From: Abny adlsrmean-San ?:"an;:iﬁw

Sant: Friday, September 12, 2008 1108 A"sfﬁ

Ta: Witkinson sJﬁwiibaa%*

Bubjest: R Pgulson Staternent on Tressury and FHFA Action to Protect Financial Marksls and
TEADEers

Attachments: oiell bmp

-

Thanksz - rezlly spprecizte the effort. I hope he buyvs into the notion That two firms pulling

are hetter than one. Easy way 1o separsate is they do one and we do another. Spencer will push
ack saying its inefficient but sort of self-serving.

Talk soon,

Abby

From: Jim. Wilkinsonpds.treas.gov

Te: Abby Adlerman-San Francisco

Sent: Fri Sep 12 88:49:12 2068

Subtect: RE: Psulson Statement on Tregsury and FHFPA Action to Frotect Financisl Markets and
Taxpayers

Hey there...good morning...looks like Paulson will go to NYC tonight to sort tﬁraugh this
Lehman mess...can't imagine 2 scenaric where we put In govit money...we shall see...on the
below, Lackhart already had an arrangement sent up with Spencer Stuart a@ga?eﬂziy te vet
folks with & preexisting effort...I am going to see Lockhart for lunch today. I want to see

iF % can get vou guys in there as well...more soon..,

From: Abby Adlerman-San Francisco
Sent: Thursday, Septewber 11, 2888 18: 14 PM
To: Wilkinson, Jim

Subdect: RE: Paulson Siatement on Tressury and FPHEA Action To Protect Flrancial Markets and
Taxpayers

Hay Jim

Good to catch up. Thaenks for the call. FYI, it 4 that Ken Wilson iz close with one of
my partners, Sordie Grand, in HY. Gordis is a %1 ancial officers specialist and has done work
Ffor Freddie in the past. I think Kenm would trust him immin @ﬁilyA Gordie would be ons of tThe
people avallazble fo dcin me on Tuesday 1F that works for you znd Ken,
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From: 2im Willkinson@do.treas.gov [mallto:lim. Wilkinsongdo. treas
&
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T'm zctuslly leading the work on the naw teams. .can I ¢all you tomorrow o talk?

Erom: Abby Adlerman-San Francisco

To: Wilkinson, 3im

Sent: Wed Sep 18 20:53:45 2868

Subject: RE: Paulson Statewent on Treasury and FHFA Action to Frofect Financial Markets and
Taxpayers

Jim
Thanks For sending this. I have been watch
impact on you, professionally, is somethin

ing for the last four or Five days with awe. The
ng we should talk about on the phone.

what is Treasury doing about new management and Board? Ironicslly, I was on a conference
a1l with ¥aren Horn last Friday on 3n eytzwelu gifferent subject I assure you!l She had to
pause the call a few times to take side calls -- I suspact that aspect was relsted. :-)

I¥ it is appropriate for Russel
leadership changas for Fannie ar
wWashington, NY and elsawhare.

1 Reynolds Associates ¢
n

o be talking with people there are
d Freddie, we have an outs

1
tending and knowledgeable tesm in

Regards
Abby

From: Jim.Wilkinson@do.treas.gov [mellte:lim.Wilkinson@do.treas.gov]
sent: Sunday, September 87, 2888 5:45 &M
To: &bby Adlerman-San Francisco

Subject: Fw: Pzulson Statement on Tressury and FHFA Action to Proteéct Flrenclal Markets and
ﬁxﬁg‘}'@; s

H g? sE z 42
To: Forsell, Courtney
Sent: Sun Sep BY 11:81:32 2888
suptiect: Paulson Statemant on Treasury and to Protect Finsnciszsl ®arkefs and

Taxpavers

iF
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5.5, Treasury Depsriment SFFice of Public Affairs

7z

Embargoed Until, 11 a.m. (EDTY, Sept
Comtact Brookly Molaughlin, (223)

Statement by Secretary Henry M. Paulson, Jr.

on Treasury and Federal Housing Finance Agency Actlion To Protect Financial Markels and
Taxpayers

wWashington, DO~ Good morning. I'm joined here by Jim iockhart, Birector of the new
indesendent regulator, the federal Housing Finance Agency, FHFA,

In- July, Congress granted the Treasury, the Federsl Reserve and FHFA new suthorities with
respect To the G5Es, Fannle Mae and Freddie Mac. Since that time, we have closely monitored
financial merket and business conditions and have analyzed in great detall the current
financizl condition of the (33 - including the ability of the G3Es to weather g variety of
market conditions going forward. 435 3 result of this work, we have determined that it is
necessary to take action.

Since this difficult period for the (85Es begaﬁ, Z have clearly stated three ¢ritical
obiectives: providing stability te financial markets, supporting the availability of mortgage
finance, and protecting Taxpavers ~ both by m;n;y;ziﬁg the negar term costs to the taxpayer
and by setiing policymakers on 2 course to resolve the svstemlc 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 theilr capitsl regulrements - 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 sguity Investment in these enterprises in Their current form,

The four steps We are announcing tnday are the result of detailed and thorough colliaboration
petween FHFA, the U.S, Tressury, and the Federal Reserve

we exsmined all options available, and determinsd That this comprehensive and complementary
set of actions best meels our three obiectives of market stability, mortgage availabiiity and
taxpayer protection.

nroughout this process we have been in Close communicetion with T

T he GEREs themselves. 1 have
slso consulted with Members of Congress from both parties and I appreciate thelr suppori zs
FHFEL, the Federal Reserve and the Treasury have moved id this difficult issue

gefore I tuyrn to Jim o giscu he is iz

two insTitutions are unious solely i
more axposed than other g to th
capital reguirements are thi r ined #s

zhout our actions foday in any way reflecls 2 chang

+he strength of other LS. financial instlitutions,

s ok

7
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;FAm ?iiy to Lhe 1ﬁ&e?eﬁt faﬁ??;:t and
. and to the ongoing housing correciion,
For rﬁii%&r, %ew £E¢ gupﬁ@&i&é by new non-

T

§Wawtj bdﬁnﬂ%$5 ﬁ@é§¢ ema&ﬁﬁaﬁ in the G5
GSE manapgements and thelr Boards are res =
execytive Chalrmen saye taken over management of
the vast majority of key professionals will remain in the;r iobs. I an ?3”? cu 13 &y P*Qaﬂéﬁ

that the d@parzﬁ g CEQs. Dan Mudd and Dick 3yron, have agreed to stay on Tor z pard to hels

e s
with the transition.

I have long s3id that the housing correctlon posss the biggest risk to our economy. It is 2
drag on our economic growth, and 2t the heart of the turmeil and stress for our financial
markets snd fFinancial institutions. Our ecenomy and our markeis will not recover until the
bulk of this nousing correction is behind us. Fannle Mse 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 mortgsge finance, including by
examining the guerenty fee structure with an eye toward morigage sffordablliity.

Yo promote stability in the secondary mortgage market and lower the cost of funding, the GSEs
will modestly increase their MBS portfolios *hrssgb the end of 288%. Then, to address
systemic risk, in 2818 their poritfolics will begin to be gradually reduced a* tha rate
sercent per year, Largely through natursl run off, eventually stabilizing st a lower,
risky size.

et {3

+ 18
€53

Treasury has taken three additional steps to complement FHFA's decision o place both
enterprises in conservatorship. First, Treasury and FHFA have e;taci*shed eraferred Stock
pPurchase Agreements, contractual aareemen*s between the Treasury and the conserved entities,
Under these agreemenis, Treasury will ensure that gach company maintaing s positive net
worth, These agreements support market stability by providing additicnal security and
ciarity to GSE debt holders - senior and subordinated - 2nd support mortgage availability by
sroviding additional confidence to investors in GSE mortgage backed securities. This
commitment will eliminate any mendatory triggering of receivership and will ensure that the
conserved entities have the ability to fulfili thelr financial obligations. It is more
efficient than = one-ftime equity indection, because it will be used only as needed and on
+erms that Treasury has set., With this agreement, Treasury recelves senior preferred eguity
cshares and warrants that protect taxpayers. Additionslly, undsr the terms of the agraement;
common and preferred shareholders bear losses shead of the new government senior preferred
shares.

These Preferrad $tock Purchase Agresments were made pnecessary by the ambiguitiss In the G5L
Qeng?ﬁﬁsi ral charters, which have been perceived To indicate government support for agenc

rantesd 3% Our natvicn hes tolerated these ambiguities for oo long, and as
result £S + and MBS are held by central banks and investors throughout the United States
and around world who believe them to be virtusily . the U.5. Govearnment
created these ambiguities, we have 3 responsibility © ert and uitimately address the
systemic risk now posed by the scale and breadth of t idings of GSE debl and FBS.
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ine i3 best served when sharsholders
i GOQEEP%;QC zhip does not eli
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ve that,

limited nuw

capital

he agencles encoup L0 o regulator 1f
they beliesve that 1 annis gr preferred
shares, whather rea gly t spital below
“well gﬁgitdilzﬁée” prepar 4 institutions
o develop capital restor vt with

Preferraed stock investors should recognize that the 638s are unlike gny other finencial
institurions and consequently GSE preferred stocks are not 2 good proxy for financial
dnstitution preferred stock more broadly. By stablilzing the G3Es so they can oetter perform
tneir mission, today’s actiocn should sceelerste stabilization in the housing market,
yltimately benefiting finencisl institutions. The broader market for preferred stock issuance

should continug to rempin avaiizble For well-capitalized institutions.

The sacond step Treasury 1s Taking today is the establishment of 2 new segcured lending credit
facility which will be avallable to Fannie Mze, Freddie Mac, and the Federal Home Loan Banks.
Given the combinstion of actions we are taking, including the Preferred Share Purchase
Agreements, we expect the G3Es o be in a3 stronger position to fund their regular business
activities in the capital markets. This facility is intended to serve az an ultimate
liguidity backstop, in essence, i?pleﬁewzing the Tgﬁgcrarg iiguidity backstop authority
granted by Congress in July, and will be available until those zuthorities expire in December
28y,

Finally, to further suppori the svailebility of mortgage Tinancing for millions of americans,
Treasury s initisting a temporary progrem to purchase GSE MES. During this ongoing housing
correction, the G3F portfolios have been constrained, poth by thelir own capital situastion and
by regulatory efforts to address systemic risk. As the G5Es have grappled with their
difficuities, we’'ve seen morigage rate spreads to Treasuriles widen, making mortgsges less
zffordable for homebuyers. While the GSEs are expecied to moderately increase the size of
their portfolics over the next 1% months through prudent morigage purchases, fomplementary
government efforts can ald morigage af%oyda%iiity, Treasury will begin this new program
later this month, investing in new GSE MBS. Additional purchases will be made as deemed
appropriste. Given that Treasury can hold These securities to maturity, the spreads between
Treasury issuances and GSE MBS indicate that there is ng reason To expect taxpayer losses
from this program, and, in fact, it could produce gains. This program will slso expires with

<

the Treasury’s temperary authorities in December 288%9.

Together, this four part program is the test means of protecting our merkets and the
taxpayers from the systamic risk posed by the current financizl condition of the G5Es.
Becausse the 63FEs gre in conservatorship, they will no longer be mansged with s sirategy 1o
meximize commeon sharsholdsr returns, 2 stfatag} whnich historically encouraged risk-faking.
The Preferred Stock Purchase Agreements winimize current <ash ocutlays, and glve faxpavers 2
large stake in the future value of these @ﬁtztleg In the end, the ultimate cost o the
vaxpayer will depend on the business results of the G63Es goi oruard. To that end, the
steps we have Taken to support the 55 debt and o support the mortgags market will together
improve the housing market, the US sconomy and the G8Fs’ business outlook.

Througn tne four act i

responsibilities we

mertgage market, aﬁé to

And et me make <lsar what tod Hoe
and Fregdis Mac ars so lasr

gither of them would Causs gr the

%
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giobe. This turmoil would éiﬁeck$; and ne

budgets., To home values, o savings for oo
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finance. And 2 failure would he h

nave taken these actions today

while we expect these four step ity and teinty Lo market

o teps to provide greater stablili
participents argd provide long-teem ¢l
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o arity to investors in
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lete. the enc of next yeasr, ¥ igs
will expire, the GSE portfolios will begin to gradually run off, and the GSEs will begin %o
pay the government 2 fee Lo compensate Lexpavers For the on-going support provided by the
Preferred Stock Purchase Agreements. Together, these faclors should give momentum anc

urgancy to the reform cause. Policymakers must view this next period a3 & “t;ﬂe cut” whers
we have stabillzed the G5Es while we decide thelr future role and structure,

Boecause the GSEs are Congressicnally-chartered, only Congress can address the inherent
conflict of attempiing to serve hoth shareholders and 2 public mission. The new (ongress gnd
the next Administration must declde what role government in general, and these entities i
narticular, should play in the housing market. There is a consensus todsy that these
enterprises pose & systemlc risk and they cannot continue in their current form. Government
support needs o be elther explicit or non-existant, 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 wrder any Course policvmakers choose, there are ways To structure
thegze entities in order to address market stability in the transition and limit systemic risk
ang conflict of purposes For the long-term. We will make g gravs error if we don’'t use this
time owl to permanently address the structural issues presented by the G3Es.

In the weeks o come, T will describe my views on long term reform. I look forward 1o
engaging in that timely and necessary debate.
- R~

<<GG~87-88 GSECF Fact Sheel.pdfr>  <<88-87-88 PSPA Facl Sheel.pdf>r  <<B9-87-08 MBS Fact
Sheet.pdfs>>
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