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Price T9t 
FY08E Net Inc 
(mif) 

$27.00 
$523.0 

fY09E Net Inc 
(m;l) 
FY08EEPS 
FY09E EPS 

$2,512.0 

Price: 
52 Week High: 
52 Week Low: 
12-Month Price Target 

$0.54 

(roughly t3x current book value) 
Shares Out (mil); 
Markel Cap. (m;!): 
Avg Da;ly Vol (000): 
Book Value/Share: 
Cash Per Share: 
Debt to Total Capital: 
Div (ann): 
Est LT EPS GJOW1h: 
PIE 10 IT EPS Growtl1 (FY08): 
Est Next Rep Date: 
Fiscal Year End: 

Current 

Neutral 
$30.00 

($2,467.0) 

$2,705.0 

($2.42) 
$2.57 

$30.81 
$70.57 
$18.25 
$30.00 

975.0 
$30,039.8 

24,140 
$22.51 

NA 
NA 

$1.20 
13% 

NA 
08/01/2008 

Dec 

Nell.c (mil) 2007 A 2008E 2009E 
Mar $970.0A ($822.0)A $138.0E 
Jun $903.0A:$1,048.0)E S524.0E 
Sep $215.0A ($636.0)E $996.0E 
Dec ($1 28701A $40.0E $1 048.0E 
FY $801.0A:$2.467.0)E $2,705.0E 
CY S801.0A:S2,467.0)E $2,705.0E 

EPS 2007A 2008E 2009E 
Mar nOOA ($O.84)A $0.13E 
Jun $0.90A ($1.04)E $O.SOE 
5ep $0.22A ($0.61)E SO.95E 
Dec (iU2JA iJlME. .&a2E. 
FY $0.82A ($2.42)E S2.57E 
CY SO.82A ($2.42)E S2.57E 

FYP/E 37,6x NM 12.0x 
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Fannie Mae 
Neutral 

Company Note 
May 7.2008 

(FNM - $30.81) 
Volatility: Low 

Spiking Credit Costs Partially Offset By Revenue; 
OFHEO Lends A Hand 

KEY POINTS: 
lQ08 GAAP loss of $2,57 vs, our estimate of a GAAP loss of S2.38; higher loss 
provisions and derivative losses ovcrwhehn strong nei interest income and 
guaranty fce growth. 
FNM expects '09 credit costs worse than '08 �~� we expect more credit loss 
increases by FNM and are modeling a peak at 28 bps in mid '09 - this may be 
optimistic, 
FNM raising $6 billion (1/3 common, 113 convertible preferred, 1/3 preferred) in 
capital to naVigate the housing downtum; it looks like enough, but credit loss 
expectations continue to rise, 
Capital position to be strengthened with planned capital raisc. OFHEO action, but 
earnings power likely hobbled for some time by credit costs. 
Maintain Neutral - FNM's pricing power and steeper yield curve are earnings 
positives; however, credit cost uncertainty remains, in our vicw. 

FNM revises credit cost outlook, again; tbe key variable for recovery is time. 
FNM again revised its 2008 credit cost outlook to 13-17bps b'om its previous 
expectation of 11-1Sbps, FNM now expects national home prices to decline 7-9% 
in 2008 and 15¥I9% peak-to-trough vs. its previous expectation of 5-7% and 
13-17% pcak-to-trough, Importantly. FNM expects 2009 credit losses to increase 
relative to 2008. underscoring that this downturn stin has a ways to go. As a result, 
and due to the expectation for an severe national home price decline. we believe 
significant Wlcertainty remains for when and at what level credit costs will 
eventually peak. 
Credit costs likely to hobble FNM's earnings power for some time. FNM's 
credit loss ratio increased to 12,6bps of its average guaranty book ofbusincss in [he 
lQ (9.0bps on net charge-offs & 3.6bps on foreclosed property expense) from 
8.lbps in the 4Q07 (4.6bps on net charge-offs and 3.5bps foreclosed property 
expense). We are modeling credit costs of 17bps for '08 and 24bps for '09 with a 
peak of28bps in the 2009. 
Our '08 est. drops to a GAAP loss of ($4.08) and our core EPS goes to a loss of 
($2.42). We arc maimaining our '09 est at $257 as higher revenue offsets higher 
credit losses. but we remain concerned about the visibility of peak credit 10sses, We 
believe that credit losses could be significantly higher than even our new, higher 
forecast. Visibility should improve markedly over the next few quarters, 

INVESTMENT RECOMMENDATION: 
Maintain Neutral. as we believe significant uncertainty remains regarding when 
and at what level credit losses peak, and what the resulting impact to FNM!s 
earnings and capital '!{ill be. OUf price target is $30, which is based on roughly l.3x 
current book value of $22511sh. OUf previous target of $27 was based on 1.3x 
bookish 0[$21.02. 

RISKS TO ACHIEVEMENT OF TARGET PRICE: 
Sustained weak economic conditions that result in higher than expected credit 
losses, rapid interest rate movemeots, and regulatory actions on capital issues, 

COMPANY DESCRIPTION: 
Fannie Mac creates liquidity in the mortgage market by purchasing mortgages from 
loan originators and providing principal and interest payment guarantees on 
mortgage-backed securities. 

Piper Jaffray does and seeks to do bUSiness with companies covered in Its research reports. As a result, Investors should be 
aware that the firm may have a conflict of Interest that could affect the ob/ectivlty of this report Investors should consider 
this report as only a single factor In making their investment decisions. This reporl should be read In conjunctJon with 
Imporlant disclosure InfOrmation, including an attestation under Regulation Analyst certHication. found on pages 5 - 7 of thIs 
report or at the foJlowing site: htlp:llwww.plperjaffray.comJresearchdisclosures. 

Customers of Piper Jaffray In the United States can receive Independent third-party research on the company or companies 
covered In this report, at no cost to them, where SUch research Is avaltable, Customers can access this independent research 
by visiting plpetjaffray.com or can call 800 747·5126 to request a copy oflhis IllS9arch. 

i';;nnleMa;;----- See CO#'l"";;;:' �Q�~� �j�/�~� L_ ' 
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FNM's pricing power and the steeper yield curve help to soften the credit cost-blow. FNM's IQ net interest income grew to $1.7b 
from Sl.1 b in the 4Q07, although S350m 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 nonnalizcd basis. FNM's net interest yield improved to 69bps in the I Q from 57bps in the 4Q07. 
FNM is taking advantage of the steeper yield curve by shifting its funding mix to more short-term debt. We arc forecasting a ncr 
interest yield of 78bps for the 2Q and ramping up to 90bps for the second halfof'08. We arc forecasting that FNM can generate $6.9b 
in net interest income in '08. 

Product mix somc\'Vbat offsets the benefits of FNM's pricing power on its guaranty fees. FNM's average guaranty fee was 29.5bps 
in the lQ VS. 28.5bps in 4Q07. FNM implemented a price increase on March I and another price increase is scheduled for June. FNM 
reported that its average G-fee was 27.9bps in March, as its March price increase was paniaHy offset by a decline in higher-risked and 
higher-priccd products, namely Alt-A. Still, FNM's March average guaranty fec of 27.9bps exceeds its average December '07 guaranty 
fee of 26.5hps. 

Credit woes pressure capital, but OFHEO plans to help relie-ve some of this pressure. FNM announced that it plans to raise $6 
billion in capital and reduce its dividend to help its balance sheet navigate through this m.ortgage credit cycle. OFHEO will lower the 
capital surplus requirement t-O 15% following the capital raise and 10% in September, if FNM's capital position is healthy enough. 

Switch to hedge. accounting should reduce volatility in earnings. FNM implemented hedge accounting in April '08, which should 
reduce capital fluctuations associated with changes in interest ratcs. This i.s a few years latc for the prior management team, 
unfortunately, We view the reduced volatility in reported results as a ~c improvement. 

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

Admi-nistrativc expenscs decline-d to $512m, or 7bps of the average credit book of business in the IQ. which is a signifi-cant 
improvement from the 4Q07 when administrative expenses totaled $651m, or 9.2hps of the average credit book of business. 

--------;:-----
Fannie Ma~ PageZ ofT 
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Ratmg and Prtce Target History for' Fannie Mae as of 05·06·2008 
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Created f) BlueMaw 

Notes: The boxes on the Rating and Price Target History chart above indicate the date of the Resean::b Note, the rating, and the price target. Each 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 "",itten during 
!'he past three years. 

Legend: 

1: Initiating Coverage 

R: Resuming Coverage 

T: Transferring Cove-rage 

D: Discontinuing Coverage 

S: Suspending C-Overage 

OP: Outperform (Piper Jaffray discontinued use of the OP, MP and UP ratings on Noyember 15, 2007) 

MP: Market Per(oml 

UP: Underperfoml 

B: Buy 

N: Neutral 

S:Sell 

AL On! AL Off; Placed onlremoved from the Alpha List maintaine<i by Piper Jaffray 

NA: Not Available 

UR: Under Review 

GP On/OP Off: Placed on/removed from one of the Guided Portfolios nll:linlained by Piper Jaffrtl)l 
(Piper Jaffray discontinued the Guided Portfoljos in August 2006 ) 

Distribution of RatingsltB Services 

Piper Jaffray 

1R1Oting Count P&rcent 

nuy (B] 

""en (N] 
ElL (5] 

Ishort~Tenn Buy (Alpha List] 

356 

245 

22 
20 

57.14 

39.33 

3.53 

3.21 

IB Serv)Past 12 Mos. 

Count 

101 

2. 
1 
9 

Percent 

28.37 

9.80 

4.55 

45.00 

Note: Distribution of RatingsllB Service:> shows the number of companies currently in each raring category trom which Piper Jaffr<lY and its affLliates received 
compensation for invesrmen.t hanking services within the past 12 months. NASD wd t-.'YSE rules require disclosure of which ratings most closely correspond 
with "buy," "hold," and "seU" reconunendations. Accordingly, Buy corresponds most closely \>;rith buy. Neutral with hold, and Sell with sell. Alpha List is a 
shorHerm buy and is in addition to a 12-month rating. See Rating Definitions below. 
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The viewS expressed in this report accurately reHect my personal vieWs about the subject company and the subject security. In addition, no part of my 
compensation was, is, Of will be directly or indirectly related to the specific recommendalions 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 Oisclosures: This report has been prepared by Piper Jaffray & Co. Of its affiliate Piper Jaffray Ltd., 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 its headquarters is located at 800 Nicollet Mall, Minneapolis, MN 55402. Piper Jaffray Ltd. is registered In England, no. 3846990. and 
Us registered offICe is 7 Pilgrim Sf.. London, EC4V 6LB. Piper Jaffray Ltd. is authorised and regulated by the UK Financial Services Authority, entered on 
the FSA's reaister, no. 191657 and is a member of the London Stock EXChange, and its headquarters is located at One South Place, London, EC2M 
2RB. Disclosures In this section and in the Other Important Information section referencing Piper Jaffray include aU affiliated entities unless 
otherwtse specified. 

Piper Jaffr'ay research analySts receive compensation that Is based, in part, on overall firm revenues, wtllch !ndude investment Mnking revenues. 

Rating Definitions 

Investment Rating; Piper Jaffrey ratings are indicators of expected total return (price appreciation pius dividend) within the next 12 months. 
At times the anticipated total returns 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 yield nature based on historical trends. 
Research reports and ratings should not be reHed upon as individual investment advice. As always, an investor's decision to buy or sell a 
security must depend on individual circumstances, including existing holdings, time horizons and risk tolerance. 

Companies assigned to the Alpha Ust may have a 12-month rating of Buy, Neutral or Sell but, as a result of particular near~term catalysts or 
market conditions, the analyst chooses to emphasize the stock's potential for near-term appreciation. This shart~term rating is separate 
from, and may be directionally 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 {5}: Anticipate negative total return generally in excess of 5% over the next 12 months. 

· Alpha Ust (AL): Anticipate appreciation in excess of 5% over the next 90 days as a result of a near~term catalyst or market event. 

· Suspended (SUS): No active analyst opinion or no active analyst coverage; however, an analyst investment opinion or anatyst coverage 
is expected to resume. 

· Volatility Rating: Our focus on growth companies implies that the stocks we cover are typically more volatile than the overall stock 
market. We are not recommending the "suitability" of a particular stock for an individual investor. Rather, the volatllfty 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 fewer than 8 of the past 24 months. 

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

· High: The stock price has moved up Of down by more than 20% in a month in at !east 8 of the past 24 months. 
automatically get this volatility rating for the first 12 months of trading. 

All IPO stocks 
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The material regarding the subject company Is based on data obtaine<l 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 aod is not intended to be used as the primary basis of investment 
decisions. Piper Jaffray has not assessed the suitability of the subject company for any person. Because of Individual client requirements, it is nOl, and it 
shOUld not be construed as, advice designed to meet the partiCular investment needs of any investor. This report is not an offer or the solicitation of an 
offer to 0011 or buy any socurtty. Unless otherwise noted, the price of a security mentioned in this report is lhe 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 anafysts from sending draft research reports to subject companies; however, it shOuld be presumed that· ttle 
analyst(s) who authored this report has had discussions with the subject company to ensure factual accuracy prior to publication, and has had 
assistance from the company in conductmg diligence, Including visits to company sites and meetings with company management and other 
representatives. 

This report is published in accordance with a conflicts management policy, which is available at hltp:/l\wIIN.piperjaffray.comJresearchdisclosures. 

Notice to customers in Europe: This material is for the use of intended recipients only and only for distributlon to professfonai and institutional 
investors, i.e. persons who are authorised persons or exempted persons witt,in the meaning of the Financial ServiCeS and Markets Act 2000 of the 
United Klngaom, or persons who have been categorised by Piper Jaffray Ltd. as professional clients under the rules of the Financial Services Authority. 

Notice to customers in Asia: This report is distributed in Hong Kong by Piper Jaffray Asia Securities Umited, which is regulated by the Hong Kong 
SFC< 

Notice to customers In the United States:Tttls report is distributed in the United States by Piper Jaffray & Co., member SIPC and NYSE, Inc., which 
accepts responsibility for its contents. The securities described in this report may not have been registered under the U.S, Securities Act of 1933 and, in 
such case, may not be offered or sold In the United States or to U.S. persons unless they have been so registered, or an exemption from the registration 
requirements is available, Customers In the United States who wish to effect a transactiOn in the securities discussed in this report should contact their 
Pip&( Jaffray & Co. sales representative. 

This material is not directed to, or intended for distrJbution to or use by, any person or entity if Piper Jaffray is prohibited or restricted by any legislation or 
regulatioo in any jurisdidion from making it available to such person or entity. 

This report may not be reproduced, re-dlstributed or passed to any other person 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. and/or Piper Jaffray Ltd. All rights reserved. 
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US Mortgage Finance 
Overweight 

Fannie Mae 
FNM 
Analyst(s): Howard Shapiro, CFA Howard.Shapiro@fpk.com 

May 6, 2008 

USA 

Underperform 

US028.29" 
1212857-6170 

First take: Difficult quarter, as expected 
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• FNM reported a GAAP loss of ($2.57), better than our estimate of 
GAAP losses (we have not published our GMP loss estimate). On 
the positive side, net Interest income was significanUy better than we 
expected due to a 24 bp increase In the NIM to 86 bp, of which 12 bp 
appears to be a onewtime impact. The guaranty fee rose one bp 
largely due to accretion of prior period accounting losses-changes in 
pfi . 

At the same 

To put this in context, the loss on interest 
$3b in the quarter; we would expect this line item to 

be lower going forward. The elimination of the first period 
loss saved the company $300 m relative to last quarter. 

ng its 
guidance on expected losses to 13-17 bp in 2008. There are several 
reasons for the increase in expected costs; 1) more severe than 
expected home price dedines and loss severity; 2) geographic 
exposure to CA, FL, MI and OH; and 3) product exposure to Att~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 win raise equity-$6 b in 
common and preferred. At the same time, OFHEO lifted its consent 
order and the capital surcharge will fall to 15% upon completion of the 
capital raise and another 5% to 10% in September. FNM currently has 
$5.1b of capital in excess of the OFHEO 20% surcharge and the 
capital raise would bring that to $11 b. Note: OFHEO Director 
Lockhart will speak at our mortgage conference tomorrow. 

Share price performance (USO) 
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Fannie Mae 

First take: Difficult 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 OFHEO 
surcharge is a positive. 

Lateral to Freddie Mac (FRE·$25.52·ln Line): DirectiOnally we expect the same 
lmpacts. but we believe they will be muted relative to FNM, for two reasons: First. FRE 
has already adopted hedge accounting treatment, so its interest rate derivative mark: 
should be substantially lower than FNM. Second, it has significantly lower exposure to 
AIt-A than does FNM. 
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First take: Difficult quarter, as expected 

Disclosure information 
The compensation earned by tho analysts on tIlis report Is based, in part. on the overall profitability of FPK, 'kflicn includes ;rweslment banking revenues. 

To the knowledge of 1M research analyst(s) responsitlle for Ihe preparation of this report, no actual material conflicl of interest of FPK. or any research analys4s) 
contribUting 10 thiS report, or any membar 0: such research analysfs househoid exists conceming the stock(s) discussed in this report. A descnption of FPt('$ 
established arrangements for the prevention and avoidance of conflicts of interest is available at www-,fpl\.com. 

The research anaJyst(s) contributing to this report certify that (i) all of the views expressed in this report $o:;tJralely reflect the personal views 01 such researc/l 
analyst(s} about any and all of tile subject securities Of issuers; and, (iI) no part of the compensation of such research analyst(s) was, is, 0( will be, directly Of 

ir.dIroc1l"1. related to me spec.mc re~atior.s Of \l1eWs e:q>ressea 0'1 SUCh research IlIna\'r.>t(s} if, fu research roport. 

This material has not been disclosed to the issver(s) prior to dissemination. 

Neither FPK nor its affiliates is iii party to an agreemenl wtth this (these) company(iss) relating 10 the production of tile research rating_ 

Investment recommendations relating to issuers covered by this material wlIt generally be updated quarterly or as required by changing Circumstances. 

Fannlet,faetFNloIl . 
There is cUtTenlty no price target for this stock. 

No research analyst contributing to this report or member of such analyst's household has any financial interest in the securities of Ihe subject company_ 

No research analyst contributing to thiS report or member of S<Jch analyst's household serves as. an offICer, diredor 0( advisory board member of the sullject 
company. 

FPK or its affiliates may seek compensation for investment banking services from this company during \tie next three months, 

Neither FPK nor- its affiliates owns 1% or lnOI'"e of any class of common equity securities of the subject company as dEHermined by the beneficial ownership rules of 

Section 13(d) of the Securities EJcchange Act of 1934. 

Neither FPK nor its affiliaies mana.ged or co-managed a pubUc offering of the securities of this company during the past 12 months. 

Neither FPK nor its affdiates roceiwd compensation for financial services from this company during the past 12 months. 

Neither FPK nor its affiliates hlakes a market in this security. 

Historical closing prices and nttlniJltarget prices 

~ current rating Is: Underpe=dorm 

Fr.;ddl~;MaC{~!W 
There is currently no price target tor !his stOCk, 

No research analyst COIltributing to this report or member of such analyst's tlQuseMld Mil. any !k\arIcial intew.;.t in the securities of the subject COlll.paf1'1. 

NG ~ct\ aMlyst CCl"lt~ to this report Of memb& of '&\.1m ana\'fSt's ~ehcld seN~S as 31\ officer, mrector Of advi-oory ooam member of lh& subject 
company. 

FPK Of Its affiliates may seek compensation for investment banking services from this company during the next three months. 

Neither FPK nor its affiliates Q'WfIS 1% or more of any class of common equit-I securities of the subject company as determined by the beneficial ownership rules of 
Section 13{d) of the Securities Exchange Act of 1934. 

Neither FPK nor its affiliates mamged or co-managed a pub~c offering of the sacurities of this company during the past 12 months. 

Neither FPK nor its affiliates received compensation for financial services from this company during tfJe past 12 monlhs 

Neitller FPK nor its affiliates makes a market in this security_ 
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First take: Difficult quarter. as expected 

Historical clOsing prices and rating/target prices 

FREeurrenl rating 1$ In line 

lr~!':Sb~':l~ ~±~L~""~~I~::~~_~:;~i"»~".: .. ~'_ 
-"-~--

• 

""" 

expect the stock to outperform Its 88Clor OV9f the next 12 monlhs 

In line (IL) We elq)ect the stock to perform in line wittl its sector over !he next 12 months 
Underptlrfonn (UP) We expect the stock to lIooerperlorm Its sectoral/ar the next 12 months 
GrQtiilf$e(:for::nlDldng'_chmnriiOirti:: .;.: >.«:~;,::::::': . ::::::;:;:;: :".;::. . 
OvelWeight (OW) We eKpeCt the S&ctor to outperform the relevant market index O'fflr the next months 

Marl<elweight (MW) 

Unde!'weight (UW) 

Fannie Mae 

We e)(pect the sector ID perform in line with the relevant mac1<el index over the next 12 months 

We expect the sedor II:; underperioJm the relevant market index over the next 12 months 
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May 7, 2008 

COMPANY UPDATE 

Fannie Mae (FNM) 
Sell 

1008: Rising credit costs offset accretive capital initiatives 

What's changed 
Fannie's significant 1Q08 EPS loss of $2.57 (versus our $0.7510$5 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 2009 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 faiL 

2. Capital initiatives are accretive - Today's announced capital raise ($6bn), 
dividend cut ($390mn), and OFHEO relief ($1.6bn) should free up -$6bn. 
Given credit developments, we expect $5bn is required to absorb losses 
and supplement the "'capital 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 FVNACS, which was 
negative $4.7bn in 1008. Instead, we now apply the average forward PIE 

multiple (-12.SX) as observed over the past 17 years to our new 2009 EPS 

forecast to derive our $16 per share 12-month price target. 

Implications 
We lower our EPS estimates to -$3.70 (from -$0.50) in 2008, +$1.25 (from 
+1.55) in 2009, and we raise estimates to +$3.00 (from +$2.50) in 2010. 

Valuation 
Our S16 per share 12-month price target assumes a 12.SX forward PIE 
multiple (average over the past 17 years) and implies 48% downside. 

Key risks 
A capital raise in excess of today's $6bn announcement poses upside risk. 

INVESTMENT UST MEMBERSHIP 
Americas Sell List 

Coverage View: Cautious 
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Fannie Mae: Summary financials 
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Home price depreciation is the root cause of negative credit surprises 
Fannie Mae reported a 1008 GAAP EPS loss of $2.57 versus our $0.7510$5 forecast. due in 
part to significantly higher-than-expected credit costs; Fannie's reported $3,2bn provision 
for credit losses plus foreclosed property expenses exceeded our $2bn estimate by 60%. 

As expected, credit losses were driven by continued house price depreciation, 

Our forecast for rising credit losses 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 expect US house prices to fall 18%-20% peak to trough and 11 %-13% from current 
levels (see Exhibit 1). 

Exhibit 1: Our 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 
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. . .: : ~' . .::";.:.' . . .;. 
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We are nearly halfway through the current housing cycle; house prices still have a long 
way to fall. 

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. But since 2004-when 

sales of exotic mortgage products spiked-house prices have remained above levels 

supported by economic conditions and forecasts. 

Now that secondary market liquidity supporting exotic mortgage products has all but 
evaporated, we forecast the median US house price to return to a "normaliz.ed" level (Le .. 

one supported by our forecasts for disposable income and long-term rates). 

A return to the normalized median US house price ($204-$209K) implies a decline of 18%-

20% from peak levels observed in 1Q2oo7 ($256K). 

The current US median house price ($235K) is down 8% from its peak in 1Q2007; a return 

to the normalized median U.S. house price ($204-$209K) implies a decline of 11%-13% 
from current levels. 

Rust-belt risks, speculator states, NY- and DC-metro concerns 
We reserve our most acute concern for US house price depreciation for specific regions 

(see Exhibit 21. 

Exhibit 2: We 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, Ohio, Indiana) led the way this housing cyde, and their 
conective impact (albeit waning) is still being reported by Fannie Mae. Mortgages backed 
by homes in Michigan. Ohio, Indiana account for 7% of Fannie Mae's total risk, but they 
accounted for 32% of credit 1008105585 (down from 45% ~n 2007). We believe this trend 
will continue to improve. given our benign outlook 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 1 008 losses (up markedly from 15% in 2007). Given 
our outlook for house price depreciation in the speculator states, we expect this negative 
trend will 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. Our 
house price forecasts are discouraging for these states, where companies and investors 
have yet to focus. 

A thre .... 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 completion of its capital-raising plan, OFHEO 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 quarterly common stock dividend starting in 3008 
to $0.25 per share (from $0.35), freeing up $390mn per annum. 

Fannie's capital initiatives are accretive to our old estimates 
We estimate that the three capital initiatives announced by Fannie this morning, taken 
together, are accretive 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 $5bn of new capital should 
be required to absorb losses and improve Fannie's Ucapital cushion". 

• In our accretion-dilution analysis we achieve roughly S2bn of this capital through the 
OFHEO 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. 

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

• Underlying our retained portfolio assumptions on new business are 1 OObps of spread, 
an 8% efficiency ratio, and 3bps of annual credit provisions. 

• For the new credit guaranty business, we assume an incremental blended guaranty fee 
of 32.5bps, an efficiency ratio of 15%, 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. 

Goldman ,saclls Gtooallnvestmem Research 
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In spite of the higher resulting share count, these actions should be 30% and 14% accretive 
to 2009 and 2010 EPS respectively, albeit 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, a S10bn 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 .... nd 2008 
We forecast a $10.4bn capital cushion for year-end 2008T assuming that idle capital does 

not go into new business. 

At 1008, Fannie reported a capital cushion of $5.1 bn. We anticipate that OFHEO's expected 

action (decreasing the surplus capital requirement to 15% trom 20%) witt free up $1.6bn. 
Together with the $6bn capital raise announced today -less preferred dividends ($1.1 bn), 
common dividends ($965mn), expected losses ($67mn) - we arrive at a $10.4bn capital 
cushion for year-end 2008. 

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 (Le. less $16.9bn in preferred stock) is now negative (-$4.7bn). 

Subsequently, we value Fannie Mae shares on a forward PIE basis. 

Exhibit 3: We value Fannie Mae shares on a fOlWard PIE basis 
We apply the average forward-PIE multiple (~"2,5X) as observed over the past 17 years to our 
new 2009 EPS forecast to derive our $1612-month price target 
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We apply the average forward PIE multiple (--12.5X) as observed over the past 17 years to 
our new 2009 EPS forecast to derive our $16 12-month price target. 

1. Fannie Mae reported a 1008 EPS loss of $2.57, versus GS and consensus loss estimates 
of $0.75 and $0,81 respectively. The earnings miss was mostly driven by higher than 
expected credit costs and outsized derivative mark-to-market expenses. 

2. The credit loss ratio for the quarter was 12.6bps versus B.lbps last quarter, and the 
company increased its expectation ofthe ratio forthe year to a range of 13-17bps (up from 
11-15bps guided previously). Also, the company noted that credit costs should be higher in 
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 decline 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 
quarter, largely related to mark-to-marked losses 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 difftcult 

~_~to~f~o~r~~s:t)~. ______________________ ------------.-------------------

6, Positive NIM trends continued this quarter (+7bps sequentially to 69bps on an adjusted 
basis) and blended 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 t GO) and the 
other third on account of higher credit (OAS) spreads in the retained portfolio. 
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group may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment 
recommendations focused on either the site of the potential return or the likelihood of the reaiizaflon of the return. 
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Definitions 

Outperform (OP). We expect: this stock to outperform the median total return for the analysts coverage universe over the next 12 months. In-Une 
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European Union: Goldman Sachs International, authorised and regulated by the Financial Services Authority, has approved this research in 
connection with its distribtJtion in the European Union and United Kingdom; Goldman, Sachs & Co. oHG, regulated by the Bundesanstalt fur 
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General disclosures in addition to specific disclosures required by certain jurisdictions 
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We and our affiliates, officers, directors, and employees, excluding equity analysts, will from time to time have long or short positions in, act as 
principal in, and buy or sell, the securities or derivatives (including options and warrants) thereof of covered companies referred to in this research. 

This research Is not an offer to seJI or the solicitation of an offer to buy any security !n any jurisdiction where such an off9f or solicitation would be 
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them may fluctuate. Past performance is not 8 guide to future performance, Mure returns are not guaranteed, and a loss of original capital may 
occur. Certain transactionS, including those inVOlving futures, options, and other der~vatives, give rise to substantial risk. and are not suitable for aU 
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Current options disclosure documents are available from Goldman Sachs sales representatives Of at 
http;l/Www.theocc.cOmfpubliC8tionSiriskslriskchapl.jsp. Fluctuations in exchange rates could have adverse effects on the value or price of, or income 
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