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The Need is Growing; Demand is Up

e Onein four renters, or 10.1 million households, spends more
than half their income on rent and utilities. Another quarter
of renters, 26.2%, spends 30%-50% of their income on rent
and utilities.

e The U.S. Department of Housing and Urban Development
(HUD) found that “worst case housing needs” grew by nearly
1.2 million households, or more than 20 percent, from 2007
to 2009 and by 42 percent since 2001.

e The number of people who rent shot up 8 percent nationally
and 12 percent locally between 2007 and 2009, Census
Bureau figures show. As demand surged, rents climbed 3
percent nationwide in 2010 . Expectations are now for 5-8%
annual rent increases with little new supply till 2013.



Availability/affordability is down

Since the mid 1990s, more than 700,000 rentals with
federal subsidies tied to them were lost from the
subsidized housing stock (either through demolition, or
owner decision to abandon subsidies and turn the
units into market-rate rentals).

Meanwhile, nearly 12% of low-cost market-rate rentals
existing in 1999 were demolished or otherwise
permanently lost from the housing stock by 2009.

With a median age of 38 years, the rental housing stock
is older on average than it has ever been, raising
concerns about continued high losses of this valuable
resource.
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Multifamily First: Why?

5 reasons why multifamily finance reform should come first

Multifamily demand is surging (demographics, no new
construction for the last 24 months, foreclosures, increasing
renters by choice)

Rents are rising, vacancies are decreasing and values are
increasing

Affordable multifamily housing is diminishing

Balloon mortgages are the norm in commerical real estate and
maturity defaults will increase without secondary market
financing

New construction is needed in many markets nationwide



The GSE Multifamily businesses

Out-performed all other asset classes (single family,
CMBS, banks, ABS) with losses of less than 1% over the
last 10+ years

Serves the broad market (small and large loans, large
and small cities, small and large lenders) in good and
bad times with market share ranging from 35-65%
(56% in 2010)

Have been consistently profitable and can exist with a
limited government guarantee only on the loan pools

Could attract private capital and be stand-alone rated
companies.



Could the GSE MF businesses be private?

Fannie and Freddie operate their MF business under different models

e Example, Freddie Mac’s on-and off-book is $100
billion and $15 billion respectively and could be
supported with a $10 billion capital base (8-10%
Tier 1 capital) and 10x leverage

 This compares to 0.45% Tier 1 capital and 80x
leverage in the earlier incarnation

e This division made S1 billion in 2010 and should

have a run rate of $900-51.1 billion per year
thereby producing returns sufficient to attract

private capital

*using public data only



Could the GSE MF businesses be private?

Function as investment-grade counter-party providing 100% credit-risk
protection on loans securitized with a government wrap

e Example, Fannie Mae’s on-and off-book is $114 billion
and S76 billion respectively and could be supported
with a $15 billion capital base (8-10% Tier 1 capital)
and 10x leverage

e This compares to 0.45% Tier 1 capital and 80x leverage
in the earlier incarnation

* This division made $1.1 billion in 2010 and should have
a run rate of $1.8-52.0 billion per year thereby
producing returns sufficient to attract private capital

*using public data only



Now What?

Talent is leaving. If it continues to deplete the GSE
multifamily businesses, we will see an earlier wind-down
with negative and unnecessary consequences to the
taxpayer and the economy

FHA is needed for multifamily new construction/sub rehab
but cannot serve the broader market the GSEs currently do

If Treasury could encourage a spin-out of the GSE
multifamily businesses while retaining upside in stock and
warrants, the taxpayer benefits and private capital re-
enters

This can be done using existing apparatus: FHFA as
regulator and Ginnie Mae as the government wrap

This could serve as a privatization model for the larger,
more complicated single-family book/on-book that would
remain




