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December 31, 2020 

 

To my partners:     New Year’s Eve commentary 

I hope you all had a good holiday. 

I enclose a report on Fannie Mae and Freddie Mac issued earlier this month.  While I am not 
familiar with the author, it is probably the most comprehensive and up-to-date analysis of the 
situation out there.  It is very informative and will answer many of your questions. 

With respect to Fannie and Freddie, items 1, 2, and 3 cited in last year’s New Year’s Eve 
commentary have been accomplished; item #4 “ending the net worth sweep and declaring the 
government’s preferred stock repaid” will hopefully be put in place by January 20, when Treasury 
Secretary Steven Mnuchin leaves office.  It is, of course, imperative that this be done, for without 
a resolution, it will be impossible to raise the many billions of dollars which will be necessary to 
put private capital in front of the taxpayer.  As I understand it, Secretary Mnuchin and Federal 
Housing Finance Agency director Mark Calabria are negotiating the final details, and as I 
recently wrote, the notion that the government has not been repaid is simply ludicrous.  At this 
point I find it difficult to believe that they will drop the ball on the one-yard line. 

Despite the significant progress, Mr. Market still doesn’t care; the preferreds ended down 
about 25 percent for the year  As I explained in item #5 of last year’s letter, ”re-listing the 
companies on a major stock exchange” is the single most important factor needed to get the share 
prices up, as trading in “pink sheet” stocks is generally prohibited by most major institutional 
investors and mutual funds.  (They are the ones who will be putting new capital into the 
companies.)  Look to see strong competition between the NYSE and NASDAQ for the listings. 

That leaves item #6:  “exiting conservatorship and operating under a Consent Decree . . .”.  
As Dr. Calabria could very well see himself out of a job as early as June (see item #7, “continued 
pressure on the government from the lawsuits”), I expect this to occur before that happens.  Both 
a consent decree and declaring the government’s preferred stock repaid are steps which will be 
virtually impossible to reverse by the new Administration.   
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The market behavior (i.e., “pricing inefficiency”) is not unlike that which we experienced with 
Meritor and before that, Continental Illinois, and as was the case with them, Mr. Market will 
eventually wake from his slumber.  In the meantime, those who don’t already own (as well as those 
who wish to add to their positions) can still buy in at a 65 percent discount to their $25 par values. 

As always, call or write with your questions. 

Happy New Year! 

 

 

 

 

 

 

 

 

 

 

 

 

 

-------------------------------------------------------------------------------------------------------------------------------------------
Please note that this report was originally prepared and issued by The Delaware Bay Company, LLC for distribution to its limited partners.  Other 
recipients should seek the advice of their independent financial advisors prior to making any investment decision based upon this report or for any 
necessary explanation of its contents.  The information contained herein is based on sources which we believe to be reliable, but is not necessarily 
complete and its accuracy cannot be guaranteed.  Because the objectives of investors may vary, this report is not to be construed as an offer or the 
solicitation of an offer to sell or buy the securities herein mentioned.  This report is the independent work of The Delaware Bay Company, LLC and is 
not to be construed as having been issued by, or in any way endorsed or guaranteed by, any other parties, including the issuing companies of the 
securities mentioned herein.  The firm and/or its employees and/or its individual shareholders and/or members of their families and/or its managed 
funds may have positions in the securities mentioned and, before or after your receipt of this report, may make or recommend purchases and/or sales 
for their own accounts or for the accounts of other persons from time to time in the open market or otherwise.  While we endeavor to update the 
information contained herein on a reasonable basis, there may be regulatory, compliance or other reasons that prevent us from doing so.  The opinions 
or information expressed herein are believed to be accurate as of the date of this report; no subsequent publication or distribution of this report shall 
mean or imply that any such opinions or information remains current at any time after the date of this report.  All opinions are subject to change without 
notice and we do not undertake to advise you of such changes.  Reproduction or redistribution of this report without the expressed written consent of 
The Delaware Bay Company, LLC is prohibited.  


