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UNITED STATES DISTRICT COURT 
DISTRICT OF COLUMBIA 

PERRY CAPITAL LLC, 

Plaintiff, 

v. 

JACOB J. LEW, et al., 

Defendants. 

F AIRHOLME FUNDS, INC., et al. 

Plaintiffs, 

V. 

FEDERAL HOUSING FINANCE AGENCY, 
et al., 

Defendants. 

ARROWOOD INDEMNITY COMPANY, 
eta!., 

Plaintiffs, 

v. 

FEDERAL NATIONAL MORTGAGE 
ASSOCIATION, et al., 

Defendants. 

Civil Action No. 13-cv-1025 (RLW) 

Civil Action No. 13-cv-1053 (RLW) 

Civil Action No. 13-cv-1439 (RLW) 

DECLARATION OF MARIO UGOLETTI 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 4 of 264



FHFA 0002

Case 1:13-cv-01053-RLW   Document 24-2   Filed 12/17/13   Page 3 of 170

A003

I, Mario Ugoletti, hereby declare, based on personal knowledge of the facts, as follows: 

1. I am Special Advisor to the Office of the Director of the Federal Housing Finance 

Agency ("FHFA"), a role I assumed in September 2009. As Special Advisor, my responsibilities 

include advising FHFA's Acting Director Edward DeMarco concerning the Senior Preferred 

Stock Purchase Agreements ("PSPAs"), described infra. Additionally, I serve as the primary 

liaison with Treasury concerning the PSP As and any amendments to the PSP As. 

2. I was employed at Treasury from 1995 to 2009, serving as Director of the Office 

of Financial Institutions Policy from 2004-2009. In that capacity, I participated in the creation 

and implementation of the PSP As. 

3. FHF A is an independent federal agency with regulatory authority over the Federal 

National Mm1gage Association ("Fannie Mae"), the Federal Home Loan Mortgage Corporation 

("Freddie Mac") (together, the "Enterprises") and the twelve Federal Home Loan Banks 

("Banks"). 12 U.S.C. § 4511. 

4. On September 6, 2008, FHFA's Director appointed FHFA as Conservator ofthe 

Enterprises, and on September 7, 2008 FHF A as Conservator of the Enterprises entered into two 

materially identical Senior Preferred Stock Purchase Agreements (together, the "PSP As") with 

the United States Treasury ("Treasury")--one for Fannie Mae and one for Freddie Mac. The 

Amended and Restated Agreements dated September 26, 2008 and subsequent amendments are 

currently available at http://www.fhfa.gov/Default.aspx?Page=364. 

5. The PSPAs were a last resort after it became apparent that no infusions of capital 

from the private sector were forthcoming to save the Enterprises. See Oversight Hearing to 

Examine Recent Treasury and FHF A Actions Regarding the Housing GSEs Before the H Comm. 

on Financial Services, 110th Cong., at 5 (Sep. 25, 2008) (statement of James B. Lockhart III, 

2 
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Director, Federal Housing Finance Agency), currently available at 

http:/ /archives.financialservices.house. gov /hearing 11 O/lockhart0925 08. pdf ("After substantial 

effort and communication with market participants, each company reported to FHF A and to 

Treasury that it was unable to access capital markets to bolster its capital position without 

Treasury financing. FHF A's and Treasury's own discussions with investment bankers and 

investors corroborated this conclusion."). The PSP As provided the market with assurances that 

Treasury would provide a backstop to the Enterprises. Absent the commitments of Treasury, the 

Enterprises would have collapsed. See id. at 5-6 ("In the absence of access to new capital, the only 

alternative left to the firms was to cease new business and shed assets in a weak market. That would 

have been disastrous for the mortgage markets as mortgage rates would have continued to move 

higher and, in tum, disastrous for the Enterprises as the prices of their securities would have fallen 

and credit losses would have increased."); Timothy F . Geithner, Secretary, U.S. Dep't of the 

Treasury, Written Testimony Before the H. Comm. on Financial Services (Mar. 23, 2010), 

currently available at http://www .treasury.gov/press-center/press-releases/Pages/tg603.aspx ("In 

2007, the GSEs reported combined losses of over $5 billion . . . The GSEs ultimately reported 

combined 2008 losses in excess of $108 billion .... Both companies were severely 

undercapitalized and would not have been able to meet their obligations without the intervention 

and financial support of the government."). With the PSP As and the market assurance they 

provided, the Enterprises were able to remain in operation. 

6. The PSP As provided that the Enterprises would draw funds from Treasury against 

the Treasury commitment if the Enterprises exhausted all of their stockholder equity and had a 

negative net worth (defined as liabilities exceeding assets). If Enterprise liabilities exceeded 

assets, the provision for mandatory receivership in the Housing and Economic Recovery Act of 

2008 ("HERA") would be triggered. The PSP As were designed so that the Enterprises could 

3 
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draw funds from Treasury in amounts necessary to cure their negative net worth and bring their 

capital to zero. By the end of 2008, all shareholder equity had been exhausted and the 

Enterprises drew on the Treasury commitment to avoid mandatory receivership. See FHF A Data 

as ofNovember 14, 2013 on Treasury and Federal Reserve Purchase Programs for GSE & 

Mortgage-Related Securities at 2, currently available at 

http://www. fhfa. gov /webfiles/25 784/TSYSupport%2020 13-11-13. pdf (Freddie Mac draw of 

$13.8 billion for third quarter 2008; Fannie Mae draw of$15.2 billion for fourth quarter 2008). 

7. The PSP As gave Treasury an expansive bundle of rights and entitlements in 

exchange for the lifeline that Treasury provided, without which the Enterprises would have gone 

out of business. For example, Treasury received warrants to acquire 79.9% of the common stock 

of the Enterprises for a nominal payment. In addition, under the PSP As, Treasury obtained 

Senior Preferred Stock that is senior in priority over all other series of preferred stock. The 

Treasury Senior Preferred Stock in each Enterprise had an initial face value of $1 billion, which 

increases by any amount that the Enterprises draw from Treasury under the Treasury 

Commitment. Further, the Treasury Senior Preferred Stock has a liquidation preference so that 

Treasury has priority over any other preferred or common shareholders in the event of a 

liquidation- that is, Treasury is entitled to the value of its Senior Preferred Stock (face value 

plus any amounts drawn from Treasury by the Enterprises, without reduction for dividends or 

other amounts that the Enterprises might pay to Treasury) before any other shareholders ­

preferred or common - are paid anything in liquidation. 

8. The Treasury Senior Preferred Stock also included payment obligations from the 

Enterprises to Treasury, commensurate with the enormous risks and financial commitments that 

Treasury assumed. The Enterprises were obligated to pay a 10% annual dividend together with a 

4 
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Periodic Commitment Fee ("PCF") that was "intended to fully compensate [Treasury] for the 

support provided by the ongoing Commitment." Amended and Restated Agreements,§ 3.2(b) 

(Sept. 26, 2008). The PSP As provided that the amount of the PCF to be imposed beginning 

January 2010 "shall be determined with reference to the market value of the Commitment as then 

in effect." !d. 

9. The PSPA gave Treasury the right, in its sole discretion, to waive the PCF for a 

year at a time "based on adverse conditions in the United States mortgage market." Treasury 

exercised this right to waive the PCF for 2010 and 2011, years in which the Enterprises had 

insufficient funds to pay even the 10% dividend, let alone an additional PCF, stating that "the 

imposition of the PCF at this time would not fulfill its intended purpose of generating increased 

compensation to the American taxpayer." Periodic Commitment Fee Waiver Letters from Dept. 

of Treasury to FHFA (Dec. 29, 2010; Mar. 31, 2011; Jun. 30, 2011; Sept. 30, 2011; Dec. 21, 

2011). It was clear by this time that, given the risks of the Enterprises and the enormity of the 

Treasury commitment, the value of the PCF was incalculably large. 

10. Under the Second Amendment to the PSPAs (executed December 24, 2009), 

Treasury was obligated to commit any amount of funds necessary to maintain the Enterprises' 

positive net worth through December 31, 2012, subject to an initial cap of$200 billion for each 

ofthe Enterprises plus the amount of draws between January 1, 2010 and December 31, 2012. 

As of January 1, 2013, however, Treasury's financial commitment cap became fixed: the amount 

5 
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remaining available to Fannie Mae under the cap was $117.6 billion, and the amount remaining 

available to Freddie Mac under the cap was $140.5 billion.1 

11. By late 2011, analysts and key stakeholders, including institutional and Asian 

investors in the Enterprises' debt and mortgage backed securities (MBS), began expressing 

concerns about the adequacy of Treasury's financial commitment to the Enterprises after January 

1, 2013, when the cap on Treasury's funding commitment would become fixed. 

12. The principal driver of these concerns about the adequacy of Treasury's capital 

commitment were questions about the Enterprises' ability to pay the 10% annual dividend to 

Treasury without having to draw additional funds from Treasury, thereby eating away at the 

amount remaining available under the capped Treasury commitment. From the outset of the 

PSP As, the Enterprises could not at times generate enough income to make these dividend 

payments. 

13. The Enterprises drew funds from Treasury to pay the required 10% dividend back 

to Treasury. Of the $188 billion the Enterprises drew from Treasury from the outset of the 

PSPAs (September 2008) to the execution ofthe Third Amendment (August 2012), $45.7 billion 

was drawn solely to pay the 10% annual dividend back to Treasury. See FHF A, Data as of 

November 14, 2013 on Treasury and Federal Reserve Purchase Programs for GSE and 

Under the Second Amendment to the PSP As, Treasury committed to provide each 
Enterprise the greater of: (i) $200 billion or (ii) $200 billion plus the Enterprise's cumulative 
draws for 2010, 2011, and 2012, less the Enterprise's positive net worth, if any, on December 31, 
2012. Second Amendment to Amended and Restated Senior Preferred Stock Purchase 
Agreement, at 3. 

For Fannie Mae, alternative (ii) provided the greater amount: $200 billion + $40.9 billion 
(cumulative draws for 2010-2012) - $7.2 billion (positive net worth on December 31 , 2012) ­
$1 16.1 billion (total draws from 2008-2012) = $1 17.6 billion. 

For Freddie Mac, alternative (ii) provided the greater amount: $200 billion + $20.6 billion 
(cumulative draws for 2010-2012) - $8.8 billion (positive net worth on December 31, 2012) ­
$71.3 (total draws from 2008-2012) = $140.5 billion. 

6 
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Mortgage-Related Securities at 2, 3. Additionally, each time the Enterprises drew funds to pay 

the 10% dividend, the total amount of the Treasury draw increased, in tum increasing the amount 

of the next 10% dividend payment. 

14. By mid-2012, the amount of the annual 10% dividend had grown so large-$11.7 

billion for Fannie Mae and $7.2 billion for Freddie Mac- that it appeared unlikely that either of 

the Enterprises would be able to meet that amount consistently without drawing additional funds 

from Treasury. See Freddie Mac, Quarterly Report (Form 10-Q) at 10, 85 (May 3, 2012), 

currently available at http://www.freddiemac.com/investors/sec_filings/index.html ("Over time, 

our dividend obligation to Treasury will increasingly drive future draws. Although we may 

experience period-to-period variability in earnings and comprehensive income, it is unlikely that 

we will generate net income or comprehensive income in excess of our annual dividends payable 

to Treasury over the long term."); Freddie Mac, Quarterly Report (Form 10-Q) at 10, 92 (Aug. 7, 

20 12), currently available at http://www .freddiemac.com/investors/sec _ filings/index.html 

(same); Fannie Mae, Quarterly Report (Form 10-Q) at 11, 81 (May 9, 2012), currently available 

at http://www.fanniemae.com/resources/file/ir/pdf/quaiter1y-annual-results/2012/q12012.pdf 

("Although we may experience period-to-period volatility in earnings and comprehensive 

income, we do not expect to generate net income or comprehensive income in excess of our 

annual dividend obligation to Treasury over the long term."); Fannie Mae, Quatterly Report 

(Form 10-Q) at 12-13, 83 (Aug. 8, 2012), currently available at 

http://www .fanniemae. com/resources/file/ir/pdf/quarterly-annual-results/20 12/q220 12. pdf 

(same). Because the cap on the Treasury commitment became fixed on January 1, 2013, each 

dollar drawn from Treasury merely to repay the Treasury dividend was one less dollar available 

7 
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to the Enterprises to draw in the event the Enterprise suffered losses due, for example, to a 

decline in the housing market or broader economic turbulence. 

15. Market forecasts-which FHFA monitored-predicted that the Enterprises' 

ongoing payment of the 10% dividend would completely exhaust Treasury's funding 

commitment within ten years, leading to potential downgrades in the Enterprises' credit ratings. 

Moody' s rating service opined that the 10% dividend payments would "eliminate Fannie Mae's 

contingent capital by 2019 and Freddie Mac's by 2022 ... [even] assum[ing] that the GSEs are 

able to fully offset credit losses, which we believe is unlikely." Moody's, Sector Comment, 

"Plan To Raise Fannie Mae and Freddie Mac Guarantee Fees Raises Question of Support," at 2 

(Sept. 26, 2011). Moody's stated that this "would be credit negative and prompt a review of [the 

Enterprises'] Aaa ratings." Id. Likewise, Deutsche Bank observed that "diminishing Treasury 

support raises the risk that the agencies one day might face challenges in covering MBS losses" 

and that such a risk "becomes greater in a housing market catastrophe, such as the one that 

started in the US after 2006." Deutsche Bank, The Path of US Support for Fannie Mae, Freddie 

Mac, THE OUTLOOK, Mar. 14, 2012, at 6. 

16. FHF A shared the concerns that the 10% annual dividend to Treasury would 

reduce the amount of the Treasury commitment starting in 2013. Treasury also generated and 

provided certain forecasts to FHF A that were similar to those prepared by market participants. 

17. These concerns about the adequacy of Treasury's financial commitment 

undermined the purpose of the PSPAs to express financial support to holders of Enterprise debt 

(i.e., bondholders) and mortgage backed securities. See FHFA Mortgage Market Note (Dec. 5, 

2008), currently available at http://www.fhfa.gov/webfiles/1241/mmnote084.pdf. The strength 

of that support depends upon the Enterprises having a sufficiently large pool of available funds 

8 
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from Treasury that will permit the Enterprises to continue to operate under adverse market 

conditions that may arise in the coming years. 

18. To resolve these concerns, FHF A and Treasury agreed on the provisions that were 

incorporated into the Third Amendment, executed on August 17, 2012. The Third Amendment 

(1) eliminated the 10% annual dividend, (2) added a quarterly variable dividend in the amount (if 

any) of each Enterprises' positive net worth (above net worth values that were specified in the 

Third Amendment), and (3) suspended the PCF for as long as the quarterly variable dividend is 

in effect. The new dividend structure eliminated the risk that borrowings to make fixed dividend 

payments would lead to the exhaustion of the Treasury commitment. 

19. These changes in structure did not change the underlying economics of the 

PSP As. It was my belief at this time, given the size and importance of the Treasury 

commitment, that through the liquidation preference, fixed dividends, and the market value of 

the PCF, Treasury would receive as much from the Enterprises under the Second Amendment as 

it would under the Third Amendment. Thus, the intention of the Third Amendment was not to 

increase compensation to Treasury - the Amendment would not do that - but to protect the 

Enterprises from the erosion of the Treasury commitment that was threatened by the fixed 

dividend. The Third Amendment was therefore consistent with the intent of the original PSP As 

to (1) fully compensate Treasury for the value of its financial support, without which the 

Enterprises would have been forced into receivership, and (2) protect the Enterprises and the 

national housing market. 

20. At the time of the negotiation and execution of the Third Amendment, the 

Conservator and the Enterprises had not yet begun to discuss whether or when the Enterprises 

would be able to recognize any value to their deferred tax assets. Thus, neither the Conservator 

9 
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nor Treasury envisioned at the time of the Third Amendment that Fannie Mae's valuation 

allowance on its deferred tax assets would be reversed in early 2013, resulting in a sudden and 

substantial increase in Fannie Mae's net worth, which was paid to Treasury in mid-2013 by 

virtue of the net worth dividend. 

I declare under penalty of perjury under the laws of the United States of America that the 

foregoing is true and correct. 

Executed this ll_ day of \)E.. c.. EM. ~0( 2013 at Washington, D. C. 

By:~~ 

10 

MARIO UGOLETTI 

Special Advisor to the Office of the Director, 
Federal Housing Finance Agency 
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***HIGHLY CONFIDENTIAL*** 
DO NOT DISTRIBUTE OR SHARE WITH OTHER PARTIES 

GSE Preferred Stock Purchase Agreements (PSPA) 
Overview and Key Considerations 

Sensitive and Pre-Decisional 

June 13, 2012 
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1) Executive Summary 

2) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3) Key Considerations With Existing PSPAs 

4) GSE Financial Projections 

• Base Case 
;d 
~ • Stress Case 
c 
::0 

~ 5) Treasury's PSPA Modification Proposal 
~ 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 2 
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I 1} Executive Summary I 
2) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3) Key Considerations With Existing PSPAs 

4) GSE Financial Projections 

• Base Case 
;d 
~ • Stress Case 
c 
::0 

~ 5) Treasury's PSPA Modification Proposal 
VJ 
U'1 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 3 
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• U.S. Department of Treasury (Treasury) provides capital support to Fannie Mae and Freddie Mac (the 
GSEsL pursuant to the Preferred Stock Purchase Agreements (PSPAs). 

• Financial modeling by the GSEs, the Federal Housing Finance Agency (FHFA) and Treasury highlights 
that a majority of future draws will likely be necessary to cover dividend payments to Treasury. 

• This circularity (i.e. the GSEs drawing from Treasury to pay dividends to Treasury) reduces Treasury's 
ability to support the capital needs of the GSEs once the final level of the caps are fixed as of the 
December 31, 2012 financials. 

• Consequently, Treasury proposes to modify the PSPAs to protect the solvency of the GSEs. 

• Replace the fixed 10 percent quarterly cash dividend paid by each GSE to Treasury with a 
variable quarterly dividend equal to any net worth above a certain dollar threshold (a net worth 
sweep) otherwise the quarterly dividend is zero. 

• Over time and based on earnings projections of the GSEs, there should be no material difference in 
the net cash returned to taxpayers (i.e., the difference between draws taken and dividends received) 
as would be expected with the fixed ten percent dividend. 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 4 
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• As conservator, FHFA evaluated the GSEs financial future by performing sensitivity analyses, 
commonly referred to as the "stress tests." 

• The sensitivity analyses included a base and downside case and were projected out to year 
2014. 

• The sensitivity analyses were based on assumptions about GSE operations, loan performance, 
macroeconomic and financial market conditions, and house prices. 

~ • Treasury also evaluated the financial prospects of the GSEs. 
~ 
w 

~ • Grant Thornton was engaged as an independent, third-party consultant to perform a valuation 
of the entities for the Treasury Financial Report and OMB budget estimation figures. 

• Grant Thornton developed their own forecasts based, in part, on the forecasts prepared by each 
GSE based on a consistent set of assumptions provided by FH FA. 

• The Grant Thornton models were projected out until each GSE depleted its PSPA capacity. 

• Both the FHFA and Grant Thornton analyses were used to generate the forecast estimates on the 
subsequent pages. 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 5 
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Section 2: Overview of the GSE Preferred Stock Purchase ~Agreements 

1) Executive Summary 

2:) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3) Key Considerations With Existing PSPAs 

4) GSE Financial Projections 

• Base Case 
;d 
~ • Stress Case 
c 
::0 

~ 5) Treasury's PSPA Modification Proposal 
1$ 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 

Sensitive I Pre-Decisional 
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• In September 2008, the FHFA placed Fannie Mae and Freddie Mac into conservatorship. 

• As stated by FHFA, the goals of conservatorship include: (1) helping restore confidence in the 
GSEs, (2) enhancing the GSEs' capacity to fulfill their role in the housing market, and (3) 
mitigating the systemic risk that has contributed to market instability. 

• When the GSEs entered conservatorship, each GSE received capital support through PSPAs with the 
Treasury. 

;d 

~ • The PSPAs were designed to provide confidence to the market that the GSEs would remain 
::0 
;::; solvent. 
co 
~ 

• Under the PSPAs, Treasury committed to make advances of funds to each GSE for each calendar 
quarter in which the liabilities of the respective GSE exceeded its assets in order to maintain 
solvency (i.e. maintain positive net worth). 

• Operationally, there is a one quarter lag between the net worth deficit being measured and 
subsequently cured by a PSPA draw. (I.e., a one-quarter delayed payment) 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 7 
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• The initial cap on the Treasury Senior Preferred Stock funding commitment to each GSE was $100 
billion. In return for the commitments, Treasury received a preferred stock certificate from each 
GSE and an initial $1 billion liquidation preference. Treasury also received warrants with the right 
to purchase up to 79.9 percent of the common equity of each GSE. 

• Under the terms of each preferred stock certificate, the "liquidation preference" value 
increases dollar-for-dollar by the amount of each advance of funds made by Treasury to the 
respective GSE under the commitment. 

• The cash dividend rate on the preferred stock under the PSPAs was set at 10 percent of the 
cumulative liquidation preference. 

• Since they were initially established, the PSPAs have been amended twice: 

• First, in May 2009, when the commitment caps were increased to $200 billion for each GSE; 

• Retained portfolio cap increased to $900 billion (from $850 billion} at December 31, 
2009 with 10% annual declines based on the cap (in place of the year-end balance}. 

• Second, in December 2009, when the fixed $200 billion cap was amended to increase by the 
amount of draws between January 1, 2010 and December 31, 2012. 

• After December 31, 2012, the commitment cap becomes fixed again and the unused balance 
of the commitment will be available to be drawn under the existing terms of the PSPAs. 
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As of December 31 2011 

Core Terms 

Amended & Restated PSPAs 

Amendments Dated 

Liquidation Preference 

Dividend Rate 

Seniority of Senior Preferred Stock 

Covenants 

Retained Investment Portfolio 

Dividend Payments to Other Parties 

Asset Sales 

Leverage Limitation 

Other Terms 

Warrants 

Signed on September 26, 2008. 

1st Amendment- May 6, 2009; 2nd Amendment- December 24, 2009. 

Increases with draws under the funding commitment.!11 

Cash 10%; if elected to be paid in kind ("PIK") 12%. 

Senior Preferred Stock is senior to the existing preferred stock issued prior to 
conservatorship and common equity but is junior to all debt claims and obligations. 

Reduce by 10% per year until the GSEs' retained portfolios each reach $250 billion. 

None permitted until senior preferred stock is repaid in full. 

No sale, transfer, or disposition of any assets other than dispositions for fair value 
in the ordinary course of business. 

Not permitted to increase debt to more than 120% of the total amount of 
mortgages and mortgage-backed securities owned by each enterprise. 

Right to purchase up to 79.9 percent of the common equity at one-thousandth of 
one cent ($0.00001) per share, fully diluted. Warrants expire Sept. 7, 2028. 

{II As amended on December 24, 2009, each PSPA commits Treasury to provide additional support to each Enterprise through the end of 2012 in exchange for a greater liquidation preference. Treasury's 
financial commitment now equals the greater of $200 billion or $200 billion plus cumulative net worth deficits experienced during 2010, 2011, and 2012, less any surplus remaining as of December 31, 
2012. Beginning in 2013, the capacity available becomes fixed and the remaining capacity declines as there are further draws. 
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Fannie Mae: 
$in Billions 

$35 

$30 

$25 

$20 

$15 

$10 

..., $5 
;c 

~ $0 

Freddie Mac: 
$ in Billions 

$35 

$30 

$25 

$20 

$15 

$10 

$5 

$0 
c 

~ 
w 

3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 
'08 '08 '09 '09 '09 '09 '10 '10 '10 '10 '11 '11 '11 '11 '12 

3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 
'08 '08 '09 '09 '09 '09 '10 '10 '10 '10 '11 '11 '11 '11 '12 

~ • Draws for Dividend Payments • Draws for Net Losses • Draws for Dividend Payments • Draws for Net Losses 

• Cumulative gross draws by Fannie Mae through March 31, 2012 total $117.2 billion (including the initial 

$1.0 billion liquidation preference), of which $19.4 billion were drawn to fund senior preferred stock 

dividends paid to Treasury. 

• Cumulative gross draws by Freddie Mac through March 31, 2012 tot al $72.3 billion (including the initi al 

$1.0 billion liquidation preference), of which $7.0 billion were drawn to fund senior preferred stock 

dividends paid to Treasury. 

• Since 2008, nearly 17% of the t otal PSPA draws by Fannie Mae and nearly 10% of the tot al PSPA draws by 

Freddie Mac have been used t o pay senior preferred stock dividends back to Treasury. 
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Remaining Preferred Stock Purchase Agreement Capacity 
-~--:---~-
Sensitive I Pre-Decisional 

• Initial Purchase Agreement had a specified funding 
commitment cap of $100 billion for each GSE. 

• The May 2009 amendment increased the specified 
cap for each institution to a fixed $200 billion. 

• The Dec. 2009 amendment modified the fixed cap 
and allowed the cap to increase dollar for dollar for 
any draws between Jan. 1, 2010 and Dec. 31, 2012. 

• At the end of 2009, Fannie Mae had drawn 
$75.2 billion and Freddie Mac had drawn 
$50.7 billion, excluding the initial $1.0 billion 
liquidation preference for which the GSEs did 
not receive cash proceeds. 

• At the end of 2012, these caps become fixed and 
there will be "'$125 billion of capacity remaining for 
Fannie Mae and "'$149 billion for Freddie Mac. 

• This remaining capacity will decline to the 
extent there are further draws from 2013 
onward. 

Fannie Mae: 
PSPA cap as of 12/24/09 amendment $200 billion 

+ Est. PSPA draws1 Jan. '10- Dec. ' 12 + $65.9 billion 

Total est. PSPAcap on Dec. 31,2012 $265.9 billion 

- PSPA draws through Dec. 31 , 2009 - $75.2 billion 

- Est. PSPA draws 1 Jan. ' 1 0 - Dec. ' 12 - $65.9 billion 

= Remaining capacity Dec. 31, 2012 $124.8 billion 
(less any positive net worth on 
Dec. 31, 2012) 

Freddie Mac: 
PSPA cap as of 12/24/09 amendment $200 billion 

+ Est. PSPA draws2 Jan. '1 0 - Dec. ' 12 + $25.1 billion 

Total est. PSPA cap on Dec. 31 , 2012 $225.1 billion 

- PSPA draws through Dec. 31, 2009 - $50.7 billion 

- Est. PSPA draws1 Jan. ' 1 0- Dec. ' 12 - $25.1 billion 

= Remaining capacity Dec. 31 , 2012 
(less any positive net worth on 
Dec. 31, 2012) 

$149.3 billion 

1 Actual draws between January 1, 2010 and March 31, 2012, forecasted draws thereafter. Forecasted draws through December 31, 2012 as estimated by the base 
case forecast in the Federal Housing Finance Agency's annual "Projections of the Enterprises' Financial Performance" report, released October 2011. 
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1) Executive Summary 

2) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3} Key Considerations With Existing PSPAs 

4) GSE Financial Projections 

• Base Case 
;d 
~ • Stress Case 
(f) 
c 
::0 

~ 5) Treasury's PSPA Modification Proposal 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 12 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 26 of 264



C
ase 1:13-cv-01053-R

LW
   D

ocum
ent 23-12   F

iled 12/17/13   P
age 29 of 33

A025

;d 
~ c 

~ 
w 

~ 

• A large percentage of recent draws has been used to fund dividend payments. 

• Of Fannie Mae's $117.2 billion draw, $19.4 billion ("'17%) has been used to fund dividends. 

• Of Freddie Mac's $72.3 billion draw, $7.0 billion ("'10%) has been used to fund dividends. 

• Financial modeling employed by the GSEs, FH FA and Treasury highlights that a majority of future 
draws will likely be used to pay dividend payments to Treasury. 

• "Our annual dividend obligation on the senior preferred stock exceeds our annual historical 
earnings in all but one period ... it is unlikely that we will regularly generate net income ... in 
excess of our annual dividends payable to Treasury. As a result, there is significant 
uncertainty as to our long-term financial sustainability. Continued cash payment of senior 
preferred dividends ... will have an adverse impact on our future financial condition and net 
worth ... "- Freddie Mac 201110-K. 

• "We will continue to need funds from Treasury as a result of a number of factors, including 
the dividends we are required to pay Treasury on the senior preferred stock ... As a result of 
our draws, we do not expect to earn profits in excess of our annual dividend obligation to 
Treasury for the indefinite future ... "- Fannie Mae 201110-K. 

• The circularity described above (i.e. the GSEs drawing from Treasury to pay dividend payments to 
Treasury) reduces Treasury's ability to support the capital needs of the GSEs once the final level of 
the caps are fixed as of the December 31, 2012 financials. 
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1) Executive Summary 

2) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3) Key Considerations With Existing PSPAs 

4} GSE Financial Projections I II ' I I: I 1.1 
.. I I I ill' i r : I . I i: 

' l ' ' I ,. ' : I I I ~ I I I ' I ' : I I' " I I 

• Base Case 
;d 
~ • Stress Case 
c 
::0 

~ 5) Treasury's PSPA Modification Proposal 
Ol 
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Pro·ections: $inbillions FY2012 FY2013 FY2014 FV2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FV2023 

Net Comprehensive Income (Loss)
1 

Total Gross PSPA Draw 

Total Dividend Paid 

Total PSPA Draw Net of PSPA Dividends 

Projected End of Period Net Worth 2 

Percent of Dividends Funded by PSPA Draws 

Dollar Amt. of Dividends Funded bv Eamin 

Cumulative Cash Dividends Funded by Earnings 

($13.1) 

$28.7 

($11.8) 

$16.9 

($6.2} 

100% 

$0.0 
$0.0 

$5.4 

$11.4 

($14.0) 

($2.6) 

{$3.4) 

81% 

$2.6 

$2.6 

$13.1 

$2.9 
($14.8) 

($11.9) 

($2.2) 

20% 
$11.9 

$14.5 

$13.5 

$1.2 

($15.0) 

($13.8) 

($2.5) 

8% 

$13.8 

$28.3 

$9.1 

$7.0 

($15.2) 

($8.2} 

($H) 

46% 
$8.2 

$36.5 

$8.5 

$7.1 

($15.9) 

($&8} 

($1.9) 

45% 

$8.8 

$45.3 

$8.0 

$8.2 

($16.6) 

($8.4) 

($2.3) 

49% 
$8.4 

$53.7 

$7.9 

$9.4 
($17.5) 

($8.1) 

{$2.4) 

54% 

$8.1 

$61.7 

$8.5 

$9.8 

($18.4) 

($8.6) 

{$2.5} 

53% 

$8.6 

$70.4 

$8.4 

$10.7 

($19.4) 

($8.7) 

{$2.9) 

55% 

$8.7 

$79.1 

$8.1 

$12.1 

($20.6) 

($8.5) 

($3.3) 

59% 
$8.5 

$87.6 

$8.0 

$13.5 

($21.8) 

($8.3) 

($3.6) 

62% 
$8.3 

$95.9 

_, Cumulative Net Return To Taxpayers By FY20233 

;c 
I $92.41 

~ c 

~ 
w 

~ 

Beginning PSPA Liquidation Preference 

Total Gross Uquidation Preference 

Cumulative Gross Liquidation Preference 

Remaining PSPA Funding Capacity 

$112.6 

$28.7 

$141.3 

$125.0 

$141.3 

$11.4 

$152.7 

$120.8 4 

$152.7 

$2.9 

$155.6 

$117.9 

$155.6 

$1.2 

$156.8 

$116.7 

$156.8 

$7.0 

$163.8 

$109.7 

$163.8 

$7.1 

$170.9 

$102.6 

$170.9 

$8.2 

$179.1 

$94.4 

$179.1 

$9.4 

$188.5 

$85.0 

$188.5 

$9.8 

$198.3 

$75.2 

$198.3 

$10.7 

$209.0 

$64.5 

$209.0 

$12.1 

$221.1 

$52.4 

$221.1 

$13.5 

$234.6 

$38.9 

I Cumulative Net P5PA lnvestment5 $112.3 $109.7 $97.7 $84.0 $75.8 $67.0 $58.6 $50.5 $41.9 $33.2 $24.7 $16.41 

Per annum projected PSPA draws and dividends Projected PSPA funding capacity as a result of draws 
Sin billions 

$60 

$20 

($20) 

($60) 

'11 '12 '13 
• 10% Cash Dividend 

'14 '15 '16 '17 '18 
• Net Compreh. income (1) 

'19 '20 '21 '22 '23 
• Gross PSPA Liqd. Pref. 

Sin billions 

$150 

$120 

$90 

$60 
$30 

so 
'11 '12 '13 '14 '15 '16 '17 '18 '19 

-+-PSPA Capacity Left 

'20 '21 '22 '23 

(1) Net comprehensive Income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 
(2) Negative every year because of a one quarter timing delay In payment of PSPA draw requests. calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth In FY2023. 

(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draws in 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
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Net Comprehensive Income (Loss)1 

Total Gross PSPA Draw 

Total Dividend Paid 

Total PSPA Draw Net of PSPA Dividends 

($49.0) 

$58.1 

($12.9) 

$45.2 

Projected End of Period Net Worth 1 ($2a3) 

Percent of Dividends Funded by PSPA Draws 1000...6 

$0.0 
Cumulative Cash Dividends Funded by Earnings $0.0 

Cumulative Net Return To Taxpayers By FY2023
3 

;d 
g;! Beginning PSPA liquidation Preference 

~ Total Gross Uquidation Preference 

3! Cumulative Gross Uquidation Preference 

~ Remaining PSPA Funding Capacity 
c:c 

$112.6 

$58.1 

$170.7 

$125.0 

($8.8) 

$34.3 

($18.6) 

$15.7 

($13.4) 

100% 
$0.0 

$0.0 

$170.7 

$34.3 

$205.0 

$112.4 4 

$12.9 

$11.3 
($2U) 

($9.8) 

($10.3) 

54% 

$9.8 

$9.8 

$205.0 

$11.3 

$216.3 

$101.1 

$18.6 

$4.5 

($21..9) 

($17.4) 

($9.0) 

21% 

$17.4 

$27.2 

$216.3 

$4.5 

$220.8 

$96.6 

$9.3 

$18.6 

($22.2) 

($3.6) 

($3.4) 

84% 
$3.6 

$30.8 

$220.8 

$18.6 

$239.4 

$78.0 

$8.7 

$14.5 

($237) 

($9.2) 

{$3.9) 

61% 

$9.2 

$40.0 

$239.4 

$14.5 

$253.9 

$63.5 

$8.2 

$16.5 

($25.2) 

($8.7) 

($4.4) 

65% 

$8.7 

$48.7 

$253.9 

$16.5 

$270.4 

$47.0 

$8.0 

$18.4 

($26.9) 

($8.5} 

($4.9) 

68% 

$8.5 

$57.2 

$8.7 

$19.9 

($28.8) 

($8.9) 

($5.2) 

69% 

$8.9 

$66.2 

- I $60.91 

$270.4 

$18.4 

$288.8 

$28.6 

$288.8 

$19.9 

$308.7 

$8.7 

$8.5 

$8.7 

{$8.7) 

$308.7 

$8.7 

~ 
I Cumulative NetPSPAinvestment5 $140.6 $156.2 $146.4 $129.1 $125.5 $116.3 $107.6 $99.0 $90.1 - - -1 

Per annum projected PSPA draws and dividends 
$in billions 

$60 

$20 

($20) 

($60) 

'11 '12 '13 

• 10% Cash Dividend 

'14 '15 '16 '17 '18 

• Net Compreh . lncome (1 ) 

'19 '20 '21 '22 '23 

• Gross PSPA liqd. Pref. 

Projected PSPA funding capacity as a result of draws 
$in b ill ions 

$150 
$120 
$90 
$60 
$30 
$0 

'11 '12 '13 '14 '15 '16 '17 '18 ' 19 

PSPA Capacity Left 

'20 '21 '22 '23 

(1) Net comprehensive Income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 
(2) Negative every year because of a one quarter timing delay In payment of PSPA draw requests. calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth In FY2023. 

(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draws In 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
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Pro·ections: $inbillions FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 

Net Comprehensive Income (Loss)
1 

Total Gross PSPA Draw 

Total Dividend Paid 

Total PSPA Draw Net of PSPA Dividends 

Projected End of Period Net Worth
2 

Percent of Dividends Funded by PSPA Draws 

Dollar Amt. of Dividends Funded bv Earn in 

Cumulative Cash Dividends Funded by Earnings 

$6.7 

$10.5 
($7.3) 

$3.2 

$3.5 

100% 

$0.0 

$0.0 

$9.5 

$0.0 
($7.7) 

($7.7) 

$5.3 

0% 
$7.7 

$7.7 

$10.6 

$0.0 
($7.7) 

($7.7) 

$8.2 

0% 
$7.7 

$15.3 

$6.0 

$0.0 
($7.7) 

($7.7) 

$6.6 

0% 
$7.7 

$23.0 

$5.5 

$0.0 
($7.7) 

($7.7) 

$4.4 

0% 
$7.7 

$30.7 

$5.5 

$0.0 
($7.7) 

($7.7) 

$2.3 

0% 
$7.7 

$38.3 

$5.6 

$0.0 
($7.7) 

($7.7) 

$0.2 

0% 
$7.7 

$46.0 

$5.3 

$1.5 

($7.7) 

($6.2) 

($0.7) 

19% 
$6.2 

$52.2 

$5.5 

$2.5 

($7.9) 

($5.4) 

($0.6) 

32% 

$5.4 

$57.6 

$5.4 

$2.6 

($8.2) 

($5.6) 

($a7) 

32% 

$5.6 

$63.2 

$5.4 

$3.0 
($8.4) 

($5.4) 

($0.8) 

36% 
$5.4 

$68.6 

$5.4 

$3.3 
($8.7) 

($5.4) 

($0.8) 

38% 
$5.4 

$74.0 

-
_, Cumulative Net Return To Taxpayers By FY20233 

;c 
I $73.21 

~ c 

~ 
w 

~ 

Beginning PSPA liquidation Preference 

Total Gross Uquidation Preference 

Cumulative Gross Liquidation Preference 

Remaining PSPA Funding Capacity 

$72.2 

$10.5 
$82.7 

$150.0 

$82.7 $82.7 

$0.0 $0.0 
$82.7 $82.7 

$150.0 4 $150.0 

$82.7 

$0.0 
$82.7 

$150.0 

$82.7 

$0.0 
$82.7 

$150.0 

$82.7 

$0.0 
$82.7 

$150.0 

$82.7 

$0.0 
$82.7 

$150.0 

$82.7 

$15 

$84.2 

$148.5 

$84.2 
$2.5 

$86.7 

$146.0 

$86.7 

$2.6 
$89.3 

$143.4 

$89.3 

$3.0 
$92.3 

$140.4 

$92.3 

$3.3 

$95.6 

$137.1 

I Cumulative Net P5PA lnvestment5 $60.5 $52.8 $45.2 $37.5 $29.8 $22.2 $14.5 $8.3 $2.9 IS'"'"'' (C:R 11 ($13.511 

Per annum projected PSPA draws and dividends 
$in billions 

S30 

S20 

S10 

so 
(S10) 

jiiJ,rl,tJ ,il ,I ,11 ,11 ,11 ,h.,h.,l._,lw,h, 

'11 '12 '13 
• 10% Cash Dividend 

'14 '15 '16 '17 '18 

• Net Compreh. Income (1) 

'19 '20 '21 '22 '23 

• Gross PSPA liqd. Pref. 

Projected PSPA funding capacity as a result of draws 
$in billions 

$160 

$120 

S80 

S40 

so 
'11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 

P5PA Capacity Left 

(1) Net comprehensive Income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 

'23 

(2) Negative in some years because of a one quarter timing delay in payment of PSPA draw requests. Calculated as the sum of net comprehensive Income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth In FY2023. 

(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draws in 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
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Pro'ections: $in billions FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 

Net Comprehensive Income (loss)
1 

($7.8) $6.6 $8.9 $6.1 $5.6 $5.6 $5.7 $5.4 $5.5 $5.4 $5.4 $5.4 

Total Gross PSPA Draw $20.7 $2.3 $0.5 $2.7 $3.6 $4.0 $4.4 $5.1 $5.5 $6.2 $6.8 $7.5 

Total Dividend Paid ($7.6) ($8.8) ($9.0) ($9.1) ($9.4) ($9.7) ($10.2) ($10.6) ($11.2) ($11.7) ($12.4) ($13.1) 

Total PSPA Draw Net of PSPA Dividends $13.1 ($6.5) ($8.4) ($6.4) ($5.8) ($5.7) ($5.8) ($5.5) ($5.7} ($5.5) ($5.6) ($5.6) 

Projected End of Period Net Worth
1 

($1.1) ($0.9) ($0.5) ($0.8} ($0.9} ($1.1) ($1.2) ($1.3} ($1.5) ($1.6) ($1.8) ($2.0} 

Percent of Dividends Funded by PSPA Draws 100% 26% 6% 30% 38% 41% 43% 48% 49% 53% 55% 57% 

Dollar Amt. of Dividends Funded by Earnings $0.0 $6.5 $8.4 $6.4 $5.8 $5.7 $5.8 $5.5 $5.7 $5.5 $5.6 $5.6 

I Cumulative cash Dividends Funded by Earnings $0.0 $6.5 $14.9 $2L3 $27.0 $32.8 $38.6 $44.1 $49.7 $55.3 $60.8 $66.4 1 

Cumulative Net Return To Taxpayers By FY20233 - - - - - - - - - - I $64.4 1 
;d 
~ Beginning PSPA liquidation Preference $72.2 $92.9 $95.2 $95.7 $98.4 $102.0 $105.0 $U0.4 $115.5 $121.0 $127.2 $134.0 
Vl Total Gross Uquidation Preference $20.7 $2.3 $0.5 $2.7 $3.6 $4.0 $4.4 $5.1 $5.5 $6.2 $6.8 $7.5 c 
::0 

Cumulative Gross Uquidation Preference $92.9 $95.2 $95.7 $98.4 $102.0 $106.0 $110.4 $U5.5 $121.0 $127.2 $134.0 $141.5 -;< 
w 

Remaining PSPA Funding Capacity $150.0 $149.0 4 $148.4 $145.7 $142.1 $138.1 $133.7 $128.6 $123.1 $116.9 $110.1 $1026 co 
'-" 0 

I Cumulative Net PSPA lnvestment5 $70.4 $64.0 $55.6 $49.2 $43.4 $37.7 $31.9 $26.4 $20.7 $15.2 $9.6 $4.o I 
Per annum projected PSPA draws and dividends 
Sin billions 

$30 

$20 

$10 

$0 

($10) 

l···~~ ....... ll ,h,l:.,h,h,b,bJ•.•··.h. 
'11 '12 '13 '14 '15 '16 '17 '18 

• tO% Cash Dividend • Net Compreh. Income (1) 

'19 '20 '21 '22 '23 

• Gross PSPA liqd. Pref. 

Projected PSPA funding capacity as a result of draws 
S in billions 

$160 

$120 

$80 

$40 

so 
'11 '12 '13 '14 '15 '16 '17 '18 '19 

-.-PSPA Capacity Left 

'20 '21 '22 '23 

(1) Net comprehensive Income Is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 
(2) Negative every year because of a one quarter timing delay In payment of PSPA draw requests. calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth In FY2023. 
(4) Remaining PSPA funding capacity reduced by draws that occur after January l , 2013. Potential PSPA draws in 4Q 20U appear as FY2013 but do not reduce PSPA capacity. 
(S) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
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1) Executive Summary 

2) Overview of the GSE Preferred Stock Purchase Agreements (PSPAs) 

3) Key Considerations With Existing PSPAs 

4) GSE Financial Projections 

• Base Case 
;d 
~ • Stress Case 

~ ~----------------------------------------------------------------------------~ 
~ 5) Treasury's PSPA Modification Proposal 
~ ~----------------------------------------------------------------------------~ 
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;d 
~ c 

~ 
~ 
Rl 

• Treasury would like to modify the PSPAs given the challenges and circularity embedded in the 
current structure. 

• Any modification would need to achieve four core goals: 

1} Protect the taxpayers' investment in the GSEs. 

2) There should be no material difference in the net cash returned to taxpayers (i.e., the 
difference between draws taken and dividends received) as would be expected with the fixed 
ten percent dividend. 

3) The maximum financial upside possible should be retained for the taxpayer if/when the GSEs 
return to sustained profitability. 

4) Should be executed in a transparent manner that maintains stakeholder confidence in the 
GSEs so they can fulfill their current and future mission. 
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;d 
~ c 

~ 
~ 
t!l 

• Replace the fixed 10 percent quarterly cash dividend paid by each GSE to Treasury with a 
variable quarterly dividend equal to a net worth sweep based upon financial results. 

• If quarterly net worth(1l is positive above a minimum amount(2l, all of that value would be 
paid to Treasury. 

• If quarterly net worth(1l is negative, no dividends would be paid to Treasury. 

• The GSEs would draw on the remaining funding commitment capacity to maintain 
positive net worth. 

• The proposed modification has the following impact on PSPA operations: 

• Eliminates the circularity of Treasury funding dividends paid to Treasury. 

• All future net income/prof its above an established threshold are distributed to Treasury 
as dividends. 

• Future draws are only used to meet solvency needs and fund actual operating losses to 
the extent necessary. 

(1) Net worth is determined by subtracting the total liabilities from the total assets as reflected on the GSE balance sheets as of an applicable date, prepared in 
accordance with GAAP. 

(2) Treasury is proposing a minimum net worth amount of $10,000,000,000 for the quarterly reporting periods between January 1, 2013 and December 31, 2019. 
For all subsequent periods, the minimum net worth amount will be $1,000,000. The economic rationale behind the minimum net worth amount is to avoid 
having unnecessary PSPA draws that result from price volatility in t he GSEs mortgage investment portfolios. By January 1, 2020, these portfolios need to be 
reduced to $250 billion from their current levels of $708 billion and $653 billion at Fannie Mae and Freddie Mac, respectively. 
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Hypothetical Cashflows prior to 2020 where the GSE has positive net 
WOrth that tOtalS leSS than $10 billion Sensrtive/ Pre-Decisional 

Current 10% Annualized Dividend Pro~osed Net Worth Swee~ 

Quarter with Positive Net Worth Quarter with Positive Net Worth 
Income Statement Net Comprehensive Income $2.00 Income Statement Net Comprehensive Income $2.00 

Balance Sh!i!t Assets $3,202.00 Balance Sheel Assets $3,202.00 
Liabilities $3,200.00 Liabilit ies $3,200.00 
Net Worth $2.00 Net Worth $2.00 
Dividend AccnJed $2.50 Dividend AccnJed so.oo 

Cash Flows: TSY Dividend Payment $2.50 Cash Flows: TSY Dividend Payment $0.00 
Less: Increase in Uq. Pref. ($0 SO) Less: Increase in Uq. Pref. $0.00 

;d Net Cash to/ from Treasury I $2.00 I Net Cash to/ from Treasury I $0.00 I 
~ 
Vl c PSPAs Beg. Cum. liquidation Pref. $100.00 

I 
PSPAs Beg. Cum. liquidation Pref. $100.00 ::0 

-;< End. Cum. Liquidation Pref. $100.50 End. Cum. liquidation Pref. $100.00 w co 
~ 

Quarter with Negative Net Worth Quarter with Negative Net Worth 
Income Statement Net Comprehensive Income ($2.00) Income Statement Net Comprehensive Income ($2.00) 

Balance Sheet Assets $3,198.00 ~a lance Sh"t Assets $3,198.00 

Liabilities $3,200.00 Liabilities $3,200.00 
Net Worth ($2.00) Net Worth ($2.00) 
Dividend AccnJed $2.50 Dividend Accrued so.oo 

!;;ash Flows: ~Y Dividend Payment $2.50 Ca~h FIQWS: ~y Dividend Payment $0.00 
less: Increase in Uq. Pref. 

Net Cash to/ from Treasury I 
($4.50) 

($2.00) I 
less: Increase In Uq. Pref. 

Net Cash to/ from Treasury I 
($2.00) 

($2.00) I 
PSPAs Beg. Cum. Liquidation Pref. $100.00 PSPAs Beg. Cum. liquidation Pref. $100.00 

End. Cum. liquidation Pref. $104.50 End. Cum. liquidation Pref. $102.00 
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Hypothetical Cashflows prior to 2020 where the GSE has positive net 
WOrth that tOtalS more than $10 billion Sensrtive/ Pre-Decisional 

Current 10% Annualized Dividend Pro12osed Net Worth Swee12 
Quarter with Positive Net Worth Quarter with Positive Net Worth 
In com~ Statem~nt Net Compr~henslve Income $2.00 Income Stat~m~nt Net Comprehensive Income $2.00 

Balance Sheet Assets $3,212.00 Balance Sheet Assets $3,2U.OO 
Liabilities $3,200.00 Liabilit ies $3,200.00 
Net Worth $12.00 Net Worth $12.00 
Dividend ACCI'IJed 52.50 Dividend ACCI'IJed 52.00 

Cash Flows: TSY Dividend Payment $2.50 Cash Flows: TSY Dividend Payment $2.00 
Less: Increase in Uq. Pref. $0.00 Less: Increase In Liq. Pref. $0.00 

;d Net Cash to/ from Treasury I $2.50 I Net Cash to/ from Treasury I $2.00 I 
~ 
Vl c 

PSPAs Beg. Cum. Liquidation Pr ef. S100.00 

I 
PSPAs Beg. Cum. Liquidati on Pref. $100.00 ::0 

-;< 
End. Cum. liquidati on Pref. $100.00 End. Cum. liquidation Pref. $100.00 w co 

(J1 
(J1 
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Hypothetical Cashflows Where The GSE Has Positive Net Worth 
After 2 0 2 0 Sensrtive I Pre-Decisional 

Current 10% Annualized Dividend Pro12osed Net Worth Swee12 
Quarter with Positive Net Worth Quarter with Positive Net Worth 
In com~ Statem~nt Net Compr~henslve Income $2.00 Income Stat~m~nt Net Comprehensive Income $2.00 

Balance Sheet Assets $3,212.00 Balance Sheet Assets $3,2U.OO 
Liabilities $3,200.00 Liabilit ies $3,200.00 
Net Worth $12.00 Net Worth $12.00 
Dividend ACCI'IJed 52.50 Dividend ACCI'IJed $12.00 

Cash Flows: TSY Dividend Payment $2.50 Cash Flows: TSY Dividend Payment $12.00 
Less: Increase in Uq. Pref. $0.00 Less: Increase In Liq. Pref. $0.00 

;d Net Cash to/ from Treasury I $2.50 I Net Cash to/ from Treasury I $12.00 I 
~ 
Vl c 

PSPAs Beg. Cum. Liquidation Pr ef. S100.00 

I 
PSPAs Beg. Cum. Liquidati on Pref. $100.00 ::0 

-;< 
End. Cum. liquidati on Pref. $100.00 End. Cum. liquidation Pref. $100.00 w co 

'-" Ol 

PRE-DECISIONAL- MARKET SENSITIVE- PLEASE DO NOT DISTRIBUTE 24 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 38 of 264



C
ase 1:13-cv-01053-R

LW
   D

ocum
ent 23-13   F

iled 12/17/13   P
age 8 of 33

A037

Fannie Mae Base Case PSPA Forecast Under Sweep Proposal 
-~-:-----
Sensitive Pre-Decisional 

tm!§,it.J,gamm•m lmim ta'iiOt n l•»:! 
Net Comprehensive Income (Loss)

1 
($13.1) $5.4 $13.1 $13.5 $9.1 $8.5 $8.0 $7.9 $8.5 $8.4 $8.1 $8.0 

Total Gross PSPA Draw $28.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 

Total Net Worth Sweep Dividend ($11.8) $0.0 ($2.3) ! $13.5) ! $9.1) ($8.5) ($8.0) ($7.9) ! $18.5) ! $8.4) ($8.1) ($8.0) 

Total PSPA Draw Net of Net Worth Sweep $16.9 $0.0 ($2.3) ($13.5) ($9.1) ($8.5) ($8.0) ($7.9) ($18.5) ($8.4) ($8.1) ($8.0) 

Projected End of Period Net Worth 2 {$6.2} {$0.8) $10.0 $10.0 $10.0 $10.0 $10.0 $10.0 $0.0 $0.0 $0.0 $0.0 

PercentofDividendsFundedbyPSPADraws 100% 0% 0% 0% 0% 0% 0% 0% O"Ai 0% 0% 0% 

Dollar Amt. of Dividends Funded by Earnings $0.0 $0.0 $2.3 $13.5 $9.1 $8.5 $8.0 $7.9 $18.5 $8.4 $8.1 $8.0 

I Cumulative Cash Div idends Funded by Earnings $0.0 $0.0 $23 $15.8 $24.9 $33.4 $41.4 $493 $67.8 $76.2 $84.3 $92.4 1 

Cum ulative Net Return To Taxpayers By FY20233 I $92.4 1 

;d Beginning PSPA Liquidation Preference $112.6 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 

~ Total Gross Liquidation Preference $28.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 
Vl Cumulative Gross Liquidation Preference $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 $141.3 c 
::0 
-;< 
(...) 

Remaining PSPA Funding Capacity $125.0 $125.0 4 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 

~~ Cumulative N et PSPA lnvestm ent
5 $1U.3 $112.3 $110.0 $96.5 $87.4 $78.9 $70.9 $63.0 $44.4 $36.0 $27.9 $19.9 1 

Per annum projected PSPA draws and dividends 
$in billions 
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Projected PSPA funding capacity as a result of draws 
$in billions 
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'11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 

• Net Worth Sweep Dividend (6) • Net Compreh. Income ( 1) • Gross PSPA Liqd. Pref. - PSPA Capacity Left 
(1) Net comprehensive Income is defined as the sum of economic net Interest margin, fees and other Income less a provision for credit losses, administrative expenses and other non-Interest expenses. 
(2) Until2020, the GSEscan retain $10 billion In net worth before being required to sweep dividends. calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth in FY2023. 
(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draws in 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
(6) Net worth sweep dividend begins in FY2013. 10 percent cash dividend paid through FY2012. 
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Fannie Mae Downside Case PSPA Forecast Under Sweep Proposal 
Sensitive Pre-Decisional 

[QLjt§,U.J,LAJtlfiii!I.J,t1 ti'imF 

Net Comprehensive Income (Loss)
1 ($49.0) ($8.8} $12.9 $18.6 $9.3 $8.7 $8.2 $8.0 $8.7 $8.5 $8.2 $8.2 

Total Gross PSPA Draw $58.1 $15.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 

Total Net Worth Sweep Dividend ($12.9) $0.0 $0.0 ($8.1) ($9.3} ($8.7) ($8.2) ($8.0) ($18. 7) ($8.5) ($8.2) ($8.2} 

Total PSPA Draw Net of Net Worth Sweep $45.2 $15.7 $0.0 ($8.1) ($9.3) ($8.7) ($8.2) ($8.0) ($18.7) ($8.5) ($8.2) ($8.2) 

Projected End of Period Net Worth 2 {$20.3} {$13.4) {$0.5) $10.0 $10.0 $10.0 $10.0 $10.0 $0.0 $0.0 $0.0 $0.0 

Percent of Dividends Funded by PSPA Draws 100% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 
Dollar Amt. of Dividends Funded by Earnings $0.0 $0.0 $0.0 $8.1 $9.3 $8.7 $8.2 $8.0 $18.7 $8.5 $8.2 $8.2 

I Cumulative Cash Dividends Funded by Earnings $0.0 $0.0 $0.0 $8.1 $17.4 $26.1 $34.2 $42.3 $60.9 $69.5 $n .6 $85.8 1 

Cumulative Net Return To Taxpayers By FY20U I sas.s l 
;d Beginning PSPA Uquidation Preference $112.6 $170.7 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 

~ Total Gross Uquidation Preference $58.1 $15.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 
Vl 

Cumulative Gross Uquidation Preference $170.7 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 $186.3 c 
::0 

$125.0 $125.0 4 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 $125.0 -;< Remaining PSPA Funding Copodty 
w co 

$68.2 1 ~~ Cumulative Net PSPA Jnvestment5 $0.0 $154.0 $154.0 $145.9 $136.6 $127.9 $119.8 $111.8 $93.1 $84.6 $76.4 

Per annum projected PSPA draws and dividends 
$in billions 
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Projected PSPA f unding capacity as a result of draws 
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• Net Worth Sweep Div idend (6) • Net Compreh. Income (1) • Gross PSPA Liqd. Pref. -.-PSPA Capacity l eft 
(1) Net comprehensive income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 
(2) Unti12020, the GSEs can retain $10 billion in net worth before being required to sweep dividends. Calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth in FY2023. 
(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draws In 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
(6) Net worth sweep dividend begins in FY2013. 10 percent cash dividend paid through FY2012. 
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Freddie Mac Base Case PSPA Forecast Under Sweep Proposal 
-~-:-----
Sensitive I Pre-Decisional 

Pro'ections: $in billions FY2012 FY2013 F¥2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 

Net Comprehensive Income (Loss)
1 

$6.7 $9.5 $10.6 $6.0 $5.5 $5.5 $5.6 $5.3 $5.5 $5.4 $5.4 $5.4 

Total Gross PSPA Draw $10.5 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 

Total Net Worth Sweep Dividend ! $7.3) ($3.0l !$10.6l ! $6.0! !$5.5) !$5.5) !$5.6} !$5.3) ! $15.5! ! $5.4! !$5.4) ($5.4} 

Total PSPA Draw Net of Net Worth Sweep $3.2 ($3.0) ($10.6} ($6.0) ($5.5) ($5.5} ($5.6) ($5.3) ($15.5) ($5.4) ($5.4} ($5.4) 

Projected End of Period Net Worth 
2 $3.5 $10.0 $10.0 $10.0 $10.0 $10.0 $10.0 $10.0 $0.0 $0.0 $0.0 $0.0 

PercentofDividendsFunded byPSPADraws 100% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 

Dollar Amt. of Dividends Funded by Earnings $0.0 $3.0 $10.6 $6.0 $5.5 $5.5 $5.6 $5.3 $15.5 $5.4 $5.4 $5.4 

I Cumulative Cash Dividends Funded by Earnings $0.0 $3.0 $13.6 $19.6 $25.1 $30.6 $36.2 $41.5 $57.0 $62.4 $67.8 $73.2 I 
Cumulative Net Return To TaKpayers By FY202l I $73.2 I 

;d Beginn ing PSPA Liquidation Preference $72.2 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 

~ Total Gross Liquidation Preference $10.5 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 
Vl 

Cumulative Gross Liquidation Preference $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 $82.7 c 
::0 

Remaining PSPA Funding Capacity $150.0 $150.0 4 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 -;< 
(...) 

~~ Cumulative Net PSPAinvestment5 $60.5 $57.5 $46.9 $40.9 $35A $29.9 $24.3 $19.0 $3.5 l:>l.OI (:.1.41 (:>ll-711 

Per annum projected PSPA draws and dividends 
$in billions 

$30 

$20 

$10 

$0 

($10) 

Projected PSPA funding capacity as a result of draws 
$in billions 
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• Net Worth Sweep Dividend (6) • Net Compreh. Income (1) • Gross PSPA liqd. Pref. -.-PSPA Capacity Left 

(1) Net comprehensive income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative eKpenses and other non-interest expenses. 
(2) Unti12020, the GSEs can retain $10 billion in net worth before being required to sweep dividends. Calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth in F¥2023. 
(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draw s In 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
(6) Net worth sweep dividend begins in F¥2013. 10 percent cash dividend paid through F¥2012. 
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Pro"ections: $in billions FY2012 FY2013 FY2014 FY2015 FY2016 FY2017 FY2018 FY2019 FY2020 FY2021 FY2022 FY2023 

Net Comprehensive Income (Loss)
1 

($7.8) $6.6 $8.9 $6.1 $5.6 $5.6 $5.7 $5.4 $5.5 $5.4 $5.4 $5.4 

Total Gross PSPA Draw $20.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 

Total Net Worth Sweep Dividend ($7.6) $0.0 ($4.4) ($6.1) ($5.6) ($5.6) ($5.7) ($5.4) ($15.5) ($5.4) ($5.4) ($5.4) 

Total PSPA Draw Net of Net Worth Sweep $13.1 $0.0 ($4.4) ($6.1) ($5.6) ($5.6) ($5.7) ($5.4) ($15.5) ($5.4) ($5.4) ($5.4) 

Projected End of Period Net Worth 2 ($1.1) $5.5 $10.0 $10.0 $10.0 $10.0 $10.0 $10.0 $0.0 $0.0 $0.0 $0.0 

Percent of Dividends Funded by PSPA Draws 100% a% a% a% 0% 0% a% a% a% a% a% a% 
OollarAmt. of Dividends Funded by Earnings $0.0 $0.0 $4.4 $6.1 $5.6 $5.6 $5.7 $5.4 $15.5 $5.4 $5.4 $5.4 

I Cumulative Cash Dividends Funded~ Earninss $0.0 $0.0 $4.4 $10.5 $16.1 $21.7 $27.4 $32.7 $48.2 $53.7 $59.1 $64.4 1 

Cumulative Net Return To Taxpayers By FY2023
3 I $64.4 1 

;d Beginning PSPA Liquidation Preference $72.2 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 

~ Total Gross Liquidation Preference $20.7 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 
Vl c Cumulative Gross Liquidation Preference $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 $92.9 
::0 
-;< Remaining PSPA Funding Capadty $150.0 $150.0 4 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 $150.0 w co 

gjl Cumulative Net PSPA Investment' $0.0 $70.4 $66.1 $60.0 $54.3 $48.8 $43.1 $37.7 $22.2 $16.8 $11.4 $6.ol 

Per annum projected PSPA draws and dividends 
$in billions 
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$0 

($10) 

Projected PSPA f unding capacity as a result of draws 
$in billions 

$200 
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$0 
'11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 '11 '12 '13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 

• Net Worth Sweep Dividend (6) • Net Compreh. Income (1) • Gross PSPA Uqd. Pref. - PSPA Capacity Left 
(1) Net comprehensive income is defined as the sum of economic net interest margin, fees and other income less a provision for credit losses, administrative expenses and other non-interest expenses. 
(2) Unti12020, the GSEs can retain $10 billion in net worth before being required to sweep dividends. Calculated as the sum of net comprehensive income and total gross PSPA draws less total dividends paid. 
(3) The cumulative net return to taxpayers by FY2023 represents the sum of the cumulative cash dividends funded by earnings as of FY2023 and the projected end of period net worth in FY2023. 
(4) Remaining PSPA funding capacity reduced by draws that occur after January 1, 2013. Potential PSPA draw s In 4Q 2012 appear as FY2013 but do not reduce PSPA capacity. 
(5) The cumulative net PSPA investment decreases by the dollar amount of dividends funded by earnings paid to the U.S. Department of the Treasury. 
(6) Net worth sweep dividend begins in FY2013. 10 percent cash dividend paid through FY2012. 
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• The net cash returned to taxpayers post the dividend modification is materially equivalent under the proposal as 
with the 10 percent fixed dividend. 

• The aggregate net cash returned by the GSEs remains materially the same. 

Fannie Mae Base Case Net Cash Returned to Taxpayers 
($in billions) 
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Freddie Mac Base Case Net Cash Returned to Taxpayers 
($in billions) 

$80 

$60 

$40 

$20 

$0 
'13 '14 '15 '16 '17 '18 '19 '20 '21 '22 '23 

- 10% Cash Net Dividend - Net Worth Sweep Dividend 

Fannie Mae Downside Case Net Cash Returned to Taxpayers 
($in billions) 
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Freddie Mac Downside Case Net Cash Returned to Taxpayers 
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• The net PSPA investment is materially equivalent under the proposal as with the 10 percent fixed dividend. 

• Under all scenarios, net draws (total payments made by Treasury to GSEs under PSPA funding commitments 
less dividends received) are materially equivalent. 

• In certain positive scenarios (not modeled), the proceeds recaptured by Treasury might be higher. 

• The residual economic value of Treasury's existing and future liquidation preference may be higher as investor 
confidence in the GSEs should improve, which will decrease funding costs and enhance profitability. 

Fannie Mae Base Case Net PSPA Investment 
($in billions) 
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1 at the risk-free rate of debt, but then they would layer
2 on top of that some risk premium for credit risk?
3                MR. LAUFGRABEN:  Objection; form,
4 foundation.
5     A.   I would say my experience not just at
6 Fannie but over the course of career with financial
7 services, that's a normal construct for providers of
8 funds, to -- to come up with a price point --
9     Q.   (BY MR. THOMPSON)  Yes.

10     A.   -- that they would be willing to provide those
11 funds.
12     Q.   Yeah.  And I am trying to figure out how they
13 would come up with that price point.
14                They would look at interest rate risk,
15 among others things, right?
16                MR. LAUFGRABEN:  Objection.
17     A.   I can't sit here and tell you what each entity
18 specifically did.
19                But I think if you look academically at,
20 you know, the buildup of rates, you're looking at a
21 risk-free rate and then building something on for risk.
22 And then you can make your list of what risks you think
23 you need to build into the price and how much price you
24 think you need to build for each of those types of
25 risks.
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1                But, you know, on an individual
2 entity-be-entity basis, you would have to ask them how
3 they built their rate structure.
4     Q.   (BY MR. THOMPSON)  And that's fair enough.
5                I was trying to get inside Fannie's head,
6 when they're doing projections into the future and
7 trying to think about, "What is our funding expense
8 going to be?"
9                Did you-all try to build that expense in

10 the same way where you made an estimate of, "Here's what
11 we think the risk-free rates will be, and here's what we
12 think our funding sources will require as a risk of
13 premium"?
14                MR. LAUFGRABEN:  Object to the form of
15 the question.
16                MR. BARTOLOMUCCI:  Objection; form.
17     A.   We -- there's a lot of history that exists, and
18 so there was a lot of -- the more -- the funding
19 markets, by the time I was there, were performing fairly
20 effectively with one exception.  When the debt ceiling
21 debates occurred, and there were challenges with the
22 debt ceilings, we saw some interesting things go on
23 within the debt markets for short periods of time around
24 those debates.
25                Outside of that, it -- the pricing wasn't
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1 that crazy or volatile.  In other words, you could kind
2 of almost trendline out the correlations that existed in
3 the recent past to continue to exist on a go-forward
4 basis.
5     Q.   (BY MR. THOMPSON)  Now, if you're -- we're
6 looking at the cost of funding for Fannie Mae, is one of
7 the variables -- is it true to say that all other things
8 being equal, if Fannie had more capital, it would pay
9 less in funding than if it had less capital?

10                MR. LAUFGRABEN:  Objection; calls for
11 speculation, calls for an expert opinion.
12     A.   Capital exists for unexpected losses.  Your
13 expected losses should be reserved for and already
14 reflected in your financials.
15                If someone is building up a price point,
16 taking a risk-free rate and then building onto something
17 for risks, one would then assess what the capacity that
18 the entity has to absorb those risks.  Capital could be
19 one place a company could absorb some of those risks.
20                So it would not -- it would make sense to
21 me that entities would look at capital levels in
22 consideration, as one factor in determining a company's
23 capacity to absorb risks, and that could influence their
24 pricing.
25     Q.   (BY MR. THOMPSON)  Okay.  And in trying to
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1 operate Fannie's financials on a sound basis, do you
2 think it was desirable for Fannie to have capital?
3                MR. LAUFGRABEN:  Objection; calls for
4 speculation.
5     A.   I believe that if you're going to operate the
6 enterprise ongoing that it should have capacity to
7 absorb risks, and unexpected losses and capital is the
8 most -- would be the -- my preferred form of risk
9 absorption.  Because really, quite -- you know, to me,

10 Fannie had two places:  Either you build capital inside
11 the enterprise, and/or you continue to rely on the
12 U.S. Government as the full backstop for the
13 enterprise --
14     Q.   (BY MR. THOMPSON)  Was there --
15     A.   -- to step in.
16     Q.   Was there any discussion about going to the
17 private market once Fannie had returned to profitability
18 in 2012 and raising capital there?
19                MR. LAUFGRABEN:  Object to the form of
20 the question.
21     A.   There was no discussions about, you know,
22 raising capital in the marketplace at Fannie Mae in the
23 time that I was there, you know, like -- the theoretical
24 potential to do that in time, yes.  But there was no
25 discussions of, "Gee.  We're starting to make money.
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1 Should we go and do a stock offering?"
2                No.
3     Q.   Okay.  And do you know why there weren't such
4 discussions?
5     A.   I think two reasons in my opinion.  This is
6 strictly my opinion.
7                One, it was probably premature.  I think
8 Fannie, in the -- would need to have returned to -- you
9 know, they would have had to have more periods of

10 profitability before the marketplace would probably have
11 entertained -- before we could expect a stock offering
12 to be successful.
13                Two, we didn't legally have the ability
14 to do that on our own.  That would have to be the
15 Treasury, and FHFA would have had to have agreed to
16 that.
17     Q.   Yes.
18     A.   And it was pretty clear to me at that point in
19 time that that was not going to be something they would
20 have been receptive to.
21     Q.   Understood.
22                Okay.  So, Ms. McFarland, I am going to
23 be showing you some documents today, and you're free to
24 sort of flip through them.  But I will be generally
25 directing your attention to a specific passage.
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1                In this first one, I would like to have
2 the court reporter mark as McFarland 1, and it has a
3 Bates number of Treasury 0201.
4                (McFarland Exhibit No. 1 was marked.)
5                MR. LAUFGRABEN:  We object to this
6 document from December 20th, 2010.  It's well before the
7 beginning of the discovery time period set forth in the
8 Court's order.
9                MR. THOMPSON:  Yes.  And I understand

10 that, and I am going to be asking questions about the
11 time period that is within the Government's
12 understanding of the Discovery Order.
13     Q.   (BY MR. THOMPSON)  But I would -- this is, as
14 Counsel quite rightly notes, a memo from
15 December 20, 2010.  It's from a Jeffrey Goldstein.  The
16 subject is, "Periodic Commitment Fee for GSE Preferred
17 Stock Purchase Agreements."
18                Ms. McFarland, I would like to direct
19 your attention to the second page.  And under the
20 heading, "Reasons to Set the PCF," there's a bullet
21 point that says, "Makes clear the administration's
22 commitment to ensure existing common equity holders will
23 not have access to any positive earnings from the GSEs
24 in the future."
25                Now, I am not asking you about
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1 December 2010.  You weren't there.
2     A.   Correct.
3     Q.   But when you did arrive in the middle of 2011,
4 did you see any manifestations of the administration's
5 commitment to ensure existing common equity holders
6 would not have access to any positive earnings from
7 Fannie?
8                MR. LAUFGRABEN:  Object to the form of
9 the question; lack of foundation.

10     A.   The only example that I -- that comes to mind
11 of note is the Third Amendment.
12     Q.   (BY MR. THOMPSON)  Yeah.
13                And what was your reaction when you
14 learned -- you learned of a Third Amendment a couple of
15 days beforehand; is that right?
16     A.   Correct.
17     Q.   All right.  And what was your reaction to it?
18                MR. LAUFGRABEN:  Objection; vague.
19     Q.   (BY MR. THOMPSON)  Did you think it was the
20 effective nationalization of the companies?
21                MR. LAUFGRABEN:  Objection; form.
22                MR. BARTOLOMUCCI:  Objection; form.
23     A.   No, I didn't view it as nationalizing.  It
24 borders on that; I can see.
25                But I had, shortly before that, had
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1 a meeting with Treasury whereby we reviewed our
2 forecasts.  I had expressed a view that I believed we
3 were now in a sustainable profitability, that we would
4 be able to deliver sustainable profits over time.  I
5 even mentioned the possibility that it could get to a
6 point in the not-so-distant future where the factors
7 might exist whereby the allowance on the
8 deferred tax asset would be released.  We were not there
9 yet, but, you know, you could see positive things

10 occurring.
11                So when the amendment went into place,
12 part of my reaction was they did that in response to my
13 communication of our forecasts and the implication of
14 those forecasts, that it was probably a desire not to
15 allow capital to build up within the enterprises and not
16 to allow the enterprises to recapitalize themselves.
17     Q.   (BY MR. THOMPSON)  And with whom at Treasury do
18 you have this meeting?
19     A.   So the -- which meeting?
20     Q.   The one you just referenced where --
21     A.   Where I had the discussion about the forecasts?
22     Q.   Yes.
23     A.   So it was a common practice for us to meet with
24 Treasury on a quarterly basis to review our results from
25 the past quarter and to update them on our forecasts;
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1 you know, our updated forecast.
2                And that meeting -- I don't remember
3 every specific person in the meeting.  I was there;
4 Tim Mayopoulos, who was the CEO of Fannie Mae was there;
5 Dave Benson I think would have been there.  He -- he was
6 the Treasurer of Fannie Mae at the time.  That would
7 have been normal for him to be in attendance.  Mary
8 Miller, the Secretary of the Treasury, was there.
9                Tim --

10     Q.   Bowler?
11     A.   Thank you.
12                I believe he was there.  He was normally
13 at those meetings.
14                I believe there was a gentleman -- and I
15 can't remember his name -- who used to work at Fannie
16 that was now at Treasury that was, like, a
17 Financial Analyst.  I think he was there because they
18 knew part of the topic we wanted to talk about was these
19 projections.
20                And then there were probably other
21 members of -- excuse me -- FHFA, the U.S. Treasury, and
22 Fannie Mae to talk about some other topics that were
23 going to be covered in that meeting.  Because normally
24 we reviewed financials, but they were -- you know, there
25 may be one, two, or three other topics that would be
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1 discussed.
2                And both Fannie and Treasury would then
3 make sure they had the -- the personnel around the table
4 to facilitate those conversations.  I don't remember in
5 this particular meeting what those topics were and who
6 those individuals were.
7     Q.   Do you remember Jeff Foster being at the
8 meeting?
9     A.   He could have been.

10                MR. LAUFGRABEN:  Objection.
11     A.   He could have been.  I can't confirm yes or
12 not.
13     Q.   (BY MR. THOMPSON)  Yes.
14     A.   It wouldn't surprise me if he was.  That would
15 have been reasonable.
16     Q.   And Mario Ugoletti; was he at the meeting?
17                Do you know?
18     A.   No, I don't remember Mario being there, you
19 know, again, because I don't have perfect recollection
20 of all the attendees.
21                If you said, "Here's this document.
22 Mario was there," I would say, "Okay.  He was there."
23                I don't remember him being there, but he
24 could have been there.
25     Q.   Okay.  And so would it be fair to say that
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1 there were at least five or six Treasury officials at
2 this meeting?
3     A.   Probably, yes.
4     Q.   Okay.  And did the meeting take place at
5 Treasury?
6     A.   Yes, it did.
7     Q.   And was this within less than a month before
8 the net worth sweep?
9     A.   I believe it was the week before.

10     Q.   Okay.
11     A.   It was very -- it was within the week or two.
12 It was very close to.
13     Q.   Would it surprise you to know that there's an
14 e-mail from Tim Bowler where he's saying, "We need to
15 make a renewed push on the net worth sweep"?
16                MR. LAUFGRABEN:  Objection; form, lack of
17 foundation.
18                MR. BARTOLOMUCCI:  Objection.
19     A.   I don't have knowledge of that e-mail.
20     Q.   (BY MR. THOMPSON)  Okay.  And was this
21 meeting -- I am sorry if I asked this.
22                Was it at Treasury?
23     A.   Yes.
24     Q.   And would this -- how would this have been set
25 up?

49

1     A.   Normally Dave Benson was our primary sort of
2 liaison between the company and Treasury.  And these
3 meetings were generally scheduled the day -- you know,
4 because they were -- we had the regular kind of
5 quarterly meetings, and there might be some other
6 meetings of; you know, specific topics that would occur
7 in between those other meetings.
8                I don't know -- I can't recollect
9 exactly, you know, whether we would initiate setting it

10 up, or Treasury would initiate setting it up.  I don't
11 know how the logistics all worked out.
12     Q.   And when you were making your presentation, did
13 you have a PowerPoint that you were using?
14     A.   A few pages, yes, from a PowerPoint.
15                MR. THOMPSON:  Okay.  I don't believe,
16 Mr. Bartolomucci -- and I apologize if I am wrong about
17 this, but I don't believe we have that PowerPoint
18 presentation.
19                So I would ask if you would be kind
20 enough to go back and talk to your client and see if
21 they did produce it?  And if they didn't produce it,
22 whether they have it, because it's our view that it's
23 highly material to these depositions?
24                MR. BARTOLOMUCCI:  Request noted.
25                MR. THOMPSON:  Likewise, I would make the
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1 same request to the Government, that to the extent the
2 Government has a copy of this document, I don't believe
3 it's been provided to us.  Again, I apologize if I am
4 wrong, but I don't have knowledge of all the pages.  But
5 it's not one that I have seen.
6                I would just request if you could ask
7 your client, Treasury, whether they have the document,
8 whether it's been produced, whether privilege has been
9 asserted, which I can't imagine since Fannie was there.

10                Will you take that back to your client?
11                MR. LAUFGRABEN:  I will take it under
12 advisement.
13                MR. THOMPSON:  Thank you.  I appreciate
14 that.
15     Q.   (BY MR. THOMPSON)  Okay.  And did you have
16 internal -- so you had a PowerPoint presentation you
17 used at the meeting.
18                Did you have also have any internal
19 documentation that was provided to you in preparation of
20 the meeting?
21     A.   Well, in the sense that I was reviewing actual
22 results and forecasts, there's a lot of documentation
23 that I looked at on both of those to get comfortable and
24 ultimately sign off on the financials and sign off on
25 the 10-Q --
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1     Q.   Yes.
2     A.   -- as well as approve the forecast.  So -- and
3 that's just part of the standard process of preparing
4 actuals and preparing forecasts.
5     Q.   And sorry if I am not being clear.
6                But I am just asking, when you went into
7 this quarterly meeting with Treasury, would typically
8 someone on your staff provide you with either a briefing
9 book or some background materials that would be more

10 detailed than the PowerPoint you would hand out to
11 Treasury?
12     A.   Well, in the normal course of preparing our
13 actual results, there's a whole process for closing the
14 books, reviewing the results, and preparing the 10-Qs.
15                And so the information contained in the
16 PowerPoint from the actual results are ultimately pulled
17 from -- they're basically summarizations, very
18 high-level summarizations of results that come from that
19 standard process that exists to, you know, approve our
20 actuals.
21                So it wasn't like I needed a separate
22 briefing book for that.  I already had that information
23 available to me in the normal course of my job and
24 responsibilities to, you know, close the books, and sign
25 off on the results and file our Q.

52

1                The forecasts, in much the same fashion,
2 albeit not quite as formal, we had a process.  My team
3 would meet with me to review the forecasts, they would
4 bring information, we would discuss.  I, at times, would
5 challenge assumptions, and, you know, I could play
6 devil's advocate.
7                We could look at a lot of different
8 things.  We could look at sensitivity analyses,
9 comparisons of this forecast to prior forecasts to

10 things like that, a variety of mechanisms for me to get
11 comfortable that we finalized a forecast that we felt
12 comfortable with, that it was a baseline representation
13 of what our most current perspectives were on
14 expectations of future performance.
15                So because that process already existed,
16 I was relying on that and the knowledge that I gained
17 through that process to inform me to have those
18 discussions with Treasury.  I don't recollect
19 bringing -- I didn't bring, like, you know, a bunch of
20 supporting documentation with me.
21     Q.   Okay.
22     A.   Okay.  You know, it was the PowerPoint
23 presentation.
24                You know, from time to time, I might
25 bring a page or two of notes that -- that I wanted to
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1 make sure either -- you know, make sure I get these
2 points across, or here's a few, you know, additional
3 pieces of data that they may ask about that aren't
4 reflected on the documents, and I wanted to make sure I
5 had the correct information on hand.
6                Most of those would take the form of kind
7 of personal notes on my part.
8     Q.   Okay.  Did you take notes of this meeting?
9     A.   No.

10                I don't generally take notes in those
11 types of meetings.
12     Q.   Would there have been anyone on your team who
13 would typically take notes on those meetings?
14     A.   No one on my team was present.  In other words,
15 nobody from the Finance Team was present at the meeting
16 other than me.
17     Q.   Okay.
18     A.   I -- I don't recollect -- there wasn't -- as
19 far as I know, there was no official note-taking.
20                That doesn't mean that people at the
21 table might be taking or jotting down personal notes.
22     Q.   Okay.  And I just was -- wanted to know if you
23 had a recollection as to whether typically one
24 participant from Fannie would try to take notes down as
25 to what was said.
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1     A.   Not that I was aware of, no.
2     Q.   Okay.  Was anyone from FHFA at this meeting?
3     A.   I don't recollect.  I don't remember.
4     Q.   Okay.  And you said there was an Analyst who
5 had been at FHFA and --
6     A.   No, had been at Fannie --
7     Q.   Sorry.
8     A.   -- and had gone to work for the U.S. Treasury.
9     Q.   Mr. Goldstein?

10     A.   Yes.  Thank you.
11     Q.   Okay.
12     A.   Thank you.  Yes.
13     Q.   Allen Goldstein?
14     A.   I said that if you refresh my memory on the
15 name, I could confirm it.
16                Yes, it was Allen.
17     Q.   And he was there at the meeting?
18     A.   I believe he was at the meeting.
19     Q.   Okay.  Very good.
20                Did you ever have any similar type of
21 conversation with anyone at the FHFA about the
22 deferred tax asset prior to the Third Amendment?
23     A.   Yes.
24     Q.   Okay.  And tell me about that meeting.
25     A.   Well --
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1                MR. LAUFGRABEN:  Object to the form of
2 the question; vague.
3     A.   I don't -- so just as we -- you know, we had a
4 formal quarterly sit-down with Treasury.  We had more
5 regular interactions with individuals at FHFA.  So one
6 either Jeff Spohn and/or Brad Martin would attend our
7 Executive Committee meetings.
8                And so generally anything I was going to
9 say at Treasury, I was already telling the

10 Executive Committee, and Brad or Jeff would have been
11 present at those meetings.
12                And as such, my reviews of actuals and
13 forecasts and even the -- the -- the raising of the
14 potential that that allowance might be reversed in the
15 not-so-distant future I would have mentioned at an
16 Executive Committee meeting, and Jeff and/or Brad would
17 have been present to hear that.
18     Q.   (BY MR. THOMPSON)  And just to be clear on
19 that, that would have been within a month of the
20 Third Amendment?
21     A.   It would have been prior to that --
22     Q.   Yes.
23     A.   -- because it's all part of the discussions we
24 have through the quarter-end-close process and forecast
25 preparation and Board prep and all that kind of stuff
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1 that takes place in that cycle.
2     Q.   Just so the record is clear, when you say,
3 "prior to that," what period would that have been?
4     A.   Well, it would have been probably -- I would
5 suspect it was -- something that occurred in July would
6 be my -- because of the timing.
7                You know, you're closing the books for
8 the second quarter.  We're prepping for the upcoming
9 Board meetings, getting the forecasts done, letting the

10 team know when the results are coming out for the
11 quarter, all of those kinds of conversations that would
12 happen internal at Fannie Mae before we would ever have
13 that conversation with Treasury.
14     Q.   Okay.  And I am sorry I interrupted you.
15                You described these --
16     A.   And then with the -- we also provide -- so we
17 cannot file our Q unless DeMarco gave us permission to
18 file the Q.
19                So drafts of our filings were also
20 provided to FHFA first.  They had the opportunity to
21 provide feedback, and then we could incorporate that
22 feedback and then got approval for the final filings.
23                We also had a press release that would go
24 along with -- when we filed a Q, we would go out with a
25 press release.  There is where you might see a little
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1 more color.
2                There would normally be a quote for the
3 CEO like Tim and a quote from me, and we would also kind
4 of preclear that press release with FHFA before issuing
5 the press release.
6                As far as -- I believe during 2012, I
7 began to signal -- there began to be some public
8 communication as to our view that things were starting
9 to look good and starting to head in a positive

10 direction.
11                I would have to refresh my memory through
12 documents as to the timing of what I said and when.  But
13 I know through the course of early 2012 and then
14 throughout that summer, the messaging was getting a bit
15 more and more positive that we were sending out.  And
16 certainly FHFA was aware of our communications, our
17 external communications in that regard.
18                As far as the deferred tax asset, I -- I
19 don't recollect that we had some big formal meeting to
20 break the news to them, okay?  I believe that it was
21 just something that we talked about in the normal course
22 of keeping them informed about kind of what we're
23 seeing.
24                And also, Jeff Spohn and/or Brad Martin
25 would attend our Board meetings, so they would also
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1 hear that the same comments I was making to Treasury, I
2 was making to the Board.
3     Q.   Okay.  In the same timetable?
4     A.   I don't remember exactly when the Board
5 meetings were within that window, but it would have been
6 Board meetings shortly before that that I would have
7 reviewed this very same information.
8     Q.   Okay.  And when you say that you would have had
9 dialogue with people at FHFA about the deferred tax

10 assets, with who would you have had the dialogue?
11                Would that have been Mario Ugoletti?
12                MR. LAUFGRABEN:  Object to the form of
13 the question; vagueness as to time period.
14     A.   Yeah.
15                So early on, it's probably through the
16 Chief Accountant's office of the FHFA, because it is a
17 technical accounting matter.
18     Q.   And do you happen to recall --
19     A.   I can pick him out of a lineup.
20     Q.   Okay.  We'll show you some names later on.
21     A.   I tell you, I -- ask me a number, I can
22 probably give it to you.  People's names...
23                It would have started there.  Eventually
24 there were conversations with Director DeMarco and key
25 direct reports of his, but that -- the -- those -- the
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1 DeMarco conversations occurred when we were actually in
2 the serious mode of potentially -- we were looking --
3 we did a full analysis at the end of the second quarter;
4 no release.  We did a full analysis at the end of the
5 third quarter; no release.
6                When we were doing the analysis for the
7 fourth quarter of 2012, we started to get to a point
8 where we were tipping towards release, and that's when I
9 began to have conversations with more senior folks at

10 FHFA on it.  But they were already aware of the
11 statement that I made to Treasury.  I mean, in general,
12 I put it on people's radar screens that it's something
13 that could happen in the not-so-distant future.
14                I will say that I believe Mary Miller
15 asked me in this meeting about how large would it be and
16 did I have any idea of when.
17     Q.   Yeah.
18     A.   And I believe my response was around
19 50 billion, but that could be larger or smaller
20 depending upon when.  The further out in time it is, the
21 smaller it probably would be.  It is part of the
22 evidence that it might be good.
23                So the further out in time that it would
24 be released, the smaller the release size would be.
25                But I said probably in the
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1 50-billion-dollar range and probably sometime mid 2013
2 at that time when I met with them late July, early
3 August 2012.
4                But I said we had not done a real
5 in-depth analysis, so I was just kind of giving her kind
6 of my off-the-cuff perspective in the moment.
7     Q.   And FHFA was on notice that you had sent this
8 message to Treasury?
9     A.   Yes.

10                MR. LAUFGRABEN:  Object to the form of
11 the question.
12     A.   Yes.
13     Q.   (BY MR. THOMPSON)  And they were on notice of
14 that fact before the Third Amendment; is that right?
15                MR. LAUFGRABEN:  Same objection.
16     A.   Yes.
17     Q.   (BY MR. THOMPSON)  Okay.  Now, if we look
18 for -- let's look at some of these Board minutes, and
19 we've actually -- we've been going -- well, that's fine.
20                Does -- do you need a break, or --
21     A.   I am fine right now.
22     Q.   Okay.
23     A.   I am fine right now.  If I need water, then I
24 will need a break.
25     Q.   Okay.  Very good.
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1                Okay.  So we're going to have the
2 court reporter mark as McFarland 2 a document that bears
3 the Bates number FM3153 through 3159.
4                (McFarland Exhibit No. 2 was marked.)
5     Q.   (BY MR. THOMPSON)   And if we look, these are
6 minutes of the meeting of the Board of Directors from
7 August 22, 2011.  And if we look at the last sentence of
8 the second paragraph, it indicates Jeff Spohn from the
9 Federal Housing Finance Agency also participated.

10                Is this a piece of what you were saying
11 earlier, that typically there was an FHFA member at your
12 Board meetings?
13     A.   Yes.
14     Q.   Okay.  And if we turn to page 4 of this
15 document, there's a heading that says, "Bank of America
16 Countrywide and Bank of New York Mellon Proposed
17 Settlement."
18                Do you see that?
19     A.   Yes.
20     Q.   And do you recall that Fannie Mae had initiated
21 a series of litigations against major financial
22 institutions?
23     A.   Yes.
24                MR. LAUFGRABEN:  Object to the form of
25 the question.

    

A050

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 52 of 264



450 Seventh Avenue - Ste 500, New York, NY 10123  1.800.642.1099
DAVID FELDMAN WORLDWIDE, INC.

17 (Pages 62 to 65)

62

1                What does this have to do with the
2 Discovery Order?
3                MR. THOMPSON:  Profitability.  They made
4 tens of billions of dollars off of this.
5                MR. LAUFGRABEN:  A couple of questions.
6     Q.   (BY MR. THOMPSON)  So at -- and do you recall
7 what the gist of the lawsuit was?
8                Was it that you had bought product and
9 covenants were false?

10                MR. LAUFGRABEN:  Object to the form of
11 the question.
12     A.   Yes.  Well, that we had bought product that had
13 not complied with the requirements.
14                The general model that existed in
15 originations at the time was to detect and correct after
16 the fact, versus inspect and reject prior to taking it
17 on.  So it was determined that a significant percent of
18 the -- the loans that we received that had been
19 originated through some of these -- now, there were
20 different lawsuits.  So there's investment securities,
21 and there is loan guarantee activity.
22                So the lawsuits and the loan guarantees
23 was premised basically on the fact that we had found a
24 significant defects in a significant number of loans.
25 And that per the requirements, they were to make us
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1 whole on that.  That was sort of the operating model.
2 And that were large sums of money owed to us to resolve
3 all those loans in accordance with the
4 Loan Origination Agreements that existed.  So that's on
5 the loan origination side.
6                There were also lawsuits that existed
7 related to the investment securities and whether or not
8 the institutions involved had fully and appropriately
9 disclosed information about securities to the buyers of

10 those securities as required, and that the lawsuits
11 contend that they had not.  And as a result, they owed
12 damages to the buyers and owners of those securities,
13 Fannie Mae being one of those.
14     Q.   (BY MR. THOMPSON)  Did your team, when it was
15 building projections of future profitability, include a
16 line item for expected values of settlements that might
17 or verdicts that might be realized?
18     A.   Not as a general practice.
19                We would only build those in if in the
20 event it was all but certain and agreed to.  Otherwise,
21 we -- there -- now, I want to pause here, because
22 there's two ways one can address some of these issues.
23                So on the investment securities side, we
24 didn't build anything in for being -- you know, getting
25 some kind of a settlement.  On the loan origination
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1 side, while we didn't build in settlement projections as
2 settlement projections, we did have assumptions about
3 how much we should expect to receive.
4                It's not -- in the normal course, a loan
5 would go bad.  We would assess the defects.  If we
6 thought we had a valid claim against the institution
7 that originated the loan, we could build some assumption
8 in for recovery from that institution for those defects.
9 So in our normal projection of net loan losses, we would

10 include some amount of recovery from various
11 institutions for them curing the defects.
12                When we got into significant
13 contention -- let's use the Bank of America Countrywide
14 as an example -- we tried to be very conservative.  Not
15 that we didn't think we had a legitimate claim to a lot
16 larger number, but we knew that Bank of America was
17 heavily disputing our requests and how much we had been
18 asking for them to make us good, you know, to cure the
19 defects.  So we tried to be very, very conservative as
20 to how much we thought we would actually collect from
21 Bank of America.
22                And so then as the actual agreements were
23 reached, it was a matter of comparing that which we had
24 already incorporated into our assumption set versus how
25 much we actually got from them.

65

1     Q.   Okay.  Very helpful.  Thank you.
2     A.   Okay.
3     Q.   And we can put this document to the side.
4     A.   Okay.
5     Q.   Now, the periodic commitment fee.
6                Do you recall there being any discussion
7 while you were at Fannie Mae about the amount of the
8 periodic commitment fee?
9                MR. LAUFGRABEN:  Objection as to time

10 period.
11     Q.   (BY MR. THOMPSON)  As I said, at the
12 beginning -- the assumption is -- that I am asking
13 about --
14     A.   The main discussions were the -- that they were
15 continuing to waive our need to pay the commitment fee.
16     Q.   Okay.  Was the commitment fee regarded by
17 yourself as akin -- not the commitment fee, but the
18 commitment itself as akin to a line of credit?
19                MR. LAUFGRABEN:  Objection; vague.
20     A.   Yeah.
21                I mean, obviously the
22 Preferred Stock Purchase Agreement provides for
23 funding -- access to funding if in the event certain
24 conditions exist.  One could say that's not dissimilar
25 to some forms -- you can call it a line of credit, or
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1 you can call it an LC, a letter of credit, because it's
2 a little bit more you draw if in the event certain
3 conditions exist, whereas a line of credit is open-ended
4 as to where one can draw and pay down and whatnot on it.
5                So you -- yeah.  The commitment fee would
6 probably be very similar to fees that you would see
7 structured into those types of instruments.
8     Q.   And are those types of fees generally
9 calculated as a percentage of the outstanding

10 commitment?
11                MR. LAUFGRABEN:  Objection; lack of
12 foundation, calls for speculation, calls for
13 expert testimony.
14     A.   I would say it -- for letters of credit and
15 lines of credit in the normal ordinary course of banks'
16 dealings with customers, since I have a lot of banking
17 experience, that would be a customary structure --
18     Q.   (BY MR. THOMPSON)  Okay.
19     A.   -- Yes.
20     Q.   All right.  Did anyone at FHFA or Treasury tell
21 you that the periodic commitment fee would be
22 incalculably large if they didn't waive it?
23     A.   No.
24                MR. LAUFGRABEN:  Objection.
25     Q.   (BY MR. THOMPSON)  Okay.  I am going to have --
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1 our next one will be McFarland 3.  It has a Bates number
2 of FM3070 through 3074.
3                (McFarland Exhibit No. 3 was marked.)
4     Q.   (BY MR. THOMPSON)  So these are
5 minutes of the meeting of the Board of Directors of
6 Fannie dated October 20, 2011.  If you look at the third
7 full paragraph on the first page, we can see you're
8 present, as well as Jeff Spohn of the FHFA.
9     A.   Uh-huh.

10     Q.   And if we turn to the second page, the first
11 full paragraph, the first sentence reads, quote, "The
12 Board discussed the utility of obtaining on an ongoing
13 basis a good bank/bad bank financial presentation, and
14 CFO McFarland indicated that she would include this
15 information in the November Board reporting package."
16                What is being referred to there as the
17 good bank/bad bank?
18     A.   At that time, Fannie Mae's results were
19 commingled.  The results associated with the book that
20 had been originated prior to the -- I use the word,
21 "meltdown" -- the financials crisis, the 2007, 2008
22 period, whatever you want to call it, and obviously
23 there were fairly significant losses coming forward from
24 that book of business.  All the while, over the last
25 most-recent period, new loans had been originated, put
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1 on the books.
2                And when you had this combined result, it
3 made it at times difficult to ensure that you were -- we
4 were getting the desired results from the new
5 book of business.  So could we kind of separate the
6 results into two pieces, that of the bad back book,
7 which is the bad bank, and that of the new book, that
8 being the good bank, in such a way that it -- it would
9 better enable us to understand the unique results of

10 each of the -- each part of the portfolio.
11     Q.   And have you heard of the term, "vintages"?
12     A.   Yes.
13     Q.   And is this a metaphor similar to wine, that
14 the originations and investments made in a particular
15 year could be good or bad?
16     A.   Yes.
17     Q.   Okay.  And were the vintages of 2009 and '10
18 and '11 and '12 good vintages for Fannie Mae?
19     A.   Yes.  They were certainly much better vintages
20 than the vintages of 2002, '3, '4, '5, '6, '7.
21     Q.   Yes.
22                And as time went on, the good vintages
23 became a bigger part of Fannie's future, and the bad
24 vintages became diminished; is that right?
25                MR. LAUFGRABEN:  Objection to the form of
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1 the question.
2     A.   Yes.
3                So two things began to happen:  The
4 percentage of the overall book, you know, the -- the
5 older vintages, comprised less of the total portfolio
6 vis-à-vis the new vintages, and the performances of the
7 new vintages improved.
8                The, for instance, the 2011 vintage had
9 better performance than 2009 vintage.

10     Q.   (BY MR. THOMPSON)  Okay.
11     A.   So you had both of those positives occurring
12 over time.
13     Q.   Okay.  And I would like to ask the
14 court reporter to mark this next exhibit as McFarland 4.
15 It has a Bates number of FHFA72466 through 72484.
16                (McFarland Exhibit No. 4 was marked.)
17     Q.   (BY MR. THOMPSON)  This document says,
18 "Senior Preferred Stock Purchase Agreement:
19 Treasury Draw Projections, October 24, 2011, Financial
20 Planning & Analysis."
21                Who was in charge of the
22 financial planning and analysis of Fannie at this time?
23     A.   I believe it was Anne Gehring reporting to me.
24     Q.   Okay.  And then if we turn to page -- I am
25 going to refer to these Bates numbers -- these are the
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1 little numbers in the bottom right-hand corner -- 72478.
2 It's the 13th --
3     A.   78?
4     Q.   Yes, 78.
5     A.   Okay.
6     Q.   And it shows projections of total net income.
7 And if we look at 2020 out through 2026, it -- in this
8 document, Fannie's projecting profits of about
9 10 billion a year; is that right?

10     A.   Yes --
11                MR. LAUFGRABEN:  Objection.
12     A.   -- this document says that.
13     Q.   (BY MR. THOMPSON)  Okay.  And do you believe as
14 of October 2011 that that was a reasonable
15 long-term projection of profitability for Fannie?
16     A.   Yes.
17                I do, though, appreciate, having been in
18 this business for a long time, that the further out in
19 time you go, the more those projections are subject to a
20 lot of factors that have yet to occur that would not
21 have been, you know, explicitly incorporated into those
22 projections.
23                So they are reasonable placeholders based
24 on trending out what you know today or could reasonably
25 expect based on what you know today.  But as you get
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1 further out in time, a lot of stuff can happen; with
2 that as a caveat.
3     Q.   Okay.  Now, did anyone at FHFA -- well, first
4 of all, would FHFA have been aware of these projections?
5                MR. LAUFGRABEN:  Object to the form of
6 the question; calls for speculation.
7     A.   I need to refresh my memory as to where this
8 document was -- it's -- this looks like a document that
9 would have been covered in the Executive Committee

10 and/or the Board, but I can't -- you know, I need -- I
11 don't know if that was the case or not, because there's
12 no nomenclature on this document to indicate one way or
13 the other.
14                If it had been, then clearly members of
15 FHFA would have been present in those meetings.
16     Q.   (BY MR. THOMPSON)  And if we look at this, is
17 it fair to say that you at this time, October 2011,
18 really thought that 2013 and then maybe going into 2014
19 was going to be a turning point for Fannie's
20 profitability?
21     A.   The projections that existed at that time based
22 on this document show that profitability starts to show
23 up in 2013.  I mean, that's what this particular
24 forecast indicated.
25     Q.   Yes.
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1                Do you recall anyone at FHFA ever
2 criticizing any of the projections of
3 future profitability that Fannie was making in
4 2011 and 2012 up through the time of the
5 net worth sweep?
6                MR. LAUFGRABEN:  Object to the form of
7 the question.
8     A.   I -- my recollection is there wasn't criticism.
9                There were questions.  There were

10 cautions.  In other words, you know, let's not forget
11 that, you know, this -- that a lot of bad things have
12 happened, right?
13                And, you know, with some history in mind,
14 when the declines were occurring, the degradations were
15 occurring, the company was having a hard time keeping up
16 with the face of the degradations.  As a result, the
17 forecasts that the company had been producing prior to
18 my arrival -- and I am basing this on what I have been
19 told, so I don't know if it's relevant here or not --
20 that the actual outcomes tended to be a little bit worse
21 than what the company had been projecting.
22                But when I got there, we focused very
23 heavily on trying to continue to improve the quality of
24 the forecasts.  And I think if you look at the actual
25 results vis-a-vis a lot of the forecasts we were
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1 producing, you would see the results and forecasts being
2 more in alignment.  In fact, it improved over time.
3                Having had experience at other companies,
4 that's not unusual that it's hard to catch up with
5 trends, whether that's negative trends or positive
6 trends.
7                So if some things are going bad,
8 sometimes it's hard to catch up to how bad.  And, you
9 know -- but on the flip side, when things start to turn

10 good, sometimes it's hard to catch up with how fast and
11 the magnitude of the tailwinds and how much things are
12 going to improve and how fast.  So that's not a unique
13 thing to Fannie Mae.
14                I just remember there being some general
15 discussions about, you know, are we -- you know, let's
16 not forget that there have been times in the past where
17 the forecasts didn't reflect all the badness that
18 ultimately happened, right?
19     Q.   (BY MR. THOMPSON)  Uh-huh.
20     A.   And it was more in that general conversation,
21 but not a -- what I would call an outright criticism of,
22 "You're wrong.  That can't be right."
23                There wasn't any of that kind of --
24     Q.   Okay.  And were you aware that Grant Thornton
25 was doing its own projections of the future
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1 of foundation.  This is also beyond the scope of the
2 Discovery Order.
3     A.   I mean, you know, I don't remember exactly, you
4 know, did somebody say this or that or whatever.  I
5 don't remember the specific comments, but I remember the
6 general gist of conversation was in that kind of vein.
7     Q.   (BY MR. THOMPSON)  And was there a sense of
8 this is a problem if we can't generate capital and
9 retain capital?

10                MR. LAUFGRABEN:  Object to the form of
11 the question.
12                How is this related to any of the topics
13 in the Discovery Order?
14                MR. THOMPSON:  Well, it relates to the
15 profitability, was it a problem in the term of
16 probability.
17                MR. LAUFGRABEN:  We will instruct the
18 witness not to answer this.
19                MR. THOMPSON:  She is not your witness.
20                MR. BARTOLOMUCCI:  Do you know what the
21 question on the table is?
22     A.   So why we've had a little bit of back and forth
23 here.
24     Q.   (BY MR. THOMPSON)  So was there a sense that
25 this was going to be a problem for Fannie going forward
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1 that it was not able to retain capital?
2                MR. LAUFGRABEN:  Same objection.
3                We're instructing the witness not to
4 answer, this is so far beyond the scope of the discovery
5 order.
6     A.   There were discussions about the pros and cons.
7 In other words, what about it is good for Fannie, what
8 about it may not be so good for Fannie, okay?
9     Q.   Okay.

10     A.   Sos, you know, one of the things, you know,
11 that is to the good is it did resolve this iterative
12 borrow-to-pay-the-dividend issue that we've talked about
13 previously.
14                You know, in my mind, the lack of capital
15 accumulation meant that we had no -- we were building no
16 financial wherewithal to take on unexpected events and
17 losses, that we would be highly dependent on the
18 Government -- even more-so dependent on the Government
19 if an event, things like that happened in the future.
20                I didn't take in my own mind whether this
21 was a temporary -- you know, that we've got this -- you
22 know, look, they put a second amendment in, they put a
23 third amendment in, could there be a fourth amendment.
24                So things could change in the future, so
25 I didn't take it as a forever and ever amen necessarily.
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1 It could be, but it didn't necessarily need to be.  So I
2 wasn't, you know, kind of trying to draw any conclusion.
3                It seemed odd to me that if what they
4 wanted to do was wipe out the shareholders, why they
5 didn't do that in inception of the conservatorship in
6 the first place, because they left market speculation to
7 occur in the marketplace.
8                So -- but time passes.  Different people
9 and minds may think differently over time.  So, you

10 know, I wasn't assuming one way or the other that they
11 were trying to wipe out the shareholders.
12     Q.   Well, you said earlier that, well, you know,
13 there was surprise and not surprise.
14                Was the not surprise because there was a
15 sneaking suspicion that the Government wasn't going to
16 let anyone else participate in the profits?
17                MR. LAUFGRABEN:  Same objection as we
18 specified before.
19                We would instruct the witness not to
20 answer this question.  It's far beyond the scope of the
21 Discovery Order, and Counsel has not tied it to any
22 topics in the Discovery Order.
23                MR. BARTOLOMUCCI:  Do you want to restate
24 the question?
25                MR. THOMPSON:  Sure.
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1     Q.   (BY MR. THOMPSON)  So was there a -- did you
2 have the sense that the Government simply was not going
3 to allow the private shareholders to participate in
4 future profits when you were at Fannie?
5                Do you think that was one of the
6 possibilities that might ultimately come out?
7                MR. LAUFGRABEN:  Renew our objections and
8 our instruction to the witness not to answer.
9                Counsel still has not tied this to the

10 Discovery Order.
11                MR. BARTOLOMUCCI:  David, do you really
12 want her to answer what was her sense of what the
13 Government thought was possible?
14                MR. THOMPSON:  Yeah.
15                I mean, it goes to the reasonable
16 investment -- yeah.
17     Q.   (BY MR. THOMPSON)  I mean, from your
18 perspective, you were dealing with the Government, and
19 you said you weren't surprised totally by the net worth
20 sweep.
21                I just really want you to explain why.
22                MR. LAUFGRABEN:  Same objections, and
23 same instructions.
24     A.   I will tell you -- yeah.  This is from my
25 vantage point.  I am not presuming what the Government
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1 was thinking or wanted.  I am not trying to represent
2 anything from them.  I may represent my perspective on
3 what they may have been thinking.
4                I just sat down with them -- to the
5 Treasury and said, "We think we're sustaining
6 profitable."
7                The numbers were decent-sized.  I also
8 put on the radar that there was a possibility of a
9 deferred tax allowance release that could be sitting in

10 the not-so-distant future.
11                So the fact that this happened shortly
12 thereafter -- so the time -- the time connection there
13 was part of why -- that was part of why I wasn't
14 surprised.  Okay.  I just told them that.
15                So then the question is why would they be
16 concerned of us making money and creating capital inside
17 the enterprise.  I think in my own opinion, a lot of --
18 a lot of people got wiped out, and the Government had to
19 step in on a lot of fronts during the financial crisis.
20 I think politically it seemed a little -- it would seem
21 to me that there would be individuals bothered that some
22 individuals might profit from the Government's support
23 of the enterprises, okay?
24                So, you know, it wouldn't -- would it
25 be -- how would it play out if somebody made big bucks
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1 because -- off the backs of the taxpayers?  I am kind
2 of -- how some people could connect dots that the
3 Government stepped in, put a bunch of money into the
4 GSEs using taxpayers' funds, and now Daddy Big Bucks
5 over here is making a big profit off of Fannie Mae
6 stock.
7                You could see how positioned that way,
8 how that would be pretty politically unpalatable.  I
9 could see why there could be a concern that anybody

10 plays things out that way.  So, thus, why -- I wasn't
11 trying to presume that they completely wanted to wipe
12 out the shareholders, but I certainly would appreciate
13 why there would be sensitivity of things playing out in
14 a way that somebody would glob on to that story line.
15                Does that make sense?
16     Q.   (BY MR. THOMPSON)  Yes.  Thank you.  And let's
17 go on.
18                MR. LAUFGRABEN:  Is this a good time to
19 take a five-minute break?
20                MR. THOMPSON:  Sure.
21                THE REPORTER:  Okay.  It's 2:58.
22                (Recess from 2:58 p.m. to 3:05 p.m.)
23                THE REPORTER:  It's 3:05.
24     Q.   (BY MR. THOMPSON)  Okay.  We're on to
25 McFarland 20, and it has a Bates number of Fannie Mae
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1 2523 through 2525.
2                (McFarland Exhibit No. 20 was marked.)
3     Q.   (BY MR. THOMPSON)  Now, this is a letter from
4 you to Ed DeMarco dated August 6th, 2012; is that right?
5     A.   Yes.
6     Q.   And you're reporting that there's a surplus
7 amount, thus there's no need for a draw; is that right?
8     A.   Yes.
9                MR. LAUFGRABEN:  Object to the form of

10 the question.
11     Q.   (BY MR. THOMPSON)  If we look at the last page
12 of the document, there's a lists of assets and
13 liabilities.  I just want to make sure I understand.
14                The Government's commitment was not
15 listed as an asset on the Balance Sheet of the company;
16 is that correct?
17     A.   Yes.
18     Q.   Okay.  So this next one is going to be
19 McFarland 21.  It has a Bates number of Fannie Mae 2482.
20                (McFarland Exhibit No. 21 was marked.)
21     Q.   (BY MR. THOMPSON)  So this is an e-mail from
22 Nicola Fraser dated August 7th, 2012 to you and
23 Mr. Benson and Mr. Mayopoulos and others.  The subject
24 is, "Draft Treasury Meeting Discussion Materials,
25 Treasury Slides 8, 9, 12 Version 9."
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1                Does this relate to the meeting that you
2 described earlier that took place at Treasury on the eve
3 of the net worth sweep where you spoke to Ms. Miller
4 about deferred tax assets and other things?
5                MR. LAUFGRABEN:  Object to the form of
6 the question; mischaracterizes previous testimony.
7     A.   This relates to the presentation that was being
8 prepared for my use in the meeting with Treasury on the
9 9th with Mary Miller and others at Treasury to update

10 them on our financial results forecast.  And while the
11 meeting materials didn't express in writing the deferred
12 tax allowance issue, I in that meeting articulated that
13 orally to Treasury.
14     Q.   (BY MR. THOMPSON)  Okay.  And you can put that
15 to the side.  Let's look at McFarland 22, which has
16 Bates numbers 2526 through 2535.
17                (McFarland Exhibit No. 22 was marked.)
18     Q.   (BY MR. THOMPSON)  So take a moment,
19 Ms. McFarland, to look through this, and my question is
20 whether this is the PowerPoint presentation that was
21 provided to Treasury at that meeting?
22     A.   Yes, although -- so you asked earlier -- I
23 think you didn't think you had the presentation.
24     Q.   Exactly.
25     A.   This is it, although this is the update.
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1                So from time to time, presentations,
2 whether that's -- you know, Treasury or Board or
3 whatever, it looks like this has some updates.  Normally
4 those updates are minor corrections.  Maybe it's
5 spellings or -- you know, I can't tell you what got
6 changed, but clearly we met with them on August 9th.
7                So the version I would have used would
8 have been the version that existed on August 9th, not
9 the updated version as of August 15th.  I am not aware

10 of substantive changes made the document.  In all
11 material respects, probably the information here is the
12 same material that I reviewed with Treasury.
13     Q.   Okay.
14                MR. THOMPSON:  And I guess, Chris, if
15 you-all could look and see if you have the August 9th
16 version, that would be great, you know?  We would
17 certainly appreciate it.
18                MR. BARTOLOMUCCI:  Got it.
19     Q.   (BY MR. THOMPSON)  Okay.  So -- and you walked
20 them through each of these slides --
21                MR. LAUFGRABEN:  Object to the form of
22 the question.
23     Q.   (BY MR. THOMPSON)  -- the Treasury officials
24 who were present?
25     A.   I walked Treasury through the financial slides.
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1     Q.   The financial slides, okay.
2     A.   Correct.
3     Q.   Including the projections of future
4 profitability?
5     A.   Yes.
6                MR. LAUFGRABEN:  Objection.
7     Q.   (BY MR. THOMPSON)  Okay.  And what was their
8 reaction to the projections of future profitability?
9                MR. LAUFGRABEN:  Object to the form of

10 the question.  It's vague.
11     A.   I remember there being a few questions asked
12 that I would put more in the category of seek to
13 understand.
14     Q.   (BY MR. THOMPSON)  Okay.
15     A.   And I do think there was a, you know -- a
16 little bit of question around, well, you know, what
17 could cause the outcomes to be, you know, different than
18 this.  And I believe I gave them a brief update of some
19 sensitivity analyses that we do, which we kind of do on
20 a recurring basis.
21                But there wasn't any expression of -- I
22 want to be careful here.
23                Generally in our meetings with Treasury,
24 they wanted to hear a lot more from us than they were
25 giving.

164

1     Q.   Yes.  I understand.
2     A.   They kept things fairly close to the vest, if
3 you will.
4     Q.   Yes.
5     A.   So this was not untypical of that.
6                But they asked a few questions.
7 Sometimes from the questions they ask, you can kind of
8 get a sense of what's on their mind.
9                That is where, you know, Mary did ask me

10 -- when I brought up the deferred tax asset allowance
11 valuation, you know, she asked me that question as an
12 example.  But --
13     Q.   Okay.  That's helpful.
14                Let me ask you a question:  Does it
15 follow from the fact that -- well, strike that.
16                Am I right in thinking that Fannie Mae
17 did reserve some of its loan loss provisions?
18                MR. LAUFGRABEN:  Object to the form of
19 the question.
20     A.   Fannie Mae's loan loss reserve declined --
21     Q.   (BY MR. THOMPSON)  Okay.
22     A.   -- over time.
23     Q.   Okay.
24     A.   And so in -- you know, so if you think of that
25 as a loan loss reserve reversal, then yes.
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1     Q.   Okay.  And does it mean that, with the benefit
2 of hindsight, Fannie was over-reserved at one point?
3                MR. LAUFGRABEN:  Object to the form of
4 the question; calls for speculation.
5                Just please put a time frame on it.
6     A.   Let me answer this in the theoretical
7 construct, and then we can apply it to Fannie
8 specifically.
9     Q.   (BY MR. THOMPSON)  Okay.

10     A.   When a company changes its allowance one way or
11 the other, it can be for a variety of reasons.  One, it
12 can be because they didn't get it right before, and they
13 had to correct it, which I think is a little bit of the
14 question you're asking.
15                There are two other general reasons:
16 One, for instance, if I reserved in period A for loans I
17 expected to go bad in the future, and I am now in the
18 future, those loans have gone bad, I have worked through
19 them, and I charged them off, I no longer need to carry
20 the reserve on them anymore.  So the reserves will going
21 away.
22                Now, I may put up new reserves for new
23 loans that I think will go bad or loans that didn't look
24 as bad in period A but now look not so hot in the next
25 period.
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1                So reversing reserves may just be the
2 fact that you've worked through the problems, and you no
3 longer need to carry the reserve because you actually
4 realize the charge-off.
5                The third bucket can be because
6 assumptions have changed, that you have seen -- you
7 assumed a certain home price, so your severity was going
8 to be a certain level.  Now home prices are improving,
9 so what you're likely to get -- it could be the other

10 way.  Let's say it was improving.
11                Then you would say, "Okay.  I expect to
12 get more for the collateral than I previously expected."
13                That's not a correction of an error.
14 That's not meaning I was over-reserved in the prior
15 period.
16                The reserves were based on what home
17 prices were in the prior period.  Now that I see that
18 home prices are going to be better, I am updating the
19 reserves to reflect those updated assumptions.
20     Q.   Okay.  Do you recall for Fannie whether all
21 three of those factors were in place, or just some of
22 them --
23                MR. LAUFGRABEN:  Object to the form of
24 the question.
25     Q.   (BY MR. THOMPSON)  -- in the reduction of the
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1 loan loss provisions?
2                MR. LAUFGRABEN:  Same objection with
3 respect to the time period.
4     A.   For the time period -- I believe we started
5 reducing reserves sometime in 2012, so let's -- I will
6 answer it in the context of declines in allowance during
7 2012 from, say, where it ended in 2011.  So let me just
8 box it in.
9                There was nothing that caused those

10 declines that we deemed to be a correction of an error,
11 because, quite frankly, if it was a correction of an
12 error, and it was material, we would need to restate our
13 prior financials.  We have that responsibility from an
14 accounting perspective to do so.
15                All of the materials chance in the
16 allowance were driven by the burnoff of the bad stuff
17 and improving assumptions and applying those improving
18 assumptions to what we thought we now needed to have in
19 the reserves.
20     Q.   (BY MR. THOMPSON)  Is there some judgment that
21 you as CFO and your team had to exercise as you were
22 trying to set the right level of loan loss provisions?
23                MR. LAUFGRABEN:  Objection; form of the
24 of the question.
25     A.   Yes.
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1                Judgment is required in setting allowance
2 loan loss.
3     Q.   (BY MR. THOMPSON)  Okay.  Where are the areas
4 where judgment needs to be brought into bear?
5                Future home prices is one, right?
6                MR. LAUFGRABEN:  Objection; vague, calls
7 for speculation.
8     A.   As we discussed previously, there were a number
9 of different home-price projections out there.

10     Q.   (BY MR. THOMPSON)  Yeah.
11     A.   So you use judgment as to which home price
12 projections you're going to use as your base-case
13 calculation.
14                You can see periods of time -- so when
15 you look back at your history, you can try to
16 extrapolate off the historical performance what you
17 might expect in the future for loans in the same stage
18 of delinquency.  So you could say that historically
19 loans that are 90 days delinquent, X percent of them
20 don't pay.
21                However, what you would probably see, if
22 you looked back over history, what that percentage
23 looked like 12 months ago might look different than
24 6 months ago which may look different than 3 months ago.
25 There's judgment involved in how you should consume
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1 historical information into your assumptions set and
2 calculations of where you think you need to set your
3 reserves today.
4                We talked earlier about the fact that we
5 had made requests of a myriad of financial institutions
6 to make good on their warrant obligations for defects in
7 loans that they presented to us, and we had to make
8 assumptions to the collectability of those demands and
9 requests on other financial institutions.

10                So those are just examples of things that
11 are included in the loan loss reserve calculations that
12 requires some degree of management judgment.
13     Q.   Okay.  Do you also have to make some management
14 judgment about future macroeconomic conditions like the
15 employment rate and that sort of thing?
16                MR. LAUFGRABEN:  Objection; vague.
17     A.   You can make assumptions around unemployment
18 and its effect on expected performance.  And, you know,
19 you need to have an analytical basis for how you're
20 consuming those assumptions.
21                But that can be a factor that can be used
22 and considered in setting your allowances.
23     Q.   (BY MR. THOMPSON)  Okay.  This one is going to
24 be McFarland 23.  It has a Bates number of Fannie Mae
25 3595 through 3602.
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1                MR. LAUFGRABEN:  Object to the form of
2 the question.
3                Within what time period?
4                MR. THOMPSON:  The same time period we've
5 been talking about.
6     A.   2008?
7     Q.   (BY MR. THOMPSON)  And 2011, '12.
8     A.   I am not aware of swapping of loans that
9 occurred at my time at Fannie.

10     Q.   Okay.
11     A.   Okay.
12                MR. THOMPSON:  Well, we are ending --
13 getting very close to the end of my questions.
14                And so what I would request is maybe we
15 could take a short break, and I can confer with my
16 colleagues.  We may have some questions of their own,
17 but there's light at the end of the tunnel.  Let's take
18 a five-minute break.
19                THE REPORTER:  It's 3:48.
20                (Recess from 3:48 p.m. to 4:18 p.m.)
21                THE REPORTER:  It's 4:18.
22                MR. THOMPSON:  So the Fairholme
23 plaintiffs do not have any more questions at this time,
24 but thank you very much.  We appreciate you taking the
25 time today and we owe you a check and we will get that
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1 to your counsel next week for -- you know, it's a
2 witness fee.  I think it's $120, so don't spend it all
3 in one place.
4                THE WITNESS:  I can retire now.
5                MR. THOMPSON:  Thank you very much.
6                        EXAMINATION
7 BY MR. ZAGAR:
8     Q.   Good afternoon, Ms. McFarland.  My name is Eric
9 Zagar.  I represent the class action plaintiffs, and I

10 have a few questions.
11                All of my questions will pertain to the
12 time period from when you started at Fannie Mae in 2011
13 until the Third Amendment in August of 2012.
14     A.   Okay.
15     Q.   We talked a lot today about projections that
16 Fannie Mae would be profitable and able to accumulate
17 capital.
18                My question is, did you give any thought
19 to how Fannie Mae could use that capital that it was
20 projected to accumulate?
21                MR. LAUFGRABEN:  Objection; form.
22     A.   Not -- we didn't have conversations about, oh,
23 if we had this much capital, then we could go out and
24 expand our business in this way or, you know, any of
25 those types of things.
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1                It was merely that the -- the profits,
2 under the structure prior to the Third Amendment, would
3 create some capital accumulation, and that capital
4 accumulation could, you know, be there for providing the
5 starting of capital available for whatever the
6 resolution of housing finance might be.
7                It could be there to help take future
8 negative events; you know, those kinds of things, but
9 not -- there was no specific conversations about

10 deploying capital in various ways, no.
11     Q.   I think that answers my question, but I will
12 ask it again.
13                Was there any discussion that you were
14 aware of, of deploying that capital to try to pay back
15 the Government for the money that it had borrowed?
16                MR. LAUFGRABEN:  Objection; calls for a
17 legal conclusion.
18     A.   In the context that there would be capital
19 available that at some point the existing construct, the
20 Preferred Stock Purchase Agreement and the
21 conservatorship, there's a hope and maybe an optimistic
22 belief that that couldn't continue in perpetuity.  And
23 so all of the claims of the Government against Fannie
24 needed to be resolved, and that to the extent that
25 Fannie was profitable and that might create capacity
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1 from which to, you know, make available for whatever
2 those resolutions might be.
3                But there wasn't any specific
4 conversation on specific structures from which to try to
5 make that happen in the near term.
6     Q.   (BY MR. ZAGAR)  Was there any discussion that
7 you were aware of of just getting the excess capital to
8 Treasury voluntarily?
9                MR. LAUFGRABEN:  Object to the form of

10 the question.
11     A.   I think it's important to bear in mind that the
12 profitable was recent, so the actual, you know,
13 profitable quarters started in early 2012; that the
14 improvement in our forecasts, you know, all kind of came
15 about, you know, in that positive way in the last, say,
16 six-month period.  And so we were consuming a lot of
17 new-and-improved information, and then the Third
18 Amendment went in place.
19                So really, in some ways, I would contend
20 there really wasn't sufficient enough time for us to
21 really sort of contemplate.  If the Third Amendment had
22 not been put in place, it's theoretical we might we have
23 begun to explore a myriad of options possibly.
24                But the way that the timing of everything
25 played out, the Third Amendment was put in place, you
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1 know, so quickly, if you will, after the news started to
2 turn good, we never delved in in a deep way into some of
3 those options and alternatives.
4     Q.   (BY MR. ZAGAR)  The net worth sweep giving all
5 the profits to Treasury, that was not your idea,
6 correct?
7     A.   It was not my idea.
8                MR. LAUFGRABEN:  Object to the form of
9 the question.

10     Q.   (BY MR. ZAGAR)  Do you think it is likely that
11 you would have come up with that idea on your own?
12                MR. LAUFGRABEN:  Objection; form, calls
13 for speculation.  It's outside the scope.
14     A.   No, I don't believe that I would have proposed
15 something quite like that.
16                MR. ZAGAR:  That's all I have.  Thank
17 you.
18                        EXAMINATION
19 BY MR. LAUFGRABEN:
20     Q.   Good afternoon, Ms. McFarland.  As I mentioned
21 earlier, my name is Eric Laufgraben, and I represent the
22 United States in this action.
23                I think you testified earlier that one
24 source of recapitalization would be retained earnings.
25                In your view, what amount of capital, if
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1 any, would Fannie Mae need to be deemed adequately
2 capitalized?
3     A.   You know, we did do some what I call
4 back-of-the-envelope work on that, and, you know, I -- I
5 would have to -- I don't remember the exact numbers.
6                I think you would probably be looking at
7 something in the high single-digit percent of assets,
8 you know?  You know, something in the
9 7-to-8-percent-of-asset range, and I could work the math

10 backwards and come up with a -- what that means in
11 dollars.
12                It would certainly be at a level higher
13 than what Fannie would require to have in capital
14 pre-conservatorship.
15     Q.   Do you know how much that would be based on the
16 level of assets held in 2012?
17     A.   On-Balance-Sheet assets -- of course, we
18 haven't done any kind of risk because it's a little more
19 complex than that simple math.
20                I think the on-Balance-Sheet assets of
21 Fannie on a GAAP basis were a little over 3 trillion, if
22 I remember correctly.  What would that be, 24 -- is that
23 24 billion?  Do I have the zeros right?
24                But -- well, but you would do it on --
25 really have to look at -- okay.  Let me -- that's why I
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1 said I would love to be able to use a little pen and
2 paper to calculate that.
3                But, you know, I kind of come from a
4 traditional bank environment.  So when I assess and look
5 at the activities, you know, I thought of it in the
6 context of what -- how would you evaluate the capital
7 requirements if you -- you constructed it more similar
8 to how capital requirements are set for banks.
9                Having said that, some of the back of the

10 envelope we were doing wasn't based on the Balance Sheet
11 that existed in 2012, because the presumption is that
12 certain things would change over time.  So the held
13 portfolio, which I think was a little under a
14 billion dollars, then -- I can't remember the exact
15 number -- would diminish over time, the guaranteed
16 assets that were consolidated onto the Balance Sheet.
17                So I can't remember how we kind of worked
18 through all of those different numbers.  That's why I am
19 hesitant to just throw, you know, an off-the-cuff
20 enumeration of it.
21     Q.   Now, were any of the forecasts that you
22 presented to -- to Treasury prior to the execution of
23 the Third Amendment -- now, it's true that none of them
24 took into account the potential for a payment of
25 periodic committee fees; is that correct?
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1     A.   That's correct.
2     Q.   Okay.  And the Treasury commitment, did that
3 serve as a means to absorb losses like capital?
4     A.   It could be used -- if I remember, it was
5 structured I think in a way that that could be used in
6 addition to or instead of up to the amount that was
7 available.
8     Q.   And I will come back to it, but with respect to
9 the -- I think it's the August 9th, 2012 meeting that

10 you attended with Treasury, I think you mentioned that
11 you advised Mary Miller of the possibility and the
12 Treasury team of the possibility of releasing the
13 DTA valuation allowance.
14                Is that correct?
15     A.   Correct.
16     Q.   Okay.  Now -- and I think you -- you said that
17 you had some belief that there was some sort of -- that
18 Treasury was influenced by that -- by that disclosure
19 that you said that you made during that meeting when it
20 decided to execute the Third Amendment.
21     A.   The timing of the Third Amendment was
22 coincidental.  It was closely -- followed closely after
23 those conversations.
24     Q.   Okay.
25     A.   And so it was possible that the information we

    

A059

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 61 of 264



450 Seventh Avenue - Ste 500, New York, NY 10123  1.800.642.1099
DAVID FELDMAN WORLDWIDE, INC.

50 (Pages 194 to 197)

194

1 provided in that meeting may have had some influence on
2 the going forward with the Third Amendment when it
3 happened.
4     Q.   But to be clear, no one from -- you don't know
5 either way; is that correct?
6     A.   That's correct.
7     Q.   And no one from Treasury ever indicated that as
8 much to you?
9     A.   They never mentioned the Third Amendment until

10 they told us they were doing it.
11     Q.   Right.
12                And no one from Treasury ever indicated
13 that the Third Amendment was somehow connected in any
14 way to your disclosure to Mary Miller or to Treasury
15 during the August 9th meeting?
16     A.   Yeah; no one at Treasury ever said that.
17     Q.   And no one from FHFA ever said that, either,
18 did they?
19     A.   No.
20     Q.   And turning back to that meeting, we saw what
21 was previously marked as McFarland Exhibit No. 24.  This
22 is an e-mail from David Benson to Tim Bowler dated
23 August 11th, 2012.
24     A.   Okay.  I remember the document.  I can pull it
25 out from this stack here.
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1                Okay.  Got it.
2     Q.   Okay.  Now, this is now, I guess, 2 days after
3 you met with Treasury on August 9th?
4     A.   Based on the date of the e-mail, yes.
5     Q.   Now, none of -- the models that are reflected
6 in the attachments here, none of those models
7 incorporate the release of the valuation allowance, do
8 they?
9     A.   No, but they incorporate the utilization of the

10 deferred tax asset over time.
11                It got back -- that conversation on the
12 assumption from a tax perspective, but, no, not a -- you
13 know, a release in a near future period, no.
14     Q.   Okay.  And what was previously marked for
15 identification as McFarland 22 -- this is the one that
16 says on the cover, "Fannie Mae Update Treasury Meeting
17 August 9th, 2012" -- it says it's updated on
18 August 15th, 2012.
19     A.   Correct.
20     Q.   Now, is it also correct for the models in these
21 attachments that none of those models, you know, reflect
22 a -- you know, any sort of, you know, definitive release
23 of a valuation allowance at any particular point in
24 time; is that correct?
25     A.   That's correct.

196

1                As I stated earlier, I did not include
2 any of that in the numbers or in writing, but I did
3 articulate that potential to the members that were
4 present there from Treasury.
5     Q.   Okay.
6     A.   And Mary asked me some follow-up questions
7 about that.
8     Q.   Now, I guess the day before the Treasury
9 meeting was, you know, I guess, August 8th, 2012.

10                Do you recall being interviewed by media
11 outlets following Fannie Mae's release of the 10-Q for
12 the second quarter of 2012 on or around
13 August 8th, 2012?
14     A.   If August 8th was the date we released the
15 10-Q, then I would have done media interviews on
16 August 8th.  That would have been normal.
17                I don't recollect the date we filed the
18 Q.
19                MR. LAUFGRABEN:  May I have this marked
20 for identification?
21                (McFarland Exhibit No. 28 was marked.)
22                MR. BARTOLOMUCCI:  Do you have any other
23 copies?
24                MR. LAUFGRABEN:  No.
25                MR. BARTOLOMUCCI:  Don't worry about it.

197

1     Q.   (BY MR. LAUFGRABEN)  Do you recognize what's --
2                THE REPORTER:  28.
3     Q.   (BY MR. LAUFGRABEN)  What's been handed to you
4 is what's been marked for identification as
5 McFarland 28.  It's a filing for Fannie Mae, the
6 Form 10-Q.
7                And do you recognize this document?
8     A.   Yes.
9     Q.   Okay.  And is this the -- is this the 10-Q for

10 Fannie Mae for the second quarter of 2012?
11     A.   Yes.
12     Q.   Okay.  And was this released on or around
13 August 7th, 2012?
14     A.   I would have to look here.  I should be able
15 to.
16                It's dated August 8th, 2012.
17     Q.   Thank you for clarifying.
18                Is this the 10-Q that was released on or
19 around August 8th, 2012?
20     A.   Yes.
21     Q.   Okay.  And just for the record, on the page
22 that's marked for identification as Treasury 4079 at the
23 very end --
24     A.   4079; let me get to that.
25                Okay.  Yes, my certification.
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Message 

From : Ugoletti, Mario [/O=FHFA/OU=EXCHANGE ADMINISTRATIVE GROUP 

( FYDI BO H F 23SPDL T)/CN =RE Cl PIE NTS/CN =UGDETTI M] 

Sent: 8/9/2012 10:52:11 AM 

To: DeMarco, Edward [edward.demarco@fhfa.gov]; Pollard, Alfred [alfred.pollard@fhfa.gov]; laponsky, Mark 

[mark.laponsky@fhfa.gov]; Spohn, Jeffrey [jeffrey.spohn@fhfa.gov]; Greenlee, Jon [jon.greenlee@fhfa.gov]; lawler, 

Patrick [patrick.lawler@fhfa.gov]; Deleo, Wanda [wanda.deleo@fhfa.gov]; Satriano, Nicholas 

[nicholas.satriano@fhfa.gov] 

CC: 

Subject: 

Close Hold 

Brown, Jan [jan.brown@fhfa.gov] 

PSPA Alert 

As a heads up, there appears to be a renewed push to move forward on PSPA amendments. I have not seen the 

proposed documents yet, but my understanding is that largely the same as previous versions we had reviewed in terms 

of net income sweep, eliminating the commitment fee, faster portfolio wind down, and a deminimus safe harbor for 

ordinary course transactions. The one potential difference is not having separate covenants on g-fees, risk reduction, 

etc., but potentially one covenant requiring the Enterprises to present a plan to Treasury on how they are managing or 

reducing risk. Depending on the language that could be an improvement. 

I am leaving for the day at around 11:00. When I get the proposed language I will have Jan forward it to this group. 

have told Treasury we should plan on meeting on Monday morning, perhaps around 11:00 to discuss further. Mario. 
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Table

Income Assets and Equity 2003 to June 30 2011

in millions

Equity

Year
LNet Income

Assets Shareholder SP Stock 10% of SPS
Loss -- .-

--

_______________ ______________ _______________ Deficit _______________ _______________
2003 4816 803449 31487

2004 2937 795284 31416

2005 2113 806222 25691

2006 2327 804910 26914

2007 3094 794368 26905

2008 50119 850963 30634 14800 1480

2009 21553 841784 4372 51700 5170

2010 14025 2261780 401 64200 6420

2011 5266 2147216 146 72171 7217

01 2012 577 2114944 18 72317 7232

Tiiiiij

4L

13 77II tk-/6

i213
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Freddie 
Nlac 

PwC 

Gregory Metz 

Michael Culhane 

Tracy Mitchell 

Rob Mailloux 

Mary Beth Perdue 

Stephen Lewis, FHFA 

EXECUTIVE SUMMARY 

June 30, 2012 

2Q 2012 Valuation Allowance Assessment 

The purpose of this memo is to document the assessment made for the need of a valuation allowance 
against all or a portion o f Freddie Mac's deferred tax assets as of June 30, 2012. 

Consistent with lQ 2012, we determined that it was more likely than not that a portion of our deferred tax 
assets would not be realized. 

FASB ASC 74{) (Accounting for Income Taxes) requires establishment of a valuation allowauce against 
deferred tax assets when based on the weight of available evidence it is more likely than not that they will 
not be realized. All available evidence, both positive and negative, must be considered with the 
appropriate weight given based on the extent to which it can be objectively verified. At June 30, 2012, we 
considered all available posi tive and negative evidence in performing our assessment as to the need for a 
deferred tax asset valuation allowance. 

The negative evidence that we considered included 1) Freddie Mac' s cumulative loss position under the 
general guideline of summing the pre-tax book income and pem1aneot differences for three years, 2) 
Freddie Mac' s estimated cumulative tax net operating loss carryforward (after consideration to all 
carryback potential including regular tax, alternative minimum tax and the impact of FIN 48 liabilities for 
each open tax period), and 3) difficulty predicting unsettled circumstances. 

Freddie Mac considered positive evidence including the future reversals of existing taxable temporary 
differences and positive income from uncertain tax benefits recorded for prior and current year tax 
periods. We also considered management's intent and ability to bold the available for sale securities until 
unrealized losses can be recovered. 

As of June 30, 2012, after considerationi<DO>I$34.7 billion valuation allowance, we had a net deferred 
tax ald)Q;:l$3.1 billion representing primarily the tax effect of unrealized losses on our available-for-sale 
securtrrei.-Management believes the defe.rred tax asset re lated to these unrealized losses is more likely 

1 
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than not to be realized because of our inten t and ability to hold our available-for-sale securities until any 
temporary unrealized losses are recovered. 

A summary of the 2Q 2012 valuation allowance activity is summarized below: 

Valuation Af!cwar.c£> R!!lliorward 

Canlinuioo Ops R.E. ARC Total 

{35.564) (128} {2} 66 (35.62 :~ 

2QA-::til'ity 5 4 %? 

!123) 12} 70 \34,511) Valuatiun.AJ!cw.;nce 2Q 2(} 12 ====="{,;.S•;;.!'\;;;;81.;,~;;,l=====;,;,;;;;;.b====,;;;;l:::====.;,;;==:=J;;;;;o;~ 

It is important to note that this assessment is based on all available information as of June 30, 2012 and 
this conclusion is subject to reassessment at each relevant measurement date, in our case, quarterly. 

FACTS 

Economic Environment 

We continue to operate under the conservatorship that commenced on September 6, 2008, conducting our 
business under the direction of FHFA as our Conservator. During the conservatorship, the Conservator 
delegated certain authority to the Board of DirectoiS to oversee, and to management to conduct day-to­
day operations so that the company can continue to operate in the ordinary course of business. 

We had net worth at June 30, 2012 as our assets exceeded our liabili~$1. 1 billi~$1.1 billion 
equity includes our total comprehensive income of $2.9 billion and our dividend payr~$1.8 billion 
to Treasury on the senior preferred stock in June 2012.1 

FHF A, as Conservator, will not submit a draw request on our behalf to Treasury under the Purchase 
Agreemen t 

Balance and Nature of Deferred Tax Assets and Liabilities: 

As of June 30, 2012, DTLs were estin~ <01 > j$4.9 billion primarily for basis differences related to assets 
held for invest~$4.7 billion. 

The temporary difference related to basis differences related to assets held for investment is primarily 
driven by the Section 475 "Mark to Market" election that was made in January 2010 for newly acquired 
LIA Loans. The Deferred tax assets and liabilities are the same character (ordinary). The deferred tax 
liabilities do not include any liabilities on indefinite-lived intangible assets. 

The DTA related to available-for-sale secur ities incre~tDO> 1$128 millio j iDO>J $2.73 b illion as of March 
31, foo> j$2.86 billion as of June 30, 2012 attributao e pnmarily to unrea tze losses on our mortgage­
relat securities. 

1 
Freddie Mac Form 10-Q draft distributed 7/30/12. E"ecutive Summary, page 1. 

2 
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Cumulative Losses in Recent Years 

Considering the current year forecast and activity from the last two years, Freddie Mac was in a 
cumulative loss position as interpreted per guidance from the Big 4 accounting firms as generally being 
the sum of pre-tax income and pennanent differences of the current year and the two preceding years. The 
following table depicts the three-year cumulative loss: 

(dollars in millions) 

Pre-tax Income (Loss) 
Permanent Differences (excludes credits)* 
Total 

Cumulative 
2010-2012 

(13 ,536) 
(1,557) 

(15,093) 
*Pennanentdifferencesfor2010 are per filed tax return, 2011 and 2012 permanent differences from Analysis of Tax Provision 
schedule. 

Impact of Carryfonvard and Carryback of Net Operating Loss and Tax Credits Opportunities on the 2012 
Projected Income 

.------, Our June 30, 2012 tax provision estimate of the year's taxable income/loss includes taxable income of 
I<D3 56·65>1 $6.6 billion. Taxable income can be entire ly offset by the available NOL caiTyforward. It is likely that 

the company will be in an Altem ative Minimum Tax CAMn position for 2012. The 2012 AMT credit 
carryforward can be carried forward indefinitely, and the 2012 LIHTC not utilized in 2012 can be carried 
forward 20 years. 

Mark-to-Market of Available for Sale Securities 

Consistent with prior quarters, we maintain available for sale securities in our portfolio that are accounted 
for in Other Comprehensive Income. Management intends to hold these securities until such point that 
the umealized losses previously recorded reverse. 

During l Q 2012 Freddie Mac sold its last two commercial mortgage-backed securities (CMB S) issued by 
LaSaUe Bank after becoming the directing certificateholder due to significant credit deterioration. In 2011 
management concluded that our intent changed from "intent to hold until recovery" to "intent to sell" the 
remaining two CMBS, and thus the defeiTed tax assets associated with these securities were written off. 
Because these LaSalle CMBS bonds exhibited characteristics, such as significant credit deterioration and 
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severely depressed pricing, that were atypical of the wider CMBS portfolio, our actions with respect to 
the LaSalle CMBS do not change Freddie Mac management's assertion over the remainder of the CMBS 
portfolio (i.e. that we have the intent and ability to hold the securities until the point in time in which 
substantially all of the unrealized losses reverse). 

ISSUE 

Is a valuation allowance needed against all or a portion of Freddie Mac's deferred tax assets as of June 30, 
2012? 

CONCLUSION 

Considering the significant negative evidence of our cumulative three year loss and other positive and 
negative evidence, we determined that it is more likely than not that a portion of our deferred tax assets 
would not be realized. A valuation allowance was recorded against the majority of net deferred tax 
assets other than the deferred tax asset attributable to unrealized losses on the available for sale securities 
recorded in Accumu~ther Comprehensive Income. Additionally, a valuation allowance was not 
recorded on approxil~l97 million o f LITHC credits carried forward (and generating a deferred tax 
asset), for which, should the uncertain tax position not be sustained, would otherwise be utilized in the 
2007 tax year as a result of the 2009 FIN 48 liability decreasing the estimated 2009 NOL to be carried 
back to 2007. 

RELEVANT ACCOUNTING G UIDANCE AND ANALYSIS 

F ASB ASC 7 40 requires that a valuation allowance be established for deferred tax assets when it is more 
like ly than not that they will not be realized? In other words, "a deferred tax asset could be recognized 
based on a presumption that it would be realized, subject to an impairment test (i.e., valuation allowance), 
or it could be recognized based on an affrrmation belief as to realizability." 3 

FASB ASC 740-10-30-17 states, "All available evidence, both positive and negative, should be 
considered to determine whether, based on the weight of that evidence, a valuation allowance is needed. 
Information about an enterprise's current financial position and its results of operations for the cunent 
and preceding years ordinarily is readily available. That historical information is supplemented by all 
currently available information about future years." 

Sources of Positive Evidence 

The realization of deferred tax assets is dependent on the existence of taxable income of the appropriate 
character during the carryback and carryforward periods.4 FASB ASC 740-10-30-18, provides the 
following four sources of taxable income available under the tax law that provide positive evidence to 
realize a tax benefit for deferred tax assets (listed in the order of most objective to the most subjective):5 

• Taxable income in prior carryback years if carryback is permitted under the relevant tax law 
(including FIN 48 Liabilities). 

• Future reversals o f existing taxable temporary differences (including FIN 48 liabilitie-s). 
• Tax-planning strategies. 
• Future taxable income exclusive of reversing temporary differences and carryforwards. 

2 FASB ASC 740-10-30-5. 
3 Deloiue & Touche FAS 109 guidance. FASB 109.20-1 
4 FASB ASC 740-10-30-18 
5 P.,vC Guide to Accounting for Income Taxes (20ll). sec. 5.3 
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Sources of Negative Evidence 

A significant piece of negative evidence is the existence of a significant cumulative loss in recent years. 
Other examples of negative evidence include (but are not limited to) the foUowing: 

• A history of operating loss or tax credit carryforwards expiring unused. 
• Losses expected in early future years (by a presently profitable entity). 
• Unsettled circumstances that, if unfavorably resolved, would adversely affect future operations 

and profit levels on a continuing basis in future years. 
• A carryback, carryforward period that is so brief that it would limit realization of tax benefits i f: 

(1) a significant deductible temporary difference is expected to reverse in a single year or; (2) the 
enterprise operates in a traditionally cyclical business6 

FASB ASC 740 does not define "cumulative losses" or "recent years." Guidance published by the Big 4 
accounting firms suggests that while arbitrary, three years (the current and two preceding years) is a 
common benchmark. While all firms also agree that cumulative losses mean the sum of recent years (i.e., 
the current year and two preceding years) equals a net loss, there is some disagreement as to what type of 
"losses." E& Y and KPMG state that "losses" mean pre-tax losses. D&T and PwC, on the other hand, 
state that "losses" means pre-tax losses adjusted for permanent differences. 7 

FASB ASC 320 Mark-to-Market of Available-for-Sale Securities 

Securities classified as available-for-sale are reported at fair value with changes in fair value included in 
AOCI, net of taxes. Only upon sale or recognition of impairment loss are the losses recognized in 
earnings. Our intent, as well as our ability, is to hold investments until a point in time at which recovery 
of the umealized loss can be reasonably expected to occur.8 

There are two acceptable views to assess the need for valuation allowances against deferred tax assets 
related to umealized losses on securities classified as available-for-sale9

: 

• View A: The Company's intent and ability to hold the securities with uru-ealized losses until 
maturity can be considered akin to a tax planning strategy. This tax planning strategy is 
specific only to available for sale securities with the demonstrated intent to hold until 
maturity or such time that the umealized losses reverse. Under this view, a valuation 
allowance would not be necessary for the applicable deferred tax assets even in situations 
where there is significant negative evidence related to the realizability of other deferred tax 
assets. 

• View B: Recovery of deferred tax assets related to unrealized losses should not be assessed 
differently than other deferred tax assets. Under this view, a valuation allowance would be 
necessary for the applicable deferred tax assets in situations where there is significant 
negative evidence related to the realizability of other deferred tax assets. 

Currently, both View A and B are acceptable accounting policies that should be followed consistently. In 
2008, we received pre-clearance from the SEC to discretely treat the tax effect of the unrealized losses on 

6 FASB ASC 740-10-30-21 
7 D& T FASB 109 Audit Manual (December 2007), p. 243; E&Y Fmancial Reponing Developments - Accounting for Income 
Taxes (June 2007). p. 79; KPMG Accounting for Income Taxes- An Analysis of FASB Statement 109 (September 2007), para. 
4.025: PwC Guide to Accounting for Income Taxes (November 2007). p . 92. sec. 5.l.3.1. 
8 2007 Annual Report [DRAFf 2-14-08], Note 1: Summary of Significant Accounting Policies - Investments in Securities; Note 
4: Retained Portfolio and Cash and Investments Portfolio 
9 See Emst & Young Technical Line No. 2008-14, dated December 3, 2008. 
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our available-for-sale securi ties portfolio in assessing the need for a valuation allowance against our 
deferred tax assets. 

Weighing of Available Evidence 

FASB ASC 74()-10-30-21 states that negative evidence such as cumulative losses in recent years is 
difficult to overcome. FASB ASC 740-10-30-23 also states the following with regard to weighing 
available evidence, "An enterprise shall use judgment in considering the relevant impact of negative and 
positive evidence. The weight given to the potential effect of negative and positive evidence should be 
commensurate with the extent to which it can be objectively verified. The more negative evidence that 
exists the more positive evidence is necessary; and the more difficult it is to support a conclusion that a 
valuation allowance is not needed for some portion or all of the deferred tax asset." 

In order to support a conclusion that a valuation allowance is not necessary, the more likely-than-not 
criterion requires objective and verifiable positive evidence sufficient to counteract the negative 
evidence.10 Forecasts become more difficult to be used as positive evidence when there are cumulative 
losses. Future income projections following a cumulative loss are inherently subjective since a return to 
profitability often involves a turnaround plan that has not yet been demonstrated. 11 Actual results 
achieved to date under an existing turnaround plan will presumably be given much more weight than 

projected results under a pendit1g plan.
12 

Cumulative Loss Table above (pg. 3) 

The cumulative book loss position (adjusted for permanent differences) as of June 30, 2012 of $15.1 
billion and unsettled circumstances as to future operations and profit levels and our continuing or 
emergence from conservatorship are significant negative evidence that, in our opinion, cannot be 
overcome by any existing positive evidence. Thus, we deterntined that it is more likely than not that the 
net deferred tax assets (excluding the DTA attributable to available-for-sale securities and positive 
income related to UTBs discussed above) will not be realizable in the future. 

In 2008, we received pre-clearance from the SEC to discretely treat the tax effect of unrealized losses on 
our available-for-sale securities portfolio in assessing the need for a valuation allowance against our 
deferred tax asset (View A discussed above) and have applied tllis accounting policy consistently. After 
assessing events in 2Q 2012, no changes will be made to the accounting policy previously elected and 
thus for 2Q 2012 we have not recorded a valuation allowance against the deferred tax asset related to 
unrealized losses on our available for sale securities portfolio . 

10 Deloitte and Touche Guidance Q&A FASB 109 23-3 
11 PwC Guide to Accounting for Income Taxes 5 .1.3.1 (2009 edition) 
12 Deloine and Touche Guidance Q&A FASB 109 23-3 
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~FannieMae 
MEMORANDUM 

~---------~····-····-····-····-····-····-····-····-····-···-····-····-···-····-···-····-···-····-····-···-····-···-····-····-···-····-····-

Subject: Framework for evaluating the realizability of DTAs, including the . 

f-------------+-t!~!~S2f_!~~~~~f.!~~~<i~~~-~~~~~~!~~~~~- - - - - - - - I 
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PURPOSE 

This memorandum provides a framework for evaluating the realizability of deferred tax assets 
("DTAs") and for determining the timing of release of the related Valuation Allowance ("VA"). 

Judgments exercised in connection with the application of principles established herein will be 
separately documented and maintained by the Company' s Corporate Tax Department 

EXECUTIVE SUMMARY 

This memorandum concludes that: 
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• In order to release the valuation allowance, it must be more likely than not that the DTA will 
be realized, which will depend upon various quantitative and qualitative factors, including 
but not limited to the existence of future taxable income. 

• In order to release the valuation allowance, Fannie Mae will need to consider all available 
evidence- both positive and negative. The weight given to the potential effects of negative 
and positive evidence should be commensurate with the extent to which it can be objectively 
verifiable. The more negative evidence that exists, the more positive evidence is necessary 
and the more difficult it is to support a conclusion that a valuation allowance is no longer 
needed for some portion or all of the deferred tax assets. Hence, positive evidence should be 
of sufficient quantity and quality to outweigh negative evidence. 

• In evaluating a potential release of a portion or all of the valuation allowance, Fannie Mae 
should consider the full weight of positive and negative evidence attributable to the following 
key factors: 

o Overcome the impact of certain negative evidence (e.g. cumulative losses in recent years) 
with relative positive evidence. 

o Be able to predict future profitability on the basis of objectively verifiable evidence to 
assert that it is more likely than not that sufficient taxable income will be available in the 
future against which a deferred tax asset may be used. 

• Appropriate disclosures should be provided in the Company's financial statements at the 
point that the Company determines, based on the weight of evidence (both positive and 
negative), that it is more likely than not that a portion or all of our deferred tax assets will be 
realized 

• The financial reporting of a change in a DTA valuation allowance is subject to an application 
of ASC 740' s intraperiod tax allocation rules. 

BACKGROUND 

• ASC 740-10-25-20 states that an assumption inherent in an entity's statement of financial 
position prepared in accordance with GAAP is that the reported amounts of assets and 
liabilities will be recovered and settled, respectively As such, a temporary difference 
between the tax basis of an asset or a liability and its reported amount in the statement of 
financial position will result in taxable or deductible amounts in some future year(s) when the 
reported amounts of assets are recovered and the reported amounts of liabilities are settled. 

• ASC 740-1 0-30-2(b) establishes a basic requirement to reduce the measurement of deferred 
tax assets, if necessary, by the amount of any tax benefits that, based on available evidence, 
are not expected to be realized. ASC 740-10-30-5 states that a valuation allowance shall be 
sufficient to reduce the deferred tax asset to the amount that is more likely than not to be 
realized. 
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• A valuation allowance must be established for deferred tax assets when it is more likely than 
not (a probability level of more than 50 percent) that they will not be realized. An evaluation 
of the need for and amount of a valuation allowance for deferred tax assets often requires 
significant judgment and extensive analysis of all the positive and negative evidence 
available to determine whether all or some portion of the deferred tax assets will not be 
realized. 

• In 2008, due to the rapid deterioration of then-current market conditions and the uncertainty 
of future market conditions on our results of operations, the Company determined that it was 
more likely than not that it would not generate sufficient future taxable income in the 
foreseeable future to realize a majority of its recognized deferred tax assets. Therefore, the 
Company recorded a valuation allowance on the net deferred tax asset (excluding the DTA 
related to unrealized losses on AFS debt securities, which management has the intent and 
ability to hold until recovery)1 

o The Company's decision to establish a full valuation allowance on the majority of our 
DT As during the third quarter of 2008 was based on a weight of evidence, which 
included among other things, (1) deterioration of the credit market and macroeconomic 
outlook and (2) the decision by FHFA, on September 6, 2008, to place the Company into 
conservatorship. Due to the deterioration in the credit market and macroeconomic 
outlook, there was no verifiable objective evidence to conclude that the Company could 
expect to continue with the strong core earnings experienced in past years. In addition, 
terms of the conservatorship required the shrinkage of the portfolio, which was 
considered negative evidence as it reduced the Company's ability to shelter future tax bad 
debt deductions with core income from fees and net interest margin. Further, while the 
Company did not have any tax losses in 2008 or in the prior 20 years, the projections 
indicated that the book loan losses would create large tax net operating losses in the 
future when charge offs were claimed. 

o As a consequence, the Company recorded a valuation allowance of $21.4 billion in the 
three month period ended September 30, 2008 Additionally, in the fourth quarter of 
2008, we increased our valuation allowance by $9.4 billion to reserve for the tax benefit 
that would have been recognized as a result of the Company's fourth quarter 2008loss. 
We did not establish a valuation allowance for the deferred tax assets related to 
unrealized losses recorded through AOCI on our AFS securities that we have the intent 
and ability to hold until recovery. 

• Since 2008, additional tax benefits have been created with a corresponding valuation 
allowance. 

• The valuation allowance assessment is performed by the Company on a quarterly basis. 

• The Company maintained a full valuation allowance against net DTAs recognized in 
connection with the Company' s core business operations through the third quarter of2012. 

1 Refer to SEC pre-clearance letter dated November 5, 2008 

Confidential -Internal Distribution 

DT-055518 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 109 of 264



A108

During the third quarter of2012, AFS Investments moved into a net unrealized holding gain 
position for the first time since a VA on core business DTAs was recognized2 

• The table below is a presentation of our deferred tax assets/liabilities from 2008 through 
2012. 

Note that the numbers presented in the table are for information purposes only to 
provide the reader with some context and are not intended to support the analysis or 
conclusions herein. 

As of Decem her 31, 
(Dollar in millions) 2012 2011 2010 2009 2008 

DEFERRED TAX ASSETS: 
Allowance for Loan Losses and Basis in REO Proper 26,252 29,935 27,063 23,615 10,561 
Mortgage and Mortgage Related Assets 15,062 12,358 10,825 10,547 6,566 
Debt and Derivative Instruments 5,445 6,562 6,627 8,255 8,604 
Partnership credits 5,931 5,473 4,500 3,587 2,157 
NOL I AMT & Other Canyforwards 2,543 5,904 3,341 688 
Other, net 2,190 2,053 1,818 3,661 2,687 
Partnerships and other equity investments 1,595 1,809 2,175 2,411 257 
Unrealized Losses on AFS Securities 442 772 927 3,926 
Total Deferred Tax Assets 59,018 64,536 57,121 53,691 34,758 

DEFERRED TAX LIABILITIES: 
Other, net (48) (23) (53) (45) (7) 
Unrealized Gains on AFS Securities ~495~ 
Total Deferred Tax Liabilities (543) (23) (53) (45) (7) 

Valuation Allowance (518) (64,080) (56,314) (52,737) (30,825) 

Net Defen·ed Tax Assets(Liability) 57,957 433 754 909 3,926 

This memo specifically addresses the following questions as it relates to the release of the 
valuation allowance: 

1. What threshold needs to be met in order to release the valuation allowance? 

2. What sources of taxable income are available to Fannie Mae to realize a tax benefit for 
deductible temporary differences and carryforwards? 

3. Based upon the guidance that has been provided in the accounting literature, what evidence is 
required to support that we have sufficient taxable income and how should that evidence be 
weighted? 

2 Refer to the Assessment of Investments in AFS Securities As a Source ofTaxable Income and Related Valuation 
Allowance Considerations memo, dated January 14, 2013, for additional information. 
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4. What positive and negative evidence is relevant to Fannie Mae' s fact pattern? 

5. When evaluating the positive and negative evidence, what is the first factor that should be 
considered? 

6. What is the bottom line on the weighting of evidence? 

7. When should the Company disclose a potential release of a portion or all of its valuation 
allowance in its financial statements? 

8. Our deferred tax asset is comprised of several different tax attributes. What evidence will 
our forecast have to support in order to release the valuation allowance associated with each 
tax attribute? 

ACCOUNTING CON SID ERA TIONS 

Factors to Consider in Determining Whether to Release a Portion or All of a Valuation 
Allowance 

Question 1: What threshold needs to be met in order to release the valuation allowance? 

• It should be more likely than not (a likelihood of more than 50 percent) that some portion or 
all of the DTA will be realized (ASC 740-1 0-30-S(e)) 

• The realization of the DTA will depend upon the existence of sufficient future taxable 
income (ASC 740-10-30-1 8) 

Question 2: What sources of taxable income are available to Fannie Mae to realize a tax 
benefit for deductible temporary differences and carryforwards? 

• There are 4 possible sources of taxable income that are available under the tax law to realize 
a tax benefit for deductible temporary differences and carryforwards. To the extent evidence 
about one or more sources of taxable income is sufficient to support a conclusion that a 
valuation allowance is not necessary, other sources need not be considered. 

Source Available to Fannie Mae? 
Taxable income in prior carryback years if This is currently not available to Fannie Mae as we 
carryback is permitted under the tax law have previously used all carrybacks available to us. 

To the extent that in future periods that we 
generate carrybacks that can be utilized against 
taxable income in prior years, we should consider 
whether this results in a source of taxable income. 

Future reversals of existing taxable In order for the future reversal of taxable 
temporary differences temporary differences to result in taxable income, 

Fannie Mae will need to demonstrate that existing 
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Tax planning strategies that would, if 
necessary, be implemented to: 

1. Accelerate taxable amounts to 
utilize expiring carryforwards 

2. Change the character of taxable or 
deductible amounts from ordinary 
income or loss to capital gain or loss 

3. Switch from tax-exempt to taxable 
investments 

temporary differences will reverse in a period in 
which the reversal will generate taxable income. 
The Company does not currently have sufficient 
future reversals of taxable temporary differences 
that could provide a source of taxable income. 
However, Fannie Mae has identified that future 
reversals of existing taxable temporary differences 
associated with AFS Investments that are in an 
unrealized gain position could be considered a 
source of taxable income in certain circumstancesJ 
In assessing the need for a valuation allowance, the 
consideration of tax-planning strategies 1s not 
elective. Therefore, the Company must consider 
whether there is an available tax-planning strategy 
that is prudent and feasible in assessing the need 
for a valuation allowance. However, our current 
assessment is that significant tax planning 
strategies are not currently available to Fannie 
Mae. 

Future taxable income exclusive 
reversmg temporary differences 
canryforwards 

of Based on current facts and circumstances, this is 
and the primary category that could provide a source of 

taxable income to Fannie Mae that we could utilize 
to demonstrate the release of all, or a portion, of 
our valuation allowance. In order to use this as 
source of taxable income, Fannie Mae will need to 
be able to provide positive evidence to support the 
future taxable income. 

• Given the fact pattern that exists today, "Future taxable income exclusive of reversing 
temporary differences and canryforwards" is the primary source of taxable income that may 
be available to support the conclusion that it is appropriate to release all or a portion of the 
valuation allowance. 

Question 3: Based upon the guidance that has been provided in the accounting literature, 
what evidence is required to support that we have sufficient taxable income and how 
should that evidence be weighted? 

• All available evidence, both positive and negative should be considered (ASC 740-1 0-30-17) 

• The weight given to the potential effect of negative and positive evidence should be 
commensurate with the extent that it can be objectively verifiable (ASC 740-10-30-23) 

o What has already occurred, and thus can be objectively verified, carries more weight than 
projections of future taxable income 

3 Refer to the Assessment of Investments in AFS Securities As a Source ofTaxable Income and Related Valuation 
Allowance Considerations memo, dated January 14, 2013, for additional information. 
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o Positive evidence should be of sufficient quantity and quality to outweigh the negative 
evidence 

• In addition to the guidance noted above, the SEC Division of Corporate Finance Staff 
provided the following additional factors at the 2012 Conference on Current SEC and 
PCAOB Developments that should be considered when detennining whether to release all or 
a portion of a valuation allowance related to DTAs: 

o Magnitude and duration of past losses 
o The magnitude and duration of current profitability 
o Changes in the above two factors that drove losses in the past and those currently driving 

profitability. 

Further, registrants should bear in mind that the goal of the assessment is to determine 
whether sufficient positive evidence outweighs existing negative evidence. The SEC 
emphasized the importance of evidence that is objectively verifiable and noted that it carries 
more weight than evidence that is not. In addition, in performing an analysis, registrants 
should (1) asses the sustainability of profits in the current economic environment and (2) 
consider their track record of accurately forecasting future financial results. The SEC noted 
that any doubt about sustainability of profitability in a period of economic uncertainty may 
give rise to evidence that is less objectively verifiable. Likewise, an entity's poor track 
record of accurately forecasting future results would also result in future profit projections 
that are less objectively verifiable. Thus such evidence would carry less weight in a 
valuation allowance assessment. 

Question 4: What positive and negative evidence is relevant to Fannie Mae's fact 
pattern? 

• Refer to Appendix A for a more detailed analysis. The results of the analysis in Appendix A 
suggest that the following evidence will need to be evaluated to determine if we have a 
sufficient source of taxable income: 

Type of Evidence Positive Factor Supporting Negative Factor Against Release 
Release 

Cumulative Pre-Tax Cumulative earnings in recent years Cumulative losses in recent years 
Book Income 
Taxable Income Positive Negative 
Forecast Earnings expected in early future Losses expected in early future 

years years 
Business Model Certainty (no known loss Uncertainty (unsettled 

contingencies or unsettled circumstances that, if unfavorably 
circumstances) resolved, would adversely affect 

future operations 
Credit Losses Low High 

Confidential -Internal Distribution 

DT-055522 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 113 of 264



A112

Note that the table above only incorporates evidence that is relevant to the Company's fact 
pattern and does not incorporate all evidence noted in Appendix A. If the Company' s fact 
pattern changes, additional evidence as indicated in Appendix A would need to be evaluated. 

Question 5: When evaluating the positive and negative evidence, what is the first factor 
that should be considered? 

• ASC 740-10-30-21 indicates that forming a conclusion that a valuation allowance is not 
needed is difficult when there is negative evidence such as cumulative losses in recent years. 
Therefore, cumulative losses in recent years should be the first factor that should be 
considered. 

• ASC 740 deliberately does not define "cumulative losses in recent years" . However, in 
practice, a 3 year period is the most common benchmark used to analyze pretax accounting 
income or loss from continuing operations (adjusted for permanent differences)4 

o 3 year period is made up of the current year and the two immediately preceding years (i.e. 
12 trailing quarters) 

At the AICPA's National Conference on Current SEC and PCAOB Developments, the SEC's 
Division of Corporate Finance reminded registrants that in assessing the realizability of DT As, 
they should consider cumulative losses in recent years to be significant negative evidence and 
that to avoid recognizing a valuation allowance they would need to overcome such evidence with 
significant objective and verifiable positive evidence. Although under U.S. GAAP it is 
theoretically possible to do so, overcoming negative evidence presented by cumulative losses is 
difficult. 

Question 6: What is the bottom line on the weighting of evidence? 

In order to release a portion or all of our valuation allowance, Fannie Mae should consider all 
available positive and negative evidence. The weight to be assigned to a particular piece of 
positive or negative evidence depends on the extent to which it is objectively verifiable 
Examples of positive and negative evidence that may be applicable to the Company's current 
fact pattern include: 

• Cumulative losses in recent years 

• Unsettled circumstances that if favorably resolved would adversely affect profit levels on a 
continuing basis in future years 

• Estimations of future income on the basis of objectively verifiable evidence, which should 
consider how various factors impact our business. Below are a few factors that the Company 
should consider (note that this list is not all inclusive and the Company should consider any 
other factors that are relevant to our fact pattern): 

4 D&T ASC 740-10-30 (Q&A 39) and Section 5.1.3.1 ofPWC Guide to Accounting for Income taxes, 2012 Edition 
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o The amount of profitability that the Company would maintain based on existing business 
if no new business is generated. 

o Forecast needs to support positive taxable income in the short and medium-term. 

o Sensitivity of our forecasted results to key economic, business or regulatory assumptions, 
such as changes in Home Price Index or guarantee fees. 

Disclosure 

Question 7: When should the Company disclose a potential release of a portion or all of 
its valuation allowance in its financial statements? 

• In accordance with ASC 275-10-50-8 , disclosure regarding an estimate shall be made when 
known information available before the financial statements are issued or are available to be 
issued indicates that both of the following criteria are met: 

a. It is at least reasonably possible5 that the estimate of the effect on the financial statements 
of a condition, situation, or set of circumstances that existed at the date of the financial 
statements will change in the near term6 due to one or more future confirming events. 

b. The effect ofthe change would be material to the financial statements. 

• Therefore, in the period that the Company determines it is reasonably possible that a portion 
of its DTA valuation allowance will be released and has established a timeline for when the 
release may occur (not to exceed one year from the date of the financial statements), the 
disclosure should be made in the Company's financial statements. 

• In the period that the Company has significant improvements in its actual or projected 
financial results or facts that impacted the decision to record the valuation allowance, "early 
warning" language should be included in the Company's annual or quarterly filing with the 
SEC. 

5 The tenn reasonably possible as used in tltis Subtopic is consistent witl1 its use in ASC 450-20 to mean tlmt t11e 
change of a future transaction or event occurring is more than remote but less tllan likely. 
6 ASC 275-l 0-20 defines near term as a period of time not to exceed one year from t11e date of the fi11a11Cial 
statements. 
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Release of Valuation Allowance 

Question 8: Our deferred tax asset is comprised of several different tax attributes. What 
evidence will our forecast have to support in order to release the valuation allowance 
associated with each tax attribute? 

The following table displays the various tax attributes that the Company has generated as of 
December 31, 2012 and provides documentation of the evidence required in order to assert that 
they will be realized in the future such that the valuation allowance associated with these tax 
attributes should be released. Note that the amounts provided in the table are for informational 
purposes only and do not support our conclusions or analysis. 

Tax Amount/ Description Evidence Required to Release 
Deduction/Credit Expire Valuation Allowance 
NOL carryforward $8.1 The NOL can be used as a In order to realize any NOL 

billion deduction in a different tax period carryforwards, Fannie Mae will 
when the Company has taxable need to have taxable income in 

Expire income, resulting in a reduction to future years. Therefore, the 
between the Company's tax liability. forecast will need to demonstrate 
2030-2031 sufficient future taxable income to 

At January 1, 2012, Fannie Mae had allow for the realization of the 
NOL carryforward of approximately NOL carryforwards prior to their 
$18 7 billion. During 2012, Fannie expiration. 
Mae had estimated taxable income 
of approximately $10 5 billion, Internal Revenue Code (IRC) 
which allowed for the utilization of Section 172(b )(2) states that the 
approximately $10.5 billion of our entire amount of the NOL shall be 
NOL carryforward in 2012. carried to the earliest taxable year 

in which it can be used. 
Fannie Mae has already utilized the Therefore, the NOL will start to be 
carryback period allowed for NOLs utilized in the first year that we 
and therefore currently only has a have taxable income. 
NOL carryforward. 
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Tax Amount/ Description Evidence Required to Release 
Deduction/Credit Expire Valuation Allowance 
Partnership tax $5.9 Post 2007 Partnershi[2 Tax Credits: Partnership tax credits that relate 
credits million The post 2007 partnership tax to any properties placed in service 

credits were generated as a result of after 2007 can be utilized to offset 
Note that these Expire in the Company's investments in low AMT tax liability. 
partnership tax vanous income housing and are equal to a 
credits are years percentage of the cost incurred for 
separated into pre through the development of! ow-income 
2008 credits and 2031 housing units in a rental project. 
post 2007 credits. 
The majority of the These partnership tax credits were 
credits relate to the established as a result of the 
pre 2008 credits. Housing and Economic Recovery 

Act (HERA) of2008 and relate to 
properties placed in service after 
2007. 

Pre 2008 Partnershi[2 Tax Credits: 
The pre 2008 partnership tax credits In order to utilize all other 
were generated as a result of the partnership tax credits that relate 
Company's investments in low to properties placed in service 
income housing and are equal to a prior to 2008, once all NOL 
percentage of the cost incurred for carryforwards are utilized, Fannie 
the development of low-income Mae must have regular tax above 
housing units in a rental project AMT tax in order to utilize these 

partnership tax credits. 
These partnership tax credits relate 
to properties placed in service prior 
to 2008. 

Capital loss $1 .5 These deductions were generated In order to assert the realizability 
canyforward billion when the Company recognized of the capital loss carryforward, 

capital losses on its' tax return. A Fannie Mae will need to show 
Expire corporation may use capital losses expectations of capital gains (i.e. 
between to only offset capital gains and can from the sale ofLIHTC, MRB, 
2014-2017 not use them to offset ordinary Liquid Investment portfolio) prior 

income. Any net capital loss may to the expiration of these capital 
be carried back three years and loss carryforwards 
carried forward five years. Fannie 
Mae does not have anymore 
carryback available for capital 
losses at this time. 
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Tax Amount/ Description Evidence Required to Release 
Deduction/Credit Expire Valuation Allowance 
AMT credits $347 To the extent that AMT exceeds AMT credits can be used to offset 

million regular income tax, a future credit is future regular tax to the extent that 
generated_ AMT does not apply in a future 

No year. Therefore, in order to assert 
expiration that the AMT credits will be 

utilized, Fannie Mae will need to 
demonstrate sufficient regular 
future tax to allow for the 
reali zation of the credit. 

Note that upon utilization of all of 
our NOL carryforward, Fannie 
Mae will be a regular tax payer 
rather than an AMT tax payer, 
which will allow for the utilization 
of the AMT credits. Therefore, 
upon utilization of the NOL, the 
VA on the AMT credits is no 
longer required. 
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Appendix A- Illustrative Examples of Positive and Negative Evidence 

Note that the amounts provided in the table are for informational purposes only and do not 
support our conclusions or analysis. 

Positive Evidence N e2ative Evidence Analysis 
Cumulative earnings in recent Cumulative losses in Over the past few years, Fannie 
years recent years Mae has had cumulative losses, 

which were primarily attributed to 
increased credit losses, which 
indicates negative evidence. 
However, to the extent that we are 
able to demonstrate that the 
negative evidence associated with 
cumulative losses has been 
overcome by positive evidence of 
future profitability on the basis of 
objectively verifiable evidence to 
assert that it is more likely than not 
that sufficient taxable income will 
be available in the future against 
which a deferred tax asset may be 
used, less weight will be placed on 
the cumulative losses in recent 
years 

History of using all operating History of operating loss Fannie Mae has not had operating 
loss and tax credit and tax credit loss or tax credits carryforwards 
carryforward before they carryforwards expiring expire unused. 
expire unused 
Long carryback/carryforward Brief As of December 31, 2012, we have 
periods (e.g. , two-year carryback/carryforward $8.1 billion ofNOL carryforwards 
carryback and 20-year periods (e.g. tax laws in that expire in 2030 through 2031, 
carryforward periods under some jurisdictions $5.9 billion of partnership tax credit 
U.S. tax law for operating provide carryback and carryforwards that expire in various 
losses) carryforward periods of years through 2031, and $347 

less than five years for million of AMT credit 
certain types of losses) carryforwards that have an 

indefinite carryforward period 
(these carryforwards would not 
appear to limit the realization of the 
tax benefits). In addition, we have 
capital loss carryforwards of $1.5 
billion that expire in 2014 through 
2017. Due to the nature of the 
capital loss carryforwards, the DT A 
associated with them will need to 
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be analyzed separately from our 
other carryforwards such as NOL 
and LlliTC. 

Earnings expected in early Losses expected in early The Company' s January 2013 BOD 
future years future years forecast, which is subject to 

macroeconomic conditions, 
currently supports that we do not 
expect losses in future years. 
However, to the extent that the 
forecast does show expected losses 
in future years, this would result in 
negative evidence 

No known loss contingencies Unsettled circumstances Due to the Company being in 
or unsettled circumstances that, ifunfavorably conservatorship, there is 

resolved, would uncertainty regarding the 
adversely affect future Company's business model and the 
operations and profit form that we will continue to 
levels on a continuing maintain in the marketplace. 
basis in future years Therefore, Fannie Mae should 

continue to monitor the regulatory 
and legislative impact regarding the 
GSEs and consider whether any 
resulting regulatory/legislative 
decisions result in positive or 
negative evidence. 

Low credit losses expected High credit losses The Company' s January 2013 BOD 
expected forecast, supports a decrease in 

credit losses, which do not 
adversely impact profitability, 
indicating positive evidence. 
However, to the extent that the 
BOD forecast supports an increase 
in credit losses or credit losses that 
would have an adverse impact on 
profitability, there would be an 
indication of negative evidence. 
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EXECUTIVE SUMMARY 

Fannie Mae ("We/Us" or the "Company") has deferred income tax assets ("DTAs") of $59.0 billion as of 
December 31, 2012. The Company has concluded, as of December 31, 2012, that, based on the weight of 
available positive and negative evidence, it is more likely than not that substantially of all of the DT As will not be 
realized. Therefore, the Company will continue to record a valuation allowance against its DT A except for certain 
DTAs and deferred tax liabilities ("DTLs") related to unrealized gains and losses in our available-for-sale 
("AFS") securities portfolio. 

The Company aiTived at this conclusion after substantial analysis conducted since the beginning of January when 
2012 results were being generated, and discussions with the Federal Housing Finance Agency ("FHF A" or the 
"Conservator") and the Securities and Exchange Commission ("SEC"). The Company provided a comprehensive 
analysis on February 28, 2013 to the United States Securities and Exchange Commission ("SEC") which 
supported its initial position to release the valuation allowance as of December 31, 2012 After a series of 
discussions, the SEC did not object to the Company's position of releasing the valuation allowance as of 
December 31, 20 12 but also suggested that other reasonable people reviewing the same set of facts and evidence 
may come to another conclusion and that they did not object to releasing the allowance in a future period. After 
these events, the Company reconsidered its initial analysis, reviewed the weighing of the evidence, and had 
further discussions with FHFA. 

In subsequent discussions, FHF A clarified its view on conservatorship and the amount of available capital 
necessary for the Company. In a presentation provided to the Company on March 14, 2013 (see Appendix D) 
FHFA indicated that releasing the valuation allowance and causing a reduction in available capital of$34 billion 
(the amount of reduction in available capital if the Company released the valuation allowance as of December 31, 
20 12) would force the Conservator to take certain actions. The Conservator advised us that, if the amount of funds 
available under the agreement was reduced as a result of our releasing the valuation allowance in the fourth 
quarter of2012, they would need to ensure the preservation of our remaining capital and undertake regulatory 
actions that could severely restrict our operations, increase our costs, or otherwise substantially limit or change 
our business in order to ensure the continued safety and soundness of our operations. 
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While the evidence related to our limitation of the amount of funds available for future draws was included in the 
original analysis as negative evidence, FHF A's specific actions to limit certain business activities to preserve 
capital had not been previously provided to the Company. Based on this new objective negative evidence of the 
consequences from a reduction in our capital, an increased negative weighting on our recent profitability 
highlighted by our SEC discussion combined with the evidence previously considered, the Company's updated 
analysis of all available evidence provided that the negative evidence outweighed the positive evidence and 
therefore we concluded that it is not more likely than not that we will we realize our DTA amounts as of 
December 31,2012. 

I. BACKGROUND 

After completing the initial analysis and having extensive discussions with senior management as well as the 
audit committee and the entire Board of Directors, management sought to consult with the SEC. We provided the 
SEC with our fourth quarter 2012 Valuation Allowance memorandum as of February 26, 2013 (see Appendix A), 
our accounting policy framework for evaluating the release of the valuation allowance (see Appendix B), and a 
pre.sentation of the summary of the facts and evidence considered (see Appendix C). This included stress testing 
of our book and other market factors, future projections, and actual2012 results. Three discussions were held with 
the SEC. 

In the initial meeting on February 28, 2013, based on facts known at that time, the Company presented an analysis 
to release the valuation allowance as of December 31, 2012 and requested that the SEC provide a viewpoint on 
the analysis provided. The second meeting via telephone conference call on March 5, 2013 was to answer follow­
up questions from the SEC. These questions were related to the credit models and our process on forecasting. 

The third meeting was via telephone conference on Friday March 8, 2013 in which the SEC provided their 
conclusion to Fannie Mae and FHFA. The SEC did not object with the Company's position to release the 
valuation allowance in the fourth quarter of 2012, but suggested that a reasonable person could come to an 
alternate conclusion. The basis for an altemate conclusion is that a reasonable person could weigh evidence 
differently and therefore, the SEC would not object to a later period. The SEC suggested that different weight 
could be applied to 1) the three year cumulative pre-tax book loss, 2) the recent nature of positive financial 
results, and 3) the status of the Company in conservatorship and the impact that could have on the Company's 
business. The SEC said that they would provide a "no objection" confirming letter to the Company based on the 
final conclusion arrived at with FHF A. 

On March 14, 2013, the Conservator presented the Company with key factors in their analysis (see Appendix D) 
of the need for a valuation allowance against the DT A. They provided new information for the Company to 
review in its analysis. The key points in their analysis included: 

• Reduction to capital was the key driver for their concems. The reduction in capital capacity from the U.S. 
Treasury and the Senior Preferred Stock Purchase Agreement ("SPSPA") agreements places undue risk 
on the future of the Company in conservatorship. FHFA will require the Company to further curtail our 
current and future business activities and reduce the risk in the existing book commensurate with sharply 
reduced capital levels. Any capital constrained entity would be required to limit new business, improve 
risk adjusted returns, and initiate actions to preserve the franchise value, thus, a change to the business 
model. 

• The Conservator would need to take action if the Company has a reduction in available capital. The 
specific array of actions that would be possible is not known. 

• In their view, the Treasury credit facility under the SPSPA can no longer be amended. 

The Company's management met with the Audit Committee and Board of Directors several times to discuss the 
analysis and process. These included meetings or calls on: 
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February 24, 2013 -Audit Committee Conference Call regarding DT A and Discussion of FHF A feedback 
March 12, 2013 - Board of Directors Conference Call regarding 10-K Filing Status Update 
March 19, 2013- Audit Committee Conference Call regarding 10-K Filing Status Update 
March 20, 2013 - Audit Committee Meeting regarding 1 0-K Filing Status Update 

The Board of Directors supported the Company's position that was presented to the SEC but the Board of 
Directors thought the company should take into consideration all of the points raised by the SEC and confirm the 
Company's position. In the Audit committee meeting on march 20, 2013, the Company presented its revised 
analysis which included the table in the analysis section of this memo and the audit Committee supported the 
assessment presented that the Company should not release the valuation allowance on the DT As as of December 
31 , 2013. 

II. ANALYSIS AND CONCLUSION 

Given the fee-dback from FHF A and the SEC, the Company reassessed the weight ascribed to each piece of 
evidence and updated the chart used to weigh the available evidence in determining whether it is more likely than 
not that the DT A will or will not be realized. The chart identifies the objective and subjective evidence weighed 
by the Company. In this memo we enhanced our original analysis by employing not only a qualitative assessment 
of the evidence but also a quantitative weighing of the evidence by creating a numerical scale for each type and 
weight of evidence. Objective evidence was weighted 50% higher than subjective which we believe was 
sufficient to comply with the guidance that ascribes more weight to objective evidence. Additionally, we reduced 
and condensed the list of evidence to categories which we believe represented the most critical factors in making a 
determination. 
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Deferred Tax Asset - Evidence Grid 
F h . d d d D b 31 2012 or t e peno en e ecem er 

' 
Objective Factors 

Positive book and tax results 

Recent profitabi I ity 

Good book 

Bad book 

Existing revenue streams 

State of housing market 

Cumulative 3 year pretax book gain/loss 

Decl ining DTA balance (use of tax attributes) 

Reduction in capital available 

Conservatorship 

Subjective Factors 

Positive forecast 

Uncertainty about forecast 

Uncertainty in economy 
Limited availability of federal draw 

Average for objective factors 

Average for subjective factors 

Average for objective and subjective factors 

Rating 
Description 

Posit ive High 

Negative Medium 

Posit ive High 

Negative Medium 

Posit ive High 

Negative Low 

Negative Low 

Posit ive Low 

Negative High 

Negative Medium 

Posit ive High 

Negative Low 

Negative Low 

Negative Medium 

Weighted MalC 
It Weight Rating Weight % 

3.00 1.50 4.50 4.50 

(2.00) 1.50 (3.00) 4.50 

3.00 1.50 4.50 4.50 

(2.00) 1.50 (3.00) 4.50 

3.00 1.50 4.50 4.50 

(1.00) 1.50 (1.50) 4.50 

(1.00) 1.50 (1.50) 4.50 

1.00 1.50 1.50 4.50 

(3.00) 1.50 (4.50) 4.50 

(2.00) 1.50 (3.00) 4.50 

3.00 1.00 3.00 3.00 

(1.00) 1.00 (1.00) 3.00 

(1.00) 1.00 (1.00) 3.00 

(2.00) 1.00 (2.00) 3.00 

(0.10) (0.15) 4.50 
(0.25) (0.25) 3.00 

~0.14} ~0.18} 4.07 45.61% 

The most significant changes of the evidence in the revised analysis from the original analysis provided to the 
SEC and managements initial conclusion is the Conservator' s view of the Company's access to available capital, 
the reduction of capital due to the release of the valuation allowance in the fom1h quarter of2012, and the actions 
that the Conservator would take in response to a fourth quarter release to constrain the Company' s business which 
in turn would impact the Company's positive financial results and make future projections of income no longer 
supportable. This is significant evidence which we weigh as a high negative as of December 31, 2012. 

The Company added additional negative weight to the recent nature of our profits. Additionally, we changed the 
rating of the declining DTA balance (use of tax attributes) to a low positive because the tax attributes only 
comprise approximately l 0 percent of the overall DT A. The Conservator provided its input on the weighting of 
other evidence and suggested that more negative weight should be assigned to the three-year cumulative pre-tax 
book loss as ofDecember 31, 2012. While we considered this change, we ultimately did not change the weight 
primarily because this has been addressed through adding additional negative weight given to recent profitability. 
As of the date of our final conclusion, the three-year cumulative pre-tax book loss (calculated on a basis of twelve 
rolling quarters) is currently in a three-year cumulative pre-tax book income. This will be the Company's fifth 
quarter with pre-tax book income. For a complete list of original factors and a comparison to the new table see 
Appendix F. 

Based on the weighing of the evidence as shown in the above evidence grid, the Company believes that the 
negative evidence slightly outweighs the positive evidence as ofDe.cember 31, 2012. Thus it is more likely than 
not that the DTA will not be realized and a valuation allowance will be maintained. 
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We will continue to evaluate the recoverability of our deferred tax assets each quarter. Our evaluation in future 
quarters will be made by reviewing all relevant factors as of the end of those periods, including the factors 
discussed above to the extent applicable. Releasing all of a portion of the valuation allowance after December 31, 
2012 will not reduce the funding available to us under the SPSPA. In addition, we expect that, as of the first 
quarter of20l3, we will no longer be in a three-year cumulative loss position. Accordingly, we believe that we 
may release the valuation allowance as early as the first quarter of20l3. 

Appendix A - 4Q12 Valuation Allowance Memo sent to SEC 

1tJ 
SEC_ VA 

Merro_2-26-2013. pdf 

Appendix B-Accounting Policy Framework sent to SEC 

UJ 
Frarrework- Release 
of Valuation Allowanc 

Appendix C-Presentation to SEC 

ilJ 
SEC_Deck_2_26_201 

3.pdf 

Appendix D- FBFA Deferred Tax Presentation 

ktl 
Appendix D- FHFA 

Presentation_FNM_D 

Appendix E-Conflrmation Letter 

-,: 
Appendix E - SEC 

Confirrration Letter. P 

Appendix F-Comparison of Weighting Tables 

~ 
Appendix F ­

CarT!"' rison ci Weigh 
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Grant Thornton 

November 8, 2011 

Ms. Carole Banks 
1500 Pennsylvania Avenue, N. W. 
Met Square Room 6253 
Washington, D .C. 20220 

Re: Valuation ofTreasucy's Holdings of the Senior Preferred Stock of the Federal National Mortgage 
Association as of September, 30, 2011 

Dear Ms. Banks, 

A s requested, we have determined the fair value of the Senior l'referred Stock, as defined ft1.rther withm o ur attached 

detailed report, that the l.S. Department of the T reasUty received from the Federal National Mottgage Association 

pursuant to the Senior Preferred Stock Purchase Agreement dated September 7, 2008. 

We understand d1at you will use our valuation for d1e pmpose of your financial repo.rring for the tiscal year ended 

September 30, 2011, and that the appropriate value measure is fair value as determined in accordance with generally 

accepted accounting principles of the Un ired States, in part1cular, ASC Topic 820, Fair Vabte MeasurementJ· and 
Dirdomres ('ASC 820'). ASC 820 codified, effective July 1, 2009, Statement of Financial Accounting Stan dards No. 

157, Fair Vabte lvleamremetzt, and other related aud1orit.ative guidance of the Financial Accounting Standards Board and 

the Securities and Excl1ange Commission on fair value measurement. Under ASC 820, fair value is the pt:ice that 

would be received to sell an asset or paid to transfer a liability in <Ul orderly transaction between market participants at 

the measmement date. 

Based upon d1e information and fmanci,'l.l data provided by the Fede.ral National Mortgage Association, as well as 

trading data tl1at we gathered and analyses we perfmmed, it is our opinion that tl1e fair value of the Senior Preferred 

Stock is $77,909,000,000. 

T he conclusions and opinions expressed in d1is letter and the accompanying detailed reporr are contingen t upon d1e 

qualifying factms set forth in the AssLmlptions and Limiting Conditions attached to dlis report. O ur analyses, 

opintons, and conclusions were developed m contonruty with the 200~ American institute of Certitied Pub!Jc 

Accountants Statemen t of Stand:a.t:ds for Valuation Services No. 1. 

If you have any questions concenling this report and the conclusions it contains, please contact Anne Eberhardt at 
212.542.9698. 

VetY tmly yours, 

}~ LJJL. 
E. Dradley Wilson, CPA 
.Managing Fanner of Atldit - Global Public Sector 
Grant TI1omton LLP 
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Grant Thornton 

Fair Value of the U.S. D epartment of Treasury's Holdings of 

Senior Preferred Stock Series 2008-2 of The Federal National 

Mortgage Association (l~'annie Mae) 

As of September 30, 2011 

Prepared by Grant 1 horn ton LLP on November 8, 2011 
Certified Public Accountants 
A U.S. member fixm o f Gcant TI10mton International Limited 
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Introduction 

3 

On September 7, 2008, the U.S. Department of the Treasury (''Treasury'') and the Federal National Mortgage 

Association ("Fannie Mae" or the "Company''), through the Federal Housing Finance Agency, the 

conservator of Fannie Mae ("FIIFA" or the "conservator''), entered into the Senior Preferred Stock Purchase 

Agreement ("PSP J\."). In accordance with the terms of the PSPA, Fannie Mae ~sued variable liquidation 

preference Senior Preferred Stock to Treasury (the "Senior Preferred Stock" or~tbe "Stock''). We have been 

asked to estimate the fair value of Treasury's holding of the Senior Preferred Stock as of September 30, 2011. 

We understand th-at Treasury will use this valuation with regard to its financial reporting for the fiscal year 

ended on September 30, 2011. It also is our understanding that fair value must be deter:minecl in accordance 

w-ith U.S. generally accepted accounting principles, in particular, in accordance with ASC !l20, Fair Value 

Measmvmems a1zd Disciosur.:s, "l.vhich, effective July 1, 2009, codified the Statement of Financial Accounting 

Standards N o. 157, Pair VafneMea.suremmt, and other related authoritative guidaoce issued by the Financial 

Accounting Standards Board and the Securities and Exchange Commission ("i\.SC 820"). Under ASC 820, 

fair value is d1e price that would be received to sell an asset or paid to tr:ansfer a liability in an orderly 

transaction between market participants at the measurement date. 

We are independellt of Treasury. Our fee for this engagement was in no way influenced by the results of our 

valuation analysis. 

Sources of Information 

As a basis for our valuation, we used financial statements :Uld o ther public ftlings issued by the Company, 

including PSPA documentation, and independent research regarding high yield bond and preferred stock 

trading, Treasury press releases, and other information pertinent to the valuation. We accepted without 
verification fmancial statements and o ther inforrnation provided by th e Company as accurately reflecting the 

results of operations and the financial and business conditions of Fannie :Mae foe the respective peciods. In 

addition, we ~ought input from representatives within Treasury's Office of Domestic Finance to inform us of 

the assumptions and conditions surrourtding; a hypothetical transactioh. 

T he Busjness apd Oreapjzation of Fangje Mae 

Business 
Fannie Mae is a government-sponsored enterprise that -..v-as chartered by Congress in 1938 to support 

l iquidity, stability, and affordability in the secondaty mortgage market, in which ex:isting mortgage-related 
assets are pur:chased and sold. Its charter does not per:mit the Company to Ot~gillate loans and lend money 

dirccdy to consumers in the primary mor:tgage market. Fannie Mac achieves its mission primarily through 

two forms of activities: 

Grant Thornton LJ.P 
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• immedi~tely securitizing mortgage loll!ls originated by primary lenders into Fannie Mae mortg<~ge­

backed securities, with Fannie Mae guaranteeing principal and interest payments on the underlying 
loans, and 

• acquiring mongage loan packages originated by lenders in the primary market, which it either retains 
as investments or warehouses for future securitization, into Fannie Mae mortgage-backed securities 
for which the Company will guarantee principal and interest on the undedying loans. 

Fannie :Mae acquires mortgage loans with the proceeds of debt securities it issues in domestic and 
international capital markets. Based on the U.S. government's support of Fannie Mae, its debt securities sell 

and trade at a small premium over U.S. T reasury yields. The stock of Fannie Mae (ticke1~ FN1vfA.OB) 
currently trades on d1e OTC Bulletin Board. It pre\·iously traded under ilie ticker FNM on the New York 

Stock Exchange before tl1e conservator directed th e Company to delist ilie stock on June 16, 2010. 

As ofJune 30, 2011, tl1e Company managed a credit book (i.e., loan guarantee exposures and mortgage loan 
asset exposures) of $2.93 trillion related to residential mortgage loans. As of that date, Fannie i\tlae held 

$3.196 rrillion of assets and owed $3.201 rrillion under various liabilities (see Table 1 for a summary of the 
Company's 2002 to June 2011 income, assets, and equity).t Mter adopting Statement of Financial 
Accounting Standards ~o. 166, A t'COIJ'll!Jizgfor Trausfers rfFlizanciaf Asfets: an ammdnmzt to l<"ASB No. 140 (ASC 
860), and Statement of Financial Accow1Ling Standards No. 
167, Ammdt!lfJlZ!s to FASB Irzterpretation No. 46(R) (ASC 810), 
Fannie Mae consolidated $2.595 trillion of mottgage loans 
and $2.442 trillion of debt that prevtously was held in off­
balance sheet tmsts that managed Fannie Mae mortg-age­
backed securities. The consolidation of these assets and 
liabilities did not change the Company's credit book. The 
cunooliuation converretl guarantee t:x:pusures into loan 
exposures. Because of favorable accounting treatments and 
the comparatively lowe1· expenses that must be recogni7,cd, 
Fannie Mae has purchased most nonperforming loans out 

of ilie trusts for whid1 it provided a guarantee rather than 
make payments of principal and interest tmder its 

guarantee. 

Table 1 
Income, Assets, and Equity, 2002to June 30,2011 

($in millions) 

Netlnoome 
Equity 

Year 
(loss) 

Assets (Shore holder 

Defi cit) 

2002 4,619 887,515 16,2E8 

2003 81E. 1 022,275 32,2€8 

= 4 967 1020 9~ 38902 

2005 6347 834168 3S302 
2005 4CEJ 843,936 4 1,5C6 

2001 (20:0 882 547 44011 

2008 587rfl 912 404 15314 
2009 (71 9fB) 869,141 (ts3n 

2010 (14014) 3 221.972 (2.599 
6mos. 2011 (9,363) 3,196,11:1 (5,087) 

As a federally dn.rtered organization, Fannie Mae JS regulated by the Federal Housing Finance Agency 
("FHFA"). It is also subject to extensive regulation, supervision, or examination by o ther federal agencies, 
including the Department of the Treasury, the Depat:tment of Housing and Urban Development, and the 

Securities and Exchange Commission. 

Following the collapse of rhe national residential real estate market, the Obama administration has 
increasingly relied upon both Fannie Mae and Freddie .'vfac to implement its policy in federal home retention 

1 At June 30,2011, to tal liabilities e.xcecded total a.ssets by $5.087 billion, which resulted in the Federal Housing FU1ance 
Agency's request fu:r an additional $5.1 billion under Treasury's funding comm1tment pursuant to its Senio r Preferred 
Stock Purchase Agreement. 'TI1e Company expects to request an additional $7.8 biUjon for losses incurred in the quartec 
ending September 30, 2011. 
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programs, particularly mortgage loan refmancingunder the Home Mfordable Refinance Progran1 and loan 

moditications, repayment plans, and forbearance under the Home Affordable Modification Program. 

5 

Conservatorship 
On September 6, 2008, the Director of FHFA appointed FHF A as the conservator of Fannie J'v(ae in 
accordance with the Federal I lousing Enterprises Financial Safety and Soundness Act of 1992, as amended by 

the Federal Housing Finance Regulatory Reform Act of 2008 (collectively the "GSE Act"). The 

conservatorship is a statutory process designed to preserve and conserve Fannie Mae's assets and propert)r 
and help rehim the Company to a sound and solvent condition. 

The conservatorship has no specified termination date. There can be no assurance as to when or how the 

conservatorship will be terminated, whether Fannie Mae will continue in its current fom1 following 

conservatorship, or what changes tu its business strucmre will be made during or following the 

conservatorship. Upon its appointment, the conserntor in1mediately succeeded to all rights, t ides, powers, 

and privileges of Fannie Mae, and of any shareholder, officer, or director of Fannie Mae with respect to 

Fannie Mae and its assets, and succeeded to the title to tl1e books, records, and assets of any other legal 
custodian of Fannie M.ae. The conservator has since delegated specified authorities to the Company's Board 

of Directors and has delegated to Fannie iVfac's management the auiliority to conduct the Company's day-to­
day operations. 

The GSE Act authorizes the Director of FHFA to place the Company into receivership directly from the 

conservatorship, w ith FHFA acting as the receiver. The Director ofFHFA must place the Company mto 

recei~rership if the Director determines that the Company's liabilities exceed its assets for sixty days or the 

Company has not been paying its debts as iliey become due for sixty days. 

The Senior Preferred Stock Purchase Agreement 

The day after placing Fannie Mae into conservatorship, on SwKlay September 7, 2008, Treasury and Fannie 

Mae, through its conservator FHF A, entered into the PSP A transaction. In exchange for the Wart-aJ1t and 

Senior Preferred Stock issued by Fannie Mae to Treasury with a liquidation preference of $1 billion, Treasury 

provided a fi11ancing Commitment to the Company with an initial max1mum amount of $100 billion. The 

liquidity commitment was increased to $200 billion by an amendment on 1·1ay 6, 2009 and was increased 

again to an amount that effectively is $200 billion plus the difference of additional deficit amounts incurred 
during the calendar years 2010 through 2012, less any positive GAA.P-based shareholders' equity as of 

December 31, 2012. Under the Commitment, Treasury remits cash to the Comp-any in the mnount (row1ded) 

of any GAAP-based shareholders' deficit ("deficit an1ount'') at the end of any quarterly or a1mual reporting 

period. Payments made by Treasury under the Commitment ('liquidity payments") result in an increase in 
the an1ow1t of the liquidation preference of d1e Senior Preferred Stock. The Warrant grants T reasury ilie 

right to purchase 79.9 percent of the common stock of tl1e Company on a fully diluted basis. The Senior 

Preferred Stock is described in the following section of this report. 

On September 7, 2008, Treasury Secretary Henry Paulson and FHF A Director James Lockhart made a joint 

statement conceming actions taken with respect to Fannie Mae and Freddie Mac (collectively the 
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"governmenr-sponsored entities" or "GSEs").2 1/lr. Paulson made it dear d1at T reasllly had demanded the 
GSEs be placed into conservatorship before it would extend a liquidity commitment to them. .Nlr. Paulson 
described the intent o f the PSPA as follows: 

First, Treasury and FHFA have established Preferred Stock Purchase Agreements, contractual agreements 

between the Treasury and t he conserved entities. Under these agreements [the PSPA, the secured lending 

facility, and the program to purchase GSE MBS), Treasury will ensure that each company maintains a 

positive nei worth. These agreements support market stability by providing additional security and clarity 

to GSE deb1 holders- senior and subordinated- and support mortgage availability by providing additional 

confidence to investors in GSE mortgage backed securities. This commitment will eliminate any mandatory 

triggering of receivership and will ensure that t he conserved entities have t he ability to fulfill their financial 

obligations. It is more efficient than a one-time equity injection, because it will be used only as needed and 

on terms that Treasury has set. With this agreement, Treasury receives senior preferred shares and 

warrants that protect taxpayers. Additionally, under the terms of the agreement, common and preferred 

shareholde rs bear losses ahead of the new 2:0vernment senior preferred shares. 

From the effective date of the P SP A until such time as the Senior Preferred S tock is repaid or redeemed in 
full, unless it has the prior written consent of Treasury: 

• 'J'he Company shall not declar:e or pay any ruvidend or make any other di:stribubon wi.tb n:spect to any of its 

o ther equity issues, o r set aside any money for that purpose. 

6 

• 1l1c Company shall no t sell cguiry inten~sts of any kind, other than the sale and issuance of the Senior Preferred 

Stock rutd Warrant and common stock upon exercise of the Warrant 

• The Company shall not do anyd1ing to tenuiuate d1e co11servatorship, other than in counection wid1 a 

receivership pursuan t to §1367 of d1c Federal Housing Enterprises Financial Safety and Soundness Act of 

1992, as amended.3 

• The \...omp~ny sh~ll not sell, tmnsfer, lease, or otherwise dispose of all o r any portion of irs ~ssets whether now 

owned or subsequently acquired. other d1an certain dispositions for fair value. 

• Tite Company shall no t become liahle for (t) anv indebtedness tl1at would cause its aggregate indebtedness to 

exceed 110 percent of its aggregate indebtedness as ofJlllle 30, 2008 or (u) any indebtedness if sud1 

indebtedness is subordinated to arty o ther indebtedness of the Company. 

• TI1e Company shall not (i) merge into o r consolidate with any other entity, (il) effect a reorganization or 

rccapital.iz;Jtino uwolvi.ng its common stoC:k, o r (iii) purchase. lease or otherwise acquire all or substantially all 

of the assets of another entity. 

• The Company shall no t own mortgage assets in excess of (i) on December 31, 2009, $850 billion, o r (u) on 

December 31 of each year thereafter, 90 percen t of d1e mortgage assets as of December 31 of the immeruately 

pn~ced.iu.~ year; subject tu a fluor of $250 !Jillion in mortgage as~et:;. 

• The Company shall not engage in any transaction with an affiliate unless such transaction is (i) pursuant to the 

PSP_I\, the Se111or Preferred Stock, or the Warrant, (ti) upon terms no Less favorable to the Company than 

would be obtained in an ann's-lengtb t:rallSaction, or (ill) a transaction undertaken in the ordinaty course of 

business or put:liuant to a con tractual obLgation. 

2 A transcript o f Mr. Paulson 's statement m ay be found at http: fi'W"'\IiW. treasun•.gov/press-center/pres~­

releases / Pagfs/hpl 129.aspx. 
'' This act is the authority for the consc.rvatorship. 
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The Company must provide on a timely basis to Treasury aiJ the reports and ftl ings required by the Securities 

and Exchange Commission, certificates of compliance with the PSPA covenants, and certain other notices 

and information. In addition, the Company cannot, without the consent of the Director of FHF A, i:n 

consultation with the Secretary of the Treasury, enter into new compensation arrangements of certain 
executive officers of the Company. 

Draw dov.m against the fund1ng commitment of the PSP A do not result in the issuance of additional shares 

of Smior Preferred Stock; instead, the liquidation preference of the initial one million shares is increased by 

the amount of the draw do·wn. 

Beginning in 2011, under the terms of the amended PSPA, the Company vms required to begin paying a 

quarterly commitment fee to Treasury. However, Treasury may, at its discretion, elect to waive the 

commitment fee for up m a year at a time, ''based on adverse conditions in the United Sates mortgage 

market.'' To date, Treasury has elected to waive all commitment fees, and in our calculation of future 

deficiency amounts, our calculations have included the asswnption that Treasury will continue to waive the 

fee because, as with the case with the di\ridend (as we described in the Fannie Mae Liquidity Commitment 

repon), rl1e payment of the comm itment fee would be ftll1ded by additional purchases of Senior Preferred 

shares. 

On December 24,2009, the maximum Commitment of the PSPA was amended and is currently unlimited 

through December 31, 2012 . .1\t d1at point, d1e maximum actual and future total payments under the 

Commitment will be $200 billion, plus deficiencies incurred during the calendar years 20 lO through 2012, less 
any surplus on December 31, 2012. For putposes of the PSPA, a deficiency exists when totalliabiJities 

exceed total assets on a GAAP basis, and a surplus exists when total assets exceed total liabilities on a G.l\.i\P 

basis. Generally, the Company may request a liquidity payment when it has a deficiency, and the rec1uest 

would be granted in the dollar amount of that deficiency. 

Variable Liquidation Preference Senior Preferred Stock Series 2008-2 

1l1e Certificate of Designation ofTerms of Variable Liquidation Preference Senior Preferred Stock, Series 

2008-2 was signed by d1e Director of FHFA on September 7, 2008. 

The number of shares initially constituting the perpetual Senior Preferred Stock is 1,000,000. Shares of 
Senior Preferred Stock have no par value and have a stated value and initial liquidation preference per share 

equal to $1,000, subject to adjustment as described below. The Senior Preferred Stock ranks prior to 

common stock of the Company and shall rank, as to both dividends and distributions upon dissolution, 

liquidation, or winding up of t11e Company, prior to (i) d1e preferred shares of the Company existent as of 

September 7, 2008, (ii) any other capital stock of the Company outstanding as of September 7, 2008, and (iii) 

any capital stock of the Company that may be issued after September 7, 2008. 

Dividends on the Senior Preferred Stock are cumuhrive, paid in cash, and payable in arrears when declared by 

the Board of Directors quarterly on March 31, jtu1e 30, September 30, and December 31 of each year, 
commencing on December 31,2008. Holders of outstanding shares on the date of declaration as they appear 

on the books and records of the Company receive these dividends ratably. The dividend rate is 10 percent. 

However, if the Company fails to pay the dividend in cash in a timely manner, the dividend rate immediately 
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increases to 12 percent and remains at that rate until the Company has paid in cash d1e full amount of the 
cumulative dividends. To date, Fannie Mae has always paid the dividends in cash and has indicated to us that 
it will continue to pay in cash because of the adverse compounding effect of non-cash dividend payments. 

The liquidation preference of each share shall be the initial amount of $1,000, plus its ratable share of CD any 

liquidity payments pursuant to the commitment of the PSPA, (ii) any cumulative dividends not paid in cash, 
and (iiD any commitment fee related to the commitment of the PSPA. not paid in cash; less its ratable share of 

any pay downs of liquidity preference by the Company 

The Company may make optional or voluntaty pay downs of me liquidity preference, and in cettain 
circumstances, the Company is mandated to make pay downs. Following termination of the Commitment, 
the Company at its discretion may pay down the liquidity preference in \vhole or in part. If the Company 
issues any shares of capital stock in exchange for cash at any time while the Senior Preferred Stock is 
outstanding, then the net proceeds of that stock issuance must be used to pay down the liquidity preference 
of the Stock Both voluntary and mandatory pay downs shall be applied first to any unpaid dividends, then to 

any unpaid commitment fees, if assessed, and lastly to the liquidation preference related to liquidity payments. 
When and if the liquidity preference has been paid in full, the Senior Preferred Stock shall be deemed to be 
redeemed as of me date of such payment, and me shares of the Stock shall no longer be deemed to be 

outstanding, and all rights of the holdel'8 of Senior Preferred Stock shall cease. 

The shares of the Senior Preferred Stock are transferable and have no voting powers, ather general or special. 

TI1e holders of shares of the Senior Preferred Stock have no right to convert such shares into or exchange 
such shares for any other class of stock or obligations of the Company and have no p reemptive right to 
purchase or subscribe for any other shares, rights, options, or oilier securities of the Company which at any 
time may be sold ur offered for sale. 

The Company has the right at any time after September 7, 2008 to authorize, create, and issue one or more 
additional classes or series of stock of ilie Company. Such stock may not rank prior to or on parity with the 
Senior Preferred Stock without d1t: prior written comt:nt of tl1t: holdt:rs of at lt:ast 1\'.'o-thirds uf tht: sh art:s of 
Stock 

Trading Histoty of Fannie Mae Common Stock 

1.0.00 

Fannie Mae Historical Share Prices 
2003- Present 

e!o .LI'!t...d. 
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As noted above, F annie Mae's common shares traded 
on the New York Stock Exchange (ticker: FNI'vi) until 
July 8, 2010, when the shares began trading on the 
OTC Bulletin Board. T he trading prices of Fannie 

Mae's common sh ares from j anuary 2003 through 
March 2011 are presented in the chan. 
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Common share prices tor Fannie Mae have declined 

prtcipitously sine<:: tht:y btgan to rc:cogniu: credit losses 

L__ 

from the h igh-risk loans that were originated from 2005 dtrough mosr of 2008, following the nationwide 
drop in home prices and the increase in unemployment. 

Grant Thornton LJ.P 

GT007260 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 136 of 264



A135

Fair value of Treasury's Holdings of Senior Preferred Stocl< of 
The Federal National Mortgage Association 

9 

More recently, common sh are prices took several additional adverse shocks: the dilution of existing 

shareholders' positions related to the Warrant on September 7, 2008; FHFA's June 16,2010 announcement 

that the GSEs would be delis ted; and the strut of trading through the OTC Bulletin Board on July 8, 2010. 
The chart below highlights trading of the common shares during th is period. 

8.00 
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6.00 

5.00 
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3.00 

2.00 

t.OO lk.. 

Fannie Mae Historical Share Prices 
September ZOOS- September ZOll 
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R ecent Fin an cia l Histocy of F annie Mae 

Hjstorically, Fann1c Mac charged from 10 bps to 80 bps annually on the dollar amount of underlying 

mortgage loans that i[ guaranteed . ~ This fee schedule adequately compensated the Company for its cled.it 
losses and contributed w its profitability until the 

Company had to recognize tl1e etTects from its 

acquisition of loans with higher risk chaetcteristics 

during the c;liendar years 2005 through :2008. 

Compared to earlier loan acquisitions (and post-2008 

a<.:yuisitiom), the 2005 to 2008loans had higher risk 

characteristics across the board, including h igher 

loan-to-value ratios, lower FTCO scores, and a much 

higher level of low documentation and no 

document.'ltion (Alt-A) loans, interest-only loans, 
and negative an1ortization loans. According to the 
2011 Second Quarter CreeL[ Supplemem, 41.2 

percenr of the loans in tl1e portfolio d1e Company 

acquired from 2005 to 2008 have mark-to-market 
LTV ratios that were greater than 100 percent as of 

June 30,2011 . 

Table 2 
Fannie Mae Selected Financial Indicators 

($ In billions} 

AI! porting Equity 
Date (Deftd t)• 

31-Dec-04 38.90 
31- Dec-05 39.30 
31-Dec-06 41.51 
31- Dec-07 44.01 

30-Jun-08 41.23 
31-Dec-08 (15.31) 

31-Dec-09 (72.80) 
31- Dec-10 (80.03) 

30-Jun-11 (89.U) 

Cha11g• in 
Equity 

0.40 

2.21 
2.50 

(2.78) 
(59.32) 

(57.49) 
(7.22) 

(9.09) 

Tre"'"'V 
PSPA 

0.00 
0.00 
0.00 
0.00 
0.00 
59.90 
27.70 

ll.10 

Credit IDs< 

Provlsloo 

0.35 
0.44 

0.59 
4.56 

8.16 
27.95 

72.63 
24.70 

16.39 

Eamlngs 

4.97 

6.35 

4.06 
(2.05) 
(4.49) 

(58. 71) 

(71.97) 
14.01 

(9.36) 

• Exdudes PSPA stock ~urchose recei~ts and PSPA stoc:l< dividend payments 
Sources: Fanflie Mae quarterly and otmuol public filings 

As shown in Table 2, beginning in 2007 tlle Comp any began to recognize pmvisions for credit losses that fu 
exceeded historical loss rates. Between 2003 and 2006, d1e credir loss rat:io increased steadily from 0.9 tO 2.2 

bps as a percentage o f the Company's average mortgage credit book of business. According to the FHFA 
House "Price Tndex, housing prices continued to rise through July 2006 and then beg;:~n a. steady decline unt1l 

4 Bps is an acronym for basis points. One basis point is 0.01 percent, or 1/10,000. 
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);mua1-y 2009, as illustrated in rhe d1art below. By 2007, the combination of home price declines and the rish.·y 
2005 to 2008 loans resulted in higher delinquency rates and increased loss severittes. Consequently, Fannie 
Mae began to recognize unprecedented provisions for credit losses. The credit loss ratio reached 77.4 bps as 

a percentage of the Company's aveL-age mOLtgage credit book in 2010. 

~H~A House Price Index 

21,------------------
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In the m idst ofborne price declines and increasing 
credit loss provisions, nearly all of which related to 
tl1e 2005 to 2008 loans, Frumie Mae was placed into 

conservacorship and entered i.nw, d1rougb. Fffr"'A 
as its conservator, the PSP A. Table 2 illustrates the 
Company's rapid decline from a profitable entity 

witl1 more than $40 billion in shareholders' equity 
into an entity that was losing substantial amounts 
o f money and, absent the in jection o f $99.7 billion 
in capital by T reasury under the PSP A through 
June 30, 2011, would have had total liabilities well 

in excess of total assets. Additional details 

concerning GAAP-based shareholders' equiry (deficit) are presented by quarter-end from March 2007 
tluough Jtme 2011 in Appendix A. 

Valuation Approach 

Accounting guidance 
Under J\5C 820, the fair value of the Senior Preferred Stock is tl1e price that would be received by Treasury 
to sell tl1e Senior Preferred Stock i.n an orderly transaction with market participru1ts at the measurement date. 

In valuing the Senior Preferred Stock, we have considered the naLu~:e of this equity instrument, including its 
liquidation preference relative to debt and other equity, d1e price in a hypod1etical transaction, the principal 
market, and the perspective of potential market participants. 

As fu.rtl1er explained below, we have estimated the value of the Stock in accordance witl1 a hypothetical 

trru1Saction, set ou t in ASC 820 as foUows: 

The tr/IJ1Saction to sell ilie asset ... is a hypothetical transaction at the measurement date, 
considered from the perspective of a market participant that holds tl1e asset .. . 

ASC 820 10 20 defmes market participants as buyers and sellers in the principal (or most 
advantageous) market for the asset or liability who possess all of the following characteristics: 

• Independent of the reporting entities (that is, they are not related parties) 

• Knowledgeable, having a reasonable understanding about the asset o r liability and the 

Lra.nsacl:ion based on all available infommlion, including infonnation that might be obtained 

through due diligence efforts that are usual and cusroma.ry 

• Able to trru1sact for the asset o r liability 

• W tlling to tram act for the a~set or liahilities (that is, they are moti1•ated hut not forced or 

otherwise compelled to do so) 
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ASC 820-10-35-9 fimher smtes d1at 

The fair value of ilie asset or liability shall be determined based on the assumptions that 

market participants would use in pricing the asset or liability. Iu developing those 
assumptions, me reporting entity need not identify specific market participants. Ramer, d1e 

reporting entity should idemify characteristics that distinguish market participants generally, 
considering factors specific to all of the following: 

a. TI1e asset or liability 

b. The principal (or most advantageous) market for ilie asset or liability 

c . Market participants with whom the reporting entity would transact in iliat 

market. 

11 

It i~ not likely that Fannie .Mae would repurchase the Senior Preferred Stock. I Iowever, the stock may he 

offered to dlird parties because (i) d1e Stock is transferable and (ii) me Company is obligated by the tenus of 

the certificate of designation of the stock to keep a record of current holders. In addition, each stock has its 

ratable share of the total liquidation preference, '>vhich facilitates the sale of me Stock to multiple market 

participants. 

Market and regulatory environment of the GSEs 
ln Febnmry of this year, Treasury and the Department of Housing and Urban Development jointly issued a 

report to Congress entitled Riformlng America's Housing Finance Market. In dlis report, to which we will refer 

hereinafter as the "white paper," the following paragraph was contained in the intcod.uction: 

The Administration will work with the Federal Housing Finance Agency ("FHFA") to develop a plan to responsibly 

reduce the role of the Federal National Mortgage Association ("Fannie Mae") and the Federal Home Loan Mortgage 

Corporation ("Freddie Mac") in the mortgage market and, ultimately, wind down both institutions. We recommend 

FHFA employ a number of policy levers- including increased guarantee fee pricing, increased down payment 

requirements, and other measures - to bring private capital back into the mortgage market and reduce taxpayer risk. 

As the market improves and Fannie Mae and Freddie Mac are wound down, it should be dear that the government is 

commit ted to ensuring that Fannie Mae and Freddie Mac have sufficient capital to perform under any guarantees 

. issued now or in the future and the ability to meet any of their debt obligations. We believe that under our current 

Preferred Stock Purchase Agreements (PSPAs), there is sufficient funding to ensure t he orderly and deliberate wind 

down of Fannie Mae and Freddie Mac, as described in our plan. 5 

Jn a conference call with reporters on the day me white paper was released, Treasury Secretary Geithnec 

commented t11at the transition to a new housing fmance system would likely take five to seven years.~ 
The white paper listed a number of policy goals that the Administration would seek to achieve mrough 

refonn of me housing finance system, including: 

• Winding down Fannie Mae and Freddie Nillc on a re~pomible timeline hy 
o Increasing guarantee fees to bri11g in more private capital 

5 "Reformillg Ame.t::ica's Housing F'tllance l\1arket: A Report to Congress," U.S. Department of the Treasury and the 
U.S. Department of Housing and Urb:m Development, February 2011, pg. 2. 
6 Woellert, Lorraine and Rebecca Christie, "Treasury Report Calls for \Xlindillg Down Fannie, Freddie," Bloomberg 
Businmweek, February 11, 2011. 

Grant Thornton LLP 

GT007263 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 139 of 264



A138

Fair value ofTreasu ry's Holdings of Senior Preferred Stock of 
The Fed era 1 National Mortgage Association 

o Increasing private capital ahead of Fannie Mae and Freddie :tvfac guarantees 

o Reducing conforming loan limits 

o \Vmding down the uwestment portfolios of Fannie Mae and Freddie Mac 

• Returning FH_I\ to its traditional role as targeted lender of affordable mortgages 
• Ensuring FHLB support for small- and medium-sized fmancial institutions 

• Improving coot-dination among existing govemmental housing finance programs 7 

The white paper expressed a commitment to preserving the position of the holders of debt issued by the 

GSEs, but it was virtually silent on the subject of preserving d1e value of the senior preferred stock 

More recently, Acting Director E dward DeMarco of FHF A addressed the American :Mor.tgage Conference 

on the future of the consen ratorship. 8 In his address, he stated: 

12 

It ought to be clear to everyone at this point, given the Enterprises' losses since being placed into conservatorship and 

the terms of the Treasury's f inancial support agreements, t hat the Enterprises w ill not be able to earn their way back 

to a condition that allows them to emerge from conservatorship. In any event, the model on which they were built is 

broken beyond repair. Conservatorship allows the Enterprises to continue serving their public purpose while 

lawmakers determine the ultimate resolution of the conservatorships and t he future legal structure for housing 

f inance. 

Yet, after three years, there still is no clear direction as to what legal and institutional structures w ill replace t he 

Enterprises and their central position In the housing finance mari<et. (pp. S-6) 

He announced a nu mbec of initiatives that FHF A had. take..n to improve tbe functioning of the housin g 

fmance system while at the same rime working to reduce the risks that exist beyond d1e normal business risks 

associated with guaranteeing new mortgages. 

One way to mitigate th is risk is for the Enterprises' market presence to shrink, not only the size of their retained 

portfolio, which we are doing, but also the size of their credit guarantee book .... 

... [A) logical next step in conservatorship is to continue down the path already started of gradually increasing 

guarantee fee pricing to better reflect that which would be anticipated in a private, competitive market. Two words 

of caution are required. First, there is substantial effort long underway to bring stability to housing and housing 

finance, so such Increases should not undermine those efforts. Second, we can model and make educated guesses 

about the price a purely competitive, private market would charge for a given set of mortgage credit characteristics 

presented by any given borrower, but we can't know this with certainty. For these reasons, it is my view that a series 

of periodic, gradual price increases makes more sense than one or two large price adjustments. ( pp. 7-8) 

Estimated value of the Senior Preferred Stock 

We estimated the value of the Senior Preferred Stock using a discounted cash flow analysis. A discounted 
cash flow analysis requires a forecast of future periodic net cash flows over the discounted cash flow analysis 

7 \i/hite p aper, pp. 12-1.5 
• 'The Conservators hips of Fannie Mae and Freddie Mac: Current and Future Operations," E<lward]. DeMarco, 
Acting Director, Federal Housing Finance Agency speech before the American Mortgage Conference, Raleigh, North 
Carolina, September 19, 2011. 
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horizon, a discount rate from which present value factors are calculated, and, frequently, a capitalization rate 

to determine residual value at the end of the discounted cash flow analysis horizon9 

Cash flows 
In our calculation of Fannie Mae's liquidity commitment, we analyzed and extended the forecasted cash flows 

for 2011 to 2015 that Fannie Mae provided to FIIFA in September, based on input we received from Fannie 

Mae's forecasting team along wid1 additional, more granular financial data for supporting me figures 
comprising economic net interest margin and credit losses. The Company forecasts its performance and 
anticipated need for financial assistance under three scenarios based on Moody's house price paths -a base 

case, an optimistic or "stronger near-teem recovery" case, and a stress or "deeper second recession" case. 

1\-foody's describes the optimistic scenario as being consistent with "a 10 percent probability that the economy 

will perform better than this scenario_ .. and a 90 percent probability that it will perform worse." Similarly, the 

stress scenario is consistent with "a 90 percent probability th at the economy will petform better._ . and a 10 
percent probability that it will perfonn worse." 10 Because the base case is by definition the most likel-y 

outcome, we have used d1ose forecasts as the foundation for our valuation of the Senior Preferred Stock. We 
are not aware of anything that would indicate that the Moody's house price forecasts have changed since the 

time of their release in a manner that would have a material impact on the forecasts. 

Building on the forecasted cash flows provided by Fannie lVfae's forecasting team, we extended the cash flows 
from September 30, 2015 through Treasury's second quru.ter of 2026 (March 31, 2026), when we estimate the 

maximum lictuidity corrunitment to the Company will become entirely depleted. We assumed the final 

d ividend payment will be made three months later (i.e., on June 30, 2026) and that one year after, or June 30, 
2027, a recovery will be realized on the buyers' liquidation preference. 

A complicating issue for the Senior Preferred Stock is the interaction between li<-tuidity payment:; and the 

ongoing liquidity p reference of the Stock and the amount of dividends associated with that liquidity 

preference. We have assume.d that the potent ial buyer would acquire the dividend stream related to tl1e 
balance of the liquidity preference as it existed on the measurement date. Based on discussions with 

representatives within Treasury's Office of Domestic fn1ru1ce, we further asswned that Treasury would agree 

not to charge a commitment fee to the Company in orde.r to increase the runount it receives for converting 

the dividend receipt strerun to current cash. 

We have attached as Exhibit 1 an excerpt from the Liquidity Commitment memo illustrating the expected 

cash flows, inclucung net comprehensive income, changes in the Senior Preferred shares, Senior Preferred 

dividend payments, and shareholders' deficit. The Company will eventually be forced into receivership, with 

FHFA acting as the receiver, once the liquidity commitment becomes exhausted and the Company is no 
longer able to generate sufficient cash to pay the Senior Preferred dividend. The D irector of ffif' A must 

place the Company into receivership if the Director determines that the Company's liabilities exceed :its assets 

for sixty days or the Company has not been paying its debts as they become due for sixty days. 

9 In a horizon analysis, the timeframe of the discounted cash flows is for a period of time that ends on a date (the 
horizon) that differs from the investment's contracmal maturity. 
10 Pmjectiotts of the Enterp!ises' Fimnrciai Performance, released by the Federal Housing Finance Agency, October 2010, pg. 6. 

Grant Thornton LLP 

GT007265 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 141 of 264



A140

Fair value of Treasury's Holdings of Senior Preferred Stocl< of 
The Federal National Mortgage Association 

14 

The liquidation preference o f the Sen ior Preferred Srock was $104.8 billion as of September 30, 2011. In the 
contemplated hypothetical transaction, we assumed the buyers would acquire the dividend stream associated 
with $104.8 billion of liquidation preference LU1til the time when the Company no lo nger would be able to pay 

the dividends on the Senior Prefe~:red Stock because d1e Company will have exh austed its liquidity 
commitment fw1Cling. I t is reasonable to expect that Fannie Mac will contin ue its existing policy of paying 

dividends in cash because the maxin1wn amow1t of d1e Commitment otherwise would be reached at an 
earlier date. 

Discount Rate 
Fwm tl1e measurement date through December 31,2012, T reasury has no limit on its Commitmen t to the 

Company. Effectively, d1e Company's dividend obligation is guaranteed by the U.S. government during this 
period, and we used the T reasury rate as the discount rate for this period. 

From December 31, 2012 through 
September 30, 2018, we assume the buyer 

would conclude that the forecasted 
remaining liquidity conunitment at 
Decem ber 31, 2012 of$128 billion11 would 
rnitig<tte risk during tll.is period of time. 

Fo recasted net interest income gradually 
shrin ks as the Company's mortgage assets 
portfolio decreases in fulfillment of d1e 
terms of the PSP A, and the Company's net 
income remains flat From 2019 forward, 
earning.; are in<.:reasingly overwhelmed by 
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dividen d paymen ts as 1he Company is forced to draw on the liquidity cornmitme.nt to fund the Senior 
"Preferred dividen d payments. The chart above illustrates forecasted income and dividends until the 
exhaustion of the liquidity commitment. 

D uring the time from 2013 to September 2018, though the Company is not in in1minent danger o f depleting 

its remaining liquidity corrunitmen t, it nonetheless faces a high degree of uncertainty surrotuld ing the tin1ing 
and circumstances of its exit from consecvatorship. To reflect th is risk, we used a discount rate of7.755 
percent, which is consistent with the average yield on financial serv1ce sector preferred shares based on the 
~anl< of America Merrill Lynch U.S. Preferred Stock F1xed Rate Index at the valuation date. (See Exh ibit 2 
for a calculation o f me discount rate and the underlying data.) 

M tec September 30, 2018, we used a discount rate of 14.568 percent to reflect the higher degree of 
uncenaimy o f forecasted eamings, d1e increased likelihood o f exh austing the Treasury maximlUn liquidity 
commitment, and the vulnerability o f the Company to highly uncertain political and economic conditions. 
To determme the discotmt rate, we summan zed data from the Bank of J\mecica Mernll Lynch U.S. High 
Yield CCC and Lower Rated Index, adjusting for tenor and the preferred tax benefit. Exhibit 3 contains the 

1 1 $264.5 billion total liquidity commitment less $136.5 billion o f cumulative drawdown s at 12.31.2012 
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calculation of the <liscoW1r rate and our adjustment for tenor. TI1e tmderlying dara. are provided in Appendix 
B. 

We reviewed ma.rket instruments for corporate issuers that were highly con:elated to d1e perfonnance of the 
residential mor tgage market as a means o f comparison for the long- tem1 risk of Fannie Mae's performance 

on the Senior Preferred shares. We no ted that the mottgage guarantee companies, Mortgage G uaL<Ulty 

Insm<U1ce Company and Radian Group, had credit default swap contracts quo ted at anJ1ual spreads of 1825 

bps and 24 75 bps, respectively. 

In addition, we no ted Bank of America's issuance of $5 billion of series T 6 percent preferred shares in 

August 2011. Based on the terms of the transaction, we calculated an implied dividend yield of approximately 

18.69 p ercent.12 The rates on these instruments are not inconsistent with the long-tetm yield we used in our 

cash flow model. 

Reco vr:cy Value 

At the end of the cash flow horizon, we have included a recovery of part of d1e buyers' liquidation 

preference. \Y/e estimate d1e recovery at approximately $13.7 billion, or 13.1 percent of the amount of 

liquid ity preference sold to the buyer. This value may be realized through rustributions made by a receiver or 

by d1e buyers selling their interest in allocable cesidual cash flows after d1e ten percent ruvidend o f Lhe senior 
preferred stock has been renegotiated o r set aside by d1e receiver. For d1e period of time from 1982 through 

2008, Moody's estimated recovery rates of 11.7 percent in 2008 and l3.1 percent for non-tLUst preferred 

stocks, as measured by post-default p t1ces. t3 Our 13.1 percent recovety rate estimate is consistent with 

Moody's estimates. 

We estimated recovery based on our projection of the Company's forecasted annual cash flow at the time of 

d1e ~xpe<.:ted Jefault usi11g a 14.568 percent yield requirement, described in the Disroutzz Rote section 0f cllis 
report, for d isposition of cl1is residual interest and the am owlt of total Senior Preferred liquidation preference 

at the time of default. Assuming 
annual cash flow of $7.8 billion, 

which approximates the ant1Ual 

income Fannie .Mae is expected to 

earn at the time of its exit from 

consetvatorship, we estimate a 13J 
pe rcent recovery as shown in the 
table to the rightl4 

Valuation 
With input from the Company's 

fo recasting team, we e.x~:ended r.he 
cash flows for the amount of 

Uquidation Preference Recovery 

($ In millions) 

Ongoing pret ax income A 
Income taxes B=A • tax rate 

Ongoi ng net i ncome C=A-B 

Required yi eld 0 

Value of t he senior preferred shares E=C/ D 
Uquidation preference F 

Recovery r<lte G=E/F 

Liquidation preference sold to buyer H 

Recovery of buyer's liquidation preference J=G*H 

7,ro<l 
2 730 

5,070 

14.56&% 

34,802 

265,SOO 

13.108% 

104,800 

13,737 

12 The calculation assumes $700 million i.n 10-year wan:ant:l with a $7.14 strike p.cice \ralued at ~.85 pe r share. 
13 "Corporate Default and Recovery Rates, 1920 - 2.008," Rxhibit 5, Moody's Investors Service, February 2009. In its 
February 2011 version o f this annual default study, Moody's did not provide any information for preferred stocks. 
14 ln our projections, we assumed that income taxes prior to default will e offset by tax loss can-y-forwards and that the 
Company will accrue and pal' income taxes after dcfitult. 
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d ividends associated with the Senior Preferred Shares at the measurement date until the liquidity commitment 

is exhausted, which occurs in 2026, according to our calculations described in the Liguidity Commitment 

memo. As sumJmtrized in Ex.h1bit 4, we estimate that buyers would receive $168 billion in dividends and 

$13.7 billion in residual value or recovery. We discounted these projected cash flows to present values using 
the three discount rates representing three separate periods of risk, as described above in the Discrumt Rate 

section, The resul t of our valuation is $77,909,000,000. 

We also performed an analysis of the Company's projected cash flows assuming that the dividend preference 
were eliminated and di,ridends on the PSP A were reduced to levels equal to expected future earnings. 

Because of the much higher level of uncertainty associated with dividends in such a scenar.io, we used a risky 

rate, commensurate with retums of common stock, for the entire time horizon, The discounted value under 

this second scenario provides a value of about $53 billion, without consideration for the payment of federal 

income ta..-'l:es. However, because there have been no changes to d1e terms of the PSPA that would eliminate 

the d ividend preference, nor have there been any tormal policies that would make such an outcome likely, we 

have not placed any weight on this calculation. 

Other issues considered 
Contrrl f?remium • 
The holders of the Senior Prefened Stock have no voting powers and cruu1ot control the company. L1 

addition, no contml premium exists Lmless there is a benefit of control. It is widely accepted that the 

following are among the prerogatives of control 0\vnership: 

• setting poLcy and changing dte course of business; 

• acquiring or liquidating assets; 

• :making acquisitions, liquidating, dissolviug, selling out, or recapitalizuJg the company; 

• selling or acquiring tseasucy shares; 

• registering the company?s s tock for a public offering; 

• declaring and paying dividends, changing the articles of incorporation or bylaws.15 

These prerogatives of con trol ownership would not inure to a buyer of the Senior Preferred Stock. FHF A, 
acting as conservator, retains most of the usual control powers. In addition, the Company operates under a 

federal chatter, which includes certain missions that are incompatible V.1itb conventional for-profit objectives, 

and the terms of the PSPA include nwnerous prohibitions that usurp many control prerogatives. 

The Company is under conservatorship, with fHI' A acting as conservator. The conservatorship has no 

specified tem1ination date. 1l1ere can be no assurance as to when or how the conservatorship will be 

terminated, \vhcdtcr the Company will continue in its current fom1 following consctvatorship, or what 

changes to its business structure will be made during or following the consecvatorship. The rights of the 

shareholders are suspended during the conservatorship, and the conservator may take any actions it 

determines are necessary and appropriate to carry on d1e Company's business and preserve and conserve its 

assets and property. '!he conservator's powers include the ability to transfer or sell its assets or liabilities, 

generally wid1out any approval, assignment of rights, or consent of any party 

15 For example, sec Pratt, Shannon P., The MarketApprum:h to Va!ui1~ Bmimsses,John \\l'ilcy & Sons, 2001, pp. 137-138. 
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There is no assurance that the Company wi!J be able to repay Treasury's liquidity payments or othernrise 
terminate the PSP A or retire the Senior Preferred shares. Treasury's Senior Preferred shares have a 
liquidation preference to the common and preferred shaceholde.rs. As noted above in the Senior Prejemd .StlJck 
Purchase Agreement section, the PSPA contains covenants that significantly restrict the Company's business 
activities and require the prior written consent of Treasury before it can take certain actions. 

In te.ons of adding value through the ability to change or control the Company's operations, no control 

premium is supportable based on the factors d1scussed above, and accordingly, we did not assign a control 
premium to the Treasury's holdings of the Senior Preferred shares. 

Dilution 
The Senior Preferred Stock has a priority both as to divide.nd and distributions over all other classes of equity. 
In addition, the covenants of the PSPA prevent any unauthorized action that would disfavor the Stock, 
including limits on indebtedness, prohibition of asset sales, prohibition of the issuance of equity interests 

(except d10se related to d1e PSPA), and prohibition of mergers and acquisitions. The current Senior 
Preferred shares will be diluted by fiJture advances, and our methodology captures this dilution in the way we 
quantify the fmal recovery at the time the Company exhausts the liquidity commitment. 

T'FiT''.A. !wHTrits aruim·t l.cadinrf&u:mtial institlltions 

In late July and early September, FHF A filed lawsuits against 18 financial institutions, certain of their officers, 
and various w1affi.liated lead underwriters, alleging violations of federal securities laws and common law in the 
sale of residential private-label mortgage-backed securities to the GSEs. Collectively these lawsuits seek 
billions of dollars in damages on behalf o f the GSEs, but as of tl1e measurement date, there was insufficient 
certainty as to the outcome of the lawsuits, and we did not consider the impact of any potential settlements 
on behalf of Fannie Mae in our valuation of the Senior Preferred shares. 

Federal i1rrome tqxe.r 
We have assumed that the Company will not pay federal income taxes, and the Company is exempt f.-om 
state and local taxes. Because of the Company's improved earnings forecasts, we considered including within 

our valuation a reduction of earnings by the estimated income taxes the Company might be required to pay 
after t:a.xloss carry-forwards were exhausted. We did not perform a detailed review of d1e Company's current 

income tax position, but we beheve it would be very wtlikely that <my federal income raxes wouJd be paid 
prior to 2017. TI1e payment of raxes would affect the payment of dividends by shortening d1e number of 
years that dividends could be paid before the liquidity commitment is depleted because the Company would 
draw lilluidity payments to pay both dividends and federal taxes. Our sensitivity testing demonstrated that 
the effect on the valuation of the Senior Preferred shares was minimaJ because of the very low value of cash 

flows at the end of the time horizon, and because of the high degree of unce1tainty surrounding the future 
status of the Company, we did not include calculations of federal income taxes in our valuation. 

Valuation OuaHficatiops 

E. Bradley Wilson, Managing Partner of Audit- Global Public Sector, Grant Thornton LLP 

l'vfr. Wilson is the :Managing Partner of Audit in Grant Thornton's Global Public Sector, with over thirty years 
of experience in the audit and evaJuation of federal government and commercial entities' financial statements, 
internal controls, accounting, financial management systems, and operations. This includes evaJuating 
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business processes, procedures, and systems for effectiveness of intemal controls and compliance with laws 

and regulations. He has extensive experience in financial management with respect to reporting, accounting, 

budgeting, and disbursing. 

Mr. Wilson was elected to the Grant Thornton U.S. partnership board for two terms, where his 

responsibilities included providing governance and direction to the Firm. For 1:\h'O yeat-s he served as the 

Chi.ef Administrative Officer of Grant Thornton, following a number of years of serving as the top technical 

partner in the Minneapolis office of Grant Thornton. 

M_r. Wilson was awarded a B.S. degree &om Brigham Young Univers.ity and an M.BA. degree from Harvard 

University. 

Justin Burchett, Ph.D., Senior Manager, Grant T hornton LLP 
Justin has over ten years of experience in the financial services industry. He is responsible for d1e analysis 

and valuation of a variety of fmancial instrtm1ents for clients in the financial services indus tty, including hedge 

funds, banks, private equity firms, real estate investment t rusts, and specialty ftnance companies. 

Prior to joining Grant Thomton, Justin was a Managing Director and founding partner at Structured Credit 
Holdings, where he was responsible for business development and asset origination of structured fmance 

securities and fixed income derivatives. Prior to his work at Strucmred Credit, he was a Vice-president at 

Radian Group in the Global Structured Products department where he stmctured, originated, and valued a 

variety of credit 111struments, including collateralized debt obligations, credit derivatives, asset-backed 

securities, and mortgage-backed securities. Justin was also an Associate at Hanover Capital Mortgage 

Holdings, a residential mortgage Real Estate Investment Trust. While at Hanover, Mr. Burchett modeled and 

analyzed non-Agency residential mortgage-backed securities. 

Justin was awarded a B.A. degree from Pomona College and an M.A. degree and Ph .D. from Stanford 
University. 

Anne Eberhardt, Senior Manager, Grant Thornton LLP 
j\nne has been the manager of Grant Thornton's valuation services to Treasury since the inception of d1e 

PSP A. She has confmned valuations of prefened stock ·,md warrants issued pursuant toT ARP for Grant 

Thornton's audit clients nationwide. She also assists with complex valuations, credit models, and valuation of 
distressed loan assets. 

Anne has extens1ve experience with the GSEs, having performed a year-long specialized assessment of all 

single-family Joan programs for one of the GSEs, reviewing its contt·acts with primary loan originators, Joan 

service providers, and ttUsts. In addition, she developed and maintained d1e information-tracking system to 

manage the assets of four failed fmancial institutions in the Firm's capacity as the receiver/liquidator. She 
also has experience with evaluating limited partnerships organized under the Low Income Housing Tax 

Credit program to detem1ine the FlN 46 consolidation requirements of dle sponsoring entity. 

hme was awarded a B.S. degree and an M.B.A. degree from Brigham Yow1g University. 
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Appraiser Certification 

We certifY that, to the best of o ur knowledge and belief: 

• The statements of fact contained in this detailed appraisal repo1t are true and correct. 
• The reported analyses, opinions, and conclusions are limited only by the assumptions and limiting 

conditions reported herein, and represent our personal, impartial, independent, unbiased, objective 

pr:ofessional analyses, opinions, and conclusions. 

• We have n o pcesent or prospective financial or other interest in the business oc property that is the 
subject of this report, and we have no personal fmancial or other interest with respect to the 
business, property or parties involved. 

• \YJe have no bias with respect to the business or property that is the subject of this report or to the 
parties involved with dus assignment. 

19 

• Our engagement in this assignment wa$ not contingent upon developing or reporting predetermined 
results. 

• Our compensation for completing this assignment is fee-based and is not contingent upon the 

development or reporting of a predetermined value or direction in value that favors the cause of d1e 
client, the outcome of this vmuation, the amount of the value opinion, the attainment of a stipulated 
result, or the occurrence of a subsequent event directly related to tl'le intended use of dJis appraisal 

• The economic and industry data included in the valuation rep01t have been obtained from various 
printed or electronic reference sources that the valuation analyst believes to be reliable. The valuation 
analyst has nm perfonned any corroborating procedures to substantiate that data. 

• Ow: analyses, opinions, conclusions and this comprehensive appraisal report were developed in 

conformity with the 2008 American Institute of Certified Public Accountants S tatemettt of Standards for 
Valuatirm Senices No. 1 and the 2010-2011 Uniform Standards ofProfesstonal Appraisal Practice. 

• The parties for which the information and use of the valuation report is restricted are identified; the 

valuation report is not intended to be and should not be used by anyone other than such parties. 
• The valuation analyst has no obligation to update the repott or the opinion of value tor info tmation 

d1at comes to hisiher attention after d1e date of the report. 
• This report and analysis were prepared under the direction of Brad Wilson, Parmer, with significant 

profession~ :tssistance from David Dufendach, Pru'mer,Justin Burchett, Senior Manager, and Anne 

Eberhardt, Senior Manager. 
• No one other than the staff of Grant Thornton LLP provided any professional assistance to the 

individua.l(s) sigpirtg this report. 

E. Bradley Wilson, CPA 
Managing Partner of Audit - Global Public Sector 
Grant Thornton LLP 
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The primary assumptions and limiting conditions pertaining to the value estimate conclusion(s) stated in this 

detailed apprajsal :report (report) are summaozed below. Other asswnptions are cited elsewhere in tlus report. 

1 The conclusion of value arrived at herein pettains only to the subject financial instrumen t, the stated 

value standard (fair value), as of the stated valuation date, and only for d1e st'...tted valuation 
purpose(s). 

2 Financial statements and other related information provided by the Compa11y or its representatives, 

in the cour.se of this engagement, have been accepted without any veriftcation as fully and correctly 

reflecting the enterprise's business conditions and operating results for the respective periods, except 
as specifically noted herein. Grant Thomton has not audited, reviewed, or compiled the financial 

in fom1ation provided to us and, accordingly, we express no audit opinion or ar1y other form of 
assurance on d1is information. 

3 Public intormation and industry and statistical information have bee11 obtained from sources we 
believe to be reliable. However, we make no representation as to the accuracy or completeness of 
such information and have performed no procedures to corrob:>rate the information. 

4 If prospective fmancial information approved by the Company's management has been used in our 
work, we have not examined or compiled the prospective financial information and therefore, do not 

e.xpress an audit opinion or any o ther foan of assur:1nce on the prospective financial i.nformation or 
the related assumptions. Events and circumstances frequently do not occur as expected; 

achievement of the forecasr results is dependent on actions, plans, and assumptions of management. 

5 The conclusion of value arrived at herein is based on the asswnption that the current level of 
managern.ent expertise and effectiveness would continue to be majntained and that the character and 

integrity of the enterprise througl1 any sale, reorganization, exchange, or diminution of d1e owners' 
participation would not be materially or significantly changed. 

6 This report and the conclusion of value at:rived at herein are for the exclusive use of our client for 

the sole and specific purposes as noted herein. The Treasury Department may present to parties 

directly involved in the audit of its financial statements, subject to confldenriility. Our work and dtis 

report may not be used for any od1er purpose or by any other party for any purpose wirhout our 
prior written consent. 

7 Grant Thornton LLP will not provide consent to be a named expert in any fili11gs, mcluding, '"-ithout 

limitation, any fdings with ilie U.S. Securities and Exchange Commission under the Securities Act of 
1933 or the Securities Exchange Act of 1934, as amended. 

8 The report and conclusion of value are not nltended by the author and should not be construed by 
the reader to be investment advice in any manner whatsoever. The conclusion of value represents 

the considered opinion of Grant Thornton, based on info1mation fumished to them by the 

Company and other sources. 

9 The asset that is the subject of t11is value estimate is unique both as w its nature and size and is 

without any known regular arm's l«mgth market; accordingly, there is considerable \mcertainty both as 
to how it would be disposed of and the value at which it could be sold. 
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10 Neither all nor a.ny part of the contents of this report (especially the conclusion of \7alue, the identity 

of any valuation specialist(s), or the fu:m with which such valuation specialists are connected or any 

reference to any of their professional designations) should be disseminated to the public through 

ad\rertising media, public relations, news media, sales media, mail, direct transmittal, or any other 
means of communication, including but not limited to the Securities and Exchange Commission or 

other governmental agency or regulatory body, without the prior written consent and approval of 

Gran t Thornton. 

11 Future services regarding the subject matter of this repon, including, but not limited to testimony or 

attendance in court, shall not be requi1·ed of Gr:antThomton unless previous arrangements have 

been made in writing. 

12 Grant Thornton is not an environmental consultant or auditor, and it takes no responsibility for any 

actual or potential environmental liabilities. Any person entitled to rely on this report, wishing to 

know whether such liabilities exist, or the scope and their effect on the value of the property. is 

encouraged to obtain a professional environmental assessment. Grant Thornton does not conduct 

or provide environmental assessments and has not performed one tor the subject property. 

13 G rant Thornton has not determined u1dependently whether the Company is subject to any present 

or future "liability relating to environmental matters (including, but not limited to 

CERCLA/Superfund liability) or the scope of any such liabihties. Gn111t TI1omton's valuation takes 

no such liabilities into account, except as they have been reported to Grant Thornton by the 

Company or hy an environmental consultant working for the C:ompany, and then only tD the extent 

that the liability was reported to us in an actual or estin1ated dollar amollllt. Such matters, if any, are 

noted in the report. To the extent such infom1ation has been reported to us, Grant Thornton has 

relied on jt \vithout verification and offers no warranty or representation as to its accuracy or 
completeness. 

14 Grant Thornton has not made a specific compliance survey or analysis of the subject property to 

determine whether it is subject to, or in compliance with, the /\.merican D isabilities Act of 1990, and 

this valuation does not consider the effect, if any, of noncompliance. 

15 No change of any item in this appraisal report shall be made by anyone other than Grant TI10mton, 

and we sball have no responsibility for any sud1 unauthorized change. 

16 Unless othenvise stated, no effort has been made to determine the possible effect, if any, on the 
subject business due to future Federal, state, or local legislation, including any environmental or 

ecological matters or interpretations thereof. 

17 We have conducted interviews with the current management of the Company concerning the past, 

present, and prospective operating results of d1e company. 

18 Except as noted, we have relied on the representations of the owners, management, and other third 

parties concerning the value and useful condition of all equipment, real estate, investments u~ed in 

the business, and any other assets or liabilities, except as specifically stated to the contrary in this 

report. We have not attempted to confirm whether or not all assets of the business are tree and clear 

ofliens aod encumbrances or that the entity has good title to all assets. 

Grant Thornton LLP 

GT007273 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 149 of 264



A148

Fair value ofTreasu ry's Holdings of Senior Preferred Stock of 
The Fed era 1 National Mortgage Association 

22 

19 UnJess otherwise stated in the appraisal, the valuation has not considered or incorporated the 

potential economic gain or loss resulting from contingent assets, liabilities or events existing -as of the 

valuation date. 

20 We have no responsibility or obligation to update this report for events or circumstances occurring 
subsequent to the date of thi.s report. 

21 Unless stated otherwise in this report, we express no opinion as to: 1) the tax consequences of any 

transaction which may result, 2) the effect of the ta:"< consequences of any net value received or to be 

received as a result of a transaction, and 3) the possible impact on the m;trket value resulting from 

any need to effect a transaction to pay taxes. 

22 Our work was performed and this report is in compliance with the reporting standards under the 

AICP A's Statement rf Standards for Valttatiott Senices No. 1. 

Grant Thornton LLP 
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Exhibits 
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Exhibit 1 
Estimated Cash f~~o~Js- Fannie Mae 
Fisal Voars End inc Sopt•nbor 30, 2011 to 2026 

($In mlllloml 

Economic net in teres': margin 
Fee •nd other income 
OTT! 
Income (los'S} from pannershlos 
Prcwlslon for credit losses 
Administrative expense:s 
Otht!r non--lnteu!st e.xpenses 
Ne< oomprellensl'le income ~=I 

Beginning snoreholdm' equity (deflcltl 
Comprehensive Income (iossl 
Olan1e in senior preferred 
S.nlor preferre< dividends 
Ending shareholden' equity (deficit) 

D-awdowns at 9 .30.2010 
Senior pr~ferred cumi.Jtltlve dr&wdovvns 

.Amended commitment llm1t 

2011 2012 
14,318.5 16,061.2 

%2.3 590.1 
(158.31 (20.0) 

2013 
17,854.6 

736.7 

2014 
16,680.8 

776.9 

2015 
15.473.4 

802.5 

2016 
14,074.5 

841.0 

2017 
13,535.1 

881.4 

2018 

13,059.5 
923.7 

2019 
12.936.9 

968.0 

2020 
13,576.9 

1.014.5 

2021 
13,444.5 
1,063.2 

2022 
13,159.7 
1.114.2 

2023 
13,088.0 

l.lG7.7 

2024 
13,077.7 

1223.7 

2025 
13,090.7 
1.282.5 

2026 
12,996.7 
1344.0 

(37.9) 2~.5 19.9 (0.5) 231.0 231.0 231.0 231.0 231.0 231.0 231.0 231.0 231.0 231.0 231.0 231.0 
(28,769.1) (l.6,29S.2) (10,124.6) (1,654.5) (516.1) (3,576.2) (3,575.0) (3,575.0) (3,575.0) (3,575.0) (3,575.0) (3,575.0) (3,575.0) (3.575.0) (3,575.0) (3,575.0) 
(2.459.01 (2,545.9) (2,152.1) (1,879.9) (1.749.8) 11.7~.8) (1,820.5) (1,856.9) (1,894.1) (1,931.9) (1,970.6) (2.010.0) (4050.2) (2,091.2) (2.133.0) (2.175.7) 
(1.00<.8) (I,OOU) (909.4) (839,6) (712.4) (726.V (741.2) (756.0) (771.2) (786.6) (802.3) (818.4) (834.7) [851.4) (868.5) (885.8) 

(17,146.2) [13,090.4) 5,427.1 13,033.2 13,528.5 9,058.8 8,510.7 8,036.2 7,895.5 8,528.8 8,390.8 8,101.5 8.026.7 8.Ql4.8 8,027.7 7,935.2 

(2.447.2) (10,035.9) (6,226.8) (3,416.8) (2.243.5) (2,497.5) (1,636.7) ((.883.0) (2,256.8) (2,436.2) (2,539.9) (2,889.1) (3,252.6) (3,553.4) (3,963.6) (4,298.4) 
(17,146.2) (13,090.4) 5,427.1 13,083.2 13.528.5 9,058.8 8,510.7 8,036.2 7,895.6 8,528.8 8,390.6 6.101.5 8.D26.7 8,014.8 8,027.7 7,935.2 
18.700.0 18.700.0 11.400.0 1.900.0 1.200.0 7.000.0 7.100.0 8.200.0 9.400.0 9.800.0 10.700.0 U.100.0 13.500.0 14.800.0 16.400.0 7.500.0 
(9.142.5) (11,802.5) (14,015.0) (1l.810.0) (ld,982.5) (15,200.0) (15,855.0) (16.610.0) \17.475.0) (18,432.5) (19.440.0) (20,565.0) (21,827.5) (23.225.0) (24.762.5) (l.6,282.5) 

(10.035.9) (6,228.8) (3,416.8) (2.243.5) [2.497.5) (1.638.7) (1.883.0) (2,256.8) (2.436.2) [4539.9) (2.889.1) (3.252.6) (3.553.4) (3,963.6) (4.298.4) (15,145.7) 

85,100 
103,800 

n.a 
132,500 

n.a 
143,900 
264,500 

146,800 
264.500 

148,000 
264.500 

155,000 
264,500 

162,100 
2&1,500 

170,300 
l.64,500 

179,700 
264,500 

183,500 
264,500 

200,200 
264,500 

212,300 
264,500 

225,800 
264,500 

240,600 
264,500 

257,000 
264,500 

264,500 
264,500 
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Exhibit 2 
The Bank of America Merrill Lynch U.S. Preferred Stock Fixed Rate Index 

ParWtd Maturity Face Yield to 
Cusip ISIN number Description Ticker Price 

Coupon Date Value LOC Worst 

'01903Q20' US(h§03Q2075 ALLIED CAP CORP ARCC 6.875 4/15/2047 230.00 89.40 7.885 
'04010L20' US04010L2025 ARES CAPITAL COR ARCC 7.750 10/15/2040 200.00 97.60 8.109 
'05518T20' US05518T2096 BAC CAP TR VIII BAC 6.000 8/25/2035 530.00 77.88 8.171 
'05518E20' USOS518E2028 BAC CAP TRST Ill BAC 7.000 8/15/2032 500.00 85.80 8.557 
'05518520' US0551852017 BAC CAP TRST IV BAC 5.875 5/3/2033 375.00 76.92 8.276 
'05518720' U$0551872072 BAC CAP TRUST I BAC 7.000 12/15/2031 575.00 86.40 8.440 
'05518820' US0551882055 BAC CAP TRUST II BAC 7.000 2/1/2032 900.00 85.88 8.598 
'05518420' U50551842042 BAC CAP TRUST V BAC 6.000 11/3/2034 517.50 77.64 8.273 
'05518920' U50551892039 BAC CAP TRUST X BAC 6.250 3/29/2055 900.00 78.56 8.031 
'05633T20' U505633T2096 BAC CAPITAL TR BAC 6.875 8/2/2055 862.50 83.84 8.360 
'06050560' US0605056094 BANK OF AMER CRP BAC 5.875 12/15/2033 157.50 87.63 7.000 
'06050550' U$0605055005 BANK OF AMER CRP BAC 5.500 7/15/2033 125.00 83.84 7.060 
'06050540' US0605054016 BANK OF AMER CRP BAC 6.500 10/15/2032 225.00 92.80 7.297 
'06739F39' US06739F3901 BARCLA YS BK PLC BACR 6.625 12/31/2049 750.00 78.20 8.504 
'06739H36' US06739H3628 BARCLAY$ BK PLC BACR 8.125 12/31/2049 2,650.00 92.44 8.824 
'06739H51' US06739H5110 BARCLAY$ BK PLC BACR 7.750 12/31/2049 1,150.00 88.24 8.817 
'06739H77' US06739H7769 BARCLAY$ BK PLC BACR 7.100 12/31/2049 1,375.00 84.56 8.428 
'05531620' U505531B2016 BB& T CAP TRST VI BBT 9.600 8/1/2064 575.00 106.20 7.773 
'05531H20' US05531H2085 BB&TCAPTSTVII BBT 8.100 11/1/2064 350.00 103.60 7.277 
'05530J20' US05530J2050 BB&TCAPITAL TRU BBT 8.950 9/15/2063 450.00 105.00 8.524 
'14041L20' US14041L2043 CAPITAL ONE CAP COF 7.500 6/15/2066 345.00 100.88 7.459 
'17311U20' US17311U2006 CITIGROUP CAP c 7.250 8/15/2067 569.30 97.00 7.503 
'17310L20' US17310L2016 CITIGROUP CAP c 6.450 12/31/2066 953.70 88.28 7.326 
'17306620' U$1730662004 CITIGROUP CAP IX c 6.000 2/14/2033 846.90 86.63 7.313 
'17306420' US17 30642055 CITIGROUP CAP X c 6.100 9/30/2033 368.90 86.38 7.356 
'17310G20' US17310G2021 CITIGROUP CAP XV c 6.500 9/15/2066 630.30 90.28 7.239 
'17308520' U$1730852001 CITIGROUP CAP XX c 7.875 12/ 15/2067 442.70 100.80 7.479 
'17306N20' US17306N2036 CITIGROUP CAPVII c 7.125 7/31/2031 896.90 96.16 7.590 
'17309E20' US17309E2000 CITIGROUP CAPXIV c 6.875 6/30/2066 305.70 94.32 7.299 
'17306R20' US17306R2040 CITIGROUP VIII c 6.950 9/15/2031 1,091.30 93.80 7.585 
'17311H20' US17311H2094 CITIGROUP XVII c 6.350 3/15/2067 701.20 88.52 7.215 
'22238E20' US22238E2063 COUNTRYWIDE IV BAC 6.750 4/1/2033 500.00 77.80 9.331 
'22238820' US2223882091 COUNTRYWIDE V BAC 7.000 11/1/2036 1,495.00 77.64 9.461 
'22544820' U$2254482084 CREDIT SUISSE GU cs 7.900 12/31/2049 1,525.00 102.13 6.641 
'25153U20' US25153U2042 DB CAP FNDG VIII DB 6.375 12/31/2049 600.00 84.25 7.684 
'25154010' US2S154D1028 DB CAP FNDGX DB 7.350 12/31/2049 805.00 89.63 8.231 
'25153X20' US25153X2080 DB CAPTRST II DB 6.550 12/31/2049 800.00 81.75 8.080 
'25154A10' US25154A1088 DB CAP TRUST Ill DB 7.600 12/31/ 2049 1,975.00 95.12 8.059 
'25150Ll0' US2S150L1089 DB CONT CAP TR V DB 8.050 12/31/2049 1,385.00 97.52 8.257 
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Cusip ISIN number Description Ticker 
Par Wtd Maturity Face Yield to 

Price 
coupon Date Value LOC Worst 

'25153Y20' US25153Y2063 DEUTSCHE BK CAP DB 6.625 12/31/2049 1,150.00 84.56 7.901 
'31678V20' US31678V2060 FIFTH THIRD CAP FITB 7.250 11/15/2057 862.50 100.88 7.187 
'31678W20' US31678W2044 FIFTH THIRD CAP FITB 7.250 8/15/2057 575.00 100.60 7.207 
'33889X20' US33889X2036 FLEETCAP T VIII BAC 7.200 3/15/2032 534.00 86.88 8.602 
'33889Y20' US33889Y2019 FLEET CAP TR IX BAC 6.000 8/1/2033 175.00 80.80 7.958 
'38144XSO' US38144X5005 GOLDMAN SACHS GP GS 6.200 12/31/2049 800.00 96.13 6.509 
'41456720' US4145672063 HARRIS PFD CAP HARRIS 7.375 12/31/2049 250.00 100.88 7.312 
'40429C60' US40429C6075 HSBC FINANCE HSBC 6.360 12/31/2049 575.00 82.00 7.783 
'49327020' US49327Q2049 KEYCORP CAP IX KEY 6.750 12/15/2066 330.80 100.50 5.748 
'49327R10' US49327R1032 KEYCORP CAPITAL KEY 8.000 3/15/2068 568.10 101.00 7.526 
'55292C20' US55292C2035 M&TCA TR IV MTB 8.500 1/31/2068 350.00 102.38 6.920 
'55266J20' US55266J2006 MBNA CAPITAL D BAC 8.125 10/1/2032 300.00 95.00 8.861 
'55270820' US55270B2016 MBNA CAPITAL E BAC 8.100 2/15/2033 200.00 96.38 8.577 
'59019920' US5901992041 MER LYNCH CAP TR BAC 6.450 12/15/2066 1,050.00 77.96 8.330 
'59025020' U$5902502071 MER LYNCH CAP TR BAC 7.375 9/15/2062 750.00 84.04 8.830 
'59024120' US5902412033 MERRILL LYNCH CA BAC 6.450 6/15/2062 950.00 74.36 8.674 
'59021F20' US59021F2065 MLCAPTRUS1 111 BAC 7.000 12/31/2049 750.00 83.75 8.360 
'59021G20' US59021G2049 ML CAP TRUST IV BAC 7.120 12/31/2049 400.00 83.64 8.515 
'59021K20' US59021K2050 ML CAP TRUST V BAC 7.280 12/31/2049 850.00 85.20 8.547 
'61750K20' US61750K2087 MORGAN ST CAPTR MS 6.600 10/15/2066 1,100.00 86.24 7.795 
'61746620' US6174662063 MORGAN S1 CAP V MS 5.750 7/15/2033 500.00 81.24 7.635 
'61746120' US6174 612076 MORGAN ST CAP VI MS 6.600 2/1/2046 862.50 88.36 7.653 
'61746020' U$6174602093 MORGAN ST CP Ill MS 6.250 3/1/2033 880.00 83.32 7.925 
'61746220' U$6174622059 MORGAN ST CP IV MS 6.250 4/1/2033 620.00 83.28 7.865 
'61753R20' US61753R2004 MORGAN STANLEY MS 6.450 4/15/2067 825.00 87.20 7.531 
'63540U20' US63540U2078 NAT CITY CAP IV PNC 8.000 8/30/2067 517.50 101.88 7.852 
'63540X20' US63540X2018 NATL OTY CAP TR PNC 6.625 5/25/2067 500.00 101.76 6.510 
'63540120' US63540T2006 NATL CITY CAP TR PNC 6.625 11/15/2036 750.00 101.12 6.552 
'69350H20' US69350H2022 PNC CAPIAL TRST PNC 6.125 12/15/2033 300.00 100.25 6.127 
'69350$20' US69350S2086 PNC CAPITAL TRST PNC 7.750 3/15/2068 450.00 103.24 5.662 
'693475AK' US6934 75AK12 PNC FINANCIAL PNC 6.750 8/1/2021 1,000.00 95.77 7.359 
'80281R70' US80281R7061 SANTANDER FIN PF SANTAN 6.800 12/31/2049 161.80 89.88 7.566 
'80281R80' US80281R8051 SANTANDER FIN PF SANTAN 6.500 12/31/2049 109.50 78.96 8.347 
'78442P30' US78442P3047 SLM CORP SLMA 6.000 12/15/2043 300.00 80.48 7.660 
'80282K20' US80282K2050 SOVEREIGN BANCRP SANTAN 7.300 12/31/2049 113.90 92.00 8.016 
'87227320' U$8722732067 TCF CAPITAL I TCB 10.750 8/15/2068 115.00 103.28 9.620 
'92856020' US92856Q2030 VNB CAPITAL TRST VLY 7.750 12/15/2031 152.30 101.13 7.673 
'92977V20' US92977V2060 WACHOVIA PFD FND WFC 7.250 12/31/2049 750.00 102.25 6.962 

'94979?20' US94979P2039 WELLS FARGO CAP WFC 5.625 4/8/2034 500.00 100.20 5.607 
'94974687' US9497468796 WELLS FARGO CO WFC 8.000 12/31/2049 2,150.40 110.32 6 .061 

Average I u tstzo48 I I 7.755 I 

GT007278 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 154 of 264



A153

Exhibit3 
Preferred Stock Return and Bond Return Equivalency Calculation 
Source: The Bank of America Merrill lynch U.S. High Yield CCC and Lower Rated Index 

Average CCC bond yield 
Tax rate 

Taxes 
Afte r tax return 

Tax adjusted yield for preferred stocks 

Addit ional spread for specific r isk 

Concluded yield 

Proof: 
Preferred stock yield 
Special tax deduction rate 

Special t ax deduction 
Taxable investment return 

Tax rate 
Tax on investment return 
Afte r tax return 

1 0 .105 = (1-0.7)*0.35 

A 
8 

C=A* B 
D=A-C 

E=D/(1-0.105)1 

F 

G 

H 
J 

K=H*J 
L=H-K 

8 
M=L*B 

N=H-M= D 

17.306 
0.350 
6.057 

12.568 
2.000 

I 14.568 1 

12.568 
0.700 
8.798 
3.770 
0.350 
1.320 
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Exhibit4 
Valuation of Treasury's Senior Preferred Stock in Fannie Mae, as of September 30, 2011 
($ in millions) 

Discount Projected 
Liquidity Total 

Dividends Liquidation 
Buyers' Cash Discount Treasury Present Present 

Date Period Liquidity Assigned t o Preference 
Preference' Dividends Flows Rate2 Rate Value Factor Values 

(in years) Payments Buyer(s) Recovery 

30-Sep-11 104,800 
30-Sep-12 0.63 28,700 133,500 11,803 10,480 - 10,480 0.068% 0.068% 0.99957 10,476 
31-Dec-12 1.25 4,000 137,500 3,504 2,620 2,620 0.153% 0.153% 0.99808 2,615 
30-Sep-13 1.75 7,400 144,900 10,511 7,860 7,860 0.212% 7.755% 0.87737 6,896 
30-Sep-14 2.63 2,900 147,800 14,810 1 0,480 10,480 0.338% 7.755% 0.82182 8,613 
30-Sep-15 3.63 1,200 149,000 14,983 10,480 - 10,480 0.535% 7.755% 0.76267 7,993 
30-Sep-16 4.63 7,000 156,000 15,200 10,480 - 10,480 0.808% 7.755% 0.70768 7,416 
30-Sep-17 5.63 7,100 163,100 15,855 10,480 - 10,480 1.078% 7.755% 0.65671 6,882 
30-Sep-18 6.63 8,200 171,300 16,610 10,480 - 10,480 1.316% 7.755% 0.60945 6,387 
30-Sep-19 7.63 9,400 180,700 17,475 10,480 10,480 1.514% 14.568% 0.35427 3,713 
30-Sep-20 8.63 9,800 190,500 18,433 10,480 - 10,480 1.671% 14.568% 0.30913 3,240 
30-Sep-21 9.63 10,700 201,200 19,440 10,480 10,480 1.843% 14.568% 0.26980 2,827 
30-Sep-22 10.63 12,100 213,300 20,565 1 0,480 10,480 1.957% 14.568% 0.23549 2,468 
30-Sep-23 11.63 13,500 226,800 21,828 10,480 10,480 2.022% 14.568% 0.20555 2,154 
30-Sep-24 12.63 14,800 241,600 23,225 10,480 10,480 2.089% 14.568% 0.17936 1,880 
30-Sep-25 13.64 16,400 258,000 24,763 10,480 - 10,480 2.158% 14.568% 0.15654 1,641 
30-Jun-26 14.51 7,500 265,500 19,712 7,500 - 7,500 2.223% 14.568% 0.13900 1,042 
30-Jun-27 15.51 265,500 13,737 13,737 2.297% 14.568% 0.12132 1,667 

1601700 2681714 1541220 1671957 77 909 

1 Includes t he original $1 billion liquidity preference 
2 Treasury rates are conta ined in Appendix C. 
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Appendix A 

Quarterly Financial Information 

January 1, 2007 through June 30, 2011 
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Appendix A 
Fannie Mae Quarter ly Sl>areholders' Equity (~fie~), Net Income (Loss), and Cash Provided by (Used In) Operations, January 1, 2 007 throuJh June 30,20 11 
(S in millions) 

Description 

Ope.nf~ sharehotde.rs' defk:tr 
Aa:ountlng changes 
Non-cmtrolllng lnteres. 11 
Adjusted opening balance 

Net Income (loss) 

Change in available-for ..sale securities 
Other·than·temporarv Impairment, net 
Can man stock dividends 
Prete rred stock d ividends 
Senior preferred dividends 
Cc:mmon '5tock issued 
Preferred sto:k issued (retired} 
Pref\1 rred s:tock riijdeo.rned 
Senior preferred stock issued 

Common stock warrants i.ssued 
Trii!~UIY comrnltrnl!.nt 
Other 
Ooslng equity (deficit) 

Non-cootrolllng Interests 
O~lng shareho lders' eq~ry (deficit) 

Cc:moroents; of net lncomt! (loss)· 

Net lnt~restlncorne 
Guaranty tee Income 
lnvE!StmE!nt gain (loss) 
Othe:r-than~te:mpo,ary Impairments. Mt 

Fair value 1aln (loss) 
Pr011ision fa credit losses 
Biln efit (provision) for gu01ranty IO$$es 

Foreela.ed property Income (experne5o) 
Administrative expenses 

Tax (provision) benefit 
Other nonin.ten~st income ~os!>) 

~rexpens.esand losses 
Extraordinary gains (losses), net of tax effect 
Tot:~l not tncomG 

Non-cQ"ltrolllng lnter~t 
Fannre Mae net income 

Cosh provldod by (usod ln)opotatlons 

NOTfS: 

Cmd datioo ofT rusts ConseFvatouhip UquidityOhb 

30-Jun-11 31-Mor-11 11-Doc-10 30-Sop-10 30-Jun-10 31-Mar-10 ! 31-0.c-09 30-Sop-09 30-Jun-09 31-Mor-09 31-0.o.OS 30-Sop-08 30-Jun.oa 31·Mor-OI 31-Doc.m 30-Sop-07 30-Jun-07 31-Mar-07 

(8,SOO) (l,S99) (2,527) ll ,4Bl) 18,451) 115,372) 1 (l5,055) (10,710) (19,006) (15,U4) 9,275 41,226 38,835 44,011 
55 

39,9ZZ 39,670 41.431 41,506 
4 

81 
{8,419) 
(1,892) 

(2,282) 
20 

(1,074) 

8,500 

1,059 

(5,088) 
81 

(5.169) 

4,972 

171 
(56) 

(1,634) 
(5,802) 

(735) 
478 

(569) 
93 

222 
(3Z) 

82 
(2,517) 
(6,471) 

179 

(2.216) 

2,600 

6 
(8,41.9) 

81 
(8,500) 

4,960 

75 
(4~) 

289 
(10,587) 

3l 
(488) 
(605) 

(2) 
250 

[352) 

80 

(2,447) 
65 

(453) 
9 

(2,152) 

71 
(1,411) 
(1,3'11) 

70S 
213 

(2,118) 

l!O 

(8,371) 
[1,223) 

1,484 
92 

11.909) 

3.298 : 2,!164 
91 I l OS 108 137 

(11,983) j (14,960) (W,602} (15,%5) 
(11,529) • (15,173) (18,884) (14,780} 

1318 
155 

(1.5271 

(4,034) 
4,937 

(1.150) 

3,116 
1,728 

(886) 

1,675 
(245) 

(409) 

157 
( 15,157) 
(23,185) 

4,179 

(25) 

9,276 
(25,227) 

1,253 

(31) 

41,226 
(2.8,994) 

(2,470) 

(54) 
(413) 

38,836 
(2,'100) 

{1,931) 

(343) 
(303) 

2,526 
4.685 

44,066 
(2,186) 

(2,33S) 

(344) 
(322) 

39,922 
(3,559) 

633 

(489) 
(141) 

7,821 

39,670 
(1,399) 

1,205 

(4.!19) 
(119) 

990 

41,431 
1,947 

(2,725) 

(490) 
(114) 

(400) 

41,510 
961 

343 

(390) 
{129) 

(700) 
2,soo t ,5oo 8,400 15,3ao : 1s,ooo 10.100 19,000 15,200 1.000 

3,518 
(4,518) 

(39) (Sl t16 (taS) I 99 (1321 122 59 (5851 (19) I 56 139) (176) 6<1 I 21 (164) 
(2,517) (2,447) (1,411) (8.371) ; (15,281) (14,960) (10,602) (18,929) (15,314) 9,276 ; 41,226 38,836 44,011 39,922 ; 39,670 41.431 

R7 RO 71 RO ! 91 105 108 137 ! ! 
(2,599) (2,527) [1.482) (8,451) i (l5.37l) [15,065) (10,7JO) (19,066) (1.5,314) 9,276 i 4 1,226 38,836 44,0U 39,922 i 39,670 41.43~ 

4,637 
45 
75 

(23) 
366 

(3,772) 
(83) 

(463) 
(592) 

15 
tOO 

(240) 

4,776 

>l 
82 

(326) 
525 

(4,696) 
(78) 

(787) 
(730) 

9 
86 

(243) 

4,207 
52 
23 

(137) 

303 
(4,295) 

(69) 
(487) 
(670) 

(9) 
57 

(196) 

2.789 3,697 3,830 3,735 
54 1.877 1,923 1,659 

166 6.148 785 (45) 
(236) (8,169) (939) (753) 

3,248 

1.752 
(5.430) 

2,680 
2,786 

(4,602) 

2,355 
1,475 

(1.624) 

2,057 
1,608 
(883) 

1,690 
1.752 
(111) 

(1. 705) (638) (1.536) 823 (1,460) (12,312) (3,947) : 517 (4,377) 
(11,939) (12.171) (21.8\'6) (18.225) (20.B4) (11,030) (8,763) ! (5,085) (3.073) 

1,136 
1,621 

(1.BO) 

(3,221) 

1,058 
1,232 

136 

(2.244) 

1,193 
1,120 
(594) 

1,515 

1,194 
1,098 

356 

(563) 

36 - i (2,794) (1,087) i (434) (249) 
19 251 (64) (559) (538) (946) (478) ; (ZG4) (170) (179) (113 ) ; (S4) (72) 

(605) (612) (562) (510) (523) (554) (401) I (512) (512) (651) (660) I (660) (698) 
67 242 143 (23) 523 (142) (17,011) : 476 2,928 2,623 582 : (187) 73 
(3) (5,142) (337) (564) (244) (525) (335) ! 69 48 (650) (lllS) ! (216) (S3) 

(172) (555) (231) [318) (279) (292) (170) j (250) {360) (301) (1JS) j (104) (92) 
(280) (95) • (33) (1) (U) 3 • 13) (3) 

{2,892) (6,471) 65 (1,311) [1,223) (U.529) 1 (15,173) (18,8S4) (14,780) (23,185) (25,227) (2.8,994) 1 (2,300) (2,186) (3,559) (1.399) 1 1.947 961 
(1) (B) 8 (5) 1 : Z (12) (26) (17) 

{2,891) 16,471) 73 11,339) 11,218) 111.530) I 115,175) (18,872) 114,7541 (23,168) (25,227) OJ!,994) I 12,300} 12.186) 13,559) 11.3991 I 1.947 961 

2,566 8,451 13,793 (16,736) (32.903) ! {7,386) [10,986) (37,192) (30,345) (24,277} 10,197 ! (185) 30, 118 26,003 20,026 ! 649 : (3,729) 

1. As of January 1, 2010 Fallftie adojrted SFAS 166, Account ing fOf Transfers of Financial Ass.ets-, and SFAS 167, A~ndment to FIN 46(R), resultill! in Retained e arnngs- 6,706, ACOI- {3,394, noncontrolling- (14). 

2 . lnAprll 2009 Fannie aclopttd FASB staff Bulletin 115-2 .!lnd 124--2 ref:i!lrdlnt in·1e~mt:nt imp.a~mr:nt, resulting in Rdained eamngs • 8.520 and AOCI • (5-,556). 

3. As of JantJaf\' l, 2008 far~nJeA.doptetl SFAS 159, Fail Value Option for Financial Asset and Ananclal LlabNities. P;e'!Aouly, Fair value ealn (loss) was limned to del'fvatlves. 
4. Prior to January 1, 2(().8, Fannteonlyrl!portf!d Provision for cr~dil losses (not broken out bttwl!!en loansard cu.11rantlt:sl. whlc:h k lndudt!d on the F>rovi:Sion for cuaranry losses line. 
5. lnQ4 2009. Fannill: wrote oH its investme nt in UHTC partnerships, resultmg in Losses from Partrn!rship investment of 6,735. which is includo;l in Othe:r. 
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Appendix B 

The Bank of America Merrill Lynch 

U.S. High Yield CCC and Lower Rated Index 
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Appendix B 
The Bank of America Merrill lynch U.S. High Yield CCC and Lower Rated Index 

Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Yld to 

Coupon Date ValuelOC Worst 

'62912PAC' US62912PAC59 NGC CORP CAP TR DYN 8.316 6/1/2027 200.00 36.00 24.287 
'66989l.AA' US66989LAA70 NOVASEP HLDG NOV ASP 9. 750 12/15/2016 150.00 48.00 32.057 

'69344MAH' US69344MAH43 PMI GROUP INC PMI 6.000 9/15/2016 250.00 35.00 34.001 
'69344MAJ' US69344MAJ09 PMI GROUP INC PMI 6.625 9/15/2036 150.00 35.00 19.287 
'873168AL' US873168AL29 TXU CORP TXU 5.550 11/15/2014 397.70 61.50 23.665 
'882330AG' US882330AG87 TEXAS COMP/TCEH TXU 10.250 11/1/2015 1,292.00 37.00 45.476 
'882330AF' US882330AF05 TEXAS COMP/TCEH TXU 10.250 11/1/2015 1,873.00 37.50 44.918 
'882330AH' US882330AH60 TEXAS COMP/TCEH TXU 10.500 11/1/2016 1,483.30 42.00 31.02 
'552075AA' US552075AA16 WILLIAM LYON INC WLS 10.750 4/1/2013 138.80 20.50 174.178 
'EI381785' XS0532990750 BTA BANKJSC BTASKZ 7.200 7/1/2025 496.60 21.60 34.772 
'184502AD' US184502AD42 CLEAR CHANNEL CCMO 6.875 6/15/2018 175.00 40.25 26.255 
'184502AA' US184502AA03 CLEAR CHANNEL CCMO 7.250 10/15/2027 300.00 35.25 22.027 

'184502AP' US184502AP71 CLEAR CHANNEL CCMO 5.750 1/15/2013 312.10 89.00 15.465 
'184502AS' US184502AS11 CLEAR CHANNEL CCMO 4.900 5/15/2015 250.00 50.00 27.575 
'184502AV' US184502AV40 CLEAR CHANNEL CCMO 5.500 9/15/2014 541.50 56.50 28.125 
'184502AX' US184502AX06 CLEAR CHANNEL CCMO 5.500 12/15/2016 250.00 37.00 30.261 
'18450288' US184502BB76 CLEAR CHANNEL CCMO 10.750 8/1/2016 796.20 51.75 30.393 
'184502BE' US184502BE16 CLEAR CHANNEL CCMO 11.000 8/1/2016 829.80 50.50 31.606 
'247907AC' US247907AC23 DELTA PETROLEUM DPTR 7.000 4/1/2015 150.00 75.00 16.723 
'629121AC' US629121AC89 NGCCORP DYN 7.625 10/15/2026 175.00 56.00 15.108 
'629121AF' US629121AF11 NGCCORP DYN 7.125 5/15/2018 175.00 58.50 18.132 
'777774AF' US777774AF75 DYN-RSTN/DNKM PT DYN 7.670 11/8/2016 550.40 55.00 23.131 
'26816LAT' US26816l.AT98 DYNEGY HOLDINGS DYN 8.375 5/1/2016 1,046.80 60.50 22.658 
'26816LAX' US26816LAX01 DYNEGY HOLDINGS DYN 7.500 6/1/2015 550.00 64.00 22.386 
'26816LAW' US26816LAW28 DYNEGY HOLDINGS DYN 7.750 6/1/2019 1,099.90 60.50 17.21 
'277461BD' U5277461BDOO EASTMAN KODAK CO EK 7.250 11/15/2013 250.00 44.00 55.085 
'370290AF' US370290AF58 GENERAL MARITIME GMR 12.000 11/15/2017 300.00 35.75 41.626 
'420122AB' U5420122AB91 HAWKER BEECHCRAF HAWKER 8.500 4/1/2015 182.90 42.50 40.719 

'420122AF' US420122AF06 HAWKER BEECHCRAF HAWKER 8.875 4/1/2015 302.60 41.75 42.154 
'420122AH' US420122AH61 HAWKER BEECHCRAF HAWKER 9.750 4/1/2017 145.10 32.50 42.162 
'413627AU' US413627AU44 HARRAH$ OPER CO HET 5.625 6/1/2015 311.30 60.00 22.091 

'413627AW' US413627AWOO HARRAH$ OPER CO HET 5.750 10/1/2017 144.00 48.00 21.627 
'4136278E' US413627BE92 HARRAHS OPER CO HET 10.750 2/1/2016 470.50 72.50 20.631 
'413627BB' US413627BB53 HARRAH$ OPER CO HET 10.000 12/15/2015 165.70 90.00 13.159 
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Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Vld to 

Coupon Date ValueLOC Worst 

'413627BG' US413627BG41 HARRAH$ OPER CO HET 10.000 12/15/2018 393.90 59.50 21.191 
'413627BM' US413627BM19 HARRAH$ OPER CO HET 10.000 12/15/2018 3,311.60 59.50 21.191 
'41362780' US413627BD10 CAESARS ENT OPER HET 10.000 12/15/2018 779.40 56.00 22.644 
'442488AY' US442488AY88 K HOVNAN IAN ENTR HOV 6.250 1/15/2016 173.20 37.00 36.256 
'442488BK' U5442488BK75 K HOVNAN IAN ENTR HOV 11.875 10/15/2015 137.60 45.25 40.47 
'442488AZ' U5442488AZ53 K HOVNAN IAN ENTR HOV 7.500 5/15/2016 172.30 35.00 38.73 

'442488BA' US442488BA93 K HOVNAN IAN ENTR HOV 8.625 1/15/2017 195.90 35.25 37 653 
'53218MAB' US53218MAB46 LIFECARE HOLDING LTACH 9.250 8/15/2013 119.30 77.50 24.984 
'172909AF' US172909AF02 CIRCUS CIRCUS MGM 7.625 7/15/2013 150.00 97.50 9 .159 

'75605EAW' US75605EAW03 REALOGY CORP REA LOG 12.375 4/15/2015 188.60 77.00 22.064 
'75605EBC' US75605EBC30 REALOGY CORP REA LOG 11.500 4/15/2017 491.80 66.50 22.327 
'75605EBF' US75605EBF60 REALOGY CORP REA LOG 12.000 4/15/2017 129.60 68.00 22.346 
'89421EAB' US89421EAB92 TRA VELPORT LLC TPORT 9.875 9/1/2014 438.00 65.50 27.907 
'89421EAC' US89421EAC75 TRAVELPORT LLC TPORT 11.875 9/1/2016 247.20 39.50 41.71 
'89421JAB' US89421JAB89 TRA VELPORT LLC TPORT 9.000 3/1/2016 250.00 58.50 25.041 
'608328AP' US608328AP55 MOHEGAN TRIBAL TRIBAL 7.125 8/15/2014 219.20 50.00 36.676 

'608328AR' US608328AR12 MOHEGAN TRIBAL TRIBAL 6.875 2/15/2015 150.00 48.00 33.866 
'873168AQ' US873168AQ16 TXU CORP TXU 6.550 11/15/2034 744.30 37.00 18.247 
'873168AN' US873168AN84 TXU CORP TXU 6.500 11/15/2024 739.50 38.00 20.002 
'882330AK' US882330AK99 TEXAS COMP/TCEH TXU 15.000 4/1/2021 1,186.10 61.00 26.238 
'00081TAB' US00081TAB44 ACCO BRANDS CORP ABO 7.625 8/15/2015 260.30 96.75 8.625 
'043436AH' US043436AH70 ASBURY AUTO GRP ABG 7.625 3/15/2017 143.20 95.50 8.676 
'008911AP' US008911AP44 AIR CANADA ACACN 12.000 2/1/2016 200.00 93.50 14.039 
'043436AK' US043436AKOO ASBURY AUTO GRP ABG 8.375 11/15/2020 200.00 96.50 8 .942 
'00088JAA' US00088JAA16 ACL ICORP ACLI 10.625 2/15/2016 264.20 78.00 17.73 
'004010AA' US004010AA24 ACADEMY LTD A CAS PO 9.250 8/1/2019 450.00 93.00 10.582 
'00828BAB' US00828BAB18 AFFINIA GROUP AFFGRP 9.000 11/30/2014 367.40 96.50 10.315 
'00828DAJ' US00828DAJOO AFFINION GROUP I AFFINI 11.500 10/15/2015 355.50 78.00 19.632 
'008294AB' US008294AB62 AFFINION GROUP AFFINI 11.625 11/15/2015 325.00 77.00 20.069 
'00126VAB' US00126VAB62 AGY HOLDING COR AGYH 11.000 11/15/2014 172.00 72.50 23.981 
'EI202282' XS0495755646 ALLIANCE BANK ALLIBK 10.500 3/25/2017 615.10 69.00 20.076 

'001669AQ' US001669AQ34 AMC ENTERTAINMEN AMC 8.000 3/1/2014 300.00 96.50 9 .652 

'019736AA' US019736AA58 ALLISON TRANS ALTRAN 11.000 11/1/2015 478.00 103.50 9.109 
'019736AC' US019736AC15 ALLISON TRANS ALTRAN 7.125 5/15/2019 500.00 90.50 8 .863 

'00165AAD' US00165AADOO AMC ENTERTAINMEN AMC 9.750 12/1/2020 600.00 90.50 11.445 
'02378JAR' US02378JAR95 AM AIRLN PT TRST AMR 6.977 5/23/2021 177.70 68.00 12.856 
'02744LAC' US02744LAC46 AMERICAN MEDIA AMRMED 13.500 6/15/2018 104.90 85.00 17.354 
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Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Vld to 

Coupon Date ValueLOC Worst 

'009037AM' US009037AM44 AINSWORTH LUMBER ANSCN 11.000 7/29/2015 404.30 65.00 24.631 
'02932XAA' US02932XAA46 AMERICAN ROCK AMRSLT 8.250 5/1/2018 175.00 87.50 10.961 
'03216NAD' US03216NAD57 AMSCAN HLDGS INC APY 8.750 5/1/2014 175.00 98.25 9.524 
'019645AE' US019645AE05 ALLIS-CHALMERS E ARCHER 8.500 3/1/2017 205.70 98.00 8.971 
'038101AM' US038101AM36 APPLETON PAPERS APPPAP 11.250 12/15/2015 161.80 97.00 12.17 
'051620AA' US051620AA01 AURORA DIAGN HLD ARDX 10.750 1/15/2018 200.00 97.00 11.423 
'04523XAB' US04523XAB38 ASPECT SOFTWARE ASPECT 10.625 5/15/2017 250.00 100.50 10.479 
'00191AAA' US00191AAA43 ARD FINANCE SA ARGID 11.125 6/1/2018 345.00 81.00 15.131 
'05539YAA' US05539YAA29 B-CORP MERGER BAKERC 8.250 6/1/2019 240.00 90.00 10.154 

'08782TAD' US08782TAD54 BEVERAGES & MORE BEVMO 9.625 10/1/2014 125.00 99.25 9.92 
'109178AE' US109178AE33 BRIGHAM EXPLORE BEXP 8.750 10/1/2018 300.00 107.00 7.064 
'109178AF' US109178AF08 BRIGHAM EXPLORE BEXP 6.875 6/1/2019 300.00 97.50 7.304 
'09069NAC' US09069NAC20 BIOSCRIP INC BIOS 10.250 10/1/2015 225.00 100.00 10.25 
'121207AA' US121207AA29 BURGER KING CORP BKC 9.875 10/15/2018 796.20 103.00 9 .117 
'090613AE' US090613AE04 LVB ACQUISITION BMET 11.625 10/15/2017 1,015.00 103.75 10.46 
'45073HAA' US45073HAA77 IVD ACQUISITION BLUD 11.125 8/15/2019 400.00 97.25 11.663 

'081361AA' US081361AA50 BEMAX RESOURCES BMXAU 9.375 7/15/2014 175.00 93.93 11.983 
'057112AA' US057112AA29 BAKER & TAYLOR BTACMG 11.500 7/1/2013 165.00 75.50 30.509 
'EI380584' XS0532989588 BTA BANKJSC BTASKZ 10.750 7/1/2018 2,082.40 44.00 32.998 
'10801PAA' US10801PAA21 BRICKMAN GRP HLD BRKMAN 9.125 11/1/2018 250.00 87.00 11.887 
'114535AC' US114535AC17 BROOKSTON E CO BRSTNE 13.000 10/15/2014 115.60 70.50 28.021 
'103304BD' US103304B025 BOYD GAMING CORP BYD 6.750 4/15/2014 215.70 86.00 13.436 
'09689RAA' US09689RAA77 BOYD GAMING CORP BYD 7.125 2/1/2016 240.80 73.50 15.789 
'12046QAA' US12046QAA13 BUMBLE BEE HOLDC BUMBLE 9.625 3/15/2018 150.00 80.25 14.425 
'12429TAB' US12429TAB08 BWAY HOLDING CO BWY 10.000 6/15/2018 205.00 105.00 8.676 
'12429WAB' US12429WAB37 BWAY PARENT CO BWY 10.125 11/1/2015 158.40 96.50 11.211 
'171871AM' US171871AM82 CINC BELL INC CBB 8.750 3/15/2018 625.00 88.75 11.246 
'184502BG' US184502BG63 CLEAR CHANNEL CCMO 9.000 3/1/2021 1,750.00 74.25 14 
'12513GAJ' US12513GAJ8S COW LLC/CDW FIN CDWC 12.535 10/12/2017 721.50 95.50 13.651 
'12513NAA' US12513NAA28 COW ESCROW CDWC 8.500 4/1/2019 1,175.00 88.00 10.882 
'15941RAF' US15941RAF73 CHAPARRAL ENERGY CHAPAR 8.875 2/1/2017 325.00 97.00 9 .601 
'15941RAN' US15941RAN08 CHAPARRAL ENERGY CHAPAR 9.875 10/1/2020 300.00 100.00 9 .875 

'15942RAB' US15942RAB50 CHAPARRAL ENERGY CHAPAR 8.250 9/1/2021 400.00 91.25 9 .638 
'670823AB' US670823AB93 O'CHARLEYS INC CHUX 9.000 11/1/2013 115.20 97.00 10.634 

'19686TAC' US19686TAC18 COLT DEFENSE/FIN CLTDEF 8. 750 11/15/2017 246.20 66.25 18.078 
'231082AB' US231082A841 CUMULUS MEDIA CMLS 7.750 5/1/2019 610.00 84.25 10.847 
'12618MAC' US12618MAC47 CPI INTL INC CPII 8.000 2/15/2018 215.00 90.00 10.166 
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'170032AQ' US170032AQ94 CHIQUITA BRANDS CQB 7.500 11/1/2014 156.40 98.75 7.961 
'14888TAC' US14888TAC80 CATALYST PAPER C CTLCN 11.000 12/15/2016 280.40 65.00 22.797 
'14888TAD' US14888TAD63 CATALYST PAPER C CTLCN 11.000 12/15/2016 110.00 65.00 22.797 
'15671BAB' US15671BAB71 CENVEO CORP cvo 10.500 8/15/2016 170.00 80.00 16.639 
'147448AF' U5147448AF10 CASELLA WASTE CWST 7.750 2/15/2019 200.00 94.50 8.776 
'23833NAG' US23833NAG97 DAVE & BUSTERS DAB 11.000 6/1/2018 200.00 99.25 11.155 
'25212WAA' US25212WAA80 DEX ONE CORP DEXO 12.000 1/29/2017 300.00 21.00 68.754 
'25456NAA' US25456NAA37 DIRECfBUY HLDG DIRBUY 12.000 2/1/2017 335.00 31.50 48.185 
'23327BAC' US23327BAC72 DJO FINANCE LLC DJO 9. 750 10/15/2017 300.00 83.50 13.87 

'095699AA' US095699AA20 BLUE MERGER SUB DLM 7.625 2/15/2019 1,300.00 84.50 10.715 
'281023AN' US281023AN10 EDISON MISSION EIX 7.500 6/15/2013 500.00 93.00 12.149 
'281023AR' US281023AR24 EDISON MISSION EIX 7.750 6/15/2016 500.00 67.00 18.552 
'269722AA' US269722AA22 EAGLE PARENT INC EGLPT 8.625 5/1/2019 465.00 90.50 10.469 
'281023AU' US281023AU52 EDISON MISSION EIX 7.000 5/15/2017 1,196.10 59.50 19.032 
'281023AX' US281023AX91 EDISON MISSION EIX 7.200 5/15/2019 800.00 57.00 17.677 
'281023BA' US281023BA89 EDISON MISSION EIX 7.625 5/15/2027 700.00 55.00 15.252 

'277461BH' US277461BH14 EASTMAN KODAK CO EK 9.750 3/1/2018 500.00 70.00 17.762 
'277461BK' US277461BK43 EASTMAN KODAK CO EK 10.625 3/15/2019 250.00 71.00 17.793 
'12513PAA' US12513PAA75 CDRT MERGER SUB EMS 8.125 6/1/2019 950.00 92.50 9.521 
'29270UAN' US29270UAN54 ENERGY PARTNERS EPL 8.250 2/15/2018 210.00 92.00 9.972 
'29843XAA' US29843XAA54 EURAMAX INTLINC EURAMX 9.500 4/1/2016 375.00 79.75 15.981 
'302106AD' US302106AD16 EXOPACK HOLDNG EXOPAC 10.000 6/1/2018 235.00 93.50 11.412 
'30066AAA' US30066AAA34 EXAMWORKS GROUP EXAM 9.000 7/15/2019 250.00 93.50 10.226 
'30040PAB' US30040PAB94 EVERTEC INC EVRTEC 11.000 10/1/2018 220.00 104.00 9 .965 
'319963AP' US319963AP91 FIRST DATA CORP FDC 9.875 9/24/2015 560.60 83.75 15.497 
'319963AT' US319963AT14 FIRST DATA CORP FDC 10.550 9/24/2015 747.50 83.25 16.451 
'319963AR' US319963AR57 FIRST DATA CORP FDC 9.875 9/24/2015 197.80 83.25 15.692 
'319963AY' US319963AY09 FIRST DATA CORP FDC 8.250 1/15/2021 2,000.00 79.00 12.065 
'319963AZ' US319963AZ73 FIRST DATA CORP FDC 8.750 1/15/2022 1,000.00 79.00 12.414 
'319963BA' US319963BA14 FIRST DATA CORP FDC 12.625 1/15/2021 3,000.00 74.00 18.59 
'345143AA' US345143AA96 FORBES ENERGY FES 9.000 6/15/2019 280.00 92.50 10.434 
'35687MAX' US35687MAX56 FREESCALE SEM ICO FSL 8.050 2/1/2020 743.90 90.50 9.73 

'35687MAV' US35687MAV90 FREESCALE SEM ICO FSL 10.750 8/1/2020 487.40 100.00 10.743 
'382410AD' US382410AD01 GOODRICH PETROLE GOP 8.875 3/15/2019 275.00 96.50 9.54 

'367905AD' US367905AD87 GAYLORD ENT GET 6. 750 11/15/2014 152.20 98.00 7 .476 
'37990VAC' US37990VAC90 GLB AVTN HLDG IN GLAH 14.000 8/15/2013 149.50 69.00 38.669 
'38470RAD' US38470RAD35 GRAHAM PACK/GPC GRAHAM 9.875 10/15/2014 354.50 100.88 8.966 
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'37247AAB' US37247AAB89 GENTIVA HEALTH GTIV 11.500 9/1/2018 325.00 79.50 16.583 
'44332LAB' US44332LAB62 HUB INTL HOLDING HBGCN 9.000 12/15/2014 305.00 96.00 10.491 
'44332LAC' US44332LAC46 HUB INTL HOLDING HBGCN 10.250 6/15/2015 395.00 92.50 12.843 
'403777AB' US403777AB12 GYMBOREE CORP GYMB 9.125 12/1/2018 400.00 74.00 15.195 
'427093AB' US427093AB59 HERCULES OFFSHOR HERO 10.500 10/15/2017 300.00 94.50 11.796 
'43162RAB' US43162RAB06 HILLMAN GROUP HILCOS 10.875 6/1/ 2018 150.00 99.00 11.084 
'41146AAB' US41146AAB26 HARBINGER GROUP HRG 10.625 11/15/2015 350.00 97.50 11.393 
'428303AJ' US428303AJ06 HEXION US/NOVA HXN 8.875 2/1/2018 1,000.00 82.50 13.008 

'428303AM' US428303AM35 HEXION US/NOVA HXN 9.000 11/15/2020 439.80 73.25 14.342 

'45072PAC' US45072PAC68 IASIS HEALTHCARE lAS 8.375 5/15/2019 850.00 81.00 12.279 
'45840JAB' US45840JAB35 INTERACTIVE DATA IDC 10.250 8/1/2018 698.10 106.50 8 .573 
'44981UAA' US44981UAA25 INC RESEARCH INC INC RES 11.500 7/15/2019 300.00 89.25 13.783 
'464592AG' US464592AG95 ISLE OF CAPRI ISLE 7.000 3/1/2014 357.30 90.88 11.421 
'46262EAC' US46262EAC93 !PAYMENT INC IPMT 10.250 5/15/2018 400.00 91.50 12.148 
'469815AG' US469815AG95 JACOBS ENTERTAIN JACENT 9.750 6/15/2014 210.00 97.75 10.717 
'46612HAE' US46612HAES3 J CREW GROUP JCG 8.125 3/1/2019 399.90 83.75 11.43 

'255099AA' US255099AA18 DIVERSEY HLDGS JONDIV 10.500 5/15/2020 262.50 127.25 2.921 
'518613AC' US518613AC89 LAUREATE EDUCATI LAUR 11.750 8/15/2017 286.40 102.50 10.931 
'518613AA' US518613AA24 LAUREATE EDUCATI LAUR 10.000 8/15/2015 260.00 98.00 10.636 
'518613AB' US518613AB07 LAUREATE EDUCATI LAUR 10.250 8/15/2015 565.50 98.50 10.725 
'226566AG' US226566AG25 CRICKET COMMUNIC LEAP 10.000 7/15/2015 300.00 99.25 10.234 
'226566AM' US226566AM92 CRICKET COMM UNIC LEAP 7. 750 10/15/2020 1,200.00 87.00 9 .964 
'226566AN' US226566AN75 CRICKET COMMUNIC LEAP 7. 750 10/15/2020 400.00 86.00 10.152 
'51508KAA' US51508KAA34 LANDRY'S HOLDING LNY 11.500 6/1/2014 110.00 92.50 15.019 
'52078PAC' US52078PAC68 LAWSON SOFTWARE LWSN 11.500 7/15/ 2018 560.00 89.00 14.053 
'57773AAJ' US57773AAJ16 MAXCOM TELECOMUN MAXTEL 11.000 12/15/2014 199.50 65.00 28.267 
'552953AG' US552953AG66 MGMMIRAGE MGM 5.875 2/27/2014 508.90 91.25 10.055 
'552953AR' US552953AR22 MGMMIRAGE MGM 6.625 7/15/2015 872.50 84.75 11.716 
'552953AW' USSS2953AW17 MGM MIRAGE MGM 6.750 4/1/2013 476.10 97.00 8 .931 
'552953AY' US552953AY72 MGMMIRAGE MGM 6.875 4/1/2016 237.90 85.00 11.21 
'552953BB' US552953BB60 MGM M IRAGE MGM 7.625 1/15/2017 743.00 85.75 11.268 
'552953BC' US552953BC44 MGM M IRAGE MGM 7.500 6/1/2016 732.70 86.75 11.218 

'412690AB' US412690AB58 HARLAND CLARKE MFW 9.500 5/15/2015 270.80 74.00 19.892 
'55303QAB' US55303QAB68 MGM RESORTS MGM 10.000 11/1/2016 500.00 94.75 11.383 

'55303QAA' US55303QAA85 MGMMIRAGE MGM 11.375 3/1/2018 475.00 100.00 11.37 
'59870WAA' US59870WAA09 MILAGRO OIL & GA MILEXP 10.500 5/15/2016 250.00 80.00 16.892 
'594073AB' US594073AB43 MICHAEL FOODS MIKL 9.750 7/15/2018 430.00 103.25 8 .895 
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'62546RAB' US62546RAB78 MULTIPLAN INC MLTPLN 9.875 9/1/2018 675.00 99.00 10.076 
'60877UAr US60877UAT43 MOMENTIVE PERFOR MOMENT 12.500 6/15/2014 200.00 102.00 11.426 
'552848AA' US552848AA12 MGIC INVTCORP MTG 5.375 11/1/2015 245.00 68.25 16.325 
'554273AC' US554273AC69 MACDERMID INC MRD 9.500 4/15/2017 350.00 92.50 11.359 
'644274AA' US644274AA02 NEW ENTERPRISE NEENST 11.000 9/1/2018 250.00 79.25 16.071 
'639888AA' US639888AA42 NEEDLE MERGER NEEDLE 8.125 3/15/2019 450.00 87.00 10.698 

'640096AD' US640096AD52 NEFF RENTAL/FIN NEFF 9.625 5/15/2016 200.00 83.50 14654 
'62910TAA' US62910TAA34 NFR ENERGY LLC NFREGY 9.750 2/15/2017 200.00 88.00 12.908 
'62910TAD' US62910TAD72 NFR ENERGY LLC NFREGY 9.750 2/15/2017 150.00 88.00 12.908 

'676220AF' US676220AF38 OFFICE DEPOT INC ODP 6.250 8/15/2013 400.00 96.75 8.15 
'674215AA' US674215AA68 OASIS PETROLEUM OAS 7.250 2/1/2019 400.00 97.00 7.792 
'67102BAA' US67102BAA98 ONO FINANCE II ONOSM 10.875 7/15/2019 225.00 70.00 18.218 
'695459AB' US695459AB34 PAETEC HOLDING PAET 9.500 7/15/2015 300.00 104.00 7.068 
'695459AF' US695459AF48 PAETEC HOLDING PAET 9.875 12/1/2018 450.00 104.75 8.708 
'72347QAC' US72347QAC78 PINNACLE FOOD Fl PFHC 9.250 4/1/2015 625.00 99.25 9.507 
'72347QAD' US72347QAD51 PINNACLE FOOD Fl PFHC 10.625 4/1/2017 199.00 100.25 10.538 

'72347QAG' US72347QAG82 PINNACLE FOOD Fl PFHC 8.250 9/1/2017 400.00 97.50 8.798 
'716016AC' US716016AC41 PETCO ANIMAL SUP PETC 9.250 12/1/2018 500.00 100.00 9.244 
'729416AQ' US729416AQ02 PLY GEM INDS PGEM 8.250 2/15/2018 800.00 81.50 12.547 
'629360AB' US629360AB49 NPC INTL INC PIZA 9.500 5/1/2014 175.00 98.25 10.281 
'700677AN' US700677AN75 PARK-QHIO INDS PKOH 8.125 4/1/2021 250.00 93.50 9.164 
'72147KAA' US72147KAA60 PILGRIM'S PRIDE PPC 7.875 12/15/2018 500.00 76.25 13.053 
'698657AG' US698657AG82 PANTRY INC PTRY 7.750 2/15/2014 247.00 98.00 8.694 
'74920AAC' US74920AAC36 RAAM GLOBAL ENER RAMGEN 12.500 10/1/2015 150.00 102.00 11.786 
'750236AH' US750236AH49 RADIAN GROUP RON 5.625 2/15/ 2013 250.00 75.50 28.371 
'750236AJ' US750236AJ05 RADIAN GROUP RON 5.375 6/15/2015 250.00 60.00 21.588 
'750492AD' US750492AD26 RADNET MGMT INC RDNT 10.375 4/1/2018 200.00 92.50 12.073 
'880394AD' US880394AD38 TENNECO PACKAGNG REYNOL 8.125 6/15/2017 299.70 85.00 11.805 
'761735AA' US761735AA72 REYNOLDS GROUP REYNOL 8.500 5/15/2018 1,000.00 84.50 12.505 
'74959GAC' US74959GAC42 REYNOLDS GROUP REYNOL 9.000 4/15/2019 1,500.00 85.00 12.086 
'74959HAB' US74959HAB42 REYNOLDS GROUP REYNOL 9.875 8/15/2019 1,000.00 88.00 12.29 
'880394AB' US880394AB71 TENNECO PACKAGNG REYNOL 7.950 12/15/2025 276.40 71.50 12.222 

'880394AE' US880394AE11 TENNECO PACKAGNG REYNOL 8.375 4/15/2027 200.00 79.00 11.267 
'761735AE' US761735AE94 REYNOLDS GROUP REYNOL 8.250 2/15/2021 1,000.00 79.00 12.045 
'03852UAA' US03852UAA43 ARAMARK HOLDINGS RMK 8.625 5/1/2016 600.00 98.50 9.028 
'74965WAA' US74965WAA53 ROC FINANCE LLC ROCFIN 12.125 9/1/2018 380.00 101.00 11.875 
'76010RAC' US76010RAC25 RSC EQUIP RENTAL RRR 9.500 12/1/2014 503.00 99.50 9 .678 
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'78108AAC' US78108AAC80 RSC EQUIP RENTAL RRR 10.250 11/15/2019 200.00 98.00 10.619 
'750323AB' US750323AB31 RADIATION THE RAP RTSX 9.875 4/15/2017 360.00 85.25 13.764 
'78108AAE' US78108AAE47 RSC EQUIP RENTAL RRR 8.250 2/1/2021 647.90 86.50 10.555 
'781749AA' US781749AA41 RURAL METRO CORP RURL 10.125 7/15/2019 200.00 95.00 11.091 
'78375PAL' US78375PAL13 RYERSON INC RYI 12.000 11/1/2015 376.20 100.00 11.986 
'75524DAN' US75524DAN03 RBS GLOBAL/REXNO RXN 8.500 5/1/2018 1,145.00 95.75 9.377 
'86881RAA' US86881RAA14 SURGICAL CARE AF SCAFF 8.875 7/15/2015 164.80 96.00 10.165 
'86881RAB' US86881RAB96 SURGICAL CARE AF SCAFF 10.000 7/15/2017 150.00 95.00 11.189 
'867363AL' US867363AL73 SUNGARD DATA SYS SDSINC 10.250 8/15/2015 1,000.00 101.00 9.64 

'816196AJ' US816196AJ85 SELECT' MEDICAL SEM 7.625 2/1/2015 345.00 86.63 12.657 
'816074AG' US816074AG36 SEITH INC SELA 9.750 2/15/2014 275.00 91.50 14.072 
'823777AH' US823777AH07 SHERIDAN GRP INC SHERDN 12.500 4/15/2014 149.40 86.00 19.765 
'83066RAC' US83066RAC16 SKILLED HEALTHCA SKH 11.000 1/15/2014 130.00 95.50 13.323 
'828732AA' US828732AA56 SIMMONS FOODS SIMFOO 10.500 11/1/2017 265.00 86.50 13.849 
'78428EAB' US78428EAB56 SITEL LLC SITEL 11.500 4/1/2018 300.00 79.00 16.954 
'830146AA' US830146AA45 SIZZLING PLATTER SIZPLT 12.250 4/15/2016 135.00 98.50 12.691 

'833312AB' US833312AB79 SNOQUALMIE SNOENT 9.125 2/1/2015 200.00 96.25 10.477 
'860340AC' US860340AC28 STEWART & STEVEN SNS 10.000 7/15/2014 150.00 100.00 9.96 
'84762LAE' US84762LAE56 SPECTRUM BRANDS SPB 12.000 8/28/2019 245.00 108.25 8 .684 
'817492AD' US817492AD31 SERENA SOFTWARE SRNA 10.375 3/15/2016 134.30 102.00 9.439 
'784662AC' US784662AC20 SSIINV/CO-ISSR SSIINV 11.125 6/1/2018 309.90 99.50 11.226 
'78464RAA' US78464RAA32 STERLING MERGER SRX 11.000 10/1/2019 400.00 95.00 11.964 
'817609AB' US817609AB66 SERVICEMASTER CO SVMSTR 7.450 8/15/2027 195.00 74.00 10.934 
'117777AA' US117777AA01 BUCCANEER MERGER SVR 9.125 1/15/2019 475.00 98.00 9.507 
'870755AB' US8707SSAB18 SWIFT SVCS HLDGS SWFT 10.000 11/15/2018 500.00 89.00 12.361 
'87952VAE' US87952VAE65 TELESAT CANADA/L TELSAT 11.000 11/1/2015 692.80 107.00 7.86 
'87952VAF' US87952VAF31 TELESAT CANADA/L TELSAT 12.500 11/1/2017 217.20 112.00 8 .045 
'8985SVAB' US89855VAB62 TUBE CITY IMS TMS 9.750 2/1/2015 223.00 95.50 11.399 
'15721AAC' US15721AAC71 CEVA GROUP PLC TNTLOG 11.625 10/1/2016 210.00 97.75 12.24 
'125182AB' US125182AB10 CEVA GROUP PLC TNTLOG 11.500 4/1/2018 701.80 92.00 13.381 
'82934HAC' US82934HAC51 SINO-FOREST CORP TRECN 10.250 7/28/2014 399.50 25.00 81.629 
'82934HAF' US82934HAF82 SINO-FOREST CORP TRECN 6.250 10/21/2017 600.00 25.00 39.841 

'89620JAA' US89620JAA97 TRILOGY INTL PAR TRIINT 10.250 8/15/2016 370.00 98.00 10.782 
'785905AB' US785905AB66 SABRE HOLDINGS TSG 6.350 3/15/2016 400.00 81.75 13.988 

'882491AQ' US882491AQ64 TEXAS INDUSTRIES TXI 9.250 8/15/2020 649.90 77.75 13.644 
'90266DAB' US90266DAB73 UCIINTLINC UCII 8.625 2/15/2019 400.00 92.63 10.062 
'903293AR' US903293AR91 USG CORP USG 6.300 11/15/2016 500.00 73.25 13.739 
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'913016AC' US913016AC51 UNITED SURGICAL USPI 8.875 5/1/2017 240.00 100.00 8.871 
'903293AS' US903293AS74 USG CORP USG 7.750 1/15/2018 500.00 80.38 14.616 
'913016AF' US913016AF82 UNITED SURGICAL USPI 9.250 5/1/2017 197.50 100.00 9.245 
'92201QAA' US92201QAA40 PGS SOLUTIONS YANG NT 9.625 2/15/2015 183.70 104.25 4.429 
'04226QAA' US04226QAA04 ARMORED AUTO VIKACQ 9.250 11/1/2018 275.00 80.25 13.688 

'92834UAB' US92834UAB89 VISANTCORP VISA NT 10.000 10/1/2017 750.00 92.50 11.778 
'92531XAF' US92531XAF96 VERSO PAPER VRS 11.375 8/1/2016 300.00 72.50 20 .607 
'918436AD' US918436AD85 VWR FUNDING INC VWRINT 10.250 7/15/2015 713.00 99.00 10.567 
'950590AG' US950590AG46 WENDY'S INTL WEN 7.000 12/15/2025 100.00 85.50 8 .806 

'950590AK' US950590AK57 WENDY'S INTL WEN 6.200 6/15/2014 225.00 101.75 5.491 
'952355AF' US952355AF22 WEST CORP WSTC 11.000 10/15/2016 449.60 103.00 9.83 
'983055AA' US983055AA25 WYLE SERVICES WYLE 10.500 4/1/2018 175.00 97.00 11.161 
'984756AD' US984756AD89 YANKEE CANDLE CO vee 9.750 2/15/2017 188.00 92.25 11.728 
'98418GAC' US98418GAC87 XINERGY CORP XRGCN 9.250 5/15/2019 200.00 89.50 11.339 
'984211AB' US984211AB80 YCC HLDGS/YANKEE vee 10.250 2/15/2016 315.00 85.00 15.044 
'812141AN' US812141AN92 SEALY MATTRESS ll 8.250 6/15/2014 268.90 94.25 10.744 

'74837NAC' US74837NAC74 QUIKSILVER INC ZQI< 6.875 4/15/2015 400.00 89.00 10.687 
'00430XAF' US00430XAF42 ACCELLENT INC ACCINC 10.000 11/1/2017 315.00 85.25 13.64 
'01660NAA' US01660NAA63 ALGOMA ACQ CORP ALGCN 9.875 6/15/2015 384.70 77.50 18.512 
'01881PAA' US01881PAA49 ALLIANT HOLDINGS ALIA NT 11.000 5/1/2015 265.00 101.75 10.038 
'029227AA' US029227AA38 AMER RENAL ASSOC AMRLHD 9.750 3/1/2016 135.00 97.25 10.54 
'053499AE' US053499AE92 AVAYAINC AV 9.750 11/1/2015 700.00 73.00 19.66 
'053499AF' US053499AF67 AVAYAINC AV 10.125 11/1/2015 833.80 73.25 20.005 
'121579AF' US121579AF32 BURLINGTON COAT BCFACT 10.000 2/15/2019 450.00 85.00 13.242 
'085791AG' US085791AG63 BERRY PLASTICS BERRY 10.250 3/1/2016 241.00 87.00 14.314 
'085790AU' US085790AU74 BERRY PLASTICS BERRY 9.500 5/15/2018 500.00 85.00 12.934 
'085790AW' US085790AW31 BERRY PLASTICS BERRY 9.750 1/15/2021 800.00 85.00 12.52 
'12120QAA' US12120QAA04 BK CAP HLDG/FINA BKC 4/15/2019 685.00 54.75 12.719 
'07556QAN' US07556QAN51 BEAZER HOMES USA BZH 6.875 7/15/2015 172.50 67.50 19.356 
'07556QAQ' US07556QAQ82 BEAZER HOMES USA BZH 8.125 6/15/2016 172.90 66.75 19.142 
'07556QAV' US07556QAV77 BEAZER HOMES USA BZH 9.125 6/15/2018 300.00 61.50 19.698 
'12500VAA' US12500VAA98 CCS INC CCSINC 11.000 11/15/2015 312.00 92.00 13.587 
'12500VAB' US12500VAB71 CCS INC CCSINC 11.000 11/15/2015 299.90 92.00 13.587 
'178760AC' US178760AC83 CITYCENTER HLDGS CCTRH 10.750 1/15/2017 633.30 90.75 13.138 
'15114VAA' US15114VAA08 CELL C PTY l TO CELLS A 11.000 7/1/2015 157.20 95.50 12.526 
'156779AC' US156779AC47 CERIDIAN CORP CEN 11.250 11/15/2015 824.90 82.50 17.352 
'156779AF' US156779AF77 CERIDIAN CORP CEN 12.250 11/15/2015 505.90 80.50 19.304 
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'17037NAC' US17037NAC48 CHOCTAW RESORT CHOCTW 7.250 11/15/2019 123.00 60.25 16.221 
'12562TAA' US12562TAA97 CKE HOLDINGS CKR 10.500 3/14/ 2016 211.30 87.50 14.474 
'648053AD' US648053AD80 NEW PLAN EXCEL CNPAU 5.300 1/15/2015 100.00 89.00 9.25 
'648053AF' US648053AF39 NEW PLAN EXCEL CNPAU 5.250 9/15/2015 125.00 89.00 8.587 
'12621PAC' US12621PAC23 CRC HEALTH CORP CRCHEA 10.750 2/1/2016 177.30 98.75 11.112 
'15671BAA' US15671BAA98 CENVEO CORP cvo 7.875 12/1/2013 296.30 70.00 27 .024 
'233707AA' US233707AA68 DAE AVIATION DAEAVI 11.250 8/1/2015 325.00 101.00 10 .616 
'280148AC' US280148AC15 EDGEN MURRAY COR EDNMUR 12.250 1/15/2015 465.00 89.63 16.435 
'291228AA' US291228AA25 EMIGRANT BANCORP EMIBNC 6.250 6/15/2014 200.00 89.15 10.984 

'319963AV' US319963AV69 FIRST DATA CORP FDC 11.250 3/31/2016 2,406.90 67.50 23.288 
'351647AA' US351647AA04 FOX ACQUISITION FOXACQ 13.375 7/15/2016 200.00 105.00 11.219 

'35687MAM' US35687MAM91 FREESCALE SEMICO FSL 8.875 12/15/2014 294.10 101.50 7.533 
'757344AF' US757344AF37 REDDY ICE CORP FRZ 13.250 11/1/ 2015 139.40 68.50 26.254 
'37932JAD' US37932JAD54 GLOBAL CROSSING GLBC 9.000 11/15/2019 150.00 118.50 4.002 

'38011MAK' US38011MAK45 GMX RESOURCES GMXR 11.375 2/15/2019 200.00 72.00 18.465 
'389375AE' US389375AE65 GRAYTELE INC GTN 10.500 6/29/2015 365.00 90.50 13.835 

'099599AJ' US099599AJ16 BORDEN INC HXN 7.875 2/15/2023 188.40 77.00 11.557 
'45820EAH' US45820EAH53 INTELSAT INTEL 6.500 11/1/2013 353.60 100.50 6 .237 
'45661YAA' US45661YAA82 INEOS GRP HLDG INEGRP 8.500 2/15/2016 677.50 74.00 17.188 
'45820EAX' US45820EAX04 INTELSAT JACKSON INTEL 11.250 6/15/2016 1,032.90 102.00 10.368 
'458204AJ' US458204AJ37 INTELSAT BERMUDA INTEL 11.500 2/4/2017 1,648.80 86.00 15.433 
'458204AH' US458204AH70 INTELSAT BERMUDA INTEL 11.250 2/4/2017 2,805.00 86.75 14.927 
'46112NAC' US46112NAC11 INTERTAPE POLYM ITPCN 8.500 8/1/2014 115.60 89.00 13.271 
'486668AA' US486668AA44 KAZKOMMERTSBK KKB 9.200 11/9/2015 100.00 60.00 25.44 
'516807AA' US516807AA24 LAREDO PETROLEUM LARPET 9.500 2/15/ 2019 350.00 105.00 8.323 
'501786AC' US501786AC11 LBI MEDIA INC LBIMED 8.500 8/1/2017 228.80 63.00 19.34 
'53956RAA' US53956RAA14 LOCAL TV FINANCE LOCAL 9.250 6/15/2015 230.90 92.00 11.975 
'283831AK' US283831AK11 EL POLLO LOCO LOCO 17.000 1/1/2018 105.00 89.50 19.677 
'52729NBS' US52729NBS80 LEVEL 3 COMM INC LVLT 11.875 2/1/2019 605.20 95.00 12.955 
'527297AA' US527297AA36 LEVEL 3 ESCROW LVLT 8.125 7/1/2019 1,200.00 88.38 10.334 
'584705AA' US584705AA58 MEDIMPACT HLDNGS MEDIMP 10.500 2/1/2018 230.00 93.25 12.046 
'63688RAD' US63688RAD98 NATL MENTOR HLDG MENTOR 12.500 2/15/2018 250.00 91.00 14.714 

'594087AM' US594087AM02 MICHAELS STORES MIK 11.375 11/1/2016 399.90 101.25 10.879 
'594087AP' US594087AP33 MICHAELS STORES MIK 13.000 11/1/2016 376.00 103.00 11.406 

'594087AR' US594087AR98 MICHAELS STORES MIK 7.750 11/1/2018 800.00 93.50 9 .009 
'14985VAA' US14985VAA98 CCM MERGER INC MOTOR 8.000 8/1/2013 269.50 94.50 11.393 
'60877UAM' US60877UAM99 MOMENTIVE PERFOR MOMENT 11.500 12/1/2016 381.90 84.00 16.171 
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'60877UAW' US60877UAW71 MOMENTIVE PERFOR MOMENT 9.000 1/15/2021 635.00 68.50 15.501 
'624758AB' US624758AB40 MUELLER WATER MWA 7.375 6/1/2017 420.00 78.00 12.97 
'640820AA' US640820AA41 NES RENTALS HLDG NESRH 12.250 4/15/2015 150.00 83.50 18.839 
'640204AH' US640204AH65 NEIMAN MARCUS NMG 10.375 10/15/2015 499.90 101.00 9.817 
'67090FAB' US67090FAB22 NUVEEN INVEST NUVINV 5.500 9/15/2015 300.00 81.00 11.626 
'67090FAD' U567090FAD87 NUVEEN INVESTM NUVINV 10.500 11/15/2015 785.00 92.25 12.977 
'67090FAE' US67090FAE60 NUVEEN INVESTM NUVINV 10.500 11/15/2015 150.00 91.25 13.316 
'65336YAE' US65336YAE32 NEXSTAR BROADC NXST 7.000 1/15/2014 112.60 95.00 9.471 
'68371PAC' US68371PAC68 OPEN SOLUTIONS OPENSL 9.750 2/1/2015 325.00 51.50 35.735 

'74044PAC' US74044PAC14 PRE GIS CORP PREGIS 12.375 10/15/2013 150.00 91.00 17.82 
'767754BM' US767754BM54 RITE AID CORP RAD 8.625 3/1/2015 500.00 88.75 12.785 
'576442AA' US576442AA52 RARE RESTAURANT RARERG 9.250 5/15/2014 100.00 71.50 24.607 
'767754BQ' US767754BQ68 RITE AID CORP RAD 9.375 12/15/2015 410.00 86.00 13.867 
'76775481' US767754BT08 RITE AID CORP RAD 9.500 6/15/2017 808.70 79.00 15.111 
'780097AS' US780097AS09 ROYAL BK SCOTLND RBS 6.990 10/5/2017 563.70 63.50 18.176 
'759219AA' US759219AA63 REICH HOLD IND REICHH 9.000 8/15/2014 195.00 68.00 25.316 

'76113BAE' US76113BAE92 RESIDENTIAL CAP RESCAP 6.875 6/30/2015 112.20 83.00 14.949 
'76113BAR' US76113BAR06 RESIDENTIAL CAP RESCAP 6.500 4/17/2013 473.40 95.00 12.14 
'76114EAH' US76114EAH53 RESIDENTIAL CAP RESCAP 9.625 5/15/2015 2,120.50 77.50 18.39 
'75040PAP' US75040PAP36 RADIO ONE INC ROIAK 15.000 5/24/2016 305.90 89.50 18.12 
'75524DAD' US75524DAD21 RBS GLOBAL/REXNO RXN 11.750 8/1/2016 300.00 102.00 10.896 
'861642AG' US861642AG19 STONE ENERGY SGY 6. 750 12/15/2014 200.00 96.00 8.188 
'82459AAA' US82459AAA97 SHINGLE SPRINGS SHINGL 9.375 6/15/2015 450.00 58.50 28.062 
'834260AB' US834260AB79 SOLO CUP CO SOLOC 8.500 2/15/2014 325.00 87.00 15.217 
'817320AR' US817320AR58 SEQUA CORP SQA 13.500 12/1/2015 258.00 106.00 10.368 
'817320AP' US817320AP92 SEQUA CORP SQA 11.750 12/1/2015 500.00 105.00 9.175 
'852862AB' US852862AB73 STANADYNE CORP STANAD 10.000 8/15/2014 160.00 94.00 12.54 
'86800HAB' US86800HAB96 SUNSTATE EQP CO SUNST 12.000 6/15/2016 170.00 90.00 15.022 
'87922RAJ' US87922RAJ14 TELCORDIA TECH TELCOR 11.000 5/1/2018 350.00 124.50 3 .115 

'87255MAA' US87255MAA80 TLACQUISITIONS TLACQ 10.500 1/15/2015 1,215.60 64.00 27.88 
'87255MAD' US87255MAD20 TLACQUISITIONS TLACQ 13.250 7/15/2015 233.60 57.00 34.298 
'90333HAE' U590333HAE18 USI HOLDINGS CP USIH 9.750 5/15/2015 175.00 90.00 13.308 

'02152FAB' US02152FAB40 ALTEGRITY INC USINV 11.750 5/1/2016 150.00 92.00 14.174 
'02152FAA' US02152FAA66 ALTEGRITY INC USINV 10.500 11/1/2015 290.00 93.00 12.744 

'91728CAE' US91728CAE30 US FOODSERVICE USFOOD 8.500 6/30/2019 400.00 90.25 10.35 
'914906AK' US914906AK86 UNIVISION COMM UVN 8.500 5/15/2021 815.00 78.00 12.487 
'46122EAA' US46122EAA38 INVENTIV HEALTH VTIV 10.000 8/15/2018 275.00 88.00 12.66 
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Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Vld to 

Coupon Date ValueLOC Worst 

'46122EAD' US46122EAD76 INVENTIV HEALTH VTIV 10.000 8/15/ 2018 390.00 88.00 12.66 

'960887AB' US960887AB34 WESTMORELAND CO WLB 10.750 2/1/2018 150.00 98.00 11.192 
'95816QAA' US95816QAA40 WESTERN EXPRESS WSTEXP 12.500 4/15/2015 285.00 67.00 27.704 
'00104BAC' US00104BAC46 AES EASTERN ENER AES 9.000 1/2/2017 181.00 55.50 24.479 
'00104BAF' US00104BAF76 AES EASTERN ENER AES 9.670 1/2/2029 268.00 57.00 17.704 
'016275AF' US016275AF64 ALION SCIENCE AU SCI 10.250 2/ 1/ 2015 248.00 61.00 29 .327 
'00846NAA' US00846NAA54 AGFC CAP TRUST I AMGFIN 6.000 1/15/2017 350.00 45.00 25.485 
'03841XAB' US03841XAB01 AQUILEX HOLDINGS AQUILE 11.125 12/15/2016 224.00 44.00 35.311 
'00208JAE' US00208JAE82 ATP OIL& GAS ATPG 11.875 5/1/2015 1,498.20 69.63 25.221 

'09852TAA' US09852TAA43 BONTEN MEDIA ACQ BONTEN 9.000 6/1/2015 123.60 74.25 19.059 
'07556QA Y' US07556QA Y17 BEAZER HOMES USA BZH 9.125 5/15/2019 250.00 63.50 18.138 
'16946LAA' US16946LAA44 CHINA FORESTRY CHTREE 7. 750 11/17/2015 180.00 60.00 26.842 
'179584AC' US179584AC10 CLAIRE'S STORES CLE 9.250 6/1/2015 223.00 77.00 18.083 
'179584AJ' US179584AJ62 CLAIRE'S STORES CLE 10.500 6/1/2017 259.60 71.00 19.076 
'179584AL' US179584AL19 CLAIRE'S STORES CLE 8.875 3/15/2019 450.00 72.00 15.295 
'18538TAD' US18538TAD19 CLEARWIRE COMM CLWR 12.000 12/1/2017 500.00 60.25 24.924 

'65653RAG' US65653RAG83 NORSKE SKOG CANA CTLCN 7.375 3/1/2014 250.00 23.00 91.042 
'340627AB' US340627AB42 FLORIDA EAST COA FECRC 10.500 8/1/2017 136.90 94.00 11.949 
'35687MAP' US35687MAP23 FREESCALE SEM ICO FSL 10.125 12/15/2016 764.30 101.75 9 .469 
'413627AX' US413627AX82 HARRAH$ OPER CO HET 6.500 6/1/2016 246.70 55.50 22.313 
'12768RAA' US12768RAA59 HARRAH$ OPER CO HET 12.750 4/15/2018 750.00 67.75 22.358 
'539439AA' US539439AA71 LLOYDS BANKING LLOYDS 6.267 11/14/2016 397.70 44.00 28.69 
'539439AD' US539439AD11 LLOYOS BANKING LLOYOS 5.920 10/1/2015 213.30 44.00 31.496 
'539439AF' US539439AF68 LLOYDS BANKING LLOYDS 6.657 5/21/2037 434.40 44.00 16.405 
'50217BAF' US50217BAF67 LSP ENERGY LP LSPBAT 8.160 7/15/ 2025 176.00 71.75 12.505 
'573011AA' US573011AA19 MARSICO H LDG LLC MARSIC 10.625 1/15/2020 603.60 35.00 34.703 
'55276GAA' US55276GAA31 MBIAINSCO MBI 14.000 1/15/2013 940.00 45.00 96.937 
'58470TAA' US58470TAA34 MEDIMEDIA USA MEDIM E 11.375 11/15/2014 150.00 88.00 16.422 
'499040AN' US499040AN33 KNIGHT RIDDER MNI 4.625 11/1/2014 111.40 83.00 11.304 
'499040AP' US499040AP80 KNIGHT RIDDER M NI 5.750 9/1/2017 336.60 56.00 18.193 
'499040AL' US499040AL76 KNIGHT RIDDER MNI 6.875 3/15/2029 276.20 43.00 17.321 
'65338LAA' US65338LAA70 NCO GROUP INC NCOG 11.875 11/15/2014 200.00 91.00 15.608 

'652366AA' US652366AA38 NEWPORTTV/NTV F NTVF 13.000 3/15/2017 278.90 94.00 15.013 
'67105EAB' US67105EAB83 OSI RESTAURANT OSI 10.000 6/15/2015 247.10 99.75 10.073 

'729416AN' US729416AN70 PLY GEM INDS PGEM 13.125 7/15/2014 150.00 94.88 15.428 
'767754AD' US767754AD64 RITE AID CORP RAD 6.875 8/15/2013 184.80 94.75 10.01 
'767754AJ' US767754AJ35 RITE AID CORP RAD 7.700 2/15/2027 295.00 64.00 13.232 
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'767754AR' US767754AR50 RITE AID CORP RAD 6.875 12/15/2028 128.00 59.00 12.835 
'749274AA' US749274AA41 RBS CAP TRUST I RBS 4.709 7/1/2013 317.60 45.00 61.316 
'74927PAA' US74927PAA75 RBS CAP TRUST II RBS 6.425 1/3/2034 393.60 45.00 15.552 

'74927QAA' US74927QAA58 RBS CAP TRIll RBS 5.512 9/30/2014 356.50 45.00 37.659 
'75601RAF' US75601RAF29 REAL MEX RESTAUR REALMX 14.000 1/1/2013 130.00 73.50 43.465 

'75605EBU' US75605EBU38 REALOGY CORP REA LOG 7.875 2/ 15/2019 700.00 75.50 13.163 
'783754AB' US783754AB06 RYERSON HOLDING RYI 2/1/2015 483.00 43.00 26 .992 
'852863AB' US852863AB56 STANDYN HOLD INC STANAD 12.000 2/15/2015 100.00 95.50 13.696 
'608328AT' US608328AT77 MOHEGAN TRIBAL TRIBAL 6.125 2/15/2013 250.00 62.50 45.807 

'608328AU' US608328AU41 MOHEGAN GAMING TRIBAL 11.500 11/1/2017 200.00 91.00 13.723 
'292680AC' US292680AC97 ENERGY FUTURE TXU 10.875 11/1/2017 180.60 80.50 15.999 
'292680AD' US292680AD70 ENERGY FUTURE TXU 11.250 11/1/2017 376.70 83.50 15.963 
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Appendix C 

Treasury Term Rates by Month 

September 30, 2011 
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Appendix C 
Treasury Term Rates by Month as of September 30, 2011 

CMT lnterpola- Treasury 
Monthly 

Month Rat.,• · tion Term Rates 

Nominal Factor by Month 
Change 

1 0.020",{, 0.020".-6 
2 0.020% 0.00000% 
3 0.020% 0.020% 0.00000% 

1 3.000% 

4 0.029% 0.00884% Treasury Term Rates by Month 
5 0.042% 0.0 1276% 
6 0 .060% 0.44225 0.060% 0.01840% 
7 0.068% 0.00825% 

I 2.500% 
8 0.078% 0.00939% 
9 0.088% 0.01068% 

I 2.000% 
10 0.100".-6 0.01215% 
11 0.114% 0.01382% 

I 1.500% 
12 0.130% 0.13754 0.130% 0.01572% 
13 0.137% 0.00728% 

I 1.oo0% 
14 0.145% 0.00769% 
15 0.153% 0.00812% 

I o.soO% 
16 0.162% 0.00857% 
17 0.171% 0.00905% I 0.000% 

1 
18 0.180",6 0.00956% 

201 
19 0.190% 0.01010% 

21 41 61 81 101 121 141 161 llll 221 

20 0.201% 0.01066% 
21 0.212% 0.01126% 
22 0.224% 0.01189% 
23 0.237% 0.01256% 
24 0 .25()",{, 0.05601 0.250% 0.01326% 
25 0.261% 0.01105% 
26 0.273% 0.01153% 
27 0.285% 0.01204% 
28 0.297% 0.01257% 
29 0.310".-6 0.01313% 
30 0.324% 0.01371% 
31 0.338% 0.01432% 
32 0.353% 0.01495% 
33 0.369% 0.01561% 
34 0.385% 0.01630% 
35 0.402% 0.01702% 
36 0.420% 0.04418 0.420".-6 0.01777% 
37 0.435% 0.01472% 
38 0.450% 0.01523% 
39 0.466% 0.01577% 
40 0.482% 0.01632% 
41 0.499% 0.01689% 
42 0 .516% 0.01749% 
43 0.535% 0.01810% 
44 0.553% 0.01873% 
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CMT lnterpola- Treasury 
M onthly 

M onth Rates- tion Term Rates 

Nominal Factor by M onth 
Change 

45 0.573% 0.01939% 
46 0.593% 0.02007% 
47 0.613% 0.02077% 
48 0.635% 0.02150% 
49 0.657% 0.02225% 
so 0.680",(, 0.02303% 
51 0.704% 0.02384% 
52 0.729% 0.02468% 
53 0.754% 0.02554% 
54 0.781% 0.02644% 
55 0.808% 0.02736% 
56 0.836% 0.02832% 
57 0.866% 0.02931% 
58 0.896% 0.03034% 
59 0.927% 0.03140% 
60 0.960",b 0.03505 0.960",(, 0.03250",(, 
61 0.976% 0.01607% 
62 0.992% 0.01634% 
63 1.009% 0.01662% 
64 1.026% 0.01689% 
65 1.043% 0.01718% 
66 1.061% 0.01746% 
67 1.078% 0.01776% 
68 1.096% 0.01805% 
69 1.115% 0.01836% 
70 1.133% 0.01866% 
71 1.152% 0.01898% 
72 1.172% 0.01929% 
73 1.191% 0.01962% 
74 1.211% 0.01995% 
75 1.232% 0.02028% 
76 1.252% 0.02062% 
77 1.273% 0.02096% 
78 1.294% 0.02131% 
79 1.316% 0.02167% 
80 1.338% 0.02203% 
81 1.361% 0.02240% 
82 1.383% 0.02278% 
83 1.406% 0.02316% 
84 1.43()",(, 0.01674 1.430",(, 0.02355% 
85 1.442% 0.01175% 
86 1.454% 0.01185% 
87 1.466% 0.01195% 
88 1.478% 0.01204% 
89 1.490% 0.01214% 
90 1.502% 0.01224% 
91 1.514% 0.01234% 
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CMT lnterpola- Treasury 
Monthly 

M onth Rates - tion Term Rates 

Nominal Factor by Month 
Change 

92 1.527% 0.01245% 
93 1.539% 0.01255% 
94 1.552% 0.01265% 
95 1.565% 0.01275% 
96 1.578% 0.01286% 
97 1.591% 0.01297% 
98 1.604% 0.01307% 
99 1.617% 0.01318% 

100 1.630% 0.01329% 
101 1.643% 0.01340% 
102 1.657% 0.01351% 
103 1.671% 0.01362% 
104 1.684% 0.01373% 
105 1.698% 0.01384% 
106 1.712% 0.01396% 
107 1.726% 0.01407% 
108 1.740% 0.01419% 
109 1.755% 0.01430% 
110 1.769% 0.01442% 
111 1.784% 0.01454% 
112 1.798% 0.01466% 
113 1.813% 0.01478% 
114 1.828% 0.01490% 
115 1.843% 0.01502% 
116 1.858% 0.01515% 
117 1.873% 0.01527% 
118 1.889% 0.01540% 
119 1.904% 0.01552% 
120 1.920",6 0.00822 1.920",(, 0.01565% 
121 1.925% 0.00522% 
122 1.930% 0.00524% 
123 1.936% 0.00525% 
124 1.941% 0.00527% 
125 1.946% 0.00528% 
126 1.952% 0.00529% 
127 1.957% 0.00531% 
128 1.962% 0.00532% 
129 1.968% 0.00534% 
130 1.973% 0.00535% 
131 1.978% 0.00537% 
132 1.984% 0.00538% 
133 1.989% 0.00540% 
134 1.994% 0.00541% 
135 2.000",6 0.00543% 
136 2.005% 0.00544% 
137 2.011% 0.00546% 
138 2.016% 0.00547% 
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CMT lnterpola- Treasury 
Monthly 

M onth Rates- tion Term Rates 

Nominal Factor by Month 
Change 

139 2.022% 0.00548% 
140 2.027% 0.00550% 
141 2.033% 0.00551% 
142 2.038% 0.00553% 
143 2.044% 0.00554% 
144 2.049% 0.00556% 
145 2.055% 0.00558% 
146 2.061% 0.00559% 
147 2.066% 0.00561% 
148 2.072% 0.00562% 
149 2.077% 0.00564% 
150 2.083% 0.00565% 
151 2.089% 0.00567% 
152 2.094% 0.00568% 
153 2.100% 0.00570% 
154 2.106% 0.00571% 
155 2.112% 0.00573% 
156 2.117% 0.00574% 
157 2.123% 0.00576% 
158 2.129% 0.0057&% 
159 2.135% 0.00579% 
160 2.140% 0.00581% 
161 2.146% 0.00582% 
162 2.152% 0.00584% 
163 2.158% 0.00585% 
164 2.164% 0.00587% 
165 2.170% 0.00589% 
166 2.176% 0.00590% 
167 2.181% 0.00592% 
168 2.187% 0.00593% 
169 2.193% 0.00595% 
170 1.199% 0.00597% 
171 2.205% 0.0059&% 
172 2.211% 0.006()()",6 
173 2.217% 0.00602% 
174 2.223% 0.00603% 
175 2.229% 0.00605% 
176 2.235% 0.00606% 
177 2.242% 0.00608% 
178 2.248% 0.00610% 
179 2.254% 0.00611% 
180 2.260"..6 0.00613% 
181 2.266% 0.00615% 
182 2.272% 0.00616% 
183 2.278% 0.00618% 
184 2.285% 0.00620% 
185 2.291% 0.00621% 
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CMT lnterpola- Treasury 
Monthly 

M onth Rates- tion Term Rates 

Nominal Factor by Month 
Change 

186 2.297% 0.00623% 
187 2.303% 0.00625% 
188 2.310% 0.00627% 
189 2.316% 0.00628% 
190 2.322% 0.00630% 
191 2.328% 0.00632% 
192 2.335% 0.00633% 
193 2.341% 0.00635% 
194 2.348% 0.00637% 
195 2.354% 0.00639% 
196 2.360% 0.00640% 
197 2.367% 0.00642% 
198 2.373% 0.00644% 
199 2.380% 0.00646% 
200 2.386% 0.00647% 
201 2.393% 0.00649% 
202 2.399% 0.00651% 
203 2.406% 0.00653% 
204 2.412% 0.00654% 
205 2.419% 0.00656% 
206 2.425% 0.00658% 
207 2.432% 0.00660% 
208 2.439% 0.00662% 
209 2.445% 0.00663% 
210 2.452% 0.00665% 
211 2.458% 0.00667% 
212 2.465% 0.00669% 
213 2.472% 0.00671% 
214 2.479% 0.00672% 
215 2.485% 0.00674% 
216 2.492% 0.00676% 
217 2.499% 0.00678% 
218 2.506% 0.00680% 
219 2.512% 0.00682% 
220 2.519% 0.00683% 
221 2.526% 0.00685% 
222 2.533% 0.00687% 
223 2.540"), 0.00689% 
224 2.547% 0.00691% 
225 2.554% 0.00693% 
226 2.561% 0.00695% 
227 2.568% 0.00697% 
228 2.575% 0.00699% 
229 2.582% 0.00700% 
230 2.589% 0.00702% 
231 2.596% 0.00704% 
232 2.603% 0.00706% 

Page 5 of8 

GT007301 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 177 of 264



A176

CMT lnterpola- Treasury 
Monthly 

Month Rates- tion Term Rates 

Nominal Factor by Month 
Change 

233 2.610".6 0.00708% 
234 2.617% 0.00710% 
235 2.624% 0.00712% 
236 2.631% 0.00714% 
237 2.638% 0.00716% 
238 2.646% 0.00718% 
239 2.653% 0.00720% 
240 2.660% 0.00272 2.660% 0.00722% 
241 2.662% 0.00192% 
242 2.664% 0.00192% 
243 2.666% 0.00192% 
244 2.668% 0.00192% 
245 2.670".6 0.00192% 
246 2.672% 0.00192% 
247 2.673% 0.00192% 
248 2.675% 0.00193% 
249 2.677% 0.00193% 
250 2.679% 0.00193% 
251 2.681% 0.00193% 
252 2.683% 0.00193% 
253 2.685% 0.00193% 
254 2.687% 0.00193% 
255 2.689% 0.00193% 
256 2.691% 0.00194% 
257 2.693% 0.00194% 
258 2.695% 0.00194% 
259 2.697% 0.00194% 
260 2.699% 0.00194% 
261 2.701% 0.00194% 
262 2.702% 0.00194% 
263 2.704% 0.00195% 
264 2.706% 0.00195% 
265 2.708% 0.00195% 
266 2.710% 0.00195% 
267 2.712% 0.00195% 
268 2.714% 0.00195% 
269 2.716% 0.00195% 
270 2.718% 0.00196% 
271 2. 720".6 0.00196% 
272 2.722% 0.00196% 
273 2.724% 0.00196% 
274 2.726% 0.00196% 
275 2.728% 0.00196% 
276 2.730% 0.00196% 
277 2.732% 0.00197% 
278 2.734% 0.00197% 
279 2.736% 0.00197% 
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CMT lnterpola- Treasury 
Monthly 

Month Rates- tion Term Rates 

Nominal Factor by Month 
Change 

280 2.738% 0.00197% 
281 2. 740"), 0.00197% 
282 2.742% 0.00197% 
283 2.744% 0.00197% 
284 2.746% 0.00198% 
285 2.748% 0.00198% 
286 2.750% 0.00198% 
287 2.752% 0.00198% 
288 2.754% 0.00198% 
289 2.756% 0.00198% 
290 2.757% 0.00198% 
291 2.759% 0.00199% 
292 2.761% 0.00199% 
293 2.763% 0.00199% 
294 2.765% 0.00199% 
295 2.767% 0.00199% 
296 2.769% 0.00199% 
297 2.771% 0.00199% 
298 2.773% 0.00200% 
299 2.775% 0.00200% 
300 2.777% 0.00200% 
301 2.779% 0.00200% 
302 2.781% 0.00200% 
303 2.783% 0.00200% 
304 2.785% 0.00200% 
305 2.787% 0.00201% 
306 2.789% 0.00201% 
307 2.791% 0.00201% 
308 2.793% 0.00201% 
309 2.795% 0.00201% 
310 2.797% 0.00201% 
311 2.799% 0.0020 1% 
312 2.802% 0.00202% 
313 2.804% 0.00202% 
314 2.806% 0.00202% 
315 2.808% 0.00202% 
316 2.810% 0.00202% 
317 2.812% 0.00202% 
318 2.814% 0.00202% 
319 2.816% 0.00203% 
320 2.818% 0.00203% 
321 2.820".-6 0.0020 3% 
322 2.822% 0.00203% 
323 2.824% 0.00203% 
324 2.826% 0.00203% 
325 2.828% 0.00203% 
326 2.830"..6 0.00204% 
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CMT lnterpola- Treasury 
Monthly 

Month Rates- tion Term Rates 

Nominal Factor by Month 
Change 

327 2.832% 0.00204-% 
328 2.834% 0.00204% 
329 2.836% 0.00204% 
330 2.838% 0.00204% 
331 2.8400,1. 0.00204% 
332 2.842% 0.00205% 
333 2.844% 0.00205% 
334 2.846% 0.00205% 
335 2.848% 0.00205% 
336 2.8500,1. 0.00205% 
337 2.852% 0.00205% 
338 2.854% 0.00205% 
339 2.856% 0.00206% 
340 2.859% 0.00206% 
341 2.861% 0.00206% 
342 2.863% 0.00206% 
343 2.865% 0.00206% 
344 2.867% 0.00206% 
345 2.869% 0.00206% 
346 2.871% 0.00207% 
347 2.873% 0.00207% 
348 2.875% 0.00207% 
349 2.877% 0.00207% 
350 2.879% 0.00207% 
351 2.881% 0.00207% 
352 2.883% 0.00207% 
353 2.885% 0.00208% 
354 2.888% 0.00208% 
355 2.8900,6 0.00208% 
356 2.892% 0.00208% 
357 2.894% 0.00208% 
358 2.896% 0.00208% 
359 2.898% 0.00209% 
360 2.900% 0.00072 2.900% 0.00209% 

Source: Federal Reserve statistical release H.15 (510) Selected Interest Rates doted October 3, 2011. 
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Grant Thornton 

November 8, 2011 

Ms. Carole Banks 
1500 Pennsylvania Avenue, N. W. 
Met Square Room 6253 
Washington, D .C. 20220 

Re: Valuation ofTreasucy's Holdings of the Senior Preferred Stock of the Federal Home Loan Mortgage 
Corporation as of September, 30, 2011 

Dear Ms. Banks, 

As requested, we have determined the fair value of the Senior l'referred Stock, as defined ft1.rther withm our attached 

detailed report, that the l.S. Department of the T reasUty received from the Federal Home Loan Mottgage 
Corporation pursuant to the Senior Preferred Stock Purchase Agreement dated September 7, 2008. 

We understand d1at you will use our valuation for d1e pmpose of your financial repo.rring for the tiscal year ended 
September 30, 2011, and that the appropriate value measure is fair value as determined in accordance with generally 
accepted accounting principles of the Un ired States, in particular, ASC Topic 820, Fair Vabte MeasurementJ· and 
Dirdomres ('ASC 820'). ASC 820 codified, effective July 1, 2009, Statement of Financial Accounting Stan dards No. 
157, Fair Vabte lvleamremetzt, and other related aud1orit.ative guidance of the Financial Accounting Standards Board and 
the Securities and Excl1ange Commission on fair value measu.rement. Under ASC 820, fair value is the pt:ice that 

would be received to sell an asset or paid to transfer a liability in <Ul orderly transaction between market participants at 

the measmement date. 

Based upon d1e information and fmanci,'l.l data provided by the Fede.ral H ome loan Mortgage Corporation, as weU as 

trading data tl1at we gathered and analyses we perfmmed, it is our opinion that tl1e fair value of the Senior Preferred 
Stock is $53,624,000,000. 

T he conclusions and opinions expressed in d1is letter and d1e accompanying detailed reporr are contingen t upon d1e 
qualifying factms set forth in the AssLmlptions and Limiting Conditions attached to dlis report. Our analyses, 
opintons, and conclusions were developed m contormJty with the 200~ American institute of Certitied Pub!Jc 
Accountants Statemen t of Stand:a.t:ds for Valuation Services No. 1. 

If you have any questions concenling this report and the conclusions it contains, please contact Anne Eberhardt at 
212.542.9698. 

Very tmly yours, 

}~ LJJ!_ 
E. DracUey Wilson, CPA 
.Managing Panner of Atldit - Global Public Sector 
Grant TI1omton LLP 
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Grant Thornton 

Fair Value of the U.S. D epartment of Treasury's Holdings of 

Senior Preferred Stock, The Federal I-Iome Loan l\!Iortgage 

Company (Freddie Mac) 

As of September 30, 2011 

Prepared by Grant 1 horn ton LLP on November 8, 2011 
Certified Public Accountants 
A U.S. member fixm o f Gcant TI10mton International Limited 
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Introductio n 

On September 7, 2008, the U.S. Department of the T r:easury ("Treasury'') and the Feder:al J lome Loan 

:Mortgage Company ("Freddie :l\1ac" or d1e "Company''), through the Federal Housing Finance l'lgen-cy, the 
conservator of Freddie Mac ("FHFA" or the "conservator"), entered into the Senior Preferred Stock 

Purchase Agreement (""PSPA"). Tn accordance with the terms of the PSPA, Freddie Mac issued variable 

liquidation preference Senior Preferred Stock to Treasury (the "Senior Preferred Stock" or d1e "Stock"). 

We have been asked to esrimate rhe fair value ofTreasury's holding of the Senior Preferred Stock as of 

September 30, 2011. 

We understand th-at TreasUL"y will use this valuation with regard to its financial repott.ing for the ftScal year 

ended on September 30, 2011. It also is ouc understanding that fair value must be determined in accordance 

with U.S. generally accepted accounting principles, in particular, in accordance with ASC 820, Fair Vaiue 
Mea.J7m:mmi.J and Dzjdwtm:J, which, effective] ul y 1, 2009, codified the Statement of Financial Accoun t:i.ng 
Standards No. 157, Fair Va!Ne Mea.rurr;ment, and other related authoritative guidance issued by the Financial 

Accounting St11nd-ards Bo;ud and the Securities Md Exchange CDmmission ("ASC: 820"). Under ASC RZO, 
fair ,ralue is the price d1at ...... ouJd be received to sell an asset or paid to transfer a liability in an orderly 

transaction between mad{et participants at the measurement date. 

3 

We are independent ofTrea.~ury. Our fee for this eng.'lgement \vas in no way influenced hy the results of our 

valuation analysis. 

Sources of Info rmation 

As a basis for our valuation, we used finanetal statements and other public filings issued by the Company, 

including PSP i \ documentation, and mdependent research regarding high yield bond and preferred stock 

trailing, Treasury press t-eleases, and other infom1ation pertinent to rhe valuation. We accepted wirhout 
verification fmancial statements and other information provided by d1e Company as accurately reflecting the 

results of operations and the financial and business conditions of Freddie Mac for the respective periods. In 
addition, '"~'-'e sought input from representatives within Treasuq's Office ofDomestic Finance to infotm us of 

the assumptions and conditions surrounding a hypothetical transaction. 

T he Business and Organization of F reddie M ac 

Business 

Freddie Mac is a government-sponsored enterprise that was chartered by Congress in 1970 to support 

liquidity, stability, and affordability in the secondaty mortgage market, in which existing mortgage-related 

assets are purchased and sold. Its cha!ter does not permit the Company to originate loaJlS and lend money 

directly to consumers in t.l1e primary mortgage market. Freddie :tvfac achieves 1ts miss1on pnmarily t.hmugh 

two forms of activities: 

Grant Thornton LJ.P 
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4 

• inunediately securitizing mortgage loans originated by primary lenders into Freddie .Mac mortgage­
backed securities, with Freddie Jvlac guaranteeing principal and interest payments on the underlying 

loans, and 
• acquiring mongage loan packages originated by lenders in the primary market, which it either retains 

as investments or warehouses for future securitization, into Freddie Mac mottgage-backed securities 
for which the Company will guarantee principal and interest on the underlying loans. 

Freddie Mac acquires mortgage loans with the proceeds o f debt securities it issues in domestic and 

international capital markets. Based on the U.S. government's support of Freddie Mac, its debt securities sell 
and trade at a small premiwn over U.S. Treasury yields. ·n1e stock of Freddie Mac (ticker: FMCC.OB) 

currently trades on the O TC Bulletin Board. It previously traded w1der the ticker FREon the New York 
Stock Exchanbre befoce th() consetv.ttor Jire..:ted the Company to Jelist the stock on June 16, 2010. 

As of June 30, 2011, the Company managed a credit book (i.e., loan guarantee exposures and moctgage Joan 
asset exposures) of $1.84 trillion related to res.idential mortgage loans. As of that date, Freddie Mac held 
$2.196 trillion of asset:s and owed $2.197 trillion w1der various liabilities (see Table 1 for a summary of the 
Company's 2003 to June 2011 income, assets, and cquit:y) .1 After adopting Statement of Financial 
Accotmting, Standards l'\o. 166, Anwmtirtgfor Traf/Jfers q(fiinamiaf Assets: m1 atnenthmnt to E4SB No. 140 (ASC 
860), and Statement of Financial Accounting Standards No. 
167,Aillettdments to FASB I~ttepretation No. 46(R) (ASC 810), 
Freddie Mac consolidated $1.781 trillion of mortgage loans 
and $1.566 trillion. of debt d1at previously was held in o ff­
balance sheet trusts that managed Freddie Mac mortgage­
backed securities. The consolidation of these assets and 
liabilities did not change the Companr's <.:redir book. 1lte 

consolidation converted guarantee exposures into loan 
exposures. Recause of favorable accounting treatments and 
the comparatively lower expenses that must be recognized, 

Freddie Mac has purchased most n on performing loans out 
of the trusts for which it provided a guarantee rather than 

make payments of principal and interest under its 
guarantee. 

Table 1 
In como, As.sen, and (quit'(, Z003toJune 30, 20U 

($ In ,.II lions) 

Not1ncomo 
Equity 

Year 
(Loss) 

A.ssets (Shan> holder 

Dol i cit) 

2003 4,816 803,449 31,487 

lOO~ 2,937 795,l8d 31,416 
2005 2,ll3 806,222 2S,e91 

2006 2,3V 804 910 26 914 

2007 (3,094 794,36S 26,905 

zooa 5(),119 550,963 30,124 

2009 {21,553 841,784 4372 
2010 {14,025) 2.261,780 (401) 

6mos. 2011 (1,463 2,195,795 (1,478 

As a federally d1arrered organization, Freddie .rvtac is regulared by the Federal Housing Finance Agency 
("FHFA'). It is aJso subject to extensive regulation, supervision, or examination by other federal agencies, 

including the Department of the Treasury, the Department ofHousing and Urban Development, and the 
Securities and Exchange Commission. 

Following the collapse of the national residential real estate market, the Obama administration has 
increasingly rehed upon both Freddte Mac and Fannte ~ae to L111plement tts policy rn tederal home retentton 

1 At June 30,2011, to tal liabilities e.xcecded total a.ssets by $1.478 billion, which resulted in the Federal Housing FU1ance 
Agency's request fu:r an additio nal $1.5 billion under T reasury's funding commttment pursuant to its Senior Preferred 
Stock Purchase Agreement. 'TI1e Company expects to request an additional $6 billion for losses incurred in d1e qua1.1er 
ending September 30, 2011. 

G rant Thornton T .T .P 
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programs, particularly mortgage loan refmancingunder the Home Mfordable Refinance Progran1 and loan 

moditications, repayment plans, and forbearance under the Home Affordable Modification Program. 

Conservators hip 

5 

On September 6, 2008, the Director ofFHFA appointed FHFA as the conservator of Freddie Mac in 

accordance with the Federal I lousing Enterprises Financial Safety and Soundness Act of 1992, as amended by 

the Federal Housing Finance Regulatory Reform Act of 2008 (collectively the "GSE Act"). The 

conservatorship is a statutory process designed to preserve and conserve Freddie Mac's assets and property 
and help rehim the Company to a sound and solvent condition. 

The conservatorship has no specified termination date. There can be no assurance as to when or how the 

conservatorship will be terminated, whether Freddie Mac will continue in its current fonn following 

conservatorship, or what changes tu its business strucmre will be made during or following the 

conservatorship. Upon its appointment, the conserntor in1mediately succeeded to all rights, tides, powers, 

and privileges of Freddie Mac, and of any shareholder, officer, or director of Freddie .\tfac wid1 respect to 

Freddie Mac and its assets, and succeeded to the tide to the books, records, and assets of any oilier legal 
custodian of Freddie :~vfac. The conservator has since delegated specified authorities to the Compan]'s Board 

of Directors and has delegated to Freddie Mac's management the authority to conduct the Company's day-to­
day operations. 

The GSE Act authorizes the Director of FHFA to place the Company into receivership directly from the 

conservatorship, with FHFA acting as the receiver. The Director ofFHFA must place the Company mto 

recei~rership if the Director determines that the Company's liabilities exceed its assets for sixty days or the 

Company has not been paying its debts as they become due for sixty days. 

The Senior Prefe rred Stock Purchase Agreement 

The day after placing Freddie Mac into conservatorship, on Sunday September 7, 2008, Treasury and Freddie 

Mac, thwugh its conservator FHF A, entered into the PSP A transaction. In exchange for the Warrant and 

Senior Preferred Stock issued by Fred die 1v1ac to Treasury with a liquidation preference of $1 billion, T reasuty 

provided a fimmcing Commitment to tl1e Company wid1 an .initial maximum amount of $100 billion. l11e 

liquidity commitment was increased to $200 billion by an amendment on May 6, 2009 and was increased 
again to an amount mat effectively is $200 billion plus me difference of additional deficit amounts incurred 

during the calend21r years 2010 through 2012, less any positive GAAP-based shareholders' equity as of 

December 31, 2012. Under the Commitment, Treasury remits cash to the Company in the amoLult (row1ded) 

of any GAAP-bascd shareholders' deficit ("deficit amount") at me end of any quarterly or annual reporting 

period. Payments made by Treasury under the Commitment ("liquidity payments") result in an increase in 

the amount of the liquidation preference of d1e Senior Preferred Stock. The Warrant grants Treasury the 

right to purchase 79.9 percent of the common stock of me Company on a fully diluted basis. The Senior 

Preferred Stock is described in me following section of mis report. 

On September 7, 2008, Treasury Secretary Henry Paulson and FHF A Director James Lockhart made a joint 

statement concerning actions taken with respect to Freddie Mac and Fannie Mae (collectively the 

Grant Thornton LLP 
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"governmenr-sponsored entities" or "GSEs").2 1/lr. Paulson made it dear d1at T reasllly had demanded the 
GSEs be placed into conservatorship before it would extend a liquidity commitment to them. .Nlr. Paulson 
described the intent o f the PSPA as follows: 

First, Treasury and FHFA have established Preferred Stock Purchase Agreements, contractual agreements 

between the Treasury and the conserved e ntities. Under these agreements [the PSPA, the secured lending 

facility, and the program to purchase GSE MBS), Treasury will ensure that each company maintains a 

positive nei worth. These agreements support market stability by providing additional security and clarity 

to GSE deb1 holders- senior and subordinated- and support mortgage availability by providing additional 

confidence to investors in GSE mortgage backed securities. This commitment will eliminate any mandatory 

triggering of receivership and will ensure that t he conserved entities have t he ability to fulfill their financial 

obligations. It is more efficient than a one-time equity injection, because it will be used only as needed and 

on terms that Treasury has set. With this agreement, Treasury receives senior preferred shares and 

warrants that protect taxpayers. Additionally, under the terms of the agreement, common and preferred 

shareholde rs bear losses ahead of the new 2:0vernment senior preferred shares. 

From the effective date of the P SP A until such time as the Senior Preferred S tock is repaid or redeemed in 
full, unless it has t he prior written consent of Treasury: 

• 'J'he Company shall no t declar:e or pay any ruvidend or make any other di:stribubon wi.tb n:spect to any of its 

o ther equity issues, o r set aside any m oney for that purpose. 

6 

• 1l1c Company shall no t sell cguiry inten~sts of any kind, o ther than the sale and issuance of the Senior Preferred 

Stock rutd Warrant and common stock upon exercise of the Warrant 

• The Company shall not do anyd1ing to tenuiuate d1e co11servatorship, other than in counection wid1 a 

receivership pursuan t to §1367 o f d1c Federal Housing Enterprises Financial Safety and Soundness Act of 

1992, as amended.3 

• The \...omp~ny sh~ll not sell, tmnsfer, lease, o r otherwise dispose of all o r any portion of irs ~ssets whether now 

owned or subsequently acquired. other d1an certain dispositions for fair value. 

• Tite Company shall no t become liahle for (t) anv indebtedness tltat would cause its aggregate indebtedness to 

exceed 110 percent of its aggregate indebtedness as ofJlllle 30, 2008 or (u) any indebtedness if sud1 

indebtedness is subordinated to arty o ilier indebtedness of the Company. 

• TI1e Company shall not (i) merge into or consolidate with any other entity, (il) effect a reorganization or 

recapital.iz;Jtino uwo lvi.ng its common stoC:k, o r (iii) purchase. lease or otherwise acquire all or substantially all 

of the assets of another entity. 

• The Company shall no t own mortgage assets in excess of (i) on December 31, 2009, $850 billion , o r (u) o n 

December 31 of each year thereafter, 90 percen t of d1e mo rtgage assets as o f D ecember 31 of the immeruately 

pn~ced.iu.~ year; subject tu a fluor of $250 !Jillion in rnongage as~et:;. 

• The Company shall no t engage in any transaction with an affiliate unless such transaction is (i) pursuant to the 
PSP_I\, the Se111or Preferred Stock, o r the Warrant, (ti) upon terms no less favorable to the Company than 

would be o btained in an ann's-lengtb t:rallSaction, o r (ill) a transaction undertaken in the ordinaty course of 

business or put:liuant to a contractual obligation . 

2 A transcript o f Mr. Paulson 's statement m ay be found at http: fi'W"'\IiW.treasun•.gov/press-center/pres~­

releases/Pagfs/hpl 129.aspx. 
'' This act is the autho rity for the consc.rvato rship. 

G rant T hornton TJ.P 
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The Company must provide on a timely basis to Treasury aiJ the reports and ftl ings required by the Securities 

and Exchange Commission, certificates of compliance with the PSPA covenants, and certain other notices 

and information. In addition, the Company cannot, without the consent of the Director of FHF A, i:n 

consultation with the Secretary of the Treasury, enter into new compensation arrangements of certain 
executive officers of the Company. 

Draw dov.m against the fund1ng commitment of the PSP A do not result in the issuance of additional shares 

of Smior Preferred Stock; instead, the liquidation preference of the initial one million shares is increased by 

the amount of the draw do·wn. 

Beginning in 2011, under the terms of the amended PSPA, the Company vms required to begin paying a 

quarterly commitment fee to Treasury. However, Treasury may, at its discretion, elect to waive the 

commitment fee for up m a year at a time, ''based on adverse conditions in the United Sates mortgage 

market.'' To date, Treasury has elected to waive all commitment fees, and in our calculation of fu ture 

deficiency amounts, our calculations have included the asswnption that Treasury will continue to waive the 

fee because, as with the case with the di\ridend (as we described in the Freddie Mac LiquiJity Commitment 

repon), rl1e payment of the comm itment fee would be ftll1ded by additional purchases of Senior Preferred 

shares. 

On December 24,2009, the maximum Commitment of the PSPA was amended and is currently unlimited 

through December 31, 2012 . .1\t d1at point, d1e maximum actual and future total payments under the 

Commitment will be $200 billion, plus deficiencies incurred during the calendar years 20 lO through 2012, less 
any surplus on December 31, 2012. For putposes of the PSPA, a deficiency exists when totalliabiJities 

exceed total assets on a GAAP basis, and a surplus exists when total assets exceed total liabilities on a G.l\.i\P 

basis. Generally, the Company may request a liquidity payment when it has a deficiency, and the rec1uest 

would be granted in the dollar amount of that deficiency. 

Variable Liquidation Pre ference Senior Prefened Stock 

The Certificate of Designation ofTetms of Variable Liquidation Preference Senior Preferred Stock was 

signed by the Director of FHF A on September 7, 2008. 

The number of shares initi~lly constituting the perpet:ual Senior Preferrecl Stock is ·1 ,000,000. Shares of the 

Senior Preferred Stock have no par value and have a stated value and i.tutial hquidation preference per share 

equal to $1,000, subject to adjustment as described below. The Senior Preferred Stock ranks prior to 

common stock of the Company and shall rank, as to both dividends and distributions upon dissolution, 

liquidation, or winding up of the Company, prior to (i) d1e preferred shares of the Company existent as of 

September 7, 2008, (ii) any other capital stock of d1e Company outstanding as of September 7, 2008, and (ill) 
any capital stock of the Company that may be issued after September 7, 2008. 

Dividends on the Senior Preferred Stock are curoulative, paid in cash, and payable in arrears when declared by 

the Board of D irectors quarterly on March 31, June 30, September 30, and December 31 of each year, 
commencing on December 31, 2008. Holders of outstanding shares on the date of declaration as they appear 
on the hooks and records of-the C..ompany receive these dividends ratahly. The dividend rate is 10 percent. 

However, if the Compan y fails to pay the dividend in cash in a timely manner, the dividend rate immediately 
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increases to 12 percent and remains at that rate until the Company has paid in cash d1e full amount of the 

cumulative dividends. To date, Freddie Mac has always paid the dividends in cash and bas indicated to us 

that it v.riU continue to pay in cash because of the adverse compounding effect of non-cash dividend 

payments. 

8 

The liquidation pt:eference of each share shall be the initial amount of $1,000, plus its ratable share of CD any 
liquidity payments pursuant to the commitment of the PSP A, (ii) any cumulative d1vidends not paid in cash, 

and (ii~ any commitment fee related to the commitment of the PSPA not pa!d in cash; less its ratable share of 

any pay downs of liquidity preference by the Company. 

The Company may make optional or voluntary pay downs of the liquidity preference, and m certain 

circumstances, d1e Company is mandated to make pay dov.ns. Following tennination of the Commitment, 

the Company at its discretion may pay down the liquidity preference in whole or in par t. If the Company 

issues any shares of capital stock in exchange for cash at any tin1e while the Senior Preferred Stock is 
outstanding, then the net proceeds of that stock issuance must be used to pay down the liquidity preference 

of the Stock Both voluntary and mandatory pay downs shall be applied first to any w1paid dividends, then to 

any unpaid commitment tees, if assessed, and lastly to the liquidation preference related to liquidity payments. 
When and if the liquidity preference has been paid in full, tl1e Senior Preferred Stock shall be deemed to be 

redeemed as of th-e date of such payment, and the shares of the Stock shall no longer be deemed to be 
outstanding, and all rights of the holders of Senior Preferred Stock shall cease. 

TI1e shares of the Senior Preferred Stock are transferable and have no voting powet·s, either general o r special. 

The holders of shares of the Senior Preferred Stock have no right to convert such shares into or exch ange 

such shares for any other class of stock or obligations of the Company and have no preemptive right to 

purchase or subscribe for any other shares, rights, options, or other securities of the Company wh.ich at any 

time may be sold or offered for sale. 

The Company has the right at any time after September 7, 2008 to authorize, create, and issue one or more 

additional classes or series of stock of the Company. Such stock may not mnk prior to or on p.u:ity with the 

Senior Preferred Stock \vithout the prior written consent of d1e holders of at least two- thirds o f d1e sh ares of 

Stock 

Tradin~ Histoay of Freddie Mac Common Stock 
As noted above, Freddie :Mac's common shares traded 

on the New York Stock Exchange (ticker: FRE) until 

July 8, 2010, when d1e shares began trading on d1e OTC 
Bulletin Board. The trading p rices of Freddie Mac's 

common shares from January 2003 through March 2011 

are presented in the chart. 

Common share prices for Freddie Mac have declined 

precipitously since tl1ey began to recognize credit losses 

Freddie Mac Historical Share Prices 
200:} · Present 

from the high-risk loans that were originated from 2005 ilirough most of 2008, following the nationwide 

drop in home prices <Uld d1e increase in unemployment. 
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More recently, common sh are prices took several additional adverse shocks: the dilution of existing 

shareholders' positions related to the Warrant on September 7, 2008; FHFA's June 16,2010 announcement 

that the GSEs would be delis ted; and the strut of trading through the OTC Bulletin Board on July 8, 2010. 

The chart below highlights trading of the common shares during this period. 

Freddie Mac Historical Share Prices 
September 2008- September 2011 .... ,---------------------

5 .00 ~ 0.00 f---------------------
3.00 1---------------------

:::: +r~---~-M:----;----
-~ =:~; "7 

./"'/ ./' .i' / l~ // ,<~'~,~.,~a .i' +"~ _.f~ -!'"~.._~.._.., -1..,. ,,i'" 

Recent Financial Histocy of Freddie Mac 

Hjstorically, Freddie Mac charged from 10 bps to 80 bps annually on the dollar an1ount of lUldcrlying 

mortgage loans that i[ guaranteed . ~ This fee schedule adequately compensated the Company for its cledit 

losses and contributed to its profitability until the 

Company had to recognize tl1e etTects from its 

acquisition of loans with higher risk chaetcteristics 

during the c;liendar years 2005 through :2008. 

Table 2 
Freddie Mac Selected Financial Indicators 

9 

Reportlnc Equity 
(Deficit)• 

r ........ rv 
PSPA 

Credit loss 
Earnings 

Provision 
Compared to earlier loan acquisitions (and post-2008 

a<.:yuisitiom), the 2005 to 2008\oans had higher risk 

characteristics across tl1e board, including h igher 
loan-to-value ratios, lower FTCO scores, and a much 

31-Dec-04 
31-Dec-05 
31-Dec-06 
31-Dec-07 
');).Jun-08 

31.-Dec-08 
31-Dec-09 
31-Dec-10 
');).Jun·11 

31.42 

27.19 

28.30 
26.72 
12.95 

(44.36) 

(42.(!;) 
(53.58) 

(51.93) 

1.11 

(1.58) 

(l.'l.n) 
(57.31) 

231 
(11.52) 

1.65 

Fundinr 
0.00 

0.00 
0.00 
0.00 
0.00 

13.80 
96.90 

1250 
0.50 

0.14 
0.25 
0.22 

2.85 
3.78 

1.6.43 

29.53 
17.22 
2.53 

294 
213 
221 
(3.091 
(0.971 

(50.1?) 

(21.55) 
(14.03) 
(2141 

higher level of low documentation and no 

document.'ltion (Alt-A) loans, interest-only loans, 

and negative an1ortization loans. According to the 
2011 Second Qua:ner CreeL[ Supplemem, 45.7 

percenr of the loans in tl1e portfolio d1e Company 

acquired from 2005 to 2008 had mark- to-market 

'* Exdudes PSPA .stock purchase receipts ond PSPA stock diYidend payments 

Sources: Freddie Mac quarterly ond annual public filings 

LTV ratios that were greater than 100 percent as ofJlUle 30,2011. 

As shown in Table 2, beginning in 2007 the Company began to recognize provisions for credit losses that far 

exceeded historical loss rates. Between 2003 and 2006, d1e credit loss ratio increased s teadily from 0.7 to 1.1 

bps as a percenrag-e of d1e Compwy's avera6>e mortgage credit book of business. According to me F1-IFA 
House Price Index, housing prices continued to rise through July 2006 and tll€11 began a steady decline until 
Jann:l ry 2009, as illllstrated in the chart below. Ry 2007, the combination of home p rice dedmes and the risl..1' 

4 Bps is an acronym for basis points. One basis point is 0.01 percent, or 1/10,000. 
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2005 ro 2008 loans resulted in higher delinquency rates and increased loss severities. Consequendy, Freddie 
Mac began to recognJze LUlprecedented provisions fur credit losses. T he credit loss ratio reached 76.2 bps as 

a percentage of the Company's average mortgage credit book in 2010. 

FHFA House Pttc~ Index 
Non-W!a ~rullv41d!u:nedU.S., dtanecirom previous~• 

25 .,------------------
zcf------------..,....------
15 ~------------------~/'~-'~------­
to ~------~-~"-----\\-----
·~~~7~~-------\~---
' ~ - \ 

' ... j--------------1\r--1-/\~ 
. ., ~---------------------------\-\ 1-l ­
., t--------------\.,..J ___ 
·" j_ ________________ _ 

(lu;lrter 

In the midst of home price declines and increasing 

credit loss prov isions, nearly all of which related to 

the 2005 to 2008 loans, Freddie Mac was placed 

into conservatorship a.ud entered into, through 

FHFA as its conservator, the PSP A. Table 2 
illustrates the Company's rapid decline from a 
profitable entity with more than $30 billion in 

shareholders' equity inlo an entity that was losing 

substantial amounts of money and, absent the 

injection of $64.7 billion in capital by Treasury 
unde.r the PSPA duough June 30, 2011, would 

have had total liabilities well in excess of total 

assets. Additional details concerning GAAP-based shareholders' equity (deficit) are presented by quarter-end 

from Nlarch 2007 through June 2011 in Appendi..'C A. 

Valuation Appro·ach 

Accounting guidance 
Under J\SC 820, the fair value of the Senior Preferred Stock is the price rhat would be received by Treasury 

to sell the Senior P1-eferred Stock in an orderly transaction with market participants at the measurement date. 

In valuing the Senior Preferred Stock, we have considered the nature of th is equity instrument, including its 

liquidation preference relative to debt and other equity, the price in a hypocl1ctical trans~tion, the principal 

market, and the perspective o f potential market participants. 

As further explained below, we have estimated the value of the Stock in accordance with a hypothetical 

transaction, set ou t in ASC 820 as follows: 

The transaction to sell the asset .. . is a hypothetical transaction at the measurement date, 

considered from the perspective of a market participant .. . 

ASC 820-10-20 defines market participants as buyers and sellers in the principal (or most 

advantageous) market for the asset or liability who possess all of the following characteristics: 

• lndepetJdent o f the reporting entities (th:~t is, they are not related parties) 

• Knowledgeable, having a reasonable understanding about the asset or liability and the 

transaction based on all available information, includillginfo rmation that might be o btained 

tl.Jrough due diligence efforrs that are usual and customary 

• Able to transact for the asset or lia bill ty 

• \XIilling to tram act for the asset or liabilities (that is. t hey are motivated but not forced or 

otl1erwise compelled to do so) 
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ASC 820-10-35-9 fimher smtes d1at 

The fair value of ilie asset or liability shall be determined based on the assumptions that 

market participants would use in pricing the asset or liability. Iu developing those 
assumptions, me reporting entity need not identify specific market participants. Rather, d1e 
reporting entity should idemify characteristics that distinguish market participants generally, 
considering factors specific to all of the following: 

a. TI1e asset or liability 

b. The principal (or most advantageous) market for ilie asset or liability 

c . Market participants with whom the reporting entity would transact in iliat 

market. 

11 

It i~ not likely that Freddie :'viae would repurcha<;e the Senior Preferred Stock. However, the stock may he 
offered to dlird parties because (i) d1e Stock is transferable and (ii) me Company is obligated by the tenus of 
the certificate of designation of the stock to keep a record of current holders. In addition, each stock has its 

ratable share of the total liquidation preference, '>vhich facilitates the sale of me Stock to multiple market 

participants. 

Market and regulatory environment of the GSEs 
ln Febn.ary of this year, Treasury and the Department of Housing and Urban Development jointly issued a 

report to Congress entitled Riformlng America's Housing Finance Market. In dlis report, to which we will refer 
hereinafter as the "white paper," the following paragraph was contained in the intcod.uction: 

The Administration will work with the Federal Housing Finance Agency ("FHFA") to develop a plan to responsibly 

reduce the role of the Federal National Mortgage Association ("Fannie Mae") and the Federal Home Loan Mortgage 

Corporation ("Freddie Mac") in the mortgage market and, ultimately, wind down both institutions. We recommend 

FHFA employ a number of policy levers- including increased guarantee fee pricing, increased down payment 

requirements, and other measures - to bring private capital back into the mortgage market and reduce taxpayer risk. 

As the market improves and Fannie Mae and Freddie Mac are wound down, it should be dear that the government is 

commit ted to ensuring that Fannie Mae and Freddie Mac have sufficient capital to perform under any guarantees 

. issued now or in the future and the ability to meet any of their debt obligations. We believe that under our current 

Preferred Stock Purchase Agreements (PSPAs), there is sufficient funding to ensure t he orderly and deliberate wind 

down of Fannie Mae and Freddie Mac, as described in our plan. 5 

Jn a conference call with reporters on the day the white paper was released, Treasury Secretary Geithnec 

commented tl1at the transition to a new housing fmance system would likely take five to seven years' 
The white paper listed a number of policy goals dlat the Administration would seek to achieve mrough 

refonn of me housing finance system, including: 

• Winding down Fannie Mae and Freddie Nillc on a re~pomible timeline hy 
o Increasing guarantee fees to bri11g in more private capital 

5 "Reformillg Ame.t::ica's Housing F'tllance l\1arket: A Report to Congress," U.S. Department of the Treasury and the 
U.S. Department of H ousing and Urb:m Development, February 2011, pg. 2. 
6 Woellert, Lorraine and Rebecca Christie, "Treasury Report Calls for \Xlindillg Down Fannie, Freddie," Bloomberg 
Businmweek, February 11, 2011. 
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o Increasing private capital ahead of Fannie Mae and Freddie :tvfac guarantees 

o Reducing conforming loan limits 

o \Vmding down the uwestment portfolios of Fannie Mae and Freddie Mac 
• Returning FH_I\ to its traditional role as targeted lender of affordable mortgages 
• Ensuring FHLB support for small- and medium-sized fmancial institutions 

• Improving coordination among existing govemmental housing finance programs 7 

The white paper expressed a commitment to preserving the position of the holders of debt issued by the 

GSEs, but it was virtually silent on the subject of preserving d1e value of the senior preferred stock 

More recently, Acting Director E dward DeMarco of FHF A addressed the American :Mor.tgage Conference 

on the future of the consen ratorship. 8 In his address, he stated: 

12 

It ought to be clear to everyone at this point, given the Enterprises' losses since being placed into conservatorship and 

the terms of the Treasury's f inancial support agreements, that the Enterprises will not be able to earn their way back 

to a condition that allows them to emerge from conservatorship. In any event, the model on which they were built is 

broken beyond repair. Conservatorship allows the Enterprises to continue serving their public purpose while 

lawmakers determine the ultimate resolution of the conservatorships and t he future legal structure for housing 

f inance. 

Yet, after three years, there still is no clear direction as to what legal and institutional structures w ill replace t he 

Enterprises and their central position In the housing finance mari<et. (pp. S-6) 

He announced a nu mbec of initiatives that FHF A had. take..n to improve tbe functioning of the housing 

fmance system while at the same rime working to reduce the risks that exist beyond d1e normal business risks 

associated with guaran teeing new m o rtgages. 

One way to mitigate this risk is for the Enterprises' market presence to shrink, not only the size of their retained 

portfolio, which we are doing, but also the size of their credit guarantee book .... 

... [A) logical next step in conservatorship is to continue down the path already started of gradually increasing 

guarantee fee pricing to better reflect that which would be anticipated in a private, competitive market. Two words 

of caution are required. First, there is substantial effort long underway to bring stability to housing and housing 

finance, so such Increases should not undermine those efforts. Second, we can model and make educated guesses 

about the price a purely competitive, private market would charge for a given set of mortgage credit characteristics 

presented by any given borrower, but we can't know this with certainty. For these reasons, it is my view that a series 

of periodic, gradual price increases makes more sense than one or two large price adjustments. ( pp. 7-8) 

Estimated value of the Senior Preferred Stock 

We estimated the value of the Senior Preferred Stock using a discounted cash flow analysis. A discounted 
cash flow analysis requires a forecast of future periodic net cash flows over th e discounted cash flow analysis 

7 \i/hite p aper, pp. 12-1.5 
• 'The Conservators hips of Fannie Mae and Freddie Mac: Current and Future Operations," E<lward]. DeMarco, 
Acting Director, Federal Housing Finance Agency speech before the American Mortgage Conference, Raleigh, North 
Carolina, September 19, 2011. 
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horizon, a discount rate from which present value factors are calculated, and, frequently, a capitalization rate 
to determine residual value at the end of the discounted cash flow analysis horizon9 

Cash flows 
In our calculation of Freddie Mac's liquidity commitment, we analyzed and extended the forecasted cash 
tlov.'S for 2011 to 2014 that Freddie Mac provided to FI IPA in September, based on input we received from 

Freddie Mac's forecasting team. The Company forecasts its performance and anticipated need for financial 

assistance under three scenarios based on Moody's house price paths - a base case, an optimistic or «stronger 
near-term recovery" case, and a stress or "deeper second recession" case. 

Moody's describes the optimistic scenario as being consistent with "a 10 percent probability that the economy 
will perfom1 better than this scenario ... and a 90 percent probability that it will perform worse." Similarly, the 

stress scenario is consistent with "a 90 percent probability that the economy will pertorm better ... and a 10 
perce11t probability that it will perform worse."10 Because the base case is by definition the most likely 

outcome, we have used d1ose forecasts as the fotmdation for om valuation of the Senior Preferred Stock. We 
are not aware of anything that would indicate that the Moody's house price forecasts have changed since the 
time of their release in a manner that would have a material impact on the forecasts. 

Building on cl1e forecasted cash flo-...-s provided by Freddie Mac's forecasting team, we extended the cash 
flows from September 30, 2014 through Treasury's second quarter of 2039 (l\1arch 31, 2039), when we 

estimate the maximum liquidity commitment to the Company will become entirely depleted. We assumed the 
ftnal dividend payment will be made three months later ~.e., on June 30, 2039) and that one year after, or Jtme 
30, 2040, a recovery will be realized on the buyers' liquidation preference. 

A complicating issue for the Senior Preferred Stock is the interaction between liquidity payments and d1e 
ongoing liquidity p reference of the Stock and the amount of dividends associated with that liquidity 

preference. We have assumed that the potential buyer would acquire the dividend stream related to the 
balance of the ltquidity pt·eference as it existed on the measurement elate. Rased on discussions with 
representatives within Treasury's Office of Domestic Finance, we further assumed that Treasury would agree 

not to charge a commitment fee to the Company in order to increase the amount it receives for converting 
the dividend receipt stream to current cash. 

We have attached as Exhibit 1 an exce1pt from the Liquidity Commitment memo illustrating the expected 
cash flows, inducting net comprehensive income, changes in the Senior Preferred shares, Senior Preferred 
dividend payments, and shareholders' deficit. The Company ·will eventually be forced into receivership, with 

FHF i\ acting as d1e receiver, once the l iquidity commitment becomes exhausted and the Company is no 
longer able to generate sufficient cash to pay the Senior Preferred dividend. The D irector of FHF A must 
place the Company into receivership if the Director detet:mines that the Company's liabilities exceed its assets 

for sixty days or the Company has not been paying its debts as they become due for sixty days. 

T he liyuidation preft:rence of dte Senior Prefened Sto~;k wa~ $66.2 billion a:; ofSeptemut:r 30,2011. In the 

contemplated hypothetical transaction, we asswned the buyers would acquire the dividend stream associated 

9 In a horizon analysis, the timeframe of the discounted cash flows is for a period of time that ends on a date (the 
horizon) that differs from the investment's contracmal maturity. 
10 Pmjectiotts of the Enterp!ises' Fimnrciai Performance, released by the Federal Housing Finance Agency, October 2010, pg. 6. 
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with $66.2 billion of liquidation preference until the time when tl1e Company no longer would he able to pay 
the cLvidends on the Senior Preferred Stock because the Company will have exhausted its liquicLty 

commitment ftu1Cling I t is reasonable to expect that Pceddie Mac will continue its e.'!:ist:ing policy of paying 

dividends in cash because the maximum amount of the Commitment otherwise would be reached at an 
earlier date. 

Discount Rate 
From the measurement date duough December 31,2012, Treasury has no limit on its Commitment to the 
Company. E ffectively, the Company's dividend obligation is guaranteed by the U.S. government during this 

period, and we used the Treasury rate as the discOtlllt rate for this period. 

From December 31, 2012 through 

September 30, 2018, Freddie Mac is not 

projected to draw on tl1e liquidity 
commitment to m ake its dividend payments 

because of increased earnings driven by 

significantly reduced crecLt losses in 2012 

and 2014. However, net interest income 

gradually slu:inks the Company-'s eaming 

ability as the mortgage assets portfolio 

decreases in fulfilbnent of the terms of the 

PSPA, and by 2018, the Company is once 

ag-ain drawing on the liquidity commitment 

in o rder to fund its dividend payments. The 

Freddie Mac 
Net Income and Senior Preferred Dividends 

($in millions) 

25.000 .------------

20.000 +----------/-~ 

15,000 +-------/--~--

10.000 +-r'l,\:----_,-----:=:r".C:....----

S,ODO +---=~-....,------~ 

- Income (Loss.) 

- .SeniQr Preferredl OIVJclends 

chart above illustrates forecasted i11come and dividends until the exhaustion of the liquidity commitment. 

During the time from 2013 to Septemuer 2018, though the Company does not draw upon the li4uidity 

comrnitment to fW1d its dividend payments, it noned1eless faces a high degree of uncertainty surrow1<1.ing d1e 

timing and circumstances of its exit from conservatorship. To retlect this risk, we used a discOtmt rate of 
7.755 percent, which is consistent \vith the average yield on financial setvice sector preferred shares based on 

the Bank o f Amet:ica Merrill Lynch U.S. Preferred Stock Fixed Rate Index at the valuation date. (See Exhibit 

2 for a calculation of dte discount rate and the underlying data.) 

After September 30, 2018, we used a discount rate of 14.568 percent to reflect rl1e higher degree of 

uncertainty of forecasted eammgs, d1e increased likelihood of exhausting the Treasury maximum liquidity 
commitment, and the vulnerability of the Company to highly w1certain polittcal and economic conditions. 

To detennine the discount rate, we summarized data from the Bank of _<\.merica Merrill Lynch U.S. H igh 

Yield CCC and Lower Rated Index, adjusting for tenor and the prcfen:ed tax benefit. Exhibit 3 contains the 

calculation of the discount rate and our adjustment for tenor. T11e underlying data are provided in Appendix 

B. 

\Ve reviewed market mstruments for corporate issuers that were highly correlated to the pedo.tmance of thr 

residential mortgage market as a means of comparison for the long- term risk of Freddie Mac's performance 

on the Senior Prefeued shares. We noted th at the mortgage guarantee companies, Mortgage Guaranty 

Insurance Company and Radian Gwup, had ct:edit default swap contracts quoted at annual spreads of 1825 

bps ancl2475 bps. respectively. 
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ln addition, we noted Bank of America's issuance of $5 billion of series T 6 percent preferred shares in 

August 2011. Based on the terms of d1e transaction, we calculated an implied dividend yield of approximately 

18.69 percent.11 The rates on these instruments at-e not inconsistent with the long-tem1 yield we used in our 
cash flow model. 

Recovery Value 
At the end of the cash flow horizon, we have included a recovery of part of the buyer-s' Liquidation 
preference. We estimate the recovery at approximately $6 billion, or 9.056 percent of the amount of liquidity 

preference sold to the buyer. 111is value may be realized through distributions made by a receiver or by the 

buyers selling their interest in allocable residual cash flows after the ten percent dividend of the senior 

preferred stock has been renegotiated or set aside by the receiver. For d1e period of time from 1982 through 

2008, Moody's estirnated recovery rates of uet\veen 11.7 per<.;ent <md 13.1 per<.;ent for non-trus[ preferred 

stocks, as measured by post-default prices.L2 Our 9.056 percent recove1y rate estinlate tS consistent widl 
Moody's estimates. 

We estimated recovery based on tbe Company's forecasted annual cash flow at the time of the expected 

default using d1e 14.568 percent yield requ[remcnt, described above in the Discount Rate section of d1is report, 

for disposition of the residual interest and the amoun t of total Senior Preferred Liquidation preference at the 
time of default. Assuming annual cash flow of $4.5 billion, which approximates d1e annual income Freddie 

Mac is expected to cam at the time o f its exit from conservatorship> we estimate a 9.056 percent recovery as 

shown in the table belowl3 

Valuation 

Uquidation Preference Recovery 

($in millions) 

Ongoing pretax i ncome 

Income taKes 

Ongoing net income 

Requi red yield 

Value of t he senior preferred shares 

Liquidation p refere nee 

Recovery rate 

Liquidation preference sold to buyer 

Recovery of buyer 's li quidation preference 

A 
B=A*tax rate 

C=A- B 

D 

E=C/0 

F 

G=E/F 

H 

J=G*H 

4,500 
1,575 

2,925 

14.568% 

20,078 

221,696 

9.056% 

66,179 

5,993 

With input from the Company's forecasting team, we e.xtended the cash flows for rhe amount of dividends 

associated wid1 d1e Senior Preferred Shares at ilie measurement date until d1e liquidity conuniunent is 

e.xhausted, which occurs in 2039, according to our calculations described in the Liquidity Commitment 

1 1 The calculation assumes $700 million i.n 10-year wan:ant:l with a $7.14 strike p.cice \ralued at ~.85 per share. 
12 "Corporate Default and Recovery Rates, 1920 - 2.008," Rxhibi t 5> Moody's Investors Service, February 2009. In its 
February 2011 version o f this annual default study, Moody's did not provide any information for preferred stocks. 
J.l ln our projections, we assumed that income taxes prior to default will be offset by tax loss carry-forwards and that the 
Company will accrue and pal' income taxes after dcfitult. 
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memo. As summarized in Exhibit 4, we estimate that the buyers would receive $190 billion in dividends and 

$6 billion in residual value or recovery. We discounted these projected cash flows to present values using the 

three discount rates representing three separate periods of .risk, as described above in the Discount Rate section. 

The result of our valuation is $53,624,000,000. 

We also performed an analysis of the Company's projected cash flows asswning that the dividend preference 

were eli.rninated and dividends on rl1e PSP1\ were .reduced to levels equal to expected future earnings. 

Because of the much higl.ler level of uncertainty associated with dividends in such a scenario, we used a risky 
rate, commensurate with retums of common stock, for the entire time hori7.on. The discounted value under 

this second scenar.io provides a value of about $47 billion, without consideration for the payment of federal 

income taxes. However, because d1ere have been no changes to ilie terms of fue PSP A iliat would elinlioate 

the dividend preference, nor have there been any formal policies that would make such an outcome likely, we 

have not phtced any weight on this calculation. 

Other issues coasideced 
Control,:t?retnium 
The holders of the Senior Preferred Stock have no voting powers and cannot control the company. In 
addition, no control premium exists unless mere is a benefit of control. It is ·widely accepted that the 
following are among the prerogatives of control ownership: 

• sett:Utg policy and changll.tg the course of business; 

• acquiring or liquidating assets; 
• making acquisitions, liquidat:Utg, dissolving, selling out, or recapitalizing the company; 

• selling or acquiring treasury shares; 

• registering the rompaoy's stock for a public offerotg; 

• declaring and paying dividends, changing th.e articles of incorporation or bylaws 14 

These prerogatives of control ownership would not irnu·e to a buyer of the Senior Preferred Stock. FHF A, 
acting as conservator, retains most of the usual control powers. In addition, the Company operates under a 

federal charter, which includes certain missions that are incompatible with conventional for-profit objectives, 

and fue terms of the PSP A include ntl.l1lerous prohibitions that usurp many control prerogatives. 

The Company is under conservatorship, with FHFA acting as conservator. The conservatorship has no 
specified tem1ination date. There can be no assurance as to when or how the conservatorship will be 

terminated, whether fue Company will continue in its current fOLm following conservatorship, or what 

changes to its business structure will be made during or following the conservatorship. The rights of ilie 

shareholders arc suspended during fuc conservatorship, and the conservator may take any actions it 

determines are necessru.1· and appropriate to can·y on the Company's business and presetve and conserve its 

assets and property. The conservator's powers include the ability to transfer or sell its assets or liabilities, 

generally wiiliout any approval, assignment of rights, or consent of any party. 

TI1ere is no assurance that the Company will be able to repay Treasuty's liquidity payments or otherwise 

terminate the PSP A or retire the Senior Preferred shares. T reasm:y's Senior Preferred shares have a 

14 For example, sec Pratt, Shannon P., The MarketApprum:h to Va!ui1~ Bmimsses,John \\l'ilcy & Sons, 2001, pp. 137-138. 
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liquidation preference ro the conunon and preferred shareholders. As noted above in the Smior PrifenrJd Stock 
Purchase Agreemmt section, the PSPA contains covenants that significantly restrict the Company's business 

activities and require the prior written consent of Treasury before it can take certain actions. 

In terms of adding value through the ability to change or control the Company's operations, no control 

premium is supportable based on the factors discussed above, and accordingly, we did not assign a control 

premiwn to the Treasury's holdings of the Senior Preferred shares. 

Dilution 

TI1e Senior Prefeued Stock has a priority both as to dividend and distributions over all other classes of equity. 

In addition, the covenants of the PSPA prevent any unauthorized action that would disfavor the Stock, 

including limits on indebtedness, prohibition of asset sales, prohibition of the issuance of equity interests 

(except those related to the PSPA), and prohibition of mergers and acquisitions. The current Senior 

P referred shares will be diluted by future advances, and our methodology captures this dilution in the way we 

quantify the final recovery at the time d1e Company exhausts d1e liquidity conun itment. 

FHFA la»-'Sttifs against uading,financia/. institutioHS 

In late July and early September, FHF A filed lawsuits against 18 financial institutions, certain of their ofticers, 
and various unaffiliated lead w1der-wricers, alleging violations of federal securities laws and common law in the 

sale of residential private-label mortgage-backed secllfities to the GSE s. Collectively d1ese lawsuits seek 

billions of dollars in damages on behalf of the GSEs, but as of the measurement date, there was insufficient 

certainty as to the outcome of the lawsuits, and -..ve did not consider the impact of any potential settlements 

on behalf ofFredclie Mac in our valuation of the Senior Preferred shares. 

Federal im:vme fa><Xr 

We have assumed that the Company will not pay federal income ta.xes, and the Company is e.x:empt from 

state and local taxes. Because of the Company's in1proved earnings forecasts, we considered including within 

our valuation a reduction of earnings by the estimated income taxes the Company might be requit·ed to pay 
after tax loss carry-forwards were exhausted. We did not perfonn a detailed review of the Company's current 

income tax positio n, but we believe it would be very unlikely that any federal income taxes would be p aid 

prior to 2017. The payment of taxes w·ould affect the payment of dividends by shottening the number of 

years that dividends could be paid before the liquidity conuniunent is depleted because the Company would 

draw liquidity payments to pa.y both dividends and federal ta.-,:es. Our sensitivity testing demonstrated that 
the effect on the valuation of the Senior Preferred sha1:es was minimal because of the very low value of cash 

flows at the end of the time horizon, and because of the high degree of uncertainty surrounding the future 

status of the Company, we did not include calculations of federal income ta .. xes in our valuation. 

Valuation Oualificarions 

E . Bradley Wilso u, Managing Partner of Audit- Global Public Sector, Grant Thor.oton LU> 
Mr. Wilson is the :Managing Partner of Audit in Grant Tl1ornton's G lobal Public Sector, with over thirty years 

of experience in the audit and evaluation of federal government and conunercial entities' financial statements, 

internal controls, accounting, financial management srstems, and operations. This includes evaluating 

business processes, procedures, and systems for effectiveness of intemal controls and compliance with laws 
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and regulations. H e has extensive experience in fmancialma.nagement with respect to reporting, accounting, 
budgeting, and disbursing. 

1-Ir. Wilson was elected to the Grant Thornton U.S. partnership board for two terms, where his 
responsibilities included providing governance and direction to the Fim1. For two years he served as the 
Chief Administrative Officer of Grant Thornton, following a number of years of serving as the top technical 

parmer in the lv1inneapolis office of Grant 1l10rnton. 

Mr. Wilson was au---:arded a B.S. degree from Brigham Young University and a11 M.B.A. degree from Harvard 

University. 

Justin Burchett, Ph.D., Senior Manager, GrantTbornton LLP 
Justin h;~s over ten ye-.us of experience in the fm;tncial services industry. He is responsible for the analysis 
and valuation of a variety of financial instruments for clients in the financial senrices i.ndustt:y, including hedge 

ftmds, b:u1ks, priv-ate equity firms, real estate investment trusts, a11d specialty fu1ance companies. 

Prior to joining Grant TI1omton, Justin was a Managing Directot: and founding partner at Structured Credit 

Holdings, where he was responsible for business development and asset origination of structut:cd fmancc 
securities and fixed income derivatives. Prior to his work at Structured Credit, he ""-as a Vice-president at 

Radian Group in the Global Suucrured ProductS deparunem where he struCtured, originated, wd valued a 
variety o f credit instruments, including collateralized debt obligations, credit derivatives, asset-backed 
securities, and mortgage-backed securities. Justin was also an Associate at Hanover Capital Mortgage 
Holdings, a residential mortgage Real Estate Investment Trust. \While at Hanover, Mr. But:cbett modeled and 
analyzed non-Agency residential mortgage-backed securities. 

Just.i.n was awru<.led a B.A. degree from Pomona College and an M.A. degree and Ph.D. from Stanfurd 
Uni\rersity. 

Anne Eberhardt, Senior Manager, Grant Thornton LLP 
Anne has been the maJlager of GrantThomton's valuation se1vices to Treasury since the inception of the 
PSP l\.. She has confirmed valuations of pt:eferred stock and wart:ants issued pursu:u1t toT ARP for Grant 

Thomton's audit clients nationwide. She also assists with complex valuations, credit models, and valuation of 
distressed loan assets. 

_,-\nne has extensive experience with the GSEs, having performed a year-long specialized assessment of all 
single-family loan programs for one of the GSEs, reviewing its contracts with primary loan originators, loan 

service providet:s, and l:lusts. In addition, she developed and maintained the information-tracking system to 
mwage the assets of four failed fmancial institutions in the fiim1's capacity as the receiv-er/liquidator. She 
also has experience with evaluating limited partnet:Ships organized under the Low Income Housing Tax 
Credit progr:un to determine the FIN 46 consolidation requirements of the sponsoring entity. 

Anne was awarded a B.S. degree a11d an M.B.A. degree from Bcigh:un Young University. 
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Appraiser Certification 
We certify that, to the best of our kno'Wiedge and belief: 

• The statements of fact contained in this detailed appraisal report are true and correct. 
• The reported analyses, opinions, and conclusions are limited only by the assumptions and limiting 

conditioas reported herein, and represent our personal, impartial, independent, unbiased, objective 

professional analyses, opinions, and conclusions. 

• We have no present or prospective ftnancial or other interest in the business or property tllat is the 
subject of th1s report, and we have no personal financial or other interest w1th respect to the 

business, property or parties involved. 

• We have no bias with respect to d1e business or property that is ilie subject of this report or to the 

parties involved wid1 dlis assignment. 

19 

• Our eng.tgement in d1is assignment was not contingent upon developing or reporting predetermined 

results. 

• Our compensation for completing this assignment is fee-based and is not con tingent upon the 

development or reporting of a predetermined value or d irection in value that f.wors ilie cause of the 
client, the outcome of this valuation, the amount of ilie value opinion, ilie attainment of a stipulated 

result~ or ilic occurrence of a subsequent event directly related to the intended usc of this appraisal. 
• The economic and industry data included in the valuation report have been obtained from various 

printed ot: electronic reference sources that d1e valuation analyst believes to be reliable. The valuation 

analyst has not performed any corroborating procedures to substantiate that data. 

• Our analyses, opin1ons, conclus10ns and tllis comprehensive appraisal report were developed 1.!1 

confornlity ·with ilie 2008 .American Imtitute of Certified Public Accountants S t.atement of S tandard,·_for 
Valuation Sen1i~u No. 1 and ilie 2010-2011 Uniform Srandards of Professional Appraisal Practice. 

• The parties for which the information and use of ilie valuation report is restricted are identified; the 

valuatiun report is not intended to be an<.l should not be used by anyone oilier than such parties. 

• The valuation analyst has no obligation to update the report or the opinion of value for information 

that comes to hisiher attention after the elate of the report. 
• This report and analysis were prepared under the direction of Brad Wilson, Partller, with significant 

professional assistance from David DtJfendach, Partner,Justin Burchett, Senior Manager, and Anne 

Eberhardt, Senior Manager. 

• No one other d1an d1e staff of Grant Timmton LLP provided any professional assistance to the 

individual(s) sil?]ling this report. 

E. Bradley Wilson, CPA 

Managing Partner of Audit - G lobal Public Sector 

Grant Thornton LLP 

Grant Thornton LLP 
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20 

The primary assumptions and limiting conditions pertaining to the value estimate conclusion(s) stated in this 

detailed apprajsal :report (report) are summaozed below. Other asswnptions are cited elsewhere in tlus report. 

1 The conclusion of value arrived at herein pettain s only to the subject financial instrumen t, the stated 

value standard (fair value), as of the stated valuation date, ami only for d1e st'...tted valuation 

purpose(s). 

2 Financial statements and other related information provided by the Compa11y or its representatives, 

in the cour.se of this engagement, have been accepted without any veriftcation as fully and correctly 

reflecting the enterprise's business conditions and operating results for the respective periods, except 

as specifically noted herein. Grant Thomton has not audited, reviewed, or compiled the financial 

in fom1ation provided to us and, accordingly, we express no audit opinion or ru1y other form of 

assurru1ce on d1is information. 

3 Public intormation and industry ru1d statistical information have bee11 obtained from sources we 

believe to be reliable. However, we make no representation as to the accuracy or completeness of 

such information and have performed no procedures to corrob:>rate the information. 

4 If prospective fmancial information approved by the Company's management has been used in our 

work, we have not examined or compiled the prospective financial information and therefore, do not 

e.xpress an audit opinion or any o ther foan of assur:1nce on the prospective financial i.nformation or 
the related assumptions. Events and circumstances frequently do not occur as expected; 

achievement of the forecasr results is dependent on actions, plans, and assumptions of management. 

5 The conclusion of value arrived at herein is based on the asswnption that the current level of 

managern.ent expertise and effectiveness would continue to be majntained and that the character and 

integrity of the eilterprise tl1rougl1 ru1y sale, reorganization, exchange, or diminution of d1e owners' 

participation would not be materially or significantly changed. 

6 This report and the conclusion of value at:rived at herein are for the exclusive use of our client for 

the sole and specific purposes as noted herein. The Treasury Department may present to parties 

directly involved in the audit of its financial statements, subject to confldenriility. Our work and dtis 

report may not be used for any od1er purpose or by any oilier party for any purpose wirhout our 

prior written consent. 

7 Grant Thornton LLP will not provide conseiTt to be a nruned expert in any fili11gs, mcluding, '"-ithout 

limitation, any fdings with the U.S. Securities and Exchange Commission under the Securities Act of 

1933 or the Securities Exchange Act of 1934, as amended. 

8 The repor t and conclusion of value are not nltended by the author and should not be construed by 

the reader to be investment advice in ruty manner whatsoever. The conclusion of value represents 

the considered opinion of Grant Thornton, based on info1mation fumished to them by the 

Company ru1d other sources. 

9 The asset that is ilie subject of t11is value estimate is unique both as w its nature and size and is 

without any known regular arm's l«mgth market; accordingly, there is considerable \mcertainty both as 

to how it would be disposed of rutd the value at which it could be sold. 
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10 Neither all nor a.ny part of the contents of this report (especially the conclusion of \7alue, the identity 

of any valuation specialist(s), or the fu:m with which such valuation specialists are connected or any 

reference to any of their professional designations) should be disseminated to the public through 

ad\rertising media, public relations, news media, sales media, mail, direct transmittal, or any other 
means of communication, including but not limited to the Securities and Exchange Commission or 

other governmental agency or regulatory body, without the prior written consent and approval of 

Gran t Thornton. 

11 Future services regarding the subject matter of this repon, including, but not limited to testimony or 

attendance in court, shall not be requi1·ed of Gr:antThomton unless previous arrangements have 

been made in writing. 

12 Grant Thornton is not an environmental consultant or auditor, and it takes no responsibility for any 

actual or potential environmental liabilities. Any person entitled to rely on this report, wishing to 

know whether such liabilities exist, or the scope and their effect on the value of the property. is 

encouraged to obtain a professional environmental assessment. Grant Thornton does not conduct 

or provide environmental assessments and has not performed one tor the subject property. 

13 Grant Thornton has not determined u1dependently whether the Company is subject to any present 

or future "liability relating to environmental matters (including, but not limited to 

CERCLA/Superfund liability) or the scope of any such liabihties. Gn111t TI1omton's valuation takes 

no such liabilities into account, except as they have been reported to Grant Thornton by the 

Company or hy an environmental consultant working for the C:ompany, and then only tD the extent 

that the liability was reported to us in an actual or estimated dollar amollllt. Such matters, if any, are 

noted in the report. To the extent such infom1ation has been reported to us, Grant Thornton has 

relied on jt \vithout verification and offers no warranty or representation as to its accuracy or 
completeness. 

14 Grant Thornton has not made a specific compliance survey or analysis of the subject property to 

determine whether it is subject to, or in compliance with, the /\.merican D isabilities Act of 1990, and 
this valuation does not consider the effect, if any, of noncompliance. 

15 No change of any item in this appraisal report shall be made by anyone other than Grant TI10mton, 

and we sball have no responsibility for any sud1 unauthorized change. 

16 Unless othef\vise stated, no effort has been made to determine the possible effect, if any, on the 
subject business due to future Federal, state, or local legislation, including any environmental or 

ecological matters or interpretations thereof. 

17 We have conducted interviews with the current management of the Company concerning the past, 
present, and prospective operating results of d1e company. 

18 Except as noted, we have relied on the representations of the owners, management, and other third 

parties concerning the value and useful condition of all equipment, real estate, investments u~ed in 

the business, and any other assets or liabilities, except as specifically stated to the contrary in this 

report. We have not attempted to confirm whether or not all assets of the business are tree and clear 

ofliens aod encumbrances or that the entity has good title to all assets. 
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19 UnJess otherwise stated in the appraisal, the valuation has not considered or incorporated the 

potential economic gain or loss resulting from contingent assets, liabilities or events existing -as of the 

valuation date. 

20 We have no responsibility or obligation to update this report for events or circumstances occurring 

subsequent to the date of thi.s report. 

21 Unless stated otherwise in this report, we express no opinion as to: 1) the tax consequences of any 

transaction which may result, 2) the effect of the ta:"< consequences of any net value received or to be 

received as a result of a transaction, and 3) the possible impact on the m;trket value resulting from 

any need to effect a transaction to pay taxes. 

22 Our work was performed and this report is in compliance with the reporting standards under the 

AICP A's Statement rf Standards for Valttatiott Senices No. 1. 
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Exhibit 1 
Estimated Cash Flows- Freddie Mac 
Fisca I Years Ending September 30, 2011 to 2039 
($in millions) 

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 
GAAP net interest margin 14,582.4 12,479.3 15,485.2 14,810.3 9,451.3 9,047.5 9,045.0 8,718.0 8,423.6 8,635.4 
Net non-interest income (loss) 1,194.5 1,300.1 1,167.4 1,083.9 700.0 679.0 658.6 638.9 619.7 601.1 
OTII (3,975.6) (1,950.0) (1,000.0) (650.0) (500.0) (500.0) (500.0) 
Provision for credit losses (11,190.6) (2,908.9) (4, 156.5) (2,959.7) (2,165.4) (2,165.4) (2, 165.4) (2,165.4) (2,165.4) (2,165.4 ) 
Administrative expenses (1,514.6) (1,512.6) (1,341.3) (1,187.6) (1,200.0) (1,224.0) (1,248.5) (1,273.4) (1,298.9) (1,324.9) 
REO Expe nse (721.7) (738.5) (664.9) (486.9) (300.0) (294.0) (288.1) (282.4) (276.7) (271.2) 
Net comprehensive income (loss) (1,625.5) 6,669.5 9,489.8 10,609.9 5,985.9 5,543.1 5,501.6 5,635.6 5,302.3 5,475.0 

Beginning shareholders' equity (deficit) (401.4) (6,390.9) 3,467.8 5,291.6 8,235.6 6,555.4 4,432.5 2,268.1 237.8 (658.5) 
Comprehensive income (loss) (1,625.5) 6,669.5 9,489.8 10,609.9 5,985.9 5,543.1 5,501.6 5,635.6 5,302.3 5,475.0 
Change in senior preferred 2,079.0 10,481.0 - - - - 1,500.0 2,500.0 
Senior preferred dividends (6,443.0) (7,291.8) (7,666.0) (7,666.0) (7,666.0) (7,666.0) (7,666.0) (7,666.0) (7,698.5) (7,908.5) 

Ending shareholders' equity (deficit) (6,390.9) 3,467.8 5,291.6 8,235.6 6,555.4 4,432.5 2,268.1 237.8 (658.5) (592.0) 

Drawdowns at 9.30.2010 63,100.0 
Senior preferred cumulative drawdowns 65,179 75,660 75,660 75,660 75,660 75,660 75,660 75,660 77,160 79,660 
Amended commitment limit n.a n.a 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 
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Estimated Cash Flows- Freddie Mac 
Fisca I Years Ending September 30, 2011 to 2039 
($in millions) 

( 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 
GAAP net interest margin 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 
Net non-interest income (loss) 583.1 565.6 548.6 532.2 516.2 500.7 485.7 471.1 457.0 443.3 
OTII 
Provision for credit losses (2,165.4) (2,165.4) (2, 165.4) (2,165.4) (2,165.4) (2,165.4) (2, 165.4) (2, 165.4) (2,165.4) (2,165.4 ) 
Administrative expenses (1,351.4) (1,378.4) (1,406.0) (1,434.1) (1,462.8) (1,492.0) (1,521.9) (1,552.3) (1,583.4) (1,615.0) 
REO Expe nse (265.8) (260.4) (255.2) (250.1) (245.1) (240.2) (235.4) (230.7) (226.1) (221.6) 
Net comprehensive income (loss) 5,435.9 5,396.7 5,357.4 5,317.9 5,278.2 5,238.4 5,198.4 5,158.0 5,117.5 5,076.6 

Beginning shareholders' equity (deficit) (592.0) (714.6) (751.4) (840.0) (1,008.1) (1,098.4) (1,253.5) (1,321.1) (1,451.6) (1,607.6) 
Comprehensive income (loss) 5,435.9 5,396.7 5,357.4 5,317.9 5,278.2 5,238.4 5, 198.4 5,158.0 5,117.5 5,076.6 
Change in senior preferred 2,600.0 3,000.0 3,300.0 3,600.0 4,100.0 4,500.0 5,100.0 5,600.0 6,200.0 6,800.0 
Senior preferred dividends (8,158.5) (8,433.5) (8,746.0) (9,086.0) (9,468.5) (9,893.5) (10,366.0) (10,888.5) (11,473.5) {12,113.5) 

Ending shareholders' equity (deficit) (714.6) (751.4) (840.0) (1,008.1) (1,098.4) (1,253.5) (1,321.1) (1,451.6) (1,607.6) (1,844.4 ) 

Drawdowns at 9.30.2010 
Senior preferred cumulative drawdowns 82,260 85,260 88,560 92,160 96,260 100,760 105,860 111,460 117,660 124,460 
Amended commitment limit 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 
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Estimated Cash Flows- Freddie Mac 
Fiscal Years Ending September 30, 2011 to 2039 
($ in millions) 

I 2031 2032 2033 2034 2035 2036 2037 2.038 2039 
GAAP net interest margin 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 8,635.4 
Net non-interest income (loss) 430.0 417.1 404.6 392.4 380.7 369.2 358.2 347.4 337.0 
OTT I 
Provision for credit losses (2,165.4) (2,165.4) (2,165.4) (2,165.4) (2,165.4) (2,165.4) (2,165.4) (2,165.4) (2,165.4) 
Administrative expenses (1,647.3) (1,680.3) (1,713.9) (1,748.2) (1,783.1) (1,818.8) (1,855.2) (1,892.3) (1,930. 1) 
REO Expense (217.1) (212.8) (208.5) (204.4) (200.3) (200.0) (200.0) (200.0) (200.0) 
Net comprehensive income (loss) 5,035.5 4,994.0 4,952.1 4,909.9 4,867.2 4,820.4 4,772.9 4,725.1 4,676.8 

Beginning shareholders' equity (deficit) (1,844.4) (2,032.5) (2,252.0) (2,490.9) (2,734.6) (2,988.4) (3,374.0) (3,709.5) (4,035.4) 
Comprehensive income (loss) 5,035.5 4,994.0 4,952.1 4,909.9 4,867.2 4,820.4 4,772.9 4,725.1 4,676.8 
Change in senior preferred 7,600.0 8,400.0 9,300.0 10,300.0 11,400.0 12,500.0 13,900.0 15,400.0 7,436.2 
Senior preferred dividends (12,823.5) (13,613.5) (14,491.0) (15,453.5) (16,521.0) (17,706.0) (19,008.5) (20,451.0) (21,897.8) 

Ending shareholders' equity (deficit) (2,032.5) (2,252.0) (2,490.9) (2,734.6) (2,988.4) (3,374.0) (3,709.5) (4,035.4) (13,820.2) 

Drawdowns at 9.30.2010 
Senior preferred cumulative drawdowns 132,060 140,460 149,760 160,060 171,460 183,960 197,860 213,260 220,696 
Amended commitment limit 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 220,696 

GT007354 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 208 of 264



A207

Exhibit 2 
The Bank of America Merrill Lynch U.S. Preferred St ock Fixed Rate Index 

Par Wt d Maturity Face Yield to 
Cusip ISIN number Description Ticker Price 

Coupon Date Value LOC Worst 

'01903Q20' US(h§03Q2075 ALLIED CAP CORP ARCC 6.875 4/15/2047 230.00 89.40 7.885 
'04010L20' US04010L2025 ARES CAPITAL COR ARCC 7.750 10/15/2040 200.00 97.60 8.109 
'05518T20' US05518T2096 BAC CAP TR VIII BAC 6.000 8/25/2035 530.00 77.88 8.171 
'05518E20' USOS518E2028 BAC CAP TRST Ill BAC 7.000 8/15/2032 500.00 85.80 8.557 
'05518520' US0551852017 BAC CAP TRST IV BAC 5.875 5/3/2033 375.00 76.92 8.276 
'05518720' U$0551872072 BAC CAP TRUST I BAC 7.000 12/15/2031 575.00 86.40 8.440 
'05518820' US0551882055 BAC CAP TRUST II BAC 7.000 2/1/2032 900.00 85.88 8.598 
'05518420' U50551842042 BAC CAP TRUST V BAC 6.000 11/3/2034 517.50 77.64 8.273 
'05518920' U50551892039 BAC CAP TRUST X BAC 6.250 3/29/2055 900.00 78.56 8.031 
'05633T20' U505633T2096 BAC CAPITAL TR BAC 6.875 8/2/2055 862.50 83.84 8.360 
'06050560' US0605056094 BANK OF AMER CRP BAC 5.875 12/15/2033 157.50 87.63 7.000 
'06050550' U$0605055005 BANK OF AMER CRP BAC 5.500 7/15/2033 125.00 83.84 7.060 
'06050540' US0605054016 BANK OF AMER CRP BAC 6.500 10/15/2032 225.00 92.80 7.297 
'06739F39' US06739F3901 BARCLA YS BK PLC BACR 6.625 12/31/2049 750.00 78.20 8.504 
'06739H36' US06739H3628 BARCLAY$ BK PLC BACR 8.125 12/31/2049 2,650.00 92.44 8.824 
'06739H51' US06739H5110 BARCLAY$ BK PLC BACR 7.750 12/31/2049 1,150.00 88.24 8.817 
'06739H77' US06739H7769 BARCLAY$ BK PLC BACR 7.100 12/31/2049 1,375.00 84.56 8.428 
'05531620' U505531B2016 BB& T CAP TRST VI BBT 9.600 8/1/2064 575.00 106.20 7.773 
'05531H20' US05531H2085 BB&TCAPTSTVII BBT 8.100 11/1/2064 350.00 103.60 7.277 
'05530J20' US05530J2050 BB&TCAPITAL TRU BBT 8.950 9/15/2063 450.00 105.00 8.524 
'14041L20' US14041L2043 CAPITAL ONE CAP COF 7.500 6/15/2066 345.00 100.88 7.459 
'17311U20' US17311U2006 CITIGROUP CAP c 7.250 8/15/2067 569.30 97.00 7.503 
'17310L20' US17310L2016 CITIGROUP CAP c 6.450 12/31/2066 953.70 88.28 7.326 
'17306620' U$1730662004 CITIGROUP CAP IX c 6.000 2/14/2033 846.90 86.63 7.313 
'17306420' US17 30642055 CITIGROUP CAP X c 6.100 9/30/2033 368.90 86.38 7.356 
'17310G20' US17310G2021 CITIGROUP CAP XV c 6.500 9/15/2066 630.30 90.28 7.239 
'17308520' U$1730852001 CITIGROUP CAP XX c 7.875 12/ 15/2067 442.70 100.80 7.479 
'17306N20' US17306N2036 CITIGROUP CAPVII c 7.125 7/31/2031 896.90 96.16 7.590 
'17309E20' US17309E2000 CITIGROUP CAPXIV c 6.875 6/30/2066 305.70 94.32 7.299 
'17306R20' US17306R2040 CITIGROUP VIII c 6.950 9/15/2031 1,091.30 93.80 7.585 
'17311H20' US17311H2094 CITIGROUP XVII c 6.350 3/15/2067 701.20 88.52 7.215 
'22238E20' US22238E2063 COUNTRYWIDE IV BAC 6.750 4/1/2033 500.00 77.80 9.331 
'22238820' US2223882091 COUNTRYWIDE V BAC 7.000 11/1/2036 1,495.00 77.64 9.461 
'22544820' U$2254482084 CREDIT SUISSE GU cs 7.900 12/31/2049 1,525.00 102.13 6.641 
'25153U20' US25153U2042 DB CAP FNDG VIII DB 6.375 12/31/2049 600.00 84.25 7.684 
'25154010' US2S154D1028 DB CAP FNDGX DB 7.350 12/31/2049 805.00 89.63 8.231 
'25153X20' US25153X2080 DB CAPTRST II DB 6.550 12/31/2049 800.00 81.75 8.080 
'25154A10' US25154A1088 DB CAP TRUST Ill DB 7.600 12/31/ 2049 1,975.00 95.12 8.059 
'25150Ll0' US2S150L1089 DB CONT CAP TR V DB 8.050 12/31/2049 1,385.00 97.52 8.257 
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Cusip ISIN number Description Ticker 
Par Wtd Maturity Face Yield to 

Price 
coupon Date Value LOC Worst 

'25153Y20' US25153Y2063 DEUTSCHE BK CAP DB 6.625 12/31/2049 1,150.00 84.56 7.901 
'31678V20' US31678V2060 FIFTH THIRD CAP FITB 7.250 11/15/2057 862.50 100.88 7.187 
'31678W20' US31678W2044 FIFTH THIRD CAP FITB 7.250 8/15/2057 575.00 100.60 7.207 
'33889X20' US33889X2036 FLEETCAP T VIII BAC 7.200 3/15/2032 534.00 86.88 8.602 
'33889Y20' US33889Y2019 FLEET CAP TR IX BAC 6.000 8/1/2033 175.00 80.80 7.958 
'38144XSO' US38144X5005 GOLDMAN SACHS GP GS 6.200 12/31/2049 800.00 96.13 6.509 
'41456720' US4145672063 HARRIS PFD CAP HARRIS 7.375 12/31/2049 250.00 100.88 7.312 
'40429C60' US40429C6075 HSBC FINANCE HSBC 6.360 12/31/2049 575.00 82.00 7.783 
'49327020' US49327Q2049 KEYCORP CAP IX KEY 6.750 12/15/2066 330.80 100.50 5.748 
'49327R10' US49327R1032 KEYCORP CAPITAL KEY 8.000 3/15/2068 568.10 101.00 7.526 
'55292C20' US55292C2035 M&TCA TR IV MTB 8.500 1/31/2068 350.00 102.38 6.920 
'55266J20' US55266J2006 MBNA CAPITAL D BAC 8.125 10/1/2032 300.00 95.00 8.861 
'55270820' US55270B2016 MBNA CAPITAL E BAC 8.100 2/15/2033 200.00 96.38 8.577 
'59019920' US5901992041 MER LYNCH CAP TR BAC 6.450 12/15/2066 1,050.00 77.96 8.330 
'59025020' U$5902502071 MER LYNCH CAP TR BAC 7.375 9/15/2062 750.00 84.04 8.830 
'59024120' US5902412033 MERRILL LYNCH CA BAC 6.450 6/15/2062 950.00 74.36 8.674 
'59021F20' US59021F2065 MLCAPTRUS1 111 BAC 7.000 12/31/2049 750.00 83.75 8.360 
'59021G20' US59021G2049 ML CAP TRUST IV BAC 7.120 12/31/2049 400.00 83.64 8.515 
'59021K20' US59021K2050 ML CAP TRUST V BAC 7.280 12/31/2049 850.00 85.20 8.547 
'61750K20' US61750K2087 MORGAN ST CAPTR MS 6.600 10/15/2066 1,100.00 86.24 7.795 
'61746620' US6174662063 MORGAN S1 CAP V MS 5.750 7/15/2033 500.00 81.24 7.635 
'61746120' US6174 612076 MORGAN ST CAP VI MS 6.600 2/1/2046 862.50 88.36 7.653 
'61746020' U$6174602093 MORGAN ST CP Ill MS 6.250 3/1/2033 880.00 83.32 7.925 
'61746220' U$6174622059 MORGAN ST CP IV MS 6.250 4/1/2033 620.00 83.28 7.865 
'61753R20' US61753R2004 MORGAN STANLEY MS 6.450 4/15/2067 825.00 87.20 7.531 
'63540U20' US63540U2078 NAT CITY CAP IV PNC 8.000 8/30/2067 517.50 101.88 7.852 
'63540X20' US63540X2018 NATL OTY CAP TR PNC 6.625 5/25/2067 500.00 101.76 6.510 
'63540120' US63540T2006 NATL CITY CAP TR PNC 6.625 11/15/2036 750.00 101.12 6.552 
'69350H20' US69350H2022 PNC CAPIAL TRST PNC 6.125 12/15/2033 300.00 100.25 6.127 
'69350$20' US69350S2086 PNC CAPITAL TRST PNC 7.750 3/15/2068 450.00 103.24 5.662 
'693475AK' US6934 75AK12 PNC FINANCIAL PNC 6.750 8/1/2021 1,000.00 95.77 7.359 
'80281R70' US80281R7061 SANTANDER FIN PF SANTAN 6.800 12/31/2049 161.80 89.88 7.566 
'80281R80' US80281R8051 SANTANDER FIN PF SANTAN 6.500 12/31/2049 109.50 78.96 8.347 
'78442P30' US78442P3047 SLM CORP SLMA 6.000 12/15/2043 300.00 80.48 7.660 
'80282K20' US80282K2050 SOVEREIGN BANCRP SANTAN 7.300 12/31/2049 113.90 92.00 8.016 
'87227320' U$8722732067 TCF CAPITAL I TCB 10.750 8/15/2068 115.00 103.28 9.620 
'92856020' US92856Q2030 VNB CAPITAL TRST VLY 7.750 12/15/2031 152.30 101.13 7.673 
'92977V20' US92977V2060 WACHOVIA PFD FND WFC 7.250 12/31/2049 750.00 102.25 6.962 

'94979?20' US94979P2039 WELLS FARGO CAP WFC 5.625 4/8/2034 500.00 100.20 5.607 
'94974687' US9497468796 WELLS FARGO CO WFC 8.000 12/31/2049 2,150.40 110.32 6 .061 

Average I u tstzo48 I I 7.755 I 
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Exhibit3 
Preferred Stock Return and Bond Return Equivalency Calculation 
Source: The Bank of America Merrill lynch U.S. High Yield CCC and Lower Rated Index 

Average CCC bond yield 
Tax rate 

Taxes 
After tax return 

Tax adjusted yield for preferred stocks 

Addit ional spread for specific r isk 

Concluded yield 

Proof: 
Preferred stock yield 
Special tax deduction rate 

Special t ax deduction 
Taxable investment return 

Tax rate 
Tax on investment return 
After tax return 

1 0 .105 = (1-0.7)*0.35 

A 
8 

C=A* B 
D=A-C 

E=D/(1-0.105)1 

F 

G 

H 
J 

K=H*J 
L=H-K 

8 
M=L*B 

N=H-M= D 

17.306 
0.350 
6.057 

12.568 
2.000 

I 14.568 1 

12.568 
0.700 
8.798 
3.770 
0.350 
1.320 
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Elchibit 4 
Valuation of Treasury's Senior Preferred Stock In Freddie Mac, as of September 30, 2011 
($ In millions) 

Discount Projected 
Uquldlty Total 

Dividends Uquidation 
Buyers' Cash Treasury Discount Present 

Present 
Date Period Uquidity Assigned to Preference Value-

Preference' Dividends Flows Rate• Rate Value Factor 
(in years) Payments Buyer(s) Recovery Dividends 

30-Sep-11 66,179 
30-Sep-12 0.63 10,481 76,660 7,292 6,618 6,618 0.068% 0.068"/o 0.99957 6,615 
31-Dec-12 1.25 76,660 1,917 1,654 1,654 0.153% 0.153% 0.99808 1,651 
30-Sep-13 1.75 76,660 5,750 4,963 4,963 0.212% 7.755% 0.87737 4,355 
30-Sep-14 2.63 76,660 7,666 6,618 6,618 0.338% 7.755% 0.82182 5,439 
30-Sep-15 3.63 - 76,660 7,666 6,618 6,618 0.535% 7.755% 0.76267 5,047 
30-Sep-16 4.63 76,660 7,666 6,618 6,618 0.808% 7.755% 0.70768 4,683 
30-Sep-17 5.63 76,660 7,666 6,618 6,618 1.078% 7.755% 0.65671 4,346 
30-Sep-18 6.63 76,660 7,666 6,618 6,618 1.316% 7.755% 0.60945 4,033 
30-Sep-19 7.63 1,500 78,160 7,699 6,618 6,618 1.514% 14.568% 0.35427 2,345 
30-Sep-20 8.63 2,500 80,660 7,909 6,618 6,618 1.671% 14.568"/o 0.30913 2,046 
30-Sep-21 9.63 2,600 83,260 8,159 6,618 6,618 1.843% 14.568"/o 0.26980 1,786 
30-Sep-22 10.63 3,000 86,260 8,434 6,618 6,618 1.957% 14.568% 0.23549 1,558 
30-Sep-23 11.63 3,300 89,560 8,746 6,618 6,618 2.022% 14.568% 0.20555 1,360 
30-Sep-24 12.63 3,600 93,160 9,086 6,618 6,618 2.089% 14.568"/o 0.17936 1,187 
30-Sep-25 13.64 4,100 97,260 9,469 6,618 6,618 2.158% 14.568"/o 0.15654 1,036 
30-Sep-26 14.64 4,500 101,760 9,894 6,618 6,618 2.229% 14.568% 0.13663 904 
30-Sep-27 15.64 5,100 106,860 10,366 6,618 6,618 2.303% 14.568% 0.11926 789 
30-Sep-28 16.64 5,600 112,460 10,889 6,618 6,618 2.380% 14.568"/o 0.10407 689 
30-Sep-29 17.64 6,200 118,660 11,474 6,618 6,618 2.458% 14.568"/o 0.09082 601 
30-Sep-30 18.64 6,800 125,460 12,114 6,618 6,618 2.540% 14.568% 0.07928 525 
30-Sep-31 19.64 7,600 133,060 12,824 6,618 6,618 2.624% 14.568"/o 0.06919 458 
30-Sep-32 20.64 8,400 141,460 13,614 6,618 6,618 2.673% 14.568% 0.06038 400 
30-Sep-33 21.64 9,300 150,760 14,491 6,618 6,618 2.697% 14.568% 0.05270 349 
30-Sep-34 22.64 10,300 161,060 15,454 6,618 6,618 2.720% 14.568"/o 0.04600 304 
30-Sep-35 23.64 11,400 172,460 16,521 6,618 6,618 2.744% 14.568% 0.04015 266 
30-Sep-36 24.64 12,500 184,960 17,706 6,618 6,618 2.767% 14.568% 0.03503 232 
30-Sep-37 25.64 13,900 198,860 19,009 6,618 6,618 2.791% 14.568"/o 0.03057 202 
30-Sep-38 26.64 15,400 214,260 20,451 6,618 6,618 2.816% 14.568% 0.02669 177 
30-Jun-39 27.52 7,436 221,696 16,423 4,963 4,963 2.838% 14.568% 0.02369 118 
30-Jun-40 28.52 - 221,696 - 5,993 5,993 2.863% 14.568"/o 0.02068 124 

155,517 314.014 183,647 5,993 189,640 53 624 

1 Includes the original $1 billion liquidity preference 
2 Treasury rates are contained in Appendix C. 
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Appendix A 

Quarterly Financial Information 

January 1, 2007 through June 30, 2011 
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Appendix A 
Freddie Mac Quarterly Fimt ncicdlnformetHon, J•nuary 1, 2007 throush June 30, 2011 
($In millions) 

Comolfd.I.Hon of l 1utb Con~ott~o~.ttouhlp 

oescr!PIIon 30-Jun-11 31-Mar-11 31-oec-10 3D-Sep-10 30-Jun-10 31-Mar-10 31-Dec-09 3Q-5ep-09 30-Jun-09 31-Mar-09 31-Dec-QS 3Q-Sep-Oll ! 3o-Jun-08 

Oponfns $h;.rohotd.;or$' dofkit 
Prior period i!lcco•mtios dlan&e:.$o 
Adj. opening balance- changes in 2005 

Ac:ccuntinc c.han~es. 
Non-controlling in teres u 
Adju~ ted openi11' bt~llllfll:~ 

Nel income {los~·~ 
Change in available-ror .. sale securities 
Other-lh<;~n-tempor~ry impairmerlt, net 
common stock dtvidends 
Prererred stock dfVldends 
senior preferred diVIdends 
common nock l$$ued 
Prt!ferred stock rssued 
Preferred stock reoeemed 
Increase In Sr. Preferred Uqufdation preference 
Common stock warrants issued 
Tr~8sury commllment 
other 

Cloolng equity (deficit) 
Non·conrrollfng int@res B 

1,236 

1,236 

1,236 

(2,139) 
1.039 

(1,617) 

(1.479) 

(402) (S9) (1,739) 

(402) (59) (1,739) 

(402) (59) (1,739) 
676 (113) (4511) 

Z.064 1,097 3,781 

(1,605) (1,603) (1,561) 
1 l 

500 100 1.800 

3 175 170 
1,236 (402) {59) 

(10,6l5) 4,277 10,310 8,137 (6,104) 130,731.) (13,79S) 
97 1) 

(10,615) 4,2n 10.310 8,137 (6,104) (30,634) (13,796) 
(11,701) 5,065 

{89) (5) !11 (1) (1) (11 
(10,704) f7,429) 10,309 8,136 (1,040) (30,635) {13,796) 

(4,713) {6,68S) (7.458) (5,012) 768 (9,851) (23,851) 
4,097 4,646 2.492 8,267 3,222 3,844 (6,473) 

fl,,293) (1,292) : (1,292) (1,294) (1,14S) (370) (172) 
s 59 ; 3 2 9 78 6 

10.600 6,100 30,800 13.800 

1BO 84 : 222 211 226 116 (245} 

(1,8281 (10,620) 1 4,276 10.310 8,136 (6,00!1 (30,731) 
(89) (5) : (1) (1) "" 

12,948 1 

12,948 ! 
i 

12,948 i' 
(25,295) : 

(1.318) I 

I 

8 : 

1.000 
2,304 

[3,304) 
(13S) 

(13,795) 

16,024 

16,024 

16,024 

(821) 
(Z.358) 

(1 65) 
(231) 

18 

48J. 
1Z.948 

UquidityClhb 

31-Mar-oa ll-Dec-07 3D-So!>-07 ! 30-Jun-07 

26,'724 24,433 24,42> I 2$,387 

26,7l4 24.433 24,423 28,387 
173 

26,897 24,433 24,423 28,387 

(151) (1,61811 (2,02.9) 764 
(10,467) (2.023) 1,435 (4,288) 

(164) (163) (326) (32B) 
(272) (lll) (102) (95) 

31 12 (241) (730) 

6,000 1,000 500 

150 195 273 113 
16,()24 26,724 24,433 24,423 

Clooing shareholders' equity{deftcit) (1.4791 1,236 (4021 (591 11,7391 (10,6151 I 4,277 10,310 8,137 (6,1041 (30,731) (13,795) I 1Z.948 16,024 26,724 24.433 I 24,423 

Components of net income ! los~): 

Net inte.re5t income 
Guaranty fee income 
Investment ~aln (loss) 
Other~man:·lemporary impairments. net 
F~irvaluegain (l(r.ii~) 
Benefit (provision) lor credit k>>ses 
Foreclosed propertY income (l!l<Penses) 
Administrative expense~ 
T~x (provi5ion} benefit 
Otller 
Total net income 

Non-contTollins interest 
F=reddie Mac n@t lnt:ome 

4.561 

209 
(>52} 

(3,844} 
(2.529) 

(27) 
(384} 
232 

(5} 
(2,13.9) 

(2,139} 

4,540 4,316 

(120) (76) 
(1.193) (2.270) 

(508) 1,623 
(1.9&9) (3,066) 

(257) (217) 
(361) (338) 

74 56 
490 (91) 
676 (11.3) 

676 (113) 

4,279 4 ,136 4,125 4,462 
800 

(503) (257) (416} 2,605 
(1,100} (428) (510) (1 ,187) 

(1.4~1 13.2341 {4.338) (4,013) 
(3,727) (5,029) (5,396) f7,577) 

(337) 40 (159) 96 
(376) (387) (395) (433) 
411 2B6 
338 220 

(2.511} (4,7131 

(2.511) (4,713) 

4,255 3,855 2,625 1,844 1,529 7!!8 161 987 97l 
710 11!!J ggz 832 757 789 1_181 520 474 
797 (4,944) (4,253) (9,7471 (3.327} 1.219 1.777 (932) (368) 

(2.2B) 
1.564 648 (12.0ll) (1,51l0) 684 (1.630) (1.507) (150) 281 

(5.199) (8,791) (6,953) {5,702) (2,537} (1,240) (1.158) (1,197) (320) 

(9) (3C6) (291 ) !>331 (265) (208) (1251 (51) (16) 
(383) (372) (396) (308) (404) (3971 (401) (428) (442) 

937 967 (7,971) 1,031 423 1.177 1,380 (113) 

(1.662) (4,521) (2.J30) I 1,711 95 (2,723) (2,158) 295 
(9.851) (23,852} (25,295) : (821) (1511 (1.S18l (2,029) : 764 

(9,851) (23.352) (25,295) ! (821) (151) (1,618) (2,029) ! 764 

ll-Mar-07 

2$,301 
(1,387) 

26,914 
161 

27,095 

(211) 
1.168 

(335) 

(89) 

15 
1,100 
(600) 

244 
28,387 

28,387 

978 
460 

(183) 

(52ll) 
(179) 

(14) 
(403) 
439 

(761) 
(2U) 

(2U) 

GT007360 

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 214 of 264



A213

Appendix B 

The Bank of America Merrill Lynch 

U.S. High Yield CCC and Lower Rated Index 

GT007361 
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Appendix B 
The Bank of America Merrill lynch U.S. High Yield CCC and Lower Rated Index 

Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Yld to 

Coupon Date ValuelOC Worst 

'62912PAC' US62912PAC59 NGC CORP CAP TR DYN 8.316 6/1/2027 200.00 36.00 24.287 
'66989l.AA' US66989LAA70 NOVASEP HLDG NOV ASP 9. 750 12/15/2016 150.00 48.00 32.057 

'69344MAH' US69344MAH43 PMI GROUP INC PMI 6.000 9/15/2016 250.00 35.00 34.001 
'69344MAJ' US69344MAJ09 PMI GROUP INC PMI 6.625 9/15/2036 150.00 35.00 19.287 
'873168AL' US873168AL29 TXU CORP TXU 5.550 11/15/2014 397.70 61.50 23.665 
'882330AG' US882330AG87 TEXAS COMP/TCEH TXU 10.250 11/1/2015 1,292.00 37.00 45.476 
'882330AF' US882330AF05 TEXAS COMP/TCEH TXU 10.250 11/1/2015 1,873.00 37.50 44.918 
'882330AH' US882330AH60 TEXAS COMP/TCEH TXU 10.500 11/1/2016 1,483.30 42.00 31.02 
'552075AA' US552075AA16 WILLIAM LYON INC WLS 10.750 4/1/2013 138.80 20.50 174.178 
'EI381785' XS0532990750 BTA BANKJSC BTASKZ 7.200 7/1/2025 496.60 21.60 34.772 
'184502AD' US184502AD42 CLEAR CHANNEL CCMO 6.875 6/15/2018 175.00 40.25 26.255 
'184502AA' US184502AA03 CLEAR CHANNEL CCMO 7.250 10/15/2027 300.00 35.25 22.027 

'184502AP' US184502AP71 CLEAR CHANNEL CCMO 5.750 1/15/2013 312.10 89.00 15.465 
'184502AS' US184502AS11 CLEAR CHANNEL CCMO 4.900 5/15/2015 250.00 50.00 27.575 
'184502AV' US184502AV40 CLEAR CHANNEL CCMO 5.500 9/15/2014 541.50 56.50 28.125 
'184502AX' US184502AX06 CLEAR CHANNEL CCMO 5.500 12/15/2016 250.00 37.00 30.261 
'18450288' US184502BB76 CLEAR CHANNEL CCMO 10.750 8/1/2016 796.20 51.75 30.393 
'184502BE' US184502BE16 CLEAR CHANNEL CCMO 11.000 8/1/2016 829.80 50.50 31.606 
'247907AC' US247907AC23 DELTA PETROLEUM DPTR 7.000 4/1/2015 150.00 75.00 16.723 
'629121AC' US629121AC89 NGCCORP DYN 7.625 10/15/2026 175.00 56.00 15.108 
'629121AF' US629121AF11 NGCCORP DYN 7.125 5/15/2018 175.00 58.50 18.132 
'777774AF' US777774AF75 DYN-RSTN/DNKM PT DYN 7.670 11/8/2016 550.40 55.00 23.131 
'26816LAT' US26816l.AT98 DYNEGY HOLDINGS DYN 8.375 5/1/2016 1,046.80 60.50 22.658 
'26816LAX' US26816LAX01 DYNEGY HOLDINGS DYN 7.500 6/1/2015 550.00 64.00 22.386 
'26816LAW' US26816LAW28 DYNEGY HOLDINGS DYN 7.750 6/1/2019 1,099.90 60.50 17.21 
'277461BD' U5277461BDOO EASTMAN KODAK CO EK 7.250 11/15/2013 250.00 44.00 55.085 
'370290AF' US370290AF58 GENERAL MARITIME GMR 12.000 11/15/2017 300.00 35.75 41.626 
'420122AB' U5420122AB91 HAWKER BEECHCRAF HAWKER 8.500 4/1/2015 182.90 42.50 40.719 

'420122AF' US420122AF06 HAWKER BEECHCRAF HAWKER 8.875 4/1/2015 302.60 41.75 42.154 
'420122AH' US420122AH61 HAWKER BEECHCRAF HAWKER 9.750 4/1/2017 145.10 32.50 42.162 
'413627AU' US413627AU44 HARRAH$ OPER CO HET 5.625 6/1/2015 311.30 60.00 22.091 

'413627AW' US413627AWOO HARRAH$ OPER CO HET 5.750 10/1/2017 144.00 48.00 21.627 
'4136278E' US413627BE92 HARRAHS OPER CO HET 10.750 2/1/2016 470.50 72.50 20.631 
'413627BB' US413627BB53 HARRAH$ OPER CO HET 10.000 12/15/2015 165.70 90.00 13.159 
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Cusip ISIN number Description Ticker 
ParWtd Maturity Face 

Price 
Vld to 

Coupon Date ValueLOC Worst 

'413627BG' US413627BG41 HARRAH$ OPER CO HET 10.000 12/15/2018 393.90 59.50 21.191 
'413627BM' US413627BM19 HARRAH$ OPER CO HET 10.000 12/15/2018 3,311.60 59.50 21.191 
'41362780' US413627BD10 CAESARS ENT OPER HET 10.000 12/15/2018 779.40 56.00 22.644 
'442488AY' US442488AY88 K HOVNAN IAN ENTR HOV 6.250 1/15/2016 173.20 37.00 36.256 
'442488BK' U5442488BK75 K HOVNAN IAN ENTR HOV 11.875 10/15/2015 137.60 45.25 40.47 
'442488AZ' U5442488AZ53 K HOVNAN IAN ENTR HOV 7.500 5/15/2016 172.30 35.00 38.73 

'442488BA' US442488BA93 K HOVNAN IAN ENTR HOV 8.625 1/15/2017 195.90 35.25 37 653 
'53218MAB' US53218MAB46 LIFECARE HOLDING LTACH 9.250 8/15/2013 119.30 77.50 24.984 
'172909AF' US172909AF02 CIRCUS CIRCUS MGM 7.625 7/15/2013 150.00 97.50 9 .159 

'75605EAW' US75605EAW03 REALOGY CORP REA LOG 12.375 4/15/2015 188.60 77.00 22.064 
'75605EBC' US75605EBC30 REALOGY CORP REA LOG 11.500 4/15/2017 491.80 66.50 22.327 
'75605EBF' US75605EBF60 REALOGY CORP REA LOG 12.000 4/15/2017 129.60 68.00 22.346 
'89421EAB' US89421EAB92 TRA VELPORT LLC TPORT 9.875 9/1/2014 438.00 65.50 27.907 
'89421EAC' US89421EAC75 TRAVELPORT LLC TPORT 11.875 9/1/2016 247.20 39.50 41.71 
'89421JAB' US89421JAB89 TRA VELPORT LLC TPORT 9.000 3/1/2016 250.00 58.50 25.041 
'608328AP' US608328AP55 MOHEGAN TRIBAL TRIBAL 7.125 8/15/2014 219.20 50.00 36.676 

'608328AR' US608328AR12 MOHEGAN TRIBAL TRIBAL 6.875 2/15/2015 150.00 48.00 33.866 
'873168AQ' US873168AQ16 TXU CORP TXU 6.550 11/15/2034 744.30 37.00 18.247 
'873168AN' US873168AN84 TXU CORP TXU 6.500 11/15/2024 739.50 38.00 20.002 
'882330AK' US882330AK99 TEXAS COMP/TCEH TXU 15.000 4/1/2021 1,186.10 61.00 26.238 
'00081TAB' US00081TAB44 ACCO BRANDS CORP ABO 7.625 8/15/2015 260.30 96.75 8.625 
'043436AH' US043436AH70 ASBURY AUTO GRP ABG 7.625 3/15/2017 143.20 95.50 8.676 
'008911AP' US008911AP44 AIR CANADA ACACN 12.000 2/1/2016 200.00 93.50 14.039 
'043436AK' US043436AKOO ASBURY AUTO GRP ABG 8.375 11/15/2020 200.00 96.50 8 .942 
'00088JAA' US00088JAA16 ACL ICORP ACLI 10.625 2/15/2016 264.20 78.00 17.73 
'004010AA' US004010AA24 ACADEMY LTD A CAS PO 9.250 8/1/2019 450.00 93.00 10.582 
'00828BAB' US00828BAB18 AFFINIA GROUP AFFGRP 9.000 11/30/2014 367.40 96.50 10.315 
'00828DAJ' US00828DAJOO AFFINION GROUP I AFFINI 11.500 10/15/2015 355.50 78.00 19.632 
'008294AB' US008294AB62 AFFINION GROUP AFFINI 11.625 11/15/2015 325.00 77.00 20.069 
'00126VAB' US00126VAB62 AGY HOLDING COR AGYH 11.000 11/15/2014 172.00 72.50 23.981 
'EI202282' XS0495755646 ALLIANCE BANK ALLIBK 10.500 3/25/2017 615.10 69.00 20.076 

'001669AQ' US001669AQ34 AMC ENTERTAINMEN AMC 8.000 3/1/2014 300.00 96.50 9 .652 

'019736AA' US019736AA58 ALLISON TRANS ALTRAN 11.000 11/1/2015 478.00 103.50 9.109 
'019736AC' US019736AC15 ALLISON TRANS ALTRAN 7.125 5/15/2019 500.00 90.50 8 .863 

'00165AAD' US00165AADOO AMC ENTERTAINMEN AMC 9.750 12/1/2020 600.00 90.50 11.445 
'02378JAR' US02378JAR95 AM AIRLN PT TRST AMR 6.977 5/23/2021 177.70 68.00 12.856 
'02744LAC' US02744LAC46 AMERICAN MEDIA AMRMED 13.500 6/15/2018 104.90 85.00 17.354 
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'009037AM' US009037AM44 AINSWORTH LUMBER ANSCN 11.000 7/29/2015 404.30 65.00 24.631 
'02932XAA' US02932XAA46 AMERICAN ROCK AMRSLT 8.250 5/1/2018 175.00 87.50 10.961 
'03216NAD' US03216NAD57 AMSCAN HLDGS INC APY 8.750 5/1/2014 175.00 98.25 9.524 
'019645AE' US019645AE05 ALLIS-CHALMERS E ARCHER 8.500 3/1/2017 205.70 98.00 8.971 
'038101AM' US038101AM36 APPLETON PAPERS APPPAP 11.250 12/15/2015 161.80 97.00 12.17 
'051620AA' US051620AA01 AURORA DIAGN HLD ARDX 10.750 1/15/2018 200.00 97.00 11.423 
'04523XAB' US04523XAB38 ASPECT SOFTWARE ASPECT 10.625 5/15/2017 250.00 100.50 10.479 
'00191AAA' US00191AAA43 ARD FINANCE SA ARGID 11.125 6/1/2018 345.00 81.00 15.131 
'05539YAA' US05539YAA29 B-CORP MERGER BAKERC 8.250 6/1/2019 240.00 90.00 10.154 

'08782TAD' US08782TAD54 BEVERAGES & MORE BEVMO 9.625 10/1/2014 125.00 99.25 9.92 
'109178AE' US109178AE33 BRIGHAM EXPLORE BEXP 8.750 10/1/2018 300.00 107.00 7.064 
'109178AF' US109178AF08 BRIGHAM EXPLORE BEXP 6.875 6/1/2019 300.00 97.50 7.304 
'09069NAC' US09069NAC20 BIOSCRIP INC BIOS 10.250 10/1/2015 225.00 100.00 10.25 
'121207AA' US121207AA29 BURGER KING CORP BKC 9.875 10/15/2018 796.20 103.00 9 .117 
'090613AE' US090613AE04 LVB ACQUISITION BMET 11.625 10/15/2017 1,015.00 103.75 10.46 
'45073HAA' US45073HAA77 IVD ACQUISITION BLUD 11.125 8/15/2019 400.00 97.25 11.663 

'081361AA' US081361AA50 BEMAX RESOURCES BMXAU 9.375 7/15/2014 175.00 93.93 11.983 
'057112AA' US057112AA29 BAKER & TAYLOR BTACMG 11.500 7/1/2013 165.00 75.50 30.509 
'EI380584' XS0532989588 BTA BANKJSC BTASKZ 10.750 7/1/2018 2,082.40 44.00 32.998 
'10801PAA' US10801PAA21 BRICKMAN GRP HLD BRKMAN 9.125 11/1/2018 250.00 87.00 11.887 
'114535AC' US114535AC17 BROOKSTON E CO BRSTNE 13.000 10/15/2014 115.60 70.50 28.021 
'103304BD' US103304B025 BOYD GAMING CORP BYD 6.750 4/15/2014 215.70 86.00 13.436 
'09689RAA' US09689RAA77 BOYD GAMING CORP BYD 7.125 2/1/2016 240.80 73.50 15.789 
'12046QAA' US12046QAA13 BUMBLE BEE HOLDC BUMBLE 9.625 3/15/2018 150.00 80.25 14.425 
'12429TAB' US12429TAB08 BWAY HOLDING CO BWY 10.000 6/15/2018 205.00 105.00 8.676 
'12429WAB' US12429WAB37 BWAY PARENT CO BWY 10.125 11/1/2015 158.40 96.50 11.211 
'171871AM' US171871AM82 CINC BELL INC CBB 8.750 3/15/2018 625.00 88.75 11.246 
'184502BG' US184502BG63 CLEAR CHANNEL CCMO 9.000 3/1/2021 1,750.00 74.25 14 
'12513GAJ' US12513GAJ8S COW LLC/CDW FIN CDWC 12.535 10/12/2017 721.50 95.50 13.651 
'12513NAA' US12513NAA28 COW ESCROW CDWC 8.500 4/1/2019 1,175.00 88.00 10.882 
'15941RAF' US15941RAF73 CHAPARRAL ENERGY CHAPAR 8.875 2/1/2017 325.00 97.00 9 .601 
'15941RAN' US15941RAN08 CHAPARRAL ENERGY CHAPAR 9.875 10/1/2020 300.00 100.00 9 .875 

'15942RAB' US15942RAB50 CHAPARRAL ENERGY CHAPAR 8.250 9/1/2021 400.00 91.25 9 .638 
'670823AB' US670823AB93 O'CHARLEYS INC CHUX 9.000 11/1/2013 115.20 97.00 10.634 

'19686TAC' US19686TAC18 COLT DEFENSE/FIN CLTDEF 8. 750 11/15/2017 246.20 66.25 18.078 
'231082AB' US231082A841 CUMULUS MEDIA CMLS 7.750 5/1/2019 610.00 84.25 10.847 
'12618MAC' US12618MAC47 CPI INTL INC CPII 8.000 2/15/2018 215.00 90.00 10.166 
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'170032AQ' US170032AQ94 CHIQUITA BRANDS CQB 7.500 11/1/2014 156.40 98.75 7.961 
'14888TAC' US14888TAC80 CATALYST PAPER C CTLCN 11.000 12/15/2016 280.40 65.00 22.797 
'14888TAD' US14888TAD63 CATALYST PAPER C CTLCN 11.000 12/15/2016 110.00 65.00 22.797 
'15671BAB' US15671BAB71 CENVEO CORP cvo 10.500 8/15/2016 170.00 80.00 16.639 
'147448AF' U5147448AF10 CASELLA WASTE CWST 7.750 2/15/2019 200.00 94.50 8.776 
'23833NAG' US23833NAG97 DAVE & BUSTERS DAB 11.000 6/1/2018 200.00 99.25 11.155 
'25212WAA' US25212WAA80 DEX ONE CORP DEXO 12.000 1/29/2017 300.00 21.00 68.754 
'25456NAA' US25456NAA37 DIRECfBUY HLDG DIRBUY 12.000 2/1/2017 335.00 31.50 48.185 
'23327BAC' US23327BAC72 DJO FINANCE LLC DJO 9. 750 10/15/2017 300.00 83.50 13.87 

'095699AA' US095699AA20 BLUE MERGER SUB DLM 7.625 2/15/2019 1,300.00 84.50 10.715 
'281023AN' US281023AN10 EDISON MISSION EIX 7.500 6/15/2013 500.00 93.00 12.149 
'281023AR' US281023AR24 EDISON MISSION EIX 7.750 6/15/2016 500.00 67.00 18.552 
'269722AA' US269722AA22 EAGLE PARENT INC EGLPT 8.625 5/1/2019 465.00 90.50 10.469 
'281023AU' US281023AU52 EDISON MISSION EIX 7.000 5/15/2017 1,196.10 59.50 19.032 
'281023AX' US281023AX91 EDISON MISSION EIX 7.200 5/15/2019 800.00 57.00 17.677 
'281023BA' US281023BA89 EDISON MISSION EIX 7.625 5/15/2027 700.00 55.00 15.252 

'277461BH' US277461BH14 EASTMAN KODAK CO EK 9.750 3/1/2018 500.00 70.00 17.762 
'277461BK' US277461BK43 EASTMAN KODAK CO EK 10.625 3/15/2019 250.00 71.00 17.793 
'12513PAA' US12513PAA75 CDRT MERGER SUB EMS 8.125 6/1/2019 950.00 92.50 9.521 
'29270UAN' US29270UAN54 ENERGY PARTNERS EPL 8.250 2/15/2018 210.00 92.00 9.972 
'29843XAA' US29843XAA54 EURAMAX INTLINC EURAMX 9.500 4/1/2016 375.00 79.75 15.981 
'302106AD' US302106AD16 EXOPACK HOLDNG EXOPAC 10.000 6/1/2018 235.00 93.50 11.412 
'30066AAA' US30066AAA34 EXAMWORKS GROUP EXAM 9.000 7/15/2019 250.00 93.50 10.226 
'30040PAB' US30040PAB94 EVERTEC INC EVRTEC 11.000 10/1/2018 220.00 104.00 9 .965 
'319963AP' US319963AP91 FIRST DATA CORP FDC 9.875 9/24/2015 560.60 83.75 15.497 
'319963AT' US319963AT14 FIRST DATA CORP FDC 10.550 9/24/2015 747.50 83.25 16.451 
'319963AR' US319963AR57 FIRST DATA CORP FDC 9.875 9/24/2015 197.80 83.25 15.692 
'319963AY' US319963AY09 FIRST DATA CORP FDC 8.250 1/15/2021 2,000.00 79.00 12.065 
'319963AZ' US319963AZ73 FIRST DATA CORP FDC 8.750 1/15/2022 1,000.00 79.00 12.414 
'319963BA' US319963BA14 FIRST DATA CORP FDC 12.625 1/15/2021 3,000.00 74.00 18.59 
'345143AA' US345143AA96 FORBES ENERGY FES 9.000 6/15/2019 280.00 92.50 10.434 
'35687MAX' US35687MAX56 FREESCALE SEM ICO FSL 8.050 2/1/2020 743.90 90.50 9.73 

'35687MAV' US35687MAV90 FREESCALE SEM ICO FSL 10.750 8/1/2020 487.40 100.00 10.743 
'382410AD' US382410AD01 GOODRICH PETROLE GOP 8.875 3/15/2019 275.00 96.50 9.54 

'367905AD' US367905AD87 GAYLORD ENT GET 6. 750 11/15/2014 152.20 98.00 7 .476 
'37990VAC' US37990VAC90 GLB AVTN HLDG IN GLAH 14.000 8/15/2013 149.50 69.00 38.669 
'38470RAD' US38470RAD35 GRAHAM PACK/GPC GRAHAM 9.875 10/15/2014 354.50 100.88 8.966 
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'37247AAB' US37247AAB89 GENTIVA HEALTH GTIV 11.500 9/1/2018 325.00 79.50 16.583 
'44332LAB' US44332LAB62 HUB INTL HOLDING HBGCN 9.000 12/15/2014 305.00 96.00 10.491 
'44332LAC' US44332LAC46 HUB INTL HOLDING HBGCN 10.250 6/15/2015 395.00 92.50 12.843 
'403777AB' US403777AB12 GYMBOREE CORP GYMB 9.125 12/1/2018 400.00 74.00 15.195 
'427093AB' US427093AB59 HERCULES OFFSHOR HERO 10.500 10/15/2017 300.00 94.50 11.796 
'43162RAB' US43162RAB06 HILLMAN GROUP HILCOS 10.875 6/1/ 2018 150.00 99.00 11.084 
'41146AAB' US41146AAB26 HARBINGER GROUP HRG 10.625 11/15/2015 350.00 97.50 11.393 
'428303AJ' US428303AJ06 HEXION US/NOVA HXN 8.875 2/1/2018 1,000.00 82.50 13.008 

'428303AM' US428303AM35 HEXION US/NOVA HXN 9.000 11/15/2020 439.80 73.25 14.342 

'45072PAC' US45072PAC68 IASIS HEALTHCARE lAS 8.375 5/15/2019 850.00 81.00 12.279 
'45840JAB' US45840JAB35 INTERACTIVE DATA IDC 10.250 8/1/2018 698.10 106.50 8 .573 
'44981UAA' US44981UAA25 INC RESEARCH INC INC RES 11.500 7/15/2019 300.00 89.25 13.783 
'464592AG' US464592AG95 ISLE OF CAPRI ISLE 7.000 3/1/2014 357.30 90.88 11.421 
'46262EAC' US46262EAC93 !PAYMENT INC IPMT 10.250 5/15/2018 400.00 91.50 12.148 
'469815AG' US469815AG95 JACOBS ENTERTAIN JACENT 9.750 6/15/2014 210.00 97.75 10.717 
'46612HAE' US46612HAES3 J CREW GROUP JCG 8.125 3/1/2019 399.90 83.75 11.43 

'255099AA' US255099AA18 DIVERSEY HLDGS JONDIV 10.500 5/15/2020 262.50 127.25 2.921 
'518613AC' US518613AC89 LAUREATE EDUCATI LAUR 11.750 8/15/2017 286.40 102.50 10.931 
'518613AA' US518613AA24 LAUREATE EDUCATI LAUR 10.000 8/15/2015 260.00 98.00 10.636 
'518613AB' US518613AB07 LAUREATE EDUCATI LAUR 10.250 8/15/2015 565.50 98.50 10.725 
'226566AG' US226566AG25 CRICKET COMMUNIC LEAP 10.000 7/15/2015 300.00 99.25 10.234 
'226566AM' US226566AM92 CRICKET COMM UNIC LEAP 7. 750 10/15/2020 1,200.00 87.00 9 .964 
'226566AN' US226566AN75 CRICKET COMMUNIC LEAP 7. 750 10/15/2020 400.00 86.00 10.152 
'51508KAA' US51508KAA34 LANDRY'S HOLDING LNY 11.500 6/1/2014 110.00 92.50 15.019 
'52078PAC' US52078PAC68 LAWSON SOFTWARE LWSN 11.500 7/15/ 2018 560.00 89.00 14.053 
'57773AAJ' US57773AAJ16 MAXCOM TELECOMUN MAXTEL 11.000 12/15/2014 199.50 65.00 28.267 
'552953AG' US552953AG66 MGMMIRAGE MGM 5.875 2/27/2014 508.90 91.25 10.055 
'552953AR' US552953AR22 MGMMIRAGE MGM 6.625 7/15/2015 872.50 84.75 11.716 
'552953AW' USSS2953AW17 MGM MIRAGE MGM 6.750 4/1/2013 476.10 97.00 8 .931 
'552953AY' US552953AY72 MGMMIRAGE MGM 6.875 4/1/2016 237.90 85.00 11.21 
'552953BB' US552953BB60 MGM M IRAGE MGM 7.625 1/15/2017 743.00 85.75 11.268 
'552953BC' US552953BC44 MGM M IRAGE MGM 7.500 6/1/2016 732.70 86.75 11.218 

'412690AB' US412690AB58 HARLAND CLARKE MFW 9.500 5/15/2015 270.80 74.00 19.892 
'55303QAB' US55303QAB68 MGM RESORTS MGM 10.000 11/1/2016 500.00 94.75 11.383 

'55303QAA' US55303QAA85 MGMMIRAGE MGM 11.375 3/1/2018 475.00 100.00 11.37 
'59870WAA' US59870WAA09 MILAGRO OIL & GA MILEXP 10.500 5/15/2016 250.00 80.00 16.892 
'594073AB' US594073AB43 MICHAEL FOODS MIKL 9.750 7/15/2018 430.00 103.25 8 .895 
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'62546RAB' US62546RAB78 MULTIPLAN INC MLTPLN 9.875 9/1/2018 675.00 99.00 10.076 
'60877UAr US60877UAT43 MOMENTIVE PERFOR MOMENT 12.500 6/15/2014 200.00 102.00 11.426 
'552848AA' US552848AA12 MGIC INVTCORP MTG 5.375 11/1/2015 245.00 68.25 16.325 
'554273AC' US554273AC69 MACDERMID INC MRD 9.500 4/15/2017 350.00 92.50 11.359 
'644274AA' US644274AA02 NEW ENTERPRISE NEENST 11.000 9/1/2018 250.00 79.25 16.071 
'639888AA' US639888AA42 NEEDLE MERGER NEEDLE 8.125 3/15/2019 450.00 87.00 10.698 

'640096AD' US640096AD52 NEFF RENTAL/FIN NEFF 9.625 5/15/2016 200.00 83.50 14654 
'62910TAA' US62910TAA34 NFR ENERGY LLC NFREGY 9.750 2/15/2017 200.00 88.00 12.908 
'62910TAD' US62910TAD72 NFR ENERGY LLC NFREGY 9.750 2/15/2017 150.00 88.00 12.908 

'676220AF' US676220AF38 OFFICE DEPOT INC ODP 6.250 8/15/2013 400.00 96.75 8.15 
'674215AA' US674215AA68 OASIS PETROLEUM OAS 7.250 2/1/2019 400.00 97.00 7.792 
'67102BAA' US67102BAA98 ONO FINANCE II ONOSM 10.875 7/15/2019 225.00 70.00 18.218 
'695459AB' US695459AB34 PAETEC HOLDING PAET 9.500 7/15/2015 300.00 104.00 7.068 
'695459AF' US695459AF48 PAETEC HOLDING PAET 9.875 12/1/2018 450.00 104.75 8.708 
'72347QAC' US72347QAC78 PINNACLE FOOD Fl PFHC 9.250 4/1/2015 625.00 99.25 9.507 
'72347QAD' US72347QAD51 PINNACLE FOOD Fl PFHC 10.625 4/1/2017 199.00 100.25 10.538 

'72347QAG' US72347QAG82 PINNACLE FOOD Fl PFHC 8.250 9/1/2017 400.00 97.50 8.798 
'716016AC' US716016AC41 PETCO ANIMAL SUP PETC 9.250 12/1/2018 500.00 100.00 9.244 
'729416AQ' US729416AQ02 PLY GEM INDS PGEM 8.250 2/15/2018 800.00 81.50 12.547 
'629360AB' US629360AB49 NPC INTL INC PIZA 9.500 5/1/2014 175.00 98.25 10.281 
'700677AN' US700677AN75 PARK-QHIO INDS PKOH 8.125 4/1/2021 250.00 93.50 9.164 
'72147KAA' US72147KAA60 PILGRIM'S PRIDE PPC 7.875 12/15/2018 500.00 76.25 13.053 
'698657AG' US698657AG82 PANTRY INC PTRY 7.750 2/15/2014 247.00 98.00 8.694 
'74920AAC' US74920AAC36 RAAM GLOBAL ENER RAMGEN 12.500 10/1/2015 150.00 102.00 11.786 
'750236AH' US750236AH49 RADIAN GROUP RON 5.625 2/15/ 2013 250.00 75.50 28.371 
'750236AJ' US750236AJ05 RADIAN GROUP RON 5.375 6/15/2015 250.00 60.00 21.588 
'750492AD' US750492AD26 RADNET MGMT INC RDNT 10.375 4/1/2018 200.00 92.50 12.073 
'880394AD' US880394AD38 TENNECO PACKAGNG REYNOL 8.125 6/15/2017 299.70 85.00 11.805 
'761735AA' US761735AA72 REYNOLDS GROUP REYNOL 8.500 5/15/2018 1,000.00 84.50 12.505 
'74959GAC' US74959GAC42 REYNOLDS GROUP REYNOL 9.000 4/15/2019 1,500.00 85.00 12.086 
'74959HAB' US74959HAB42 REYNOLDS GROUP REYNOL 9.875 8/15/2019 1,000.00 88.00 12.29 
'880394AB' US880394AB71 TENNECO PACKAGNG REYNOL 7.950 12/15/2025 276.40 71.50 12.222 

'880394AE' US880394AE11 TENNECO PACKAGNG REYNOL 8.375 4/15/2027 200.00 79.00 11.267 
'761735AE' US761735AE94 REYNOLDS GROUP REYNOL 8.250 2/15/2021 1,000.00 79.00 12.045 
'03852UAA' US03852UAA43 ARAMARK HOLDINGS RMK 8.625 5/1/2016 600.00 98.50 9.028 
'74965WAA' US74965WAA53 ROC FINANCE LLC ROCFIN 12.125 9/1/2018 380.00 101.00 11.875 
'76010RAC' US76010RAC25 RSC EQUIP RENTAL RRR 9.500 12/1/2014 503.00 99.50 9 .678 
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'78108AAC' US78108AAC80 RSC EQUIP RENTAL RRR 10.250 11/15/2019 200.00 98.00 10.619 
'750323AB' US750323AB31 RADIATION THE RAP RTSX 9.875 4/15/2017 360.00 85.25 13.764 
'78108AAE' US78108AAE47 RSC EQUIP RENTAL RRR 8.250 2/1/2021 647.90 86.50 10.555 
'781749AA' US781749AA41 RURAL METRO CORP RURL 10.125 7/15/2019 200.00 95.00 11.091 
'78375PAL' US78375PAL13 RYERSON INC RYI 12.000 11/1/2015 376.20 100.00 11.986 
'75524DAN' US75524DAN03 RBS GLOBAL/REXNO RXN 8.500 5/1/2018 1,145.00 95.75 9.377 
'86881RAA' US86881RAA14 SURGICAL CARE AF SCAFF 8.875 7/15/2015 164.80 96.00 10.165 
'86881RAB' US86881RAB96 SURGICAL CARE AF SCAFF 10.000 7/15/2017 150.00 95.00 11.189 
'867363AL' US867363AL73 SUNGARD DATA SYS SDSINC 10.250 8/15/2015 1,000.00 101.00 9.64 

'816196AJ' US816196AJ85 SELECT' MEDICAL SEM 7.625 2/1/2015 345.00 86.63 12.657 
'816074AG' US816074AG36 SEITH INC SELA 9.750 2/15/2014 275.00 91.50 14.072 
'823777AH' US823777AH07 SHERIDAN GRP INC SHERDN 12.500 4/15/2014 149.40 86.00 19.765 
'83066RAC' US83066RAC16 SKILLED HEALTHCA SKH 11.000 1/15/2014 130.00 95.50 13.323 
'828732AA' US828732AA56 SIMMONS FOODS SIMFOO 10.500 11/1/2017 265.00 86.50 13.849 
'78428EAB' US78428EAB56 SITEL LLC SITEL 11.500 4/1/2018 300.00 79.00 16.954 
'830146AA' US830146AA45 SIZZLING PLATTER SIZPLT 12.250 4/15/2016 135.00 98.50 12.691 

'833312AB' US833312AB79 SNOQUALMIE SNOENT 9.125 2/1/2015 200.00 96.25 10.477 
'860340AC' US860340AC28 STEWART & STEVEN SNS 10.000 7/15/2014 150.00 100.00 9.96 
'84762LAE' US84762LAE56 SPECTRUM BRANDS SPB 12.000 8/28/2019 245.00 108.25 8 .684 
'817492AD' US817492AD31 SERENA SOFTWARE SRNA 10.375 3/15/2016 134.30 102.00 9.439 
'784662AC' US784662AC20 SSIINV/CO-ISSR SSIINV 11.125 6/1/2018 309.90 99.50 11.226 
'78464RAA' US78464RAA32 STERLING MERGER SRX 11.000 10/1/2019 400.00 95.00 11.964 
'817609AB' US817609AB66 SERVICEMASTER CO SVMSTR 7.450 8/15/2027 195.00 74.00 10.934 
'117777AA' US117777AA01 BUCCANEER MERGER SVR 9.125 1/15/2019 475.00 98.00 9.507 
'870755AB' US8707SSAB18 SWIFT SVCS HLDGS SWFT 10.000 11/15/2018 500.00 89.00 12.361 
'87952VAE' US87952VAE65 TELESAT CANADA/L TELSAT 11.000 11/1/2015 692.80 107.00 7.86 
'87952VAF' US87952VAF31 TELESAT CANADA/L TELSAT 12.500 11/1/2017 217.20 112.00 8 .045 
'8985SVAB' US89855VAB62 TUBE CITY IMS TMS 9.750 2/1/2015 223.00 95.50 11.399 
'15721AAC' US15721AAC71 CEVA GROUP PLC TNTLOG 11.625 10/1/2016 210.00 97.75 12.24 
'125182AB' US125182AB10 CEVA GROUP PLC TNTLOG 11.500 4/1/2018 701.80 92.00 13.381 
'82934HAC' US82934HAC51 SINO-FOREST CORP TRECN 10.250 7/28/2014 399.50 25.00 81.629 
'82934HAF' US82934HAF82 SINO-FOREST CORP TRECN 6.250 10/21/2017 600.00 25.00 39.841 

'89620JAA' US89620JAA97 TRILOGY INTL PAR TRIINT 10.250 8/15/2016 370.00 98.00 10.782 
'785905AB' US785905AB66 SABRE HOLDINGS TSG 6.350 3/15/2016 400.00 81.75 13.988 

'882491AQ' US882491AQ64 TEXAS INDUSTRIES TXI 9.250 8/15/2020 649.90 77.75 13.644 
'90266DAB' US90266DAB73 UCIINTLINC UCII 8.625 2/15/2019 400.00 92.63 10.062 
'903293AR' US903293AR91 USG CORP USG 6.300 11/15/2016 500.00 73.25 13.739 
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'913016AC' US913016AC51 UNITED SURGICAL USPI 8.875 5/1/2017 240.00 100.00 8.871 
'903293AS' US903293AS74 USG CORP USG 7.750 1/15/2018 500.00 80.38 14.616 
'913016AF' US913016AF82 UNITED SURGICAL USPI 9.250 5/1/2017 197.50 100.00 9.245 
'92201QAA' US92201QAA40 PGS SOLUTIONS YANG NT 9.625 2/15/2015 183.70 104.25 4.429 
'04226QAA' US04226QAA04 ARMORED AUTO VIKACQ 9.250 11/1/2018 275.00 80.25 13.688 

'92834UAB' US92834UAB89 VISANTCORP VISA NT 10.000 10/1/2017 750.00 92.50 11.778 
'92531XAF' US92531XAF96 VERSO PAPER VRS 11.375 8/1/2016 300.00 72.50 20 .607 
'918436AD' US918436AD85 VWR FUNDING INC VWRINT 10.250 7/15/2015 713.00 99.00 10.567 
'950590AG' US950590AG46 WENDY'S INTL WEN 7.000 12/15/2025 100.00 85.50 8 .806 

'950590AK' US950590AK57 WENDY'S INTL WEN 6.200 6/15/2014 225.00 101.75 5.491 
'952355AF' US952355AF22 WEST CORP WSTC 11.000 10/15/2016 449.60 103.00 9.83 
'983055AA' US983055AA25 WYLE SERVICES WYLE 10.500 4/1/2018 175.00 97.00 11.161 
'984756AD' US984756AD89 YANKEE CANDLE CO vee 9.750 2/15/2017 188.00 92.25 11.728 
'98418GAC' US98418GAC87 XINERGY CORP XRGCN 9.250 5/15/2019 200.00 89.50 11.339 
'984211AB' US984211AB80 YCC HLDGS/YANKEE vee 10.250 2/15/2016 315.00 85.00 15.044 
'812141AN' US812141AN92 SEALY MATTRESS ll 8.250 6/15/2014 268.90 94.25 10.744 

'74837NAC' US74837NAC74 QUIKSILVER INC ZQI< 6.875 4/15/2015 400.00 89.00 10.687 
'00430XAF' US00430XAF42 ACCELLENT INC ACCINC 10.000 11/1/2017 315.00 85.25 13.64 
'01660NAA' US01660NAA63 ALGOMA ACQ CORP ALGCN 9.875 6/15/2015 384.70 77.50 18.512 
'01881PAA' US01881PAA49 ALLIANT HOLDINGS ALIA NT 11.000 5/1/2015 265.00 101.75 10.038 
'029227AA' US029227AA38 AMER RENAL ASSOC AMRLHD 9.750 3/1/2016 135.00 97.25 10.54 
'053499AE' US053499AE92 AVAYAINC AV 9.750 11/1/2015 700.00 73.00 19.66 
'053499AF' US053499AF67 AVAYAINC AV 10.125 11/1/2015 833.80 73.25 20.005 
'121579AF' US121579AF32 BURLINGTON COAT BCFACT 10.000 2/15/2019 450.00 85.00 13.242 
'085791AG' US085791AG63 BERRY PLASTICS BERRY 10.250 3/1/2016 241.00 87.00 14.314 
'085790AU' US085790AU74 BERRY PLASTICS BERRY 9.500 5/15/2018 500.00 85.00 12.934 
'085790AW' US085790AW31 BERRY PLASTICS BERRY 9.750 1/15/2021 800.00 85.00 12.52 
'12120QAA' US12120QAA04 BK CAP HLDG/FINA BKC 4/15/2019 685.00 54.75 12.719 
'07556QAN' US07556QAN51 BEAZER HOMES USA BZH 6.875 7/15/2015 172.50 67.50 19.356 
'07556QAQ' US07556QAQ82 BEAZER HOMES USA BZH 8.125 6/15/2016 172.90 66.75 19.142 
'07556QAV' US07556QAV77 BEAZER HOMES USA BZH 9.125 6/15/2018 300.00 61.50 19.698 
'12500VAA' US12500VAA98 CCS INC CCSINC 11.000 11/15/2015 312.00 92.00 13.587 
'12500VAB' US12500VAB71 CCS INC CCSINC 11.000 11/15/2015 299.90 92.00 13.587 
'178760AC' US178760AC83 CITYCENTER HLDGS CCTRH 10.750 1/15/2017 633.30 90.75 13.138 
'15114VAA' US15114VAA08 CELL C PTY l TO CELLS A 11.000 7/1/2015 157.20 95.50 12.526 
'156779AC' US156779AC47 CERIDIAN CORP CEN 11.250 11/15/2015 824.90 82.50 17.352 
'156779AF' US156779AF77 CERIDIAN CORP CEN 12.250 11/15/2015 505.90 80.50 19.304 
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'17037NAC' US17037NAC48 CHOCTAW RESORT CHOCTW 7.250 11/15/2019 123.00 60.25 16.221 
'12562TAA' US12562TAA97 CKE HOLDINGS CKR 10.500 3/14/2016 211.30 87.50 14.474 
'648053AD' US648053AD80 NEW PLAN EXCEL CNPAU 5.300 1/15/2015 100.00 89.00 9.25 
'648053AF' US648053AF39 NEW PLAN EXCEL CNPAU 5.250 9/15/2015 125.00 89.00 8.587 
'12621PAC' US12621PAC23 CRC HEALTH CORP CRCHEA 10.750 2/1/2016 177.30 98.75 11.112 
'15671BAA' US15671BAA98 CENVEO CORP aJO 7.875 12/1/2013 296.30 70.00 27.024 
'233707AA' US233707AA68 DAE AVIATION DAEAVI 11.250 8/1/2015 325.00 101.00 10.615 
'280148AC' US280148AC15 EDGEN MURRAY COR EDNMUR 12.250 1/15/2015 465.00 89.63 16.435 
'291228AA' US291228AA25 EMIGRANT BANCORP EMIBNC 6.250 6/15/2014 200.00 89.15 10.984 

'319963AV' US319963AV69 FIRST DATA CORP FDC 11.250 3/31/2016 2,406.90 67.50 23.288 
'351647AA' US351647AA04 FOX ACQUISITION FOXACQ 13.375 7/15/2016 200.00 105.00 11.219 

'35687MAM' US35687MAM91 FREESCALE SEMICO FSL 8.875 12/15/2014 294.10 101.50 7.533 
'757344AF' US757344AF37 REDDY ICE CORP FRZ 13.250 11/1/2015 139.40 68.50 26.254 
'37932JAD' US37932JAD54 GLOBAL CROSSING GLBC 9.000 11/15/2019 150.00 118.50 4.002 
'38011MAK' US38011MAK45 GMX RESOURCES GMXR 11.375 2/15/2019 200.00 72.00 18.465 
'389375AE' US389375AE65 GRAY TELE INC GTN 10.500 6/29/2015 365.00 90.50 13.835 
'099599AJ' US099599AJ16 BORDEN INC HXN 7.875 2/15/2023 188.40 77.00 11.557 
'45820EAH' US45820EAH53 INTELSAT INTEL 6.500 11/1/2013 353.60 100.50 6.237 
'45661YAA' US45661YAA82 INEOS GRP HLDG INEGRP 8.500 2/15/2016 677.50 74.00 17.188 
'45820EAX' US45820EAX04 INTELSAT JACKSON INTEL 11.250 6/15/2016 1,032.90 102.00 10.368 
'458204AJ' US458204AJ37 INTELSAT BERMUDA INTEL 11.500 2/4/2017 1,648.80 86.00 15.433 
'458204AH' US458204AH70 INTELSAT BERMUDA INTEL 11.250 2/4/2017 2,805.00 86.75 14.927 

'46112NAC' US46112NAC11 INTERTAPE POLYM ITPCN 8.500 8/1/2014 115.60 89.00 13.271 
'486668AA' US486668AA44 KAZKOMMERTSBK KKB 9.200 11/9/2015 100.00 60.00 25.44 
'516807AA' US516807AA24 LAREDO PETROLEUM LARPET 9.500 2/15/2019 350.00 105.00 8 .323 
'501786AC' US501786AC11 LBI MEDIA INC LBIMED 8.500 8/1/2017 228.80 63.00 19.34 
'53956RAA' US53956RAA14 LOCAL TV FINANCE LOCAL 9.250 6/15/2015 230.90 92.00 11.975 
'283831AK' US283831AK11 El POLLO LOCO LOCO 17.000 1/1/2018 105.00 89.50 19.677 
'52729NBS' US52729NBS80 LEVEL3COMM INC LVLT 11.875 2/1/2019 605.20 95.00 12.955 
'527297AA' US527297AA36 LEVEL 3 ESCROW LVLT 8.125 7/1/2019 1,200.00 88.38 10.334 
'584705AA' US584705AA58 MEDIMPACT HLDNGS MEDIMP 10.500 2/1/2018 230.00 93.25 12.046 
'63688RAD' US63688RAD98 NATL MENTOR HLDG MENTOR 12.500 2/15/2018 250.00 91.00 14.714 
'594087AM' US594087AM02 MICHAELS STORES MIK 11.375 11/1/2016 399.90 101.25 10.879 
'594087AP' US594087AP33 M ICHAELS STORES MIK 13.000 11/1/2016 376.00 103.00 11.405 

'594087AR' US594087AR98 MICHAELS STORES MIK 7.750 11/1/2018 800.00 93.50 9 .009 
'14985VAA' US1498SVAA98 CCM M ERGER INC MOTOR 8.000 8/1/2013 269.50 94.50 11.393 
'60877UAM' US50877UAM99 MOMENTIVE PER FOR MOMENT 11.500 12/1/2015 381.90 84.00 16.171 
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'60877UAW' US60877UAW71 MOMENTIVE PERFOR MOMENT 9.000 1/15/2021 635.00 68.50 15.501 
'624758AB' US624758AB40 MUELLER WATER MWA 7.375 6/1/2017 420.00 78.00 12.97 
'640820AA' US640820AA41 NES RENTALS HLDG NESRH 12.250 4/15/2015 150.00 83.50 18.839 
'640204AH' US640204AH65 NEIMAN MARCUS NMG 10.375 10/15/2015 499.90 101.00 9.817 
'67090FAB' US67090FAB22 NUVEEN INVEST NUVINV 5.500 9/15/2015 300.00 81.00 11.626 
'67090FAD' U567090FAD87 NUVEEN INVESTM NUVINV 10.500 11/15/2015 785.00 92.25 12.977 
'67090FAE' US67090FAE60 NUVEEN INVESTM NUVINV 10.500 11/15/2015 150.00 91.25 13.316 
'65336YAE' US65336YAE32 NEXSTAR BROADC NXST 7.000 1/15/2014 112.60 95.00 9.471 
'68371PAC' US68371PAC68 OPEN SOLUTIONS OPENSL 9.750 2/1/2015 325.00 51.50 35.735 

'74044PAC' US74044PAC14 PRE GIS CORP PREGIS 12.375 10/15/2013 150.00 91.00 17.82 
'767754BM' US767754BM54 RITE AID CORP RAD 8.625 3/1/2015 500.00 88.75 12.785 
'576442AA' US576442AA52 RARE RESTAURANT RARERG 9.250 5/15/2014 100.00 71.50 24.607 
'767754BQ' US767754BQ68 RITE AID CORP RAD 9.375 12/15/2015 410.00 86.00 13.867 
'76775481' US767754BT08 RITE AID CORP RAD 9.500 6/15/2017 808.70 79.00 15.111 
'780097AS' US780097AS09 ROYAL BK SCOTLND RBS 6.990 10/5/2017 563.70 63.50 18.176 
'759219AA' US759219AA63 REICH HOLD IND REICHH 9.000 8/15/2014 195.00 68.00 25.316 

'76113BAE' US76113BAE92 RESIDENTIAL CAP RESCAP 6.875 6/30/2015 112.20 83.00 14.949 
'76113BAR' US76113BAR06 RESIDENTIAL CAP RESCAP 6.500 4/17/2013 473.40 95.00 12.14 
'76114EAH' US76114EAH53 RESIDENTIAL CAP RESCAP 9.625 5/15/2015 2,120.50 77.50 18.39 
'75040PAP' US75040PAP36 RADIO ONE INC ROIAK 15.000 5/24/2016 305.90 89.50 18.12 
'75524DAD' US75524DAD21 RBS GLOBAL/REXNO RXN 11.750 8/1/2016 300.00 102.00 10.896 
'861642AG' US861642AG19 STONE ENERGY SGY 6. 750 12/15/2014 200.00 96.00 8.188 
'82459AAA' US82459AAA97 SHINGLE SPRINGS SHINGL 9.375 6/15/2015 450.00 58.50 28.062 
'834260AB' US834260AB79 SOLO CUP CO SOLOC 8.500 2/15/2014 325.00 87.00 15.217 
'817320AR' US817320AR58 SEQUA CORP SQA 13.500 12/1/2015 258.00 106.00 10.368 
'817320AP' US817320AP92 SEQUA CORP SQA 11.750 12/1/2015 500.00 105.00 9.175 
'852862AB' US852862AB73 STANADYNE CORP STANAD 10.000 8/15/2014 160.00 94.00 12.54 
'86800HAB' US86800HAB96 SUNSTATE EQP CO SUNST 12.000 6/15/2016 170.00 90.00 15.022 
'87922RAJ' US87922RAJ14 TELCORDIA TECH TELCOR 11.000 5/1/2018 350.00 124.50 3 .115 

'87255MAA' US87255MAA80 TLACQUISITIONS TLACQ 10.500 1/15/2015 1,215.60 64.00 27.88 
'87255MAD' US87255MAD20 TLACQUISITIONS TLACQ 13.250 7/15/2015 233.60 57.00 34.298 
'90333HAE' U590333HAE18 USI HOLDINGS CP USIH 9.750 5/15/2015 175.00 90.00 13.308 

'02152FAB' US02152FAB40 ALTEGRITY INC USINV 11.750 5/1/2016 150.00 92.00 14.174 
'02152FAA' US02152FAA66 ALTEGRITY INC USINV 10.500 11/1/2015 290.00 93.00 12.744 

'91728CAE' US91728CAE30 US FOODSERVICE USFOOD 8.500 6/30/2019 400.00 90.25 10.35 
'914906AK' US914906AK86 UNIVISION COMM UVN 8.500 5/15/2021 815.00 78.00 12.487 
'46122EAA' US46122EAA38 INVENTIV HEALTH VTIV 10.000 8/15/2018 275.00 88.00 12.66 
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'46122EAD' US46122EAD76 INVENTIV HEALTH VTIV 10.000 8/15/ 2018 390.00 88.00 12.66 

'960887AB' US960887AB34 WESTMORELAND CO WLB 10.750 2/1/2018 150.00 98.00 11.192 
'95816QAA' US95816QAA40 WESTERN EXPRESS WSTEXP 12.500 4/15/2015 285.00 67.00 27.704 
'00104BAC' US00104BAC46 AES EASTERN ENER AES 9.000 1/2/2017 181.00 55.50 24.479 
'00104BAF' US00104BAF76 AES EASTERN ENER AES 9.670 1/2/2029 268.00 57.00 17.704 
'016275AF' US016275AF64 ALION SCIENCE AU SCI 10.250 2/ 1/ 2015 248.00 61.00 29 .327 
'00846NAA' US00846NAA54 AGFC CAP TRUST I AMGFIN 6.000 1/15/2017 350.00 45.00 25.485 
'03841XAB' US03841XAB01 AQUILEX HOLDINGS AQUILE 11.125 12/15/2016 224.00 44.00 35.311 
'00208JAE' US00208JAE82 ATP OIL& GAS ATPG 11.875 5/1/2015 1,498.20 69.63 25.221 

'09852TAA' US09852TAA43 BONTEN MEDIA ACQ BONTEN 9.000 6/1/2015 123.60 74.25 19.059 
'07556QA Y' US07556QA Y17 BEAZER HOMES USA BZH 9.125 5/15/2019 250.00 63.50 18.138 
'16946LAA' US16946LAA44 CHINA FORESTRY CHTREE 7. 750 11/17/2015 180.00 60.00 26.842 
'179584AC' US179584AC10 CLAIRE'S STORES CLE 9.250 6/1/2015 223.00 77.00 18.083 
'179584AJ' US179584AJ62 CLAIRE'S STORES CLE 10.500 6/1/2017 259.60 71.00 19.076 
'179584AL' US179584AL19 CLAIRE'S STORES CLE 8.875 3/15/2019 450.00 72.00 15.295 
'18538TAD' US18538TAD19 CLEARWIRE COMM CLWR 12.000 12/1/2017 500.00 60.25 24.924 

'65653RAG' US65653RAG83 NORSKE SKOG CANA CTLCN 7.375 3/1/2014 250.00 23.00 91.042 
'340627AB' US340627AB42 FLORIDA EAST COA FECRC 10.500 8/1/2017 136.90 94.00 11.949 
'35687MAP' US35687MAP23 FREESCALE SEM ICO FSL 10.125 12/15/2016 764.30 101.75 9 .469 
'413627AX' US413627AX82 HARRAH$ OPER CO HET 6.500 6/1/2016 246.70 55.50 22.313 
'12768RAA' US12768RAA59 HARRAH$ OPER CO HET 12.750 4/15/2018 750.00 67.75 22.358 
'539439AA' US539439AA71 LLOYDS BANKING LLOYDS 6.267 11/14/2016 397.70 44.00 28.69 
'539439AD' US539439AD11 LLOYOS BANKING LLOYOS 5.920 10/1/2015 213.30 44.00 31.496 
'539439AF' US539439AF68 LLOYDS BANKING LLOYDS 6.657 5/21/2037 434.40 44.00 16.405 
'50217BAF' US50217BAF67 LSP ENERGY LP LSPBAT 8.160 7/15/ 2025 176.00 71.75 12.505 
'573011AA' US573011AA19 MARSICO H LDG LLC MARSIC 10.625 1/15/2020 603.60 35.00 34.703 
'55276GAA' US55276GAA31 MBIAINSCO MBI 14.000 1/15/2013 940.00 45.00 96.937 
'58470TAA' US58470TAA34 MEDIMEDIA USA MEDIM E 11.375 11/15/2014 150.00 88.00 16.422 
'499040AN' US499040AN33 KNIGHT RIDDER MNI 4.625 11/1/2014 111.40 83.00 11.304 
'499040AP' US499040AP80 KNIGHT RIDDER M NI 5.750 9/1/2017 336.60 56.00 18.193 
'499040AL' US499040AL76 KNIGHT RIDDER MNI 6.875 3/15/2029 276.20 43.00 17.321 
'65338LAA' US65338LAA70 NCO GROUP INC NCOG 11.875 11/15/2014 200.00 91.00 15.608 

'652366AA' US652366AA38 NEWPORTTV/NTV F NTVF 13.000 3/15/2017 278.90 94.00 15.013 
'67105EAB' US67105EAB83 OSI RESTAURANT OSI 10.000 6/15/2015 247.10 99.75 10.073 

'729416AN' US729416AN70 PLY GEM INDS PGEM 13.125 7/15/2014 150.00 94.88 15.428 
'767754AD' US767754AD64 RITE AID CORP RAD 6.875 8/15/2013 184.80 94.75 10.01 
'767754AJ' US767754AJ35 RITE AID CORP RAD 7.700 2/15/2027 295.00 64.00 13.232 
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'767754AR' US767754AR50 RITE AID CORP RAD 6.875 12/15/2028 128.00 59.00 12.835 
'749274AA' US749274AA41 RBS CAP TRUST I RBS 4.709 7/1/2013 317.60 45.00 61.316 
'74927PAA' US74927PAA75 RBS CAP TRUST II RBS 6.425 1/3/2034 393.60 45.00 15.552 

'74927QAA' US74927QAA58 RBS CAP TRIll RBS 5.512 9/30/2014 356.50 45.00 37.659 
'75601RAF' US75601RAF29 REAL MEX RESTAUR REALMX 14.000 1/1/2013 130.00 73.50 43.465 

'75605EBU' US75605EBU38 REALOGY CORP REA LOG 7.875 2/ 15/2019 700.00 75.50 13.163 
'783754AB' US783754AB06 RYERSON HOLDING RYI 2/1/2015 483.00 43.00 26 .992 
'852863AB' US852863AB56 STANDYN HOLD INC STANAD 12.000 2/15/2015 100.00 95.50 13.696 
'608328AT' US608328AT77 MOHEGAN TRIBAL TRIBAL 6.125 2/15/2013 250.00 62.50 45.807 

'608328AU' US608328AU41 MOHEGAN GAMING TRIBAL 11.500 11/1/2017 200.00 91.00 13.723 
'292680AC' US292680AC97 ENERGY FUTURE TXU 10.875 11/1/2017 180.60 80.50 15.999 
'292680AD' US292680AD70 ENERGY FUTURE TXU 11.250 11/1/2017 376.70 83.50 15.963 
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AppendlxC 
Treasurv Term Rates bv Month as of Septe mber 30, 2011 

CMTRates - 1 
tl Treasury Te rm 

Mo nt hly 
Month lnterpo a on Rates by 

Na m ln:al IJ::adar Change 
Month 

1 0 .020% 0 .020"-' 
2 0.020% 0. ()())()()0..4 

3 0.020"~ 0.020% 0.00000"..4 
4 0 .029% 0.00884% 

Treasury Term Rates by Mont h 5 0 .042% 0.01276% 
6 0.060".4 0.44225 0.060"..4 0.01840% 0.03 
7 0.068% 0.00825% 
8 0.078% 0.00939% 0.025 

9 0.088% 0.01068% O.Q2 
10 0.100% 0.01215% 
11 0.114% 0.01382% 0.015 

12 0130% 0.13754 0.130% 0 .01572% 0.01 
1.3 0.137% 0.00728% 
14 0.145% 0.00769% 0.005 

15 0.153% 0.00812% 0 Wll IIIIWiliUW'IIiilllll ''"'' iillh itiiiJIIWiliiliWIJ IIWU-'IIK 

16 0.162% 0.00857% 1 21 41 61 81 101 121 141 161 181 201 221 
17 0.171% 0 .00905% 
18 0.180% 0.00956% 
19 0.190"..4 O.QlOlO% 
20 0.201% 0.01066% 
21 0.212% 0.01126% 
22 0.224% 0.01189% 
23 0.237% 0.01256% 
24 0.250".4 0.05601 0.250"-' 0.01326% 
25 0.261% 0.01105% 
26 0.27.3% 0.01153% 
27 0.285% 0.01204% 
28 0 .297% 0 .01257% 
29 0.310"..4 0.01313% 
30 0.324% 0.01371% 
31 0 .338% 0.01432% 
32 0.353% 0.01495% 
33 0.369% 0.01561% 
34 0.385% 0.01630% 
35 0.402% 0.01702% 
36 0.420"Ai 0.04418 0.420"Ai 0.01777% 
37 0.435% 0.01472% 
38 0.450% 0.01523% 
39 0.466% 0.01577% 
40 0.482% 0.01632% 
41 0.499% 0.01689% 
42 0.516% 0.01749% 
43 0.535% 0.01810% 
44 0.553% 0.01873% 
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A228

CMT Rates-
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

45 0.573% 0.01939% 
46 0.593% 0 .02007% 

47 0.613% 0 .02077% 
48 0.635% 0.02150% 
49 0.657% 0.02225% 
50 0.680% 0.02303% 
51 0.704% 0.02384% 
52 0.729% 0.02468% 
53 0.754% 0 .02554% 
54 0.781% 0.02644% 
55 0.808% 0.02736% 
56 0.836% 0 .02832% 
57 0.866% 0.02931% 
58 0.896% 0 .03034% 
59 0.927% 0.03140% 
60 0.960% 0.03505 0.960% 0.03250% 
61 0.976% 0 .01607% 
62 0.992% 0.01634% 
63 1.009% 0 .01652% 
64 1.026% 0 .01689% 
65 1.043% 0 .01718% 
66 1.061% 0.01746% 
67 1.078% 0.01776% 
68 1.096% 0.01805% 
69 1.115% 0 .01836% 
70 1.133% 0 .01866% 
71 1.152% 0.01898% 
72 1.172% 0.01929% 
73 1.191% 0.01962% 
74 1.211% 0.01995% 
75 1.232% 0 .02028% 
76 1.252% 0.02062% 
77 1.273% 0.02096% 
78 1.294% 0.02131% 
79 1.316% 0.02157% 
80 1.338% 0.02203% 
81 1.361% 0.02240% 
82 1.383% 0.02278% 
83 1.406% 0 .02316% 
84 1.430% 0.01674 1.430% 0.02355% 
85 1.442% 0.01175% 
86 1.454% 0 .01185% 
87 1.466% 0.01195% 
88 1.478% 0.01204% 
89 1.490% 0.01214% 
90 1.502% 0 .01224% 
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A229

CMT Rates -
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

91 1.514% 0.01234% 
92 1.527% 0.01245% 

93 1.539% 0.01255% 
94 1.552% 0.01255% 
95 1.565% 0.01275% 
96 1.578% 0.01286% 
97 1.591% 0.01297% 
98 1.604% 0.01307% 
99 1.617% 0.01318% 

100 1.630% 0.01329% 
101 1.643% 0.01340% 
102 1.657% 0 .01351% 
103 1.671% 0.01362% 
104 1.684% 0 .01373% 
105 1.698% 0.01384% 
106 1.712% 0.01396% 
107 1.726% 0 .01407% 
108 1.740% 0.01419% 
109 1.755% 0.01430% 
110 1.769% 0 .01442% 
111 1.784% 0 .01454% 
112 1.798% 0.01456% 
113 1.813% 0.01478% 
114 1.828% 0.01490% 
115 1.843% 0 .01502% 
116 1.858% 0.01515% 
117 1.873% 0.01527% 
118 1.889% 0.01540% 
119 1.904% 0.01552% 
120 1.920% 0.00822 1.920% 0.01565% 
121 1.925% 0 .00522% 
122 1.930% 0.00524% 
123 1.936% 0.00525% 
124 1.941% 0.00527% 
125 1.946% 0.00528% 
126 1.952% 0.00529% 
127 1.957% 0.00531% 
128 1.962% 0.00532% 
129 1.968% 0.00534% 
130 1.973% 0.00535% 
131 1.978% 0.00537% 
132 1.984% 0.00538% 
133 1.989% 0.00540% 
134 1.994% 0 .00541% 
135 2.000% 0.00543% 
136 2.005% 0 .00544% 
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A230

CMT Rates-
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

137 2.011% 0.00546% 
138 2.016% 0.00547% 
139 2.022% 0 .00548% 
140 2.027% 0.00550% 
141 2.033% 0.00551% 
142 2.038% 0.00553% 
143 2.044% 0.00554% 
144 2.049% 0.00556% 
145 2.055% 0.00558% 
146 2.061% 0.00559% 
147 2.066% 0.00561% 
148 2.072% 0 .00562% 
149 2.077% 0.00564% 
150 2.083% 0 .00565% 
151 2.089% 0.00567% 
152 2.094% 0.00568% 
153 2.100% 0 .00570% 
154 2.106% 0.00571% 
155 2.112% 0.00573% 
156 2.117% 0 .00574% 
157 2.123% 0.00576% 
158 2.129% 0.00578% 
159 2.135% 0.00579% 
160 2.140% 0.00581% 
161 2.146% 0 .00582% 
162 2.152% 0 .00584% 
163 2.158% 0.00585% 
164 2.164% 0.00587% 
165 2.170% 0.00589% 
166 2.176% 0.00590% 
167 2.181% 0 .00592% 
168 2.187% 0.00593% 
169 2.193% 0.00595% 
170 2.199% 0.00597% 
171 2.205% 0.00598% 
172 2.211% 0.00600% 
173 2.217% 0.00602% 
174 2.223% 0.00603% 
175 2 .229% 0 .00605% 
176 2.235% 0.00606% 
177 2.242% 0.00608% 
178 2.248% 0.00610% 
179 2.254% 0.00611% 
180 2.260% 0 .00613% 
181 2.266% 0.00615% 
182 2.272% 0 .00616% 
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A231

CMT Rates-
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

183 2.278% 0.00618% 
184 2.285% 0.00620% 
185 2.291% 0.00621% 
186 2.297% 0.00623% 
187 2.303% 0.00625% 
188 2.310% 0.00627% 
189 2.316% 0.00628% 
190 2.322% 0.00630% 
191 2.328% 0.00632% 
192 2.335% 0.00633% 
193 2.341% 0 .00635% 
194 2.348% 0 .00637% 
195 2.354% 0 .00639% 
196 2.360% 0 .00640% 
197 2.367% 0.00642% 
198 2.373% 0.00644% 
199 2.380% 0 .00646% 
200 2.386% 0 .00647% 
201 2.393% 0 .00649% 
202 2.399% 0 .00651% 
203 2.406% 0.00653% 
204 2.412% 0.00654% 
205 2.419% 0.00656% 
206 2.425% 0.00658% 
207 2.432% 0 .00650% 
208 2.439% 0 .00652% 
209 2.445% 0.00663% 
210 2.452% 0.00665% 
211 2.458% 0 .00657% 
212 2.465% 0.00669% 
213 2.472% 0 .00671% 
214 2.479% 0.00672% 
215 2.485% 0.00674% 
216 2.492% 0 .00676% 
217 2.499% 0.00678% 
218 2.506% 0 .00680% 
219 2.512% 0.00682% 
220 2.519% 0.00683% 
221 2.526% 0 .00685% 
222 2.533% 0 .00687% 
223 2.540% 0.00689% 
224 2.547% 0.00691% 
225 2.554% 0.00693% 
226 2.561% 0 .00695% 
227 2.568% 0.00697% 
228 2.575% 0 .00699% 
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A232

CMT Rates -
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

229 2.582% 0.00700% 
230 2.589% 0.00702% 
231 2.596% 0 .00704% 
232 2.603% 0.00706% 
233 2.610% 0.00708% 
234 2.617% 0 .00710% 
235 2.624% 0.00712% 
236 2.631% 0.00714% 
237 2.638% 0.00716% 
238 2.646% 0.00718% 
239 2.653% 0 .00720% 
240 2.660% 0.00272 2.660% 0 .00722% 
241 2.662% 0.00192% 
242 2.664% 0 .00192% 
243 2.666% 0.00192% 
244 2.668% 0.00192% 
245 2.670% 0 .00192% 
246 2.672% 0.00192% 
247 2.673% 0.00192% 
248 2.675% 0 .00193% 
249 2.677% 0.00193% 
250 2.679% 0 .00193% 
251 2.681% 0.00193% 
252 2.683% 0.00193% 
253 2.685% 0 .00193% 
254 2.687% 0.00193% 
255 2.689% 0.00193% 
256 2.691% 0.00194% 
257 2.693% 0.00194% 
258 2.695% 0.00194% 
259 2.697% 0 .00194% 
260 2.699% 0.00194% 
261 2.701% 0.00194% 
262 2.702% 0.00194% 
263 2.704% 0.00195% 
264 2.706% 0.00195% 
265 2.708% 0.00195% 
266 2.710% 0.00195% 
267 2.712% 0.00195% 
268 2.714% 0.00195% 
269 2.716% 0.00195% 
270 2.718% 0.00196% 
271 2.720% 0.00196% 
272 2.722% 0 .00196% 
273 2.724% 0.00196% 
274 2.726% 0 .00196% 
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A233

CMT Rates-
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

275 2.728% 0.00196% 
276 2.730% 0 .00196% 
277 2.732% 0 .00197% 
278 2.734% 0.00197% 
279 2.736% 0.00197% 
280 2.738% 0 .00197% 
281 2.740% 0.00197% 
282 2.742% 0.00197% 
283 2.744% 0.00197% 
284 2.746% 0.00198% 
285 2.748% 0 .00198% 
286 2.750% 0 .00198% 
287 2.752% 0 .00198% 
288 2.754% 0 .00198% 
289 2.756% 0.00198% 
290 2.757% 0.00198% 
291 2.759% 0 .00199% 
292 2.761% 0 .00199% 
293 2.763% 0 .00199% 
294 2.765% 0 .00199% 
295 2.767% 0.00199% 
296 2.769% 0.00199% 
297 2 .771% 0.00199% 
298 2.773% 0.00200% 
299 2.775% 0 .00200% 
300 2.777% 0 .00200% 
301 2.779% 0.00200% 
302 2.781% 0.00200% 
303 2.783% 0 .00200% 
304 2.785% 0.00200% 
305 2.787% 0 .00201% 
306 2.789% 0.00'201% 
307 2.791% 0.00201% 
308 2.793% 0 .00201% 
309 2.795% 0.00201% 
310 2.797% 0 .00201% 
311 2.799% 0 .00201% 
312 2.802% 0.00202% 
313 2.804% 0 .00202% 
314 2.806% 0 .00202% 
315 2.808% 0.00202% 
316 2.810% 0.00202% 
317 2.812% 0.00202% 
318 2.814% 0 .00202% 
319 2.816% 0.00203% 
320 2.818% 0 .00203% 
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CMT Rates-
Treasury Term 

Month.ly 
Month 

Interpolation 

Nominal 
Rates by 

Change Farlor 
Month 

321 2.820% 0.00203% 
322 2.822% 0 .00203% 
323 2.824% 0.00203% 
324 2.826% 0.00203% 
325 2.828% 0.00203% 
326 2.830% 0 .00204% 
327 2.832% 0.00204% 
328 2.834% 0.00204% 
329 2.836% 0.00204% 
330 2.838% 0.00204% 
331 2.840% 0 .00204% 
332 2.842% 0 .00205% 
333 2.844% 0 .00205% 
334 2.846% 0 .00205% 
335 2.848% 0.00205% 
336 2.850% 0.00205% 
337 2.852% 0 .00205% 
338 2.854% 0 .00205% 
339 2.856% 0 .00206% 
340 2.859% 0 .00206% 
341 2.861% 0.00206% 
342 2.863% 0.00206% 
343 2.865% 0.00206% 
344 2.867% 0.00206% 
345 2.869% 0 .00206% 
346 2.871% 0 .00207% 
347 2.873% 0 .00207% 
348 2.875% 0.00207% 
349 2.877% 0 .00207% 
350 2.879% 0.00207% 
351 2.881% 0 .00207% 
352 2.883% 0.00207% 
353 2.885% 0.00208% 
354 2.888% 0 .00208% 
355 2 .890% 0.00208% 
356 2.892% 0 .00208% 
357 2.894% 0 .00208% 
358 2.896% 0.00208% 
359 2.898% 0 .00209% 
360 2.900% 0.00072 2.900% 0 .00209% 

Source: Federal Reserve Statistical Release H.15 (510) Selected Interest Rates dated October 3, 2011. 
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2011

Commission File No.: 0-50231

Federal National Mortgage Association
(Exact name of registrant as specified in its charter)

Fannie Mae
Federally chartered corporation 52-0883107

(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

3900 Wisconsin Avenue, 20016
NW Washington, DC

(Address of principal executive offices)
(Zip Code)

Registrant’s telephone number, including area code:
(202) 752-7000

Securities registered pursuant to Section 12(b) of the Act:
Title of Each Class Name of Each Exchange on Which Registered

None
Securities registered pursuant to Section 12(g) of the Act:

Common Stock, without par value
(Title of class)

8.25% Non-Cumulative Preferred Stock, Series T, stated value $25 per share
(Title of class)

8.75% Non-Cumulative Mandatory Convertible Preferred Stock, Series 2008-1 stated value $50 per share
(Title of class)

Fixed-to-Floating Rate Non-Cumulative Preferred Stock, Series S, stated value $25 per share
(Title of class)

7.625% Non-Cumulative Preferred Stock, Series R, stated value $25 per share
(Title of class)

6.75% Non-Cumulative Preferred Stock, Series Q, stated value $25 per share
(Title of class)

Variable Rate Non-Cumulative Preferred Stock, Series P, stated value $25 per share
(Title of class)

Variable Rate Non-Cumulative Preferred Stock, Series O, stated value $50 per share
(Title of class)

5.375% Non-Cumulative Convertible Series 2004-1 Preferred Stock, stated value $100,000 per share
(Title of class)

5.50% Non-Cumulative Preferred Stock, Series N, stated value $50 per share
(Title of class)

4.75% Non-Cumulative Preferred Stock, Series M, stated value $50 per share
(Title of class)

5.125% Non-Cumulative Preferred Stock, Series L, stated value $50 per share
(Title of class)

5.375% Non-Cumulative Preferred Stock, Series I, stated value $50 per share
(Title of class)

5.81% Non-Cumulative Preferred Stock, Series H, stated value $50 per share
(Title of class)

Variable Rate Non-Cumulative Preferred Stock, Series G, stated value $50 per share
(Title of class)

Variable Rate Non-Cumulative Preferred Stock, Series F, stated value $50 per share
(Title of class)

5.10% Non-Cumulative Preferred Stock, Series E, stated value $50 per share
(Title of class)

5.25% Non-Cumulative Preferred Stock, Series D, stated value $50 per share
(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes ‘ No Í
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act. Yes ‘ No Í
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding
12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past
90 days. Yes Í No ‘
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be submitted and
posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files). Yes Í No ‘
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§ 229.405 of this chapter) is not contained herein, and will not be contained, to
the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. Í
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the definitions of “large
accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer ‘ Accelerated filer Í Non-accelerated filer ‘

(Do not check if a smaller reporting company)
Smaller reporting company ‘

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes ‘ No Í
The aggregate market value of the common stock held by non-affiliates of the registrant computed by reference to the last reported sale price of the common stock quoted on the
OTC Bulletin Board on June 30, 2011 (the last business day of the registrant’s most recently completed second fiscal quarter) was approximately $383 million.
As of January 31, 2012, there were 1,158,072,058 shares of common stock of the registrant outstanding.
DOCUMENTS INCORPORATED BY REFERENCE: The information required by Item 11 in Part III will be included in an amendment to this annual report on
Form 10-K filed on or before April 30, 2012.
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We remained a constant source of liquidity in the multifamily market. We owned or guaranteed approximately
21% of the outstanding debt on multifamily properties as of September 30, 2011 (the latest date for which
information was available).

Summary of Our Financial Performance for 2011

Our financial results for 2011 reflect the continued weakness in the housing and mortgage markets, which remain
under pressure from high levels of unemployment and underemployment, and the prolonged decline in home
prices since their peak in the third quarter of 2006. Our credit-related expenses continue to be a key driver of our
net losses for each period presented. The substantial majority of our credit-related expenses are from single-
family loans we acquired prior to 2009, which decreased as a percentage of our single-family guaranty book of
business to 47% as of December 31, 2011 from 60% as of December 31, 2010. Our credit-related expenses vary
from period to period primarily based on changes in home prices, borrower payment behavior, the types and
volumes of loss mitigation activities completed, and actual and estimated recoveries from our lender and
mortgage insurer counterparties.

In addition, the decline in interest rates during 2011 resulted in significant fair value losses on our
derivatives. These fair value losses on our derivatives were offset by fair value gains during 2011 related to our
mortgage investments; however, only a portion of these investments is recorded at fair value in our financial
statements. Derivative instruments are an integral part of how we manage interest rate risk and an inherent part of
the cost of funding and hedging our mortgage investments. We expect high levels of period-to-period volatility in
our results because our derivatives are recorded at fair value in our financial statements while some of the
instruments they hedge are not recorded at fair value in our financial statements.

Total Comprehensive Loss

We recognized a total comprehensive loss of $16.4 billion for 2011, consisting of a net loss of $16.9 billion and
other comprehensive income of $447 million. In comparison, our total comprehensive loss for 2010 was $10.6
billion, consisting of a net loss of $14.0 billion and other comprehensive income of $3.4 billion.

The increase in our net loss in 2011, as compared with 2010, was primarily due to an increase in net fair value
losses and credit-related expenses, which were partially offset by an increase in net interest income. The primary
drivers of these changes were:

• a $6.1 billion increase in net fair value losses primarily driven by losses on our risk management derivatives
in 2011 due to a significant decline in swap rates during the period;

• a $2.9 billion increase in net interest income driven by lower interest expense on debt, which was partially
offset by lower interest income on loans and securities;

• an $884 million increase in credit-related expenses primarily driven by a decline in actual and projected
home prices.

The $3.0 billion decline in our other comprehensive income was primarily driven by lower gains on the fair value of
our available-for-sale securities due to widening credit spreads in 2011 compared with narrowing spreads in 2010.

See “Consolidated Results of Operations” for more information on our results.

Net Worth

Our net worth deficit of $4.6 billion as of December 31, 2011 reflects the recognition of our total comprehensive
loss of $1.9 billion and our payment to Treasury of $2.6 billion in senior preferred stock dividends during the
fourth quarter of 2011. The Acting Director of FHFA will submit a request to Treasury on our behalf for $4.6
billion to eliminate our net worth deficit.

In the fourth quarter of 2011, we received $7.8 billion in funds from Treasury to eliminate our net worth deficit
as of September 30, 2011. Upon receipt of the additional funds requested to eliminate our net worth deficit as of

- 8 -

TREASURY-2403

Case 1:13-cv-01053-RLW   Document 23-8   Filed 12/17/13   Page 37 of 800

A245

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 247 of 264



EXHIBIT 15 

A246

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 248 of 264



TREASURY-3344

Case 1:13-cv-01053-RLW   Document 23-10   Filed 12/17/13   Page 58 of 480

A247

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 249 of 264



TREASURY-3350

Case 1:13-cv-01053-RLW   Document 23-10   Filed 12/17/13   Page 64 of 480

A248

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 250 of 264



EXHIBIT 16 

A249

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 251 of 264



TREASURY-3904

Case 1:13-cv-01053-RLW   Document 23-14   Filed 12/17/13   Page 22 of 475

A250

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 252 of 264



TREASURY-3910

Case 1:13-cv-01053-RLW   Document 23-14   Filed 12/17/13   Page 28 of 475

A251

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 253 of 264



EXHIBIT 17 

A252

USCA Case #14-5254      Document #1565601            Filed: 07/29/2015      Page 254 of 264



    

A
253

c 
(/) 
-l 
0 
0 
(}1 
Ul 
N .... 
Ul 
--.j 

Fannie Mae Update 

Treasury Meeting 

August 9, 2012 
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Agenda 

• Introduction of Fannie Mae Management Team 

• Corporate Financial Update 

• Status of Key Initiatives 

• Discussion 
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Fannie Mae Corporate Update 

The Fannie Mae forecasts included in these materials are forward-looking statements, and actual outcomes may 
differ materially from these forecasts as a result of numerous factors, including the assumptions contained in this 
analysis, changes in macro-economic variables, government policy, the housing and credit markets, and actions 
we take in the future and the success of those actions, as well as those discussed in Fannie Mae's most recent 

\...Form 1 0-Q and Form 1 0-K filed with the Securities and Exchange Commission. 
./ 
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2012 Quarterly Earnings 
(S's in billions) 

Net intoresl income • portfolio and other ........... ................................ . 
Net Interest Income · MBS guaranty fee ........... ................................ . 

Q3 2011 

3.9 
1.3 
0.3 Other re~enues ................................ .. ............................................. _ 

Net revenues. ............................................................................ $ 5.5 $ 

Credit losses .................................................................................. 
(Build) I reduction In allowance ......................................................... 
SOP 03-3 ........ ..... .................... ............. .. ....... .... ... .. .. .. ....... .. ... .. .... . 

Credit-related (expen1111s) I benefit. ........................................... $ 

Other expensos .............................................................................. 
(loiS) I eamlnga before martl-«>-marilet activity ........................ $ 

Falr \Glue (losses) I gains, net .......................................................... 
Accumulated other comprehenslw Income change ............................ 

Mat1\-to-fl1ar1<et. ........................................................................... 
Total comprehensive (lo1111) / Income ......................................... $ 

Coolulatlw Infusion recelwd, plus new draw...................................... S 
Dil.idends.............. ..... ......... ..................... ........ ................... ........... S 

(4 .5) 
(0.9) 
0.5 

(4.9) $ 

{1.2) 
(0.6) $ 

(4.5) 
{0.2) 
{4.7) 
(5.3) $ 

111.6 s 
(2.5) s 

' Forecast poriods reflect~ 2012 BoO corporate forecast U(ldated lor aciUals Vlroogh June 2012 

( 0 

"" r~ /0 p ~) 
Actual I 1 ,.. ~ Forecast ' 

/Q3~012 Q4 2011 Q1 2012 

2.7 
1.5 
0.4 
4.5 $ 

(5.2) 
(1 .3) 
1.0 

(5.5) $ 

(0.7) 
(1.7) $ 

(0.8) 
0.5 

{0.3) 
(1 .9) $ 

116.1 s 
(2.6) s 

3.7 
1.5 
0.4 
5.6 

(5.1) 
2.3 
0.4 

(2.3) 

{0.8) 
2.4 

0.3 
0.4 
0.6 
3.1 

116.1 
(2.8) 

Q22012 

3.7/ 
1.8 
0.4 

$ 5.8 $ 

(3.9) 
6.6 
0.4 

s 3.1 $ 

{1 .4) 
$ 7.6 $ 

(2.4) 
0.3 

{2.1) 
$ 5.4 $ 

s 116.1 s 
$ (2.9) s 

Full Year 
Q42012 2012 

3.5 3.3 14.2 
1.6 1.7 6.5 
0.3 Q1_ 1.3 
5.4 $ 5.2 $ 22.1 

(4.5) (5.2) (18.6) 
2.6 (0.5) 11.0 
0.5 0.4 1.7 

(1.4) $ (5.3) $ (5.9) 

{1.1) (1.1) {4.3) 
3.0 $ (1.1) $ 11.9 

0.1 0.1 (1.9) 
0.1 0.1 0.9 
0.2 0.2 {1.0) 
3.2 $ (0.9) ..! 10.9 

116. s 116.8 $ 116.8 
(2. s (2.9) $ (11 .6) 

l'tlle flllrrbefs rrey not 1001 due 10 rounding 
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2012 - 2016 Annual Earnings 
($'s in billions) 

2012 

Net interest income - portfolio and other ............................................ 14.2 
Net interest income- MBS guaranty fee ................... ..... ........... ... .... .. 6.5 
Other rel.€nues ................... .. ........ .............................. ..... ............... 1.3 

Net revenues. ....... ............... .... ......... ...... .......... .... ..................... $ 22.1 $ 

Credit losses .. .................................. ............... ..... .................... ..... . (18.6) 
Reduction in allowance ............... ..................................................... 11.0 
SOP 03-3 ................ ..................... .......................................... ........ 1.7 

Credit-related ex penses. ........................................................... $ (5.9) $ 

Other expenses ........ ................ ................. .......... .... .. ..... ............... . (4.3} 
Earnings before mark-to-market activity .............. ..................... . $ 11.9 $ 

Fair value (losses) I gains, net... ....................................................... (1.9) 
Accumulated other comprehensil.€ income change ............................ 0.9 

Mark-to-market.. .... .......... ........ ..... ................. .. ............................ {1.0} 
Total comprehensive income .................................................... $ 10.9 $ 

Cumulatil.€ infusion receil.€d, plus mew draw .................................... .. 

Diltidends ........ ...... ..... ........ .. ...... .. 
$ 
$ 

116.8 $ 
(11.6) $ 

1 Forecast periods reflect July 2012 BoD corporate forecast updated for actuals through June 2012 
~ 

. Jl-

r 
.r> rr 

5;,1.}' ~ "'' ~~ r >\Itt 
('0 

4/ v J 

~ 
~ ./ -/~.. ~ )) 

\jJ .;:.'- ':Y I x · V' t1 
b ~ \.1. ./ ./\ .J·, 

.r 2/ ~I) _yf >0../, / ~ ~\ 

Forecast 1 

2013 

12.5 
7.0 
1.0 

20.5 $ 

(19.0) 
7.5 
1.9 

(9.6) $ 

(3.9) 
6.9 $ 

0.5 
0.1 
0.6 
7.5 $ 

121 .2 $ 
(1 1.8) $ 

2014 

11.3 
7.5 
0.9 

19.8 $ 

(17. 7) 
11.0 

1.6 
(5.1) $ 

(4.1} 
10.5 $ 

0.5 
0.1 
0.5 

11.0 $ 

122.4 $ 
(12.2) $ 

2015 

10.3 
8.0 
0.9 

19.3 $ 

(13.3) 
9.0 
1.1 

(3.2) $ 

(4.2} 
11 .9 $ 

0.5 
0.1 
0.5 

12.5 $ 

122.4 $ 
(12.3) $ 

2016 

8.9 
8.6 
1.0 

18.4 

(9.5) 
7.7 
0.8 

(1.0) 

(4.1 ) 
13.4 

0.4 
0.1 
0.5 

13.9 

122.4 
(12.3) 

Note: 1\am'bers may not foot due to rounding. 

'I'D 
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Fannie Mae vs. Moody's Case-Shiller Home Price Forecasts 

Moody's Case-Shiller Home Price Forecast 

:J ~ 
86 
~ 7L ,~ 
~ +.~~~-------------------------------
00 \ 

78 ~ 
76 

74 L---------------------------------~-----------------------
10Q1 10Q3 11Q1 11Q3 12Q1 12Q3 13Q1 13Q3 14Q1 14Q3 15Q1 
•Applied FNM Seasonality Adjustment 

- 201102 - 201104 -201202 -Actual 

Fannie Mae Home Price Forecast 
oo .-----------------------------------------------------------
88 

86 +----------------------------------------------------------­
M+-----------------------------------------------------------
82~~~~----------------------------------------~~~-----­

so t-----~~--------~~~----------~~~~~~~~r 

78~~~~~~~= 76~-
74 L-------------------~----~--------------------------------

10Q1 10Q3 11Q1 11Q3 12Q1 12Q3 13Q1 13Q3 14Q1 14Q3 15Q1 

-2011Q2 - 2011Q4 -2012Q2 -ktual 

Case-Shiller forecast updates 
reflect significant variability 

With more up to date data, 
FNM is able to capture the 

most recent trends 
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Cumulative GSE Dividend Payments vs. Cumulative SPSPA Draws 

$in Billions 

$300 

$250 

$200 

$150 

$100 

$50 

· ~ '\-.. 
$0 -- >' 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 

SPSPA Draws Less ~ 
Dividends ($8) ($30) ($120) ($134) ($152) ($134) ($118) ($100) ($81) ($61) ($42) 

Residual Equity ($8) - - - - $0 $0 $2 $4 $7 $10 

Note: Figures above based on extended earnings forecast for both Fannie Mae and Freddie Mac. Forecast 
incorporates actual results through May 2012 for Fannie Mae and through 2011 for Freddie Mac. 

2018 

($22) 

$11 

6 Confidential Commercial Information -Confidential Treatment and FOIA Exemption Requested 

Cumulative Dividend Payments 

Cumulative SPSPA Draws 

-----. 

2o19 L~~2.!!j 2021 2022 

($2) $17 $36 $53 

$10 $8 $7 $6 

~FannieMae 
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Annual Detail of Cumulative Dividends and SPSPA Draws 

IS in Billions} .------1 
2008··201l 2012 2013 2014 2015 2016 2011 2018 2019 I 2020 I 

I 
202J 2022 

""""'~ h><:o~ 11.6 7.5 11.0 125 13.9 11.2 12.2 11.4 I 10.9 I 105 105 I I 
I I 

Pr(/rrred DIWhnd ~I 19.8 11.6 11.8 12.1 12.2 12.2 12.2 12.2 12.2 I 12.2 I 12.3 125 
I I 

~duol Equity 0.0 0.0 0.0 0.0 1.8 2.8 1.9 
I 

05 
I 

0.2 2.7 I I o.o 0.0 
I I 
I I 

Cumulative DMdends 19.8 31.4 43.2 55.3 67.6 79.8 92.1 104.3 116.6 
I 

128.8 
I 

141.1 153.6 I I 
I I 

Cumulative SPSPA Draws (116.1) (116.1) (119.0) (121.2) (121.5) (121 .5) (1215) (1215) (1215) I (121.5) I (122.9) (124.8) 

Cumulative Dividends Less Draws (96.3} (84.1} {75.8} {65.9/ (53.9} (41.7} (29.4} {17.2} {4.9} I 7.3 I 18.3 28.8 

I I 

SPSPA Funding tap 240.9 240.9 240.9 240.9 240.9 240.9 240.9 240.9 240.9 
I 
I 
I 

240.9 
I 
I 
I 

240.9 240.9 

Remaining Funding under SPSPA 124.8 124.8 122.0 119.7 1195 1195 1195 1195 1195 I 1195 I 118.1 1.16.1 I I '-------· 
Note: 2012-20161igures from Fannie Mae July BOO corporate forecast 2017-2022 figures are based on simplil)1ng assump!lonS derived 
from trends obsetved within the 2012-2016 horizon. 

(Sin 811/iont} j-------
2008· 2011 2012 2013 2014 2015 2016 2017 2018 ! 2019 ! 2020 ZOZJ 2022 

I l 
Comprehenslve lncome 11.6 7.5 8.2 8.6 9.0 8.7 8.3 : 7.7 7.1 6.7 65 

PrefendDividendPoy~nt 16.3 7.4 7.4 7.4 7.4 7.4 7.4 7.4 : 7.4 7.4 7.4 7.4 
I 

Residua/Equity 0.0 0.0 0.4 1.7 3.5 5.6 6.9 7.9 : 8.1 7.9 7.2 6.3 
I 
I 

Cumulative Dividends 16.3 23.7 31.1 38.4 45.8 53.2 60.6 68.0 : 75.4 82.8 90.2 97.6 

Cumulative SPSPA Draws (72.2) (116.1) (73.0) (73.0) (73.0) (73.0) (73.0) (73.0) : (73.0) (73.0) (73.o) (73.0) 

Cumulative DMdendsless Draws (55.9} (92.4} {41.9/ {34.5} (21.J} (19.7} (12.3} (4.9} : 2.5 9.9 17.3 24.7 

I 

SPSPA Funding tap 2205 221.3 221.3 221.3 2213 221.3 221.3 221.3 : 221.3 221.3 2213 221.3 
I 

Remainirle Funding under SPSPA 148.3 105.2 148.3 148.3 148.3 148.3 148.3 148.3 : 148.3 148.3 148.3 148.3 

Note: 2012-2022 fogures are based on simplifying assumptions derived from Fannie Mae forecast trends and observed relationships between 
key Fannie Mae and Fredcle Mac performance metrics. Reported 2011 results re-aligned as necessary to eo<respond to Fannie Mae 
management reporting. 

Note: Nun'bers may not fooc due to rounding 

t._. ____ _ 
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Status of Key Initiatives 

Securitization and Pooling & Servicing Agreement 

Fannie Mae and Freddie Mac will draft a white paper for 
public comment. A plan for a securitization platform and 
model PSA will be completed by both Enterprises 
incorporating the resulting industry commentary by the 
end of the year. 

REO Sales 

Obtained bids for potential REO joint venture deal and 
presented to Pricing Committee, FHFA and the US 
Treasury in June. FHFA announced the winning bidders 
on July 3, 2012. Targeted execution of REO joint 
transaction in 03 2012 (dependent upon FHFA 
approval). 

Credit Risk Transfer 

Currently projecting to complete first transaction in early 
2013. 

Non-Performing Loan Sales 

Preparing a pilot transaction for the competitive 
disposition of NPA and announcing transaction to the 
market by the end of 2012. 

Credit Pricing Update 

Focused on a 10bps average guaranty fee price 
increase across both Enterprises. 

Rep & Warrant Changes 

Selling Rep & Warrant framework, expected to 
become effective January 1, 2013, eliminates liability 
after 36 months of timely payments. 

HARP 2.0 

Significant increase in volume in June and July is 
attributable to the release of the MBS execution for the 
greater-than 125 LTV category, resulting in 35K loans 
delivered in this bucket for June and July, representing 
31% of total volume in these months. 
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