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AUDIO RESEARCH 
 
ANNCR: 
 
Meltdown. 
 
What happened? 
 

 

Harry Reid and Senate 
liberals protect corrupt 
mortgage giants. 

Former Fannie Mae CEO Frank Raines Collected $90 Million In Salary And 
Bonuses Before Being Ousted In 2004 During An Accounting Irregularities 
Investigation. "Mr. Raines, for instance, collected $90.1 million in salary, 
bonuses and stocks over his last six years at Fannie Mae - also known as the 
Federal National Mortgage Association - and was ousted in December 2004 
during an investigation into whether accounting irregularities allowed him to 
qualify for larger bonuses." (Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The 
Washington Times, 9/14/08) 
 
Raines Was Fined $24.7 Million For Accounting Irregularities That Allowed 
Him To Get A Bigger Bonus. "In April, he settled a civil lawsuit with the Office 
of Federal Housing Enterprise Oversight (OFHEO) - now known as the FHFA - 
and was fined $24.7 million." (Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The 
Washington Times, 9/14/08) 
 
Democrats In Congress Fought Against Regulation Of Fannie And Freddie 
And Instead Wanted An Expanded Role For Those Institutions. 
"Republicans warn the two companies, which only recently recovered from 
accounting scandals, are so large that their exposure to the current mortgage 
market turmoil poses risks to the entire financial system. Democrats, 
meanwhile, have pushed for an expanded role for Fannie and Freddie as a way 
to make credit more available and affordable to consumers." (Alan Zibel, "Fannie, 
Freddie Reforms Could Gain Momentum," The Associated Press, 5/1/08) 
 

Chris Dodd takes big 
money from Fannie and 
Freddie.  
 
 
 
Dodd kills reform  
 
 
 
 
 
 
 
 
– and secures a 
sweetheart mortgage for 

Since 1989, Dodd Has Received At Least $165,400 From Fannie Mae And 
Freddie Mac: $48,500 From PACs And $116,900 From Individuals, 
Receiving More Than Any Other Politician. (Lindsay Renick Mayer, "Fannie Mae And 
Freddie Mac Invest In Lawmakers," Center For Responsive Politics' "Capital Eye" Blog, 
www.opensecrets.org, 9/11/08) 
 
 
In August 2007, Sen. Dodd Derided Efforts To Regulate Fannie Mae And 
Freddie Mac. "Even President Bush weighed in. On Thursday, he said that 
both Fannie Mae and Freddie Mac needed to complete a 'robust reform 
package' before they expanded their mortgage portfolios.  The statement drew 
fire from many Democratic lawmakers on Capitol Hill. Christopher J. Dodd, the 
chairman of the Senate Banking Committee, called upon President Bush to 
'immediately reconsider his ill-advised' position as problems in the housing 
market worsen." (Eric Dash, "Fannie Mae's Offer To Help Ease Credit Squeeze Is Rejected, As Critics 
Complain Of Opportunism," The New York Times, 8/11/07) 
 
 
Dodd Received A Below Market Mortgage Allowing Him To Save $75,000 
On Mortgage Payments For Two Homes. "In addition, some House 
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himself. 
 

Republicans have demanded that the legislation be delayed so lawmakers can 
investigate a loan by a major subprime lender to one of the mortgage bill's 
authors, Senator Chris Dodd, Democrat of Connecticut. The lender, 
Countrywide Financial Corp., would be a big beneficiary of the bill. Dodd, 
chairman of the Senate Banking Committee, and Senator Kent Conrad, 
Democrat of North Dakota, received below-market-rate mortgages from 
Countrywide. In Dodd's case, the 2003 loans allowed him to save up to $75,000 
in mortgage payments on two homes. The Senate Ethics Committee has begun 
a preliminary inquiry into the loans, but backers say Congress should not wait 
for its outcome to approve the housing legislation." (Alan Wirzbicki, "Emergency Mortgage 
Aid Bogged Down Veto Threat, Congressional Maneuvering Delay Bill To Avert Foreclosures," The Boston 
Globe, 7/8/08) 
 

 
Fannie Mae and Freddie 
Mac commit extensive 
financial fraud. 
 
 
 
And need to be bailed out 
with $200 billion in 
taxpayer money.   
 
 

 
Fannie Mae And Freddie Mac Have Both Committed Financial Fraud. 
"Regulators, Spurred By The Revelation Of A Wide-Ranging Accounting Fraud 
At Freddie, Began Scrutinizing Fannie's Books. In 2004 They Accused Fannie 
Of Fraudulently Concealing Expenses To Make Its Profits Look Bigger." (Charles 
Duhigg, “Pressured To Take More Risk, Fannie Reached Tipping Point,” The New York Times, 10/5/08) 
 
 
Fannie Mae And Freddie Mac Were Bailed Out By The Federal 
Government For $200 Billion. "In its most dramatic market intervention in 
years, the US government seized two of the nation's largest financial 
companies, taking direct responsibility for firms that provide funding for around 
three-quarters of new home mortgages. Treasury Secretary Henry Paulson 
announced plans Sunday to take control of troubled mortgage giants Fannie 
Mae and Freddie Mac and replace the companies' chief executives. The 
Treasury will acquire $1bn (€697m) of preferred shares in each company 
without providing immediate cash, and has pledged to provide as much as 
$200bn to the companies as they cope with heavy losses on mortgage defaults. 
The Treasury's plan puts the two companies under a conservatorship, giving 
management control to their regulator, the Federal Housing Finance Agency, or 
FHFA." (James Hagerty, Ruth Simon, And Damian Paletta, "U.S. Seizes Mortgage Giants," The Wall 
Street Journal, 9/8/08)

…The economy spirals 
into chaos. 
 

 

Who should you trust on 
the economy? 
 
Paid for by American 
Issues Project. 
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Meltdown. 
 
What happened? 
 
Harry Reid and Senate liberals protect corrupt mortgage giants. 
 
Fannie Mae Was A Corrupt Institution:  
 
Former Fannie Mae CEO Frank Raines Collected $90 Million In Salary And Bonuses Before Being Ousted 
In 2004 During An Accounting Irregularities Investigation. "Mr. Raines, for instance, collected $90.1 million in 
salary, bonuses and stocks over his last six years at Fannie Mae - also known as the Federal National Mortgage 
Association - and was ousted in December 2004 during an investigation into whether accounting irregularities 
allowed him to qualify for larger bonuses." (Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The Washington Times, 9/14/08) 
 

• Raines Was Fined $24.7 Million For Accounting Irregularities That Allowed Him To Get A Bigger 
Bonus. "In April, he settled a civil lawsuit with the Office of Federal Housing Enterprise Oversight 
(OFHEO) - now known as the FHFA - and was fined $24.7 million." (Jen Haberkorn, "Severances Assailed For Fannie, 
Freddie," The Washington Times, 9/14/08) 

 
Raines' Accounting Mistakes Cost Fannie Mae $9 Billion In Reported Profit. "Former chief executive Franklin 
D. Raines and chief financial officer J. Timothy Howard were forced out Tuesday night after accounting mistakes 
that could cost Fannie $9 billion in reported profit." (David S. Hilzenrath, "Fannie Mae Exit Packages Face Review," The Washington 
Post, 12/23/04) 
  
Under Raines' Leadership, Fannie Mae Committed "Extensive Financial Fraud" And Was Forced To Pay A 
$400 Million Civil Penalty. "In a May report, the Securities and Exchange Commission and the Office of Federal 
Housing Enterprise Oversight found that Fannie Mae under Raines perpetrated 'extensive financial fraud' so that 
executives could collect big bonuses. There have been no criminal charges, but the conduct of Raines and other 
senior Fannie executives 'was inconsistent with the values of responsibility, accountability, and integrity,' the 
agencies said. Fannie paid a $400 million civil penalty this year to the SEC and OFHEO." (Jay Hancock, Op-Ed, "Raines 
Claiming Accountability Isn't Enough," The Baltimore Sun, 12/10/06) 
 
J. Timothy Howard And Leanne Spencer Were Also Former Fannie Mae Executives Who Were Fined For 
Misleading Financial Reports, And Altering Personal Earnings. "In Mr. Raines' case, the OFHEO accused 
him, along with Fannie Mae Chief Financial Officer J. Timothy Howard and Controller Leanne Spencer of altering 
earnings over six years, failing to uphold internal regulations and releasing misleading financial reports. Mr. 
Howard - who collected $30.2 million in salary, stocks and bonuses over the past six years of his employment at 
Fannie Mae, according to OFHEO - was fined $6.4 million. Ms. Spencer, who made $7.3 million in her last six 
years as the company's comptroller, was fined $275,000." (Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The 
Washington Times, 9/14/08) 
 
In 1998, Fannie Mae Improperly Deferred $200 Million Dollars In Expenses, Which Allowed Johnson To 
Receive Nearly $2 Million In Bonuses. "An Office of Federal Housing Enterprise Oversight report in September 
accused the company of improperly deferring $200 million of estimated expenses in 1998, which allowed 
management to receive full annual bonuses. Had the expenses been recorded that year, no bonuses would have 
been paid, the report said. Fannie Mae reported paying bonuses in 1998 to Johnson, who received $1.932 million; 
Raines, who then was chairman-designate, $1.11 million; Chief Operating Officer Lawrence M. Small, $1.108 
million; Vice Chairman Jamie S. Gorelick, a former deputy attorney general, $779,625; Chief Financial Officer J. 
Timothy Howard, $493,750; and Robert J. Levin, who was executive vice president for housing an d community 
development, $493,750." (Albert B. Crenshaw, "High Pay At Fannie Mae For The Well-Connected," The Washington Post, 12/23/04) 
 
In 1998, Fannie Mae's Earnings Were Manipulated, Which Resulted In "Maximum Payouts" To Executives 
Including CEO Jim Johnson. "As CEO of Fannie Mae, Johnson, a former chief of staff to Vice President Walter 
F. Mondale and chairman of the board of the Kennedy Center, was the beneficiary of accounting in which Fannie 
Mae's earnings were manipulated so that executives could earn larger bonuses. The accounting manipulation for 
1998 resulted in the maximum payouts to Fannie Mae's senior executives -- $1.9 million in Johnson's case -- 
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when the company's performance that year would have otherwise resulted in no bonuses at all, according to 
reports in 2004 and 2006 by the Office of Federal Housing Enterprise Oversight." (Jonathan Weisman and David S. 
Hilzenrath, "Obama 's Choice Of Insider Draws Fire," The Washington Post, 6/11/08) 
 
Freddie Mac Was A Corrupt Institution: 
 
In 2002, Former Freddie Mac CEO Leland Brendsel Made $7.4 Million. "Freddie Mac, the Federal Home Loan 
Mortgage Corp., has faced scandals of its own. Mr. Brendsel, who was the company's chief executive officer from 
1987 to 2003, made at least $7.4 million in 2002 alone, according to the company's proxy documents. He brought 
in $33.1 million in his last six years at Freddie Mac, where he worked from 1985 to June 2003." (Jen Haberkorn, 
"Severances Assailed For Fannie, Freddie," The Washington Times, 9/14/08) 
 

• In 2007, Brendsel Was Fined $13 Million For Improper Earnings Management. "He was accused in 
2003 of misconduct, allowing improper earnings management and failing to follow internal controls. The 
OFHEO wanted to fine him $33.9 million in losses, but Mr. Brendsel was fined just $13 million in 2007." 
(Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The Washington Times, 9/14/08) 

 
In 2003, Freddie Mac's Former President, David Glenn, Was Fired For Interfering In An Accounting 
Investigation. "David Glenn, the company's former president and chief operating officer, was fired in June 2003 
for interfering with an accounting investigation. He told special counsel that he altered a spiral notebook of notes 
handed over in the investigation. Mr. Glenn, who earned $18.4 million in his last five years at the company, 
agreed in late 2003 to pay a $125,000 fine and cooperate with the investigation. He was also denied about $13 
million in severance pay."  (Jen Haberkorn, "Severances Assailed For Fannie, Freddie," The Washington Times, 9/14/08) 
 
Democrats In Congress Led Efforts To Block Reform Of Fannie Mae And Freddie Mac: 
 
Democrats In Congress Fought Against Regulation Of Fannie And Freddie And Instead Wanted An 
Expanded Role For Those Institutions. "Republicans warn the two companies, which only recently recovered 
from accounting scandals, are so large that their exposure to the current mortgage market turmoil poses risks to 
the entire financial system. Democrats, meanwhile, have pushed for an expanded role for Fannie and Freddie as 
a way to make credit more available and affordable to consumers." (Alan Zibel, "Fannie, Freddie Reforms Could Gain Momentum," 
The Associated Press, 5/1/08) 
 
Democratic Sens. Dodd (CT), Kerry (MA), And Clinton (NY) Actively Opposed Reform Measures Of 
Weakening Existing Regulations Of Fannie And Freddie. "During this period, Sen. Richard Shelby led a small 
group of legislators favoring reform, including fellow Republican Sens. John Sununu, Chuck Hagel and Elizabeth 
Dole. Meanwhile, Dodd -- who along with Democratic Sens. John Kerry, Barack Obama and Hillary Clinton were 
the top four recipients of Fannie and Freddie campaign contributions from 1988 to 2008 -- actively opposed such 
measures and further weakened existing regulation." (Al Hubbard and Noam Neusner, Op-Ed, "Where Was Sen. Dodd?" The 
Washington Post, 9/12/08)  
 
Democratic Sens. Schumer (NY) And Dodd (NY) Called On The Regulator For Fannie Mae And Freddie 
Mac To Lift Portfolio Caps. "Both Schumer and Christopher J. Dodd, D-Conn., the chairman of the Senate 
Banking, Housing and Urban Affairs Committee, have called on Fannie Mae and Freddie Mac's regulator to lift the 
portfolio caps. They argue that allowing the two firms to buy more mortgages, at least temporarily, would inject 
much needed liquidity into the market and calm the financial markets." (Michael R. Crittenden, "Schumer Will Seek To Lift Cap On 
Mortgage Portfolios Of Fannie Mae, Freddie Mac," Congressional Quarterly Today, 8/16/07) 
 
After The Subprime Housing Crisis Began, Sen. Schumer (D-NY) Advocated Raising The Cap For Fannie 
Mae And Freddie Mac Lending. "Even last September, as the subprime housing crisis began to metastasize and 
the market was expressing concerns about the pair, Sen. Charles Schumer (D-N.Y.), the powerful chair of the 
Senate banking subcommittee on housing, had the very bad (and ultimately rejected) idea of raising the cap on 
what Fannie and Freddie could lend by 10 percent. Since then the companies have reported losses of $11 billion, 
and there's uncertainty about just how much more damage there will be from future defaults." (Editorial, "We Can't Say 
No, But We Can Regulate Them," Newsday [New York], 7/20/08) 
 
In 2004, Despite Reports Of Fraudulent Accounting, Sen. Schumer (D-NY) Opposed Creating A Strong 
Regulator For Fannie Mae And Freddie Mac. "Even after Freddie Mac was shown to have manipulated 
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earnings, Congress remained deadlocked over legislation to create a stronger regulator. Opposing one such bill in 
2004, Sen. Charles E. Schumer (D-N.Y.) argued that a hostile regulator could use the proposed powers to choke 
the companies. When a federal regulator accused Fannie Mae of cooking its books to increase bonuses, 
lawmakers lined up to denounce the regulator. Rep. William L. Clay Jr. (D-Mo.) said a House panel had no 
business holding a hearing on the matter – 'unless this is truly a witch hunt.' Fannie Mae was later found to have 
overstated profits by $6.3 billion." (David S. Hilzenrath, "Fannie, Freddie Deflected Risk Warnings," The Washington Post, 7/14/08) 
 
FULL ARTICLES:  
 
Severances Assailed For Fannie, Freddie 
The Washington Times 
Jen Haberkorn 
September 14, 2008  
 
The executives who managed Fannie Mae and Freddie Mac over the past decade as the mortgage giants 
teetered toward collapse collected tens of millions of dollars in compensation, and some walked away with what 
critics now consider to be comparatively small punishments for leaving behind a mess for taxpayers. 
 
As the fallout from the government's emergency takeover of the two companies continues, lawmakers, 
presidential candidates and shareholders are now examining the large compensation and severance packages 
for the top executives and the allegations of abuse that led to what many expect to be the largest financial bailout 
in U.S. history. 
 
In a letter this week to James Lockhart, director of the Federal Housing Finance Agency (FHFA), asking for a 
review into pending plans for a proposed $24 million severance payout to the outgoing CEOs of the two mortgage 
firms after the takeover, Democratic Sens. Charles E. Schumer of New York and Jack Reed of Rhode Island 
called the pay and bonus packages "way out of line." 
 
"In our capacity as members of the Senate banking committee, we write today to urge you to exercise your 
authority ... to review the compensation packages awarded," they said, noting that Mr Lockhart is the new 
conservator of Fannie Mae and Freddie Mac. 
 
"We find it way out of line that these two executives will be rewarded with millions of dollars in bonus 
compensation at a time when taxpayer dollars may have to be deployed to cover any financial losses caused by 
errors in management," they said, adding that they wanted to ensure that "taxpayer dollars are not utilized to 
enrichthe same individuals responsible for preventable financial problems that have weakened Fannie Mae's and 
Freddie Mac's ability to weather the current crisis in the financial markets." 
 
Richard Ferlauto, director of corporate governance at the American Federation of State, County and Municipal 
Employees union, a large pension holder, said the "extreme pay" received historically by executives at Freddie 
Mac and Fannie Mae "were really the precursors to the problems that the companies ran into." 
 
"The perverse system of pay we've got in this country provided some motivation for the CEOs to take extreme 
risks, knowing that they were going to get their payday, no matter what happened to the shareholders," said Mr. 
Ferlauto. 
 
A frequent critic of the Freddie Mac and Fannie Mae pay packages, he noted that while it was unlikely several of 
the large public pension funds heavily invested in the companies would bring lawsuits against the federal 
government, they could sue the outgoing management on issues of transparency, incorrect guidance, fraud and 
market manipulation. 
 
In taking over the companies, Treasury Secretary Henry M. Paulson Jr. said his immediate goal simply is to 
preserve Fannie and Freddie largely in their current form as quasi-governmental agencies and keep them solvent 
until Congress and a new president can decide how to reshape and resize them. 
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Former top executives such as Franklin Raines of Fannie Mae and Leland Brendsel of Freddie Mac received 
huge annual paychecks in the millions of dollars but faced far smaller penalties, critics point out. 
 
Mr. Raines, for instance, collected $90.1 million in salary, bonuses and stocks over his last six years at Fannie 
Mae - also known as the Federal National Mortgage Association - and was ousted in December 2004 during an 
investigation into whether accounting irregularities allowed him to qualify for larger bonuses. 
 
In April, he settled a civil lawsuit with the Office of Federal Housing Enterprise Oversight (OFHEO) - now known 
as the FHFA - and was fined $24.7 million. 
 
Mr. Raines has not been available for comment, but in a statement at the time of the OFHEO settlement, he said 
that while he had accepted managerial accountability for any errors committed by subordinates while he was 
CEO, "it is a very different matter to suggest that I was legally culpable in any way. 
 
"I was not. This settlement is not an acknowledgment of wrongdoing on my part, because I did not break any laws 
or rules while leading Fannie Mae," he said. 
 
But Jill E. Fisch, professor of business law at the University of Pennsylvania, described the settlement as "pretty 
small," adding that Congress tried to curb accounting fraud with the Sarbanes-Oxley Act of 2002. The sweeping 
accounting law, in part, targeted executives accused of misstating their earnings, calling for them to forfeit 
bonuses tied to the inflated earnings. 
 
"The idea was to take away the incentive to engage in earnings mismanagement," Ms. Fisch said. 
 
Fannie Mae and Freddie Mac registered in 2003 and July of this year, respectively, with the Securities and 
Exchange Commission, making them subject to Sarbanes-Oxley. 
 
In Mr. Raines' case, the OFHEO accused him, along with Fannie Mae Chief Financial Officer J. Timothy Howard 
and Controller Leanne Spencer of altering earnings over six years, failing to uphold internal regulations and 
releasing misleading financial reports. 
 
Mr. Howard - who collected $30.2 million in salary, stocks and bonuses over the past six years of his employment 
at Fannie Mae, according to OFHEO - was fined $6.4 million. Ms. Spencer, who made $7.3 million in her last six 
years as the company's comptroller, was fined $275,000. 
 
Steven Salky, Mr. Howard's attorney, said in a statement at the time that the settlement was "a capitulation by 
OFHEO, reflecting that its concocted claims never had an ounce of merit." He said Mr. Howard was "justifiably 
proud of his 23-year record of accomplishment at Fannie Mae." 
 
David S. Krakoff, attorney for Ms. Spencer, said his client "devoted herself to Fannie Mae's mission of providing 
affordable housing to millions of Americans" for 15 years and was recognized as an "outstanding controller for 
Fannie Mae, where she conducted her duties with the highest integrity." 
 
Mr. Raines and others kept their pension plans and some stock options, although their stock was likely to be 
worth very little after the government conservatorship. 
 
Freddie Mac, the Federal Home Loan Mortgage Corp., has faced scandals of its own. 
 
Mr. Brendsel, who was the company's chief executive officer from 1987 to 2003, made at least $7.4 million in 
2002 alone, according to the company's proxy documents. He brought in $33.1 million in his last six years at 
Freddie Mac, where he worked from 1985 to June 2003. 
 
He was accused in 2003 of misconduct, allowing improper earnings management and failing to follow internal 
controls. The OFHEO wanted to fine him $33.9 million in losses, but Mr. Brendsel was fined just $13 million in 
2007. 
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Kevin M. Downey, Mr. Brendsel's attorney, said in a statement that while his client and OFHEO "disagree strongly 
about what happened in the past at Freddie Mac," Mr. Brendsel agreed to a settlement because "it requires that 
most of the money paid will be used to assist families who are threatened with the loss of their homes in the 
current mortgage credit crisis." 
 
Mr. Downey noted that Mr. Brendsel "did not admit and specifically denies any liability in connection with the 
matters alleged by OFHEO." 
 
David Glenn, the company's former president and chief operating officer, was fired in June 2003 for interfering 
with an accounting investigation. He told special counsel that he altered a spiral notebook of notes handed over in 
the investigation. 
 
Mr. Glenn, who earned $18.4 million in his last five years at the company, agreed in late 2003 to pay a $125,000 
fine and cooperate with the investigation. He was also denied about $13 million in severance pay. 
 
"David Glenn has settled all matters with OFHEO, and in doing so and providing his full cooperation, continues to 
demonstrate his strong belief that, at all times, he acted properly and in the best interests of Freddie Mac and its 
shareholders," Mr. Glenn's attorney, Thomas Vartanian, said in a statement at the time. 
 
Executive salaries, bonuses, stock options and severance packages have long been a source of criticism in 
corporate America, particularly in cases where executives have run a company into the ground but still make out 
with a "golden parachute" in the form of millions of dollars in severance pay. 
 
Members of Congress and the banking industry have already called for severance packages to be cut for Daniel 
Mudd, chief executive at Fannie Mae, and Richard F. Syron, chief executive at Freddie Mac. 
 
Sen. Jim Bunning, Kentucky Republican, introduced a bill Tuesday that would prohibit the former executives at 
Fannie and Freddie from receiving their severance pay. Estimates of the packages vary, but some say they could 
reach $9 million for Mr. Mudd and $14 million for Mr. Syron. 
 
Presidential nominees Sens. Barack Obama and John McCain have called for the executives' severance pay to 
be withheld. 
 
Mr. Syron took in $18.3 million in salary, bonuses and stock awards last year, representing a 24 percent raise 
from the previous year. 
 
Mr. Mudd took in $11.6 million last year, just a 3 percent increase from 2006. 
 
Mr. Syron and Mr. Mudd have hired attorneys to represent them in any pending government negotiations. 
 
Fannie Mae Exit Packages Face Review 
The Washington Post 
David S. Hilzenrath 
December 23, 2004  
 
Fannie Mae's regulator has not approved the financial terms of the exits of two top executives and the men won't 
get that money until investigations of the company's finances are completed, one of the company's congressional 
overseers said yesterday.  
 
Former chief executive Franklin D. Raines and chief financial officer J. Timothy Howard were forced out Tuesday 
night after accounting mistakes that could cost Fannie $9 billion in reported profit.  
 
The company hasn't disclosed the financial terms of their departures, but compensation consultant Brian Foley 
said yesterday that Raines, 55, could retire with a full pension of about $1.4 million annually for life plus stock 
options and prorated portions of incentive stock awards that could be worth millions of dollars.  
 
"You're talking potentially a lot of money," Foley said.  
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"Based on what I know now, no payments will be made until an assignment of responsibility is determined," Rep. 
Richard H. Baker (R-La.), chairman of the House subcommittee on capital markets, said in an interview. "Meaning 
if they were complicit in any wrongdoing, they won't get it. If they were not, then they should be entitled to 
whatever their contract authorizes."  
 
Rep. Barney Frank (D-Mass.), ranking Democrat on the House Financial Services Committee, said it was 
appropriate for Raines and Howard to go. He added that the severance Raines could get "is excessive and really 
extremely inappropriate, given the circumstances of his leaving, so I would call on Fannie Mae and Raines both to 
renegotiate that."  
 
"If Frank Raines takes all that, he's wrong," he said. "That kind of mistake and the problems that they've been 
through should not be so generously rewarded."  
 
Fannie Mae spokesman Charles V. Greener declined to comment on the financial terms of the executives' 
departures. He said the company will disclose those details in a regulatory filing.  
 
Corinne Russell, a spokeswoman for the regulator, the Office of Federal Housing Enterprise Oversight, said the 
agency "will be reviewing their termination packages, and should it be determined that they were unjustly 
enriched, we have enforcement tools at our disposal to seek recovery."  
 
OFHEO has been waging a legal battle to deny former executives of Freddie Mac, Fannie's competitor, tens of 
millions of dollars of compensation since they were forced out in an accounting scandal last year. A federal court 
ruled against OFHEO in a recent decision, saying it was "simply overreaching" when it tried to freeze most of a 
former chief executive's exit pay.  
 
The agency alleged in a September report that, to smooth earnings, Fannie Mae manipulated accounting 
estimates and ignored accounting rules that it didn't like. In 1998, the company delayed booking $200 million of 
expenses, enabling Raines and other executives to receive their maximum bonuses, the agency alleged.  
 
Last week, the Securities and Exchange Commission directed the District-based company to correct financial 
statements going back to 2001. Under pressure from OFHEO, the company board announced Tuesday that 
Raines was retiring and that Howard had resigned. Fannie said yesterday in a regulatory filing that its financial 
statements since 2001 should no longer be considered reliable.  
 
The stock market applauded the management shake-up, boosting Fannie's stock by $1.57, to $71.92. Some Wall 
Street analysts described the executives' ouster as a necessary or positive step toward restoring the company's 
credibility.  
 
But Bear Stearns analysts David Hochstim and Scott R. Coren issued a report expressing disappointment that 
Fannie's board changed management with investigations continuing. "One can only conclude that the board acted 
in response to the regulator's obsession" with an accounting rule for financial contracts known as derivatives "and 
personal animosity toward the CFO and CEO," the analysts wrote.  
 
Jonathan E. Gray and Adam B. Weinrich of Sanford C. Bernstein & Co. wrote that "we consider it a serious risk" 
that the company will be forced to discontinue its dividend for at least two quarters because OFHEO will argue the 
cash would help Fannie boost its capital reserves.  
 
Foley, who advises major corporations on executive pay, reviewed Fannie Mae disclosures about Raines's pay 
arrangements at the request of The Washington Post.  
 
Under Raines's contract, he could retire with a portion of Fannie Mae stock awards granted under long-term 
incentive plans, Foley said. The number of shares would depend on how the company performed against internal 
benchmarks and would be adjusted to reflect Raines's shortened tenure.  
 
If the company met its performance targets, Foley estimated, Raines could receive about 220,000 shares, which 
would be worth about $16 million at yesterday's closing price of $71.92. The actual number of shares could be 
higher, lower or zero, depending on how Fannie performed.  
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It appears that if Raines was fired for cause, he would not be entitled to receive those incentive shares, Foley 
said.  
 
Raines's contract says he has the right to retire "by giving not less than six months' prior written notice to the 
Corporation." It was not clear how that provision squared with Raines's immediate retirement this week.  
 
At OFHEO's behest, Fannie amended Raines's contract in September to say he could be fired for cause for 
materially harming the company by "engaging in dishonest or fraudulent actions or willful misconduct, or 
performing his duties in a grossly negligent manner."  
 
The recent amendments also appear to have increased Raines's annual pension by about $345,000, Foley said. 
 
Raines Claiming Accountability Isn't Enough 
The Baltimore Sun 
Jay Hancock 
December 10, 2006  
 
Frank Raines says he should be accountable for the billions in overstated earnings and shareholder losses at 
Fannie Mae when he was running the joint. 
 
He just doesn't act like it. 
 
Another executive would forthrightly apologize over the debacle at the mortgage-finance giant. Another executive 
would express shame at overseeing the bogus books even if, as Raines maintains, he had no knowledge they 
were fake. 
 
Another executive would forgo much of an annual pension of $1.2 million. Another executive would disgorge tens 
of millions in pay that was tied to fictitious profits.  
 
But Raines has shown no sign of doing any of those things. He should be ashamed of that, too. 
 
Last week, we got the best picture yet of the Fannie damage, although it is far from complete. From 2001 through 
the first half of 2004, the government-subsidized company, the biggest buyer of residential mortgages and the 
pivot of the U.S. housing market, overstated profits by $6.3 billion. That's less than what was previously 
estimated, but it still represents one of the biggest accounting breakdowns in history. 
 
Most Americans don't especially mind seeing business chieftains rewarded for success. We don't begrudge Bill 
Gates and Warren Buffett their billions. Reward for failure, however, kind of ticks us off. 
 
In a May report, the Securities and Exchange Commission and the Office of Federal Housing Enterprise 
Oversight found that Fannie Mae under Raines perpetrated "extensive financial fraud" so that executives could 
collect big bonuses. There have been no criminal charges, but the conduct of Raines and other senior Fannie 
executives "was inconsistent with the values of responsibility, accountability, and integrity," the agencies said. 
 
Fannie paid a $400 million civil penalty this year to the SEC and OFHEO. 
 
This is failure of a high order, and Raines has been rewarded on the same scale. 
 
He began collecting a lifetime monthly pension of $100,000 last year. From the late 1990s through 2003, he made 
$90 million, according to regulators, of which more than half was reward for fairy-tale profits. Last month, Fannie 
paid him an additional $2.6 million to partly settle claims that he was owed even more. 
 
The earnings were fake. Raines' pay wasn't, and it's still in his bank and brokerage accounts. 
 
Even if he had no clue that the books were bad, he should disgorge buckets of money. He was in charge. Tying 
his pay to profits was the board's way of saying: "You are responsible for earnings, no matter what happens." 
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On Feb. 23, Raines' lawyer, Robert B. Barnett, issued a statement that said, in part: "Mr. Raines strongly believes 
that, as the leader of Fannie Mae, he should be accountable for what happened within the organization, 
regardless of his personal involvement or fault. He does not disagree with the ... statement [in an internal report] 
that `he was ultimately responsible for the failures that occurred on his watch.'" 
 
But true accountability and responsibility come with actions and consequences, of which there have been few. 
Raines resigned under pressure two years ago, but that's about it. 
 
Shohei Nozawa had been president of Yamaichi Securities for only three months when the Japanese company 
announced it had concealed $2 billion in losses a few years ago. Nevertheless, he publicly wept, apologized, said 
"I am bad," later resigned and went home to tend his vegetable garden, according to news accounts. 
 
I left a message for Barnett asking if Raines had anything to add or had expressed regrets or apologies for what 
happened. "Our statement of Feb. 23 is our only statement," his assistant responded. 
 
Maybe Raines' idea of responsibility is having shareholders, regulators and Fannie Mae itself sue the bejesus out 
of him and ultimately paying a settlement, as may happen. 
 
But enough is now known about what went on that the Fannie CEO should do more than await the slow gears of 
the judiciary. Japanese self-abasement might not be necessary. But having your lawyer say you are accountable 
does not make you accountable, either.\ 
 
High Pay At Fannie Mae For The Well-Connected 
The Washington Post 
Albert B. Crenshaw 
December 23, 2004  
 
If Fannie Mae were an ordinary public company, the millions of dollars in pay and other compensation that 
outgoing chairman Franklin D. Raines and other top executives have pocketed over the years would be business 
as usual.  
 
But like few other companies, the mortgage giant was created by the federal government, carries out a public 
mission and has an implied government guarantee on its debt offerings.  
 
Thus, the seven- and eight-digit pay packages its executives receive attract more than the usual attention when 
they come to public notice, as has been the case several times in the past 15 years.  
 
"You are not simply another private corporation," Rep. Barney Frank (D-Mass.) told Raines at a hearing this fall. 
"There is a lot of government involvement."  
 
Government pay is limited at the top, even for officials who run enormous agencies. The postmaster general, for 
example, who heads an agency with more than 700,000 employees and more than $65 billion in revenue, is paid 
about $175,000. And there are no stock options.  
 
Fannie Mae, in contrast, has become over the years a place where former government officials and others with 
good political connections can go to make millions of dollars.  
 
Raines's total compensation in 2002 was $17.7 million. That year, 19 other top Fannie Mae executives were paid 
more than $1 million, 12 more than $2 million and nine more than $3 million, according to materials released at a 
hearing this fall by Rep. Richard H. Baker (R-La.), chairman of the House subcommittee that oversees Fannie 
Mae. Baker is a leading critic of the District-based mortgage finance company.  
 
Among the Fannie Mae officials on Baker's list was Thomas E. Donilon, the company's executive vice president -- 
law and policy, who was assistant secretary of state for public affairs and chief of staff to Secretary of State 
Warren Christopher in the Clinton administration. Donilon received $4.3 million.  
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Also included was Arne Christenson, who had left the company but before joining it had been a top aide to Newt 
Gingrich when Gingrich was House speaker. His compensation was listed as $1.5 million. A little down the list 
was one of Baker's former aides, Duane Duncan, at $920,144.  
 
Raines was a director of the Office of Management and Budget in the Clinton administration, and his name was 
mentioned as a possible Treasury secretary had Sen. John F. Kerry (D-Mass.) been elected president. Raines's 
predecessor as Fannie Mae chairman, James A. Johnson, directed Walter F. Mondale's presidential campaign in 
1984.  
 
Johnson's compensation when he stepped down in 1998 was $6 million to $7 million a year, it was reported at the 
time.  
 
Controversies over Fannie Mae's executive pay date to 1991, when David O. Maxwell -- who then was chairman 
and chief executive officer -- received a retirement package worth $27.5 million. Maxwell, a banker, had been 
hired in 1981 to turn around a company that had been financially harmed by rapidly rising interest rates, much as 
many savings and loans were.  
 
Maxwell's pay was attacked on Capitol Hill and elsewhere as inappropriate for the head of a government-related 
entity, but also defended as a proper reward for a man who had saved the taxpayers from a potentially huge loss.  
 
Johnson publicly defended Maxwell and Fannie Mae at the time, arguing that as a result of his efforts the 
company was doing well and serving "a public function at no public cost."  
 
But critics and regulators have wondered recently whether the company was being managed more for the benefit 
of its own executives than its public purpose.  
 
An Office of Federal Housing Enterprise Oversight report in September accused the company of improperly 
deferring $200 million of estimated expenses in 1998, which allowed management to receive full annual bonuses. 
Had the expenses been recorded that year, no bonuses would have been paid, the report said.  
 
Fannie Mae reported paying bonuses in 1998 to Johnson, who received $1.932 million; Raines, who then was 
chairman-designate, $1.11 million; Chief Operating Officer Lawrence M. Small, $1.108 million; Vice Chairman 
Jamie S. Gorelick, a former deputy attorney general, $779,625; Chief Financial Officer J. Timothy Howard, 
$493,750; and Robert J. Levin, who was executive vice president for housing and community development, 
$493,750.  
 
Under the Sarbanes-Oxley Act of 2002, chief executives and chief financial officers are required to give back 
incentive-based bonuses if the company has to restate its earnings because of financial misconduct. One attorney 
said yesterday that the law probably wouldn't apply to misconduct prior to 2002. But he said that plaintiffs in a 
lawsuit could argue that other legal precedents dictate that the bonuses were ill-gotten and need to be returned.  
 
Obama's Choice Of Insider Draws Fire 
The Washington Post 
Jonathan Weisman and David S. Hilzenrath 
June 11, 2008  
 
Last month, Sen. Barack Obama turned to James A. Johnson, a former Fannie Mae chief executive and 
Washington insider since the Carter administration, to lead the vetting of potential running mates for the 
Democratic Party's presumptive presidential nominee. 
 
But four years earlier, as Johnson was angling for a job if Sen. John F. Kerry (D-Mass.) was elected president, 
Fannie Mae did some vetting of its own. Company executives had grown so worried about the lucrative consulting 
deal they had cut with their former CEO that they considered enlisting an outside investigator to comb through the 
deal "in light of issues that could come up during Senate confirmation . . . or White House review of the consulting 
contract," according to company documents unearthed by federal regulators. 
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For Republicans seeking to tarnish Obama's image as a squeaky-clean outsider hoping to clean up Washington -- 
not to mention divert attention from questions about lobbyists working in Sen. John McCain's campaign -- 
Obama's embrace of Johnson has been a gift.  
 
"He's tagged himself as a different kind of politician," said Republican strategist Mark Corallo. "He's supposed to 
transcend party, transcend politics. He's exploited that more than anyone in recent memory, and it becomes 
demoralizing to all the starry-eyed Obamaphiles who are saying, 'I thought he was different.' " 
 
The questions about Johnson began after the Wall Street Journal reported Saturday that he received more than 
$2 million in home loans that might have been below average market rates from Countrywide Financial, a partner 
of Fannie Mae and a leading purveyor of the kind of subprime mortgages that spawned a national housing crisis. 
 
Responding to questions yesterday about that article, Obama said: "I am not vetting my VP search committee for 
their mortgages. These aren't folks who are working for me. They're not people who I have assigned to a 
particular job in a future administration." 
 
But the questions surrounding Johnson's past suggest the difficulties Obama will face as his campaign expands 
from an underdog insurgency to a general-election operation. He has little choice but to pick up experienced 
political insiders -- and the baggage they bring with them. 
 
"This is a game that can be played," Obama told reporters in St. Louis. "Everybody who is tangentially related to 
our campaign, I think, is going to have a whole host of relationships. I would have to hire the vetter to vet the 
vetters." 
 
As CEO of Fannie Mae, Johnson, a former chief of staff to Vice President Walter F. Mondale and chairman of the 
board of the Kennedy Center, was the beneficiary of accounting in which Fannie Mae's earnings were 
manipulated so that executives could earn larger bonuses. The accounting manipulation for 1998 resulted in the 
maximum payouts to Fannie Mae's senior executives -- $1.9 million in Johnson's case -- when the company's 
performance that year would have otherwise resulted in no bonuses at all, according to reports in 2004 and 2006 
by the Office of Federal Housing Enterprise Oversight. 
 
In a 2006 civil enforcement action against Fannie Mae, another agency, the Securities and Exchange 
Commission, called the company's 1998 accounting "fraudulent" and said numbers were "intentionally 
manipulated to trigger management bonuses." 
 
Johnson left the company before it was swept up in an accounting scandal that tarred its reputation, but even 
during the years of scandal, Johnson was reaping hundreds of thousands of dollars in consulting fees and other 
compensation, $3.3 million in all between 2001 and 2006. 
 
Brian Brooks, an attorney for Johnson, said last night that the accounting issues at Fannie Mae were thoroughly 
investigated, and that "no one has ever suggested that Mr. Johnson was responsible for the accounting decisions 
at issue, nor has he had any involvement with these accounting issues during his tenure as a consultant since 
leaving employment with the company in 1999." 
 
But Johnson is not the only member of Obama's vice presidential vetting committee that Republicans have 
targeted. 
 
They also are preparing a case against former deputy attorney general Eric Holder for his role in the granting of a 
pardon to fugitive financier Marc Rich in the last days of the Clinton White House. 
 
In December 2000, as Rich's lawyers were closing in on the pardon, one of them, Jack Quinn, singled out Holder 
in an e-mail. "The greatest danger lies with the lawyers," Quinn wrote his co-counsels. "I have worked them hard 
and I am hopeful that E. Holder will be helpful to us." 
 
Any attacks on Holder will probably not mention that one of Rich's lawyers, I. Lewis "Scooter" Libby, went on to 
become Vice President Cheney's chief of staff. 
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Other prominent Washington supporters of Obama present their own problems. Gregory B. Craig, for example, a 
senior Obama foreign policy adviser, represented Juan Miguel Gonzalez in 2000, as Gonzalez was trying to bring 
his son Elian back to Cuba. The incident still rankles the Cuban community in Florida, a pivotal state in the 
presidential election. 
 
For now, it is Johnson who provides the most immediate fodder for attack. His lavish lifestyle, multiple homes, 
personal staff and chauffeur strike a dissonant chord as Obama excoriates Republican "tax cuts for the rich" and 
calls McCain, the presumptive Republican nominee, an out-of-touch Washington insider. 
 
Although OFHEO said Johnson benefited from the earnings manipulations, the agency did not accuse him of 
participating in them, and the SEC did not accuse him of any wrongdoing. He ended his term as chairman and 
chief executive of the District-based company in December 1998, before Fannie Mae reported its financial results 
for that year. In 1999, he served as chairman of the company's executive committee. 
 
A federal regulatory agency suggested that even if Johnson's compensation for 1998 were entirely justified, 
Fannie Mae obscured its magnitude, disclosing pay of $6 million to $7 million a year in 1998. But Johnson was 
allowed to defer 111,623 shares of Fannie Mae stock, a move that was relegated to a footnote and not included in 
the company's summary compensation table. 
 
Total compensation that year was closer to $21 million, according to an internal Fannie Mae analysis cited by 
OFHEO. 
 
Anticipating questions about the agreement in 2004, Fannie Mae even drafted question-and-answer talking 
points, including: "Gimme a break. He's hiding his compensation." 
 
Among Johnson's post-employment perks were an inflation-adjusted consulting contract of $390,500 that began 
in 2002, two employees and a chauffeur, and office space at the Watergate, even after he began work at 
Perseus, an investment firm that gave him his own office. His lawyer described that compensation yesterday as 
"consistent with what is customarily provided to retiring Fortune 100 CEOs." 
 
Johnson was supposed to reimburse the company for 50 percent of the chauffeur's time, but that did not apply to 
time spent waiting for Johnson or driving his wife. Consequently, he reimbursed Fannie for about 15 percent of 
the cost. 
 
On March 17, 2005, as Fannie Mae was engulfed in accounting scandal, Johnson contacted board chairman 
Stephen B. Ashley and said, "I should do my part to assist Fannie Mae's efforts to reduce expenditures at this 
difficult time." 
 
His part was temporarily reducing his consulting fees, which had increased to $600,000 a year and an end to his 
support staff and driver. 
 
Fannie, Freddie Reforms Could Gain Momentum 
The Associated Press 
Alan Zibel 
May 1, 2008  
 
The regulatory hammer hangs over Fannie Mae and Freddie Mac. 
 
Legislation that would give the government more power over the two mortgage finance companies is shaping up 
as a key bargaining chip for Senate Democrats eager to obtain Republican support for a $300 billion housing 
rescue plan. 
 
That plan, sponsored by Rep. Barney Frank, D-Mass, is on track for a vote in the House next week after passing 
a key committee Thursday.  
 
A separate bill that gives a new regulator the authority to limit the multitrillion-dollar mortgage holdings of Fannie 
and Freddie passed the House last spring but the Senate has not acted. 
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Republicans warn the two companies, which only recently recovered from accounting scandals, are so large that 
their exposure to the current mortgage market turmoil poses risks to the entire financial system. Democrats, 
meanwhile, have pushed for an expanded role for Fannie and Freddie as a way to make credit more available 
and affordable to consumers. 
 
Reforming oversight of Fannie and Freddie "has gone from dead and buried to alive and breathing in the last 
week or so," said Jaret Seiberg, a financial services policy analyst with Stanford Group. "There's an increasing 
chance that it could get added to a massive housing stimulus bill as a way to generate Republican support for the 
overall measure." 
 
The impact for Fannie and Freddie, whose share prices have been cut in half over the past year as they reported 
combined 2007 losses of $5.2 billion, depends on how much power the government gets over their finances. 
 
A requirement for the companies to hold an increased amount of capital to guard against losses or to limit the 
amount of mortgage investments on their books would be viewed as a negative on Wall Street. 
 
For their part, Fannie and Freddie executives say they back a more powerful regulator but don't want lawmakers 
to go too far. 
 
Richard Syron, Freddie's CEO, said in Senate testimony earlier this year that too-strict standards for capital to 
guard against losses would limit the company's ability to support the mortgage market. Daniel Mudd, Fannie's 
CEO, warned against "arbitrary" limits on the mortgage securities the companies can hold on their books. 
 
Meanwhile, falling home prices, growing foreclosures, a slumping economy and an upcoming presidential election 
have moved the housing issue to the top of lawmakers' to-do list. 
 
"Both the Republicans and Democrats recognize that the public wants them to act," said mortgage industry 
consultant Howard Glaser. "That's prompted real negotiation and debate." 
 
While Democrats have the ability to advance their ideas in the House, their narrow majority in the Senate, 
combined with the threat of a filibuster, makes it especially important to seek Republican support. 
 
Aides to Sen. Christopher Dodd., D-Conn., the chairman of the Senate Banking Committee and Sen. Richard 
Shelby, the committee's top Republican, were meeting this week to try to hammer out an agreement on the 
Fannie and Freddie legislation combined with Dodd's version of the housing rescue plan. 
 
Some analysts are doubtful lawmakers will be able to compromise, given all the legislative crosscurrents being 
stirred up by lobbyists representing real estate agents, homebuilders, mortgage lenders and other interests. 
 
"The more cars you try to tack onto the train, the harder it is to get out of the station," said Bert Ely, an Alexandria, 
Va. banking industry consultant. 
 
Fannie and Freddie were created by Congress to pump money into the home-mortgage market by buying home 
loans from banks and other lenders and bundling them into securities for sale on Wall Street. Together they hold 
or guarantee about $5.1 trillion in home-mortgage debt. 
 
While the government isn't obligated to assist Fannie or Freddie in a financial emergency, many on Wall Street 
believe Washington would bail them out if there is a collapse. 
 
Over the past year, Fannie and Freddie's share of new mortgages has been soaring, as Wall Street investors 
have backed away from all but the safest mortgage-related securities. Their share of new mortgage securities 
rose to more than 80 percent in the first quarter of 2008, up from less than 40 percent in 2006, according to trade 
publication Inside Mortgage Finance. 
 
Where Was Sen. Dodd? Playing The Blame Game On Fannie And Freddie 
The Washington Post 
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Op-Ed: Al Hubbard and Noam Neusner 
September 12, 2008  
 
Taxpayers face a tab of as much as $200 billion for a government takeover of Fannie Mae and Freddie Mac, the 
formerly semi-autonomous mortgage finance clearinghouses. And Sen. Christopher Dodd, the Democratic 
chairman of the Senate Banking Committee, has the gall to ask in a Bloomberg Television interview: "I have a lot 
of questions about where was the administration over the last eight years." 
 
We will save the senator some trouble. Here is what we saw firsthand at the White House from late 2002 through 
2007: Starting in 2002, White House and Treasury Department economic policy staffers, with support from then-
Chief of Staff Andy Card, began to press for meaningful reforms of Fannie, Freddie and other government-
sponsored enterprises (GSEs).  
 
The crux of their concern was this: Investors believed that the GSEs were government-backed, so shouldn't the 
GSEs also be subject to meaningful government supervision? 
 
This was not the first time a White House had tried to confront this issue. During the Clinton years, Treasury 
Secretary Larry Summers and Treasury official Gary Gensler both spoke out on the issue of Fannie and Freddie's 
investment portfolios, which had already begun to resemble hedge funds with risky holdings. Nor were others 
silent: As chairman of the Federal Reserve, Alan Greenspan regularly warned about the risks posed by Fannie 
and Freddie's holdings. 
 
President Bush was receptive to reform. He withheld nominees for Fannie and Freddie's boards -- a presidential 
privilege. While it would have been valuable politically to use such positions to reward supporters, the president 
put good policy above good politics. 
 
In subsequent years, officials at Treasury and the Council of Economic Advisers (especially Chairmen Greg 
Mankiw and Harvey Rosen) pressed for the following: Requiring Fannie and Freddie to submit to regulations of 
the Securities and Exchange Commission; to adopt financial accounting standards; to follow bank standards for 
capital requirements; to shrink their portfolios of assets from risky levels; and empowering regulators such as the 
Office of Federal Housing Oversight to monitor the firms. 
 
The administration did not accept half-measures. In 2005, Republican Mike Oxley, then chairman of the House 
Financial Services Committee, brought up a reform bill (H.R. 1461), and Fannie and Freddie's lobbyists set out to 
weaken it. The bill was rendered so toothless that Card called Oxley the night before markup and promised to 
oppose it. Oxley pulled the bill instead. 
 
During this period, Sen. Richard Shelby led a small group of legislators favoring reform, including fellow 
Republican Sens. John Sununu, Chuck Hagel and Elizabeth Dole. Meanwhile, Dodd -- who along with 
Democratic Sens. John Kerry, Barack Obama and Hillary Clinton were the top four recipients of Fannie and 
Freddie campaign contributions from 1988 to 2008 -- actively opposed such measures and further weakened 
existing regulation. 
 
The president's budget proposals reflected the nature of the challenge. Note the following passage from the 2005 
budget: Fannie, Freddie and other GSEs "are highly leveraged, holding much less capital in relation to their 
assets than similarly sized financial institutions. . . . A misjudgment or unexpected economic event could quickly 
deplete this capital, potentially making it difficult for a GSE to meet its debt obligations. Given the very large size 
of each enterprise, even a small mistake by a GSE could have consequences throughout the economy." 
 
That passage was published in February 2004. Dodd can find it on Page 82 of the budget's Analytical 
Perspectives. 
 
The administration not only identified the problem, it also recommended a solution. In June 2004, then-Deputy 
Treasury Secretary Samuel Bodman said: "We do not have a world-class system of supervision of the housing 
government-sponsored enterprises (GSEs), even though the importance of the housing financial system that the 
GSEs serve demands the best in supervision." 
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Bush got involved in the effort personally, speaking out for the cause of reform: "Congress needs to pass 
legislation strengthening the independent regulator of government-sponsored enterprises like Freddie Mac and 
Fannie Mae, so we can keep them focused on the mission to expand home ownership," he said in December. He 
even mentioned GSE reform in this year's State of the Union address. 
 
How did Fannie and Freddie counter such efforts? They flooded Washington with lobbying dollars, doled out tens 
of thousands in political contributions and put offices in key congressional districts. Not surprisingly, these efforts 
worked. Leaders in Congress did not just balk at proposals to rein in Fannie and Freddie. They mocked the 
proposals as unserious and unnecessary. 
 
Rep. Barney Frank (D-Mass.) said the following on Sept. 11, 2003: "We see entities that are fundamentally sound 
financially. . . . And even if there were a problem, the federal government doesn't bail them out." 
 
Sen. Thomas Carper (D-Del.), later that year: "If it ain't broke, don't fix it." 
 
As recently as last summer, when housing prices had clearly peaked and the mortgage market had started to 
seize up, Dodd called on Bush to "immediately reconsider his ill-advised" reform proposals. Frank, now chairman 
of the House Financial Services Committee, said that the president's suggestion for a strong, independent 
regulator of Fannie and Freddie was "inane." 
 
Sen. Dodd wonders what the Bush administration did to address the risks of Fannie and Freddie. Now, he knows. 
The real question is: Where was he? 
 
Al Hubbard was director of the National Economic Council and assistant to the president from 2005 to 2007. 
Noam Neusner was a speechwriter and communications director in the Bush administration from 2002 to 2005. 
 
Schumer Will Seek To Lift Cap On Mortgage Portfolios Of Fannie Mae, Freddie Mac 
Congressional Quarterly 
Michael R. Crittenden 
August 16, 2007  
 
Eager to respond to the turmoil in the stock market and worldwide credit concerns, a senior Senate Democrat on 
Thursday said he would introduce legislation easing regulatory caps on Fannie Mae and Freddie Mac's 
investment portfolios. 
 
But Sen. Charles E. Schumer, D-N.Y., called on the Bush administration to act immediately, without new 
legislation, to lift the caps on the massive mortgage portfolios of the two government-sponsored enterprises in 
order to ease the liquidity concerns that are roiling markets worldwide. 
 
"We cannot afford a 'wait and see' approach when it comes to a credit crisis that threatens to derail our economy," 
Schumer said in a statement. "If the Bush administration won't act, we will."  
 
The comments from Schumer, a senior member of the Banking, Housing and Urban Affairs Committee and 
chairman of the Joint Economic Committee, came on a day when the Dow Jones Industrial Average swung wildly 
throughout the day, falling more than 340 points in the afternoon before reversing course and closing off by just 
under 16 points for the day. 
 
Wall Street and other global financial centers have been rocked in recent weeks, as problems tied to the U.S. 
mortgage market have led to a global credit crunch. Central banks around the world, including the Federal 
Reserve, have spent much of the last week feverishly injecting billions of dollars into the banking system to 
maintain market liquidity. More bad economic news Thursday exacerbated market concerns, including the fact 
that the nation's largest mortgage lender was forced to borrow $11.5 billion to continue doing business.  
 
Both Schumer and Christopher J. Dodd, D-Conn., the chairman of the Senate Banking, Housing and Urban 
Affairs Committee, have called on Fannie Mae and Freddie Mac's regulator to lift the portfolio caps. They argue 
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that allowing the two firms to buy more mortgages, at least temporarily, would inject much needed liquidity into the 
market and calm the financial markets.  
 
Thus far, however, those calls have been rebuffed. On Aug. 10, the firms' regulator, the Office of Federal Housing 
Enterprise Oversight denied requests to increase the portfolio caps. 
 
That decision was backed by the Bush administration, which argues that statutory limits on the types of loans the 
two mortgage finance giants can purchase would limit the impact of lifting their portfolio caps. On Thursday, 
Treasury Secretary Henry M. Paulson noted in an interview with the Wall Street Journal that Congress would 
have to adjust the firms' charter before they could purchase "jumbo" and subprime loans that are a major source 
of the market disruptions. 
 
Jumbo mortgages are those exceeding the $417,000 limit eligible for purchase by Fannie Mae and Freddie Mac. 
Subprime mortgages are high-cost loans to people with poor credit ratings. 
 
The firms' portfolios have long been a source of contention between the White House and congressional 
Democrats. Critics at the Treasury and in Congress contend the portfolios, which combined total about $1.4 
trillion, pose a systemic risk to the economy and have sought to limit them as part of a broader regulatory 
overhaul of the two firms. Democrats, and even some more moderate Republicans, have been wary of putting 
artificial limits on the two firms, which were created by Congress to boost homeownership. 
 
Earlier this year the House passed a regulatory overhaul measure (HR 1427) that would allow a new regulator for 
Fannie Mae and Freddie Mac to limit the portfolios, but only if they pose a risk to the companies themselves as 
opposed to the broader economy. Dodd has said the Banking panel will take up its version of the regulatory 
overhaul when lawmakers return in September. 
 
We Can't Say No, But We Can Regulate Them 
Newsday (New York) 
Editorial  
July 20, 2008   
 
Freddie Mac and Fannie Mae are like those country cousins who prefer not to stay in touch unless they get in 
trouble. Then, sure as a summer thunderstorm on a muggy day, they're at your door, unashamed to ask for help. 
 
And because it's family, you do what you have to do - but not without making sure their mistakes don't happen 
again.  
 
Just as reluctantly, but inevitably, taxpayers will have to shore up the publicly traded but federally backed firms, 
which were created to encourage home ownership. Freddie and Fannie didn't make subprime loans; rather, the 
two companies are in trouble because those bad loans have taken down the entire housing market.  
 
Freddie and Fannie buy mortgages and resell them. The companies are the guarantors of almost half of the 
nation's outstanding mortgages, which are worth about $5.2 trillion. And now the pair are about the only place left 
for lenders to get money for new loans. Without them, the current housing slump would become a steep slide and 
the economic downturn would deepen. 
 
The rescue plan is all the more troubling because it comes after the federal government had already stepped in to 
stop the collapse of Bear Stears by lending $30 million to J.P. Morgan Chase to take it over. [CORRECTION: The 
federal government extended a $30 billion line of credit to J.P. Morgan Chase to take over Bear Stearns. 
Sunday's editorial gave an incorrect figure. (A26 ALL 07/22/08)] Meanwhile, the Bush administration has 
promised that U.S. Teasury funds will be used to support the student loan market. 
 
While there's little choice but to take the necessary steps to stabilize Freddie and Fannie, the administration's 
bailout plan is not the answer. Republicans in Congress who remember their party's fiscally conservative roots are 
already balking at giving the companies an unlimited line of credit from the Treasury for 18 months. This amounts 
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to taking on the financial risk of a private company without knowing for just how much taxpayers will be on the 
hook. It could be many billions. We need to know the extent of our exposure before any rescue effort is approved. 
 
As you'd do with Cousin Freddie, who won't change if you keep rewarding his bad behavior, Congress has to set 
down some new rules. Unfortunately, this wasn't done after the savings and loan debacle in the early 1990s, 
when the two companies successfully prevented any stringent new regulations. 
 
The talk in the House of Representatives is about stopping the companies' dividend checks or the bountiful 
paychecks to their top executives, issued for amounts that look like lottery winnings to the rest of us. That may 
have a populist appeal, but in the future, the real goal must be stricter oversight. 
 
Keeping a closer eye on their political donations would help. Fannie and Freddie are among the biggest 
contributors to congressional campaign funds and political action committees. Maybe, if they didn't have so many 
friends partying with them, they wouldn't get into so much trouble. Congress has allowed them to grow their 
businesses without requiring them to have a commensurate amount of capital on reserve. 
 
Even last September, as the subprime housing crisis began to metastasize and the market was expressing 
concerns about the pair, Sen. Charles Schumer (D-N.Y.), the powerful chair of the Senate banking subcommittee 
on housing, had the very bad (and ultimately rejected) idea of raising the cap on what Fannie and Freddie could 
lend by 10 percent. Since then the companies have reported losses of $11 billion, and there's uncertainty about 
just how much more damage there will be from future defaults. 
 
After a not-so-warm reaction to the bailout plan, Freddie Mac is now exploring the possibility of raising some 
capital on its own. Don't be surprised, however, if the companies come back to knock at the Treasury's door. They 
know it would be too painful for us to turn them away. 
 
Fannie, Freddie Deflected Risk Warnings 
The Washington Post 
David S. Hilzenrath 
July 14, 2008  
 
Though the implosion of investor confidence in Fannie Mae and Freddie Mac last week was sudden, the worries 
driving it have been the subject of countless warnings over many years. 
 
From a Washington think tank to the halls of Congress, from the Treasury to the Federal Reserve, from the 
Clinton to the Bush administrations, critics of the government-sponsored mortgage giants have long argued that 
they were allowed to operate with financial cushions that were too thin to support their far-reaching financial risks. 
 
The critics argued that regulators should be empowered to require deeper capital cushions at Fannie Mae and 
Freddie Mac, but their persistent efforts were thwarted in the face of the companies' formidable lobbying. Many 
members of Congress defended the companies, contending that efforts to rein them in were tantamount to an 
assault on housing. 
 
The critics' warnings finally hit home for investors last week in a frenzy of panicked selling. The companies' stocks 
sank to dizzying lows as fear spread that the twin titans of the mortgage market had overextended themselves, 
potentially requiring a government rescue.  
 
Whether Fannie Mae, of the District, and Freddie Mac, of McLean, could ride out the housing crisis on their own 
remained to be seen. They said their finances were sound, and their chief regulator was trying to allay the fears. 
But any sense that their shares were the safest of investments had clearly been shattered. 
 
The government created the firms to keep money flowing to mortgage lenders. They do that by buying mortgages 
and pooling them into securities for sale to other investors, guaranteeing to pay the investors if the borrowers 
default. 
 
Their unusual status was the key to their business. The fact that they are federally sponsored led the financial 
markets to believe the government would cover their debts if they were unable to do so themselves. The 
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assumption that they were virtually as reliable as the U.S. Treasury enabled them to borrow at low rates and fund 
their investments with cheap money. It also helped them charge a premium for their mortgage guarantees. 
 
As Alan Greenspan described in 2004, the result was rapid growth, high concentrations of risk and insulation from 
the discipline the market applied to ordinary companies. 
 
"Unlike many well-capitalized savings and loans and commercial banks, Fannie and Freddie have chosen not to 
manage that risk by holding greater capital," Greenspan, then chairman of the Federal Reserve, told lawmakers in 
2004. To keep them from undermining the financial system, "preventive actions are required sooner rather than 
later," he added. 
 
As of March, when the government provided its most recent snapshot, the companies had $81 billion of capital to 
absorb potential losses -- a big number, but only a fraction of their $5.1 trillion of investments and loan 
guarantees. 
 
Fannie Mae argued that housing was such a safe investment that it didn't need as much capital as banks, which 
make a wide variety of loans. But having all their eggs in one basket left Fannie Mae and Freddie Mac all the 
more vulnerable to a downturn in the housing sector. As home prices have plunged and defaults and foreclosures 
have soared, the companies have lost billions of dollars and face the prospect of losing billions more. 
 
The political battle lines were drawn by 2000, when a senior Clinton administration official called on Congress to 
take steps that might have diminished the companies' special status. Treasury Undersecretary Gary Gensler also 
urged that regulators be given more power to set capital requirements for Fannie Mae and Freddie Mac. 
 
The companies fought back. 
 
"We think that the statements evidence a contempt for the nation's housing and mortgage markets," Freddie Mac 
spokeswoman Sharon J. McHale said at the time. 
 
Even after Freddie Mac was shown to have manipulated earnings, Congress remained deadlocked over 
legislation to create a stronger regulator. Opposing one such bill in 2004, Sen. Charles E. Schumer (D-N.Y.) 
argued that a hostile regulator could use the proposed powers to choke the companies. 
 
When a federal regulator accused Fannie Mae of cooking its books to increase bonuses, lawmakers lined up to 
denounce the regulator. Rep. William L. Clay Jr. (D-Mo.) said a House panel had no business holding a hearing 
on the matter -- "unless this is truly a witch hunt." Fannie Mae was later found to have overstated profits by $6.3 
billion. 
 
Former representative Richard H. Baker (R-La.), who chaired a subcommittee that oversaw the companies, 
struggled for years to rein them in and tried to show they were being managed for the enrichment of their 
executives. When Baker obtained data on Fannie Mae pay, a lawyer for the company threatened him with 
personal liability if he made it public, Baker recounted last week. 
 
Critics of the two firms included former Reagan administration official Peter Wallison, who crusaded against them 
at the American Enterprise Institute, and a coalition of financial companies whose interests often conflicted with 
those of Fannie Mae and Freddie Mac. The Bush administration pushed a similar agenda. 
 
"The simple truth is that there is no need for our financial markets to be exposed to this risk," Emil W. Henry, Jr., 
an assistant Treasury secretary, said in 2006. 
 
On the other side, a top lobbyist for Freddie Mac held more than 75 fundraisers for members of the House 
Financial Services Committee in an 18-month period several years ago, raising nearly $3 million, according to 
records brought to light in a federal investigation. The lobbyist's fundraising dinners typically featured the 
committee's Republican chairman at the time, Michael G. Oxley of Ohio. 
 
Those and other activities led to a record $3.8 million fine against Freddie Mac in 2006 for allegedly violating 
federal election law. 
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In an internal memo in 2004, Fannie Mae executive Daniel H. Mudd affirmed what the company's critics had long 
contended: In the political arena, "we always won" and "we took no prisoners." 
 
"We used to, by virtue of our peculiarity, be able to write, or have written, rules that worked for us," wrote Mudd, 
now the company's chief executive. 
 
As the housing market boomed in recent years, Fannie and Freddie, like many lenders, took on riskier loans. 
Freddie Mac executives have said they loosened lending standards to avoid losing market share. 
 
Since the boom turned to bust, the government in some ways has given the companies freedom to dig 
themselves into a bigger hole. As other sources of funding for mortgages have dried up, the government has 
become more dependent than ever on Fannie Mae and Freddie Mac to keep the market functioning, and it has 
reduced their capital requirements. 
 
Citing accounting and other issues, some analysts said the government has allowed Fannie Mae and Freddie 
Mac to paper over the extent of their problems, contributing to the market's loss of faith in them last week. 
 
Freddie Mac spokeswoman McHale denied that allegation, a Fannie Mae spokesman declined to address it, and 
a spokeswoman for the Office of Federal Housing Enterprise Oversight, the companies' main regulator, did not 
respond to a request for comment. 
 
"While Administration officials continue to claim the companies are adequately capitalized, the markets do not 
believe this," analyst Joshua Rosner of Graham Fisher & Co. wrote in a Friday report. 
 
Ironically, the sell-off last week came as Congress was finally moving toward passing a bill containing the sort of 
preventive measures the critics sought -- among them, greater regulatory control over the companies' capital. 
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Chris Dodd takes big money from Fannie and Freddie. 
 
Since 1989, Sen. Chris Dodd (D-CT) Has Received At Least $165,400 From Fannie Mae And Freddie Mac: 
$48,500 From PACs And $116,900 From Individuals, Receiving More Than Any Other Politician. (Lindsay 
Renick Mayer, "Fannie Mae And Freddie Mac Invest In Lawmakers," Center For Responsive Politics' "Capital Eye" Blog, www.opensecrets.org, 9/11/08) 
 
FULL ARTICLES:  
 
All Recipients Of Fannie Mae And Freddie Mac Campaign Contributions, 1989-2008 

Name  Office State  Party Grand Total Total from 
PACs  

Total from
Individuals  

Dodd, Christopher J  S  CT  D  $165,400 $48,500 $116,900 
Obama, Barack  S  IL  D  $126,349 $6,000 $120,349 

Kerry, John  S  MA  D  $111,000 $2,000 $109,000 
Bennett, Robert F  S  UT  R  $107,999 $71,499 $36,500 
Bachus, Spencer  H  AL  R  $103,300 $70,500 $32,800 

Blunt, Roy  H  MO  R  $96,950 $78,500 $18,450 
Kanjorski, Paul E  H  PA  D  $96,000 $57,500 $38,500 

Bond, Christopher S 'Kit'  S  MO  R  $95,400 $64,000 $31,400
Shelby, Richard C  S  AL  R  $80,000 $23,000 $57,000 

Reed, Jack  S  RI  D  $78,250 $43,500 $34,750 
Reid, Harry  S  NV  D  $77,000 $60,500 $16,500 

Clinton, Hillary  S  NY  D  $76,050 $8,000 $68,050 
Davis, Tom  H  VA  R  $75,499 $13,999 $61,500 

Boehner, John  H  OH  R  $67,750 $60,500 $7,250 
Conrad, Kent  S  ND  D  $64,491 $22,000 $42,491 

Reynolds, Tom  H  NY  R  $62,200 $53,000 $9,20
(Open Secrets Website, www.opensecrets.org, Posted 9/11/08, Accessed 10/3/08)  
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Dodd kills reform – and secures a sweetheart mortgage for himself. 
  
Chris Dodd Led Efforts To Block Reform Of Fannie Mae And Freddie Mac: 
  
In August 2007, Sen. Dodd Blocked Efforts To Regulate Fannie Mae And Freddie Mac. "Even President 
Bush weighed in. On Thursday, he said that both Fannie Mae and Freddie Mac needed to complete a 'robust 
reform package' before they expanded their mortgage portfolios.  The statement drew fire from many Democratic 
lawmakers on Capitol Hill. Christopher J. Dodd, the chairman of the Senate Banking Committee, called upon 
President Bush to 'immediately reconsider his ill-advised' position as problems in the housing market worsen." (Eric 
Dash, "Fannie Mae's Offer To Help Ease Credit Squeeze Is Rejected, As Critics Complain Of Opportunism," The New York Times, 8/11/07) 
 
Democratic Sens. Dodd (CT), Kerry (MA), And Clinton (NY) Actively Opposed Reform Measures And 
Weakening Existing Regulations. "During this period, Sen. Richard Shelby led a small group of legislators 
favoring reform, including fellow Republican Sens. John Sununu, Chuck Hagel and Elizabeth Dole. Meanwhile, 
Dodd -- who along with Democratic Sens. John Kerry, Barack Obama and Hillary Clinton were the top four 
recipients of Fannie and Freddie campaign contributions from 1988 to 2008 -- actively opposed such measures 
and further weakened existing regulation." (Al Hubbard and Noam Neusner, Op-Ed, "Where Was Sen. Dodd?" The Washington Post, 
9/12/08)  
 
Sen. Dodd (D-CT) Called The President's Suggestions For Regulation Of Fannie Mae And Freddie Mac "Ill 
Advised." "As recently as last summer, when housing prices had clearly peaked and the mortgage market had 
started to seize up, Dodd called on Bush to 'immediately reconsider his ill-advised' reform proposals. Frank, now 
chairman of the House Financial Services Committee, said that the president's suggestion for a strong, 
independent regulator of Fannie and Freddie was 'inane.'" (Al Hubbard and Noam Neusner, Op-Ed, "Where Was Sen. Dodd?" The 
Washington Post, 9/12/08)  
 
Sen. Dodd (D-CT) Called On The Regulator For Fannie Mae And Freddie Mac To Lift Portfolio Caps. "Both 
Schumer and Christopher J. Dodd, D-Conn., the chairman of the Senate Banking, Housing and Urban Affairs 
Committee, have called on Fannie Mae and Freddie Mac's regulator to lift the portfolio caps. They argue that 
allowing the two firms to buy more mortgages, at least temporarily, would inject much needed liquidity into the 
market and calm the financial markets." (Michael R. Crittenden, "Schumer Will Seek To Lift Cap On Mortgage Portfolios Of Fannie Mae, 
Freddie Mac," Congressional Quarterly Today, 8/16/07) 
  
Sen. Dodd (D-CT) Fought To Insure That Mortgages Were To Be Given To Even The Least Creditworthy 
Individuals. "Dodd and other Democrats want to relax FHA eligibility standards further, authorizing the agency to 
insure mortgages for even the least creditworthy borrowers if lenders will forgive a portion of their debt and issue 
new, smaller loans with lower monthly payments. The government would not hold the mortgages but would agree 
to pay off lenders if borrowers default." (Lori Montgomery, "Senate Short Of Agreement On Housing Rescue," The Washington Post, 5/16/08) 
  
Even After The Revelations Of Accounting Errors At Fannie And Freddie, Sen. Dodd Attacked President 
Bush For Not Wanting To Expand The Mortgage Giants Credit Portfolio Beyond $1.4 Trillion. "The Bush 
administration opposes allowing Fannie Mae and Freddie Mac to buy larger home loans, Treasury spokeswoman 
Jennifer Zuccarelli said. Treasury Secretary Henry M. Paulson Jr. and Treasury Undersecretary Robert K. Steel 
'have both said that the subprime market is the area where policymakers should focus to really make a 
difference,' she said. Fannie Mae of the District and Freddie Mac of McLean buy mostly fixed-rate loans made to 
borrowers with good credit. The companies, which account for 40 percent of the $10.9 trillion U.S. home loan 
market, agreed last year to limit their growth as part of a settlement with regulators following revelations of 
accounting errors. Frank and Sens. Christopher Dodd (D-Conn.) and Charles E. Schumer (D-N.Y.) have said the 
Bush administration has inhibited a revival of mortgage credit by maintaining constraints on Fannie Mae and 
Freddie Mac, including a ban on expanding their mortgage portfolio beyond a $1.4 trillion limit. The Bush 
administration has unsuccessfully tried to persuade Congress to create a tougher regulator for the companies 
since 2003 and the beginning of revelations of $11.3 billion in accounting misstatements." (James Tyson, "Bill Would Raise 
Fannie, Freddie Loan Limit," The Washington Post, 9/12/07) 
 
In 2007, Sen. Dodd (D-CT) Wanted To Give More Flexibility To Fannie And Freddie To Purchase More 
Loans And Expand The Companies. "Yesterday, Schumer, Dodd and Frank also repeated their calls for the 
administration to help ease the credit crunch by giving more flexibility to Fannie Mae and Freddie Mac, the largest 
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investors in U.S. mortgages. Many Democrats want the administration to expand Fannie Mae's and Freddie Mac's 
ability to purchase loans, something the White House has not endorsed. They're also pushing for tougher laws to 
curb abusive lending practices, which Bush said his agencies are doing already." (Dina ElBoghdady, "Bush's Plan Brings FHA 
To Mortgage Front Line," The Washington Post, 9/1/07) 
 
Sen. Dodd (D-CT) Fought For Looser Restraints On Fannie And Freddie's Lending Practices. "Christopher 
J. Dodd (D-Conn.), chairman of the Senate Banking Committee and a candidate for president, told reporters that 
regulators should raise limits on the companies' mortgage investments by 5 percent so they can pump more 
money into the housing finance system. Together, Fannie Mae and Freddie Mac hold about $1.4 trillion of 
mortgages and securities backed by mortgages. Dodd was elaborating on a position he staked out days earlier 
and was firing back at President Bush, who last week said Fannie Mae and Freddie Mac should be reformed 
before the government considers loosening their restraints. Dodd said Congress can't pass a reform bill fast 
enough to deal with the crisis at hand." (David Hilzenrath, "Higher Caps Urged For Fannie, Freddie," The Washington Post, 8/18/07) 
 
Sen. Chris Dodd (D-CT) Received A Preferential Mortgage Deal From Countrywide Insurance:  
 
Sen. Dodd (D-CT) Got A Special Loan From Countrywide Insurance Through A VIP Program. "News of 
Rangel's no-interest mortgage comes on the heels of damaging reports that two other powerful figures in 
Congress, Senators Chris Dodd, D-Conn., and Kent Conrad, D-N.D., got preferential mortgages with lower 
interest rates through a 'VIP' program for friends of former Countrywide CEO Angelo Mozilo. Dodd heads the 
Senate Banking Committee." (Devlin Barrett, "Rangel Had No Interest Mortgage More Than 10 Years," The Associated Press, 9/5/08) 
 
Sen. Dodd (D-CT) Received A Below Market Mortgage Allowing Him To Save $75,000 On Mortgage 
Payments For Two Homes. "In addition, some House Republicans have demanded that the legislation be 
delayed so lawmakers can investigate a loan by a major subprime lender to one of the mortgage bill's authors, 
Senator Chris Dodd, Democrat of Connecticut. The lender, Countrywide Financial Corp., would be a big 
beneficiary of the bill. Dodd, chairman of the Senate Banking Committee, and Senator Kent Conrad, Democrat of 
North Dakota, received below-market-rate mortgages from Countrywide. In Dodd's case, the 2003 loans allowed 
him to save up to $75,000 in mortgage payments on two homes. The Senate Ethics Committee has begun a 
preliminary inquiry into the loans, but backers say Congress should not wait for its outcome to approve the 
housing legislation." (Alan Wirzbicki, "Emergency Mortgage Aid Bogged Down Veto Threat, Congressional Maneuvering Delay Bill To Avert 
Foreclosures," The Boston Globe, 7/8/08) 
 
FULL ARTICLES:  
 
Fannie Mae's Offer To Help Ease Credit Squeeze Is Rejected, As Critics Complain Of Opportunism 
The New York Times 
Eric Dash 
August 11, 2007  
 
Fannie Mae, the nation's biggest buyer of home loans, was blocked yesterday from expanding its mortgage 
holdings by 10 percent in what it called an effort to ease concerns about credit and shore up the struggling 
housing market. 
 
The regulator overseeing Fannie Mae, the Office of Federal Housing Enterprise Oversight, or Ofheo, rejected the 
request, saying the company's principal market for mortgages was ''liquid and working.''  
 
After reports circulated all week that it would do so, Fannie formally announced yesterday that it was seeking 
permission to buy an extra $72 billion in mortgages for its portfolio.  
 
''Additional portfolio purchases would allow the company to bring much-needed liquidity to the housing segments 
that need it most urgently,'' Daniel H. Mudd, Fannie's chief executive, said in a statement. 
 
While Ofheo rejected the request, the regulator left open the possibility of changing its mind, saying it was 
keeping the matter under consideration. 
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Ofheo acknowledged that there are ''credit and liquidity issues today'' in certain segments of the debt markets, but 
it said the mortgages experiencing the most difficulty were concentrated in the area of subprime, Alt-A and jumbo 
loans, issues ''outside the normal business'' of Fannie Mae. The company traditionally buys conventional loans 
made to borrowers with good credit records, known as conforming loans. 
 
In a four-page letter to Senator Charles E. Schumer, Democrat of New York, that it made public, the regulator 
also noted that both Fannie Mae and Freddie Mac, its smaller corporate cousin, remain ''significant supervisory 
concerns.'' Both companies are still getting their financial statements in order after Ofheo investigators found lax 
internal controls and accounting errors totaling $11.3 billion. 
 
Even with the Ofheo decision, Fannie Mae can still purchase mortgages and issue securities, guaranteeing that 
the underlying mortgages will not default. Those guarantees are still accepted by investors, but the government-
sponsored enterprise is now brushing up against the legal limits on the loans it can hold. There is no cap, 
however, on the amount of loans that Fannie Mae can package into securities, ensuring that conventional 
mortgages will continue to be widely available to home buyers. 
 
Yesterday's public exchange followed a week of political maneuvering in Washington as Wall Street watched 
global markets swing wildly up and down. Investors are increasingly worried that problems in the subprime market 
are spreading to other areas of the economy, causing lenders to tighten up the easy money that let buyout firms 
snap up big companies and allowed millions of Americans to buy homes. 
 
Fannie Mae seized on those anxieties to make a case to federal regulators that raising its portfolio limits could 
ease tension in credit markets and help prop up the housing market. It lined up supporters that included longtime 
political allies, like Democratic lawmakers, as well as sometime rivals, like Wall Street banks that would benefit 
from its stepping in to buy more loans. 
 
But Fannie's critics, including many Republicans, argued that its motives were driven more by a desire to bolster 
its bottom line. They also bristled at the prospect that Fannie Mae could take advantage of the turmoil to be seen 
as a white knight. 
 
''This is very much a buyer's market,'' said Bert Ely, a banking consultant in Arlington, Va., ''and they want to 
come in and take advantage of rock-bottom prices. They could buy very favorably or sell later. Politically, they are 
chafing under both the investment limitations proposed by Ofheo as well as the conforming loan limit.'' 
 
Even President Bush weighed in. On Thursday, he said that both Fannie Mae and Freddie Mac needed to 
complete a ''robust reform package'' before they expanded their mortgage portfolios.  
 
The statement drew fire from many Democratic lawmakers on Capitol Hill. 
 
Christopher J. Dodd, the chairman of the Senate Banking Committee, called upon President Bush to ''immediately 
reconsider his ill-advised'' position as problems in the housing market worsen.  
 
In an interview yesterday, Barney Frank, the chairman of the House Financial Services Committee, said that the 
president's comments were ''inane.'' 
 
''Tell the Republicans to stop blocking the bill,'' Mr. Frank said. If the president ''is saying that 'I don't want to 
support any increase until we pass the reforms,' then you pass the bill and the bill takes care of that.'' 
 
Mr. Frank, like many Democrats, argued that increasing Fannie Mae's mortgage portfolio was important because 
the government-sponsored enterprises could provide both liquidity to the market and were more willing to work 
out problem loans. 
 
But others suggested that the move would mainly help Fannie Mae's financial performance.  
 
Josh Rosner, a managing director at Graham Fisher & Company, said that it was unclear whether Fannie would 
be using the portfolio to generate profits for shareholders by buying illiquid secondary market securities or help 
potential homeowners. 



AIP TV :30 "What Happened?" AIP-08-TV-03  10/6/08; 8:30PM 
 

Page 25 of 56 
 

 
''Their spreads are still pretty tight. They don't need the portfolios to do business,'' Mr. Rosner said. ''They are one 
of the only places in the mortgage world that can actually securitize.''  
 
Besides, he said, it would be absurd to increase the size of their holdings until the extent of their exposure to 
subprime loans and other exotic mortgage products, like interest-only and negative-amortization loans, was better 
known. 
 
''We don't know the true condition of their books, because they still aren't current in their filings; they still have 
internal- control weaknesses,'' Mr. Rosner said. 
 
''They are sort of saying: raise our cap. Trust us. It wasn't too long ago, frankly a couple of years ago, that we had 
them say trust us only to find out they were untrustworthy.'' 
 
Where Was Sen. Dodd? Playing The Blame Game On Fannie And Freddie 
The Washington Post 
Op-Ed: Al Hubbard and Noam Neusner 
September 12, 2008  
 
Taxpayers face a tab of as much as $200 billion for a government takeover of Fannie Mae and Freddie Mac, the 
formerly semi-autonomous mortgage finance clearinghouses. And Sen. Christopher Dodd, the Democratic 
chairman of the Senate Banking Committee, has the gall to ask in a Bloomberg Television interview: "I have a lot 
of questions about where was the administration over the last eight years." 
 
We will save the senator some trouble. Here is what we saw firsthand at the White House from late 2002 through 
2007: Starting in 2002, White House and Treasury Department economic policy staffers, with support from then-
Chief of Staff Andy Card, began to press for meaningful reforms of Fannie, Freddie and other government-
sponsored enterprises (GSEs).  
 
The crux of their concern was this: Investors believed that the GSEs were government-backed, so shouldn't the 
GSEs also be subject to meaningful government supervision? 
 
This was not the first time a White House had tried to confront this issue. During the Clinton years, Treasury 
Secretary Larry Summers and Treasury official Gary Gensler both spoke out on the issue of Fannie and Freddie's 
investment portfolios, which had already begun to resemble hedge funds with risky holdings. Nor were others 
silent: As chairman of the Federal Reserve, Alan Greenspan regularly warned about the risks posed by Fannie 
and Freddie's holdings. 
 
President Bush was receptive to reform. He withheld nominees for Fannie and Freddie's boards -- a presidential 
privilege. While it would have been valuable politically to use such positions to reward supporters, the president 
put good policy above good politics. 
 
In subsequent years, officials at Treasury and the Council of Economic Advisers (especially Chairmen Greg 
Mankiw and Harvey Rosen) pressed for the following: Requiring Fannie and Freddie to submit to regulations of 
the Securities and Exchange Commission; to adopt financial accounting standards; to follow bank standards for 
capital requirements; to shrink their portfolios of assets from risky levels; and empowering regulators such as the 
Office of Federal Housing Oversight to monitor the firms. 
 
The administration did not accept half-measures. In 2005, Republican Mike Oxley, then chairman of the House 
Financial Services Committee, brought up a reform bill (H.R. 1461), and Fannie and Freddie's lobbyists set out to 
weaken it. The bill was rendered so toothless that Card called Oxley the night before markup and promised to 
oppose it. Oxley pulled the bill instead. 
 
During this period, Sen. Richard Shelby led a small group of legislators favoring reform, including fellow 
Republican Sens. John Sununu, Chuck Hagel and Elizabeth Dole. Meanwhile, Dodd -- who along with 
Democratic Sens. John Kerry, Barack Obama and Hillary Clinton were the top four recipients of Fannie and 



AIP TV :30 "What Happened?" AIP-08-TV-03  10/6/08; 8:30PM 
 

Page 26 of 56 
 

Freddie campaign contributions from 1988 to 2008 -- actively opposed such measures and further weakened 
existing regulation. 
 
The president's budget proposals reflected the nature of the challenge. Note the following passage from the 2005 
budget: Fannie, Freddie and other GSEs "are highly leveraged, holding much less capital in relation to their 
assets than similarly sized financial institutions. . . . A misjudgment or unexpected economic event could quickly 
deplete this capital, potentially making it difficult for a GSE to meet its debt obligations. Given the very large size 
of each enterprise, even a small mistake by a GSE could have consequences throughout the economy." 
 
That passage was published in February 2004. Dodd can find it on Page 82 of the budget's Analytical 
Perspectives. 
 
The administration not only identified the problem, it also recommended a solution. In June 2004, then-Deputy 
Treasury Secretary Samuel Bodman said: "We do not have a world-class system of supervision of the housing 
government-sponsored enterprises (GSEs), even though the importance of the housing financial system that the 
GSEs serve demands the best in supervision." 
 
Bush got involved in the effort personally, speaking out for the cause of reform: "Congress needs to pass 
legislation strengthening the independent regulator of government-sponsored enterprises like Freddie Mac and 
Fannie Mae, so we can keep them focused on the mission to expand home ownership," he said in December. He 
even mentioned GSE reform in this year's State of the Union address. 
 
How did Fannie and Freddie counter such efforts? They flooded Washington with lobbying dollars, doled out tens 
of thousands in political contributions and put offices in key congressional districts. Not surprisingly, these efforts 
worked. Leaders in Congress did not just balk at proposals to rein in Fannie and Freddie. They mocked the 
proposals as unserious and unnecessary. 
 
Rep. Barney Frank (D-Mass.) said the following on Sept. 11, 2003: "We see entities that are fundamentally sound 
financially. . . . And even if there were a problem, the federal government doesn't bail them out." 
 
Sen. Thomas Carper (D-Del.), later that year: "If it ain't broke, don't fix it." 
 
As recently as last summer, when housing prices had clearly peaked and the mortgage market had started to 
seize up, Dodd called on Bush to "immediately reconsider his ill-advised" reform proposals. Frank, now chairman 
of the House Financial Services Committee, said that the president's suggestion for a strong, independent 
regulator of Fannie and Freddie was "inane." 
 
Sen. Dodd wonders what the Bush administration did to address the risks of Fannie and Freddie. Now, he knows. 
The real question is: Where was he? 
 
Al Hubbard was director of the National Economic Council and assistant to the president from 2005 to 2007. 
Noam Neusner was a speechwriter and communications director in the Bush administration from 2002 to 2005. 
 
Schumer Will Seek To Lift Cap On Mortgage Portfolios Of Fannie Mae, Freddie Mac 
Congressional Quarterly Today 
Michael R. Crittenden 
August 16, 2007  
 
Eager to respond to the turmoil in the stock market and worldwide credit concerns, a senior Senate Democrat on 
Thursday said he would introduce legislation easing regulatory caps on Fannie Mae and Freddie Mac's 
investment portfolios. 
 
But Sen. Charles E. Schumer, D-N.Y., called on the Bush administration to act immediately, without new 
legislation, to lift the caps on the massive mortgage portfolios of the two government-sponsored enterprises in 
order to ease the liquidity concerns that are roiling markets worldwide. 
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"We cannot afford a 'wait and see' approach when it comes to a credit crisis that threatens to derail our economy," 
Schumer said in a statement. "If the Bush administration won't act, we will."  
 
The comments from Schumer, a senior member of the Banking, Housing and Urban Affairs Committee and 
chairman of the Joint Economic Committee, came on a day when the Dow Jones Industrial Average swung wildly 
throughout the day, falling more than 340 points in the afternoon before reversing course and closing off by just 
under 16 points for the day. 
 
Wall Street and other global financial centers have been rocked in recent weeks, as problems tied to the U.S. 
mortgage market have led to a global credit crunch. Central banks around the world, including the Federal 
Reserve, have spent much of the last week feverishly injecting billions of dollars into the banking system to 
maintain market liquidity. More bad economic news Thursday exacerbated market concerns, including the fact 
that the nation's largest mortgage lender was forced to borrow $11.5 billion to continue doing business.  
 
Both Schumer and Christopher J. Dodd, D-Conn., the chairman of the Senate Banking, Housing and Urban 
Affairs Committee, have called on Fannie Mae and Freddie Mac's regulator to lift the portfolio caps. They argue 
that allowing the two firms to buy more mortgages, at least temporarily, would inject much needed liquidity into the 
market and calm the financial markets.  
 
Thus far, however, those calls have been rebuffed. On Aug. 10, the firms' regulator, the Office of Federal Housing 
Enterprise Oversight denied requests to increase the portfolio caps. 
 
That decision was backed by the Bush administration, which argues that statutory limits on the types of loans the 
two mortgage finance giants can purchase would limit the impact of lifting their portfolio caps. On Thursday, 
Treasury Secretary Henry M. Paulson noted in an interview with the Wall Street Journal that Congress would 
have to adjust the firms' charter before they could purchase "jumbo" and subprime loans that are a major source 
of the market disruptions. 
 
Jumbo mortgages are those exceeding the $417,000 limit eligible for purchase by Fannie Mae and Freddie Mac. 
Subprime mortgages are high-cost loans to people with poor credit ratings. 
 
The firms' portfolios have long been a source of contention between the White House and congressional 
Democrats. Critics at the Treasury and in Congress contend the portfolios, which combined total about $1.4 
trillion, pose a systemic risk to the economy and have sought to limit them as part of a broader regulatory 
overhaul of the two firms. Democrats, and even some more moderate Republicans, have been wary of putting 
artificial limits on the two firms, which were created by Congress to boost homeownership. 
 
Earlier this year the House passed a regulatory overhaul measure (HR 1427) that would allow a new regulator for 
Fannie Mae and Freddie Mac to limit the portfolios, but only if they pose a risk to the companies themselves as 
opposed to the broader economy. Dodd has said the Banking panel will take up its version of the regulatory 
overhaul when lawmakers return in September. 
 
Senate Short Of Agreement On Housing Rescue 
The Washington Post 
Lori Montgomery 
May 16, 2008  
 
Senate negotiators broke off talks last night without striking a deal to rescue hundreds of thousands of 
homeowners at risk of foreclosure, but they said they were close to an agreement.  
 
Senate Banking Committee Chairman Christopher J. Dodd (D-Conn.) and Sen. Richard C. Shelby (Ala.), the 
panel's senior Republican, said they plan to meet again Tuesday to discuss the proposal to help troubled 
borrowers trade exotic mortgages with escalating monthly payments for more affordable loans backed by the 
federal government. 
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"This is like keeping frogs in a wheelbarrow: When you get one thing done, something else can jump out," Dodd 
told reporters a few hours before calling the talks to a close for the night. But, he added, "I'm pretty optimistic." 
 
An aide to Shelby said the two senators had "an agreement in concept" on the measure, Washington's most 
ambitious response to the nation's housing crisis. In addition to helping as many as 500,000 families avoid 
foreclosure, the measure would strengthen regulation of mortgage giants Fannie Mae and Freddie Mac. 
 
Shelby has long sought tougher regulation for the companies. But he has opposed the foreclosure-prevention 
plan, arguing that it would force taxpayers to cover the cost of bailing out irresponsible borrowers. Yesterday, the 
aide said, Shelby agreed to support the plan if taxpayers don't have to foot the bill. 
 
Negotiators were discussing the possibility of using a portion of the profits from Fannie Mae and Freddie Mac to 
pay for the program. As drafted by Dodd, the legislation calls for approximately $600 million a year to be set aside 
in a new fund to pay for the construction and preservation of affordable housing for low-income renters. Under 
one idea for compromise, that affordable-housing fund would be diverted -- at least temporarily -- to the 
foreclosure-prevention plan. 
 
But that idea drew fire from some Democrats and housing advocates, who have been pushing for years for a fund 
dedicated to low-income housing. 
 
The measure under discussion in the Senate is similar to one that last week passed the House. The White House 
has threatened a veto, citing the potential cost to taxpayers as a primary concern. 
 
The Bush administration has taken steps to help troubled borrowers by relaxing eligibility standards for loans 
insured by the Federal Housing Administration. Since September, 200,000 borrowers have received FHA 
refinancing, the administration announced yesterday. But only about 3,000 of those had actually missed mortgage 
payments, prompting critics to charge that the FHA is not reaching families most in danger of losing their homes. 
 
Dodd and other Democrats want to relax FHA eligibility standards further, authorizing the agency to insure 
mortgages for even the least creditworthy borrowers if lenders will forgive a portion of their debt and issue new, 
smaller loans with lower monthly payments. The government would not hold the mortgages but would agree to 
pay off lenders if borrowers default. 
 
Borrowers and lenders would both pay high fees to the FHA, and borrowers who sell or refinance would have to 
share at least half of any profits with the government. Still, the Congressional Budget Office estimates that of the 
500,000 homeowners likely to benefit from the program, more than a third would default, at a cost to taxpayers of 
$1.7 billion. 
 
Staff writer Jeffrey H. Birnbaum contributed to this report. 
 
Bill Would Raise Fannie, Freddie Loan Limit 
The Washington Post 
James Tyson 
September 12, 2007  
 
Fannie Mae and Freddie Mac would be allowed to buy mortgages of as much as $500,000 under an amendment 
to legislation that will likely be voted on next week, Rep. Barney Frank (D-Mass.) said yesterday.  
 
Frank, chairman of the House Financial Services Committee, told reporters that he plans to add the amendment 
to a measure giving the Federal Housing Administration more flexibility to insure home loans. The amendment 
would also give the Department of Housing and Urban Development authority to further raise the limit. 
 
The provision, which would raise the companies' loan cap from $417,000, is intended to moderate the worst 
housing slump in 16 years. Declining home sales and prices combined with rising loan delinquencies and 
foreclosures have crippled mortgage markets, leaving consumers with fewer options to get a loan or refinance. 
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The Bush administration opposes allowing Fannie Mae and Freddie Mac to buy larger home loans, Treasury 
spokeswoman Jennifer Zuccarelli said. Treasury Secretary Henry M. Paulson Jr. and Treasury Undersecretary 
Robert K. Steel "have both said that the subprime market is the area where policymakers should focus to really 
make a difference," she said. 
 
Fannie Mae of the District and Freddie Mac of McLean buy mostly fixed-rate loans made to borrowers with good 
credit. The companies, which account for 40 percent of the $10.9 trillion U.S. home loan market, agreed last year 
to limit their growth as part of a settlement with regulators following revelations of accounting errors. 
 
Frank and Sens. Christopher Dodd (D-Conn.) and Charles E. Schumer (D-N.Y.) have said the Bush 
administration has inhibited a revival of mortgage credit by maintaining constraints on Fannie Mae and Freddie 
Mac, including a ban on expanding their mortgage portfolio beyond a $1.4 trillion limit. 
 
The Bush administration has unsuccessfully tried to persuade Congress to create a tougher regulator for the 
companies since 2003 and the beginning of revelations of $11.3 billion in accounting misstatements. 
 
Bush's Plan Brings FHA To Mortgage Front Line  
The Washington Post 
Dina El Boghdady 
September 1, 2007  
 
President Bush's plan yesterday to stem the rise of mortgage defaults put the spotlight on the Federal Housing 
Administration, which steadily lost relevance in recent years as more-aggressive private lenders came to 
dominate the marketplace. 
 
Bush said yesterday that some subprime, or high-risk, borrowers would for the first time be able to refinance into 
loans insured by the FHA starting next week. He said the "government has got a role to play" in helping 
homeowners struggling to hold onto their homes. 
 
The president's speech helped dissolve some of the partisan tension between congressional Democrats and 
administration officials, who have clashed on how to best respond to a mortgage crisis that surfaced last year 
when an alarming number of subprime borrowers started missing their monthly payments. Yesterday, several 
Democratic lawmakers said Bush had not acted boldly or swiftly enough, but they praised him for taking this 
action. 
 
"This move has diminished what has been an ideological divide between us," said Rep. Barney Frank (D-Mass.), 
chairman of the House Financial Services Committee. "The administration's view was that the market alone would 
take care of these problems, and our view was that we needed increased institutional participation in the near 
term."  
 
Bush singled out the popularity of adjustable-rate mortgages with subprime borrowers as "one of the most 
troubling developments." Such mortgages start with low introductory rates that later rise sharply. As the higher 
rates kick in, some borrowers are caught by surprise and miss payments. 
 
The FHA will offer those subprime borrowers the option of refinancing into loans it insures, but only if they made 
payments on time for six months before their loans reset to higher rates and their mortgages reset between June 
2005 and December 2009. 
 
The FHA does not make loans; it provides mortgage insurance to borrowers through a network of private lenders. 
Those lenders will consider only borrowers who have at least 3 percent equity in their homes and who can verify 
their incomes, a practice that often fell by the wayside in recent years as many lenders relaxed their standards. 
 
The program, called FHA-Secure, is not a bailout for lenders who made bad loans or speculators who let their 
properties lapse into foreclosure when they could not flip them quickly, the president said. To avoid rewarding 
speculators, the FHA measure will not cover vacation homes or other homes in which borrowers do not live. 
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"It's not the government's job to bail out speculators, or those who made the decision to buy a home they knew 
they could never afford," Bush said. 
 
Jared Bernstein, a senior economist at the Economic Policy Institute, said the effect of the agency's program 
would be marginal for the economy but extremely relevant to those it helps. 
 
By FHA estimates, the refinancing program will draw 60,000 delinquent borrowers in fiscal 2008. An additional 
20,000 will come through a separate program, also announced yesterday, that would lower the cost of insurance 
premiums for homeowners who are less of a credit risk. That program would take effect in January 2008 and 
bring the number of FHA customers to 240,000. 
 
For now, the FHA charges the same premiums to all borrowers regardless of risk. The premiums have provided it 
with reserves, now totaling $22 billion, to cover defaults. No public money is involved. By insuring loans, FHA 
makes its mortgages more affordable for borrowers and less risky for lenders. 
 
Created in the 1930s, the FHA caters to first-time home buyers, minorities and low- to moderate-income families. 
Ninety to 95 percent of its customers are expected to be subprime next year. 
 
What the president did not do yesterday was bring any money to the table, as some Democratic lawmakers and 
presidential candidates have proposed, Bernstein said. The president is empowered to create a fund for people 
who are not able to repay their loans. 
 
Instead, the president embraced the ideas put forward by Democratic lawmakers, including Frank, Sen. 
Christopher J. Dodd of Connecticut and Sen. Charles E. Schumer of New York. "These are not his usual tennis 
partners," Bernstein said. "This is a moment of rare bipartisanship." 
 
But some lawmakers want the president to do more. Schumer wants to see more funding for nonprofit groups that 
counsel homeowners on preventing foreclosures. In a written statement, he said he had secured $100 million in 
emergency funding in the Senate for such groups and he wants to increase the amount now that problems are 
deepening. 
 
Yesterday, Schumer, Dodd and Frank also repeated their calls for the administration to help ease the credit 
crunch by giving more flexibility to Fannie Mae and Freddie Mac, the largest investors in U.S. mortgages. Many 
Democrats want the administration to expand Fannie Mae's and Freddie Mac's ability to purchase loans, 
something the White House has not endorsed. They're also pushing for tougher laws to curb abusive lending 
practices, which Bush said his agencies are doing already. 
 
"For too long, this president has sat on his hands, as families were losing their homes and others called for 
action," Dodd said in a written statement. "We need the Federal Reserve to issue a strong regulation that will put 
an end to the predatory and abusive practices." 
 
Yesterday, Bush focused his remarks mostly on the FHA. But aside from the refinancing measure, most of his 
other proposals await approval from Congress, including an FHA modernization bill that passed the House but 
stalled in the Senate last year. 
 
That bill would lower the down-payment requirements and raise the limit on the size of loans that FHA can insure 
from $362,000 in states with high home prices to $417,000. 
 
Kurt Pfotenhauer, senior vice president for government affairs and public policy at the Mortgage Bankers 
Association, said the president yesterday raised the profile of FHA, which has surfaced as one of the few viable 
alternatives for subprime borrowers now that so many subprime lenders have gone out of business. 
 
"Right now, the FHA is the only game in town," Pfotenhauer said. "But that does not solve everyone's problems in 
the mortgage industry. A lot of people have lost their homes because they lost their jobs and the value of their 
home is devalued and they don't have the income to pay any loan." 
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People who are upside down on their loans, meaning they owe more than their homes are worth, may be out of 
luck under FHA-Secure because many of them probably do not have the required 3 percent equity in their 
houses. 
 
The FHA measure also does nothing for prime borrowers whose loans are about to reset. "These problems with 
adjustable rate mortgages can happen to anyone, not just subprime borrowers," said Barry Glassman, senior vice 
president of Cassaday & Co.. 
 
Bush also endorsed legislation by Sen. Debbie Stabenow (D-Mich.) that would change tax law so that 
homeowners would not have to pay taxes on debt that their creditors forgive. 
 
Higher Caps Urged For Fannie, Freddie 
The Washington Post 
David S. Hilzenrath 
August 18, 2007  
 
Leading Democrats pressed their case yesterday to give Fannie Mae and Freddie Mac a larger role in the 
troubled mortgage markets, arguing that the two companies should be allowed to buy bigger mortgages and more 
of them.  
 
The market upheaval has shifted a long-running discussion of the government-sponsored finance companies from 
the esoteric edges of inside-the-Beltway policy arguments to the forefront of the debate over how Washington 
should respond to a credit crunch. It has given supporters of Fannie Mae and Freddie Mac fresh ammunition to 
challenge those who think the companies should be kept on a tighter leash. 
 
Christopher J. Dodd (D-Conn.), chairman of the Senate Banking Committee and a candidate for president, told 
reporters that regulators should raise limits on the companies' mortgage investments by 5 percent so they can 
pump more money into the housing finance system. Together, Fannie Mae and Freddie Mac hold about $1.4 
trillion of mortgages and securities backed by mortgages. 
 
Dodd was elaborating on a position he staked out days earlier and was firing back at President Bush, who last 
week said Fannie Mae and Freddie Mac should be reformed before the government considers loosening their 
restraints. 
 
Dodd said Congress can't pass a reform bill fast enough to deal with the crisis at hand. 
 
The Bush administration wasn't budging. 
 
The Treasury Department doesn't believe increasing the caps on the companies' investment portfolios would 
have a major impact on the segments of the market that are most stressed, Treasury spokeswoman Jennifer 
Zuccarelli said. She was referring to jumbo loans, those exceeding $417,000, which the companies are prohibited 
from buying, and subprime mortgages, which are for borrowers with blemished credit records. 
 
The administration and members of Congress have been working for years on a bill to strengthen regulation of 
Fannie Mae and Freddie Mac, both of which are recovering from accounting scandals and problems with their 
internal controls. The administration says a bill passed by the House this year doesn't go far enough, and Dodd's 
committee has yet to take up the legislation. 
 
Meanwhile, Rep. Barney Frank (D-Mass.), chairman of the House Financial Services Committee, urged the 
Senate to raise the $417,000 ceiling. The House bill would do that, but, Frank said, it wouldn't raise it enough. 
Frank was joined by Rep. Gary G. Miller (R-Calif.), whose state includes some of the nation's most expensive real 
estate markets. 
 
There is no indication that the turmoil in the markets has narrowed the gap between policymakers who say Fannie 
Mae and Freddie Mac can play an important role in the markets and those who say the companies are so big that 
they pose risks to the financial system. 
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"What's happened in the marketplace is likely to lead both sides to dig in their heels a bit," said Howard Glaser, a 
mortgage industry consultant. "Both sides see what they want to see in the current market environment." 
 
Rangel Had No-Interest Mortgage More Than 10 Years 
Devlin Barrett 
The Associated Press  
September 5, 2008  
 
Rep. Charles Rangel paid no mortgage interest on a beach resort property for more than 10 years, a lawyer for 
the powerful House committee chairman said Friday. 
 
The New York congressman's lawyer, Lanny Davis, told The Associated Press that Rangel got his no-interest 
deal for the villa in the Dominican Republic because he was an original buyer in the resort development, and in 
the early days after Rangel's 1987 purchase the rental income it generated failed to meet expectations. 
 
Punta Cana Yacht Club director Jose Oliva issued a letter stating that they initially charged interest on the loans 
to Rangel and a small group of fellow investors called "Pioneers," but after two years the company stopped 
charging interest because of the lower-than-expected rental income. The removal of interest charges was 
extended only to the foreign investors, Oliva said.  
 
Earlier in the day, the congressman's lawyer said Rangel paid no interest at all on the mortgage, but later said 
company records show there was interest paid in the first two years. 
 
Davis said Rangel did not know until very recently he had not been charged interest for more than a decade. 
 
"Mr. Rangel received no special preference," said Davis. 
 
The Democratic chairman of the Ways and Means tax-writing committee has come under scrutiny for his vacation 
property and apartments he rents in his home district of Harlem. 
 
Davis said Rangel failed to report rental income from the resort property on his taxes, but didn't realize it was 
necessary because of the way the deal was structured. 
 
Davis said it is unlikely the congressman owes any back taxes under the federal tax code, although he may owe a 
small amount to New York State, on unreported rental income of about $75,000. 
 
"It is my understanding that over the 20-year time period there is not likely to be federal tax liability by Mr. Rangel 
because of offsetting depreciation expenses and tax credits. Therefore, whatever amendments might be 
necessary do not involve the federal tax code," said Davis. 
 
Republicans call Rangel ethically challenged and have sought to censure the 78-year-old lawmaker. Even an 
unintentional tax error is highly embarrassing for Rangel, since he chairs the committee charged with updating the 
nation's complicated tax code. 
 
News of Rangel's no-interest mortgage comes on the heels of damaging reports that two other powerful figures in 
Congress, Senators Chris Dodd, D-Conn., and Kent Conrad, D-N.D., got preferential mortgages with lower 
interest rates through a "VIP" program for friends of former Countrywide CEO Angelo Mozilo. Dodd heads the 
Senate Banking Committee. 
 
Rangel bought the beach house 20 years ago for about $80,000, with a down payment of $28,000. Instead of 
making payments himself for the property, Rangel used his share of collective rental money generated by the 
resort to pay down the mortgage, according to his lawyer. 
 
Rental income from the property was used directly to pay the mortgage, so Rangel never made any mortgage 
payments himself, Davis said. Only once, in 2001, did Rangel receive money directly, when the company 
mistakenly wired him $2,000 in rental income rather than applying that, as it had before and after, to the 
mortgage. 
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The mortgage debt of slightly more than $50,000 was paid off fully in 2003, Davis said, and rental income was 
also used later to pay for a $22,000 home improvement project. That second loan did include interest payments 
totaling about $1,100, the lawyer said. 
 
The congressman's personal finances have come under scrutiny and spawned a House ethics committee inquiry, 
leading to a showdown last month on the House floor between Rangel and Republicans. 
 
The ethics committee is examining Rangel's use of four rent-controlled apartments in Harlem, including one that 
was used for campaign work. This week, the New York Post raised questions about Rangel's beach villa, which it 
dubbed his "cash cow." The New York Times reported Friday that Rangel failed to report rental income on the 
property. 
 
Rangel's lawyer said he received no sweetheart deal or favoritism in purchasing or renting out the beach house, 
because it was essentially a financial investment made in a real estate development project. 
 
Currently, Rangel owes no money on the property and has about a $700 credit, Davis said. 
 
"He invested $100,000 over 20 years with a net return of .7 percent as of June 2008," said Davis. "Some cash 
cow." 
 
Yet by their accounting, Rangel parlayed a $28,000 down payment into a vacation home worth ten times that or 
more today not unheard of over a 20-year period of real estate boom-and-bust cycles, but certainly very fortunate. 
 
Emergency Mortgage Aid Bogged Down Veto Threat, Congressional Maneuvering Delay Bill To Avert 
Foreclosures 
The Boston Globe 
Alan Wirzbicki  
July 8, 2008  
 
WASHINGTON - Emergency legislation intended to help as many as 500,000 homeowners on the brink of 
foreclosure to renegotiate their mortgages, which congressional leaders had predicted they would approve by 
Independence Day, has been delayed and may now be weeks away from passage, lawmakers said. 
 
The sweeping housing bill has been slowed by an unexpected veto threat from the White House, legislative 
maneuvering in the Senate, and differences between the House and Senate versions of the bill.  
 
In addition, some House Republicans have demanded that the legislation be delayed so lawmakers can 
investigate a loan by a major subprime lender to one of the mortgage bill's authors, Senator Chris Dodd, 
Democrat of Connecticut. The lender, Countrywide Financial Corp., would be a big beneficiary of the bill. 
 
Dodd, chairman of the Senate Banking Committee, and Senator Kent Conrad, Democrat of North Dakota, 
received below-market-rate mortgages from Countrywide. In Dodd's case, the 2003 loans allowed him to save up 
to $75,000 in mortgage payments on two homes. The Senate Ethics Committee has begun a preliminary inquiry 
into the loans, but backers say Congress should not wait for its outcome to approve the housing legislation. 
 
Calls for delaying the bill were "the stupidest act of partisanship I've ever heard," said House Financial Services 
Committee chairman Barney Frank, Democrat of Massachusetts, who accused Republicans of using Dodd's 
loans as a pretext to try to block the bill. Frank introduced the key amendment creating the emergency foreclosure 
program in the House in April, and Dodd introduced a similar measure in the Senate the same month. The House 
approved the legislation in May. 
 
The mortgage legislation would help lenders like Countrywide, which was acquired by Bank of America last week, 
by allowing them to transfer their distressed loans to the federal government, avoiding potentially huge losses if 
borrowers continue to default on their mortgages. 
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The bill also raises the size of loans that can be purchased by the government-backed mortgage companies 
Fannie Mae and Freddie Mac, funds a program for cities to buy foreclosed properties, and increases federal 
support for consumer credit counseling programs. 
 
Meanwhile, the nation's foreclosure rate continues to skyrocket: In May, 261,255 homes went into foreclosure, up 
7 percent from the month before and up 48 percent from May 2007. In Massachusetts, 6,676 foreclosures were 
reported in May, according to RealtyTrac. 
 
In states like Nevada that have been particularly hard-hit by the foreclosure crisis, as many as 1 in 118 houses 
went into foreclosure in May alone. 
 
The House of Representatives has passed a version of the housing bill, and Dodd said in June that he expected 
the Senate to pass its version of the legislation in time to reconcile the two bills and send the legislation to the 
White House by Independence Day. 
 
However, the bill was delayed on the Senate floor when Senator John Ensign, Republican of Nevada, used a 
parliamentary move to block a vote in late June. Ensign wants to add a provision to the bill that would extend a 
renewable energy tax credit, according to a spokesman. 
 
Still, Democrats won a key procedural vote that advanced the bill on the Senate floor yesterday and are confident 
they will pass the measure by the end of the week. The House and Senate must then reconcile their bills before 
sending the legislation to the president for his signature. 
 
After initially signaling approval of the bill, the White House issued a veto threat, singling out for criticism a 
proposed $4 billion worth of grants to municipalities that would help cities and towns buy foreclosed properties. 
Backers of the provision say buildings vacated as a result of foreclosure foster crime and may trigger a downward 
spiral of property values in vulnerable neighborhoods, and that the funds would allow cities and towns to resell or 
redevelop the properties. 
 
But Tony Fratto, a White House spokesman, said the $4 billion would not help homeowners since the properties 
have been foreclosed, and would most likely benefit the banks that now own the properties. 
 
"The principal beneficiaries of a plan like that wouldn't be homeowners, it would be private lenders who foreclosed 
on borrowers," Fratto said. "It doesn't do anything to help homeowners who are struggling." 
 
Some Republicans have also seized on the reports of Dodd's loans in an effort to delay the bill. Countrywide, 
formerly the nation's biggest subprime lender, gave the senators preferential loans under a company program 
called "Friends of Angelo," named for Angelo Mozilo, the company's former CEO. 
 
Portfolio magazine, which first reported the loans in June, obtained e-mails showing that Mozilo ordered 
employees to "take off 1 point" on a new loan to Conrad in 2003.  
 
If Dodd or Conrad knowingly accepted a lower rate than was available to the general public, it would be a violation 
of Senate ethics rules. 
 
Both senators have denied knowing they received a special deal on two home loans they refinanced; Dodd said 
he and his wife knew they were in the company's "VIP" program but believed the status was related to their good 
credit record, and not his position as a senator. 
 
In a letter to Frank, however, 19 Congressional Republicans asked him to delay passage of the bill until he can 
convene hearings into the Friends of Angelo program. 
 
"My concern is, did a mortgage lender engage in activity aimed at getting sweetheart deals to powerful legislators 
that kicked out on the other end in the form of legislation that will save them billions and billions of dollars?" said 
Representative Jeb Hensarling, Republican of Texas, the author of the letter. "When you see this much smoke, I 
think you're negligent if you don't at least look for the fire." 
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But Frank said the issues of Dodd's loan and the mortgage bill were unconnected, and he saw no purpose in 
holding hearings into a lender that no longer exists. 
 
Frank and Dodd warned that continued delays would take a toll on the economy. 
 
Dodd, a five-term senator who ran for president this year, had been mentioned as a possible vice president on 
Barack Obama's ticket. 
 
But political analysts said controversy over his mortgages could endanger his chances of winning a spot on the 
ticket. 
 
"This doesn't play well," said Ken Dautrich, a pollster and public policy professor at the University of Connecticut. 
 
"It affects his credibility, when he's accused of wrongdoing, essentially in the area where he's trying to legislate." 
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Fannie Mae and Freddie Mac commit extensive financial fraud. 
 
And need to be bailed out with $200 billion in taxpayer money.   
 
Freddie Mac And Fannie Mae Both Committed Extensive Financial Fraud: 
 
Fannie Mae And Freddie Mac Have Both Committed Fraud. "Regulators, Spurred By The Revelation Of A 
Wide-Ranging Accounting Fraud At Freddie, Began Scrutinizing Fannie's Books. In 2004 They Accused Fannie 
Of Fraudulently Concealing Expenses To Make Its Profits Look Bigger." (Charles Duhigg, “Pressured To Take More Risk, Fannie 
Reached Tipping Point,” The New York Times, 10/5/08) 
 
Freddie Mac Settled In Lawsuits Involving "Accounting Manipulations" And "Securities Fraud." "Freddie 
Mac, which previously paid about $540 million in settlements with investors and regulators over its alleged 
accounting manipulations, yesterday agreed to pay $50 million to settle new charges that its conduct amounted to 
securities fraud. In addition, four former executives of the government-sponsored mortgage funding company 
settled charges of negligence without admitting or denying wrongdoing. The settlements with the Securities and 
Exchange Commission came more than four years after Freddie Mac disclosed that it had misstated financial 
results by billions of dollars. The charges added little if any information to the details of the alleged manipulations 
spelled out in a 2003 report commissioned by Freddie Mac directors.  As with many other companies, Freddie 
Mac's improper accounting 'was the result of a corporate culture that sought stable earnings growth at any cost,' 
SEC enforcement director Linda Chatman Thomsen said in a news release." (David Hilzenrath, "Freddie Mac, Ex-Officials 
Settle Fraud Charges," The Washington Post, 9/28/07) 
 
Freddie Mac Misreported $5 Billion In Earnings From 2000 To 2002, And Paid A $125 Million Fine. 
"Mortgage-finance giant Freddie Mac has agreed to pay a $125 million civil fine to settle a federal regulatory 
inquiry into management lapses that resulted in the company misreporting earnings by $5 billion from 2000 to 
2002, sources said.  Freddie Mac's board, in a conference call, last night agreed to a consent decree with its 
regulator, the Office of Federal Housing Enterprise Oversight. Without admitting or denying wrongdoing, the 
McLean-based company also agreed to strengthen internal accounting controls and to beef up its public 
disclosure, according to sources familiar with the agreement. The company has agreed to hire a third party to 
monitor its progress and report back to the OFHEO.  After revelations of accounting irregularities, Freddie Mac 
had already promised to make its operations more transparent." (Kathleen Day, "Freddie Agrees To Settle Inquiry For $125 Million," 
The Washington Post, 12/10/03) 
 
Fannie Mae Engaged In "Extensive Financial Fraud" By Doctoring Earnings So CEO's Could Receive 
Larger Bonuses. "Fannie Mae engaged in 'extensive financial fraud' over six years by doctoring earnings so 
executives could collect hundreds of millions of dollars in bonuses, federal officials said yesterday in a report that 
portrayed a company determined to play by its own rules.  Regulators at the Securities and Exchange 
Commission and the Office of Federal Housing Enterprise Oversight, in announcing a settlement with Fannie Mae 
that includes $400 million in penalties, provided the most detailed picture yet of what went wrong at the 
congressionally chartered firm.  They portray the District-based mortgage funding giant -- a linchpin of the nation's 
housing market -- as governed by a weak board of directors, which failed to install basic internal controls and 
instead let itself be dominated and left uninformed by chief executive Franklin Raines and Chief Financial Officer 
J. Timothy Howard, who both were later ousted." (Kathleeen Day, "Study Finds 'Extensive' Fraud At Fannie Mae," The Washington Post, 
5/24/06) 
 
Fannie Mae Settled In The Case And Paid A $400 Million Penalty For Overstating Profits By $11 Billion. 
"Federal regulators on Tuesday described an epic culture of corruption within the former top leadership of Fannie 
Mae, one of the nation's largest financial institutions, as they announced that the company would pay a $400 
million penalty. The Office of Federal Housing Enterprise Oversight said an 'arrogant and unethical corporate 
culture' led Fannie Mae's management to employ deceptive accounting to create the illusion of steady increases 
in profits. The company is believed to have overstated results by nearly $11 billion during the late 1990s and early 
part of this decade. Fannie Mae, created by the government during the 1930s, is a private, shareholder-based 
company that helps make mortgages available by pooling and selling them to investors. Its involvement in a 
corporate scandal tars a Washington, D.C.-based institution whose mandate and lineage are linked closely to the 
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government's promotion of the American dream of homeownership." (Robert Manor, "'Arrogant And Unethical' Fannie Mae To Pay 
$400 Million Penalty," The Chicago Tribune, 5/24/06) 
 
Senior Management Manipulated Earnings So They Would Be Paid Larger Bonuses. "'The image of Fannie 
Mae as one of the lowest-risk and `best in class' institutions was a facade,' said James Lockhart, acting director of 
the oversight office, in a statement. 'Our examination found an environment where the ends justified the means. 
Senior management manipulated accounting, reaped maximum, undeserved bonuses, and prevented the rest of 
the world from knowing.  The report says top management of Fannie Mae manipulated financial reports to win 'ill-
gotten bonuses in the hundreds of millions of dollars.' Former chief executive officer Franklin Raines, for example, 
was awarded $52 million in bonuses between 1998 and 2003, the report says, by deceiving investors with 
doctored financial statements." (Robert Manor, "'Arrogant And Unethical' Fannie Mae To Pay $400 Million Penalty," The Chicago Tribune, 
5/24/06) 
 
On September 8, 2008 It Was Announced That Fannie Mae And Freddie Mac Would Be Bailed Out By The 
Treasury Dept. For $200 Billion:  
 
Freddie Mac And Fannie Mae Were Bailed Out By The Federal Government For $200 Billion. "The plan also 
calls for buying as much as $200 billion of special stock in the firms soon, standing ready to fund an expansion 
over the next 15 months and then shrinking operations over a number of years to wean the nation from its 
dependence on the massive financial might of the combined operations. Officials would not disclose how much 
the government might lend the companies to expand, so it was unclear how much more taxpayer money might be 
needed." (Peter Gosselin, "U.S. Seizes Mortgage Titans In Multi Billion-Dollar Rescue," The Los Angeles Times, 9/8/08) 
 
Freddie Mac And Fannie Mae Were Bailed Out For $200 Billion. "In what's shaping up as the biggest 
government bailout since the savings-and-loan crisis of the '80s and '90s, Uncle Sam has committed more than 
$200 billion in taxpayer money to keeping mortgage giants Freddie Mac and Fannie Mae from going under.  The 
plan, engineered by Treasury Secretary Henry Paulson, is meant to keep the real-estate market from collapsing 
and, possibly, taking the entire economy with it. The big losers, besides taxpayers, will be stockholders in the 
government-sponsored public companies. Shareholders are expected to be completely wiped out… Under the 
Freddie-Fannie rescue, the government has promised up to $100 billion to each company to cover probable 
future losses. The Treasury will also spend an unspecified amount - beyond the $200 billion - to buy mortgage-
backed securities issued by the two. The plan places Fannie and Freddie under management of their regulator, 
the Federal Housing Finance Agency." (Kaja Whitehouse, "Freddie & Fannie Rescued," The New York Post, 9/8/08) 
 
Fannie Mae And Freddie Mac Were Bailed Out By The Federal Government For $200 Billion. "In its most 
dramatic market intervention in years, the US government seized two of the nation's largest financial companies, 
taking direct responsibility for firms that provide funding for around three-quarters of new home mortgages. 
Treasury Secretary Henry Paulson announced plans Sunday to take control of troubled mortgage giants Fannie 
Mae and Freddie Mac and replace the companies' chief executives. The Treasury will acquire $1bn (€697m) of 
preferred shares in each company without providing immediate cash, and has pledged to provide as much as 
$200bn to the companies as they cope with heavy losses on mortgage defaults. The Treasury's plan puts the two 
companies under a conservatorship, giving management control to their regulator, the Federal Housing Finance 
Agency, or FHFA." (James Hagerty, Ruth Simon, And Damian Paletta, "U.S. Seizes Mortgage Giants," The Wall Street Journal, 9/8/08) 
 
 
FULL ARTICLES:  
 
Pressured to Take More Risk, Fannie Reached Tipping Point 
The New York Times 
Charles Duhigg 
October 5, 2008  
 
''Almost no one expected what was coming. It's not fair to blame us for not predicting the unthinkable.''-- Daniel H. 
Mudd, former chief executive, Fannie Mae 
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When the mortgage giant Fannie Mae recruited Daniel H. Mudd, he told a friend he wanted to work for an 
altruistic business. Already a decorated marine and a successful executive, he wanted to be a role model to his 
four children -- just as his father, the television journalist Roger Mudd, had been to him. 
 
Fannie, a government-sponsored company, had long helped Americans get cheaper home loans by serving as a 
powerful middleman, buying mortgages from lenders and banks and then holding or reselling them to Wall Street 
investors. This allowed banks to make even more loans -- expanding the pool of homeowners and permitting 
Fannie to ring up handsome profits along the way.  
 
But by the time Mr. Mudd became Fannie's chief executive in 2004, his company was under siege. Competitors 
were snatching lucrative parts of its business. Congress was demanding that Mr. Mudd help steer more loans to 
low-income borrowers. Lenders were threatening to sell directly to Wall Street unless Fannie bought a bigger 
chunk of their riskiest loans.  
 
So Mr. Mudd made a fateful choice. Disregarding warnings from his managers that lenders were making too 
many loans that would never be repaid, he steered Fannie into more treacherous corners of the mortgage market, 
according to executives.  
 
For a time, that decision proved profitable. In the end, it nearly destroyed the company and threatened to drag 
down the housing market and the economy. 
 
Dozens of interviews, most from people who requested anonymity to avoid legal repercussions, offer an inside 
account of the critical juncture when Fannie Mae's new chief executive, under pressure from Wall Street firms, 
Congress and company shareholders, took additional risks that pushed his company, and, in turn, a large part of 
the nation's financial health, to the brink.  
 
Between 2005 and 2008, Fannie purchased or guaranteed at least $270 billion in loans to risky borrowers -- more 
than three times as much as in all its earlier years combined, according to company filings and industry data.  
 
''We didn't really know what we were buying,'' said Marc Gott, a former director in Fannie's loan servicing 
department. ''This system was designed for plain vanilla loans, and we were trying to push chocolate sundaes 
through the gears.'' 
 
Last month, the White House was forced to orchestrate a $200 billion rescue of Fannie and its corporate cousin, 
Freddie Mac. On Sept. 26, the companies disclosed that federal prosecutors and the Securities and Exchange 
Commission were investigating potential accounting and governance problems. 
 
Mr. Mudd said in an interview that he responded as best he could given the company's challenges, and worked to 
balance risks prudently. 
 
''Fannie Mae faced the danger that the market would pass us by,'' he said. ''We were afraid that lenders would be 
selling products we weren't buying and Congress would feel like we weren't fulfilling our mission. The market was 
changing, and it's our job to buy loans, so we had to change as well.'' 
 
Dealing With Risk 
 
When Mr. Mudd arrived at Fannie eight years ago, it was beginning a dramatic expansion that, at its peak, had it 
buying 40 percent of all domestic mortgages.  
 
Just two decades earlier, Fannie had been on the brink of bankruptcy. But chief executives like Franklin D. Raines 
and the chief financial officer J. Timothy Howard built it into a financial juggernaut by aiming at new markets. 
 
Fannie never actually made loans. It was essentially a mortgage insurance company, buying mortgages, keeping 
some but reselling most to investors and, for a fee, promising to pay off a loan if the borrower defaulted. The only 
real danger was that the company might guarantee questionable mortgages and lose out when large numbers of 
borrowers walked away from their obligations.  
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So Fannie constructed a vast network of computer programs and mathematical formulas that analyzed its millions 
of daily transactions and ranked borrowers according to their risk. 
 
Those computer programs seemingly turned Fannie into a divining rod, capable of separating pools of similar-
seeming borrowers into safe and risky bets. The riskier the loan, the more Fannie charged to handle it. In theory, 
those high fees would offset any losses.  
 
With that self-assurance, the company announced in 2000 that it would buy $2 trillion in loans from low-income, 
minority and risky borrowers by 2010.  
 
All this helped supercharge Fannie's stock price and rewarded top executives with tens of millions of dollars. Mr. 
Raines received about $90 million between 1998 and 2004, while Mr. Howard was paid about $30.8 million, 
according to regulators. Mr. Mudd collected more than $10 million in his first four years at Fannie.  
 
Whenever competitors asked Congress to rein in the company, lawmakers were besieged with letters and phone 
calls from angry constituents, some orchestrated by Fannie itself. One automated phone call warned voters: 
''Your congressman is trying to make mortgages more expensive. Ask him why he opposes the American dream 
of home ownership.'' 
 
The ripple effect of Fannie's plunge into riskier lending was profound. Fannie's stamp of approval made shunned 
borrowers and complex loans more acceptable to other lenders, particularly small and less sophisticated banks.  
 
Between 2001 and 2004, the overall subprime mortgage market -- loans to the riskiest borrowers -- grew from 
$160 billion to $540 billion, according to Inside Mortgage Finance, a trade publication. Communities were 
inundated with billboards and fliers from subprime companies offering to help almost anyone buy a home. 
 
Within a few years of Mr. Mudd's arrival, Fannie was the most powerful mortgage company on earth.  
 
Then it began to crumble. 
 
Regulators, spurred by the revelation of a wide-ranging accounting fraud at Freddie, began scrutinizing Fannie's 
books. In 2004 they accused Fannie of fraudulently concealing expenses to make its profits look bigger.  
 
Mr. Howard and Mr. Raines resigned. Mr. Mudd was quickly promoted to the top spot.  
 
But the company he inherited was becoming a shadow of its former self. 
 
'You Need Us' 
 
Shortly after he became chief executive, Mr. Mudd traveled to the California offices of Angelo R. Mozilo, the head 
of Countrywide Financial, then the nation's largest mortgage lender. Fannie had a longstanding and lucrative 
relationship with Countrywide, which sold more loans to Fannie than anyone else.  
 
But at that meeting, Mr. Mozilo, a butcher's son who had almost single-handedly built Countrywide into a financial 
powerhouse, threatened to upend their partnership unless Fannie started buying Countrywide's riskier loans. 
 
Mr. Mozilo, who did not return telephone calls seeking comment, told Mr. Mudd that Countrywide had other 
options. For example, Wall Street had recently jumped into the market for risky mortgages. Firms like Bear 
Stearns, Lehman Brothers and Goldman Sachs had started bundling home loans and selling them to investors -- 
bypassing Fannie and dealing with Countrywide directly.  
 
''You're becoming irrelevant,'' Mr. Mozilo told Mr. Mudd, according to two people with knowledge of the meeting 
who requested anonymity because the talks were confidential. In the previous year, Fannie had already lost 56 
percent of its loan-reselling business to Wall Street and other competitors. 
 
''You need us more than we need you,'' Mr. Mozilo said, ''and if you don't take these loans, you'll find you can lose 
much more.''  
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Then Mr. Mozilo offered everyone a breath mint.  
 
Investors were also pressuring Mr. Mudd to take greater risks.  
 
On one occasion, a hedge fund manager telephoned a senior Fannie executive to complain that the company 
was not taking enough gambles in chasing profits.  
 
''Are you stupid or blind?'' the investor roared, according to someone who heard the call, but requested 
anonymity. ''Your job is to make me money!'' 
 
Capitol Hill bore down on Mr. Mudd as well. The same year he took the top position, regulators sharply increased 
Fannie's affordable-housing goals. Democratic lawmakers demanded that the company buy more loans that had 
been made to low-income and minority homebuyers. 
 
''When homes are doubling in price in every six years and incomes are increasing by a mere one percent per 
year, Fannie's mission is of paramount importance,'' Senator Jack Reed, a Rhode Island Democrat, lectured Mr. 
Mudd at a Congressional hearing in 2006. ''In fact, Fannie and Freddie can do more, a lot more.'' 
 
But Fannie's computer systems could not fully analyze many of the risky loans that customers, investors and 
lawmakers wanted Mr. Mudd to buy. Many of them -- like balloon-rate mortgages or mortgages that did not 
require paperwork -- were so new that dangerous bets could not be identified, according to company executives. 
 
Even so, Fannie began buying huge numbers of riskier loans.  
 
In one meeting, according to two people present, Mr. Mudd told employees to ''get aggressive on risk-taking, or 
get out of the company.'' 
 
In the interview, Mr. Mudd said he did not recall that conversation and that he always stressed taking only prudent 
risks.  
 
Employees, however, say they got a different message.  
 
''Everybody understood that we were now buying loans that we would have previously rejected, and that the 
models were telling us that we were charging way too little,'' said a former senior Fannie executive. ''But our 
mandate was to stay relevant and to serve low-income borrowers. So that's what we did.'' 
 
Between 2005 and 2007, the company's acquisitions of mortgages with down payments of less than 10 percent 
almost tripled. As the market for risky loans soared to $1 trillion, Fannie expanded in white-hot real estate areas 
like California and Florida. 
 
For two years, Mr. Mudd operated without a permanent chief risk officer to guard against unhealthy hazards. 
When Enrico Dallavecchia was hired for that position in 2006, he told Mr. Mudd that the company should be 
charging more to handle risky loans.  
 
In the following months to come, Mr. Dallavecchia warned that some markets were becoming overheated and 
argued that a housing bubble had formed, according to a person with knowledge of the conversations. But many 
of the warnings were rebuffed. 
 
Mr. Mudd told Mr. Dallavecchia that the market, shareholders and Congress all thought the companies should be 
taking more risks, not fewer, according to a person who observed the conversation. ''Who am I supposed to fight 
with first?'' Mr. Mudd asked. 
 
In the interview, Mr. Mudd said he never made those comments. Mr. Dallavecchia was among those whom Mr. 
Mudd forced out of the company during a reorganization in August. 
 
Mr. Mudd added that it was almost impossible during most of his tenure to see trouble on the horizon, because 
Fannie interacts with lenders rather than borrowers, which creates a delay in recognizing market conditions.  
 



AIP TV :30 "What Happened?" AIP-08-TV-03  10/6/08; 8:30PM 
 

Page 41 of 56 
 

He said Fannie sought to balance market demands prudently against internal standards, that executives always 
sought to avoid unwise risks, and that Fannie bought far fewer troublesome loans than many other financial 
institutions. Mr. Mudd said he heeded many warnings from his executives and that Fannie refused to buy many 
risky loans, regardless of outside pressures .  
 
''You're dealing with massive amounts of information that flow in over months,'' he said. ''You almost never have 
an 'Oh, my God' moment. Even now, most of the loans we bought are doing fine.'' 
 
But, of course, that moment of truth did arrive. In the middle of last year it became clear that millions of borrowers 
would stop paying their mortgages. For Fannie, this raised the terrifying prospect of paying billions of dollars to 
honor its guarantees.  
 
Sustained by Government 
 
Had Fannie been a private entity, its comeuppance might have happened a year ago. But the White House, Wall 
Street and Capitol Hill were more concerned about the trillions of dollars in other loans that were poisoning 
financial institutions and banks. 
 
Lawmakers, particularly Democrats, leaned on Fannie and Freddie to buy and hold those troubled debts, hoping 
that removing them from the system would help the economy recover. The companies, eager to regain market 
share and buy what they thought were undervalued loans, rushed to comply. 
 
The White House also pitched in. James B. Lockhart, the chief regulator of Fannie and Freddie, adjusted the 
companies' lending standards so they could purchase as much as $40 billion in new subprime loans. Some in 
Congress praised the move. 
 
''I'm not worried about Fannie and Freddie's health, I'm worried that they won't do enough to help out the 
economy,'' the chairman of the House Financial Services Committee, Barney Frank, Democrat of Massachusetts, 
said at the time. ''That's why I've supported them all these years -- so that they can help at a time like this.'' 
 
But earlier this year, Treasury Secretary Henry M. Paulson Jr. grew concerned about Fannie's and Freddie's 
stability. He sent a deputy, Robert K. Steel, a former colleague from his time at Goldman Sachs, to speak with Mr. 
Mudd and his counterpart at Freddie.  
 
Mr. Steel's orders, according to several people, were to get commitments from the companies to raise more 
money as a cushion against all the new loans. But when he met with the firms, Mr. Steel made few demands and 
seemed unfamiliar with Fannie's and Freddie's operations, according to someone who attended the discussions.  
 
Rather than getting firm commitments, Mr. Steel struck handshake deals without deadlines.  
 
That misstep would become obvious over the coming months. Although Fannie raised $7.4 billion, Freddie never 
raised any additional money. 
 
Mr. Steel, who left the Treasury Department over the summer to head Wachovia bank, disputed that he had failed 
in his handling of the companies, and said he was proud of his work .  
 
As the housing crisis worsened, Fannie and Freddie announced larger losses, and shares continued falling.  
 
In July, Mr. Paulson asked Congress for authority to take over Fannie and Freddie, though he said he hoped 
never to use it. ''If you've got a bazooka and people know you've got it, you may not have to take it out,'' he told 
Congress. 
 
Mr. Mudd called Treasury weekly. He offered to resign, to replace his board, to sell stock, and to raise debt. ''We'll 
sign in blood anything you want,'' he told a Treasury official, according to someone with knowledge of the 
conversations. 
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But, according to that person, Mr. Mudd told Treasury that those options would work only if government officials 
publicly clarified whether they intended to take over Fannie. Otherwise, potential investors would refuse to buy the 
stock for fear of being wiped out. 
 
''There were other options on the table short of a takeover,'' Mr. Mudd said. But as long as Treasury refused to 
disclose its goals, it was impossible for the company to act, according to people close to Fannie.  
 
Then, last month, Mr. Mudd was instructed to report to Mr. Lockhart's office. Mr. Paulson told Mr. Mudd that he 
could either agree to a takeover or have one forced upon him. 
 
''This is the right thing to do for the economy,'' Mr. Paulson said, according to two people with knowledge of the 
talks. ''We can't take any more risks.'' 
 
Freddie was given the same message. Less than 48 hours later, Mr. Lockhart and Mr. Paulson ended Fannie and 
Freddie's independence, with up to $200 billion in taxpayer money to replenish the companies' coffers.  
 
The move failed to stanch a spreading panic in the financial world. In fact, some analysts say, the takeover 
accelerated the hysteria by signaling that no company, no matter how large, was strong enough to withstand the 
losses stemming from troubled loans.  
 
Within weeks, Lehman Brothers was forced to declare bankruptcy, Merrill Lynch was pushed into the arms of 
Bank of America, and the government stepped in to bail out the insurance giant the American International Group.  
 
Today, Mr. Paulson is scrambling to carry out a $700 billion plan to bail out the financial sector, while Mr. Lockhart 
effectively runs Fannie and Freddie.  
 
Mr. Raines and Mr. Howard, who kept most of their millions, are living well. Mr. Raines has improved his golf 
game. Mr. Howard divides his time between large homes outside Washington and Cancun, Mexico, where his 
staff is learning how to cook American meals. 
 
But Mr. Mudd, who lost millions of dollars as the company's stock declined and had his severance revoked after 
the company was seized, often travels to New York for job interviews. He recalled that one of his sons recently 
asked him why he had been fired. 
 
''Sometimes things don't work out, no matter how hard you try,'' he replied.  
 
Freddie Mac, Ex-Officials Settle Fraud Charges 
The Washington Post 
David S. Hilzenrath 
September 28, 2007  
 
Freddie Mac, which previously paid about $540 million in settlements with investors and regulators over its 
alleged accounting manipulations, yesterday agreed to pay $50 million to settle new charges that its conduct 
amounted to securities fraud. 
 
In addition, four former executives of the government-sponsored mortgage funding company settled charges of 
negligence without admitting or denying wrongdoing. 
 
The settlements with the Securities and Exchange Commission came more than four years after Freddie Mac 
disclosed that it had misstated financial results by billions of dollars. The charges added little if any information to 
the details of the alleged manipulations spelled out in a 2003 report commissioned by Freddie Mac directors.  
 
As with many other companies, Freddie Mac's improper accounting "was the result of a corporate culture that 
sought stable earnings growth at any cost," SEC enforcement director Linda Chatman Thomsen said in a news 
release. 
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Richard F. Syron, Freddie Mac's chief executive, issued a statement saying that "the Freddie Mac of today is a 
very different company than the Freddie Mac of the past." The company neither admitted nor denied wrongdoing. 
 
The SEC settlements were $400,000 for former president David W. Glenn, $154,227 for former chief financial 
officer Vaughn A. Clarke, $136,663 for former senior vice president Nazir G. Dossani and $99,658 for former 
senior vice president Robert Dean. 
 
Separately, federal regulators are still pursuing administrative charges against former Freddie Mac chief executive 
Leland C. Brendsel, seeking to recoup millions of dollars in penalties, compensation and other gains. 
 
Yesterday, Freddie's chief regulator, the Office of Federal Housing Enterprise Oversight, revealed that it was no 
longer pursuing similar charges against Clarke after reaching an agreement with him to testify in its case against 
Brendsel. 
 
The administrative case against Brendsel is scheduled to advance to a trial-like hearing Oct. 15. The 
administrative law judge presiding over the case in July denied Brendsel's motion to throw out the case and 
rejected potentially important defenses. 
 
Brendsel had invoked the fact that, before the accounting issues came to light, OFHEO conducted examinations 
of Freddie Mac and gave the company favorable reports. 
 
"A defense of finger-pointing at OFHEO will not do," administrative law Judge William B. Moran wrote. "It is a 
mirror that the Respondent must face," the judge wrote. 
 
An attorney for Brendsel, Kevin M. Downey, declined to comment yesterday. 
 
Glenn, former president, chief operating officer and vice chairman of the McLean company, reached a $125,00 
settlement with OFHEO in 2003 and agreed to cooperate with its probe. He was fired in 2003 as Freddie Mac 
accused him of altering and ripping out pages of notebooks before turning them over to investigators. 
 
An attorney for Glenn declined to comment. 
 
Clarke's attorney, Steven M. Salky, said Clarke "is pleased to have concluded matters with the SEC on such 
favorable terms." Clarke's settlement with OFHEO "vindicates our position," Salky said. 
 
Dean "remains proud of the body of his work at Freddie Mac and looks forward to moving on in his career," said 
his attorney Thomas Connolly. 
 
Lawyers for Dossani did not return calls. 
 
To smooth out spikes and valleys in reported profits, the SEC alleged, Freddie Mac engaged in transactions that 
"had little independent business purpose." In one transaction, the company transferred $16 billion of assets to a 
third party and then bought back 99.5 percent on the same day. 
 
In another episode, Freddie Mac changed the method it used to measure the value of certain assets, altering the 
result by hundreds of millions of dollars and misleading investors, the SEC suit alleged. 
 
The accounting scandal of 2003 brought to light flaws in Freddie Mac's internal controls and financial systems that 
the company is still working to correct. Alleged accounting errors and machinations caused the company to 
understate profit by 30.5 percent in 2000 and by 42.9 percent in 2002 and to overstate profit by 23.9 percent in 
2001. 
 
Along with similar revelations about Freddie Mac competitor Fannie Mae in 2004, the scandal revealed OFHEO's 
weaknesses as a regulator and prompted many policymakers to call for legislation creating a more-powerful 
overseer for the two companies. That effort remains stalled. 
 
Study Finds 'Extensive' Fraud at Fannie Mae 
The Washington Post 
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Kathleen Day 
May 24, 2006  
 
Fannie Mae engaged in "extensive financial fraud" over six years by doctoring earnings so executives could 
collect hundreds of millions of dollars in bonuses, federal officials said yesterday in a report that portrayed a 
company determined to play by its own rules.  
 
Regulators at the Securities and Exchange Commission and the Office of Federal Housing Enterprise Oversight, 
in announcing a settlement with Fannie Mae that includes $400 million in penalties, provided the most detailed 
picture yet of what went wrong at the congressionally chartered firm.  
 
They portray the District-based mortgage funding giant -- a linchpin of the nation's housing market -- as governed 
by a weak board of directors, which failed to install basic internal controls and instead let itself be dominated and 
left uninformed by chief executive Franklin Raines and Chief Financial Officer J. Timothy Howard, who both were 
later ousted.  
 
The result was a company whose managers engaged in one questionable maneuver after another, including two 
transactions with investment banking firm Goldman Sachs Group Inc. that improperly pushed $107 million of 
Fannie Mae earnings into future years. The aim, OFHEO said, was always the same: To shape the company's 
books, not in response to accepted accounting rules but in a way that made it appear that the company had 
reached earnings targets, thus triggering the maximum possible payout for executives including Raines, Howard 
and others.  
 
The settlement closes regulators' civil probe into Fannie Mae's accounting scandal, the result of the company's 
misstating earnings by about $10.6 billion from 1998 through 2004.  
 
SEC Chairman Christopher Cox and acting OFHEO director James B. Lockhart III said they now will turn their 
focus to individuals, including Raines and Howard, to determine what role former and current executives played in 
the accounting fraud and if they should be forced to forfeit millions of dollars in what the regulators called "ill-
gotten" compensation. They said the Justice Department is continuing a criminal probe.  
 
"Fraudulent financial reporting cheats investors of their savings," Cox said. "Those whose actions led to the 
accounting fraud you've heard described today will be vigorously pursued."  
 
Lockhart agreed. "You could argue none of it was deserved," he said in response to a question on how much of 
$52.8 million in bonuses Raines received during the six years might have been linked to improper accounting 
manipulation. As the settlement was announced, OFHEO released a 340-page report summarizing what it found 
in its nearly three-year probe of the company.  
 
"The conduct of Mr. Raines, CFO Timothy Howard, and other members of the inner circle of senior executives at 
Fannie Mae was inconsistent with the values of responsibility, accountability, and integrity," the report said. 
"Those individuals engaged in improper earnings management in order to generate unjustified levels of 
compensation for themselves and other executives."  
 
Raines's lawyer Robert Barnett said in a prepared statement that Raines "has repeatedly stated that he never 
authorized, encouraged, or was aware of violations" of accounting rules. Even so, Raines "strongly believes that, 
as the leader of Fannie Mae, he should be accountable for what happened within the organization, regardless of 
personal involvement or fault."  
 
Howard's lawyer had no comment.  
 
Fannie Mae agreed to the settlement with the SEC and OFHEO without admitting or denying guilt. The company 
is in the midst of trying to create accurate accounting records for the years in question, an undertaking that is 
costing it hundreds of millions of dollars.  
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The agreement requires the company to invest in up-to-date computer technology and human expertise. It bars 
the company from growing one of its most profitable but risky business lines, that of buying and holding home 
loans for its own investment portfolio.  
 
It also requires Fannie Mae to review the conduct of former and current executives. That includes its current chief 
executive, Daniel H. Mudd, and current Chairman Stephen B. Ashley. Both were on the board of the company 
during the six years when the accounting problems occurred.  
 
And the company must specifically consider retroactively firing Raines and Howard, a change in status that would 
deprive them of millions of dollars in compensation. At the end of 2004, in the wake of an embarrassing SEC 
ruling that Fannie Mae's accounting was wrong, the board pressured Raines and Howard to leave. Raines was 
allowed to retire and Howard to resign, preserving severance packages for the two.  
 
The OFHEO report is the second in recent months to criticize the company's management, but it goes 
substantially beyond the first study, which was commissioned by the board of directors, which hired Warren B. 
Rudman, a former Republican senator from New Hampshire, to write it. Where Rudman, applying a stricter legal 
standard, found only one year in which earnings were manipulated to trigger bonuses, OFHEO, using a looser 
burden of proof, concluded that the company consistently arranged its books to hit earnings-per-share targets 
almost to the penny.  
 
The company's consistent performance was not an "uncanny coincidence," investigators wrote, but a product of 
executives willing to dip into "cookie jar" reserves to make up a shortfall, then push excess earnings off into the 
future as a cushion for the next bonus cycle.  
 
The Rudman report essentially absolved the board from blame, saying most directors relied on lawyers and 
accountants who misled them. In contrast, OFHEO's report says the board was responsible for creating a system 
that allowed them to be misled by giving Raines and Howard too much power.  
 
Rudman said OFHEO's report and his agree on the facts. "Their comments on the tone at the top, the arrogance 
of the corporation, tracks with what we said," Rudman said. "The two reports don't disagree that the board was at 
times misled, either intentionally or unintentionally, and was given bad information."  
 
OFHEO concludes that the board actually helped create the problems by failing to act independently of Raines 
and Howard and by failing to correct accounting and internal control problems even after similar problems 
emerged in 2003 at Freddie Mac, which eventually paid $125 million in penalties to OFHEO to settle charges of 
accounting fraud.  
 
The report cites example after example of transactions that it says Fannie Mae made solely to push earnings up 
or down to meet profit targets expected by Wall Street. The two transactions with Goldman Sachs in 2001 and 
2002, for example, had no economic purpose beyond manipulating earnings and that purpose was not clearly 
articulated to investors, the report said. In a prepared statement, a Goldman Sachs spokesman disagreed with 
that conclusion.  
 
Mudd said yesterday that in retrospect he should have done some things differently but that in general he felt he 
acted appropriately. Ashley, in a conference call with investment banking analysts, said the board supports Mudd.  
 
Thomas P. Gerrity, a Fannie Mae director and chairman of its audit committee for the past seven years, last week 
said he would step down from the board at year's end.  
 
The OFHEO report also included a new, detailed account of the actions taken by Raines and other insiders, 
including current chief executive Mudd, to thwart OFHEO's investigation. For example, Fannie Mae tried to insert 
language into an appropriations bill to cut the agency's budget until then-OFHEO Director Armando Falcon Jr. 
was replaced, it said.  
 
Mudd, who was promoted to chief executive after Raines resigned in 2004, was criticized in the report for not 
taking more steps to address internal control problems when he became aware of them.  
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"This report . . . is strong medicine," Mudd said yesterday. "It is what Fannie Mae needed, and strong medicine is 
certainly what we received today."  
 
Staff writers Annys Shin and Terence O'Hara contributed to this report. 
 
Freddie Agrees To Settle Inquiry For $125 Million 
The Washington Post 
Kathleen Day 
December 10, 2003  
 
Mortgage-finance giant Freddie Mac has agreed to pay a $125 million civil fine to settle a federal regulatory 
inquiry into management lapses that resulted in the company misreporting earnings by $5 billion from 2000 to 
2002, sources said.  
 
Freddie Mac's board, in a conference call, last night agreed to a consent decree with its regulator, the Office of 
Federal Housing Enterprise Oversight. Without admitting or denying wrongdoing, the McLean-based company 
also agreed to strengthen internal accounting controls and to beef up its public disclosure, according to sources 
familiar with the agreement. The company has agreed to hire a third party to monitor its progress and report back 
to the OFHEO.  
 
After revelations of accounting irregularities, Freddie Mac had already promised to make its operations more 
transparent.  
 
Both parties worked yesterday to reach the settlement in time to announce it this morning, when the OFHEO is 
scheduled to release the results of its probe of the company. That inquiry has been underway since Freddie first 
acknowledged accounting problems in January.  
 
The fine is the first that the OFHEO has imposed in its 10-year history.  
 
Freddie Mac officials had initially suggested a penalty of $50 million, sources said, while OFHEO officials 
suggested a figure three to four times that amount.  
 
While Freddie Mac officials believe a $50 million fine would be in line with similar penalties for other large financial 
institutions, sources say that OFHEO Director Armando Falcon Jr. pushed a larger penalty.  
 
Neither side would comment publicly yesterday.  
 
The regulator's inquiry intensified in June, when Freddie Mac ousted its chairman and chief executive, Leland C. 
Brendsel, and two other top executives in connection with accounting errors.  
 
Freddie Mac officials expect the OFHEO report to be highly critical of the circumstances that led to the accounting 
mistakes, especially of departing chief executive Gregory J. Parseghian and also of the board of directors, who 
have so far have escaped much blame. In June, the board named Parseghian as Brendsel's replacement, but in 
August, under pressure from the OFHEO, Parseghian said he would step down as soon as a replacement was 
found. This week Freddie Mac announced that Richard F. Syron will become the new chairman and chief 
executive at the end of the year.  
 
A settlement with the OFHEO still leaves open a probe by the Securities and Exchange Commission, which 
company officials hope will be settled in February or March, and a more narrow probe of possible criminal conduct 
by the Justice Department. 
 
'Arrogant And Unethical'; Fannie Mae To Pay $400 Million Penalty 
Chicago Tribune 
Robert Manor 
May 24, 2006  
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Federal regulators on Tuesday described an epic culture of corruption within the former top leadership of Fannie 
Mae, one of the nation's largest financial institutions, as they announced that the company would pay a $400 
million penalty. 
 
The Office of Federal Housing Enterprise Oversight said an "arrogant and unethical corporate culture" led Fannie 
Mae's management to employ deceptive accounting to create the illusion of steady increases in profits. The 
company is believed to have overstated results by nearly $11 billion during the late 1990s and early part of this 
decade. 
 
Fannie Mae, created by the government during the 1930s, is a private, shareholder-based company that helps 
make mortgages available by pooling and selling them to investors. Its involvement in a corporate scandal tars a 
Washington, D.C.-based institution whose mandate and lineage are linked closely to the government's promotion 
of the American dream of homeownership.  
 
"The image of Fannie Mae as one of the lowest-risk and `best in class' institutions was a facade," said James 
Lockhart, acting director of the oversight office, in a statement. "Our examination found an environment where the 
ends justified the means. Senior management manipulated accounting, reaped maximum, undeserved bonuses, 
and prevented the rest of the world from knowing." 
 
The report says top management of Fannie Mae manipulated financial reports to win "ill-gotten bonuses in the 
hundreds of millions of dollars." 
 
Former chief executive officer Franklin Raines, for example, was awarded $52 million in bonuses between 1998 
and 2003, the report says, by deceiving investors with doctored financial statements. 
 
Accounting problems at Fannie Mae first surfaced in 2003, and led to investigations by the Securities and 
Exchange Commission and Justice Department, as well as a critical report by Fannie Mae's board. Raines, who 
left Fannie Mae in 2004, could not be reached for comment. 
 
The new report says executives moved profits from one year to the next to assure they would meet company 
goals and receive bonuses. It accuses top managers of taking large and sometimes unprofitable risks that were 
not revealed to investors. 
 
When several employees tried to blow the whistle about suspect accounting, their complaints were ignored by 
executives and concealed from the company's board of directors, the report says. 
 
Fannie Mae announced Tuesday it would comply with the recommendations in the report. 
 
For example, it will limit the growth of its mortgage portfolio while it develops better risk management and 
accounting systems. The company will also review the employment status of people named in the report. 
 
Among those named is the current CEO of Fannie Mae, Daniel Mudd, former chief operating officer. But his job is 
safe. 
 
Stephen Ashley, board chairman, said a review of Mudd's performance "gives us no reason to express anything 
other than complete confidence in Dan Mudd's leadership." 
 
The $400 million civil penalty Fannie Mae agreed to pay also settles accounting fraud charges leveled by the 
SEC. Several lawsuits by investors remain pending, however. 
 
"Strong medicine is definitely what we received today," Mudd said in a call with investment analysts. He said 
Fannie Mae will be able to meet its commitments, for example to affordable housing, after implementing 
recommendations from regulators. 
 
But Fannie Mae stopped short of saying it had done anything wrong. 
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"In reaching these comprehensive agreements, the company neither admitted nor denied any wrongdoing," 
Fannie Mae said in a statement. 
 
The SEC pointed to Fannie Mae as an example to other corporations. 
 
"The penalty we are announcing today should send a clear message to others," said SEC Chairman Christopher 
Cox. "Every public company should pay careful attention." 
 
Investigators for the SEC are continuing to look into the activities of people involved with the deceptive 
accounting, the agency said. 
 
The report is the latest blow to Fannie Mae, which is restating earnings. The Justice Department is investigating 
what took place at the company. 
 
Fannie Mae is the second-largest borrower in the U.S., after the federal government. It buys and holds mortgages 
as well as issues and sells mortgage-backed securities. 
 
Created during the Depression as a quasi-government agency, Fannie Mae's purpose is to make a market in 
mortgages. This enables lenders to better offer mortgage loans, particularly to low- and middle-income home 
buyers. 
 
Fannie Mae became a publicly traded company more than 30 years ago. On Tuesday, after a trading halt, the 
company's stock closed at $50.72, up 45 cents. 
 
The report issued Tuesday was considerably more critical than expected. 
 
Auditor KPMG comes in for its share of blame, for example. Investigators say the company signed off on financial 
statements even though they departed from generally accepted accounting principles. 
 
The accounting firm had no immediate comment. 
 
The people who were supposed to oversee Fannie Mae, the board of directors, are criticized as well. 
 
"The Fannie Mae board of directors was a passive and complacent entity, controlled by, rather than controlling, 
senior management," the report says. 
 
Several executives and board members have been replaced recently. 
 
Fannie Mae has long had clout in government, and the report says that the company tried to use its political 
influence to impede the investigation. 
 
An obscure agency, the Office of Federal Housing Enterprise Oversight, is supposed to be regulatory overseer of 
Fannie Mae. But the report says Fannie Mae often behaved as if it regulated itself. 
 
The report says Fannie Mae lobbyists tried to get the Department of Housing and Urban Development to 
investigate the oversight office's investigation of Fannie Mae. 
 
Then Fannie Mae lobbyists tried to get the overseer's budget cut, the report says. 
 
Although Fannie Mae has endured a drumbeat of criticism about its accounting for two years, some industry 
analysts are not worried about the company's future. 
 
Standard & Poor's maintained its "hold" rating for investors in the stock. 
 
U.S. Seizes Mortgage Titans In Multibillion-Dollar Rescue 
Los Angeles Times 
Peter G. Gosselin 
September 8, 2008  
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The federal government executed a sweeping takeover of mortgage giants Fannie Mae and Freddie Mac on 
Sunday in a move aimed at expanding the pool of money available for home finance and arresting a plunge in 
housing prices that endangers the nation's economy. 
 
The basic elements of the aggressive plan start taking effect immediately, but longer-term measures -- especially 
provisions to grow, then shrink the firms -- are likely to be targets of contention for months to come. 
 
"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 . . . at home and around the globe," Treasury Secretary Henry M. Paulson said in 
announcing the government's actions. 
 
"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," he said.  
 
The first phase of the government's plan came Sunday as it seized control of the firms and ousted their chief 
executives, placing the companies under the indefinite management of their regulator, the Federal Housing 
Finance Agency. 
 
The plan also calls for buying as much as $200 billion of special stock in the firms soon, standing ready to fund an 
expansion over the next 15 months and then shrinking operations over a number of years to wean the nation from 
its dependence on the massive financial might of the combined operations. 
 
Officials would not disclose how much the government might lend the companies to expand, so it was unclear 
how much more taxpayer money might be needed. 
 
Fannie and Freddie already own or guarantee $5.4 trillion in mortgages, or about half the total outstanding. In the 
second quarter, the companies backed 84% of all new home loans made, according to industry research firm 
Inside Mortgage Finance. A separate government agency, the Federal Housing Administration, insures many of 
the rest. 
 
Asian stocks surged in early trading Monday after the takeover as investors concluded it would shore up global 
financial markets reeling from more than $500 billion in credit losses. 
 
But even as government officials moved to take control of the troubled firms, it was clear they still faced 
challenges and a delicate balancing game. They must satisfy enough investors to ensure that the companies' 
bonds and mortgage-backed securities are considered safe bets. At the same time, they must avoid seeming to 
risk billions of tax dollars to bail out the firms' investors. 
 
In perhaps the most unexpected aspect of its rescue effort, the government said that the Treasury would start 
buying up an undetermined quantity of the mortgage-backed securities issued by the troubled firms. And it will 
even permit Fannie and Freddie to temporarily ratchet up their own buying of such securities in an effort to 
expand the funds available for mortgages and drive down the interest rates that home buyers must pay. 
 
Despite dramatic rate cuts by the Federal Reserve over the last year, the rate for a standard 30-year fixed-rate 
mortgage has remained stubbornly above 6%. 
 
Many policy analysts had hoped the rescue would set the stage for Washington to finally divest itself of the firms 
and, with them, the expensive responsibility of riding to their rescue in the future. These critics complained that 
the takeover's structure all but assured the opposite. 
 
"The effect will be to keep the companies alive and in government hands," said Peter J. Wallison, a former 
Reagan administration Treasury official who has been the firms' sharpest critic. "I just don't understand why 
anybody would do this." 
 
On the other hand, longtime congressional supporters of Fannie and Freddie were surprised by Treasury's call for 
the firms to shrink their operations dramatically after briefly expanding them. They pledged to fight the move. 
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"There is no basis for that," said Rep. Barney Frank (D-Mass.), the influential chairman of the House Financial 
Services Committee. "This thing is not at all binding, and we'll debate that," he said of the Treasury's cutback 
order. 
 
Paulson and James B. Lockhart, director of the Federal Housing Finance Agency, would not say what spurred the 
government to act now. 
 
Both refused to comment on reports that investment advisors hired by Treasury had uncovered accounting 
irregularities at Freddie Mac that inflated the amount the company had set aside as a financial cushion in case of 
trouble. 
 
But the Federal Housing Finance Agency is scheduled to issue a report this month that is widely expected to 
show the firms have sustained huge new losses and that one or both may be insolvent by some measures. The 
two already have reported losing $14.9 billion over the last year. 
 
"I have determined the companies cannot continue to operate safely and soundly and fulfill their critical public 
mission . . . in supporting the residential mortgage market in this country," Lockhart said. 
 
Many worries about Fannie and Freddie have centered on their complicated nature. As publicly chartered but 
shareholder-owned, they have been responsible for both making profit for their investors and helping Americans 
buy homes. Those worries intensified after the start of the current crisis, when some critics said the firms' desire 
to satisfy shareholders was trumping their ability to help the government buoy the housing market. 
 
Government officials asserted Sunday that the takeover plan resolved any mismatch of aims in favor of the firms' 
public mission. 
 
Lockhart said that all lobbying by Fannie and Freddie, which were famous for getting their way in Congress, "will 
be halted immediately." He said the companies also would be ordered to stop paying more than $2 billion a year 
in common and preferred stock dividends. 
 
Paulson said that the pair had been operating with a "flawed business model" and that henceforth their chief 
purpose would be to help the housing market. 
 
"Our economy and our markets will not recover until the bulk of the housing correction is behind us. Fannie Mae 
and Freddie Mac are critical to turning the corner on housing," he said. 
 
The government replaced Fannie Chief Executive Daniel Mudd with Herbert M. Allison Jr., the former chairman of 
investment firm TIAA-CREF, and replaced Freddie Chief Executive Richard Syron with David M. Moffett, a senior 
advisor at Carlyle Group, a private equity firm. 
 
Mudd and Syron are expected to stay on for a transition period. 
 
Paulson said that the firms would expand their portfolios of mortgages and mortgage-backed securities from their 
current sizes of about $750 billion for Fannie and almost $800 billion for Freddie to $850 billion between now and 
the end of 2009. 
 
But starting in 2010, Paulson wants the companies to reduce their mortgage holdings by 10% a year until they 
each hold only about $250 billion. 
 
Instead of choosing to push the firms into a bankruptcy-like receivership, officials chose to allow stockholders to 
hold on to their shares and profit at least to some degree if the pair ultimately recover. 
 
Any government investment in the companies would involve the purchase of so-called senior preferred stock, 
which would put Washington first in line among shareholders to get its money back. The Treasury's investments 
would come with the right to buy up to 80% of the firms for $1 or less a share. 
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Lockhart said that the companies would continue to pay principal and interest on all of their debt, including 
payments on about $15 billion of so-called subordinated debt whose holders usually get nothing in conventional 
bankruptcies. 
 
Paulson described the goal of the takeover as a "time out" to stabilize Fannie and Freddie "while we decide their 
future role and structure." 
 
In the end, however, Washington's move means the federal government will directly back the great majority of the 
nation's home mortgages.  
 
Freddie & Fannie Rescued - Feds Pony Up $200b To Save Mortgage Duo  
The New York Post  
Kaja Whitehouse  
September 8, 2008  
 
Freddie and Fannie have a new rich uncle.  
 
In what's shaping up as the biggest government bailout since the savings-and-loan crisis of the '80s and '90s, 
Uncle Sam has committed more than $200 billion in taxpayer money to keeping mortgage giants Freddie Mac and 
Fannie Mae from going under.  
 
The plan, engineered by Treasury Secretary Henry Paulson, is meant to keep the real-estate market from 
collapsing and, possibly, taking the entire economy with it.  
 
The big losers, besides taxpayers, will be stockholders in the government-sponsored public companies.  
 
Shareholders are expected to be completely wiped out.  
 
The two companies finance nearly half the country's mortgages, and the deal is good news for homeowners 
facing foreclosure and people shopping for new homes.  
 
Had the companies gone under, homeowners in trouble would have found it virtually impossible to refinance 
mortgages.  
 
And even the most credit-worthy buyers would have faced major difficulty getting financing for a new home.  
 
The top managers of both companies - Daniel Mudd at Fannie and Richard Syron at Freddie - and their boards of 
directors have already been sacked.  
 
Mudd and Syron will be replaced by Herb Allison and David Moffett, respectively. Allison is the former CEO of 
investment giant TIAA-CREF, and Moffett is an adviser to buyout firm Carlyle Group.  
 
Among the biggest stockholders in Fannie and Freddie are top mutual-funds companies, including Legg Mason, 
Vanguard and Fidelity, which manage money for pension funds, individual retirement accounts and 401(k) plans.  
 
Anyone holding a mutual fund that invested in either mortgage company has cause to worry, experts said.  
 
Other major institutional shareholders in Fannie and Freddie include Citigroup, Morgan Stanley, JPMorgan Chase 
and UBS.  
 
Fannie and Freddie make money for home loans more available by buying mortgages from banks and other 
lenders.  
 
"Our economy and are markets will not recover until the bulk of this housing correction is behind us," Paulson said 
yesterday.  
 
"Fannie Mae and Freddie Mac are critical to turning the corner in the economy."  
 
Local politicians were happy.  
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The move "will bring stability to the mortgage market and reduce borrowing costs for homeowners and buyers," 
Gov Paterson said.  
 
Sen. Charles Schumer said, "Paulson threaded the needle just right."  
 
City Comptroller Bill Thompson said that if both institutions were to fail, "it would have thrown the country into 
financial chaos . . . [and ] kept millions of Americans from [purchasing] a home."  
 
Councilman David Weprin (D-Queens) said, "If all of a sudden, Fannie Mae and Freddie Mac were to collapse, I 
think you'd see tenfold the amount of foreclosures."  
 
Councilman Vincent Ignizio (R-SI) said the global effects of Fannie and Freddie failing would have been "nothing 
short of catastrophic."  
 
US Rep. Jerrold Nadler (D-Manhattan) had little sympathy for shareholders who will lose their entire investment.  
 
"They risked their money like any other investment, and if this were a normal company, it would go bankrupt," he 
said.  
 
In fact, the plan is very much like a bankruptcy - holders of common stock will get nothing, bondholders are 
protected, and the companies will continue to do business under new management.  
 
If there's any money left, holders of preferred stock will get first dibs, but analysts predict they, too, will be cleaned 
out.  
 
This is the second government bailout since the housing crisis emerged. Its first victim was the investment bank 
Bear Stearns.  
 
In that case, the Federal Reserve cooked up a deal for JPMorgan Chase to buy Bear at the fire-sale price of $10 
a share. And the government guaranteed $29 billion worth of deals to which Bear had already committed. That 
ended the run on the bank.  
 
At the time, the Bear deal had the distinction of being the biggest bailout since the S&L crisis, which cost 
taxpayers $124 billion from 1986 to 1991.  
 
Under the Freddie-Fannie rescue, the government has promised up to $100 billion to each company to cover 
probable future losses.  
 
The Treasury will also spend an unspecified amount - beyond the $200 billion - to buy mortgage-backed 
securities issued by the two.  
 
The plan places Fannie and Freddie under management of their regulator, the Federal Housing Finance Agency.  
 
LizAnn Sonders, chief investment strategist for Charles Schwab in New York, said, "It would have truly have been 
a disaster if Fannie and Freddie were to fail.  
 
"But it's not like we were waiting for this and now we can call an official bottom in the housing crisis."  
 
Problems like rising unemployment and foreclosures continue to plague the economy, she said.  
 
Although the deal is expected to lower mortgage costs, it won't be by very much, predicted Douglas Kass, of 
hedge fund Seabreeze Partners Management Inc.  
 
"We're talking 15 to 25 basis points," he said. "And all that could all be offset by a rise in interest rates."  
 
Kass and his hedge fund are among the big winners.  
 
They anticipated the disaster, and had been betting the two companies' stocks would fall by selling them short.  
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Additional reporting by Sally Goldenberg  
 
U.S. Seizes Mortgage Giants 
The Wall Street Journal 
James R. Hagerty, Ruth Simon And Damian Paletta 
September, 8 2008 
 
In its most dramatic market intervention in years, the US government seized two of the nation's largest financial 
companies, taking direct responsibility for firms that provide funding for around three-quarters of new home 
mortgages. 
Treasury Secretary Henry Paulson announced plans Sunday to take control of troubled mortgage giants Fannie 
Mae and Freddie Mac and replace the companies' chief executives. The Treasury will acquire $1bn (€697m) of 
preferred shares in each company without providing immediate cash, and has pledged to provide as much as 
$200bn to the companies as they cope with heavy losses on mortgage defaults. The Treasury's plan puts the two 
companies under a conservatorship, giving management control to their regulator, the Federal Housing Finance 
Agency, or FHFA. 
 
With that, the US mortgage crisis entered a new and uncharted phase, potentially saddling American taxpayers 
with billions of dollars in losses from home loans made by the private sector. Bush administration officials argued 
that the cost of doing nothing would be far greater because of the toll on the economy of falling home prices and 
defaults in the $11 trillion US mortgage market. Paulson noted that more than $5 trillion of debt and mortgage-
backed securities issued by Fannie and Freddie is owned by central banks and other investors worldwide. 
"Failure of either of them would cause great turmoil in our financial markets here at home and around the globe," 
Paulson said. By taking this action, the government has seized control of the vast bulk of the secondary market 
for home mortgages and will have a more direct responsibility than ever for solving the housing crisis. The 
intervention also marks the failure of the public-private experiment that was created to boost home ownership 
among Americans. Fannie and Freddie were created by Congress to help prop up the housing market, and 
investors have long believed the government would bail the companies out in a crisis. But the companies have 
long been owned by private shareholders seeking to maximize profits. The federal takeover was initially 
welcomed by banks and market watchers outside the US who saw it as a way to dispel some of the uncertainty 
roiling the world's financial markets. The intervention could eventually be a boon for Wall Street, by providing a 
boost to the moribund mortgage industry and by perhaps diminishing the influence of Wall Street's two largest 
competitors in the market of packaging and reselling mortgage-backed bonds. 
 
Markets across Asia rallied early Monday morning on the news, with financial shares leading the way. Japan's 
Nikkei Stock Average of 225 companies soared more than 3%, and Hong Kong's Hang Seng Index opened 4.5% 
higher. The move is also likely to nudge down mortgage rates for consumers, who are facing the worst housing 
bust since the 1930s. Despite steep interest-rate cuts by the Federal Reserve, the cost of a typical 30-year fixed-
rate mortgage has remained well over 6% for most of the past year. To bolster the mortgage market, Treasury 
said it will buy, on the open market, at least $5bn of new mortgage-backed securities issued by Fannie and 
Freddie. The government rescue of Fannie and Freddie is likely to leave a trail of billions of dollars in losses for 
stockholders, including some major banks. But it protects the investments of bondholders, including mutual funds, 
foreign central banks and government investment funds that own huge amounts of debt issued by the two 
companies. Investors that have loaded up recently on mortgage-backed bonds -- such as Pacific Investment 
Management, the large Newport Beach, California, bond manager -- could benefit as Treasury purchases 
of such securities drive up their values. It is unclear how much the government's intervention will ultimately cost 
taxpayers. In addition to its initial acquisition of preferred shares, the government receives warrants giving it the 
right to a stake of 79.9% of each company for a nominal sum. The Treasury's preferred shares, which carry an 
annual dividend yield of 10%, will be senior to those earlier issued, meaning the government will have the first 
right to receive dividends. 
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Existing shareholders won't fare so well. The new overseers will eliminate dividends on billions of dollars of 
common and preferred stock, moves that are expected to further drive down the price of those shares. If the 
government exercises its warrants, existing common shares will be drastically diluted. Common shareholders are 
expected to see the value of their investment, which has already fallen, shrivel further, say analysts. Even 
preferred stockholders are expected to see a significant decline. That prospect is especially problematic for some 
of the commercial banks and thrifts that hold high concentrations of Fannie and Freddie preferred shares. The 
Office of Thrift Supervision, a government agency that supervises savings and loans, said that roughly 2% of the 
829 companies it regulates -- or around 17 banks -- had a concentration in common or preferred shares of Fannie 
Mae and 
 
Freddie Mac that surpassed 10% of their Tier 1 capital. Regulators said Sunday they would work with banks that 
hold large exposures to Fannie and Freddie "to develop capital-restoration plans" if necessary. 
The Shape of the Future 
 
The Treasury's move doesn't answer the question of what ultimately happens to Fannie and Freddie. Under the 
conservatorship of their regulator, the companies will still have their shares listed on the New York Stock 
Exchange. But management control goes to the regulator until it deems the companies financially healthy. 
Congress ultimately will have to decide in what form Fannie and Freddie will be relaunched or whether they will 
be replaced by different types of entities. Paulson signalled that he wants to remake the US housing-finance 
system in the longer term, ditching the "flawed business model" of government-sponsored enterprises like Fannie 
and Freddie. The Treasury plan limits the size of each company's mortgage portfolios to a maximum of $850bn as 
of the end of 2009. (Fannie currently owns about $758bn of mortgages and related securities, while Freddie's total 
is about $798bn.) After that, the Treasury intends for the mortgage holdings to shrink about 10% a year until they 
reach about $250bn at each company. Wrangling over the future shape of Freddie and Fannie will likely be kicked 
to the next Congress. Already the majority Democrats are pushing back on elements of Treasury's plan. "Good 
luck on that," said Massachusetts Republican Barney Frank, chairman of the House Financial Services 
Committee, when asked about the Treasury's plan to start reducing the firms' portfolios beginning in 2010. Frank 
called it "more of a sop to the right" than a real policy prescription and said it wasn't going to happen. Many 
economists and analysts believe the government had to wade deeper into the mortgage market because for now 
"private markets are just not willing to put up the capital" for home mortgages at prices US consumers could 
afford, said Susan Wachter, a professor of real estate and finance at the University of Pennsylvania's Wharton 
School. Without government support for the mortgage market, home prices would fall much further, exposing the 
country as a whole to greater economic strain, Wachter says. The turn of events for Fannie and Freddie is 
remarkable considering the two companies for so long shunned the riskiest type of mortgages, only to embrace 
those mortgages late in the game in an effort to regain market share from Wall Street rivals. 
 
As early as 2005, Fannie executives publicly expressed concerns about growing risks in the mortgage market. In 
May of that year, Thomas Lund, a Fannie Mae executive vice president, said that lenders should be concerned if 
borrowers straining to afford homes were given loans allowing for low payments in the early years but storing up 
much higher ones for later. "In many cases the consumers may not understand all the risks," he said. Yet both 
companies expanded their exposure to riskier loans. At both Fannie and Freddie, so-called Alt-A loans, a 
category between prime and sub-prime, accounted for roughly 50% of credit losses in the second quarter, even 
though such loans accounted for only about 10% of the companies' business. Alt-A mortgages include loans 
made with less than full documentation of borrowers' income or assets. As these and other loans -- including 
many in areas such as California and Florida that are among the hardest hit by the housing crisis -- started to go 
bad, the companies failed to raise enough capital late last year, when investors were still fairly bullish on their 
prospects, to see them through the current storm. The companies have recorded combined losses totaling about 
$14bn over the past four quarters, eating deeply into their meager capital holdings. Most analysts expect them to 
report sizable losses for at least another couple of years as the costs of foreclosures mount.  
 
A Reflection of the Market Fannie and Freddie's credit problems are largely a reflection of the overall weakness in 
the housing market. Some 9.2% of mortgages on one- to four-family homes were at least a month overdue or in 
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the foreclosure process in the second quarter, according to the latest survey of the Mortgage Bankers 
Association. 
 
That is the highest percentage in the 39 years that the trade group has been doing the surveys. "Make no 
mistake, anybody in the mortgage business is going to see much higher losses than they thought they would a 
year ago because we've had the worst housing market and the largest home price declines that anybody has 
seen," said Thomas Lawler, a housing economist in Leesburg, Virginia, who formerly worked for Fannie. Both 
companies are also exposed to some of the mortgage industry's most troubled players. Countrywide Financial, 
now part of Bank of America, was the largest provider of loans purchased by Fannie Mae, accounting for 29% of 
its business in 2007, according to Inside Mortgage Finance, and was the second largest source of loans for 
Freddie Mac, with a 16% share. IndyMac, which previously had focused its business on Alt-A loans that didn't 
meet Fannie and Freddie guidelines, switched to a policy of making loans that could meet their standards in 2007. 
IndyMac was taken over by the Federal Deposit Insurance Corporation this summer. At Fannie, Herb Allison, who 
formerly served as chairman of the investment company TIAA-CREF, succeeds Daniel Mudd. Freddie's chief 
executive, Richard Syron, was succeeded by David Moffett, who has been vice chairman and chief 
financial officer of US Bancorp. 
 
Potentially, Syron could walk away with an exit package totalling as much as $15m, said David Schmidt, a senior 
consultant at James F. Reda & Associates, a compensation consulting concern in New York. That includes a 
pension and deferred compensation, about $3.7m in severance pay and a possible payment of $8.8m to 
compensate for forfeiting recent equity grants. A Freddie spokesman said Syron had said he doesn't "anticipate 
receiving nearly that much." Mudd's exit package, including stock he already owns, could total $14m, Schmidt 
estimates. That includes $5m in pension and deferred compensation, $4.2m in severance pay and $3.4m of 
restricted stock, based on Friday's closing price. The value of that stock could fall sharply, however. 
 
-- Aparajita Saha-Bubna and Michael R. Crittenden contributed to this article.  
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…The economy spirals into chaos. 
 
Who should you trust on the economy? 
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