowing capacity. The GSEs will no longer need to borrow from the
Treasury merely to meet a 10 percent dividend requirement.

o It is important that credit worthy first time homebuyers are able to access mortgage
credit so that they can help reduce excess housing inventory in many communities.

o Refinancing helps put more money in families” pockets so they can pay off debt or
use for other expenses.

e [The bak malwgement plm:irequlred of each GSE on an annual basis is expected to

encourage activities that help troubled borrowers with loans guaranteed by Fannie Mae or i

Freddie Mac. This could include asset sales of troubled loans to specialty servicers, which are
better equipped to assist borrowers with a mortgage modification or find other ways to keep
families in their homes.]

[Beth] How
® These changes, in combination with other commitments by FHFA, such as gradually

increasing guarantee fees, will help bring pricing in line with pnvate market participants so

that they begin to again take mortgage credit risk.

® As part of these changes, Fannie Mae and Freddie Mac will be required to submit a risk
management action plan each year that will provide clear goals and timetables for the GSEs
o reduce tl]e fisk Oftl'le 1n0rtgﬂges t}le)' gl.lflralltee as '“'_eu as tl'lei.f lnDl.'tgageS ﬂle}’ l‘lold as

investments in their retained pol:lfolios.

® We expect these plans o include ways that private sector will begin to_take on some of the
GSEs’ mortgage credit risk. eanrbe-seld-ormoeved-to-the private-sectorin-order-to-better

protect-taxpayersas-wellas-attract private-investors back-into-the- matket:

[Adam] When will these changes become effective?

e ‘The amendment is effective immediately, and the dividend payment change will become
effective starting with the first quarter 2013 earnings.

.- { Comment [BR5]: 0r portfoiio wind-dowi?

)

talu.n,c_l,
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Adam] Without this amendment, do you think the Enterprises would become msolvent? If
L doy p
so, when?

* Today, we believe that the GSEs are fully able to meet all current obligations. However, the

eamings outlook at the GSEs is difficult to forecast and is subject to speculation.

o Griven-our ntent-to-wind-down the-G8Es over-time;- the-existing 10 percent-dividend
structure-could- potentially become unsustamable: Therefore; we-made-the-appropriate
change-to-change- dividend to-full income sweep.

¢-—This-Changing the 10 percent dividend payment to a net worth sweep will help ensure
net earnings should be insufficient to pav the 10 percent dividend, the sweep will enable

them to pay what they can without requiring additional horrowings from the Treasury that
would constrain their overall hortowing capacity. Lf they should petform well enough to pay

a dividend greater than 10 percent, taxpayers will recover th vestment sooner.

¢ Since we intend to wind down the GSEs over time, the (GSEs do not need to retain income

m excess of amounts required to pay the 10 percent dividend.
[Ankur] What were the previous amendments to the PSPAs and why were those made?

&  Ower last several years Treasury has taken steps to ensure financial stabi.lity of GSEs and
help the housing market most effectively.

®  On September 6, 2008, FHFA, as regulator of the GSEs, placed both into conservatorship.

o At that time, their combined guaranteed n)ortgﬂge—backed securities (MBS)
outstandjng totaled more than $5.4 trllion and their share prices had fallen sharply.

o The goals of conservatorship, as stated by FHFA, included helping to restore
confidence in the GSEs, enhancing the GSEs capacity to fulfill their missions, and
mitigating the systemic nisk that had contrbuted directly to mstability in the housing
market.

e At the same time that FHFA placed the GSEs into conservatorship, Treasury provided
capital support by entering into a Senior Preferred Stock Purchase Agreement (PSPA) with
each GSE, acting through FHIFA as their conservator. The PSPAs were intended to provide
confidence to the market that the GSEs would remain solvent.

o The mnitial Treasury fl.u:lcl.ing commitment was $100 billion for each GSE.

o In May 2009, Treasury increased the ﬁlnd.i.ug commitment caps to $200 billion for
each GSE.

o In December 2009, Treasury rep]acecl the fixed $200 billion cap with a formulaic cap
that increases the amount of capital support available through the PSPAs by the
amount of draws between January 1, 2010 and December 31,2012,

UST00406520



DRAFT

Sensitive and Pre-Decisional

[Adam] What are the reasons Treasury and FHFA did not get this right in December 2009?

Why must we revisit this issue again?

® Treasury believes the steps taken in 2009 were appropriate to best maintain the financial

stability of the GSEs in order to best allow them to continue operating effectively.

®  Given their improvement in operating performance and our intention to wind them down,
we think the current steps being taken are appropriate.

[Ankur] Can Treasury make further amendments to the PSPAs? If so, until when?

e Treasury and FHEFA have authority to make changes to legal agreements, except for the
amount of funding that can be provided.

o Fu11Lli.!1g aut.horil}' was fixed in December of 2009 with the expiration of Treasury’&
authority under HERA.

e Treasury and FHFA do not anticipate additional changes at this time but the Administration
will continue to monitor the situation and consider whether any additional changes to the
PSPAs would be appropriate.

What power does Treasury actually have over Fannie Mae and Freddie Mac?

® Under the Conservatorship mandate, Treasury has the responsibility for approving
transactions at the GSEs that fall outside the ordinary course of business; however, Treasury
does not control Fannie Mae and Freddie Mac. Fannie Mae and Freddie Mac are under the
conservatorship of their regulator, FHFA.

® Asamember of the Federal Housing Finance Oversight Board (FHFOB), the Secretaries of
Treasury and HUD provide policy guidance and recommendations to FHFA on a range of
matters related to Fannie Mae and Freddie Mac.

FINANCIAL / TAXPAYER IMPACT

[Adam] How does this change impact taxpayers and the federal budger?

® The federal budget will continue to maintain the existing non-budgetary presentation for
Fannie Mae and Freddie Mac, as it does for the other GSEs.

© This is consistent with Governmental Accounting Standards that do not require

consolidation ifbfwﬁérélﬁﬁ?cdhtiél istemporary]

e Al federal programs that provide direct support to Fannie Mae and Freddie Mac, including

the Senior Preferred Stock Purchase Agreements (PSPAs), are shown on-budget.

[Adam] How does OMB’s estimate of Fannie Mae and Freddie Mac’s deficit im pact differ
from CBO’s approach?
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o However, all federal programs that provide direct support to Fannie Mae and
Freddie Mac, including the Senior Preferred Stock Purchase Agreements (PSPAs),
are shown on-budget.

[As we undersiand i, CBOs estimates of the deficit impact of Fannie Mae and Freddie Mac

are considerably higher than the Administration’s because CBO defines the budget impact as
capturing what a private entity would require as compensation for assuming Fannie Mae and
Freddie Mac’s commitments.

The compensation 1s represented in CBO’s description as the difference in market value
between Fannie Mae and Freddie Mac’s assets and their liabilities on a “risk adjusted” basis.

This "risk premium” assigned by CBO does not constitute a federal outlay, and is not
comparable to the budgetary estimates of Fannie Mae and Freddie Mac’s costs included in
the President's Budget.

The Administration presents the budget impact as the estimated amount attributable to
transactions between Treasury and Fannie Mae and Freddie Mac under the PSP As.

[Adam] How much has the government’s investment in Fannie Mae and Freddie Mac cost
taxpayers to date? What is the expected lifetime cost?

Through June 30, 2012, Fannie Mae has drawn $116.2 billion and Freddie Mac had drawn
$71.3 billion, cxcluc]jng the initial $1.0 billion liquiclation pre ference for which the GS8Es did

not receive cash Pl.DCEeClS.

Fannie Mae has paid $25.4 billion in dividends back to T:eﬂsur’\; and Freddie Mac has paid
$20.1 billion in dividends back to Treasury.

As a result, the current net investment in the GSEs is §142.0 billion — $90.8 billion for
Fannie Mae and $51.2 billion for Freddie.

The overall expected lifetime costs are inherently uncertain. Treasury will continue to work
with FHFA and the GSEs to ensure taxpayers are appropriately compensated for
investments to date.

The proposed modifications are not projected to result in the Government receiving less

funds from Fannie Mae or Freddie Mac on a net basis over time,

[Adam] How much PSPA capacity is remaining for each GSE?

6

. { Comment [BR9]: scc abcuc
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e After 2012, the funding commitment cap under the PSPAs will be fixed permanently, and
the remaining PSPA capacity will be limited to approximately $149 billion for Freddie Mac
and $125 billion for Fanme Mae.

[Beth] How does this change impact other preferred and common shareholders, including
community banks? Does this mean their investments are worthless?

e The preferred and common stock holders of the GSEs do not have rights while the GSEs
are in conservatorship. These amendments do not change that.

e Because all positive net worth will be swept to Treasury going forward, preferred and

common shareholders should not expect to receive any dividends or economic gains while
the PSPAs are in effect.

e Most community banks have previously written-down their preferred stock holdings and
therefore these changes should not affect community banks financial positions. [Can we add

a citation here to a th.ird—party source???‘]

|Beth] Doesn’t this change mean you could give the GSEs a bigger bailout by providing
more headroom under the PSPAs?

® These changes do not change the maximum cap of PSPA support for either GSE. However,
it preserves the remaining capacity for true business activity and other financial losses — its

c-rigi.lml mntended use - rather than using the capacity in a circular fashion to pay Tteasury the
10%- percent dividend.

® By sweeping the full income of the GSEs each quarter, Treasury will receive no less from the
GSEs as we would have under the previous 10 percent dividend. Essentially, it will stop the
GSEs from Q’mxyfrg ﬁvm Tl:easury in order to pay Treasury the 10%- percent dividend.

[Ankur] Why are you providing the GSEs with a capital buffer under this agreement® How
docs the buffer work?

e The declining capital buffer, initially set to §3 billion, is provided to avoid extraneous
quarterly draws on Treasury that would otherwise occur as a result of the volatility in
earnings arising from the GSEs’ normal course of business. The capital buffer will be
declining each year going forward and reach zero by 2018, Thus, within six vears, the entire
capital buffer will be eliminated and paid to Treasury.

HOUSING FINANCE REFORM

[Beth] Will this change reduce the urgency for fundamental long-term housing finance
reform? Morcover, now that the GSEs are profitable again, can they just continue operating
indefinitely as a public utility?
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e These changes are consistent with Treasury’s policy to wind-down the GSEs. Sweeping the
GSEs’ -positive net worth helps ensure that the GSEs will not be able to rebuild capital as
they are wound down.

* However, we also recognize the housing market is still fragile and private capital has not yet
retumed m a robust manner. These changes strike an important balance. They will allow the
GSEs to continue to play a eritical role supporting the housing market in the near-term, but

PrOViClC a tDﬂd map for hOW thcy wi]l bC wound dDW’ﬂ gDi.ﬂg fOI’W'SItCl.

. A_long with other commitments bj,r FHFA to increase guarantee fees, these chmlges should
encourage the return private capital to the housing financing market and reduce the GSEs’

market share.

[Beth] How long is a reasonable transition?

A4 Tma:iury supports a transition to a 1011g- term housi.ng finance system as soon as p:acl'.icable.
We look forward to working with Congress to determine what that end-state should look
like and the steps needed to get there.

[Beth] What information will be included in the “Annual Report on Taxpayer Protection”
that Fannie Mae and Freddie Mac submit to Treasury? What is the purpose of the report?
Does it have any enforcement or accountability mechanisms?

® The annual report will contain steps that Fannie Mae and Freddie Mac plan to take in order
to reduce the risk profiles of both the mortgages they guarantee businesses as well as those
they hold as investments in their retained portfolios. They will have to lay out, in reasonable
detail, specific goals, targets and timetables so both management md the conservator has a
clear understanding of the wind-down strategy. We expect that these plans will change over
time, but would include steps to reduce their risk profile.

o For their Credit Guarantee businesses, the plan could include sales of mortgage
credit risk to private investors so that taxpayers bear less of the burden.

o For the GSEs retained portfolios, we expect the plans to indicate agpressive
managing down their legacy assets in order to reduce risk of non-performing loans,
complex securities, and other hard to manage assets to reduce the portfolio’s risk
over time.
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e [FHFA, as the GSEs’ regulater and conservator, will oversee the implementation of the steps
outlined in the report. In addition, each GSE will be required to assess the progress it has
made in meeting the goals and timetables in the plans set forth in the previous year. [These
reports will be made available to the public.]

[Eric & Matt] When is the Obama Administration going to submit a long-term housing
finance reform plan?

® As Secretary Geithner has stated, we’re continuing to work to identify a bi-partisan path
forward on housing finance reform.

e At the same time, we’ll continue to put in place measures right now — including today’s
announcement - that help ensure continued access to mortgage credit for American
families, promote a responsible transition, and protect taxpayer interests

[Adam] What is the current status of the other housing finance initiatives Treasury and
FHFA are working on, including REO-to-Rental, NPL sales, credit risk syndication, and
others.

® Treasury remains committed to our broader efforts that will testart the private mortgage
market, shrink the government’s footprint in housing finance, and protect the long-term

interests of taxpayers.

e Treasury contmues to help FHFA and the GSEs think through the important challenges and

questions raised by these efforts.

HOMEOWNER IMPACT

[Beth] How will these changes affect the cost and availability of mortgage credit?

® ‘These changes will help to ensure that mortgage credit remains available and on reasonable
terms because private investors will continue to have confidence that Fannie Mae and

Freddie Mac obligations — including their credit puarantees on their MBS — will be fulfilled.

[Ankur] Will these changes in the PSPAs make it easier for families to buy a home by
lowering the average FICO scores or high downpayment requirements currently required by
lenders?

e  We believe that the agreements should give mortgage market participants continued
confidence that the GSEs will fulfill their future obligations as they are wound down. That
should enable them to continue to play a critical role supplying mortgage credit to families in
the near term until more privatc capitﬂl returns to the market. I—Iowcvcr, access to mortgage
credit remains tempered by still-fragile housing market and an economic recovery that is not

as fast as anyone would like.
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We are very attuned to the cha]lenge faced by many families seek.i.ng to refinance or obtain a

mortgage, especially homebuyers. And
£ s ©5F y

we are exploring ways to ease the situation.

That is also why we are seeking to balance our desire to wind-down the GSEs |a omn as

practicable with the need for a responsible transition to a mortgage market that is more

reliant on private capital. Any changes to the system should be taken with great sensitivity to
both of these concems.

[Adam] FHFA recently announced it plans to raise GSE mortgage guarantee fees by the

end of the year. Why is it necessary to raise the cost of mortgage loans when the market is

still struggling to recover?

rivate morigage marke,

shrink the government’s footprint in housing finance; and protect the long-term interests o

taxpayers. |

We will work to ensure, however, that the increases occur at a measured pace, allowing
borrowers to adjust to the new market, preserving widespread access to affordable
mortgages for creditworthy borrowers including lower-income Americans, and supporting,

rather than ﬂneatcning, the health of our nation’s economic recovery.

IMPACT ON THE HOUSING MARKET AND THE GSES

[Adam] How will the net worth sweep reassure investors in GSE debt and help maintain

investor confidence?

Treasury anticipates the financial markets will scrutinize the GSEs” expected losses and
dividend payments relative to the level of available PSPA funding that remams.

Since the existing 10 percent dividend structure could become unsustainable, we made the

appropriate change to the dividend with the positive net worth sweep.

This wall help ensure financial stability of GSEs and that the taxpayer will be the bcncﬁciary

of the income.

The GSEs continue to generate the bulk of their profits not in the single-family segments
but in the investment portfolio segments which generate interest income on securities and
whole loans financed by debt.
o In2Q 2012, the portfolio segment for Freddie Mac generated a net income of
$2.5bn (versus §0.2bn for the single-family segment). For Fannie Mae the investment

portfolio generated §1.5bn (versus what would have been §1.3bn in the single-family
business if the reduction in reserves was not recorded as income).

10
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|Beth] Why are you giving up your leverage by agreeing to make this change without further
concessions? Shouldn’t you have used this as leverage to get the GSEs to do more to help

homeowners (e.g. principal reduction and/ or greater opportunities to refinance)?

® Treasury continues to remain actively engaged with FHFA in explonng ways to help

troubled homeowners,

o For example, FHFA and Trensury‘ have seen tremendous success with HARP
changes, with a significant pickup in HARP refinancing activity since Treasury
worked with FHI'A to improve the program in the Fall of 2011,

e AtthispemntintimerAlthough Treasury-remams-disappointed-with-FHEAs-deciston-to-not
have-the-GSEs-participate-inr- the- HAMP-PRA-progeam-HeweverrasFHEA is an
the ultimate decision whether the GSEs can participate or not. -Treasury has asked FHFA to
reconsider its decision to not have the GSEs participate in_the HAMP PRA program,

[Ankur] What does this change mean for employees at the GSEs? When you say “wind
down,” what do you mean by that if the GSEs can still keep their systems, still retain people
and still have a capital reserve?
e We believe that employees of the GSEs should not be affected by the latest PSPA
amendment. Treasury has consistently stated its intention to wind down the GSEs, and the
latest PSPA amendment merely formalizes one aspect of the process by which that long-

stancling gOﬂl can be ‘dC}].iCVCCl.

- \‘Uinding down the GSEs is not inconsistent with a]lo‘wi.ug them to retain the basic
mnfrastructure required to conduct their day—to—day operations, as this will allow the GSEs to
effectively conduct business and completely repay the funds it has received from

Treasury/the taxpayer.

[Adam] Will accelerating the wind down of GSEs’ retained portfolio adversely impact those

firms® operations or the housing marker?

e We do not believe this modification will adversely impact the GSEs or the broader housing
market. However, we anticipate that the GSEs will have lower eamings from their retained

PerfO].iUS due to ﬂ]ﬁ lOW_eI 21]10“.-‘21];)16 i]l.'.l.l.].uﬂl bﬂlaﬂce.
[Adam] Will these changes trigger any accounting revisions at the GSEs?
® Treasury does not believe this change will trigger any accounting revisions at the GSEs.

[Adam] Will any of the changes affect Freddie Mac differently from Fannie Mae, and if so,
why, and is this good or problematic?

* Both GSEs will be required to implement these changes.

11
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TIMING / STRATEGY

[Adam] How long will it take to wind down Fannie Mae and Freddie Mac? Why not
unwind Fannie Mae and Freddie Mac at a faster pace? Why did you not come out with a

specific proposal for pace of unwind?
¢ The pace will dcpcncl on market conditions.

e We cannot forget that while we have made important progress stabilizing the housing
market, this critical sector of the economy remains fragile.

® Private capital has not yet fully retumed to the market, and the government continues to play
an outsized — though unfortunately necessary role — in ensuring the availability of mortgage
credit.

® Proposals that prematurely constrain Fannie Mae and Freddie Mac’s ability to guarantee
loans could limit the availability of mortgage credit, shock the economy, and expose
taxpayers to greater losses on the loans already guaranteed by Fannie Mae and Freddie Mac.

[Adam] Why make this change now, particularly after the GSEs had such a profitable
quarter?
e  Given our intent to wind-down the GSEs over time, the existing 10 percent dividend

dividend change from 10% to a positive net worth sweep.

&  This will help ensure financial stabi]ity of GSEs and that the taxpayer will be the beneﬁciary

of the income.

|Ankur] Who had to sign off on this change? When did that happen?

®  The latest PSPA amendment was signed by the Secretary of the Treasury, Timothy Geithner,
and as the Conservator for each GSE, the Acting Director of FHFA, Edward DeMarca.

e  While the formal document execution occurted on [Friday, August 17], the amendment had
been jointly drafted and reviewed by Treasury and FHFA,

[Beth] How is your working relationship with FHFA? Did the negotiations over principal
reduction complicate this agreement on the PSPAs?

e Treasury and FHFA are currently working on many different issues in a productive manner.
These include credit risk syndication, REO-to-rental initiatives, federal short sale programs,
as well as other steps to reduce taxpayer nsk and bring back private capital.

® Both Treasury and FHFA were required to consent to this transaction.

[Beth] Why doces this agreement exclude any requirement for principal reduction at the

GSEs?
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e Treasury already pursued a course of action to encourage principal reduction by the GSEs as
part of their loan modification programs. Because the PSPAs are contracts between Treasury
and the GSEs (through FHFA as their conservator), all changes to the PSPAs needed to
receive support and agreement from all parties.

[Adam] Can Treasury dictate terms of PSPA amendments? What is role of each GSE and
what is the role of FHFA?

® The Housing and Economic Recovery Act of 2008 amended the charter acts of the GSEs to
give Treasury the authority to purchase obligations and other securities issued by the GSEs,
and to exercise, at any time, rights received in connection with such purchases.

e ‘The PSPAs are the contracts under which Treasury purchased the senior preferred stock
certificates 1ssued by Fannie Mae and Freddie Mac.

e Inthe PSPAs, Treasury received the right to amend the PSPAs, with the GSEs’ agreement.

e The terms of the senior preferred stock certificates authorize the GSEs, with the consent of
two-thirds of the holders of the senior preferred stock (ie., Treasury), to amend the terms of
the senior preferred stock certificates.

[Adam] Why are GSEs allowed to keep portfolios of $250 billion each in 2018 if they are to
be wound down?

o ‘The GSEs Provide important services to the mortgage market, in Parl:iculat small lenders
through their cash window and other warchousing. The GSEs also need to use their
investment portfolios to fund delinquent loans bought out of trusts.

*  Given this fact pattern, we maintained the $250 billion level as the maximum retained
portfolio size.

e [nul such time there is a decision on the ultimate resolution of the GSE’s we think this is an
approprate figure.

[Adam] When did Treasury first think about these changes? When did we approach FHFA?
What was their reaction?

®  We have been evaluating the GSEs financial profile since conservatorship. It has remained
an ongoing focus for us to help make sure that the GSEs have sufficient capital support.

e  We don’t comment on discussions between Treasury and independent regulators.
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