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MD&A | Introduction

PART I—FINANCIAL INFORMATION

Item 2. Management’s Discussion and Analysis of Financial Condition and
Results of Operations

We have been under conservatorship, with the Federal Housing Finance Agency (“FHFA”) acting as
conservator, since September 6, 2008. As conservator, FHFA succeeded to all rights, titles, powers and
privileges of the company, and of any shareholder, officer or director of the company with respect to the
company and its assets. The conservator has since provided for the exercise of certain functions by our
Board of Directors. Our directors do not have any fiduciary duties to any person or entity except to the
conservator and, accordingly, are not obligated to consider the interests of the company, the holders of our
equity or debt securities, or the holders of Fannie Mae MBS unless specifically directed to do so by the
conservator.

Our conservatorship has no specified termination date. We do not know when or how the conservatorship will
terminate, what further changes to our business will be made during or following conservatorship, what form
we will have and what ownership interest, if any, our current common and preferred stockholders will hold in
us after the conservatorship is terminated or whether we will continue to exist following conservatorship.
Congress continues to consider options for reform of the housing finance system, including Fannie Mae. As a
result of our agreements with the U.S. Department of the Treasury (“Treasury”) and directives from our
conservator, we are not permitted to retain more than $3.0 billion in capital reserves or to pay dividends or
other distributions to stockholders other than Treasury. Our agreements with Treasury also include covenants
that significantly restrict our business activities. For additional information on the conservatorship, the
uncertainty of our future, our agreements with Treasury, and recent actions and statements relating to
housing finance reform by the Administration, Congress and FHFA, see “Business—Conservatorship and
Treasury Agreements,” “Business—Legislation and Regulation” and “Risk Factors” in our Form 10-K for the
year ended December 31, 2017 (“2017 Form 10-K”) and “Legislation and Regulation” and “Risk Factors” in
our Form 10-Q for the quarter ended March 31, 2018 (“First Quarter 2018 Form 10-Q”) and in this report.

You should read this Management’s Discussion and Analysis of Financial Condition and Results of Operations
(“MD&A”) in conjunction with our unaudited condensed consolidated financial statements and related notes in this
report and the more detailed information in our 2017 Form 10-K. You can find a “Glossary of Terms Used in This
Report” in the MD&A of our 2017 Form 10-K.

This report contains forward-looking statements that are based on management’s current expectations and are
subject to significant uncertainties and changes in circumstances. Please review “Forward-Looking Statements”
for more information on these forward-looking statements. Our actual results may differ materially from those
reflected in our forward-looking statements due to a variety of factors including, but not limited to, those discussed
in “Risk Factors” and elsewhere in this report and in our 2017 Form 10-K.

Introduction

Fannie Mae provides a stable source of liquidity to the mortgage market and increases the availability and
affordability of housing in the United States. We operate in the secondary mortgage market, primarily working with
lenders. We do not originate loans or lend money directly to consumers in the primary mortgage market. Instead,
we securitize mortgage loans originated by lenders into Fannie Mae mortgage-backed securities that we
guarantee (which we refer to as Fannie Mae MBS); purchase mortgage loans and mortgage-related securities,
primarily for securitization and sale at a later date; and engage in other activities that increase the supply of
affordable housing. Our common stock is traded in the OTCQB market and quoted under the ticker symbol
“FNMA.”

Through our single-family and multifamily business segments, we provided $125 billion in liquidity to the mortgage
market in the second quarter of 2018, which enabled the financing of 665,000 home purchases, refinancings or
rental units.
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Fannie Mae Provided $125 Billion in Liquidity in the Second Quarter of 2018

Home purchases

.1|

Refinancings
Rental units 188K
Number financed
Executive Summary
Summary of Our Financial Performance
Condensed Consolidated Results
(Dollars in billions)
Quarterly Results

$5.4 $5.6 $5.6

The increase in our net income in the second quarter
of 2018, compared with the second quarter of 2017,
was primarily driven by a shift to fair value gains in the
second quarter of 2018 from fair value losses in the
second quarter of 2017. We discuss the drivers of net
fair value gains (losses) in “Consolidated Results of
Operations—Fair Value Gains (Losses), Net.”

Q2 2017 Q2 2018

B Netrevenues
Pre-tax income

I Netincome
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Condensed Consolidated Results
(Dollars in billions)

Year-to-Date Results

$11.0 $11.2$11.0

The increase in our net income in the first half of
2018, compared with the first half of 2017, was
primarily driven by a shift to fair value gains in the first
half of 2018 from fair value losses in the first half of
2017. We discuss the drivers of net fair value gains
(losses) in “Consolidated Results of Operations—Fair
Value Gains (Losses), Net.”

First Half 2017 First Half 2018

B Netrevenues
Pre-tax income

I Netincome

See “Consolidated Results of Operations” for more information on our financial results.

Net Worth

Our net worth of $7.5 billion as of June 30, 2018 reflects our comprehensive income of $4.5 billion for the second
quarter of 2018 and $3.0 billion in retained capital reserves.

Financial Performance Outlook

We expect to remain profitable on an annual basis for the foreseeable future; however, certain factors could result
in significant volatility in our financial results from quarter to quarter or year to year. We expect volatility from
quarter to quarter in our financial results due to a number of factors, particularly changes in market conditions that
result in fluctuations in the estimated fair value of the financial instruments that we mark to market through our
earnings. Other factors that may result in volatility in our quarterly financial results include developments that
affect our loss reserves, such as changes in interest rates, home prices or accounting standards, or events such
as natural disasters.

The potential for significant volatility in our financial results could result in a net loss in a future quarter. We are
permitted to retain up to $3.0 billion in capital reserves as a buffer in the event of a net loss in a future quarter.
However, any net loss we experience in the future could be greater than the amount of our capital reserves,
resulting in a net worth deficit for that quarter. See “Risk Factors” in our 2017 Form 10-K for a discussion of the
risks associated with the limitations on our ability to rebuild our capital reserves, including factors that could result
in a net loss or net worth deficit in a future quarter.
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Treasury Draws and Dividend Payments

Treasury has made a commitment under a senior preferred stock purchase agreement to provide funding to us
under certain circumstances if we have a net worth deficit. Pursuant to the senior preferred stock purchase
agreement, we issued shares of senior preferred stock to Treasury in 2008. Acting as successor to the rights,
titles, powers and privileges of the Board, the conservator has declared and directed us to pay dividends to
Treasury on the senior preferred stock on a quarterly basis for every dividend period for which dividends were
payable since we entered into conservatorship in 2008.

The chart below shows the funds we have drawn from Treasury pursuant to the senior preferred stock purchase
agreement, as well as the dividend payments we have made to Treasury on the senior preferred stock, since
entering into conservatorship.

Treasury Draws and Dividend Payments: 2008 - Q2 2018
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2008-2015 2016 2017 First Half 2018 Total (1)
Draws from Treasury (2) B Dividend payments to Treasury

Under the terms of the senior preferred stock purchase agreement, dividend payments we make to Treasury do not offset
our prior draws of funds from Treasury, and we are not permitted to pay down draws we have made under the agreement
except in limited circumstances. Amounts may not sum due to rounding.

Treasury draws are shown in the period for which requested, not when the funds were received by us. Draw requests
have been funded in the quarter following a net worth deficit.

We expect to pay Treasury a third quarter 2018 dividend of $4.5 billion by September 30, 2018. The current
dividend provisions of the senior preferred stock provide for quarterly dividends consisting of the amount, if any,
by which our net worth as of the end of the immediately preceding fiscal quarter exceeds a $3.0 billion capital
reserve amount. We refer to this as a “net worth sweep” dividend. As noted above, our net worth was $7.5 billion
as of June 30, 2018.

If we experience a net worth deficit in a future quarter, we will be required to draw additional funds from Treasury
under the senior preferred stock purchase agreement to avoid being placed into receivership. As of the date of
this filing, the maximum amount of remaining funding under the agreement is $113.9 billion. If we were to draw
additional funds from Treasury under the agreement in respect of a future period, the amount of remaining funding
under the agreement would be reduced by the amount of our draw. Dividend payments we make to Treasury do
not restore or increase the amount of funding available to us under the agreement. For a description of the terms
of the senior preferred stock purchase agreement and the senior preferred stock, see “Business—
Conservatorship and Treasury Agreements—Treasury Agreements” in our 2017 Form 10-K.

Although Treasury owns our senior preferred stock and a warrant to purchase 79.9% of our common stock, and
has made a commitment under a senior preferred stock purchase agreement to provide us with funds to maintain
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a positive net worth under specified conditions, the U.S. government does not guarantee our securities or other
obligations.

Legislation and Regulation

The information in this section updates and supplements information regarding legislation and regulation affecting
our business set forth in “Business—Legislation and Regulation” in our 2017 Form 10-K and in “MD&A—
Legislation and Regulation” in our First Quarter 2018 Form 10-Q. Also see “Risk Factors” in this report and in our
2017 Form 10-K for discussions of risks relating to legislative and regulatory matters.

Housing Finance Reform

On June 21, 2018, the Administration released a federal government reform and reorganization plan which
addressed, among many other matters, reforming the federal role in housing finance. In the plan, the
Administration proposes ending the conservatorships of Fannie Mae and Freddie Mac, returning them to fully
private, shareholder-owned companies and eliminating their statutory charters, while providing a federal regulator
with the authority to oversee the companies and approve other guarantors to compete with the incumbent
enterprises. The proposal asserts that if the companies lost some of the benefits that have led them to dominate
the market, it would enable other private companies to begin competing in the secondary mortgage market.

The proposal also states that Fannie Mae and Freddie Mac, along with other potential guarantors, would have
access to an explicit and limited government guarantee on the mortgage-backed securities they issue through the
establishment of a mortgage insurance fund paid for by the companies and other guarantors. The proposal
suggests that the newly-privatized Fannie Mae and Freddie Mac would focus on secondary market liquidity for
loans to qualified borrowers. The proposal notes that the U.S. Department of Housing and Urban Development
(“HUD”) would assume primary responsibility for supporting the needs of low- and moderate-income borrowers
that cannot be fulfilled through traditional underwriting and that would be partially subsidized through a fee levied
on the outstanding volume of mortgage-backed securities issued by guarantors. The proposal acknowledges that
legislative and policy changes would be required for its implementation.

We expect Congress, the Administration and FHFA to continue considering housing finance reform that could
result in significant changes in our structure and role in the future. As a result, there continues to be significant
uncertainty regarding the future of our company.

See “Risk Factors” in our 2017 Form 10-K for a discussion of the risks to our business relating to the uncertain
future of our company.

Single-Counterparty Credit Limit

On June 14, 2018, the Federal Reserve adopted a rule to restrict the counterparty credit exposure of very large
banking organizations. Beginning in 2020, any bank holding company with $250 billion or more in total
consolidated assets must limit their exposure to any counterparty and its affiliates to no more than 25% of tier 1
capital, and any U.S. banking organization that is a global systemically important bank (“U.S. GSIB”) must adhere
to a stricter limit of 15% of tier 1 capital for exposures to any other U.S. GSIB or non-bank entity supervised by the
Federal Reserve. Similarly, limits are set on counterparty credit exposures held by U.S. intermediate holding
companies that are subsidiaries of foreign banking organizations. While Fannie Mae is in conservatorship,
exposures involving claims on or directly and fully guaranteed by Fannie Mae are exempt from these restrictions
and Fannie Mae MBS and debt can be used as collateral to reduce a banking organization’s counterparty
exposure. At this time, we do not know what impact, if any, this rule will have on our customers’ business
practices, or whether and to what extent this rule may adversely affect demand for or the liquidity of securities we
issue.

Proposed Capital Requirements

We are required by the Federal Housing Enterprises Financial Safety and Soundness Act of 1992, as amended
by the Federal Housing Finance Regulatory Reform Act of 2008 (together, the “GSE Act”), to maintain sufficient
capital to meet minimum and risk-based capital levels established by FHFA in order to be classified as
“adequately capitalized.” However, because we are under conservatorship, FHFA has suspended our capital
classifications and advised us that we will not be subject to corrective action requirements that would ordinarily
result from our receiving a capital classification of “undercapitalized.”
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On June 12, 2018, FHFA proposed new capital requirements for Fannie Mae and Freddie Mac, which would also
be suspended while we remain in conservatorship. The proposed rule would implement a new framework for risk-
based capital requirements and a revised minimum leverage capital requirement. The proposed risk-based capital
framework would provide a granular assessment of credit risk specific to different mortgage loan categories, as
well as components for market risk, operational risk, and a going-concern buffer. The proposed rule includes two
alternative leverage ratio proposals on which FHFA is seeking feedback.

See “Business—Legislation and Regulation—GSE Act and Other Regulation of Our Business—Capital” in our
2017 Form 10-K for information about capital requirements under the current rule.

FHFA Structure

On July 16, 2018, in connection with litigation related to Fannie Mae’s and Freddie Mac'’s senior preferred stock
purchase agreements with Treasury, the U.S Court of Appeals for the Fifth Circuit held that FHFA's structure
violates the Constitution’s separation of powers and concluded that the Housing and Economic Recovery Act’s
removal restriction, which permits removal of FHFA's Director only “for cause by the President,” is inoperative and
should be severed from the remainder of the statute. FHFA has broad powers over our business in its role as our
conservator and as our regulator. As a result, changes in the Director of FHFA can result in changes in FHFA's
strategic goals for our conservatorship or other material changes in our business. See “Risk Factors” in our 2017
Form 10-K for a discussion of risks relating to our conservatorship and FHFA regulation. The court left intact the
remainder of the statute and FHFA's past actions, including the third amendment to the senior preferred stock
purchase agreement. See “Legal Proceedings—Senior Preferred Stock Purchase Agreements Litigation—
Southern District of Texas” for additional information about the litigation.
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Key Market Economic Indicators

The table below displays certain macroeconomic indicators that can significantly influence our business and
financial results. We expect home prices on a national basis to continue to grow in 2018 at a similar rate as in
2017. We also expect significant regional variation in the timing and rate of home price growth.

Selected Key Market Economic Indicators

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2018 2017 2018 2017
Home price change based on Fannie Mae national home price index" . .. . .. 2.7% 3.0% 4.1% 4.1%
Growth in U.S. gross domestic product ("GDP"), annualized percentage
change® . L. 4.1% 3.0%
As of
June 30, 2018 December 31, 2017 June 30, 2017
U.S. unemploymentrate . ............. ... ... ... ...... 4.0% 4.1% 4.4%
2-yearswaprate .......... ... 2.79 2.08 1.62
10-yearswaprate ........... ... . ... 2.93 2.40 2.28
10-year Treasuryrate ............. ..., 2.86 2.41 2.30
30-year Fannie Mae MBS par couponrate ................ 3.60 3.00 3.03

M calculated internally using property data information on loans purchased by Fannie Mae or Freddie Mac and property data
information obtained from other third-party data providers. Fannie Mae’s home price index is a weighted repeat
transactions index, measuring average price changes in repeat transactions on the same properties. Fannie Mae’s home
price index excludes prices on properties sold in foreclosure. Fannie Mae’s home price estimates are based on preliminary
data and are subject to change as additional data becomes available.

@ According to the U.S. Bureau of Economic Analysis and subject to revision.
Uncertainty and concerns associated with trade policy have recently intensified, which could impact economic

growth and inflation. See “Key Market Economic Indicators” in our 2017 Form 10-K for a description of how
changes in GDP, unemployment rates, home prices and interest rates can affect our financial results.
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Consolidated Results of Operations

This section provides a discussion of our condensed consolidated results of operations and should be read
together with our condensed consolidated financial statements, including the accompanying notes.

Summary of Condensed Consolidated Results of Operations

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2018 2017 Variance 2018 2017 Variance
(Dollars in millions)
Net interestincome . ..................... $ 5377 $ 5002 $ 375 $10,609 $ 10,348 $ 261
Fee and otherincome .................... 239 353 (114) 559 602 (43)
Netrevenues ........................... 5,616 5,355 261 11,168 10,950 218
Investment gains,net. . ................... 277 385 (108) 527 376 151
Fair value gains (losses), net............... 229 (691) 920 1,274 (731) 2,005
Administrative expenses . ................. (755) (686) (69) (1,505) (1,370) (135)
Credit-related income:
Benefit for creditlosses ................ 1,296 1,267 29 1,513 1,663 (150)
Foreclosed property expense . . . ......... (139) (34) (105) (301) (251) (50)
Total credit-related income . ........... 1,157 1,233 (76) 1,212 1,412 (200)
Temporary Payroll Tax Cut Continuation Act of
2011 (“TCCA”)fees .................... (565) (518) (47) (1,122)  (1,021) (101)
Otherexpenses, net . .................... (366) (291) (75) (569) (673) 104
Income before federal income taxes ......... 5,593 4,787 806 10,985 8,943 2,042
Provision for federal income taxes. . ......... (1,136)  (1,587) 451 (2,267) (2,970) 703
Netincome ........... .. ... .. .......... $ 4457 $ 3200 $ 1,257 $ 8,718 $ 5973 $ 2,745
Total comprehensive income . .............. $ 4459 $ 3117 $ 1,342 $ 8397 $ 5896 $ 2,501

Net Interest Income
We have two primary sources of net interest income:

» guaranty fees we receive for managing the credit risk on loans underlying Fannie Mae MBS held by third
parties; and

» the difference between interest income earned on the assets in our retained mortgage portfolio and other
investments portfolio and the interest expense associated with the debt that funds those assets.

The table below displays the components of our net interest income from our guaranty book of business and our
retained mortgage portfolio.

Components of Net Interest Income

For the Three Months Ended For the Six Months Ended
June 30, June 30,
2018 2017 Variance 2018 2017 Variance
(Dollars in millions)
Net interest income from portfolios™. . ............... $1215 $1,126 $ 89 $2,293 $ 2209 $ 84
Net interest income from guaranty book of business:
Base guaranty fee income, netof TCCA .. ......... 2,110 2,024 86 4,199 4,010 189
Base guaranty fee income related to TCCA® . . ... .. 565 518 47 1,122 1,021 101
Net amortizationincome . ...................... 1,487 1,334 153 2,995 3,108 (113)
Total net interest income from guaranty book of business 4,162 3,876 286 8,316 8,139 177
Total net interestincome . . . ......... .. ... .. ....... $ 5,377 $5,002 $ 375 $10,609 $10,348 $ 261

™ Includes interest income from assets held in our retained mortgage portfolio and other investments portfolio, as well as

other assets used to generate lender liquidity. Also includes interest expense on outstanding Connecticut Avenue
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Securities® of $339 million and $241 million for the three months ended June 30, 2018 and 2017, respectively, and $641
million and $449 million for the six months ended June 30, 2018 and 2017, respectively.

@ Revenues generated by the 10 basis point guaranty fee increase we implemented pursuant to the TCCA, the incremental
revenue from which is remitted to Treasury and not retained by us.

Net interest income increased in the second quarter and first half of 2018 compared with the second quarter and
first half of 2017 due to:

* Anincrease in income from our guaranty book of business as the size of our guaranty book of business
increased and loans with higher base guaranty fees comprised a larger part of our guaranty book of
business in the second quarter and first half of 2018 than in the second quarter and first half of 2017.

We initially recognize mortgage loans and debt of consolidated trusts in our consolidated balance sheet at fair
value. We recognize the difference between the initial fair value and the carrying value of these mortgage loans
and debt as cost basis adjustments in our consolidated balance sheet. We amortize cost basis adjustments,
including premiums and discounts on mortgage loans and securities, as a yield adjustment over the contractual
life of the loan or security as a component of net interest income.

The impact of net premiums and discounts on net interest income can vary:
*  The net premium position of our consolidated debt will amortize as income over time.

* The net discount position on our mortgage loans of Fannie Mae was primarily recorded upon the
acquisition of credit-impaired loans. The extent to which we may record income in future periods as we
amortize this discount will be based on the actual performance of the loans.

The timing of when this amortization income is recognized in our consolidated statements of income can vary
based on a number of factors, the most significant of which is interest rates. In a rising interest rate environment,
our mortgage loans tend to prepay more slowly, which typically results in lower net amortization income from cost
basis adjustments on our consolidated debt. Conversely, in a declining interest rate environment, our mortgage
loans tend to prepay faster, resulting in higher net amortization income from cost basis adjustments on our
consolidated debt.

The following charts display information about the outstanding net premium and net discount positions on our
debt of consolidated trusts and loans of Fannie Mae.

Consolidated Trusts: Fannie Mae:
Net Premium on Debt in Excess of Loans Net Discount on Loans
(Dollars in billions) (Dollars in billions)
$36.0 $37.7 $37.5
$8.4 $7.4
$5.6
6/30/2017 12/31/2017 6/30/2018 06/30/2017 12/31/2017 6/30/2018
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The table below displays an analysis of our net interest income, average balances, and related yields earned on
assets and incurred on liabilities for the periods indicated. For most components of the average balances, we use
a daily weighted average of amortized cost. When daily average balance information is not available, such as for
mortgage loans, we use monthly averages.

Analysis of Net Interest Income and Yield

For the Three Months Ended June 30,

2018 2017
Average Average
Interest Rates Interest Rates
Average Income/  Earned/ Average Income/  Earned/
Balance Expense Paid Balance Expense Paid

(Dollars in millions)
Interest-earning assets:

Mortgage loans of FannieMae .. ............. $ 156,392 $ 1,786 457% $ 190,255 $ 1,978 4.16%
Mortgage loans of consolidated trusts ... ...... 3,065,008 26,521 3.46 2,951,028 25,033 3.39

Total mortgage loans'™™ . . ... ... ... .. ... .. 3,221,400 28,307 3.51 3,141,283 27,011 3.44
Mortgage-related securities . ................ 10,964 106 3.87 13,860 127 3.64
Non-mortgage-related securities® . .. ... .. .. .. 54,678 262 1.89 54,542 140 1.02
Federal funds sold and securities purchased

under agreements to resell or similar

arrangements . ............. ... ... 31,939 149 1.84 37,136 87 0.93

Advancestolenders ......................... 4,202 33 3.12 4,208 28 2.64

Total interest-earningassets ................... $ 3,323,183 $ 28,857 3.47% $ 3,251,029 $ 27,393 3.37%

Interest-bearing liabilities:

Short-term fundingdebt . ................... $ 25204 $ (108) 1.69% $ 30,320 $ (56) 0.73%
Long-term fundingdebt . ................... 203,165 (1,135) 2.23 263,064 (1,388) 2.1
Connecticut Avenue Securities® (‘CAS”) .. .. ... 23,887 (339) 5.68 18,923 (241) 5.09
Total debt of FannieMae ... ............... 252,256 (1,582) 2.51 312,307 (1,685) 2.16
Debt securities of consolidated trusts held by
thirdparties............................ 3,065,489  (21,898) 2.86 2,949,510 (20,706) 2.81
Total interest-bearing liabilities. . . ............... $ 3,317,745 $(23,480) 2.83% $ 3,261,817 $(22,391) 2.75%
Net interest income/net interestyield . . .. ......... $ 5,377 0.65% $ 5,002 0.62%
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Interest-earning assets:
Mortgage loans of FannieMae. ... ...........
Mortgage loans of consolidated trusts . ... ... ..
Total mortgage loans™ . . .. ... . ... ........

Mortgage-related securities

Non-mortgage-related securities®

Federal funds sold and securities purchased
under agreements to resell or similar
arrangements . ....... ... ...

Advancestolenders.......................
Total interest-earningassets ...................
Interest-bearing liabilities:

Short-term funding debt

Long-term fundingdebt . ...................

Connecticut Avenue Securities® (‘CAS”)

Total debt of Fannie Mae

Debt securities of consolidated trusts held by
third parties

Total interest-bearing liabilities. . ... .............
Net interest income/net interest yield

MDA&A | Consolidated Results of Operations

For the Six Months Ended June 30,

2018 2017

Average Average
Interest Rates Interest Rates

Average Income/  Earned/ Average Income/  Earned/
Balance Expense Paid Balance Expense Paid

(Dollars in millions)

$ 159,721 $§ 3,522 441% $ 195,302 $ 4,071 4.17%
3,056,594 52,819 3.46 2,937,007 49,987 3.40
3,216,315 56,341 3.50 3,132,309 54,058 3.45
10,750 206 3.83 14,627 269 3.66
53,200 469 1.75 55,264 241 0.87
34,649 291 1.67 38,851 153 0.78
4,024 64 3.16 4,356 56 2.55

$ 3,318,938 $ 57,371 3.46% $ 3,245,407 $ 54,777 3.38%

$ 28,204 $ (214) 1.51% $ 31,381 § (99) 0.63%
208,751 (2,293) 2.20 267,990 (2,866) 2.14
23,184 (641) 5.53 17,904 (449) 5.02
260,139 (3,148) 242 317,275 (3,414) 2.15
3,057,812  (43,614) 2.85 2,937,399 (41,015) 2.79

$ 3,317,951 $(46,762) 2.82% $ 3,254,674 $(44,429) 2.73%

$ 10,609 0.64% $ 10,348 0.64%

M Average balance includes mortgage loans on nonaccrual status. Typically, interest income on nonaccrual mortgage loans is
recognized when cash is received. Interest income not recognized for loans on nonaccrual status was $97 million and $265
million, respectively, for the second quarter and first half of 2018, compared with $186 million and $402 million,
respectively, for the second quarter and first half of 2017.

@ Includes cash equivalents.

Fannie Mae Second Quarter 2018 Form 10-Q
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Fair Value Gains (Losses), Net

The estimated fair value of our derivatives, trading securities and other financial instruments carried at fair value
may fluctuate substantially from period to period because of changes in interest rates, the yield curve, mortgage
and credit spreads and implied volatility, as well as activity related to these financial instruments. While the
estimated fair value of our derivatives that serve to mitigate certain risk exposures may fluctuate, some of the
financial instruments that generate these exposures are not recorded at fair value in our condensed consolidated
financial statements.

The table below displays the components of our fair value gains and losses.

Fair Value Gains (Losses), Net

For the Three Months For the Six Months
Ended June 30, Ended June 30,

2018 2017 2018 2017
(Dollars in millions)

Risk management derivatives fair value gains (losses) attributable to:

Net contractual interest expense accruals on interest rate swaps . ... $ (286) $ (224) $ (501) $ (479)
Net change in fair value during the period . . . ................... 324 (78) 838 289
Total risk management derivatives fair value gains (losses), net. . 38 (302) 337 (190)
Mortgage commitment derivatives fair value gains (losses), net. ... .... (76) (192) 488 (272)
Total derivatives fair value gains (losses),net. . .................... (38) (494) 825 (462)
Trading securities gains, net . .. ... ... .. ... . .. 21 18 119 86
CAS fair value gains (losses), net . . . ....... ... ... . ... . ... ..., 27 (169) 19 (331)
Other, Net .. .. e 219 (46) 311 (24)
Fair value gains (losses), net .............. ... ... ... ... ..... $ 229 § (691) $ 1,274 $§ (731)

Fair value gains in the second quarter of 2018 were primarily driven by price decreases during the quarter on
long-term debt of consolidated trusts held at fair value, which are included in “Other, net.”

Fair value gains in the first half of 2018 were primarily driven by:

* increases in the fair value of our mortgage commitment derivatives due to gains on commitments to sell
mortgage-related securities as a result of a decrease in the prices of securities as interest rates increased
during the commitment periods;

* increases in the fair value of our pay-fixed risk management derivatives due to an increase in longer-term
swap rates during the period; and

» fair value decreases during the period on long-term debt of consolidated trusts held at fair value.
Fair value losses in the second quarter and first half of 2017 were primarily driven by:

» decreases in the fair value of our pay-fixed risk management derivatives due to declines in longer-term
swap rates during the second quarter;

» decreases in the fair value of our mortgage commitments due to losses on commitments to sell mortgage-
related securities due to an increase in prices as interest rates decreased during the commitment periods;
and

» fair value losses on CAS debt reported at fair value resulting from tightening spreads between CAS debt
yields and LIBOR during the periods.
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Credit-Related Income

Benefit for Credit Losses

The table below provides quantitative analysis of the drivers of our single-family benefit for credit losses for the
periods presented. Many of the drivers that contribute to our benefit for credit losses overlap or are
interdependent. The attribution shown below is based on internal allocation estimates. The table below also
displays our multifamily benefit for credit losses.

Components of Benefit for Credit Losses

For the Three Months For the Six Months
Ended June 30, Ended June 30,
2018 2017 2018 2017

(Dollars in billions)
Benefit for credit losses:

Changes in loan activity™ . ... ... . ... . .. $ 05 % 01 $ 03 $ 0.1
Redesignation of held for investment (“HFI”) loans to held for
sale ("HFS”)loans ......... .. ... .. ... . it 0.8 0.4 1.0 0.5

Actual and forecasted homeprices . .. ................... 0.4 0.6 0.7 1.2

Actual and projected interestrates . ..................... (0.3) 0.1 (0.7) (0.1)

Other® . . (0.1) 0.1 0.2 *
Single-family benefit for creditlosses . . . ..................... 1.3 1.3 1.5 1.7
Multifamily benefit for creditlosses. . .. ...................... * * * *

Total benefit for creditlosses . .. .......................... $ 13 $ 1.3 $ 15 % 1.7

* Represents less than $50 million.

M Primarily consists of changes in the allowance due to loan delinquency, loan liquidations, new troubled debt restructurings,
amortization of concessions granted to borrowers and the impact of FHFA's Advisory Bulletin 2012-02, “Framework for
Adversely Classifying Loans, Other Real Estate Owned, and Other Assets and Listing Assets for Special Mention” (the
“Advisory Bulletin”).

@ Primarily consists of the impact of model and assumption changes that are not separately included in the other
components.

The primary factors that impacted our benefit for credit losses in the second quarter and first half of 2018 were:

* The redesignation of certain reperforming and nonperforming single-family loans from HFI to HFS as we
no longer intend to hold them for the foreseeable future or to maturity. Upon redesignation of these loans,
we recorded the loans at the lower of cost or fair value with a charge-off to the allowance for loan losses.
Amounts recorded in the allowance related to the loans exceeded th