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Treasury and FHFA Amend PSPAs to Allow
GSEs to Retain Additional Capital
Status in Conservatorship Won't Change; Likely a Low Impact on
Mortgage Finance Stocks

WHAT YOU SHOULD KNOW: After the close on Thursday, Treasury and FHFA
announced amendments to the Preferred Stock Purchase Agreements (PSPAs) with
the GSEs, which allow Fannie Mae (FNMA, Not Covered) and Freddie Mac (FMCC, Not
Covered) to build additional capital. The agreements permit the GSEs to retain capital
up to their regulatory minimum of roughly $280 billion, or 4.3% of their combined
$6.6 trillion in assets, versus the prior agreements from 2019 which permitted Fannie
and Freddie to only retain up to $25 billion and $20 billion, respectively, before excess
earnings were swept back to Treasury. However, Thursday's agreement also establishes
that the GSEs cannot exit conservatorship with a capital ratio of less than 3%, and so
we don't think the agreement helps meaningfully accelerate a near-term exit from
conservatorship. Overall, we see it having a low impact on mortgage finance stocks,
although we note the amendments also establish limits around the GSEs acquiring
certain higher-risk loans, which we view as a modest incremental positive for lenders
and aggregators including mortgage REITs.

■ Treasury's amendments replace the net worth sweep by raising the liquidation
preference of Treasury's preferred stock by the amount of retained capital at the
GSEs. Treasury's combined senior preferred liquidation preference in the GSEs is
currently $228.7 billion.

■ At the end of September, Fannie had $21 billion in net worth, and Freddie had
$14 billion (a combined capital ratio of about 50 bps), which implies it will likely
take several more years before each has the opportunity to exit conservatorship.
Additionally, the agreements on Thursday establish that the GSEs can raise up
to $70 billion each in new stock, but only after Treasury exercises its warrants
to acquire up to 79.9% of common stock, and after all material litigation related
to conservatorship gets resolved or settled. In December, the Supreme Court
heard arguments related to the constitutionality of the net worth sweep, including
whether the President has the power to unilaterally remove the FHFA Director.

■ The new agreements also cap at current levels the percentage of certain higher-
risk mortgage loans that can be acquired by the GSEs, including loans secured by
second homes and investment properties. We see those cohorts being attractive
potential sources of longer-term growth for lenders such as mortgage REITs (we
note NLY (Buy, $9) and CIM (Neutral), for example, have been active in recent years
aggregating and financing Agency-eligible investor loans through securitization).
Treasury's agreements don't necessarily expand the market share available for
REITs, although at the same time, it likely helps stymie any additional GSE support
those loans could have received under the incoming Administration.
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Appendix: Analyst Certification and Other Important Disclosures
Analyst Certification
I, Eric Hagen, hereby certify that the views about the companies and securities discussed in this report are accurately
expressed and that I have not received and will not receive direct or indirect compensation in exchange for expressing specific
recommendations or views in this report.

Regulatory Disclosures
Ratings Definitions
BTIG LLC’s (“BTIG”) ratings, effective June 12, 2017, are defined as follows:

BUY – A security which is expected to produce a positive total return of 15% or greater over the 12 months following the
recommendation. The BUY rating may be maintained as long as it is deemed appropriate, notwithstanding price fluctuations that
would cause the target to fall outside of the 15% return.

SELL – A security which is expected to produce a negative total return of 15% or greater over the next 12 months following the
recommendation. The SELL rating may be maintained as long as it is deemed appropriate, notwithstanding price fluctuations that
would cause the target to fall outside of the 15% return.

NEUTRAL – A security which is not expected to appreciate or depreciate meaningfully over the next 12 months.

NOT RATED – A security which is not rated or covered by BTIG.

UNDER REVIEW – Effective immediately, coverage of the following securities is Under Review. Ratings, price targets, disclosures,
and estimates for the companies listed below are suspended and should no longer be relied upon.

Distribution of Ratings and Investment Banking Clients
BTIG must disclose in each research report the percentage of all securities rated by the member to which the member would
assign a “buy”, “neutral” or “sell” rating. The said ratings are updated on a quarterly basis. BTIG must also disclose the percentage
of subject companies within each of these three categories for whom the member has provided investment banking services
within the previous twelve months.

Current Rating Distribution (as of January 15, 2021):

Coverage Universe Count Percent Inv. Banking Relationships Count Percent

Buy 253 66.8% Buy 90 35.6%

Neutral 121 31.9% Neutral 22 18.2%

Sell 5 1.3% Sell 0 0.0%

For purposes of FINRA ratings distribution rules, BTIG’s stock ratings of Buy, Neutral and Sell fall into Buy, Hold and Sell
categories, respectively.

Other Disclosures
Additional Information Available Upon Request

General Disclosures
Research reports produced by BTIG LLC (“BTIG”) are published for and intended to be distributed solely to BTIG institutional and
corporate clients. Recipients of BTIG reports will not be considered clients of BTIG solely because they may have received such
BTIG report.

To the extent recipient accesses BTIG research, whether on a BTIG research website or through a third-party platform, BTIG is able
to search, filter, download and review information on the readership of BTIG’s research, including the specific research consumed
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and the name, company name, email address and, in certain circumstances, the location of the individual who accessed the
research (the “Readership Information”). Recipient consents to BTIG’s receipt of the Readership Information, including receipt
of that information from a third party.

The research analyst(s) responsible for the preparation of this report receives compensation based upon a variety of factors,
including the quality and accuracy of research, internal/client feedback, and overall Firm revenues.

BTIG reports are based on public information and BTIG considers the same to be reliable, comprehensive information, but
makes no representation or warranty that the reports are accurate or complete. BTIG opinions and information provided in
this report are as of the date of the report and may change without notice. An issuer may be classified as “Under Review” or
“Research Restricted”. In these cases, investors should consider any previous investment recommendation and/or rating to a
subject company/issuer to no longer be current and should not be relied upon nor considered a solicitation.

This research report is not an offer to buy or sell or solicitation of an offer to buy or sell any security in any jurisdiction where such
an offer or solicitation would be illegal. This research report was not drafted specifically for any particular individual or entity and
is not a personal recommendation to participate in any particular trading strategy or transaction. Any recipient of this research
report should obtain independent advice specific to their personal circumstances before undertaking any investment activity and
must make their own independent evaluation of any securities or financial instruments.

Facts, views or opinions presented in this report have not been reviewed by, and may not reflect information known to, employees
or other professionals in the “BTIG Group” (BTIG Group includes, but is not limited to, BTIG and its parents, subsidiaries and/
or affiliates). BTIG Group employees, including Sales Representatives and Traders, may provide oral or written commentary or
advice that may be inconsistent with the opinions and/or views expressed in this research report. BTIG Group employees and/or
its affiliates not involved in the preparation of this research report may have investments in securities or derivatives of securities
of companies mentioned in this report that are inconsistent with the views discussed in this report.

Investors in securities products bear certain risks in conjunction with those investments. The value of, and income from, any
investments may vary because of changes in interest rates or foreign exchange rates, securities prices or market indexes,
operational or financial conditions of companies or other factors within or beyond the companies’ control. Recipient of the
research reports should be aware that investments in securities may pose significant risks due to the inherent uncertainty
associated with relying on forecasts of various factors that can affect the earnings, cash flow and overall valuation of a company.
Any investment in securities should be undertaken only upon consideration of issues relating to the recipient’s overall investment
portfolio and objectives (such as diversification by asset class, industry or company) as well as time horizon and liquidity needs.
Further, past performance should not be taken as an indication or guarantee of future performance, and no representation or
warranty, express or implied, is made regarding future performance. There may be time limitations on the exercise of options
or other rights in any securities transactions.

Investing in foreign markets and securities, including ADRs, is subject to additional risks such as currency fluctuation, limited
information, political instability, economic risk, and the potential for illiquid markets. Investing in emerging markets may
accentuate these risks. Non-U.S. reporting issuers of foreign securities, however, may not make regular or complete public
disclosure relating to their financial condition or the securities that they issue.

The trademarks and service marks contained herein are the property of their respective owners. Third-party data providers make
no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and
shall not have liability of any damages of any kind relating to such data. The report or any portion hereof may not be reprinted,
sold or redistributed without the written consent of BTIG. This report is intended only for use by the recipient. The recipient
acknowledges that all research and analysis in this report are the property of BTIG and agrees to limit the use of all publications
received from BTIG within his, or her or its, own company or organization. No rights are given for passing on, transmitting, re
transmitting or reselling the information provided.

Jurisdiction and Dissemination
BTIG is a U.S. broker-dealer and member of FINRA and SIPC.

BTIG Australia Limited ACN 128 554 601, member of ASIC and ASX; BTIG Hong Kong Limited, an Exchange Participant of SEHK and
licensed and regulated by the SFC; BTIG Ltd, member of the LSE, authorized and regulated by the FSA; and BTIG Singapore Pte
Ltd, registered and licensed with MAS; are all separate but affiliated entities of BTIG. Unless governing law permits otherwise,
you must contact a BTIG entity in your home jurisdiction for further information, or if you want to use our services in effecting
a transaction.
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Issued and approved for distribution in the UK and EEA by BTIG Ltd. to eligible counterparties and professional clients only. Issued
and distributed in Australia to “wholesale clients” only by BTIG Australia Limited. In Singapore and Hong Kong, further information
may be obtained from BTIG Singapore Pte Ltd and BTIG Hong Kong Limited, respectively.
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