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Our Businesses

Single Family

Housing and Community
Development

Capital Markets

Business:

Provides liquidity to affordable
mortgage markets by issuing
MBS or working with lenders
to sell loans to the Portfolio.

Provides financing of
multifamily loans and equity
funding of affordable housing.

Provides liquidity to the
mortgage market by both
buying and selling assets.

Competitors:

Freddie Mac, private label
issuers

Freddie Mac, CMBS, banks,

-insurance companies

Banks, fixed income funds,
central banks, hedge funds

Top Customers/
Counterparties:

Countrywide, Citibank,
SunTrust, GMAC and Wells
Fargo

Multifamily: Wachovia,
Washington Mutual, ARCS,
Deutsche Bank and

Citibank, JPMorgan
Chase, Lehman Brothers,
Goldman Sachs, UBS,.

9 Prudential Bear Stearns, Merrill Lynch
o
5
‘} LIHTC: SunAmerica,
% Enterprise, Related
T Companies, Muni Mae and
ol .
05 Wachovia
3 A
é% Book of Business: | $2,300 billion $129 billion Muitifamily debt $725 billion
=3 $7 billion affordable housing
g % equity
% 2| 2005 Net Income: | $2.1 billion $0.6 billion $4.3 billion
El ! -
1
Corporate costs not allocated to business units in 2005 Net Income.
Information will change as a result of the pending re-audit and restatement of Fannie Mae's financial statements. .
Confidential — Highly Restricted 1 ;,31 FannieMae
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Catalysts for Change

‘= We have become less relevant to the market

1995 share of MBS market; 34.7%
2005 share of MBS market: 22.3%

» We have not kept pace with innovations in the capital markets used to manage credit risk.
We, traditionally, have held credit risk or avoided it.

2005 Fannie Mae “conduit” transactions: 0O deals
2005 Private market conduit transactions: 1,343 deals

= We have had a business culture, based on “standard setting,” that is not as hungry. hot as

market-oriented, and more risk averse than many of our competitors

FVINAINNVA Ad _
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Yet, we have key strengths, we can build upon

Low cost of capital and cost structure

Strong base level of profitability and funds for investments in innovations
Outstanding security performance, debt and MBS

Good customer relationships

Service - it matters when price is close

Ability to attract strong people

;‘Q FannieMae
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Strategic Response

= Build outstanding risk management and controls

.= Optimize the Charter by entering all permitted businesses, that we are not in now,
that make business sense and further the mission

= Embrace the capital markets to help manage and distribute credit risk, rather than
simply holding or avoiding it

= Reorient the business culture of the company to be more market-oriented, hungry, .
and smart about risk, return, and value '

S 8
= Z 3 . . . . "
§ %’% = Create ‘“‘brand preference’” through service with particular attention to opportunities
fi_; %1,,; for competitive advantages through technology and in the back office
2 > o>
o 8

= O

T2

B =

= Whlle advancmg the Mlssmn and meetlng our MISSIOI‘I goals

“ R e P e P R T o e B O -
2
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Optimize the Charter with New Business Initiatives

($ = size of market)

Single Family*

Capital Markets

HCD

= Subprime ($456
billion)

= Alt A ($254 billion)
» 2nds ($269 billion)

($TBD)

» Reverse Mortgages

= MF CMBS ($31 billion)

s <AAA-rated securities
($100 billion)

» Small MF Loans ($35
- billion)

n AD&C ($300 billion)**
= Equity ($100 billion)**

Building out Controls and Processes

AVIWFIINNVAI Ad

Q31SANDTA INFWLYIUL TYLINIALINGD
—IVLLNIAENOD GNY AUViEUdOUd

Billions of dollars of opportunities exist well within the

boundaries of our Charter

* Conforming market ** Currently under regulatory review

Confidential — Highly Restricted
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Reorient the Business Culture to be More Market-Oriented

Single Family Capital Markets HCD

= Market-based pricing » Total return approach | = Market-based pricing

= Minimize “cut outs” * Minimize “cut outs”

Economic profit metrics

Empower business leaders

Create corporate-wide market analytics organization charged with uncovering
value in all the markets we serve

2d0oyd

St

Enhanced controls across all the businesses

= TVILNAGIEANOD ANV Au%E

HR Strategy assure approprlate mix of old and new blood

Confidential — Highly Restricted 6 ;‘:‘“\'1 FannieMae
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HCD Overview
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Confidential

The commercial housing real estate market is big:
— annual production in the ~$500-$520 billion range; annual profits in the
~$50-$60 billion range.

HCD is a major player in the permanent financing of Multifamily loans and
in the equity funding of low income housing tax credits (LIHTC)

— 25% share in Multifamily lending; 25% share in LIHTC

— Fannie Mae also participates, to a minor extent, in the equity and debt
financing of acquisition, development and construction (AD&C), and in the
financing of small multifamily loans (Small Loans)

Profile:
— Book of Business: $129 billion ($122 debt, $7 equity)
— Annual production: $24 billion ($22 debt, $2 equity)
— Customers/partners: ~60 (40 lending partners, 20 funds/syndicators)
— 630 employees :

» Leadership position in Multifamily and Low Income Housing Tax Credits
° Slgnlflcant growth opportunltles across market segments

— Highly Restricted 1 7‘1 FanmeMae
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What is the Competitive Environment?

I
Business Key characteristics
=  Multifamily = Commercial mortgage backed securities (CMBS)
maturing; permanent increase in competition
» Decreasing fees
» Increasing borrower bargaining power
» Increasing use of capital market executions
= Small Loans » Strong volume potential but competitive market
» Fannie Mae whole loan investment opportunity
» Acquisition, = Attractive spreads (~150-250 bps) in participations
Development & » Significant product parameter constraints
Construction (AD&C)
=
S = LIHTC = Fannie largest investor (25% market share)
= Stable business with attractive, but decreasing, returns
= High community impact
= For Sale & = Attractive market but competition driving down returns
For Rent » Requires several years of ramp up to impact bottom line
» High community impact
Attractlve market opportunltles but WIth mcreasmg Ievels of competltlon ‘
Confidential — Highly Restricted 2 'g\] FannieMae
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What is the HCD Strategy?

Business Line/ Segment Strategy

= Multifamily » Differentiate lenders
— Dynamically manage lenders
— Customize partnerships
» |Implement Risk Transformation facilities (RTF)
» Improve processes speed and efficiency

»  Community Lending
— Small Loans » Expand participation and provide liquidity
through three product acquisition channels:
— Direct; Aggregator; Micro loans

- AD&C » Build controls, expand participation and provide
liquidity through three market strategies:
— Large syndicators; Middle Market

1d0dd

BId

participations; Small Loan aggregators
»  Community Investments
~ LIHTC » |nvest in top-tier private label funds
—  For Sale/ Rent = Co-invest directly with developers

= Rebalance portfolio based on tax liability needs;
trade tax-credits

~IVILNEAIINOD ANV A4

* Integrated strategic expansion across all major market segments i
. Enhanced busmess operatlons with lmproved controls, pohcnes and procedures

IR B NG i e v d G AT L e SRV LR R I A N M AR 104 Ve S Y D Fa T AR

Confldentlal nghly Restrlcted
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What are the Key Milestones?

Activities 2H06

1HO7 2HO07

= HCD-wide
— Launch re-organization
— Promote internally; hire key outside talent

=. Multifamily
- Implement Lender Differentiation
— Implement process improvements
— Revise and update policies/procedures
— Launch RTF A
— Implement risk-based pricing

11dd0dd

=t

~ TV ILNIQIINOD GNV AHY L

= Community Lending (Small Loans & AD&C)
— Update controls, policies and procedures
— Enhance reporting and deal tracking
— Develop blueprint for scalable, long term
technology platform

= Community Investments (LIHTC & For Sale/Rent)
— Update controls, policies and procedures
— Enhance reporting and deal tracking
— Build new accounting/technology platform
— Build capability to trade credits

Contmued bunld out of mfrastructure and rlsk management capabllltles

LI ) \uA.o.I‘.!m_"\FJial&M’\ )

Fa
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What We Are Trying to Accomplish? Harlem Case Study

Harlem 2005

= Qver five years, Fannie Mae
Map of Fannie Mae investments
" v R 0 g AR AN PNSRCr P,

invested more than $570M in Harlem

Communityfnvesfments‘ - ACF and MUItlfam”y pYOJeCtS,
Abyssinian Homeworks many with market-rate returns
Mlttamily — Single-family mortgages

LIHTC .

sngeramiy | * Harlem’s homeownership rate

increased, from 5% to 13%

¥ The median home value increased
370%, to $375,000

% Total home purchase mortgage
originations increased 180% — while
Fannie Mae’s acquisitions of home
purchase loans increased by 390%

1VIYL TYLL
NOD GNV A%

NI

@ Qur experience in Harlem revealed the
significant potential opportunity in
targeted, strategic community investments

—VILNAQId

as1san0an

Leverage a model that works J

A S e R S N st RN

S S B S R A B A BN SR OB BT

Confidential — Highly Restricted 7
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Market Share Information By Business Unit

Fannie Mae market share

Excludes public equity
New production only)
Life insurers, Bank, Thrifts and other institutions

Confidential ~ Highly Restricted

Business Unit  Total Market Market segments  Total segment size Current
~$100 bn For-Sale (SF/MF) $50* bn 0.3%
For-Rent (MF) $35** bn 0.6%
Tax Advantaged $8 bn 25%
~$300 bn Large syndicators $60-$75 bn
(originations) - widdle Market $90-$120 bn 1.2%
Small ADC Loans $90-$120 bn
~$35 bn Top 7 lenders $13 bn
iginations 6%
(originations) ~3,000 lenders $22 bn
~$85 bn Agencies $28 bn
originations
(origi ) Conduits $32 bn 21%
Others*** $25 bn

E FannieMae
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Capital Markets Overview

" We issue debt, using the proceeds to provide liquidity to the mortgage

market by both buying and selling assets

= We also use our balance sheet to support liquidity of our MBS and to be

a backstop bid in market disruptions

We run the corporation’s balance sheet, invest corporate capital and
maintain corporate liquidity Sub-debt

We maximize the total return of our holdings through active 3%
management but with minimal interest rate risk

Callables
33%

Short term

31%
%g Portfolio Facts ‘2’3“?5
%é Total Size: $725 billion Mult;-:mily ..
;; Total Return: 11% (Est 1992-2004) Flogac;ers - , 20V Fi,;cl;lzzte
% 2 Market Share: 7.5% CMOS 33%
%g Number of 500+ 14%Other~ Liability Product Mix
Eé é Employees: 4% :iV/r
% B Asset Product Mix
The Face of Fannie Mae to the Capital Markets
R : S R e
Confidential — Highly Restricted o &1 FannieMae
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What is the Competitive Environment?

» Fannie Mae MBS liquidity remains strong, and pricing relative to Freddie Mac
Securities remains favorable -

- Steady demand, fueled by domestic Banks and new investors has improved liquidity
of MBS

- Increased competition for acquisitions has also reduced profitability

= Fannie Mae debt pricing has recovered to historically attractive executions, competitive
with Freddie Mac and the FHLB

- More than half of our term debt is callable, giving us a competitive advantage over
most other leveraged mortgage investors

- Investor base is diverse globally and includes all major market segments

- Derivative liquidity is strong and options prices are low, making asset-liability
management easier and less expensive

=iddodd

il

= But, we have few near term prospects for profitable growth in our on-balance sheet
investments
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What is the Capital Markets Strategy?

= Support Guarantee businesses by acquiring less liquid mortgages on
balance sheet, including innovations such as 40-year term, interest flrst
mortgages, reverse mortgages and reduced servicing

Support MBS by buying when needed and by expanding the market

Access low cost capital by tailoring sales using structured asset
securitizations and through liquid and structured debt sales

Active management of our investments including asset sales

Expected to earn excess total returns (double digit returns on economic
and regulatory capital)

= Returns and growth will be higher during market dislocations

‘é_a * Expanded range of investments, including CMBS and PLS

~

20

c= :

23 » Expand the market for MBS through securitizations

= = Structure REMICs out of our balance sheet to meet investor demand

Creation of benchmark REMICs provides more liquidity and transparency

The Risk Transformation Facility builds on our old Wisconsin Avenue
Securities program to create structured security solutions for credit risk

VN FINNVA Ad

153N0T Y INFWLYIIL
—VILNAQLINOD GNV A

pa—
a

Generate shareholder returns by fostering mortgage liquidity and

G.

innovation and through securitizations

Confidential — Highly Restricted 3 :‘1“] FannieMae
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What are the Financial Results?

Income and Total Return Results Total Excess Return

$millions $millions
6,000 ¢
£ 000 Total
! Total | 5 a0 3908 Return
4,000 | Retur 3,17 3286 3451 s -l Total
A ‘ I 1,322 Eycpss
| (175 1245 ma

Return

N
~ Income
2,000 ~ - —
— —_— Required
1,000 | Return
O d 1 1 ]

2006 2007 2008 2009 2010 2006 2007 2008 2009 2010

" Total return is expected to grow, consistent with investment balances
o lncome declines if the yield curve stays flat due to the maturity of debt

datl t

&1 FannieMae
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Primary types of risk and expected future share
of capital markets risk/return strategy

Future

uoneuLIoju] ssaursng Arejerdold [enudIpLIuo)

Expected
Type VaR share* Definition Rationale exposure
r“tﬁ? ) Spread - = Exposure to changes in spread = With structurally tightening
prepayment due to differences between spreads, the spread risk
expected and realized associated with prepayments
prepayment speeds will likely go down as overall
share of VaR
= Exposure to changes in spread Capital Markets will likely 1
due to increasing or decreasing move into lower credit rated
o credit qualit securities
§ _':”U R g Yy
& H E., 2 Spread — = Exposure to changes in s Capital Markets may move into 1
§ g § liquidity spread due to illiquidity and more illiquid securities and act
° g or market recognition as a sponsor for “stranded”
=5 securities
% g Volatility ®  Exposure to changes in = Capital Markets may
e = implied volatility relative to dynamically hedge volatility
realized volatility risk, since realized volatility
historically less than implied
interest rate a  Exposure to changes in = Capital Markets does not view -
(duration) interest rates itself as “better than the
market” in interest rate
forecasting
* Based on each type of risk’s current share of totat Capital Market's VaR
Source: Fannie Mae
Confidential — Highly Restricted 8 £ FannieMae
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Growth opportunities in a broader credit

spectrum: PLS

PLS issuance volume*
$ Billions

1,164

=
m
U
L
£

2001 2005

Market share of PLS
< A 1.3% 2.3%
A 1.3%  2.2%
“AA 2.2% 4.1%

AAA  95.3% 91.5%

* Single-family and multi-family

2001-05 Avg. nominal
CAGR spread**
Percent Basis points
<A 250bps
52%
A 50bps
AA  35bps
34% AAA 15bps

** Spread to 1 month LIBOR and adjusted for counterparty defaults

Source: Bloomberg, Lehman Brothers, UBS

Confidential — Highly Restricted

10

Expansion opportunity

Current market

ﬁFannie Mae is already\

participating in the
largest share of this
market

= PLS market has grown
substantially, with below
AAA segment growing
fastest

@ The opportunity is to
move into the non-AAA
segment

— Spreads for below
AAA products are

wider and
potentially
k attractive /
;‘f.‘\:l FannieMae
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Additional Capabilities Required

* Implement systems for total return management strategy (e.g. PDS)
® Strengthen attribution analysis and reporting capability
— Increase frequency

— Increase granularity (e.g. security specific factor analysis)

Increase range of risk metrics employed
Expand credit risk management capabilities for lower than AAA
Define checks and balances consistent with expanded authority

iNFALINCO
37114 0dd

Acquire talent consistent with expanding the investment opportunity set

o ? (e.g. credit risk spectrum)
E’;‘i ® Evaluate incentive structures based on change to Total Return strategy
n = 8
50z
*”?—;g " Create both internal and external (debt and equity) targeted

235 communications plan for Total Return strategy

%? ® Develop clear financial reporting and performance metrics (e.g. FMV)

© = Create attribution of total return, plus reconciliation to GAAP

Confidential — Highny Restricted "o E FannieMae
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Single Family Overview

= Provide “liquidity” by guarantying loans that are funded through a AAA mortgage back securities :

(“MBS”) or purchased into the FNM portfolio

= Lenders reapply the proceeds from those loan sales into new loan originations
= As the guaranty fee income received by FNM exceeds losses and operating expenses, earnings

are generated for shareholders

“Primary Markets”

“Secondary Markets”

Homeowner

l.oans

| Payments

Mes | Fannie
Mae

Loans

idd0dd

i

Servicin !
P&l, Data

and GFee

Debt

Gty

MBS sold for cash

Capital
>

[ N
MBS

Debt

and

MBS
Investors

Through
Wall Street

Single Family 2006:

Pass Thru l

Payments

v $2.25 trillion guaranty book

*  25% market share ‘

= >$500bn 2006 acquisitions

»  $5.1bn revenue; $4.1bn pre-tax income

= 21bps weighted average guaranty fee on
the book

8 Annualized book losses of 1.4bps

asz

SF mortgage debt outstanding is $9.5T and expected to grow at 5-8% per year
- through 2010

Confidential — Highly Restricted
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“What is the Competitive Environment?

2P0L01 PL vs GSE 2006 PL vs GSE
8 FNM loss of share, having said “no” to certain 21% | AL

55% 48

segments and risk types GSE

45%

= Substantial private label (“PL”) growth (new breed

of competitor
: p ) 2001 PL Product Mix 2006 PL Product Mix

. . ' Oth Other
» Changes in product, risk and processes (as fueled oo, 32%

by private label market, consumer demand)

Subprime
AltA \gf 39%
, oy , . i 29%

® Continued consolidation and vertical integration

= Demographic trends, particularly minority growth, 2006 Top 10

aging of population and pending retirement
funding gap fueling growth

I

1Ad0dd

2 | ender pursuit of efficiency, tech investment

Our core capabilities in these markets: MBS is best priced, most liquid security; most
efficient to do business; certainty of delivery; local teams add value beyond price; talent.

TN BINNVI A7

- VILNIJEINOD GNV AX

A changing mortgage market poses big challenges, but FNM has major

= 1SAN0F INFWIVIIL 1Y ILNTGIINCD

o advantages to deploy toward a new YES strategy
o SN R LR T R T T 2 0o 2 B B e e R e R B e A e e T el R S
Confidential - Highly Restricted 2 2 FannieMae
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What is the Single Family (“Yes”) Strategy?

UObjective

> Achieve sustained profitable growth while acquiring
every available goals-rich loan, and reset incentives

OOperating Principle
> Participate broadly and compete directly to regain and
win new share

QOPositioning
> Expand appetite and provide maximum liquidity for
relevance, while optimizing risk/return and risk transfer

QRisk Appetite
> Operate at the market for growth segments, pay the
“cost of entry and exploit cycles

OConsolidation/Segmentation
> Support all segments, separately optimizing each one
with enhanced targeted solutions

Why Will This Approach Be
Effective:

® New risk tolerance

®= No longer a quasi-
"regulator”

® Market orientation
= Risk transfer tools
= “Buy all loans”

" Minimize “cut-outs”

A new “market-oriented” Fannie Mae will appropriately take risk, profitably

Confidential — Highly Restricted

regaining share and relevance
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What are the Strategic Initiatives and Capabilities?

FAIENCO
J4d0d¥d

A FINNVL AT

o7

Enabling capabilities

Sub-prime
~Alt-A

ARMs

Seconds

Reverse

Interest Only

Community
Lending

SF Strategy Initiatives

| Broker penetratlon

= Alliance agreements
® Small lender solutions

8 Rep/ warrant model

= Paperless

= |nfo/tech based

solutions (e-
commit, e-

channel, etc.

B Process
solutions

)

“ssouped ‘AGojouyoa

ASISANOT INTWIVIIL TY
- IVILNYQIANOD GNV AYY

work must be done

Significant “in-charter” opportunities exist for Fannie Mae, but much operational

Confidentia.l -

Highly Restricted

T F anmeMae
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What are the Financial Results?

Resuit

2007 2010
Ending Total Book $2.4 - $2.5T - $3.2 - $3.3T 8-10% CAGR
Earnings from Initiatives $120 - $140MM $500 - $600MM $1.2B-$1.5B Cumulative
Total (Base + Initiatives) NI $2.7 - $2.98 $3.7 -4.0B 7-11% CAGR
Market Share (25% today) 26% 32%-35% 32%-35% Share
Economic Profit $7.9B (2007-10)

= Note that increased market participation will likely result in:

— Presence in sub prime will show 20% share in 2010

— Less “back end insurance” may be acquired

TVIN FINNVI AL

— Absolute losses will increase, fee and cost structure will be targeted to increase returns

— Economic scenarios and market spreads can substantially affect results

— (VLLNAGIHANOD ANV AU7IZEd0Ud

QLISANDIN INFWIVIAL TYLINTAIINGD

initiatives

Substantial growth will result for Fannie Mae from the execution of these

Confidential — Highly Restricted 6
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Customer Strategy

Our own research, as well as that of our positioning consulting firm Prophet,
suggests more segmentation and customer focus is needed

Situation

s All customer segments
valuable to FNM

©:3d0dd

N NN

®  Customer concentration

p¥aT

—TVLLNIQEINOD GNV Al

= FNM has ease-of-use
and other advantages
vs conduits, but that is
changing

" |ssues of speed and
flexibility

Confidential — Highly Restricted

Strawman approach for each segment

® Countrywide: “Maintain share; try to hold economics”

Expand box and improve service

= Large lenders: “Court and convert”
Streamline response to lender requests

2 Medium lenders: “Grow and lock-in”

Improve response and consider next generation alliances

= Small lenders: “Go direct and increase share”
Build strong value proposition; allow National Business

Center more flexibility

® Partnering: “Build capability”

Develop capabilities; initially with goals rich originators

'r‘f’\:‘ FannieMae
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Major Premises Regarding Growth Plan

a 2010 Share of sub prime market of 20% and Alt-A of 49%
(conforming market)

= Comprehensive risk management and distribution capability

® |_ess reliance on credit enhancement for the riskiest segments,
with the potential for market decline

= Absolute incremental loss number potentially around $650MM
by 2010 with significantly lower “revenue-to-loss” ratios

= Potential reputation risks associated with a much wider “box”
and a move away from “standard bearer”

.
Confidential — Highly Restricted 9 ’\_'J
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Key Capabilities

Significant support is needed for “natural expansion” of risk appetite and growth. For
“breakthrough” efforts such as servicing, processing and other such expansions, a revisitation
of FNM'’s entire business structure would be necessary. For “natural expansion”:

Area Capability

= Recalibrate models; analytics and reporting

» Establish appetite (e.g., Credit Enhancement); RTF/default swaps/etc

= Establish limits, return hurdles, shared goal and counterparty risk

» Understand new business “cost of entry” at outset, as weli as scenarios re later
supply/demand that can cause severe spread changes

» Assess changing market process, tech and op needs (e.g. time to market)
= Tech support for responsive changes to tools

= Other areas of support for execution (i.e., non-tech)

= Longer term development (e.g., subprime MBS)

e

= ; = Account coverage and service

E,”) G » Participation in product development

r% Q = Stability of execution/participation

Z5 = Balancing housing goals

23 » Specialized product/market expertise

EE 2 = Risk management and control staff

g : » Substantial cross-group collaboration and aligned incentives
= Management attention to growth areas
= Data mining skills & vendor partnering

Confidential — Highly Restricted 10 ;‘5\:‘ FannieMae
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Other Single Family Statistics

s E————
= Top 10 lenders are 66% of business; other 905 lenders are 34% of business

» 53% mark-to-market loan-to-value ratio of loans

= 721 average FICO score

= 87% Fixed-rate loans / 13% Adjustable-rate loans

-"l.4.4% Interest-only (I0) loans

a _

=g~

§§ = Operations:

o = $953MM expenses (direct plus corporate allocated)

= $670MM of direct expenses

& _

;g = 1,460 direct employees

Eg = Multiple offices: Regions, servicing, disposition and underwriting
T2

= 3

23

m >

a7

11

o
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Well controlle

d, managed, and maintained platforms for
closing financial books, managing resources

deficiencies

Fully remediated SOX material weaknesses and significant

Flexibility and capability for processing a dynamic

business model

Consistent and effective approaches to providing IT
solutions that meet industry standards and regulatory

oversight

Improve data quality and integrity overall through
redesigned business platforms that capture data once and

correctly

Acquisition and retention of top technology and business-

savvy talent

People and capital leveraged efficiently, eliminating .
redundancies and gaps; supporting a fine-tuned, right-
sized organization with highly efficient end-to-end
processes (Lean Six Sigma)

%1 FannieMae
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Where we need to be — Implications

Well controlled, managed & maintained
platforms for closing financial books, managing
resources

Fully remediated SOX material weaknesses and
significant deficiencies

Flexibility and capability for processing a
dynamic business model

Consistent and effective approaches to
providing IT solutions that meet industry
standards and regulatory oversight

Improve data quality and integrity overall thru
redesigned business platforms that capture
data once and correctly

Acquisition and retention of top technology and
business-savvy talent

= IVILNAJIANOD ANV AX

People and capital leveraged efficiently,
eliminating redundancies and gaps; supporting
a fine-tuned, right-sized organization with highly
efficient end-to-end processes (Lean Six Sigma)

Confidential — Hiahlv Restricted

Present organization not optimized for
challenges ahead.

Significant, continued investment
required in Financial systems and SOX
Remediation

Recent systems initiatives (S/IR, HCD
Core, Summit) are only down payments,
and major efforts to replatform the
business are required.

Technology talent gap significant,
requiring investment in people, products
and services...hire, buy, and outsource

Need to geographically diversify
operations to enhance risk management
profile and expand access to broader
internal talent pool

Operations must be streamlined,
rationalized and optimized to drive
competitive advantage in the
marketplace
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How we get there — Execute IT Strategies for the Business

| o
Wh:le the busmesses are in d:fferent states of maturat:on, th :r

current lT Platforms have som cons:stent Ilmltatlons.

» Legacy Platforms - All businesses are'dependent on older, poorly integrated
systems and non-scalable End User Computing (EUC) applications

= Inefficient Operations - As a result of the platform deficiencies, there are
significant manual processes at all stages in operations, with low consistency and
limited overall automation

Q
O ) , _
é% * Inconsistent Data — Data is not consistent between systems and across
E” businesses and is constrained by the source systems that feed the databases
o o = Lack of Tools - We are not best in class on the data, analytics, and forecasting
ERE . .
225 tools supporting the businesses
oz 8
S0z
=2
&3
>
21 4
5
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How we get there — Execute IT Strategies for the Business

=  We will pursue 3 parallel streams:
“Clean up” — Fix what’s broken and keep the trains running
- Down payments — Enable the businesses’ immediate priorities

- Replatform the business — Build the “End State” in a measured way

= Key Design Principles for moving to the End State:

2 - Business architecture drives IT strategy, not vice versa
o)
g’é : - Break the silos within the business...and then across the business
24 - Drive IT and data standards consistently across the business
%E* - Build Shared Services around common applications and functions, where appropriate
=2 . . . . . .
Zg% - Link processing of business transaction and accounting for the transaction
BZO
=5¢
m
€3
5z
i L
[w}
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How we get there — Realign Technology & Operations

= The new organizational structure:

Promotes controls, risk management, and governance
Ensures clear segregation of responsibility and accountability
Balances the needs for business flexibility with standardization
Focuses on key disciplines that need strengthening

» Phased approach to reorganization:

- Implement full reorganization over ~6 months as leadership is hired
- Establish interim organization ensuring support for restatement and SOX remediation

id0¥d

3
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Next steps

e Continue to “Exit the Penalty Box”
- Finish Restatement and launch the “Catch-up” phase
~ Remediate SOX Material Weaknesses and drive for a clean opinion
— Complete the “Get Current” strategy and execute the plan rigorously

o Establish Tech & Ops organization

— Hire the senior leadership for the new organization (i.e., CIO and Head of Operations)
and build out interim organization .

£a e Complete technology down payments for the business
] .
25 . ~ RTF, S/IR, HCD Core, Summit
28 2h ‘ '
3 45! e Buildoutbusiness architecture
S s = : . . \
- E; > — Document/finalize current business processes
532 m < : . . . . .
E g ’éé — Develop shared services model for the business and finalize the design.
S22 — Conduct outsource, buy or build analysis
=9 . .
2% — Develop and fund implementation plan
55
a7
E 5
2]
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Sl Confidential - Hiahlv Restricted 16 2\3 FannieMae
3
[ &)
F N



g\] FannieMae

©
c
O
S
N
(/)] —
) c
O ©
b
"—t; O
»n
o
c
©éo
~ 286
S8SES -
Ep Q2 ¢
gmoo e i
o 1555 2
9 o))
moma 2
<mEOe%
£ 3% 03
c Oy _Hch
GJE_OCO
e -CSQ
33l.l.ld,)-l--
o Om: +—ukE
m L ns R - .
C -U-c'c-c _U §
m ::C: : g
< 9898 2y 5
A< <« :
pIETARY AND CON TIAL - é
CE;)I\%S“)I![))E;';égi-T;IE.?\"EIV?};\:’I{%E%UESTZD ;

FMSE 705925

LY FANNIE MAE

Confidential Treatment
Requested By Fannie Mae

Confidential Proprietary Business Information
Produced Pursuant to House Rules Fannic Mae FM-COGR 00060534



SO[I 9SNOH 0] juensing padnpold

uoneuLoju] ssaursng Are1audold [enuapyuo)

OBIA] QTUUR,]

2€609000 ADOD-NA

e luuey Ag paysanbay
JUdUIIEIL ], [ENUIPLUCD

9C650L ASINA

Appendix A: Current Assessment

e Enterprise Systems & Operations (ESQO) established July ‘02
—  Ability to process and manage book of business highly dependent on technology

-~ Recognized importance of developing higher levels of operating efficiency &
effectiveness through tighter integration with Enterprise Systems organization

e Significant Business Volume Processed
— Acquisitions (Business and Transactions) — $531 billion in Cash & MBS

—  Loans Underwritten (DU) — 8.4 million unique loans or 37 million underwriting
requests

-~ MBS Securities Payments — $526 billion
—~ DebtIssuance — $2.7 trillion

TINFQIANGD
Ldidud

1SINOTY INFWIVIAL T

e ESO Operating Profile
—  Staff — 2,316 (39% of the company)
—  Officers — 33 (17% of the company)
— Expenses — $614 million (28% of the company)
—  Capacity — 5,559 servers
Applications — 75 Class 1 applications

YW TINNVA A2

—1YINIJENGD GNV A7 n5hLd0ed
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I
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Appendix A: Current Assessment

e Accomplishments To Date

— Operations Integration — SF & HCD Operations processed record volumes
in 2001-2004 with minimal staffing increases

— eCommerce Initiatives — Fanniemae.com, DTF (Debt Trading Facility), .
eCommitting '

— HCD Core - Upgraded support for processes from front-end to QC and
servicing

— eBusiness — Enhanced DO and DU, implemented Dedicated Channel,
eFannieMae.com

— Data Centers — Completed two new data centers with 24x7 operations

_ Networks — Enhanced external network and information security (e.g.,
TruSecure); enhanced critical infrastructure upgrades (e.g., DMZs)

—TVILNIJIHNOD GNV AHV E1H40dd
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Appendix A: Current Assessment

e Significant Issues & Challenges

— Implementation Challenges — Delays in implementing CORE functionality
have had a negative impact on SF Operations

— Aging technology platforms - Legacy applications impact ability to support
the Finance division and Capital Markets business. Architectural complexity

severely limits ability to optimize SF and HCD operating and control
environment

NAJLINGO
GId0¥d

— SOX material weaknesses - Recent audit identified significant weaknesses
in control environment to a large extent exacerbated by the quality of
systems and underlying processes

H
L

YL TYLLN:
INY Aivalad

1S3n0FY INFWLY
—~VILNIQEHNOD G

FYINTINNVE AJ

— MBS disclosure errors — Data Integrity issues have resulted in the
publishing of incorrect disclosures to the market.

az

i
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Appendlx A: Current Assessment —
| External and internal forces at work

e Customers / Market

e The Businesses » enve
' Just a‘few S

m Fas_t*reactibn to changing market
e Regulators needs / new products

= .StrQFl'g.Dai?tner's_hip

TYIW FINNVA Ad

a@51SAN0ZA INFWLVAYL TYLINIALINGD
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Appendix A: Current Assessment -
External and internal forces at work

e Customers / Market

@ |he Businesses

e Regulators W

73d0¥8d
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~Ti'g‘hter-'fc‘c'>“r!if’t?f‘Is'-"a‘fh'df.i‘nc’reased reporting
Ops and IT standardlzatlon

"-’:_""'A"'Segregan@n of dutles and accountabilities

_;};.flus1nes;s—wpro}cesses ahgned to IT

onS|sten éh’d--abpr;'Opr“iate-investment

3,[1'ffif.lEstabI|sh strateglc planning as an
. -institutionalized management discipline

= From proprietary, in-house development

toward best-of-breed package solutions

23 ;‘E\J F annieMae
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Appendix B: HCD Drivers

|HCD plans to “turbo-charge” their businesses §

e Multifamily is prepared to revitalize and reinvigorate the DUS program

e Aggressively targeting Small MF Loans, especially Micro Loans

o The Equity businesses, Tax-advantaged and Direct, aim to grow

53 significantly by building on the LIHTC franchise and expanding
Lad capabilities in For Sale and For Rent market-rate equity investments
<0 .
‘2%% e New approach to and investment in Acquisition, Development &
?1;;?3 Construction to significantly expand in this growing market through

2% strategic partnerships*

% T‘; * Presently on hold pending regulatory review

o
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Appendix B: HCD Challenges

e Legacy Platforms - While HCD businesses are running in stable mode today,
current operations and technology capability will need to be significantly
upgraded to support growth

— Multifamily business heavily dependent on older, poorly integrated and maintained
systems (MCODES, Strategy, etc.)

— Other businesses heavily dependent on the use of non-scalable End User Computing
(EUC) applications

— Across HCD, lack of horizontal integration of IT platforms or operations
— Inflexible customized in-house systems exacerbating data quality problems

¢ |nefficient Operations - As a result of the platform deficiencies, there are
significant manual processes at all stages in operations, with low consistency
and limited overall automation

e |nconsistent Data - HCD Core, along with FMIS, provides some consistency
in data, but it is not a global answer and is constrained by the source systems
that feed the databases

o Lack of Tools - We are not best in class on the data, analytics, and
forecasting tools supporting the HCD businesses

a
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Appendix B: Single-Family Challenges

e While the SFB is currently running a stable but rigid
platform, current operations and technology will need to
be significantly upgraded to support growth and
become SOX compliant

— Customers find it hard to do business with FNM due to system

limitations; e.g., contracts are cumbersome, underwriting and
delivery are disconnected

8. — SFBis heavily reliant on older systems that are not well integrated
£ ~and do not meet the new compliance standards
=i, e SF is burdened with a costly infrastructure
2%% — Inadequate integration between MORNET, Delivery, and MCTSX
%§§ results in rejection of >50% of all loans, which then need to be
aE handled manually -
%f:: — More than 35 back-end legacy systems interact with LASER and
3" MAST
Confidential — Hiahlv Restricted és | :—’\:1 FannieMae



9709000 ADOD-NA

SOINY 9SNOH 01 Juensing padnpoid

uoneuLIoju] ssaursng Arejerdold [enudIpLIuo)

OBIA] QTUUR,]

e\l dtuuey g papsenbay
JUdIEILL, [EIBUAPIUCD)

LE6S0L ASINA

Appendix B: Capital Markets Drivers

Capital Markets is moving toward a strategy of
- | .- Active Balance Sheet Management - :

e Will require fixed-income asset and liability management
capabilities that meet or exceed industry standards

— Active management, including ability to buy and sell assets, debt,
and derivatives '

— Close management of constraints of capital and market risk

e As a result, they need:

— Streamlined, accurate, and comprehensive position data collection
— Access to market pricing |

— Frequent analytics and performance attribution of positions
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Appendix B: Capital Markets Challenges

e While there are initiatives underway to implement the
Active Balance Sheet Management strategy, the
operations and technology processes need to be
upgraded
— Historically, limited investment in systems and operations
— Technology has been point or stovepipe solution
— Heavily intertwined with accounting

—~ Labor-intensive data collection process resulting in dated posmon
reporting

— Desired details missing in creating updated positions
— Inadequate, non-SOX compliant controls
— Non-configurable, spreadsheet-based modeling
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