





















































ff Company Note
Plp erJ 4 ray. May 7, 2008
FNM's pricing power and the steeper yield curve help to soften the credit cost-biow. FNM's 1Q net interest income grew to $1.7b
from $1.1b in the 4Q07, although $350m of this increase was due to a reversal of interest accrued on step-rate debt that was called
before all the interest was paid. On a normalized basis, FNM's net interest yicld improved to 69bps in the 1Q from 57bps m the 4Q07.
FNM is taking advantage of the steeper yicld curve by shifting its funding mix to more short-term debt. We arc forecasting a net
interest yield of 78bps for the 2Q and ramping up to 90bps for the second half of '08. We are forecasting that FNM can generate $6.9b
in net interest income in ‘08,

Product mix somewhzt offscts the benefits of FNM's pricing power on its guaranty fees. FINM's average guaranty fee was 29 5bps
in the 1Q vs. 28.5bps in 4Q07. FNM impiemented a price increase on March 1 and another price increase is scheduled for June, FNM
reporied that its average G-fee was 27.9bps in March, as its March price increasc was partially offset by a decline in higher-risked and
higher-priced products, namely Alt-A. Still, FNM's March average guaranty fec of 27.9bps exceeds its average December '07 guaranty
fee of 26.5bps.

Credit woes pressure i;apital, but OFHEO plans to help relieve some of this pressure. FNM announced that it plans to raise 36
billien in capital and reduce its dividend to help its balance sheet navigate through this mortgage credit cycle. OFHEO will lower the
capital surplus requirement to 15% following the capital raise and 10% in September, if FNM's capital position is healthy encugh.

Switch to hedge accounting should reduce volatility in carnings. FNM implemented hedge accounting in April '08, which should
reduce capital fluctuations associated with changes in interest rates. This is a few years late for the prior management team,
unformunately, We view the reduced volatility in reported results as & welcome improvemment.

Fair value book value was hammered on a rising GO obligation that is counter-inmitive, nonetheless, fair value common book value
is negative.

Administrative expenses declined 1o $512m, or 7bps of the average credit book of business in the 1Q, which is a sigmficant
tmprovement from the 4Q07 when administrative expenses totaled $651m, or 9.2bps of the average credit book of business,
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important Research Disclosures

) Rating and Price Target History for: Fannie Mae as of 05-06-2008
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Notes: The boxes on the Rating and Price Target History chart above indicate the date of the Research Note, the rating, and the price wrget. Lach box
represents a date on which an analyst made a change to a rating or price target, except for the first box, which may only represent the first Note written during
the past three years.

Legend:

1: Initiating Coverage

R: Resuming Coverage

T: Transferring Coverage

D Discontinuing Coverage

S: Suspending Coverage

OF: Gutperform (Piper Jaffray discontinued use of the OP, MP and UP ratings on November 15, 2007)

MP: Market Perform

UP: Underperform

B: Buy

N: Neutral

Si Sell

AL On/AL Off: Placed on/removed from the Alphs List maintained by Piper Jaffray

NA: Not Available

UR: Under Review

GP On/GP Off: Placed en/retoved from one of the Guided Portfolios maintained by Piper Jaffruy
{Piper faffruy discontinued the Guided Portfolios in August 2006.)

Distribution of Ratings/iB Services
Piper Jaffray

IB Serv./Past 12 Mos.
ting Count Percent Count Percent
uY 8] 356 57.14 101 28.37
LD [N) 245 30.33 24 9.50
ELL [S] 22 3.53 h] 4,55
hort-Term Buy {Alpha List] 20 k511 9 45.00

Note: Distribution of Ratings/1} Services shows the number of companies currently in each rating category from which Piper Jaffray and its affiliates received
compensation for investment banking services within the past 12 months. NASD and NYSE rules require disclosure of which ratings most closely correspond
with "buy,” "hold," and "sell” recommendations. Accordingly, Buy corresponds most closely with buy, Neutral with hoid, and Sell with sell. Alpha Listis a
short-term buy and is in addition w 2 {2-month rating. Se¢ Rating Definitions below,
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Important Research Disclosures

Analyst Certification — Robert P. Napoli, Sr Research Analyst

The views expressed in this report accurately reflect my personal views about the subjecl company and the subject security. In addilion, no part of my
compensation was, is, or will be directly or indirectly related to the speciic recommerndalions or views contained in this report.

Research Disclosures

Piper Jaffray was making a market in the securities of Fannie Mae at the time this research report was published. Piper Jaffray will buy and sell Fannie
Mae securities on a principal basis.

Affiliate Disctosuras: This report has been prepared by Piper Jaffray & Co. or ils affiliate Piper Jaffray Lid., both of which are subsidiaries of Piper
Jaffray Companies (collectively Piper Jaffray). Piper Jaffray & Co is regulated by the FINRA and the United States Securities and Exchange
Commission, and #s headquarters is located at 860 Nicoiel Mall, Minneapolis, MN 55402. Piper Jaffray Ltd. is registered in England, no. 3846990, and
is regisiered office is 7 Pilgrim St., London, £EC4V 8LB. Piper Jaffray Ltd. Is authorised and regudated by the UK Financial Services Authority, erdered on
the FS3A's reqgister, no. 191857 and is a member of the London Stock Exchange, and its heagquarfers is located at One South Place, London, EC2M
2RB. Disclosures in this section and in the Other important Information section referencing Piper Jaffray inctude all affillated entities uniess
otherwise speclied.

Piper Jaffray research analysts receive compensation that Is based, in part, on overall firm revenues, which include investment banking reveriues.

Rating Definitions

Investment Rating: Piper Jaffray ratings are indicators of expected {otal return {price appreciation plus dividend) within the next 12 months.
At times the anticipated totail returas may fall outside of the general ranges stated below due to near-term events, market conditions or stock
volatility or, in some cases, company-specific corporate structures that result in consistently high yields. Research Management may permit
such deviations, particularly where the stock is low priced, is of high or medium volatility, or is of high yieki nature based on historical trends.
Research reports and ratings should not be relied upon as individual investment advice. As always, an investor's decision to buy or sell 2
security must depend on individual circumstances, including existing holdings, time horizons and risk tolerance.

Companies assigned to the Alpha List may have a 12-month rating of Buy, Neutral or Sell but, as a result of particular nearterm catalysts or
market conditions, the analyst chooses to emphasize the stock's potential for near-term appreciation. This short-term rating is separate
from, and may be direcionally different than, the fundamental 12-month rating and no specific price target is assigned.

+

Buy {B): Anticipate total return appreciation generally in excess of 10% over the next 12 months.

Neutral (N): Anticipate limited total return {general appreciation less than 10% or decline less than 5%) over the next 12 months.

Sell {8): Anticipate negative total return generally in excess of 5% aver the next 12 months.

Alpha List (AL}): Anticipate appreciation in excess of 5% over the next 90 days as a result of a near-lerm catalyst or market event.
Suspended (SUS): No active analyst opinion or no active analyst coverage; however, an analyst investment opinion or analyst coverage
is expected lo resume.

-

+ Volatillty Rating: Our focus on growth companies implies that the stocks we cover are typically more volatile than the overalt stock

market. We are not recommending the “suitability” of a particular stock for an individual investor. Rather, the volatility rating identifies the

volatility of a particular stock.

Low: The stock price has moved up or down by more than 10% in a month in fawer than 8 of the past 24 months.

Medium: The stock price has moved up or down by mora than 20% in a month in fewer than 8 of the past 24 months.

- High: The stock price has moved up or down by more than 20% in a month in at least & of the past 24 months. All {PO stocks
automatically get this volatility rating for the first 12 months of trading.
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Other Important Information

The matéerial regarding the subject company is based on data obtained from sources we deem to be reliable; it is not guaranteed as to accuracy and
does not purport to be complete. This report is solely for informational purposes and is not infended to be used as the primary basis of investment
decisions. Piper Jaffray has not assessed the sultability of the subject campany for any person. Because of ingividual client requirements, it is not, and it
should not be construed as, advice designed to mest the particalar investment needs of any investor. This report is not an offer or the solicitation of an
offer to sell or buy any security Unless otherwise noted, the price of a security mentioned in this report is the market closing price as of the end of the
prior business day. Piper Jaffray does not maintain a predetermined schedule for publication of research and will not necessarily update this report. Piper
Jaffray policy generally prohibits research analysts from sending draft resaarch reports 0 subject companias; however, it should be presumed that. the
analys{s) who authored this report has had discussions with the subject company {0 enswre factual accuracy prior to publication, and has had
assistance from fhe company in conducting diligence, Including visitls 10 company sites and meetings with company management and other
representatives.

This report is published in accordance with a conflicis management policy, which is available at hitp:iiwww.piperjaffray com/researchdisclosures.

Notice to customers in Europe: This material is for the use of intended recipients only and only for distribution to professional and institutional
investors, i.e. persons who are authorised persons or exempted persons within the meaning of the Financial Services and Markets Act 2000 of the
United Kingdom, or persons who bave been categorised by Piper Jaffray Lid. as professional clients under the rufes of the Financial Services Authority.

Nogce to customers in Asta: This repori is distributed in Hong Kong by Piper Jaffray Asia Securities Limited, which is regulated by the Hong Kong
SFC.

Notice to customers in the United States:This report is distributed in the United Slates by Piper Jaffray & Co., member SIPC and NYSE, Inc., which
accepts responsibility for its contents. The securifies gescribed in this report may not have been registered under the U.S. Securities Act of 1933 and, in
such ease, may not be oifered or sold in the United States or to US. persons unliess they have been so registered, or an exemption from the registeation
requirements is available. Customers in the United Stafes who wish (o effect a2 ransaction in the securities discussed in this report should contact their
Piper Jaffray & Co. sales representative.

This material is not directed to, or intended for disiribution to or use by, any person or entity if Piper Jaffray is prohibited or restricted by any legislation or
regutation in any jurisdiction from making it available to such person or entity

This report may not be raproduced, re-distributed or passed 10 any other parson or published in whole or In part for any purpose without the prior consent
of Piper Jaffray & Co.

Additional information is available upon request.

Copyright 2008 Piper Jaffray & Co. andior Piper Jafiray Ltd. Afl rights reserved.
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US Mortgage Finance May 6, 2008
Overweight USA
Fannie Mae Underperform
FNM usD28.29*
Analyst(s}: Howard Shapira, CFA Howard Shapiro@fpk.com 1212 857-6170

First take: Difficult quarter, as expected

» FNM reported a GAAP loss of ($2.57), belter than our estimate of
GAAP losses (we have not published our GAAP loss estimate). On
the positive side, net interest income was significantly better than we
axpected due to a 24 bp increase in the NiM to 86 bp, of which 12 bp
appears to be a one-time impact. The guaranty fee rose ong bp
targely due to accrenon of pnar perlod accounting losses—changes in

art ||||yuw

At the sama time, FNM announced two changes in accounting
treatment that should minimize earnings volalility geing forward: First,
it has adopted hedge accounting treatment for ifs interest rate
derivative hedges and, second, it has eliminated the first period ioss
of hew guaranly contracts. To put this in context, the loss on interest
rate hedges was $3b in the quarter; we would expect this line item to
he significantly lower going forward. The elimination of the first period
loss saved the company $300 m reiative to last quarter.

gu:dance on expecled Iosses o 13 17 bp in 2008 There are severa!
reasons for the increase in expecied costs: 1) more severe than
expected home price declines and loss seventy, 2) geographic
exposure to CA, FL, M! and OH; and 3} product expasure to Alt-A,
which make up 11.2% of the credit book, but 42.7% of credit losses,

+» FV declined significantly, with an estimated negative FV of common
equity of $2 b.

+ Capital raise. As expected, the company will raise equity—S3$6 b in
common and preferred, At the same time, OFHEOQ lifted its consent
order and the capital surcharge will fall to 15% upon completion of the
capital raise and anocther 5% to 10% in September. FNM currently has
$5.1b of capital in excess of the OFHEQ 20% surcharge and the
capital raise would bring that 1o $11 b. Note: OFHEQ Director
Lockhart will speak at our mortgage conference tomorrow.

Share price performance (USD)
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First take: Difficuit quarter, as expected

Net-net, we think the quarter came out as expected, with credit worse as expected and an
expected capital raise. The change in accounting treatment and release of the OFHEOQ
surcharge is a positive.

Lateral to Freddie Mac (FRE-$25.52-In Line): Directionally we expect the same
impacts, but we believe they will be muted relative to FNM, for two reasons: First, FRE
has aiready adopted hedge accounting ireatment, so its interest rate dedvative mark
should be substantially lower than FNM. Second, it has significantly lower exposure to
Alt-A than does FNM.

Fannie Mae
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Firsi take: Difficult quarter, as expected

Disciosure information
The compensation earned by the analysts on this raport is based, in part, on the overali profitabitity of FPK, which includes investment banking revenues.
To the knowledge of tha research analyst{s) responsible for the preparation of thia repori, no actual matenial conflict of interest of FPK, or any research anatysys)
conmbuting 1o this repont, or any membar of such research analyst's househcid exists conceming the stock{s) discussed in this report. A descnption of FPICE
established arrangements for the prevention and avoidance of conflicts of interest is available at www, fpk.com.

The research anatyst(s) contributing to this report cerify that (i) all of the views expressed in this report acourakely reflect the personal views of such research
analyst{s) about any and all of the subject securities of issuers; and, (i} no part of the compensation of such research analysi{(s} was, is, or will be, directly of
indiractyy, retated 1o he specific rECoOMMENdations of views expressed by suth research analyst{s) in UWs research mpornt.
This material has not been disctosed to the issuer(s) prcr to disserination.
Neither FPK nor its affiliates is a parly to an agreemen with this (these) company(ies) releting to the production of the research rating.
nvesiment r&comnmndalums relating lo issuers coveled by this maieﬂal wﬂl generally De updated quarteny of 85 (eqUHEd by changmg Qaroumstances,

Fannip Maé tENM = B
Then is currently no price target for this srock
Na research analyst contributing 0 this report or membear of such analyst's household has any financial interest in the securities of the subject company.
Ne research analyst contriliuting to this report or member of such analysfs household serves a3 an officer, director o advisory board member of the subject
cOMpany.
FPK or #s affiliates may seek compensalion for investmant banking services from this company during the next three months,
Neither FPX nor ite affiiates owns 1% or more of any class of common equity secwities of the subject company as determined by the beneficiati ownership rules of
Section 13(d) of the Sacurities Exchange Act of 1934
Neither FPK nor its affiliates managed or co-managed a public offering of the securities of this company during the past 12 months.
Naithar FPK nor its affdiates roceived compensation for financial services from this company during the past 12 months.
Neither FPK nar its affiliates tnakes a marke? it this socurity.

Historical closing prices and rating/target prices

FNM current ratlng is: Underperform

Freddie Mac [FRE] o
There is cumently no price target for this stock,
No research analyst contributing 10 this repart or member of such analyst's housahold has any Gnancial interest in the securtities of the subject company.
No research analyst contribuiing to this report or member of such analyst's hovsehold sefves as an officer, director o advisory board member of the subject
company.
FPK or its affiliates may seek compensation for investmant banking services from this company during the next three months,
Neither FPK nor its affiiates awns 1% or mare of any class of common equity securities of the subject company as deterriined by the beneficial ownership naes of
Seckon 13(d) of the Securities Exchange Adt of 1934.
Naither FPK nor its affiliales maraged or co-managed a public offering of the securities of this company during the past 12 months.
Neither FPK nor its affiliates received compensation for financial services from thia company during the past 12 months.
Heither FPK nor its affilfales makes a markat in this secunty.
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First take: Difficult quarter, as expected

Historlcal closing prices and rating/target prices
FRE currant rating is:in Line

. - e S R .
Moar o3 AN Gh San B Gac s w6 RlTRe 3 Sap 06 Dac 08 Mwl? Jundr 0 QT OaclT Mar 68 AnGf

iy g AL A .‘,, %
Buy [OFFUW, IL/OW] - aT.4% 15%
Hold [OP/UW; HJOW, ILIMW, ILAUW; UP/IOW] 47.8% 2.2%
Sell {UP/MW; UPIUW] 14,8% 0.0%
Ratings definition information
Globaicbmpauy crating: deflrtions.
Dutpartorm (OP) We expect the slock o outperform its sectar over the next 12 mm!hs
In Lina {IL} Wa expect the siock to perform in dine with its secter over the next 12 monihs
Undarperform (UP) Wa expect the slock lo undarpedonn sector over he next 12 menlhs _
Global seétor.ranking definitions B

Overweight {OW)' We expeci the sador to ou!perforrn the refevant market |ndex ovar e naxt 12 r;-lom-hs T
Marketwsight (MW) We expect the sector 1o perfarm in ling with the relevant madket index over the next 12 months
Underwaight {LW) We expect the secior i undetperform the refevant market index over the next 12 manths
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COMPANY UPDATE
Fannie Mae (FINM)

Sell

1Q08: Rls:ng credit costs offset accretive capital mltlatnves

What's changed

Fannie's significant 1008 EPS loss of $2.57 (versus our $0.75 loss estimate}
was inspired by higher credit costs and outsized derivative mark-to-market
expenses. We expect capital initiatives announced today to be accretive,
but the benefit should be more than offset by rising credit costs. We lower
estimates for 2008 and 2003 and retain our $16 price target and Sell rating.

1. Credit remains our key concern — We forecast rising credit costs (losses
of 20bps and provisions of 33bps this year) from further home price
depreciation {18-20% peak-to-trough, 11%-13% from current levels}; we
think NY- and DC-metro areas {NJ, NY, VA, MD, DC) are the next to fall.

2. Capitai initiatives are accretive — Today's anncunced capital raise ($6bn),
dividend cut ($390mn}, and OFHEQ relief ($1.6bn} should free up ~58bn.
Given credit developments, we expect $6bn is required to absorb losses
and suppiement the “capitai cushion”; still, the remaining $3bn available
for investment should prove 30% accretive to our old EPS estimates.

3. Fair value of net assets to common shareholders (FVNACS) is now
negative — We used to value Fannie on a multiple of FYNACS, which was
negative $4.7bn in 1Q08. Instead, we now apply the average forward P/E
multiple (~12.5X} as observed over the past 17 years to our new 2008 EPS
forecast to derive our $18 per share 12-month price target.

implications
We lower our EPS estimates to -$3.70 (from -$0.50) in 2008, +$1.25 {from
+1.585} in 2003, and we raise estimates to +$3.00 {from +$2.50) in 2010,

Valuation
Cur 816 per share 12-month price target assumss a 12.5X forward P/E
multiple {average over the past 17 years) and implies 48% downside.

Key risks
A capital raise in axcess of today’s $6bn announcement poses upside risk.
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Fannle Mae Summary fmanclals

Fanme Mae (FNM}
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Credit (not capital) remains our key concern

Home price depreciation is the root cause of negative credit surprises

fannie Mae reported a 1008 GAAP EPS loss of $2.57 versus our $0.75 loss forecast, due in
part to significantly higher-than-expected credit costs; Fannie’s reported $3.2bn provision
for credit Josses plus foreclosed property expenses exceeded our $2bn estimate by 60%.

As expected, credit losses were driven by continued house price depreciatian.

Our forecast for rising credit iosses is inspired by our expectation for further declines in
the national median home price:

*»  For 2008, we forecast credit losses of 20bps and provisions of 33bps of Fannie's total
book of business

»  For 2009, we forecast credit losses of 24bps and provisions of 24bps
+ For 2010, we forecast credit losses of 22bps and provisions of 21bps

We expeact US house prices to fall 18%-20% peak to trough and 11%-13% from current
levels (see Exhibit 1)

Exhibit 1: OQur house price model forecasts a decline of 18%-20% peak to trough, and 11%-13% from current levels
We can explain 96% of quarterly variation in the median US house price from 1972 to 2004 using only two factors: disposable
income and long-term rates

10007
$250,000 ‘*°°5 s
Cuirent Median House Price = $234 850 290 § s asum &4(}07 1Qg
1005§
200,000 Corresponding GS House Price Foracast
from $204,000 to $209,000
8
83 150000
£ é R2 = 06% (1972-2004)
m []
=S¢
=
% g 100,000
o o]
-
50,000
(S Economic Forecasts
Disposable income / Long-tarm rates
1032008-1Q2009
From $275tr to $301tr
0 50 100 150 200 250 $300

Disposable income / Long-term rates
Total US disposabie income as a multiple of the US 10-year treasury vield (Strillion, guarterly since 1Q1972)

Scurce: Census Bureau, Fagibet Goldman Sachs Feonormucs Research forecasts, Goldmen Sachs Resesrch estimeates,
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Fanmie Mae (FNM)

We are nearly halfway through the current housing cycle; house prices still have a long
way to fail.

We can explain 96% of quarterly variation i the median US house price from 1972 to 2004
using only two factors: disposable income and long-term rates. But since 2004 --when
sales of exotic mortgage products spiked—house prices have remained above levels
supponed by economic conditions and forecasts.

Now that secondary market liquidity supporting exotic mortgage products has afl but
evaporated, we forecast the median US house price to return t0 a “normalized” levet (ie.,
one supported by our forecasts for disposable income and long-term rates).

A return to the normalized median US house price {$204-$2039K} implies a decline of 18%-
20% from peak levels observed in 1Q2007 ($266K).

The current US median house price ($235K} is down 8% from its peak in 102007; a return
to the normalized median .5, house price ($204-$209K) implies a decline of 11%-13%
fram current fevels.

Rust-belt risks, speculator states, NY- and DC-metro concems
We reserve our most acute soncern for US house price depreciation for specific regions
{see Exhibit 2.

Exhibit 2: Wae replicated our national house price model for each state
“Speculator states” (CA, FL, AZ, NV} remain a key concern; NY- and DC-metro areas may be the next negative surprise
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The “rust-belt” states {Michigan, QOhio, Indiana} ted the way this housing cycle, and their
collective impact (albeit waning} is still being reported by Fannie Mae. Mortgages backed
by homes in Michigan, Qhio, Indiana account for 7% of Fannie Mae's total risk, but they
accounted for 32% of credit 1Q08 losses (down from 45% in 2007). We believe this trend
will continue to improve, given our benign cuticok for house prices in these states.

The “speculator” states (California, Florida, Arizona and Nevada) are a rising concern.
Mortgages backed by homes in these states account for 27% of Fannie Mae’s total risk,
and they accounted for 33% of credit 1008 losses {up markedly from 15% in 2007). Given
our outiook for house price depreciation in the speculator states, we expect this negative
trend wilt continue in Fannie's book.

We believe that house price depreciation in the NY- and DC-metro areas {New Jersey, New
York, Virginia, Maryland and Washington DC) may be the next negative surprise, Cur
house price forecasts are discouraging for these states, where companies and investors
have yet to focus.

Capital initiatives are accretive, but offset by rising credit costs

Goldrman Sachs Giobal invesiment Research

A three-part capital plan

1. Fannie Mae announced plans to raise $6bn in new capital through public offerings of
common stock, non-cumulative mandatory convertible preferred stock and non-
cumulative, non-convertible preferred stock.

2. Contingent on Fannie's successful compfetion of its capital-raising plan, OFHEQ has
lifted the May 2006 Consent Order and will reduce its surplus capital requirement from
20% to 15%.

3. Fannie's Board intends to reduce the quarterlty common stock dividend starting in 3008
to $0.25 per share (from $0.35}, freeing up $330mn per annum.

Fannie’s capital initiatives are atcretive to our old estimates
We estimate that the three capital initiatives announced by Fannie this morning, taken
tegether, are aceretive to our old EPS estimates for 2009 and 2010

+  Given the marked increase in credit losses reported this quarter, and the lack of
visibility for when losses will peak, we assume that the first $6bn of new capital should
be required to absorb losses and improve Fannie's “capital cushion”.

+ In our accretion-dilution analysis we achieve roughly $2bn of this capitat through the
QOFHEQ surcharge relief {reduced from 20% to 15%) and the 30% cut to the dividend;
we also assume that the first $3bn of today's announced capital raise goes towards
the capital cushion, leaving only $3bn to invest in the two lines of business,

s We assume $3bn for investment is allocated equally to the retained portfoiic and
credit guaranty businesses to achieve returns on equity of 25% and 38%, respectively.

+ Underlying our retained portfolio assumptions on new business are 100bps of spread,
an 8% efficlency ratio, and 3bps of annuat credit provisions.

e«  For the new credit guaranty business, we assume an incremental biended guaranty fee
of 32 5hps, an efficiency ratio of 19%, and 3bps of credit provisions.

More aggressive capital actions would have lead to more accretion
We forecast that today's capital actions combined with the future resulting investments
will be accretive to earnings in both 2009 and 2010,
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In spite of the higher resulting share count, these actions should be 30% and 14% accretive
to 2008 and 2010 EPS raspectively, albeait off a low EPS base.

However, a more aggressive capital raise would have yielded considerably more accretion,
in our view, given that our capital cushion threshold has been met, and that incremental
returns on new business are high. For instance, 2 $10bn capital raise of similar structure to
that announced today would have been 80% and 40% accretive to our 2009 and 2010 EPS
forecasts, respectively {once again though, off a low EPS basis).

Significant “capital cushion” forecast for year-and 2008
We forecast a $10.4bn capital cushion for year-end 2008, assuming that idle capitat does
not go into new business.

At 1Q08, Fannie reported a capital cushion of $5.1bn. We anticipate that OFHEQ's expected
action {decreasing the surplus capital requiremant to 15% from 20%) will frae up $1.6bn.
Together with the $6bn capital raise announced today — less preferred dividends ($1.1bn},
common dividends {$965mn), expected losses {$67mn) ~ we arrive at a $10.4bn capital
cushion for year-end 2008,

Fair value of net assets to common shareholders is now negative

We used to value Fannie Mae shares on a multiple of the fair value of net assets
attributable to common shareholders; however, total fair value was written down by
$23.6bn this quarter {to $12.2bn), and the fair value of net assets attributable to common
shareholders {i.e. 1ess $16.9bn in preferred stock) is now negative {-$4.7bn).

Subsequently, we value Fannie Mae shares on a forward P/E basis.

Exhibit 3: We value Fannie Maa shares on a forward P/E basis
We apply the average forward P/E multiple (~12,5X] as obsarved over the past 17 years to our
new 2009 EPS forecast to derive our $16 12-month price target

25x%

One-year forward P/E multiple for FNM

5x

80 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07

Soufce: Factset, Goldman Sachs Research esumares.
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We apply the average forward P/E multipie (~12.5X) as observed over the past 17 years to
our new 2009 EPS forecast to derive our $16 12-month price target.

Seven key points to summarize 1008 results

1. Fannie Mae reported a 1Q08 EPS loss of $2.57, versus GS and consensus loss estimates i
of $0.75 and $0.81 respectively. The earnings miss was mostly driven by higher than
expectad credit costs and outsized derivative mark-to-market expenses.

2. The credit loss ratio for the quarter was 12.6bps versus B.1bps last quarter, and the :
company increased its expectation of the ratio for the year to a range of 13-17bps {up from {
11-15bps guided previously}). Also, the company noted that credit costs should be higher in i
2009 versus 2008,

3. For the first time this credit cycle, losses attributed to Californian mortgages (18.6% of
credit losses) were greater than California’s contribution to Fannie’s total mortgage
exposure {15.3%). Also, pressure from the rust belt states has not abated; specifically,
Michigan represented 22.9% of credit losses, despite representing only 3.1% of Fannie’s
total book of business.

4, Related to the changes on the credit cost guidance was Fannie's more bearish view on
home prices. The company now expects a 7-9% national home price decling in 2008, and
15-19% decline peak to trough. Previously, it expected a 5-7% decline in 2008, and a 13-
17% fall from peak to trough.

5. Fair value losses (for GAAP purposes) of $4.4bn compare with $3.4bn reported last
guarter, largely related to mark-to-marked tosses on derivatives. However, these losses
should decline in coming quarters as the company began implementing some level of

hedge accounting in April {although the precise impact of these measures remains difficult

\ to forecast). J—

6. Positive NIM trends continued this quarter (+7bps sequentially to 89bps on an adjusted
basis) and btended guaranty fees rose to 30bps {the highest level in recent history).

7. Fannie Mae experienced a $23.6bn drop in its fair value of net assets to $12.2bn with
roughly two-thirds of the decline due to a higher forecast guaranty obligation {(GO) and the
other third on account of highar credit (OAS) spreads in the retained portfolio.

A bk mma
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coverad by the Globa! investment Research Division of Goldman Sachs and referred 1o in this research,

Goldman Sachs s acting as a rnanager or co-manager of a pending underwriting: Fannie Mae ($30.81)

Goldman Sachs has received compensation for investment banking services in the past 12 months: Fannie Mae {$30.81} and Freddie Mac ($27.33)

Goldman Sachs expects 1o receiva ar intends to seek compensation for investment banking services in the next 3 months: Fannie Mae {($30.81) and
Freddia Mac ($27.33)

Goldman Sachs has received compensation for non-investmant banking services during the past 12 months: Fannie Mae ($30.81) and Freddie Mac
(527.33)

Goldman Sachs had an investment hanking services client relationship during the past 12 months with: Fannie Mae ($30.81) and Freddie Mac
{$27.33}

Goldman Sachs had a non-invastiment hanking securities-related services client relationship during the past 12 months with: Fannie Mae (§30.81}
and Freddie Mac ($27.33)

Goldman Sachs had a non-securities servicas client relationship during the past 12 months with: Fannie Mae ($30.81) and Freddie Mac {$27.33}
Geldman Sachs has managed or co-managad a public or Rule 144A offaring in the past 12 months: Fannie Mae {$30.81) and Freddie Mac {$27.33)
Goldman Sachs makes a market in the securities or darivatives thergof: Fannie Mae ($30.81) and Freddie Mac (527.33)

Goldman Sachs is a specialist in the relevant securities and will at any given time have an inventory position, “long* or "short,* and may be on the
opposite side of ordsrs executed on the relevant exchange: Fannie Mae ($30.81)

Distribution of ratings/investment banking relationships
Goeldman Sachs Investment Research global coverage universa

Rating Distribution investment Banking Relationships
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Buy Hold Sl By Hold SeHl

Glotal 8% | s1% | 15% 81% | 4% | 41%
As of Apr 1, 2008, Goldman Sachs Global Investment Research had investrnent ratings on 2,975 equity securities. Goldman Sachs assigns stocks a5
Buys and Sells on various regional investrant Lists; stocks not so assigned are deemed Neutral. Such assignmenis equate to Buy, Hold and Sell for
the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions' below.
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Regulatory disclosures

Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred 10 in this report: managec
or co-manager in a pending transaction; 1% or other ownership; compensation for certain services: types of cliam ralationships; managedico-
managed public offerings in prior periods; directorships; market making and/or specialist role.

The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of coverage.
Analyst compensation: Analysts are paid in part based on the profitabitity of Goldman Sachs, which includes investrnent banking revenues. Analyst
as officer or diractor: Goidman Sachs policy prohibits its analysts, persons reparting to analysts or members of their households from serving as
an officer, director, adviscry board member of employee of any company in the analyst's area of coverage. Distributien of ratings: Sce the
distribution of ratings disclosure above. Price chert: See the price chart, with changes of ratings and price targets in prios periods, above, or, if
electronic format or if with respect to multipte cormpanies which are the subject of this report, on the Goldman Sachs website at
httpAmany.gs.comiresearch/hedge. htrnt. Goldman, Sachs & Co. is 3 member of SIPC.

Additional disclosures required under the laws and regulations of jurisdictions other than the United States

The fellowing disclosures are those required by the jurisdiction indicated, except to the extent already made above pursuant 10 United States laws
and regulations. Australia: This research, and any access to it, Is intended only for "wholesale clients” within the meaning of the Australian
Corporations Act Canada: Goldman Sachs Canada Inc. has approved of, and agreed to take responsibility for, this research in Canada if and to the
extent it relgtes 1o equity securities of Canadian issuars. Analysts mey conduct site visits but are prohibited from accepting payment or
reimbursement by the company of travel expenses for such visits. Hong Kang: Further information on the securities of covered companies referred
to in this research may be obtained on request from Goldman Sachs (Asiaj L .L.C, tndla: Further information on the subjact company or companies
raferred to in this research may be obtained from Goldman Sachs (India) Sacurities Private Limited; Japan: See below. Korea: Further information
on the subject company or companias referred to in this research may be obtzined from Goldman Sachs {Asia)} LLC., Seoul Branch. Russia:
Besaarch raports distributed in the Russian Federation are not advertising as defined in Russian taw, but are information and analysis not having
product promotion as their main purpose and do not provide appraisal within the meaning of the Russian Law on Appraisal. Singapore: Further
information on tha covered companies referred 10 in this research may be obtained fram Goldman Sachs (Singapore} Pte. (Company Number:
198602165W]. United Kingdom: Persons who would ba categorized as retail clionts in the United Kingdom, as such term is defined in the rules of
the Financial Services Authority, should read this research in conjunction with prior Goldman Sachs research on the covered companies refarred 10
herein and should refer to the risk warnings that have been sent to tham by Goldrnan Sachs International. A copy of these risks warnings, and a
glossary of certain financiat terms used in this repost, ara available from Goldman Sachs International on request.

European Union: Digclosure information in reiation to Article 4 (1) {d} and Article 6 (2} of the European Commission Directive 2003/126/C is
available at http/fwww.gs.corvclient_services/global_investment_research/europeanpolicy htmi

Jepan: Goldman Sacha Japan Co., Ltd. Is a Financial Instrument Dealer under the Financial Instrument and Exchange Law, registered
with the Kamto Ananclal Buresu {Registration No. 69). and is a member of Japan Securities Dealers Association (JSDA) and
Financial Futures Assoclation of Jepan (FFJAJ). Sales and purchase of equities sre subject to commission pre-determined with
clients plus consumption tax. See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the
Japanese Securities Dealers Association or the Japanese Securities Finance Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sefl (S} -Analysts recommend stacks as Buys or Sells for inclusion an various regional Investment Lists. Being assigned a Buy

or Selt on an Investrnent List is determined by 3 siock's return potential refative to its coverage group as described below. Any stock not assigned as
@ Buy or a Setl 00 an Investment List is deemed Neutral. Each regionat Investmant Review Commiittee managas various regional lnvestment Lists to
a globial guidetine of 26%-35% of stocks as Buy and 10%-15% of stocks as Sell; hawever, the distribution of Buys and Selis in any particular coverage
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group rmay vary as detarmiined by the regional Investment Review Committee. Regional Conviction Buy and Sell Hsts represent investment
recommendations focused on either the size of the potential return or the likelihood of the reatization of the returp.

Return potential represedts the price differantial between the current share price and the price target expected during the time horizon associated
with the price farget. Price targets are required for all covered stocks. The return potentiat, price target and associated time horlzon are statad in
each report adding or reiterating an tnvestment List membership.

Coverage groups and views: A list of alt stocks in each coverage group is available by primary analyst, stock and coverage group at

httpuAsww.gs. comiresearchvhedge. htmi. The analyst assigns ore of the following coverage views which reprasents the analyst’s investment outlook
on the coverage group relative to the group's historica fundamentals and’or valuation. Attractive {A). The investment outiook over the following 12
mgniths is favorable relative 1o the coverage group's historical fundamentals andéor valuation. Nestral (N). The investment outtook over the
foltowing 12 months is neutral refative to the coverage group's histerical fundamentals and/or valuation. Cagtioss (€L The Investment outlook over
the following 12 months is unfavoerable relative to the coverage group's historical fundamentals andfor valuation.

Not Rated {NR). The investient sating and target price, If any, have been removed pursuant to Goldman Sachs policy when Goldman Sachs is
acting in an advisory tapacity in a merger or strategic transaction involving this company and in certain other Circumstances. Rating Suspended
{RS). Goldman Sachs Research has suspendad the investment rating and prica target, if any, for 1his stock, because there is not a sufficient
fundamental basis for determining an investment rating or target. The previous investment rating and price target, if any, are no longer In effect for
this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended coverage of this company. Not Covered {NC).
Goldman Sachs doas not cover this company. Net Availalile or Not Applicabla {NA). The information is not available for display or is not applicable.
Mot Meaningful (NM). The information is not meaningful and is therefore excluded.

Ratings, coverage views and related definitions prior to June 26, 2006

Our rating system requires that analysts rank order the stocks in their coverage groups and assign one of three Investment ratings (see definitions
below} within a ratings distribution guidefine of no more than 25% of tha stocks should be rated Qutperforim and no fewer than 10% rated
Underperform. The analyst assigns one of three coverage views {see definitions below), which represants the analyst's investment outlook on the
coverage group relative to the group's historicat fundamentals and valuatior. Each coverage group, listing aif stocks covared in that group, is
avaifable by primary analyst, stock and coverage group at http/fwww.gs.comiresearcivhedge.htmt.

Definiticns

Outpartorm (OP). We expeét this stock to cutperform the median total return for the analyst's coverage universs over the next 12 months, (nLine
(I8.}. We expect this stock to perform in line with the median total return for the analyst's coverage undverse over the next 12 months. Underperform
{U). We expect this stock to unterperform the median total return for the anatyst's coverage universe over the next 12 moaths.

Coverage views: Attractive (A). The investment outlook over the following 12 months is favorable relative to the coverage group's historical
fundamentals and/or valuation. Nautral {N). The investment outlook over the following 12 months is neutral relative to the coverage group's
historical fundamenitals andVor valuation, Cautious {C). Tha investment outiook over tha following 12 months is unfavorable relative 1o the coverage
group's historicat fundarnentais and/or valuation.

Curreat Investment List (ClL). We expect stocks on-this list to pravide an abscluta total return of approximately 15%-20% over the next 12 months.
We only assign this desighation 1o stocks rated Outperform. We require a 12-month price target for stocks with this designation. Each stock on the
CIL will automaticaily come off the list after 90 days unless renewed by the covering analyst and the relavant Regional Investment Review
Committee,

Global product; distributing entities

The Global Investrment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs, and pursuant
to certain contractuai arrangements, on a global basis. Analysts based in Goidman Sachs offices around the world producs equity research on
industries and companies, and research on macroeconomics, currencies, commodities and portfollo sirategy.

This research is disseminated in Australia by Gotdman Sachs JBWere Pty Lid {ABN 21 006 797 897} on behalf of Goeldman Sachs; In Canada by
Gotdman Sachs Canada tnic. regarding Canadian equities and by Geldman Sachs & Co. (ail other research); in Germany by Goldman Sachs & Co.
oHG; in Hong Kong by Goldman Sachs {Asia) LL.C.; in India by Goldman Sachs {india} Securities Private L1d.; In Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Kdrea by Goldman Sachs {Asia) LL.C., Seoul Branch; in New Zeatand by Goldman Sachs JBWere (NZ) Limited on behaff of
Gokdman Sachs; in Singapore by Goldman Sachs (Singapore) Pre (Company Number: 198602165W); and in the United States of America by
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and
Europsan Union.

Eurepean Union: Goldman Sachs Intarnational, authorised and regulated by the Financial Services Authaority, has approved this ressarch in
connection with its distribution in the Eurepean Linion and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt far
Finanxdienstleistungsaufsicht, may also be distributing research in Germany.

General disclosures in addition to specific diselosures required by certain jurisdictions

This research is 106 our Clients only. Other than disciosures selating to Goldman Sachs, this research is based on curtem public mformation that we
consider reliabie, but we do not reprasent it is accurate of complete, and it should not be relied on as such. We seek to update our research as
appropriate, but various regulations may prevent us from doing so0. Othar than certain industry repons published on a periodic basis, the large
majority of reports are published at irregular intervals as appropriate in the analyst's judgment.

Gotdman Sachs conducts a global full-service, integrated investment banking, investmaent management, and brokerage business. We have

invesiment banking and othier business relationships with a substantial percentage of the companies covered by our Global nvestment Research
Division.

Qur satespeopte, traders, and other professicnais may provida oral or written market commantary or trading strategies to our clients and our
proprietary trading desks that refiect opinions that are contrary 1o the opinions expressed in this research. Qur asset management area, our
proprietary trading desks and investing businesses may make investment decigions that are inconsistent with the recommandations or views
exprassed in this research.
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We and our affiliates, officers, directors, and employees, excluding aquity analysts, will from time to time have loag or short pasitions in, act as
principal in, and buy or sell, the securities or derivatives {incfuding options and warrants) thereof of coversd companies referred to in this research.

This research is not an offer to sel or the solicitation of an offer 10 buy any security In any jurisdiction where such an offer or solicitation would be
illegal. It does not constitte a personal recommendation or take into account the particular investment objectives, financial situations, or nasds of
Individual clierts. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and,
if appropriate, seek professional advice, including tax advice. The price and value of the investments referred 1o in this research and the income from
them rmay fluctuata. Past performance is not a guide to future performance, future returns are not guarantead, and a loss of original capitat may
occur. Certain transactions, including those invoiving futures, options, and other gerivatives, give rise 1o substantial risk and are not suitable for all
Investors.

Current options disclosure documents are available from Goldman Sachs saies representatives or at

hitp:/Awaew theocc.convpublicationsirisks/riskchap jsp. Fluctustions in exchange rates could have adverse effects on the value or price of, or income
derivad from, certain investiments.

Qur research is disserninated primarily electronicatly, and, in some cases, in printed form. Electronic research is simultaneously available to all
clients.

Disclosurg information is also available at hitp:dwanw gs.comiresearchvhadge.htimd or from Research Compliance, One New York Plaza, New York,
NY 10004,

Copyright 2008 The Goldman Sachs Group, inc.

No part of this material may be {i) copied, photocopied or duplicated in any form by any means or () redistributed without the prior
writters consent of The Goldman Sachs Group, inc.
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