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Credit losses are expecied to remain sfevated through 2013 as delayed * ™,
foreclosures from prior periods come through the/pipeli ey losses ( f’%&%
decrease in 2014 and 2015 as delinquencies are tleared through default 444

" or workout

2 The biggest risks 10 the current forecast are policy changes driving further
decling in home prices
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Ti"sea aflowance fm ioan losses {ﬁi..L} isa f%@m} ihai mciud% hoth an estimate {}“? “cha e«a;m /} .y
refated to incurmed logses on coliectively impa;red loans and an estimate of expeg ioss&s_ on. "%
;mﬁmdua§ by impaired loans ss | @i /ﬂf/ \ @ :{ ,.f Car 8
The A‘Li. is asi;mats}d for all loans using methodologies consistent with two different \ e ,_:? o
acmuntms: standards, depending onthe circumstances of the um‘ier%yang foans: Vo Aadren

. FAS 5 Collective Heserve Estimate’ Loans are gmd@:@ed into homogeneous pools based on U et
common underlying sisk characteristics such as origination year and seasoning, loan-io-value Lo
ratio and product type. P (

OF (:‘:;2; i’vﬂ"::.\\
FAS114 Individual Reserve Estimate: Loans are individually impaired to reflact lifetime expscied “‘“‘»}K *"J‘
josses using & discountad cash flow approach (NPV} or fair valus of collatersl {CDV) in case f 3"‘*’*
default is deemed probable. e
V‘ﬁ.\’.’_&*
. e P e
Loans that meet requirements for individual impaliment are removed from the FAS 5 collective et
aliowance and reserved for using a methodology consistent with FAS 114, These popuiations
include:
< Troubled Debt Hestructuring loans {includes MAMP trials and other types of loan modifications)
3 Loans purchased out of trust as credit impaired (S0P 03-3) (F i WS S At ke ¥ ,.,mr““:
For a number of reasons, moving a loan from FAS 5 to FAS 114 gﬁﬁasaiiy hag resulted in 1oy
significant additional impairment. , :{

Total Allowance for Loan Losses = FAS § Collective Reserve -+ FAS 114 Individual Heserve

Note: SOF 023 i3 & run off book afer 17172010 gue fo consolidation (FARISS/187),
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= The mhﬁ{:‘tw& (FAS 5} ai OWaNCe 3‘@;’ {&aﬁ 088 gagafegaﬁi:s the ?a&w@
ﬁfﬁﬁiﬁﬁiﬁﬁ&%‘é mated {m current and historical 93{;}%5’3%@9
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s s A collective éé%{}wanm is haﬁ:é for all i{:;arss %fré“a igh are mﬂﬁg for

invesiment. i,
4 {4@-""

e

account for re:{:m% ‘zmnma ¥ “sa’é mﬁy 1y 1ol be Tully ﬁﬁg}mfﬁﬁ within ‘i%}e

standard maodel, <l e Pty

)?P}wﬁ,wf Fendarrr : -"&nﬁ..- 7

= Forward looking views, .0, home price foracast, are not permitted
whan esiimaling lo8ses. padew H8g 5

LRS!

= ndividually impaired lpans are removed from the FAS B collective

allowance, and the impaimaent is caloulated individually for gsach
knan., Those populations include:

- Troubled Debt Restruciurdng bans {includes HAMP and other
fvpas of loan modifications}

- Loans purchased out of trust as oredil impaired (80P 033}
generaily for the purpose of madification
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Collective
{FAS 5}

= Represents credit risk
= Losses for incunrad peticd
* Backward looking

- = Once a TDR, always a

= Fetlects credit sk,
collateral, & concession

= l.osses over life of loan

TOR

‘*f!ndmziual im an\tﬁ
(FAS 'H&) h
CASH- Fr 05&-’5

Mis

"‘ *‘ﬁ “3“f 153;'3'“& & éﬂ"&«—f»

= Loans are gmuped !)y common underiwng risk characteﬂsems bUCh as ancsnat:cm year,

:oamtv»va!m ratio and ptoduﬁi type

= The es%amata relies on deé%nquamy sta%us, MT?&LW and macm seonomic vaﬁa%}%es v

dirive c:umuiatwe datault rae‘es

= Default raies are estimated i:aase{s on amemﬁhée historical pesfonnance

not be recovered {severity rate)

|‘.
1

1 = Rocent foan ?055 history is used to estimale hﬂw much of the wigina mmmitmam will

= Adjustments for makewholes, repurchases and other projecisd risks are made o the

modieled resully

= A reserve requirement is calculated by applying the following formula:
Unpaid Principal Belance X Default Rale X Severlty Rate = Loss Allowance
= Management then assesses the astimate 1o determine whether other rends and

conditions suggest any adjusiments

= Indlividualy impaired ioans are valued based on:

CIVICEsa

h:,fzmv ,’f’ﬁ{«i i ‘

- Net pregsont value (NPV} of modeled cash flows discounted by the loan'y ¢ ffect:v

interest rate

xcﬂ\, o)

- in cases where defaull is defermined o be probable, the fal value of collateral

{COV) is used

A ek

= impaimment is assessed at the Inan level and is recognized when a loan’s recorded

investment exceeds the net present value NPV of cash flo

or DY

= Cash fiows used for impairment assessment reprasent the company's best estimaie of

future expectsd cash flows

/

e E,ﬁ’i)fl’lrf
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= ELRM: Econometric Lﬁm‘% Hesenve Mﬁdﬁi uses long %‘efm %‘ezsﬁamai ?aﬁme
Mee loan axpetiencs ko sstimate incurred losses on the active book '

= BiMB: estimates the guaranty labililiss for private label wrap senurities

BF FAS 114

= FAVRM. Foreclosure Asset valuation Modsl is used fo predict disposilion
amourt of RED propery for CDV loans

« CreditWorks: uses historica! Fannie Mae loan experience (o genamais
cash Hows used in the caloulation of the individual reserve

BMultifamily,
= MELAM: Multfamily Loss Allowance Modsd uses a ransition matrix to

~predict probantityof detei

‘3!“@ ﬁﬁg&’&ﬁéfﬁ Eh@ diﬁe@mm rmkﬁ ﬁﬁﬁ@ﬁﬁa‘iﬁ@ wrzh ié‘&@ & E@Wﬁﬁﬁtﬁy muitegﬂ@ m@daaiss are

Hﬁﬁﬁ

.d;.\'.'.fH.dJ:\’(.'H.w:\.-.'H.w.V-_'H_.'

FHFAO0077937



o8

m over 2( ‘%@

At ,,-,m{ ‘ﬁ_;;a, topave rh’«‘m Fol 4?2) R
\ . SF A!.fmfama 2017 over 3{315 e}wi 75 é?ﬁ) 3118 net ;
i geeLod M o b elase ! ngraase
"._ &ﬁ'-ﬁﬁi /e@rz‘ﬁm?ﬁ- EA jﬂwﬁ' . et
$30.000 | \ \ ' - 547 ) Vo
: Y \ e, s l"“ f}“vw?’ f"twi \
—_— ph i | e §75.254
$76000 - $524 ) -
| o
£72,000
'.\ : .,
$58.000 |
;l‘df.-j;:a w?
54000 4 . ._\1
" {pad omitg . f”ffj(
35¢.000 - . )
: n:acfe'hg i"‘”’;“”' /
$95,000 -
§ i
$spon0 & p il 81088
‘f_,e,;_ L\f
$42 000 Y St T
; %&"ff&;"f fw.e»i 2y ") mxri,ﬂw. B zdg(m{?‘ reriaata Ve
325000 - -t?? i {‘P-‘/‘J!f ’fv%?mﬂq; Thet ;C&,,?,g,‘;.- ‘H“’\._«"'
SF Aliowencs 4G Charge- Homs Price’  Delinguaney mmﬁmmf Courtarperty Ml intarest Rates Gther?  SF Allowaree 4G
201% offsiPrapays Hialusg 201
timehides nact of RED severity ?,/ ;
Sinore nenlE tal FAR 114 Impaineant on new volume less Ganelit from olosing modifications o ;:W ,&'{
tncluded T8I =&t*~m§ési chunyes gl other impacts - ey ol
"*-«.w;; /‘ J{zf:{ ' |

T?&e mzaf‘%’s&we for Smg%& Family increased by 5118 i 2!3'%3 primarily driven by declines in actual |
amﬁ projected home prices, continued new entrants into delinquency, continued modification
v;;;is,;_me and deterioration in the az;red;;t cgug!;tgq{ mortgage insurers
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Cam;}aﬁsm to Tra:img Chargewc}ﬁ

Trailing Charge-off Estimate’ $38,483
SF Allowance Est:mate 575,264
| IVariance - Allowance to Tralling f:Cx 33716
', iAllowance Months of Coverage to Traiiing Charge-offs Qﬂ;_ﬁ_,g@) ' A
) Trailing Charge-off Esiimate {8 = traiiing quaaé'hj ex:iudmg. SOF03-3 | VoY
Comparison o the Cerperate Forecast: e N
SFFAS 5 Allowance Estimate {indl. TS} (828,051 L
SFFAS 114 Allowance Estimate g::;ei 214 /s
Total SF Allowance Estimate 375, :f.ff '
2 Years of Charge-off in Corporate Forecast $412777
Aliowance Months of Coverage to Corporate 43.76
Comparison to default count projection:
Emsigence Period Default Count Core . AlLA . EATPR/MCM  Subprime Other  Grand Total |
ELRM ncarred S22,720 | 229,678 172 14804 23726 e062381
57.74% 25.37% 12.95% 1.32% 2.62%
LFM a3 Benchmark 414 800 127,518 85,086 7,367 iMote 1} £34,750
£5.35% 20,099 13.81% 1.36%

{1] Cther includas HECM, FHAMNA, and Title 1 LM hat these includedin Core, Al snd EATPRAGCRE
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Remaining Book
continues o detesinraie

$20000 -

$10,000 -

Starting Charge-ofis  New Definquency Mew New HP Changes Other Ending
Allowance Maodifications Allowance

A

P ",

The decrease in t'ha“f&iiéﬁéama t&?éég : ;ghargﬁaﬁféﬁa isiéutpa:séngf}m insrease resulling from
deterioration i the Temaining Book
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= While the SDO% (red line) has been decreasing since early 2010, the 8F allowance continued to increase, stabilizing more recently

= This is because modification volume, which brings loans ‘current’ and therefore lowers SDQ%, serves to increase the aliowance due
fo the loans transferring to FAS 114 and the typical higher average impairment

s The “Adjusted SDQ%" {dashed red line}, which ards back Non-8DQ closed modifications and assumes they would have remained
3DQ, has remained relatively fiat
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Count of Dafaults
for B-year period

Severity \ =
Average Severity of Logs
(Avg. UPB " Avg. Severity):
$168K * 40% = $67K
L .
P )

Severily predicted using recent trands for
REQ and non-REQO charge-offs, indexed

\ Credit

(2011-2015):
1.46 miilion
P
~_ TR
Defaulis predicted using transition rales:
fol To
{Monthiy Yranston]
Ratag
Gusrent | 30 DL | 80 DLQ {80+ SDG| Deofauil | Prepay
Coureent | 097 .01 2.99 0.00 080 o1
£y B30 0.48 2.23 C.00 R am
Ros
From
24 0.13 0.18 0.38 .40 .00 300
e [als =3 0.1 2.01 093 503 Q00

{0 home price forecast, as well as recent
trends for Foreclosed Property Expenses

s Heipa Price

E i i ;\ f’\ S

-E' w40 " 'ﬁ 1)% N ! A NS

g iy A :”-. ,:{. AN

2 r-;-i 1R ;f \'\ i 3 \'v‘ ¥

g,‘“ Y \ }’ b~ 4 Foraeast

% &’4’.‘;; 4

E e - +
PSS TES

‘Losses

Total -year
Credit Losses:

5498 billion
{approximateiy)

Febrsary 2012 Base Forgcast (Decermber Book}
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"é"h@ Loss F{}rﬁﬁagi Mﬁi’:ﬁ%i {LFi‘sﬁ} is a sygmm Qf equations ﬁ%ﬁi%}ﬁ%ﬁ ii}
predict the credit gaaﬁ@rmamg of Fannie Mae’s 8 s’sgie Family book of «
business from ¢ a given pmm in fime, ?‘?Q uding %"?%W loan amum itions aﬁﬁi
modifi f;::a't ons \ \ \ \ .

The u:fm is bui li i@ mimic th@ actual Efsz-s &ys;ia% ofa Ei}an mc}d%’sésmg the
monthly transitions with discrete outcomes of either prepayment, default,
or delinquency status

The primary business application of the LFM is the SF Corporate
Expense Forecast, a 5 year projection of Credit Loss and Credit Expense

LM has also been used to:
vy BEvaluate solvency of Mi companies
o Quantify impacts of high touch servicers as part of their compensation

LM is needed when timing of loss and/or delinquency is required

LFM s also used in many other intlemal reports and applications across
the corporation
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2 The mmt important dri v&r of the forecast, as it affecis bo?h 'he default volume and severity
8 Peak-to-trough meilric indicates overall deccme, bt long term :ecave'y s key as w-{

inderest rate forecast (prepayments}
= Prepayments have fittle effect on credit resuiiai ag foans that a.ra-,}fke%y o default tef}d notto prepay |

Delinguengy statﬁs '

8 A key driver of default ;}rcbacmty

RTMLTV

® Also @ key driver of defaull probability, but also the key driver of severity

REO values, sale prices, sxpense rates, and inventory leveis
= Feacent actuals are a secondary driver of severity

Default speed (the rate at which SDOs are Hguidated)

® Primarily affect the timing of credit insses

8 Slower defaull spesd pushes credit iosses further into the fulire and increases the aliowance in the near
term

§ Workout volumes
# A key dover of overall resulis, ae workouts raduce defaulis and therefare credit loss, but have an associated
cradit expense
£0 sale volume
% Slower REQ sales increase Forgclosed Froperly Expense (FFE)
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Chaﬂ-.;g&r:dfs "
Forsf:pose Pmpenyr Exgmrw
Tota) Credit Loss...

SOP 333 CRATGRE, GIOBS .o el s s esrenseesen e sre e
Pricy Year SOP 03-2 COnUE ..o

impact af new H5A Loans, .
incrementsd Provision.,, .
Totsl Credit Expenss 109:‘9&1’&8&! G A ek b

Total DolBtE B ) e st

T Fabruary 2012 Base Forscast (D6c Book)

PB010 a0t 20420 2018 2084 2015] 20102014 | 2011-2013
12,064 20407 17,038 18879 21,818 | 16803 11,158
1,182 2,658 1,880 2,276 3274 ' 3061 22121
S T 1 18929 20958 260497 19884 13388
| 20,241 177 116 i, 52 81| 54 e L
(722 (2,033) (2048 (21420 (2288 (1573 {1,082 04
347 58 (56%) {11) . - - :___j
38,108 1892 10788 (B708) (11,688 {14217 (11511
71,310 22880 27,238 12,746 11,188 3,528 860 |
184,638 344,141 290537 298721 344744 200901 232,750
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. Siﬁ'-gia Famiiy Book miihgmncy Trend .
1,30"‘-5905 T it y ;t“ U 160003 -
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E 43100 4
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& b A o A i : B :
P fg” fg-“ “"P o -~¢ o F o oF o S : T :
&S g S L) 7 Gw:itbo..s?s 20082015} Toinl Faglize § Fosane Lozsss 88 0f Jan 2012
e s s o Wik {in
umm"mmnm&mwma&; b‘f' . - £
Pl{)"f‘ 3 N £

Jicmentd = febdins gdfaismen.

W%‘uie SF Book delinguency status has consistently improved since January 2010, the allowances .

e:migf mmn&iy peaked. Gi mﬁ z‘ammgwgi credit losses, we believe Fannie Mae | m adequataly
e reserved.

e R A A PN RO v ST - s i Fi i i 4 s AR G A AR AR AR AR

AR A A A o e B A e A A A AN i
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“impact on 5:?5&‘& Losves
{+ Increases Losses) :
22 2-312«2015

- , il Wmm Pm;ect;ms.
G pRd e T e L o '2@;2' R 2612«2015

Fication Etfactiveness’: Increase é\ffaciiveness rate for oxisting and forecasted

Wi modifications 1o 45%° : 2% 44% ($5.6)
i (20122615 c.:muiatwﬂ sffeciive rate praiebtma is surrengly m%} ..
Modifisation Volum g@: increase moﬁiﬁc&iim volume by 10% 128K 31K {800 (&1,

HEQ Execulion:  increase of 2% in REQ sales execution raliv {sales preceeds 1o carming 98% : 589, 8044 1.8
value) | §1.8}

FLMS Execution: 500 basis point increase In sales execution for pro-foreciosure and third 62%

Y {8015 Bz}
parly sales 8% {80.5) 521)

tnfluenised by Management Astions

NUG Recovary Rates: Increase recovery rate 1o 85%

p . il " WA 22.2)

(207 1-2015 cumulzlive recovery rale projeclion is cumanf!y 7B%5}
py et /_}_“ww
§ g i ex Sensitivity, National peak w»-tr:::ugh decline of appmmmaw“!y -%@Lﬁrough the
g fé;end of 2015 e 1.4 S22
2 . ifourrent national poak- to-frougﬁ deciing pro;acfmn k: -?3% through Q1 2013) W
&

! ol Effectiveness is defined as % of defaulls avoiged by susgessfully complating a lnan r?m‘ffcafim &5 Opposad {0 Iaking no aciion. e

* Sensifivity assymes existing and forscasted modiications from 200G 10 2015,

Note: Sensitivities are mulually exclusive.
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Tﬁf?s aaéawam& reached s%zs highest saavai in Q4 261 1 andi s &xpeﬁieci ‘Ef:}
feduce to $@9¥3 by year»end 2012 .. : ..

o New models hesng imm@mmt@d are Eakeiy 10 resz,éii sra a further dec:éme of Eha
allowance as they will mz:iude recent hestc:ry that z'eﬁecta zmpmved

p&ﬁarmame .. : | ,
~ We believe the allowance as cf y&ar-end 2011 was appr&pmte

Credit losses are expecied 1o remain elevated through 2013 as delayed
foreclosures from gprior periods come through the pipeline; losses
decrease in 2014 and 2015 as delinquencies are cleared through default
or workout

1 The biggest risks 1o the current forecast are policy changes driving further
decline in home prices
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