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The Secretary provided an overview of his and your previous day's meeting with Ed
DeMarco. This is the essence of the discussion that took place.

•

While he told us he would be directing Freddie Mac to provide same streamlined
refinancing benefits to <80% LTV current borrowers that apply to >80% HARP 2.0
borrowers, he no longer thinks the benefits of doing so are worth the costs.

•

He has reduced from a major new initiative to a small pilot a rebuild-equity refinancing
program for current underwater borrowers. Since he viewed the at-scale program to
counter moral hazard of a GSE HAMP-PRA program, shrinking this initiative may signal
FHFA's decision not to do principal reduction.

•

He is losing interest in REO-to-Rental, saying that the GSE retail REO execution is so
efficient and attracting good prices, it's not worth the resources and efforts to do bulk
sales.

•

His schedule for rep and warranty reform for new books of business has also slipped.
While he has announced his intention to direct the GSEs to adopt new reps and warrants
featuring 36 month liability for material violations other than fraud, there is no time table
for this.

•

Through weeks of negotiating terms of possible amendments to the PSPAs, he never
questioned the need to adjust the dividend schedule this year. Since the Secretary raised
the possibility of a PR covenant, DeMarco no longer sees the urgency of amending the
PSPAs this year. He has raised two competing reasons for this new position: ( 1) the
GSEs will be generating large revenues over the coming years, thereby enabling them to
pay the 10% annual dividend well into the future even with the caps; and, (2) instituting a
net worth sweep in place of the dividend will further extend the lives of the GSEs to such
an extent that it would remove the urgency for Congress to act on Jong-term housing
finance reform. He now sees the PSPA amendments as a backdoor way of keeping the
GSEs alive-getting to an Option 3-type plan without the need for legislation.
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