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The Background

Fannie Mae & Freddie Mac

Before the Subprime Meltdown (1980-2006)
• Fannie Mae & Freddie Mac (GSEs) were created to make mortgage financing 

affordable and encourage home ownership 

• With private shareholders and a government backstop, Fannie & Freddie were 
known as “quasi-governmental agencies”

• The perverse incentive structure (Heads: I Win / Tails: You lose) that 
resulted from the quasi-government structure allowed the GSEs to take 
on much more risk than intended. Any attempts to reign in the agencies 

were met with anger by an ignorant and incompetent Congress—you will 

not believe what you see in this short video clip.

During the Subprime Meltdown (2006-2009)
• On the verge of failure, the government bailed out the GSEs placing them into 

conservatorship

• The federal government gained ownership of approx. 80% of the companies

• The remaining 20% is still owned by private shareholders

After the Subprime Meltdown (2009-Present)
• Although the GSEs were provided $187 billion in the bailout, they have since 

sent back more than $213 billion

• FHFA entered into the Preferred Stock Purchase Agreement (PSPA) with the 
US Treasury.  After being amended for the third time it now allows Treasury to 
take 100% of the profits forever. 

• The latest modification to the agreement has been called unconstitutional by 
more than a dozen private investors and citizens that have since filed suit 
against Treasury. (See: Perry Capital, Fairholme Funds )
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Quick & Easy legal explanation—WATCH THIS CLIP

http://www.fanniemae.com/portal/index.html
http://www.freddiemac.com/
http://www.merriam-webster.com/dictionary/quasi-governmental
https://www.youtube.com/watch?v=Yga7TlsA-1A&feature=em-share_video_user
http://seekingalpha.com/article/2267953-fannie-mae-has-adequate-capital-to-be-released-from-conservatorship
http://www.treasury.gov/press-center/press-releases/Pages/tg1684.aspx
http://www.bloomberg.com/news/2013-07-07/perry-capital-sues-u-s-treasury-over-fannie-mae-takeover.html
http://blogs.wsj.com/moneybeat/2014/02/26/court-grants-fairholmes-discovery-motion-in-fannie-freddie-suit/
https://www.youtube.com/watch?v=6lbjT4qpK5c


Bulls vs Bears

BULLISH BULLETS

• Smart Money recognizes a profit potential of >100% 

• Legal experts say the third amendment to the PSPA will 

be rejected as it qualifies as "Self Dealing"

• No feasible ideas available to replace GSEs 

• Fannie & Freddie should be able to recapitalize ahead 

of schedule based on the math

BEARISH BULLETS

• Diverted profits makes shares look worthless

• Third amendment to bailout deal allows Treasury to 

take all profits… 

• Rumors of a wind down / Bill to replace GSEs

• Fannie & Freddie may take up to 20 years to 

recapitalize based on claims from Treasury
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One of these gentlemen knows the GSEs like the back of his hand.  
The other has been placed in charge of them. 

Sounds like he's done his homework... Sounds like he's reading these words for the first time...

http://seekingalpha.com/article/2068553-why-does-ackman-think-fannie-mae-is-a-ten-bagger
http://seekingalpha.com/article/2224103-fannie-mae-and-freddie-mac-are-undercapitalized
http://www.reuters.com/article/2014/05/15/usa-housing-idUSW1N0N900O20140515?feedType=RSS&feedName=everything&virtualBrandChannel=11563
http://seekingalpha.com/article/2267953-fannie-mae-has-adequate-capital-to-be-released-from-conservatorship
http://www.businessinsider.com/r-former-us-regulator-says-fannie-freddie-investors-stand-to-lose-2014-03
http://blogs.wsj.com/law/2013/12/11/change-to-fannie-freddie-terms-not-an-illegal-taking-argues-treasury-dept/
http://www.zerohedge.com/news/2014-03-11/fannie-freddie-crash-after-bill-unwinding-gses-passes-hurdle
http://www.housingwire.com/articles/30317-senior-treasury-official-recapitalizing-gses-would-take-20-years
http://www.bloomberg.com/video/why-bill-ackman-is-bullish-on-fannie-and-freddie-AfzF~58nT1G91bXB8L6wfg.html
http://www.bloomberg.com/video/why-bill-ackman-is-bullish-on-fannie-and-freddie-AfzF~58nT1G91bXB8L6wfg.html
http://www.youtube.com/watch?v=VBwv5vC5LMQ&feature=em-share_video_user
http://www.youtube.com/watch?v=VBwv5vC5LMQ&feature=em-share_video_user


RPC Investment Thesis

The one thing we know for sure, is that the courts will ultimately decide the outcome. 

Direct quote from Judge Margaret Sweeney:

"Thus, rather than turning a blind eye to a case and immediately dismissing it from its docket merely because the case 
concerns the FHFA, the proper approach is for a court to examine the factual underpinnings and legal contentions

presented by the complaint, in order to determine whether the exercise of its jurisdiction is proper," she clarified. "In 
essence, defendant asserts that the court should merely take its word that the documents - some of which the 

defendant, itself, has not reviewed-are privileged. This suggestion is contrary to law."

Regal Point Capital is long 

Fannie Mae Common & Preferred Stock 

Factual Underpinnings & Legal Contentions

It all comes down to the third amendment to the PSPA which we believe 
will be rejected for the following reasons: 

• It is unconstitutional as it violates the 5th Amendment

• FHFA breached its duties to "conserve" & "preserve"

• Treasury exceeded investment authorization (pg. 51 of 
Pershing Square’s presentation)

• Rationale given for the third amendment is without merit 
(PIK option)

• The government’s recent attempt to dismiss the pending 
lawsuits was thrown out
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For a more detailed explanation see 
Bill Ackman’s 110 slide report 

“It’s Time to Get off Our Fannie”

"The rationale that's been given for the third amendment is 
total nonsense...I prefer the simpler reason that no one 

bothered to read the agreement." 

-Bruce Berkowitz (Fund Manager of the Decade) 

http://cdn1.valuewalk.com/wp-content/uploads/2014/07/61614-opinion-order-fairholme-case-2.pdf
http://billofrightsinstitute.org/resources/educator-resources/americapedia/americapedia-bill-of-rights/fifth-amendment/just-compensation/
https://finance.yahoo.com/news/common-shareholders-fannie-freddie-including-003900827.html
http://blogs.wsj.com/moneybeat/2014/03/10/berkowitz-treasurys-rationale-for-fannie-bailout-fix-is-nonsense/
http://cdn1.valuewalk.com/wp-content/uploads/2014/07/61614-opinion-order-fairholme-case-2.pdf
http://video.cnbc.com/gallery/?video=3000196230
http://video.cnbc.com/gallery/?video=3000196230
http://online.wsj.com/public/resources/documents/IraSohnAckmanPresentation.pdf
http://news.morningstar.com/articlenet/article.aspx?id=321713


Disclaimer

PLEASE READ THE FOLLOWING IN CONJUNCTION WITH YOUR REVIEW OF THIS PRESENTATION

THIS DOCUMENT IS NOT AN OFFER TO SELL OR THE SOLICITATION OF AN OFFER TO BUY SHARES OF THE FUND. AN OFFERING OF INTERESTS WILL BE MADE ONLY BY 
MEANS OF A CONFIDENTIAL PRIVATE PLACEMENT MEMORANDUM AND ONLY TO QUALIFIED INVESTORS IN JURISDICTIONS WHERE PERMITTED BY LAW. PAST 
PERFORMANCE IS NO GUARANTEE OF FUTURE PERFORMANCE. 

An investment in the Fund is speculative and involves a high degree of risk. The fund will have substantial limitations on investors’ ability to redeem or transfer their 
shares, and no secondary market for the Fund’s shares exists or will develop.  All of these risks, and other important risks, are described in detail in the Fund’s 
Confidential Private Placement Memorandum. Prospective investors are strongly urged to review this Confidential Private Placement Memorandum carefully and 
consult with their own financial, legal and tax advisors, before investing.

Confidential information. The information contained in this summary is confidential and may not be reproduced, distributed or used for any other purpose. 
Reproduction and distribution of this summary may violate federal or state securities laws. 

Past Performance Not Indicative of Future Results. This summary contains information about prior investments made by Regal Point Capital (the “Fund).  Prior 
investments are not necessarily indicative of future success. It should not be assumed that investment recommendations made in the future will be profitable or will 
equal the performance reported herein. Unaudited figures are based on estimates and may be subject to material change. The information contained herein is current 
as of the date hereof, but may become outdated or subsequently may change. 

Hypothetical Scenario. This presentation includes a discussion of an example of the type of investment that may be purchased by the Fund. This discussion is intended 
to illustrate the types of analysis that may be conducted by Regal Point Capital in investing the Fund.  It should not be assumed that this security or similar securities will 
be purchased by the fund, or that any investment purchased by the Fund will perform as illustrated. The projected returns are presented gross of fund expenses, 
management fees, and incentive fees, and incentive fees charged by the fund. If the expenses were reflected, the performance shown would be lower. 

Performance under each of the scenarios presented is based upon Regal Point Capital’s proprietary assumptions regarding available pricing of the security. Actual 
returns may vary widely from the project return figures presented, even under similar market conditions. Investors should not rely upon the pro forma return data set 
for herein in making an investment decision regarding the Fund.  Regal Point Capital does not guarantee the performance of any investment or any particular rate of 
return. 

Important Notice. The information set forth herein is being furnished on a confidential basis to the recipient and does not constitute an offer, solicitation or 
recommendation to sell or an offer to buy any securities, the investment products or investment advisory services. Such an offer may only be made to eligible investors 
by means of delivery of a confidential private placement memorandum or other similar materials that contain a description of material terms relating to such 
investment. The information and opinions expressed herein are provided for informational purposes only. An investment in the Fund is speculative due to a variety of 
risks and considerations as detailed in the Fund’s confidential private placement memoranda.  This summary is qualified in its entirety by the more complete 
information contained therein and in the related subscription materials. Nothing contained herein constitutes financial, legal, tax or other advice.
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