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Facing Strateg¡c Grossroads
June 27,2005

Confidential - Highly Restricted
As ot 612212005

I

I

'l
IJ

l,li,

'i!l
ilå{$

JT fl]

f

_!

ål Fanniellae
tt
l

ii



'oc)

ãÞ..o(D

AF
RA

t(DvR'
îH
ã<
-Øgoä
Éõ
=Ø¿äØ

d
I

o

1.

2.

Ê?

(Þ

K
(D

ls the hous¡ng

Are consumer
adjustable rate
or secular?

3. Does Fann¡e Mae have a role/responsibility to r

stabilize the hous¡ng mar[<et?

o

market overheated?

4. Does Fannie Mae have an obligation to protect
consumers?
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changes in preference for
vs. fixed rate mortgages cyclical;
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As of 612212005 2

I

årlïr

t1#rl' I

iåids
I!Ìl

p

--
åi Eannieillae

t

lil



ãÞ.ocÔ

ã'u
=Ä
é5

oÈi
Ã-<
b=(Dä

Éó-ØüiØ

I

The risk in the environment has accelerated
dramatically.
r Proliferation of higher risk alternative mortgage products

(D

(D

r Growing concern about housing bubbles

r Qrowing concerns about borrowers taking on increased
risks and higher debt
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' Aggressive risk layering

Confidential - Highly Restricted
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Growth in adjustable rate mortgages (ARMs)
continues at an aggressive pace.

¡ Extensive menu of alternatives / options
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. 
I ncreasing affordability concerns

n fmphasis on towest possible payment

r llome being utilized more like an ATM
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Confidential - Highly Restricted
As of 612212005

Our competitive advantages today are in fixed rate mortgages. 
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We are at a strateg¡c crossroad....

We face two stark choices:
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1 . Stay the Course
2. Meet the Market Where the Market ls
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Stay the Gourse
r Maintain our strong credit discipline

r Protect the quality of our book

r Intensify our public voice on concerns

r Refrain from offering specific guidelines

r Preserve capital

r Test cyclical vs. secular
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Alternat¡vefy, we could seek to r¡.¡
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Meet the Market Where the Market Is
r Meet current consumer and customer demands

r Participate in volume and revenue opportunity I current
growth areas 

:

I Accept higher risk and higher volatility of earnings

I
C)

,F

oo
æ
-ì5{

Confidential - Highly Restricted
As of 612212005 7

l

I
'llt
,t'l
ìll{$

l?iìl

I

_=
ål FannieMae

Ë

,i
rì



F9
E^
ôc0

A'ú
=A

oFt
$q
ã9

Éõ*ØüiØ

a Possible lmpl¡cat¡ons

Stay the Gourse

Þ
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I Lower volumes /
revenues

r Slower book growth
r Continued market share

decline
r Lower earnings
r lmpact on key customer

relationship
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Confidential - Highly Restricted
As of 612212005

Meet the Market

r lJigher volume /
revenues

I Faster book growth
r $low down decline in

market share
r Higher credit losses
r Increased exposure to

unknown risks
r Potential increased

earnings volatility
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Significant obstacles block ou r ab¡lity to
pursue a "Meet the Market" strategy.
r Lack of capabilities and infrastructure

r Lack of knowledge of the credit risks

r Lack of willingness to compete with the market on price

r Lack of a value proposition for subprime

r Lack of a conduit capacity and Regulatory concerns
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Market" today.

Therefore, we recommend that we:
r Pursue a "Stay the Course" strategy and test whether current

market changes are cyclical vs. secular:
Advocate public position

Be selectlvely opportunistic in pursuing business
See if consumer sentiment changes with flatter yield curve

While we:
E Dedicate resources and funding to "underground" efforts to:

Develop a subprime infrastructure
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Confidential - Highly Restricted
As ot 612212005

ls there an opportunity to drive the market back to the 30-year FRM?

Develop modeling capabilities for alternative markets
Develop a conduit capability
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lf we do not seriously invest in these 'nunderground"
type efforts and the rnarket changes prove to be
secular, we risk:

r Becoming a niche player

c0

7
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r Becoming less of a rnarket leader

r Becoming less relevant to the secondary market
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Management Team Discussion
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Single Family Facts and Data
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First Half Performance and Obseruations
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Single Family Performance

Corporate Objective Goals Scorecard
Monthly Progress Report - May 2005

Maintain leadership and retain
or grow our key accounts

E

o

(D

Address key competitive issues
and maintain 30% MDO share

lmplement products and
exceed target book growth of
1.75%

Increase participation in
subprime

Use technology tools for
process improvement and
delivery preference

c)

I
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Achieve the HUD goals

V

Lead the market in minority
lending and achieve targets

Confidential - Highly Restricted
As of 612212O05

Satisfactory progress with customer
retention. Holding our own against FRE

Leakage to subprime and private label
continues. We lack a value proposition to;
stem the tide in today's market

Book growth negative year-to-date. Negative
growth is expected for the full year 

f

Continue to work on value proposition and
proþosal to enter the subprime flow market

o
o
o
o

r On track

o
on track ' {

rlr
ìp,,I

Loss of market share to subprime, interesgif I
only, option ARMS, attracting mission J"'l

borrowers relative to our "core" products r
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Single Family Performance

2005 Divisional Goals ($B¡l)

Lender Channel

Inlestor Channel

Dedicated Channel

F
(D

(D

Total Business Volume $499.2

Book Growth

Gross Charged Fee

Credit Losses

$383.2

100.0

16.0

o

low Mod (Affordablel
2005 HOUSIIre GOA|-S

Special Affordable
Underse¡ved

Volume through May totaled $188 billion and was $11
billion (5.5%) behind plan

Full year estimate: $491 billion (Q2 forecast)

YTD book growth (estimated): minus 1.7 percent

Full year estimate: minus 0.6 percent

YTD gross charge fee vs. plan: 26.2 bps vs. 26.8 bps

YTD credit losses vs. plan: $95.5 million vs. $S5.1 million

Current full year estimate (6/05): $ZSS million

1.75%

27.3 bps

$198 mil
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Low Mod (Affordable)
2OO5 SF PMM Sub @al

Special Affordable
Underserved
2OO5 MIIU)RITY LEtÞITre @ALS
African American

Confidential - Highly Restricted
As ot 612212OO5

Hispanic
fotal M¡nor¡ty

MAY 2OO5

YTD
ACTUAL

52.Oo/o

22.Oo/o

37.Oo/o

45.Oo/o

55.5olo

L7.Oo/o

26.7olo

32.Oo/o

4I.3o/o

45.48o/o

5.4o/o

o

71.60/o

L8.92o/o

24.7o/o

32.49o/o

On the housing goals front we
rema¡n ahead of targets against all
goal categories

Our minority lending results through
May are behind goal for Hispanic
(10.99%) and total minority
(23.78%)5.51Yo

7O.99o/o

23.78o/o
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We continue to lose goals rich products to private label

r Much of the leakage to the private label
market is from products with high
m i nority concentrations

r The two product lines that are driving
the majority of leakage to private label
are Alt-A and Subprime

I In 2004, these product lines scored
high relative to Fannie Mae's core
products

Alt A: 3oo/o total minority score
Subprime: 52o/o total minority score

r ln addition, much of the Option ARM
production is securitized in the private
label market

Option ARMs: 37% estimated total
minority score

Confidential - Highly Restricted
As of 612212005
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Private Label Market Shares of MBS lssuance

2002 2003 1q2004 2q2004 3q20M 4q20o4 1q2OO5 Apr-05

* Other includes Option Arms
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EYgn ryitll toug.h competition and widening MBS/PC price spreads, Fannie Mae has
still maintained share levels versus Freddie Mac in the històrical ránge (55% - 60%)

7Oo/o

65o/o

60%

55o/o

5Oo/o

E.o

Fannie vs. Freddie

2000 200'1 2002 2003 2oO4 20o5YTD

MBS/PC Price Spreads

a)

,F

æ
00{
-l

Jân-03 Apr-03 Jul-03 Oct-03 Jan-04 Apr-04 Jut-04 Oct-04 Jân-05 Apr-os

Confidential - Highly Restricted
As of 612212OO5

100o/o

80%

600/o

40o/o

2Ùo/o

0o/o

Entire Securities Market

-30 
year 

-fþse¡sfical 
value

2OO2 2003 1q2004 2q20A4 3q2004 4q2004 1q2005 ApÊ05 ft¡tay-Os

r Despite Fannie/Freddie price spreads being at
high levels during the past 6 months, the
Fannie/Freddie share has remained in the
historical range ì

I Pri\iate Label tr Fannie |\¡ae ¡ Froddie t\4ac E GNli/A

¡ However, both GSE's cont¡nue to see
significant share loss to the private label
market

17 ãl n"t nieMae
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Our competitive advantages in our core competencies continue to erode

1 YEAR AGO.... [t--\ TODAy....-__vZ

o
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Credit risk management

Capital advantage

Low cost producer

Customized value approach

Liquidity premium

DU/DO Technology

Iô

I

æ
00\¡
æ

Confidential - Highly Restricted
As ot 612212OO5

Our insular view prevents us from taking credit
risks in areas unfamiliar to us.

Our capital advantage has been lost to
collateralized debt obligation issuers and hedge
funds. Basel ll will further erode our advantage.

Our pricing is uncompetitive. According to our
models, market participants today are not t

pricing legitimately tor risks. i

We don't have a value proposition to compete in
today's market (lack of conduit capability).

Premium still exists with respect to our 3O-year
TBA security; No liquidity premium for non-fixed
rate produci. 

i
DU/DO remain the leading automated ' I

underwriting systems in the market. Continuedt,{
investment is required to ensure we do not losd,i
our competitive advantages in this area. 

liii*

r
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Our public position on risk concerns has been gaining momentum

o

c'

Tom Lund
-- MBA Secondary

Remarks captured
in numerous articles.

iüiíöiö'öi'i;'tïö;öï""""""""""""""""!"'i,'óïÄriiöl'åäï"i"'# äïÄriiä¡äï''i
! fr"" --A"dD i lirav - ¡une zz. eooär !i Source: Google 
r

i' Housing Bubble i gSZ ! f ,248 { :

i. lnteresionry i il ! ,' ,21s ':
:. Housing Affordabitity Concerns i' g6 i l+O i

::' Greenspan and Housing concerns i rcz ! unt i
:i' oFHEo and Housing concerns i ,, I za I ii!

:. occ and Housing Concerns i ,' t i lz , 
ti

:' optionARMs i ,o ! ,o t{h
f, Ê.?......o....a......aa........aaaaaara.a....a.aa.o......aaaaaaaa..1..a.aaaa.a....aaaaa...a.11aa.aaaaaaa.aaaaaaa.....1¡{fof

Since earty May, we estimate that over 3,500 articles have appeared in various publications on the topics l¡ste6 a¡ove]ffid
This compares with an estimated 1,20O articles on these topics in the four months prior. I

OCC & Fed
-- Issue guidance letters
-- Feds warn lenders

I
C)

,F

00
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Confidential - Highly Restricted
As of 612212005

OFHEO Greenspan
-- Releases home price data - Froth/Bubble
-- Expresses concems

l9 ãl
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Our customer's and other rnarket participant's attitudes towards
layered featured products varies across a broad spectrum

7
(D

Gautious

Longer Term View

Gonstrained

Welfs

c¡t¡

ABN

Suntrust

Wachovia

HSBC

USAA

lrwin

Community Banks

Gredit Unions

o

Slower to Move

Reluctant Follower

Tighter Gredit Box

I
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Confidential - Highly Restricted
As ot 612212005

Chase

PHH

First Horizon

BofA

GMAC :

Flagstar

osB
Builder Mtg Corps

Production Focused

Meet the Market

Move Fast

o

CHL

WaMu

World

Greenpoint

Indy Mac

Street Aggregators

Independent Mtg Bankers

Brokers

Realtors

Subprime Originators
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The market outlook for the year continues to change, driven by lower
than expected interest rates and other market dynãmics

H

lD

o

3O-Year FRM

FRM-ARM Spread

SF Mortgage Originations ($Bil)

Refinance Share (% of rolume)
ARM Share

SF 1st Lien MDO ($Ait¡

SF 1st Lien MDO Growth

ñ
c)

,Fô
oo
00\¡

FNM HPI (% change from year ago)
Fannie Mae 2005 Plan and Q2 2005 Forecast

Confidential * Highly Restricted
As of 6122120O5

200
Plan

6.00%
1.35%

2 2005
Forecast

2,146
39.5%
29.2%

5.64%
1.22%

7,704
8.3%

2,671

47.4%
31.4%

21

7,923
9.8%
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Single Family Facts and Data

Private Label and Subprime Market Trends
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Private Label Trends

H

E.
(D

Mortgage-Backed Securities lssuance
Volume

1,400
'1,200

't,000

800

600

400

200

o
$lnBN

:

Private label market continues to be a significant source of liquidity to lenders. $401
billion of prlvate label securities have been issued in 2005 through May.

ln2OO4, Private Label volume surpassed Fannie Mae volume for the first time, with I

total Private Label issuance of $809 billion versus Fannie Mae issuance of $S37 billion.

Fannie Mae is still the largest single issuer of MBS. Freddie Mac was the second
largest issuerwith $358 billion, and Countrywide ranked third at $1 14.5 billion.

=lK
o
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I

0ê
oo
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Confidential - Highly Restricted
As of 612212005

Mortgage-Backed Securities lssuance
Share

60%

50%

4Oø/o

30o/o

20o/o

10o/o

o%

(F-\- f
i-+ ./\^

g in BN 2OO2 2003 2004 2005
YTD

23
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Private Label Trends

(D

ô

$BN
t Other

E Seconds

D HEI-OC

ff Prirne Fb<ed

f Prirne ARM
¡Alt-A
I Subprine

150

Private Label MBS: Product Trends

" Growth in PL has been driven by increases in:

Subprime

Alt-A

ARM production
r Common theme across these products: housing affordability and flexible guidelines

Confidential - Highly Restricted
As ot 612212005 24
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Source: Corporate Development, Inside MBS &. ABS

ãl r""rrieMae
I



F6'
ãÞ.o(D

AE
RA

*c0

Érqò=(Dä

Éõ
=øüiØ

5

Private Label Trends - Wall Street Presence

r Wall Street flrms playing an increasingly large role as aggregators of
mortgage product.

r Wall Street share of private label issuance has doubled in the past
three years (as of 2004 year-end).

r Many Wall Street players are pursuing vertical integration to develop
consistent source of product:

Lehman originated $438 in Correspondent and Broker originations
in 2004.
Bear stearns launched a Broker divis¡on'in earry 2005.
Firms making significant front end technology investments,
including developing proprietary AU systems.
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Wall Street lssuance Trends - Cyclical or Secular?

900.0

Þ

E.
(D

(D

500.0

400.0

300.0

200.0

100.0

1987 1988 1989 1990 l99t 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

. 1999-2001 - Wall Street presence in Private Label lssuance declines during (a) the consolidation of many subprime lenders, and (b) the increased¡
presence of the Agencies in the Alt-A market.

' 20O2-2OO5 - Wall Street participation increases measurably; and the street indicates that they are intent on having a lasting presence, , 
Ë. "They all want to be like Lehman Brothers... Lehman has a huge pipeline and everyone's coveting it." - Subprime Lender i I

. CSFB has ambitious 2005 goals and is positioning itself to continue integrating downstream - exploring acquiring a servicer in 2005. (5/05 - å.1
CSFB gth Private Label lssuers Conference) iill. Morgan Stanley is seeking "to build a brand and a reputation" for their securitization program and to show that they are "not just an opportunistíÉTi
bond shop." (4/05 - Origination News) 

f

. On Bear's new broker platform:"Our pitch [is] that the broker's getting capital market execution because he's dealing direct with Wall Street."For-l

,F

00
00
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Confidential - Highly Restricted
As of 612212005

Liquidity crises in
market - Russian
debtcrisis, LTCM,
Y2K liquidity crunch

35.00/o

30.0%

25.0%

20.Oo/o

75.Oo/o

t0.o%

s.0%

0.0%
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Private Label rrends - Products and Risk Appetite

I Primary market originations of products outside
on the rise. This means lenders have to turn to

ô
K
o

70.0

60.0

5 0.0

40.0

30.0

20.0

10.0

%oPrivate Label MBS Issuance: Total Collateral Trends

-HybridARM 
%

-NegAM 

%

ô

,F

oo
oo{
-l

1996 1997 1998 1999 2000 2001 2002 2003 2004

Source: UBS Mortgage Research: Market Sfrafegrsl May 31 , 2005

Fannie Mae's traditional risk appet¡te are
aggregators / private label as an outlet.

Confidential - Híghly Restricted
As of 6l22l2ÙOs

60.0

50.0

40.0

30.0

20.0

10.0

' strong growth of innovative products (lnterest only ARMs ,"pay option" ARMs)

' Steady growth in share of Private Label market with conforming loan balances

%oPrivate Label MBS Issuance: Total Collateral Trends

1996 1997 1998 1999 2000 2001 2002 2003 2oo4
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Private Label Trends - Products and Risk Appetite

r Private label securities increasingly include a significant amount of
conforming balance product. Reasons include:

(a

ô

- Our tough anti-predatory lending guidelines preclude us from taking
certain loans

- Our risk appetite is tighter than the market's, especially regarding lO's
and Option ARMs

Pricing / All-in execution

- "spillover" effect - lenders may prefer to:sell product all in one place for
convenience or execution reasons

Difficulty of hedging spread risk on ARMs: Many smaller lenders need
best efforts flow execution and servicing released bids, which we don't
offer with Alt-A and lO
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Private Label Trends - Products and Risk Appetite
Private Label Sec urities Collateral Characteristics
Deals Issued April 2004 - Jan 2005

Prime Fixed &
Prime ARM Deals

(Þ

o

Total Collateral

Confomino Ralance

Within FM Risk Appetite

OutsrlCe FM Risk Aooetite

-> lhese two categories represented 27% ofall private label securìtÍzations in 2004

$ UPB
(BB)

Alt-A Deals

% Total
UPB

l16.l

lotal Collateral

22 .l

lonforming Balance

200

{vg Loan
Size

t00%

Within FM Risk Anoetite

()
ql

,F

oo
æ\¡
\o

l9%

Outside FM Risk Aooetite

-> This category reptesented 2!oÁ ofall private label secuütizations ln 2004

4?1 SR?

17o/"

Notes:

Data Source: Loan Perforrnance database.

"Prine FRM" "Prûræ ARM" and "Alç4" dealclassifications are defined by the issuer as reflected in Lp database.
"FM O¡nent Risk Appetite" reflects typical FM eligiblity criteria on bulk deal business for an aveçrge cusromer.
l¡ans without r€ported FICO scores were e;cluded fiom the data set.
All loans are in fi¡st lien position; WA CLTV: weþhted avemge combined LTVof fust lien plus any subordinate lien(s)

WA
FICO

215269

20/"

S UPB
IBB)

214355

225.742

% FICO
< 620

/JJ

Confidential - Highly Restricted
As ot 612212005

YoToaal
UPB

r09.:

728

63

I3Z

0.6o/n

îq6

61?

WA LTV

{vg Loan
Size

l(n0/^

1.1%

23.:

0.2%

sP0/^

)st \4R

69

36%

WA
CLTV

l0o/o

.l

2),o/"

WA
FICO

t 5.3

t82 392

181273

"
Inyes tor

l R4 1n7

R56

75.5

% FICO
< 620

9)5

7ll

974

7lc

./o

Cashout

94.1

777

1.2Yo

WA LTV

688

10/"

I .so/Q

7o/n

0.6%

))o/^

t2%

3.201

WA
CLTV

o/" CA

)70/"

74.Í

%
LoVItlo

Doc

164

2V"

4).o/"

48o/"

75.'7

o/o

Investor

77.5

93.3

26%

95

25%

.(

95.t

770/^

48%

,/"

Cashout

l8o/o

o/o lO

95.3

42%

24%

40%

7o Option
ARM

?ao/"

LRo/"

ss%

30%

24o/n

770/"

o/o C^

28%

790/"

21%

o/o

LoWflo
Doc

t 
6oA

t3%

301

40%

4So/"

7).o/"

OV.

7lo/^

6lo/"

34%

o/o lO

6?oa

56%

o/o Option
ARM

75o/o

51%

48%

60%

)Ro/^

l20l

l10l
oo^

280/

--
å{
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Fannie Mae vs. Market View: lO & Option ARM
Gountrywide Recent Bid Profile
Interest Only and Option ARMs

Fannie Mae vs. Ratinq Agencies

d Mr)
ARM

AA Sizing (Fannie srress)

B Sizinq tExDeced L¡ss)

Fannie Mae vs. Ml Gompanies

Fannie Mae Value of CE
Ml Cost for CE
Ml Execution Benefit

Enhancement Lerels

1.60 359 75.8 721

Market Pricing

FM
IO ARM

7.5
't.8

K
C)
¿l

,F

æ
oo
-j
-J

(¡mpetrtr\,€ (ilee (unarge Fee)
GrOss Model Fee (inctudes cEcost)

GAP

S&P

Notes:
Arerage Inwstor Channel charge fee for lO product ¡s 49 bps
Pay Option charge Þes reflect recent Countrywide bids le. priwte label market.
Freddie Mac recently offered WAMU a mid-3O's gfee for high quality Option ARMs

Confidential - Highly Restricted
As of 612212O05 30

3.7
0.4

IO ARM

FM

31.3
't8.7
't2.6

¿35Yo s lo Dlo ss - 0.55%deductiblc

8.5
2.2

Pav Ootion ARM
s&P - otd

5.5
0.6

wrln çreq|l
Enhancement

Pay (,p$on AKM

S&P - New

t(J

54.0
54.5
-0.5

44."1

28.9
't5.2

I.85ol.sto pJo s s.0.65% deductibl€

6.7
0.8

PAV ()DÜOn

c5.u
63.4
-8.4

NO greqrt
Enhancement
IU

54.0
105.9
-51.9

Fannie Mae's view of risk is
significantly different than I

other market participants

S&P recently came out with
more punit¡ve criteria for 

Ê

Option ARMs

Ml companies price the
expected and stress loss
levels differently than
Fannie Mae 

i

We need to obtain credit : g

enhancement on the entirei 4,

loan pool in order to achievþl
relatively gap neutral modeli{$
fees JIid

Pay Option
55.0
110.2
-55.2

-q
å{ EannieMae

¡
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Fannie Mae vs. Market View: Subprime
Gountrywide Recent Bid Profile
Subprime Market

Collateral Profile

(D

c0

Fannie Mae v.s. Ratinq Aqencies

Ml) 7.1 359 78.3

AA SiZing (Fannie Srress)

B Sízing (Expected Loss)

Fannie Mae v.s. MlGompanv

AC

Fannie Mae Value of CE
Ml Cost for CE
Ml Execution Benefit

Enhancement Leræls

C o mpetitive Altern atives

LTV

fl
ì¡
c)

lo

oo
oo\¡\¡

FM
Subprime

12.0

3.1

Ftco

Competitiw Gfee
GrOSS Model Fee 1in"rud". CE cost)

GAP

Subpríme with Deep CE

s&P

Confidential - Highly Restricted
As ot 612212005

176.0
101.0
75.0

15.0% s top-los s, 150% deductlble,
Charter P rinary

12.6
2.0

DTI

With Deep CE

Our view of risk for subprime
product is more in líne with
Rating Agencies I

Ml companies price the
expected and stress loss
levels differently than Fannief
Mae '

Our execution still significantly
off current market levels -
market competitive g-fees
would result in significant 

r

negative gap, even with credit

130.0
195.0
-65.0

Subprime
With Charter Min

Ml Only
130.0
277.0
-147.0

31

enhancement

iillj

F-

å{ FìannieilIae
;r

l

1i



ãô.ôô

AF
=d

vF+

ä<
Øzoi;
tso
=ØüiØ

Private Label Trends - Products and Risk Appetite

r This trend is increasingly costing us business with our largest customer:

(l

7
(Þ

1 10o/o

100%

90%

807o

70o/o

60o/o

50o/"

40Yo

30Yo

20o/o

10%

o%

Sha¡e of Countrywlde's Prlme Conventlonal
Monthly Mortgage Fund¡ngs

,i"::Ì:Ì::Ì*"i:*:ì*:)ïi"'*:**:i,fi::Ì:'*":Y. ,iiÌì:Ì:.Ìf::ì:ÌÌ*:".1'j:.1.*.:T'*€*.e¡!*s'"q'**f,"
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100%

90%

80%

70%

60%

50%

40%

30%

2oo/o

10o/o

0%

Share of Countrywide's Total
Monthly Mortgage Fundlngs
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Private Label rrends - Products and Risk Appetite

Countrywide Loan Production
Qr-200s
$ in millions

H

(D

(D

PRODUCT
30 FRM
T5 FRM
FRM ALT-A
AMORTIZNG ARM ALT-A
INTEREST ONLYARM
PAYOPTION ARM
TOTAL PRODUCTTON

Pay Option ARM Drill Dovm
Potential

Total Countryrvide
Loan Production

Pay Option
Total UPB
7o Investor

o

,F

00
@
-ì
-l

7o Cashout

$l r218

7o Sinele-Familv

Criteúa

2 9R5

7o Full Doc

%o Total
Production

4740

70 with Subordinate Liens
wa Debt Ratio

600

2.81I

wa FICO

6.RRS

wa MTMLTV

s2ß R41

Confidential - Highly Restricted
As of 6l22l2QO5

CreditWorks Model Fee

38.9o/n

Tight Eligibility
Bucket

Gross Model if Credit Enhance

$ {JPB Sold to
Fannie

lO.3o/"

Est Market Price (Charge Fee

l5-Oo/"

2.lo/"

9.7o/o

23.901

100_(P/"

s5 154

s) 41)

Broader
Elieibilitv Bucket

).7't9

7o Sold to
Fannie

22.1

&f;

38.9

403

7q1

t.920

46 1

d

st0.702

21.2

47.7o/n

)

s5.670

15¿

19 10/"

744 1

14 go/"

21.6

70.7

Not Elisible

4t.8

67

6R ao/"

)o/"

79.7

16

36.r

ñ oo/"

52

27.7

!7 -lo/"

)5

$1.219

Notes:

35.6

721.4

1n1

Does not include subprime, second, or
government loans.

Eligibility buckets reflect potential offering to
Countr¡¡ride for Option ARM product under a
fonvard commitment.

Tight eligibility bucket coutd be extended to btner
lenders on a bulk basis. 

,

"Not Eligible" category on Option ARMs reflecfs
loans outside our credit risk appetite and/or , 4,

borrowerappropriatenessframework ,$lj

Debt ratio (back ratio) estimated from a onel¡¡{i,
month sample and only includes Full Doc loalrilO.

Countrywide data file did not include loans sol{
to Freddie; figures are grossed up assuming a
20% FR share based on Q1 actuals.

73.1

44 1

r0l

6S1
1?Á

62

t7Á

50

¿{o
66S I

73,7

33
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Interest Only / Option ARMs Dominate Prime & Alt-A Private Label Deals

lO/ Option ARM Share of Private Label Deals
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Source: UBS Mortgage Research 6-7-05 Mortgage Strategist
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Many of the current products in the market today provide for a low
payment with increased payment shock over time

Ii Loan Type
i

c0

Option ARM
(w/ Neg.

Amortization
3/1 rO ÀRM

5/1 IO ARl'l
3O-Yr.

Fixed Rate
wl 2ll buvdown

StaÊ
Rate

P & I Payment
(Initial)

1.00%

30-Yr. IO
Fixed Rate

5.00%

s/30 ro
(35-Yr.)

5.130/o

40-Yr.
Fixed Rate

H

()

,Fo
00
00\¡{

$12s

4.25o/o

P & I Payment
(First

Adiustment)

s/l ARM

$625

30-Yr.
Fixed Rate
(Aporove)

6.40%

$641

Assumptions: a) $150K loan amount. b) Start Rates based on posted lender pricing. Rates at adjustment assume
current index value for the loan type. Option ARM teaser rate of 1o/o on lO fixed for one year, then moves to 5.2S% until
first rate adjustment. c) Qualifying max loan amount for all loan types assumes the borrower made $60K and utilizes a
25o/o Qualifying ratio. d) Option ARM qualifying rate of 5.25%. Allother loan types qualified at starting payment rate.

6,130/o

Confidential - Highly Restricted
As of 612212Q05

$738

5.750/o

$876

P & I Payment
(Maximum

Adjustment)

$7s0

5.00%

$904

s766

$992

5.63%

$799

$826

$80s

$1,912

$1,266

Qualifying Max.
Loan Amount

$863

$1,436

QOf r'U/I¡

$1.376

$799

s916

$900

$285,714

$1,266

$863

$300,000

$292,683 l

$911

$799

$254,096

$1.252

35

$250,000 I

$863

$244,898

$234,571

$232,852 i

$217.143 l
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Subprime Market Trends

r Market is evolving into a product continuum

($ in Millions)

ó'
E.
(D

(Þ

t Trends towards integration of prime and subprime players:

New Century/RBC Acquisition in May 2005 :'
Countrywide #1 issuer of subprime and Alt A; #3 issuer in Prime ARM securitíes in 20Q4

Ameriquest making significant marketing efforts aimed at broad customer base

To date, we have not seen any players integrate platform and sales process

I Profit margins in subprime shrinking but are still significantly higher than for prime
mortgages

I()

,F

00
0Ô{\¡
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Subprime Market Trends

Kev Driver$ of Growth in Subprime:

I Broker driven sales process:

- Subprime generates higher margins and more approvals

¡ Greater flexibility results in borrower ability to qualify for larger loan:
- calculation of income (subprime more flexibre on income sources)
- Higher debt ratios

- Appraisal values (subprime typically exhibits higher appraisal bias)

r Mortgage Insurance Avoidance:
- Subprime lenders moving up the credit spectrum results in higher LTV's
- For marginal borrowers, a subprime loan often costs less than a conventional loan once the Ml payment is

factored in

I Ability of lenders to transfer risk to capital markets / monetize entire cash flow stream:
- Strong CDO demand for subordinate bonds means lenders have a steady investor source for riskiest

credit

- Ability to sell off residual cash flows in form of Net Interest Margin (NlM) bonds means lenders can realize
more proceeds upfront and reduce exposure to future income fluctuations

õ
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Single Family Facts and Data

H
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o

Home Price Growth and Gredit Goncerns

Ë
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Home Price Growth Remains Strong

West South Central
West North Central
trast South Central
East l{orth Central
New England
Middle Atlantic
Mountain
South Atlantic
Pacific

H

(Þ

(D

Region

A.nnuallze(l lll, (-irowth lrorn'l lJ-
RTI* up to 2OO5Ql

US
+TB-RTI: A newhome price index estimation methodology
that L¡ses d^ta only from purchase transactions.

Last 1 yr Last 2 yrs Last 5 yrs

4.7o/o 3-7o/o 3.4o/"
6.40/" 6.30/o 7.3o/o
6.60/o 5.3o/o 3.7o/o
6.80/" 5-9o/o 5.4o/o

l0.9o/o IO.9o/o 12.30/"
14.60/o 13.9o/o 12.3o/o
22.5o/o 16.80/o 9.4o/o
22.7Yo 17.7o/o 1l.8o/o
22.8o/o 2l-3o/o 15.5o/o

K
ô
q¡

,F

æ
0|o
-¡\¡

14.60/o 12.7o/o 9.9o/o

$33
Confidential-HighlyRestritteds e

As of 612212005

US Housing Market continues with its
recent trend:

. High growth rate and high dispers¡on
across geographic locations

. Some observed slowing of growth
rates (Southern CA, Las Vegas), but
most remain above long-term trend

Home pr¡ce growth has significantly
outpaced income growth:

. Affordability is at historical
lows in some markets

US lncome Growth vs. Home Price Growth

* US Median Household Income (f 976Ql -2O04Qg)

- US Home Price Index from TB-RTI (l976Qf - 2005el)

ÉËËÊËËÊEÊ8e898e89É
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Local Market Focus - l/O Share

Many of the MSAs that experienced a high annual lO share increase (in excess of 13%l were MSAs that also
experienced high home price growth (in excess of 19%) in the last year,

g
R
o

E

Ë
E
ó

Ë
o'¡
tr
ü
5

r

Ë
s

45.Oo/o

4Q.Oo/o

35.OVo

30.OVo

25.OVo

20.Oo/o

15.Oo/o

10.oo/o

5.Oo/o

O.Oo/o

:Ir

o

ô

Increase in lnterest-Only (lO) Share Vs. HP Growth
among top IOO MSAs

Ë
o

,F

æ
æ{
æ

O,Qo/o 5.Oo/o 1O.Qo/o 15.Oo/o 2O.Oo/" 25.Oo/o
Increase ln lO Share based on Pr¡vato Label Secur¡ty Data (2OO3Q4 to 2OO4G¡4)

Source: Private Label Pu¡chase Loan Dataset (Econom¡cs and Mortgage Market Analysis) & Credit Finance
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Local Market Focus - Investor Share

During_the last year, many of the MSAs that experienced a high annual increase in investor share (in excess of 4%)
were MSAs that also experienced high home price growth (inèxcess of 1s%).

ô

(D

380/

33%

28%

23%
ç(,ço
R 18%

13o/o

8o/o

3o/o

-2%

o
t
Crtoo(\¡
E
o

tr
É,

I
c0

tr
o
Ito
tt,
.!lt

Eo
o
o.

lncrease in Investor Share vs. HP Growth
among top 100 MSAs

C)

,F

oo
oo
-Jæ

lncrease in Investor Share based on Purchase-only PCG data (from 2003e4 to 2004e4)
COnfidgntial - Highly ReStfiCted sourc€: Purchase only Pcc data (Econom¡cs and Mortgags Markst Anarys¡s) & credir Finance

As or 612212005 41

aR¡verside, CA

Angeles-Long Beach, CA

aWashington, DCMÞ
aùriFt-----------¡;¡.-

a Orange

Mari, FL

a
o' a

a
t^

o
a

ole US

20/o 4% 6% 8% 10%
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High home pr¡ce growth tends to reduce credit losses

$550

$500

$450

$400

$350

$300

$250

$200

$150

$100

$50

$0

E.
(D

ô

Forecasted Credit Losses Under Alternative
National Home Price Growth Scenarios

H

o
11

,F

oo
00{
00
N)

ut Make-whole Revenue

Fannie Mae Proprietary and Confi.dential

Confidential - Highly Restricted
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Source: 2005Q2 Loss Forecast Model (LFM) production runs.
All loss figures are as ofdefault date and include charge-off, foreclosed property expense, and foregone interest.

8% Home Price Growth
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Credit losses on new ARM
economic scenar¡os

Losses were forecast on new ARMs in three different economic scenarios:
1. Corporate Forecast: House prices up 3-4o/o annually, interest rates up 1o/o in 1st S-years

2. Housing Recession in overpriced regions, interest rates increase 1 .1 To tn 1st S-years

3. Housing Recession in overpriced regions, interest rates increase 5% in 1st S-years

(D

o

o
products would vary under different

I
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I
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Single Family Facts and Data
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Emerg¡ng Products and Product Definitions
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Emerging Products: Market View and Fannie Mae Participation

(Þ

(D

Prime Conrentional Conforming

Subprime

AIt-A

FNM Participation

% FNM Particípation via Inv. Chan

o

Prime Conrentional Conform ing

Subprime

AIt-A

h¡re o f S Vo lumc

FNM Participation

% FNM Participation via Inv. Ghan

c)

q4

,F

oo
æ\¡
oo

source: Economics and Mortgage Market Analysis using Loan performance.

h¡re o f $ Vo lame

'Shares of ARMs, Investor and Low Doc products have increased from 2003 to 2004 as measured by purchase money mortgage originations.
- FNM product shares of ARM, I/o, Low Doc are trailing behind market share.
- Investor Channel is driving I/O and Low Doc volume.

2003

'16.7o/o

42.8%

65,0%

Confidential - Highly Restricted
As or 612212OO5

hsre of $Volum€

.AIt A and Subprime are more concentrated in these products.

fSVohme

2nd

Home

h¿re of $Volumc)

30.8o/o

88.1o/o

71.1o/o

hsrc ofSVolumG)

2004

o

Sb¡re of:SÚ

hare of$Volume)

Sb¡re of SVoluEc Sl¡¿¡e of SVolumc

In 2003, IO ARMs
accounted foqjust
l.l% of FNIf/'s

purchase mohey
mortgage acquisitions.

In 2004, they
accounted îor7.6Vo
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Product Definitions

Interest Only - A mortgage in which the borrower makes monthly payments for a specified period that cover only
the interest due on the loan. During the Interest Only period, the outstanding principal balance of the loan does
not decline. After the initial interest only period, the monthly payment is increased to an amount sufficient to fully
amortize the outstanding balance over the remaining term of the loan.

Hybrid ARM - A mortgage loan that has an initialfixed rate period, after which the mortgage loan converts to an
adjustable rate. An example of a Hybrid ARM is a2128 mortgage loan. Thís is a 30 year adjustable mortgage
program, except that the first interest rate adjustment does not occur until 2 years ínto the loan. Once the loan
converts to an ARM, the interest rate adjusts periodically (Çpically monthly, semi-annually or annually) based on I

a particular interest rate index (e.9., LIBOR, 1-Yr Treasury).

Negative Amortization Adjustable-Rate Mortgage (Neg Am) - An adjustable rate mortgage that provides for a
fixed monthly payment even if the interest rate on the loan changes. Typically, the interest rate on a neg am loan f
adjust monthly, while the payment stays fixed for a year. lf the interest rate increases in a given month such that '

the monthly payment is insufficient to cover both principal and interest then due, the interest shortage is added to
the unpaid principal balance of the mortgage to create "negative" amortization. Most neg am loans have a cap
on the maximum amount that can be added to the loan balance over the life of the loan.

(Þ

o

r Option ARM - An adjustable rate mortgage that gives the borrower various payment options each month. In a
typical Option ARM, borrowers have the option to make a minimum payment, which could result in negative I

amortization if the minimum payment is not enough to cover interest due (similar to the minimum payment on a :

credit card). They also have the option to make interest-only payments or fully amortizing payments. The f

expanded payment options give the borrower more leeway to qualify for a mortgage. The 12 month Treasury ,1
Average (MTA) is the most common index used with option ARM loans; however, some lenders 

"iro 
otf"i- ' l,f li

LIBOR, the 1-Year Treasury Bill, and the 1 1th District Cost of Funds (COFI) as indices. 1!'u
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frr:
llen:
ï¡c
Si.ltært

IhvidAAnùr¡kmis
lYo&ordry, St4nøbø t, fuO4 9:ú AiNf*
ìÁtoMry
Ìc: No lmo/l{o ¡rrcû*trÙÐ ffs¡qg.ú

l'ñtG

Ar lst rrcçlt's ri¡lr,mseag¡oat nrw$¡g I mentioncd rhat I hqlta6cd 8y 9n n

conslusim on üis roü¡çt froæ a rçprn¡tftn d¡t pcrspecütvç' I t¡lcril$ r
rtra¡gåt yn¡ rqüq-uoü Trieû, hC Sc r-crpffiibiliï !o.bi:.g {"-ryt¡¡-e$
öffiildrü* óp¡olç*to or g'iq-to maeo þ drylsíso, Û[srty r¡¿ p¿fü

eskc¿ n* wt¡r il rne¡nt tili*'t opposed thi¡ poú¡¡tt. I súd thd my jú ìl¡sü to

r'dL *t t" p¡* at¿ ftt¡t ro rÉinoç'6 iftüurgl*'wc tæ .T FB rryw* ghao

å brrs¡nä¡ 
''æn¡rnim 

rigk I rhfuk of:thi¡ lu¡øer comparÑle þtu
;;ffiB .*t 

-in¡. 
wmtr w¡nt Diük to.ksovt if 'û8t he cæ, rçprcvc of ts

ä* iþs. t*Ñ$*iî*itl bê åg¡¡n*,ruy rçcæmqøsfiffi' I ft'füdn't bt
il;i-ä;¡iliäËë *ith *t-rydug¡*r' tlc'au' ryyr as pqrctiqPltn

*rãuc y¡¡s ro r¡flw tht fgct tha! busil¡sstrcalitiË m¡y diGlBF.i&9 U{nryl

ãIi**t-r", áGir** çruihryreqilim ltuinkIwq¡ldursitfor
6oä,fräc iÈ¡t üriJ; td;*",!tqt cådirmpirrins entuing. Qt $ç we've

tecn ¡n ttri! ons for $om$ ürne t lhink I $þçl$'ryÊSk ås sgüt 8s I is6sb'Ê

oqt$l*¡*. In writÍng ii t acnrally fcltmorc liks I uns l¡te. L€f,s:ülh

DA

ìÆteMey
ù9107/2oiJ4 06:43FÎ-vl
To: David A

'Èv¡¿AAnt¡*sti¡
Somþ:hrl,Cçtdt

coNfrD$fru ¡ troPnEÌArY

0c:
Suùiccr: Re: No IncqnøXo essa$m$) uqtgnees

Wow.

Thie s€sng a üi¡ wçrs*irc; t snr nd,gt¡rç whst ys¡ nre þing ro

;rrrrñtdt:"J i*tO t ¡". qpectç¿ y¡¡¡ to wait mtíl we had m¡de r decisio

*ã¡-,ñrñ,Ciain*ãCu¡i* *i,.M fetnt an,ovanight rclo cn ilrr &ciiú'

I will cr[ yal md di*r¡¡ rhi¡ wù¡a rve bstù b¡r'o r chmco'

Irdts:lø*'
lYfæUrd Ssßiu& Oponriun aodFureg
Cc*nilcd æ tmerufon r|d Elrcc¡sion

&,I1.,
Fu:!Ü
Cc[:T

7n|øæÛ3æ



üglfiîtffiA o{:41PM
To: f,Xct

cc: Dæid A
Subjæt NobcmdNo,

Ckt D-
$¡sr¡ttSI

M(ir8|Seq

Tlç p¡rBo*o.of úis +nai¡:is'to.dom¡msi¡my rcconnmddim rcg¡tË¡Ü ¡üNA
ffi*i"., f*u cqrre to ñ¡y cqflctruiur $tr snrdying .dq ft.stt ry ti"
krOås-aø cmparirg n6Ãt wht orns rirk nnar¡er in ttrc in&uy. MibMry
and Ðob Tsi€r¡ a;Ê wõk¡rg to get úi3 isn¡c bcfsc yal førmlly in thc ncrr

finrc.

R¡osøncadeion

Frcddic bfæ shq¡ld withdrcw frúl tho NINA m¡¡kcr ¡!t !¡oøl ¡! practicrble. olrr
p...r* ¡ittt¡¡ mrrta is incosi¡imt with ¡ nisim.centcred comprny rnd

hcdc$ 3oo nucù rcptuion risk for ûo ffrm.

B¡c¡grond

Ihc NINA mq'tgsgc w8s cfcrtod wor 20 ycerr 6g0 ¡l¡ ÌYry o'f srving bonowors

w¡ù ¡ncoruistefiîifoonne,p*¡çrn* (rclon, tho self employed, øc.) but Wmg
crldrt pro-files and doumpãyñiÊrl$, In addrtion, E fSß sen'cd banowem

*m.-tfu wUuru".n t**i,,-in¿ nm s'.¡rt þ rrpú- ürcir incurlc' T* {93 
^oÚKr ncr¡rge proúrcts and undcrwiti:tg ryqgs.qolval' rnartng *Ïl--*--

. Eort''en'iãc ;mrtm. Spe'ificsllyrFrddieÞlada.t-gn¡tospecrq¡moffiff
.ttõtlrd undenuitinc s€r,,iscs b€ttiü|o mgnizF tt¡¡ incsno rïsslets
snãøîe- ûf deftt¡t ttt-sû prw¡o¡c¡ilhtt8ñt nrd consql¡ßtüly' tr¡ditioilâ¡
grúdrti"c¡ r*nd hgqrúd rÐrp€plp to incqms fdi€s weæ Éc€d. Othcr mcr.rgrge

õro6r$s. s¡ctt as stcted iffione/ststed 
'g!Et 

(SISA) mqtgffps, ¡ro36 fhg
;"*Ñdttd borrow¡rswho di&'tw¡rfl robc h¡rstcd witlr p'rovidingthoir

inccrc.

fire HINA prgú¡Ct ws ars bsing so,ld rod*y dffsfg e¡b$ttlidþ in the nichc it
¡r ül'¡oc fo ;dlr. Tod¡fsNINA spp€{rs tctåf8ßi bs¡owerc wûo wqild h¡ve

fuiótt-s,"1¡fring fs a ruffitgÐ8Ê if ilpir fi n¡ncial pæ¡qù¡ wøe adcqualdy

disolqßGd. TËo bg,svidrUSeof ttús i¡ ttrc ñæt ylar dsl¡nqu€fl&y tffi o{l

rher na{rg¡r, *i¡ä r-'. loro tro l37E dipnding 1qû,"lTdt. 
'$Ic -

o|ãåji frniity cmtnor-rs'i*T of NINâ, lost fi lw irnd fornd üra *eedy 
-

t***lt¿r .f *" d* o ryo,t* wa¡ drcpee¿ fryq ùc noæ, This mÉ8 16¡ ü'"
borrwtrwit$t-tt*rtgõÍ,uodit 

-- pnüq$ylssdsqt¡üd]tcütdders'Íin
d-; ú{**iftg Fuç!u*, CI¡r'uudff*liüry ty'Ff u¡qt s$dit dd¿ tu*ügü
,ú"rr"r *tffi ãfot¡blG, bec¡üresc hsyc iuio¿ tte ***cn bonoç'sr io bô

tñøctíe 0f dcf$ilt. Ty¡is¡lly, büdcflitt bqro¡v¡r æcd bdh iÂ€qrcr þ
ãæ minimr¡m iæamiñrcrfòHr Borrovø rhcc, by d.finiliqr, NINA Estfæ
;diü-tü-tîSrsr$r i r., aigi*¡.r cr dvit ¡tq¡'.o-'whh wcrhrr ø'rtt
torodly'þidüdlfusfçgsrof dF lç'oËcrowrrr o 6r r¡plicrim'

As ¡rÍditbo.l pfútçm niù rhcse trlutgi€3¿ is tl* it eppcars üey rre
øtrttúttt*ñdy rrsËcd læ'are Hiipinics' * q9*ü4 ff.Ut"
t*l"*;"td ¡nc teð¡rv of prcd¿ory l-ødrywiÉ thir pm&cl.is gd' In 

.

ãoæ,ity. 
"f-ftrdñ. 

ú¡ç tingofräly hans wc¡c æade ugispnico. Tbis

;;o.|r *û I p;. d Éc t¡¡ å typc to*ar wa nudsû ttnl vlcm þ l$rnqdfe

co{nDüffllrù ¡ ttc,ftrl^rY Pnæ(na



ThG HMDA e4 pnrnr. n¡ri¡_. pi^ctre with 16% dm inoonc du¡ncat¡lio lcns .. -:=-:=æ3,** - æs:_-,i:*a:
gdng tolfrpnica, vcnr¡r tflo õf rad cofamiag norlgÐgßs.

En¡lftU úg}{flV-ì mgkct wnrld bc ditrcutt rnd'crpor$vq,'br¡t üren;is also ¡n
æosnn¡fv. Ccrr¡ínly lco@ rradd silieizG lB bæ a¡rwitÉrurral might
aifi¡ct **im¡nins oi *¡p uusi¡css. Ftsddis,ì¡,¡c lqdd dlo s¡d 10 tryg
S2,5 ¡o so nitt¡ó ¡n gttutåt p¡on¡, Fins¡þ. Snca¡m{Àlgl¡tsårËniffiíty
dch, it will nrlc it wen oqs diffi o¡lt æ n¡rrch the pivrto m¡¡tct lwsl of
m¡nüig rnð undcrrcrved nøtgrgo proóraiot.

On th€ dl*f, hsú, what batø wey to h¡gh¡itht dr lsrloc of miss¡on thü to
welk ewry Êør pfpffnþltÞUgü¡ct$þþff¡tsrlt h¡rt¡ Úp þg|îtrvcúl 11'6 0rG üyitlg
ro ¡crvo? ltrh¡t h¡terrïly-to ilg$ight'tf¡c-pnùlem g.ith linking Úrc

assocsú€nt dor prcge¡¡ æ hitriog d¡6 ffnüfA'ffi In ny jr¡dgnong m¡ching
fhc naûcdr proôlcfiqr Uun¿er¡erve¿ rnd minuity bqron'e¡s¡vill rcçrire ur
to engago in nrrta pecrices th¡t arc st od& witb qr clnrfer if it req¡ires
us to mrlrc a mr¡lra in NINA mortg¡ges.

CO|.|fIDS,¡I|AL t PrOPffitArW Fr eæßæ5



From:
Sent:

To:

Subject:

Mudd, Daniel H.

Tuesday, July 17, 2007 6:57 ANI

Dallavecchia, ËnrÍco

RE: Budget 2008 and sfiategic investnents

Mv e¡çoeriei¡se,is that email.is not a very good ve,tue ft[. conve¡satiol; ve.4$ne, ornqtOlí1ti1{S If fo.u façù iciu'hdvq bæ¡$eolt:øt ln

ilåäf;tääa,äliitürpc,r unlessyou realþ wqntmc to beùe ongio øry'me&aFs-ftiryouto voìrPetrs'*a¡d,tbeÏ srepc€r-t

rf yo* fe*l the precqs,isn;iffikùd;ä;-ü; *1r ãor;Gi"phd" ¡nil hourleÉrsçpçlffo.you Tam notawsre thttybuhÛrbsouÈht

to do so on this toPic.

If flrere is any däto ifi lhs roãpauy ,.y€u .as 1;wni9r ¡rcrsoo, who is supposed to þa able tE eçç ihe toP'rislús and gods of tbe compaoy '
ffq rcl p¡iw tq; let mc know, you rvill hsvÊ it---,to or"1"'ãç"¡riq¡r.". giri nottô nagotiaÞ for your group or against any other' And of

course" you may say anythìng you,believe to¡" tn 
", 
ui;i iiroe r,o-*oy*g thËBoard or anyr+hcrerejsa And I believe it is

in¡iacouate,foryou to suggcst anyonu e¡presscd u,"¡*t¡rít t¡ute are enoughæno.ulresfàr¿rri'onçlo do everything necessary for the

plan. Resources are. tigþt. Everyone has cuts.

Please come and see me today face to face'

Tbis e-mail and its attachments are confidential and solely for the inænded addressee(s). Do not share or use thern without Fsnnie

Mae'sapproval.Ifreceivedinerror,oontactthescnderanddeletetbem.

---Original Message----
From ; Dallavecchia, Enrico

Sent: Mooday, JrnY 16,2007 l0:15 PM

To: Mud4 Daniel H :

Subject: Budget 2008 and shategic investmenls

Dan, see the ernail below to Mke.

In iinrítsheu¡,I.qgìi1¡gçy'.upset as I bad to shnd at lheBoard-meeti{g1?.dsy,årq.hq$lh*.1'rveb.4V-1rh9.*lt^*d lhe money to obange our

curtu¡c-:a+druppsry*kä,sää;åË;i:iîËtiiliiria"t<*uiä te.'p¡ppes¿ tEs!$¡nybudgerin2008bv 16pct(sixre€n)åRerin

ãcjiiñiti;;ri*ízarionl an¿ consolidation I cul headcount by 25pçt (and,iiurtgct probaþly over 20pct)'

My main ooncems are:

l. I am give,n a number from Steve without any consultation with me or my people on what we did this year and what we need next

year (indipendent from n"ì"*lt ut"gio planj. I wadi n"ut"¿ t¡te rtris even when I was tluee level downs fmm the cEo'

?,I,bweno viÈibility òn the resr diûê({,ù-nF.âDy" 9¡ thçi¡-eads,i1rh9}ast: y:ar: (cRg i¡ aþ.o9t 33rngr irdditionalbudgets,uhoe-tse is

spending the.other 470inm from lhr-eey-qa¡S,l-g3 whenêvenues hnvgb-een. gr.owing single digit' andinsome busiress'tbey' have'beeir

down for rhe psst 3 yrs). #t-"* u -*í¡er ofîiiemanaffinr te4m I shoulù'have isay-1not õnly visibility, which I also don't avelon

hgw and.where to+ *q 
"ti¡ilì.¿üL 

Iu*vE ry'th¡tl úo:k'f¡¡r3qu,I may as well work for Rob or Mike

3. It was inappropriate what was said today to the^Board as if I had all the necessary means anì budget to act on the sfiategic plan' I do

not even think thaf with ü;i;;-di,* i; z0og is aoequate for {re ourrent risk considering bow far w.e already are from adequate

market practices. I hâd no part in some- Bouro 
"-t*rry.r-".Ì.i"t çestions on havíng the means io execute, but I can¡ot let lhe

irnlrrrìor,,t*0, "r.y "räiuitig 
and reputation with them will be at flake.

4. Iråm mofe ÓÁn qnylhüg verf, {PseÈbecause t thought I hsd þin:^g a team and I realize I a¡n in tbe usual place where people srnile

and act nicely but ùev kJp 
"*¡åg 

tin **puoy ry,il"1 r¡w,í¡t"di4 r can only'infermstico fiom soru* of your directs when we come

from lhe conbol hisory we have as a tompÁny, â¡td;ij$. tlt;y ,tæ q¡¡y -".t¡t**jtbut,C¡O 
is in ftlt btiild up mode' that I took

le'deßhip not orüy in clning gxpcnres ror c,Ro uuúü;-tã" úrrJl* ;rÉ ¿isciplis€ this ye4i' and that I havc beeri saying that we are not

:evø cloqç tùrhsy".p-ropui;îEuî p¡"æru*r""*"a¡i.iii¡¡iii*ã¡¡iÀtioorit ¡i*. I gli a i6pct butlgef cut Do I look so stopid? And

'if üõ'did;;l*i *írfr å¿fir*,i *OitO p*pot" that maybe they do¡t set how vou nm budset ousts'

Conf¡dential Proprietary Brsincss Information

Produced Pursr¡ant to House RulEs Fannie lvfae FM-COGR;OOI56147



please tell your direots (Mike, and Rob) to spare me the story about 'this is orly the first cut, it is a proposal, tell us what you need by
all means'. I went through mâny cost cutting and I did many too, I have been in some of the most politicized companies in banking I
didcutthroathmergeçtelltheartosparemetbestory,theyalreadylostmuch.ofmyrespecttheydon]!.Yp!.e.g.+lg:!

For the two of us we need a heart to hesrt conversation when we ^åîo ,Ooodrr. I am sruiyou have not äffiïgt", o,
approved them and that you rvould never hand me a budgel cut, even minimal, without sitting ãown with me and disoussing what I
think is necessary to ruo CRO aqd risk ingeneral for the company.

tn fhe meantime I ask that you make swe we stsy wây ctear from the oomments made today about having thrc budget sûd the wilt to
execute this strategic plan, because the last think I want is to be fòrced to say that I disagree and embarass you in front of the Board.

Er¡ico Dallavecchia

!F

---- Original Message-----

From: Dallavecohia, Enrioo

Se,nt: Monday, July 16, 2007 09'.33 PM Eastem Standard Time

To; Williams, Michael (COO)
Subjeot RE:

Mike, I got no say and no input in building of the budget I was given. And I can only assume lha those that built it were
knowledgeable of the build up state of CRO and of the fact thal last year CRO took a 25pct headcount reduction, when fhe company
avererage l0pct (and I am not even counting Andy Leonard reductions or those done in Single Family, all work that we took to
inctease eff,roiency),

Doing the budget for nxt year offmy forecal and with a lópct furtber reduction in budget is at best being ill informed or maybe I sdue

to malice. I firrd it offesive to my intelligence and thatof my staff

The company has one of the weakest contol proce sses I ever witness in my career. We have barely started to work on it, we took
sipificant costs out of the company while during our job and we still gbt a 16pct reduotion this year?

Tbis tells me that people donjt care about ihe function or fhey don't get it. I sât tighf today at the Board meeting whør representations
were made afler some Board members asked about the fimding of the new strategy that we have it. This is inconsistent wilh the cuts I
did last year and theouts I am asked to make. And we have not even address taking more credit risk.

I can't let the Boa¡d think that CRO is showered with money, not with what we spent this year and certainly not with what I have got

as.budget for next year. This is even before we consider what needs to be done to take more oredit risk. What do you think it is going
to be, adding 3 people in CRO and run up a fee billions of revenues?

This company really doesr¡'t get it, we are not even cunent and we are already back to the old days of scraping on contols and people

can oan set up proper controls to reduce expenses.

And giving me a number to ask for pushback it is treating me liike a child or a second class citizen.

I cannot convey in writing my disappoinEnent on this whole situation, I expected better from this company. This is a very sad day.

EùrièoD¡llavecchîs

Ë

---Ori ginal Message---
From: Williams, Mchael (COO)

Seot: Monday, July 16, 2007 09:0l PMEastern Stondard Time

Confi dential Proprieøry Business Information
Produced h¡rsuant to House Rules Fannie Mae FM-COG:R-00l56l48



To: Dallavecchia"Eúico
Subject:

--=.---: 
€:- **

Enrico: --n"'--:*--

you should assume that the team built lhe budget targets off of your cunent forec¡st. Given the importanc,e of the CRO function, we

would eryect you to push back and tell us whde you-need to be uext year. lbe teaq abselt your inputs, is (or can) only make

aszumptiôns íbout wirat makes sense to'you given your currynt rate of qpørd. SJeve (aûd öe team) shared your cÆnce¡rLs with me and

I have-said that I would expect we will need to up thc number but En¡ioo should opine.

Separately, this does not include any "initiative" money that you need for 2008.

Mike

This e-mail and its attachments a¡e confidential and solely for the inænded addressee(s). Do not share or use them without Fosnie

Mae's approval. If received in error, contaot the serider aûd delete lhem.

Confidential Proprietary Brsiness Information
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hr¡
$rú:
T¡¡
SrDlæt¡

ìfrdd,Iþ¡d H
-,.."-E.::-.ó;-

grod¡r, Oúot 129, 21lù5 lZ:A*7tl
Ihll¡voaür
lE: ShÈpÌno

thb is ¡ æriolF úsüef Ed if Ëe fde re rryporrivO we (yul ud l) wif cæ ¡brm l¡d.

DciclMndd

-ûiþellre¡nge--F¡c¡; Ddl¡vcccùig Enrieo

Scat: Sfr¡úsy, Olttobcr: 2S, m6 ot:39 FM Edcr¡ Stmd¡d Tine
To: ìrt¡d4Dnic¡H
Suliect súprine

Dq, I bcve ¡ s€riqs pobleo wilb rhe oonÙol poæ*r uorud srþim lbits'

,J¡e hri¡css ¡5{i6qs iD t€rms of ruËBg rp huiæro nrrch fosrer th¡s wh¡ wo¡td be cosisÈnt with thG S5bo limit forycr od we

igf*Sü,rypa k*s th4¡ t* mmths .¡b Ëd; f.rto Fr".'diog mc to oøcÞc m1, ¡c*rrrod auhori$ to dotsminc linits wilh¡t
,dui¿firig ¡shtiou¡hips wilh cttdoÐG¡.

Tbisism,ì[dÞdftb.rpç4|¿eof¡fppn$orþ Ch¡seded (atp ¡ limit orcasecn oom{r¡tirn ¡ndd€bt b imrentioo), and aþ
i,úffrprð:1"1õiñ-i,fqtù Ñtfi,nrcj o t ry s*rpri.e bàns wttbut bling compl'el€d lb€ ¡s$' h¡siticss initi¿ive.

Thc ir r prtlern cocrþg of iordeç¡¡te egnrd for tìe ooofol proc€sc.

We md to tslk on Monday.

EoricoDdlrves€hi¡
FuieMæI
-Origfur¡t 

Mcssrgp--
F¡n: Lwb,Roösrt
Scr: Fddry, October 27, 2006 03:55 PM E*sûErî Sr¡rddd TiuF

To: Miru, tlol; Lmd, Thas A; Ddlcvædris, E6ico; Iobûsú' P@dc $rrry, Mþlæl A

Ihü¡S: RE: REQUEST

lóHl¡ ToL. !o tell r¡swhc tbtdæir ¡oLg todoc,mlfcd wilhtodry'r cËreub'

R.

Ibcdestrsoiernå¡los*rsgsym!trçruoeiwdndüy,fiþs:trrusatrdwiètzeoodtdo¡hlnd rck'lyf5þ{9{{|ltraee
frî"C;ã.nón"tå*til*å,.oø,n*gd,or¡srtoeu*¡cag åüæhû#,üisfqs¡*inwithor¡rperaix*nof Fruie}frc:
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Purchase of AA and A-Rated
Sub Prime Private Label Secur¡t¡es
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New Business Initiative presented to
Credit Risk and Market Risk Committees

May 2,2007
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Business Opportunity

Buying PLS below AAA ¡s a corporate objective
We are experienced investo¡s i¡ AAA
We want to go down the credit spectrum for
both value and mission purposes

Sub prime spreads have widened dramatically
to their widest Ievel in years

We do not feel there is much risk in going down
to AA and A

We have developed new metrics and
processes to assess where to find value
We feel our current credit analytics, pre-
purchase due diligence, and surveillance
process are adequate down to AA and A
We don't expect to take losses at the AA
and A level
Eventually we want to go to BBB, and this
will give us a chance to learn

We anticipate being able to buy $2 billion in
AA and A over the next year (with a proposed
purchase limit of up to $3 billion)

Project Value of $82 million (calculated by BA&D)

We want to move quickly while the
oppoÉunity is still there
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Credit Analysis

Risk of losses in AA and A is low...

(D

3
G

ìating Class

No. ofBonds Included

Ãverage

Stdev

...but credit analysis is required for security selection.

Min

Max

Aaa

ll3
a.0004%

Bond Cumul4tive Expected L¡ss

.9,0M6%
0.000tr/o

Aal

C)

I

\o

p

0.M87%

8l

0.001%

0.0060/o

0.00ú/o

Aa2

0.M8%

t12

0.0489/o

ttW

Ñì $;'iu¡I t*it:, $;,e+',

0.llf/o

Aa3

0.000%

0.850u/o

88

o.Il8,/;
0.267%

0.00tr/"

AI

2.r76%

8t

t.77%

0.16%

A2

0.00%

In

o.87%

0.63%

0.87%

A3

0.0ú/o

I07

4.45yo

t.43%

2.03%

0.0ú/o

10.29/o
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Low Risk of Loss with AA and A

Past sub prime stress analyses show sub prime AA and A bonds are very resilient

Ë.
(D

(D

Moody's
Ratino
Aaa

Nû"o.f],Eond$
ih Ðe'alc.Tn
orri FhS
Bosk:

Aa1
AaZ
Aa3
A1

þc

CRO Stress Scenario

274

A3

No.,oJgqq6gr
:Froje.eted to
Tiäkê Ldss

2 1 0
291
229
221

ã\
o

tF

À

2

ftv-_e.!8.9Ê,.

Mâgnllçdeof
Fro¡þçted
LoS,$.

Moody's
Ratinq

90
267

Aaa

No. of Bonds
in Deals in
our PLS
Book

0

Aa1

0

Aa2
Aa3

0

-H-.0-lT-Si"S;. ,

&Tn'e.etedr
[ûsslt%:ûf'
fâee:arnsunt)

0

. GRO Super Stress Scenario

A1

0.007¡

M

0

0.

274

0

A3

OOtD/o

No. of Bonds
Projected to
Take Loss

210

1.00o/o

1

0.009¿

291

0.007o

229

0.000/;
100.00o/o

221

0.00o/o

Avèiáge
Magnitude of
Projected
Loss

0 00o/"

290
267

O;::09o/o

lo/et

Stress Scenario

0

0.000/o

0.00%o

1

'26
2

0.370/o

Bond's
Expected
Loss (o/o of
façe amount)

l0

0.00o/o

26.33o/o

78
1

77.52o/o

42

49.30o/o

6O.78o/o

61.84o/o

'A.A0o/o

Confidential - Internal Distribution

71.241o/p

0.13o/o

0.530/a

2.15o/a

Super Stress Scenario

7.15o/o

16.630/0

37.89o/o
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Enhanced Risk Management

Our enhanced pre-purchase credit analysis and due diligence process and will enable us to identiff value

(D

(D

Prepurchase Analytics

Fre-purchase review (not essentialforAA and A, but useful) will
include:

Loan level col latera I perfrcrmance proj ections
Loss coverage multiples
Bond losses
Housing goals

Collateral composition benchmarking, including multivariate
stratifications

Counterparty approval
Anãlyst commentary
Credit recommendation

Willemploy Economic Capitalframework for vah.ling AA and A

Working with outside counselto draft a pooling and Servicing
Agreement to further protect our interests

\Mll also perform loan level diligence on a seleçt dealfor learning/
preparation for BBB

c)

'o

è

Ongoing surveillance

Cunent system and
prdcesses (with minor
changes) will be sufficient
forAA and A

Will engage OfficeTiger
(outsourced surveillance
provider) on one of the first
deals for learning/
preparation for BBB

Puge,,5.



ã- !,/

õÈ
@CÐ

-Y Þ)

vtÉ
=^5€
-l*(D
H9
trl \¿

=woE;

tÅ
94 úi

5.

lmplementation Plan

We plan to implement the required changes to our processes and policies in an accelerated manner

F
(D

.Þ

Credit models in place

CMS credit model implementation approved

Galibrate models (house price path)

I mplement pre-purchase analytics form

Update PLS Risk Policy

Tape cracking process in place

Step

Economic Capital Framework in place

tl

\oè

Work with dealers to create the structures we want

Use OfficeTiger for surveillance

Loan level due diligence executed on selected deal

Update procedures

Update surveillance metrics for Watch List

Hire additional GMS staff

ldentify_ P_SA begt practices

Target Date

Working with CRO

Complete

Before first deal

Upon NBI approval

Complete

Before first deal

ì Upon first deal

Before first deal

One of first deals

Confidential - Internal Distribution

One of first deals

June 30

June 30

In preparation for BBB

TBD

I
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New Bus¡ness Init¡ative Ãr.rr r.n, euestio n naire
Purchase of Sub Prime Pl-S rated AA and A

'Why is the buslness ¡n¡tiat¡ve being undertaken? (Describe the Init¡at¡ve, key obJectives and how lt
,fits into the Business' strateglc plan.)

Capital Markets is seeking to invest in private labcl securities @LS) rated AÀ and A (i.e. between AA+ and
A-) and backed by sub prime conforming loans. Capita¡ Markets wishes to prudently participate in this
market as an extension of Fannie Mae's mission to brirg liquidity to the mortgage marke! to suppon
laffordable housing, and to profit frcm atûactive retums when available. Recent spread widening in the sub
prime market bas made investments in these securities especially atractive f¡om a risk/return perspective.
Furtlrermore, as a result of fhe widening spreads, credit srandards appoar to be returning to tbcsecior,
making the bonds safer.

This New Business lnitiative (NBI) is the fint phase of a trvo-phase process, The second phase will entail
,iwesting in sub prime PLS down to the BBB level. Capital MaftetJwill decide on the appropriate time o
ì submit the second phase for approval as an NBI.

1Ïtis NBI is a key part of both the corporation's and Capital lr4a¡ketis süategic plans of becoming
sopiist.icated investors in lower-rated tranches (below AAA) of strucfured,securities as well as in sub prime
collateral. As the company becomes experienced in managing the risk of these lower-rated t¡anches and
lcollateral, we will oarn commensuralely higher returns. As a rezult of the well publicised subprime
slukeout, the investor base for this product has dried up. CDOs, which were once the most aggressive bid,
have qgne away. Thus, thjs NBI directly supports one of Fannie Mae's corpofate objectives tirii year to
grow the business while at the same time it zupports fhe company's mission to provide liquidity io tlús
market.

CaPital Maftets considers this to be a C,orponte NBI because the company has nol previously invested in
PLS securities at the AA and A lcvel (although it has at the AAA level), Moving in this direótion increases
the level of credit risk and sub prime exposure that we face as a cotnpany. Capiøl Markets wants to ensure
Ilut there is adequate support, approval and oversight from across thè company as we move in this
direction.

W-hat are he maJor credlt, market, operatlonal, or other rlsks associated wlth the proposed
business initlatlve? (eualitatively assess the significance of these risks to the success of the
initiative and performance of the business.)

Credit risk
Investments in lower-rated tranches generally are correlated witb a higher probabilþ ofdowngrade or
credil losses. Howeler, we believe that by performing pre-purchase due diligence and credit anatysis we
can mitigate the clrance of downgrade or lossçs.

r We plan to employ Fa¡rnie Mae's credit nrodels and expertise in this space to select investmenls
that either do not experience losses or are priced so as to compensâte for any losses.

. Furthermore, rve recogaize that these securities are complex financial insfruments wilh structured
cash flow n¡les which can be affecled by servicer practices. 'We plan to work more closely t¡an
rrye have in the pæt with servicers of these PLS in order to mitigate losses post-purchase. :

. ÌVe also plan to draw upon resources in other parts of Fa¡nie Mae, such as the Automated
Valuation Model and Servicing Scorecard developed by the Single Family business, and where
appropdate use them in the evaluation process for these secu¡ities.

r In addition, we plan to employ the services of third party pre-purchase due ditigence antVorbond' surveillance providers when appropriate in order to enhance our own due dilgence process.
r There is also sisnificant credi with buyine PLS of an orisinator who is

Fannic lvlae FM-COGR_o0094016



bffiruptq. Th¿se pools are mor€ likely to contain fraud, We will be selective in choosing well-

capitalized counterparties.

Market risk
Ttrese securities are generalþ less liquid than AAA securities, but a liquid secondary ¡na¡ket does exist'

We will limit ttp size of the PLS pordolio râted below AAA so as to nol reduce the overall liquidity of
Fannie Mae's PLS portfolio.

Operational risk
krthe past we have not performed the type ofloan level drligence we are proposing for purchases below

AAA. As a consoquence, we rvill likely encounter some challenges in establishing our due diligence

proc€sses,

Other challenges nny include:
¡ Securities witl have to be consEucted by the dealer community in order to meet Famie Mae's

conforming loan requirements. lt is not certain fbat tlre dealers will do so.

. There may also be accounting ilems as well as housing goals issues lo be resolved,

¡ Execuling and maruging these investments requfues an extensive, ongoing coordination across

multiple business units.

Ttre business units involved in pricing the securities ard managing the risk will continue to wotì< closely

through bothformal and informal relationships in order to execute effectively. Committees such as the

Credii Rist Conunittee a¡rd tlæ Private Label Advisory Team will continue to ptovide forunrs for
coordination and oversight of the activities related to this pordolio. Wo will also develop PSAs tlut will
contain inilustry best practices proven to mitigate opentional risk. 

.

What ls the rfsk/return strategy assoclated wlth the proposed business lnltlâtive?

Capilal Markets and Business Analytics and Decisiors (BA¿D) are join-tly develoqing a_r9hlm o1 . .

ecónomic capital framework to assess risk ar¡d return for irwesting in subprime PLS rated belo* 4A*f'
Due to the nãture of the capital stnrcfure of the ÀA and À bonds, wê anticipate that regulatory capital will
be higher ftran economic capital for these PLS, implying a higher return on econornic capital tlun the AAA
zubprime PLS and most other invesúr¡ent oppoftunities available to Fannie Mae.

Does the exlstlng management and organlzatlonal lnfrastructure supPolt the proposed business

initlatlve and required operatlons? (lf not/lf not now, describe the changes required and the plans

to address the gaps.)

The tech¡rical skills and lools are liugely in place to suppoú the proposed NBI. With the implementation of
the Capital Markets Strategy (CMS) PLS Prepurchase Analytics Process (including a form to be completed

by the CTvIS PLS team), the required analytics are already in place. We believe tlnt the current surveillance

piocers is sufficientforPLS rated down to A (but not forPLS ratedbelow A), The largest operational

issue with respect. to assessing the risk is that the cMS PLS leam does not cunently have access 10 any

çorporate-apptoved implementation of BA&D's credit risk models, CMS PLS will seek temporary

approval lróm ttrc Model Validation team of Market Risk Ovenight to irnplement for their own purposes a

version ofthe approved credit risk models.

Wlll exlsting (credlt, market, operatlonal) policles, standards, tolerances and procedures provlde

sufflclent guldance for the management of the rlsks assoclated w¡th the proposed business

to address the

Confidential Proprietary Business Information
Produced Pursuant to House Rules Farurie Mae FM-COGR-0o09401'l
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The Private Label Advisory Team (PLAT) requests to CRO as part of this NBI process tÌ¡at the Privatc
Label Securilies Risk Policy be updated to allow for purchases of PLS below AAA. Furtlermore, the team
requests dut wc introduce a PLS puruhase limit of $3 biltion in new acquisitions through ¡/ay 31, 2008 fo¡
sub prime securities raled behryeen AA+ and A-.

Wlll the exlstlng systems/technology ¡nfrastructure effectively support the proposed buslness
Inltlatlve? (lf not/if not now, describe the key requirements and the plans to address the gaps.)

Yes, with the aforementioned caveat tÌ¡at the CMS PLS leam does not have access to the corporate-
approved implementations of BA&D's credit models andtlut CMS PLS will have to implement aversion
of the approved credit risk models for the pu¡pose of evaluating sub prime pLS.

Are there any reputatlon r¡sk issues, laws and/or regulations affectlng the proposed buslness
initiative that pose special concerns?

There are possibly some reputation risk issues related to investing in sub prirne, but Fannie Mae already has
made a decision to participate in this market and to manage tlre related reputâtion risk. We currently have
approxim4tely $4ó billion of zub prime PLS securities in our porfolio, so investing below AAA rvould
only mean thât Farurie Mae is participating in another portion of Íhe security structurc.

The Housing Goals Steering Committee is cunently considerin$ how these securities will count towards
regulatory housing goals as detemrined by Farurie Mae's mission rËgutator, the Department of Housing and
Uñan Development (HUD).

Do we understand the appropr¡ate account¡ng, financlal reportlng, and tax treatmentfor thls
buslness initiative, and do we have the ablllty to €xecute those requirements (including any
impact on the allowance for loan losses, as appropriate)?

Yes. The accounting, frnancial reporting, and tax treaûnent for these securities is simitar (ifnot identical)
to the tçatment for AAA-r¿ted securities. We will notif Impairment Aocounting tlut Capital Markets
intends to begin making investments in these securities, While we anticipate no immediate impact, we
nevertheless lvant Impairment Accounting to be aware of the higher credit risk of the securities.

What speclflc llmlts, constraints and revlew polnts should be associated with the proposed
business initiative?

Capital Markets rÊquests a PLS purclrase limit of $3 billion in new acquisitions through May 31, 2008 for
sub prime securities rated betlyeen AA+ and A-. The PLAT will repof quarterty to the Credit Risk
Committee (as part of the regularly scheduled Private Label Securities U$ate) the sratus of PLS purchases
below AAA. Capital Markets will noti$r the VP - Credit Risk Oversight, Capital Markets for thefirst few
prtrcluses of PLS rated below AAA. The VP - Credit Risk Ovenight" Capital Ma¡kets cunently attends
the bi-weekly PLAT meeting, at wbich Capital Markets apprises the PLAT of dwelopments in ihis secto¡.
We anticipate that the VP - Credit Risk Ovenight, Capital Markets will provide closè and extensive
oversigbt of tlús NBL

llow the

Fannie Mae FM-COGR*000940t8



of buslness and rlsk management requlrements that have been deflned In this assessment - e.9.,

organlzatlonal Infnstructure, pollcles/procedures and technology/processes? (Describe the key

requirements of and the plan to implement the monitoring/reporting process.)

Capital Markeß will appoint a project manager to track implementation of following items:

Business and risk management
¡ Tracking and reporting of size of portlolio rated below ÀAÀ.
r Tracking and rcporting of losscs on the PLS porúolio,

O r ga n i z al i o n a I i nfr astnt cta r e

. Appointment of individuat(s) 1o perform AAA to A pre-purchase analytics.

. Appoinuncnt of individual(s) to perform AAA to A surveillance.

Policies
¡ Colnpletion of policy changes.

Technologi/processes
. Approval for implementation of credit models.
r Implementation of pre-purchass anaþtics form.
¡ Completion ofprocedures documenting the pre-purchase process.

What ls the exlt strategyfor lhls proposed buslness lnitiative if, after monitoring, it appears that
the risks are no longer acceptable to the company or the buslness Initiative does not meet return
or other business expectaiions, and what are the approprlate criteria to determine if we should
exlt?

Capital Markets nl¿ìy at any time choose to cease purchasing fhese securities and,/or conducl. sales of
purchased securities.

Confidential Proprietary Business Information
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New Business Initiative Checklist

Page 1 of4

Ramon de Gastro Date

SVP - Gapltal Markets Mortgage Assets
(lnltlatlve Leader)

'Yes r:

jN9, []

're$ iËi

No,,irDavld Gussmann Date

VP - Gapltat Ma¡kets Strategy
{lnltlatlve Leader)
.rdr. r{+ ir;ii-* ü--.L--i,

'Yes, ü

NO ËJPeter Niculescu Date

EVP - Gapital lllarkets
(Buslress Unit Head)
lGeplfåt Mlr*ftf s tu$¡ûãús¡

Yas :lr

Nb' r,tBlll Qulnn Date

SVP - Gapltal Ma¡kets Strategy
(Buslness Unlt Rlsk Offlcer)
{FLåT Votlns : ftlle¡nåsr}

Yef t:

.NÍi ,t:¡Steven Shen Dats

VP - Gapltal Markets lUlortgage Assets
,(f LAf Vot¡ne lllenüpri

Yds ü

Noi uKln Ghung Date

Dlrector - Gapital Mzrkets Strategy, PLS

Fannie Mae FM-COGR 00094020



Yes r
Noo

Note: Contact person is Sara Feder.

Paul Weech Date

VP - Houslng Goals

Yes D

No¡

Note: Contact person is Tarun Chopra.

tlar* Wlner Date

SVP - Buslness Analysls and Declslons
(Buslness Analysis and Decisionsl

Yes tr

NonScott Lesmes Dale
SVP - Deput¡r Gene¡al Gounset
lLeoall

Yes t

NotrBill Senhauser Date

SVP - Ghlef Gompliance Officer
(Gompllance and Ethlcsl

Yes t-.1

NonMonte Shapiro Date

SVP, Gapital Markels/GR0 Technology
lfechnoto¡n: BU Technolonvl

Yes f,

No t:ìBrfan Gobb Date

SVP, Enterprlse Systems Management

Rich McGhee Date

SVP, Gorporate Systems

Copy Only

No signoff
requ ired

Note: Slgnature not required because thls initiative
does not aff'ect administrative systems (PeopleSoft, HR

felated systems, etc.)

Yes ¡

NonLuiz de Toledo Date

SVP and GAO, Tochnology

Yes ¡
No r-rScott Blackley Date

SVP and GFO - Gapital Markets
{Ghief Financial Offlce¡ì

Yes i.l

No i.tGreg Kozlch Date

SVP - Account¡ng Operat¡ons

Conf dential Proprietary Business Information
Produced Fursuant to House Rules
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New Business Initiative Checldist

* __T * --*:.:--

Yes D

No¡Greg Rarnsey Date

VP - Accountlng Pollcy

Yes D

NonJohn Glbson Date

VP - Pol¡cy, Gommunlcatlons
(Gorporate Gommunicatlonsl

Yes r.r

NotrSharon Ganayan Date

Dlrector, Government Relations
lGovornment & Industrv. Relatlonsì ... .. .......

Mary Doyle llato
SVP - Flnance

Yes !

NoD

Yes t

NotrCarol¡no Herron Date

VP, SOX Strategy E Executlon

Yes n

NonMarla Schuttz Date

VP, MBS Program Offlce

Yes n

NonLesia Bates Moss Date

VP - SF Gor¡nterparty Risk Management
IPLAI Votlns Memberl

Jon Roman

''.. ... .,!.:.iìrf,.i¿r;**!d_ìj.r;+.1#.

Date

VP - Gounterparþr Risk Overslght
(Goroorate GounlerDartv Rlsk Overs¡Ehtì

Yes û

No t:

Yes n

No L-r

Note: Contact persons are Robert Bowes and Ben

Perlman.
Mike Shaw Date

SVP - Gredit Risk Oversight
lGred¡t Rlsk Ove¡slght, Loss Allowanceì

Confi dential Proprietary Business Information
Produced Pursuant to House Rules
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Gllnton Lively Date

SVP - Market Rlsk Overs¡ght
(Market Rlsk Overslght¡ Model Over3ight and

Yes tr

No!

Note: Contact person is Scott Chastain.

Davld Sykes Date

VP - Model Review
(Ma¡ket R¡sk Over3¡qht. Model Ov61s¡qhtì

Yes D

No t-l

Angela lsaac Date

SVP - Operatlonal Risk Oversight

Yes ü

No tJ

Note: Contact person is TBD.

Copy Only

No signoff
requ¡red

Betsy Ashburn Dats
Ghlef Audit Executlve

Mary Lou Ghrlsty Date

SVP - Investor Relatlons
llnvestor Relatlons)

Copy Only

No signoff
requ ired

Notd:' €o ntact pers on is Catherine Constantinou,

Yes Ll

NouEnrlco Dallavecchia Date

EVP - Chlef Risk ftff¡cer
lGhlel Rlsk Offlcerl

Yes il

No I.JGarolyn Groobey/Mercy J¡menez Date

SVP - Gorporate Strategy
lOfflce of Goroorate Strateovl.

New Business fn¡tiat¡ve Checklist

Confi dential Proprietary Business lnformation
hoduced hrsuant to House Rules
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ffi git *ni¿:íSJ*rsr

Changes to Private Label Securities Risk Policy for New Business Initiative
"Purchases of Sub Prime MBS rated AA and Art

Added to Rcsponsibilities for SVP - Capital Markets Mortgage Assets, or designce:
r.....Fsr.P.l*s.ralçd.þ..ç!srv.AA.a".rçç.-e-i-v.ç..ap.pro.val,.fi.qm..slÆ.;..Çapi.tal.-M.a;.kçf.r.sþr"a.r.scy-eJ

.dçsigrçç.þ..ç.f..qrs.p.gr.çIa.sç.

Added ro Responsibilitíes for SVP - Capitat Markets Strateg¡r, or designee:

:,.....F.s,r.PL-S..{alp.d.Þ.e.!c,:v-AAA,.p9.rf-o.¡rn.4.p.¡.ç:}ur...çhgse..reyiç t1.a.n.d,çrçCiI.a¡ary.srs.-o.f.flp..P.I.$.,.
.r'.....Esr.PI$.ratçd.þslsry"4åA",p.¡-o.y.idç.a.m.e..m-o_.tp._thc..SYP.=..Ç_ap_itar-.M.a*p.ç_M.prtgæç

Assç$.-o.r-d.psigle. ç.þp-fsr.E.ç-sns-r. HLe..il-hdica-ti..qe.w.hç-tl¡er.ç-apital..M.aßp-.ts Strêtg.cy
aDp'r.9yç.s..sr.csçlinss..lþ.ç.pp.rc..hæ....ç,

Changes to Tolerance nnd Limits:

PRWATE LABEL SECURITIES }OLICY. **".-j::*ie-#_--

Formattcd: Bullets and

t'ó"rí."¿t,tììi" - -* -"'-l
^ 
Aaå r¡

Ì:..'.-.. !a-f--iì-:i-r:i+1.--t-:r!,ù*qd-q¿J<-f:-¿¡--:

Detetedr AAÂ.¿Aas 
*:'

, Deleted: (AA,//,a PLS may bo in the
r porlfolio eilher duo lo migrarim from

A.ArA,/Aaa or beçawr thev we¡e

; Deletcd3 Itrterët only Subprlme
: Condit¡oü

DeletEd: Subþrime i¿cuit¡cs
contoiniDg ¡ntErost-only lo0E sre zubjèct
to the additiorel eligibility rcquirÊmcnLs
approyed by the Risk Poìcy Comrniltee

û,rsdscsssof to Co¡fÐrrt? Risk
Managçmcnt Committoé) oD 

^ugst 
25.

Added to Implementation Plan:

Conlidenlial & Proprietary - Confidentiâl Trcatment Requested by Fannie Mae

t" 
. ?004*nrtqs-I¡{trridltôm ¡liiÉ.t¡iri¡riÊ, ?

tioû¡rte¿i U¡rssåhq |r'¡ÞEn¡e I

Confidential Proprietary Business Informalion
Produced Pursuant to House Rules

ratings for
purchases or

purchased or wrapped by Famie
minimum rafing al the time of purchase or rvrap of$-
/AJ. In the event the security has two or more ratings

Purchased or wrapped PLS râted AAJAa p_i..g.are " '

limited to a percentage of the totat PLS pordolio
outstanding. }vfII PLS a¡e not included in the
caloulations for this limit. (There a¡e no haircuts for
Iplds,rafçd.þpJ-g.r$1"444 so this limit app-lies on a gross

Pllrchæ.ss..-o-tsu.Þp..rimç.P-LS..r..al-e..-d.ÞÞ.try..ççn.AAI/A¡.-1.

.æ4.4-./.43..a¡e.lr.mir-e..d.te.¡låÞill¡.sc.fcr_q¡c,pçd.cd.I4aJ.
2,..-20-0. ?. te. -\4ay..3 1,..?p..q.q,

Farmiç Mae FM-COGR 00094024



s'\{tw.

ffit Fh.slsg:Ëe PRIVATE I,ABEL SECURII]ES POLICYÆ".. --:;þ*

Ailded 1o Cbange Contml Log:

Confdential & Proprisfary - Confidonlial 'freatrnont Requested by Fannio Mae

Csnlïdentjal Proprietary Business Information
Produoed Pursuant to Houso Rr¡lès F¡n¡úsNlae FM-COGR_0o094025


