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Business | Introduction

PART1

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 and authorities 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.

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. Members of Congress and the Administration continue to express the importance of
housing finance system reform.

We are not currently permitted to pay dividends or other distributions to stockholders. Our agreements with the U.S.
Department of the Treasury (“Treasury”) include a commitment from Treasury to provide us with funds to maintain a
positive net worth under specified conditions; however, the U.S. government does not guarantee our securities or
other obligations. Our agreements with Treasury also include covenants that significantly restrict our business
activities. For additional information on the conservatorship, the uncertainty of our future, and our agreements with
Treasury, see “Business—Conservatorship, Treasury Agreements and Housing Finance Reform” and “Risk Factors
—GSE and Conservatorship Risk.”

Forward-looking statements in this report are based on management’s current expectations and are subject to
significant uncertainties and changes in circumstances, as we describe in “Business—Forward-Looking Statements.”
Future events and our future results may differ materially from those reflected in our forward-looking statements due to
a variety of factors, including those discussed in “Risk Factors” and elsewhere in this report.

You can find a “Glossary of Terms Used in This Report” in “Management’s Discussion and Analysis of Financial
Condition and Results of Operations (‘MD&A’).”

Item 1. Business

Introduction

Fannie Mae is a leading source of financing for mortgages in the United States, with $4.2 trillion in assets as of
December 31, 2021. Organized as a government-sponsored entity, Fannie Mae is a shareholder-owned corporation.
Our charter is an act of Congress, which establishes that our purposes are to provide liquidity and stability to the
residential mortgage market and to promote access to mortgage credit. We were initially established in 1938.

Our revenues are primarily driven by guaranty fees we receive for assuming the credit risk on loans underlying the
mortgage-backed securities we issue. We do not originate loans or lend money directly to borrowers. Rather, we work
primarily with lenders who originate loans to borrowers. We securitize those loans into Fannie Mae mortgage-backed
securities that we guarantee (which we refer to as Fannie Mae MBS or our MBS).

Effectively managing credit risk is key to our business. In exchange for assuming credit risk on the loans we acquire, we
receive guaranty fees. These fees take into account the credit risk characteristics of the loans we acquire. Guaranty
fees are set at the time we acquire loans and do not change over the life of the loan. How long a loan remains in our
guaranty book is heavily dependent on interest rates. When interest rates decrease, a larger portion of our book of
business turns over as more loans refinance. On the other hand, as interest rates increase, fewer loans refinance and
our book turns over more slowly. Since guaranty fees are set at the time a loan is originated, the impact of any change
in guaranty fees on future revenues depends on the rates at which loans in our book of business turn over and new
loans are added.
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Business | Executive Summary

Executive Summary

Please read this summary together with our MD&A, our consolidated financial statements as of December 31, 2021 and
the accompanying notes.

Summary of Our Financial Performance

Consolidated Results
(Dollars in billions)

$29.9

$222  $22.1

$142  $14.0

$11.8 $11.8

T
2019 2020 2021

B Netrevenues Net income B Comprehensive income

2021 vs. 2020

Net revenues increased $4.6 billion in 2021 compared with 2020, primarily due to higher base guaranty fee
income as the size of our guaranty book of business grew along with higher average guaranty fees related to
the loans in our book of business in 2021. This was coupled with an increase in net amortization income as a
result of high prepayment volumes from loan refinancings as a result of the continued low interest-rate
environment. The loans and associated debt of consolidated trusts that liquidated in 2021 had larger
unamortized deferred fees than those that liquidated in 2020. The increase in net revenues in 2021 was
partially offset by a decrease in net interest income from our portfolios compared with 2020 due to lower
average balances and lower yields on our mortgage loans and assets offset by lower borrowing costs on our
long-term funding debt.

Net income increased $10.4 billion in 2021 compared with 2020, mainly due to higher net revenues as
discussed above plus a shift from credit-related expense in 2020 to credit-related income in 2021. Credit-
related income in 2021 was primarily driven by strong actual and forecasted home price growth, a benefit from
the redesignation of certain nonperforming and reperforming loans and a reduction in our estimate of losses we
expect to incur as a result of the COVID-19 pandemic, partially offset by a provision for higher actual and
projected interest rates. In addition, fair value gains in 2021 were primarily driven by declines in the fair value of
risk management derivatives and trading securities, offset by the impact of hedge accounting. Fair value losses
in 2020, before we implemented hedge accounting, were primarily driven by declines in the fair value of
commitments to sell mortgage-related securities as prices increased during the commitment period. See
“Consolidated Results of Operations—Hedge Accounting Impact” for further details on the impact of our fair
value hedge accounting.

Net worth increased by $22.1 billion in 2021 to $47.4 billion as of December 31, 2021. The increase is
attributed to $22.1 billion of comprehensive income for the twelve months ended December 31, 2021.
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2020 vs. 2019

«  Net revenues increased $3.4 billion in 2020 compared with 2019, primarily driven by an increase in net
amortization income as a result of interest rates declining to historically low levels, leading to record levels of
refinancing activity in 2020.

*  Net income decreased $2.4 billion in 2020 compared with 2019, primarily driven by a shift from credit-related
income to credit-related expense, driven by the economic dislocation caused by the COVID-19 pandemic and
lower loan redesignation activity, as well as a reduction in investment gains driven by a decrease in the volume
of reperforming loan sales. This was partially offset by the increase in net revenues from higher net
amortization income discussed above.

*  Net worth increased by $10.7 billion to $25.3 billion in 2020. The increase is attributed to $11.8 billion of
comprehensive income for the twelve months ended December 31, 2020 offset by a charge of $1.1 billion to
retained earnings due to our implementation of Accounting Standards Update 2016-13, Financial Instruments—
Credit Losses, Measurement of Credit Losses on Financial Instruments and related amendments (the “CECL
standard”) on January 1, 2020. See “Note 1, Summary of Significant Accounting Policies—New Accounting
Guidance—Adoption of the CECL Standard” for further details on our implementation of the CECL standard.

Financial Performance Outlook

Our financial results benefited significantly in 2021 from high refinance volumes, which contributed to our net
amortization income, and the high pace of home price growth, which contributed to our credit-related income. We
expect the pace of home price growth to moderate in 2022, and we have already seen a decline in the volume of
refinancings beginning in the second half of 2021, as interest rates have risen. Specifically, we expect increases in
mortgage interest rates and fewer refinancings as the large number of borrowers who have refinanced recently will
result in fewer borrowers who can benefit from a refinancing in the future, leading to lower amortization income from
prepayment activity. In addition, we expect the positive benefit to credit-related income (expense) from home price
growth to decline in 2022 compared with 2021 as we expect home price growth to slow. See “MD&A—Key Market
Economic Indicators” for a discussion of how home prices, interest rates and other macroeconomic factors can affect
our financial results.

Our long-term financial performance will depend on many factors, including:

» the size of and our share of the U.S. mortgage market, which in turn will depend upon population growth,
household formation and housing supply;

*  borrower performance, the guaranty fees we receive, and changes in home prices, interest rates and other
macroeconomic factors, including the impact of climate change on these factors; and

» the impact of actions by FHFA, the Administration and Congress relating to our business and housing finance
reform, including our capital requirements, our ongoing financial obligations to Treasury, restrictions on our
activities and our business footprint, our competitive environment and pricing, and actions we are required to
take to support borrowers or the mortgage market.

For information about how we may be impacted by general economic conditions, see “Risk Factors—Market and

Industry Risk.” For information about the potential impacts of climate change, see “Risk Factors—Credit Risk” and
“‘“MD&A—Risk Management—Climate Change and Natural Disaster Risk Management.” For information about the
impact of actions by FHFA, the Administration and Congress, see “Risk Factors—GSE and Conservatorship Risk.”
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Liquidity Provided in 2021

Through our single-family and multifamily business segments, we provided $1.4 trillion in liquidity to the mortgage
market in 2021, which enabled the financing of approximately 5.5 million home purchases, refinancings and rental units.

Fannie Mae Provided $1.4 trillion in Liquidity in 2021

Unpaid Principal Balance Units
1.5M
$451B Single-Family Home Purchases
3.3M
H3e Single-Family Refinancings

694K

For information about the financing we have provided through our green bonds and our Sustainable Bond Framework,
see “Directors, Executive Officers and Corporate Governance—Corporate Governance—ESG Matters.”

Our Mission, Strategy and Charter

Our Mission and Strategy

Our mission is to facilitate equitable and sustainable access to homeownership and quality affordable rental housing
across America. We are pursuing this mission through our strategic objectives:

»  Build on our mission-first culture to become a globally-recognized, top-performing environmental, social and
governance (ESG) financial services company by delivering positive mission and community outcomes to serve
homeowners and tenants.

+ Ensure that Fannie Mae is a financially secure company that is able to attract private capital by managing risk
to the firm and the housing finance system to fulfill its mission.

* Increase operational agility and efficiency, accelerating the digital transformation of the firm to deliver more
value and reliable, modern platforms in support of the broader housing finance system.

Our Charter

The Federal National Mortgage Association Charter Act (the “Charter Act”) establishes the parameters under which we
operate and our purposes, which are to:

«  provide stability in the secondary market for residential mortgages;
* respond appropriately to the private capital market;

»  provide ongoing assistance to the secondary market for residential mortgages (including activities relating to
mortgages on housing for low- and moderate-income families involving a reasonable economic return that may
be less than the return earned on other activities) by increasing the liquidity of mortgage investments and
improving the distribution of investment capital available for residential mortgage financing; and

* promote access to mortgage credit throughout the nation (including central cities, rural areas and underserved
areas) by increasing the liquidity of mortgage investments and improving the distribution of investment capital
available for residential mortgage financing.

The Charter Act specifies that our operations are to be financed by private capital to the maximum extent feasible. We
are expected to earn reasonable economic returns on all our activities. However, we may accept lower returns on
certain activities relating to mortgages on housing for low- and moderate-income families in order to support those
segments of the market. We expect the lower returns to be offset by activities that yield higher returns.

Principal balance limitations. To meet our purposes, the Charter Act authorizes us to purchase and securitize mortgage
loans secured by single-family and multifamily properties. Our acquisitions of single-family conventional mortgage loans
are subject to maximum original principal balance limits, known as “conforming loan limits.” The conforming loan limits
are adjusted each year based on FHFA's housing price index. For 2021, the conforming loan limit for mortgages
secured by one-family residences was set at $548,250, with higher limits for mortgages secured by two- to four-family
residences and in four statutorily-designated states and territories (Alaska, Hawaii, Guam and the U.S. Virgin Islands).
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For 2022, FHFA increased the national conforming loan limit for one-family residences to $647,200. In addition, higher
loan limits of up to 150% of the otherwise applicable loan limit apply in certain high-cost areas. Certain loans above the
baseline conforming loan limit will be subject to a recently announced increase in upfront fees, which we discuss in
“MD&A—Single-Family Business—Single-Family Business Metrics.” The Charter Act does not impose maximum
original principal balance limits on loans we purchase or securitize that are insured by the Federal Housing
Administration (“FHA”) or guaranteed by the Department of Veterans Affairs (“VA”).

The Charter Act also includes the following provisions:

»  Credit enhancement requirements. The Charter Act generally requires credit enhancement on any single-family
conventional mortgage loan that we purchase or securitize that has a loan-to-value (“LTV”) ratio over 80% at
the time of purchase. The credit enhancement may take the form of one or more of the following: (1) insurance
or a guaranty by a qualified insurer on the portion of the unpaid principal balance of a mortgage loan that
exceeds 80% of the property value; (2) a seller’'s agreement to repurchase or replace the loan in the event of
default; or (3) retention by the seller of at least a 10% participation interest in the loan. Regardless of LTV ratio,
the Charter Act does not require us to obtain credit enhancement to purchase or securitize loans insured by
FHA or guaranteed by the VA.

» Issuances of our securities. We are authorized, upon the approval of the Secretary of the Treasury, to issue
debt obligations and mortgage-related securities. Neither the U.S. government nor any of its agencies
guarantees, directly or indirectly, our debt or mortgage-related securities.

»  Authority of Treasury to purchase our debt obligations. At the discretion of the Secretary of the Treasury,
Treasury may purchase our debt obligations up to a maximum of $2.25 billion outstanding at any one time.

»  Exemption for our securities offerings. Our securities offerings are exempt from registration requirements under
the federal securities laws. As a result, we do not file registration statements or prospectuses with the SEC with
respect to our securities offerings. However, our equity securities are not treated as exempt securities for
purposes of Sections 12, 13, 14 or 16 of the Securities Exchange Act of 1934 (the “Exchange Act”).
Consequently, we are required to file periodic and current reports with the SEC, including annual reports on
Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K. Our non-equity securities are
exempt securities under the Exchange Act.

»  Exemption from specified taxes. Fannie Mae is exempt from taxation by states, territories, counties,
municipalities and local taxing authorities, except for taxation by those authorities on our real property. We are
not exempt from the payment of federal corporate income taxes.

* Limitations. We may not originate mortgage loans or advance funds to a mortgage seller on an interim basis,
using mortgage loans as collateral, pending the sale of the mortgages in the secondary market. We may
purchase or securitize mortgage loans only on properties located in the United States and its territories.

Mortgage Securitizations

We support market liquidity by issuing Fannie Mae MBS that are readily traded in the capital markets. We create Fannie
Mae MBS by placing mortgage loans in a trust and issuing securities that are backed by those mortgage loans. Monthly
payments received on the loans are the primary source of payments passed through to Fannie Mae MBS holders. We
guarantee to the MBS trust that we will supplement amounts received by the MBS trust as required to permit timely
payment of principal and interest on the trust certificates. In return for this guaranty, we receive guaranty fees.

Below we discuss the three broad categories of our securitization transactions and the uniform mortgage-backed
securities we issue.

Securitization Transactions

We currently securitize a substantial majority of the single-family and multifamily mortgage loans we acquire. Our
securitization transactions primarily fall within three broad categories: lender swap transactions, portfolio securitizations,
and structured securitizations.

Lender Swap Transactions

In a single-family “lender swap transaction,” a mortgage lender that operates in the primary mortgage market generally
delivers a pool of mortgage loans to us in exchange for Fannie Mae MBS backed by these mortgage loans. Lenders
may hold the Fannie Mae MBS they receive from us or sell them to investors. A pool of mortgage loans is a group of
mortgage loans with similar characteristics. After receiving the mortgage loans in a lender swap transaction, we place
them in a trust for which we serve as trustee. This trust is established for the sole purpose of holding the mortgage
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loans separate and apart from our corporate assets. We guarantee to each MBS trust that we will supplement amounts
received by the MBS trust as required to permit timely payment of principal and interest on the related Fannie Mae
MBS. We are entitled to a portion of the interest payment as a fee for providing our guaranty. The mortgage servicer
also retains a portion of the interest payment as a fee for servicing the loan. Then, on behalf of the trust, we make
monthly distributions to the Fannie Mae MBS certificateholders from the principal and interest payments and other
collections on the underlying mortgage loans.

Lender Swap Transaction

Our Multifamily business generally creates multifamily Fannie Mae MBS in lender swap transactions in a manner similar
to our Single-Family business. Multifamily lenders typically deliver only one mortgage loan to back each multifamily
Fannie Mae MBS. The characteristics of each mortgage loan are used to establish guaranty fees on a risk-adjusted
basis. Securitizing a multifamily mortgage loan into a Fannie Mae MBS facilitates its sale into the secondary market.
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Portfolio Securitization Transactions

We also purchase mortgage loans and mortgage-related securities for securitization and sale at a later date through our
“portfolio securitization transactions.” Most of our portfolio securitization transactions are driven by our single-family
whole loan conduit activities, pursuant to which we purchase single-family whole loans from a large group of typically
small to mid-sized lenders principally for the purpose of securitizing the loans into Fannie Mae MBS, which may then be
sold to dealers and investors.

Portfolio Securitization Transaction

Mortgages MBS
Fannie
Cash Mae Cash

Mortgages

Mortgages
o Fannie Mae

Cash Guaranty

Borrowers

MBS
Trust

Structured Securitization Transactions

In a “structured securitization transaction,” we create structured Fannie Mae MBS, typically for lenders or securities
dealers, in exchange for a transaction fee. In these transactions, the lender or dealer “swaps” a mortgage-related asset
that it owns (typically a mortgage security) in exchange for a structured Fannie Mae MBS we issue. The process for
issuing Fannie Mae MBS in a structured securitization is similar to the process involved in our lender swap
securitizations described above.

We also issue structured transactions backed by multifamily Fannie Mae MBS through the Fannie Mae Guaranteed
Multifamily Structures (“Fannie Mae GeMS™”) program, which provides additional liquidity and stability to the
multifamily market, while expanding the investor base for multifamily Fannie Mae MBS.

Uniform Mortgage-Backed Securities, or UMBS

Overview

Since 2019, we and Freddie Mac have each been issuing UMBS®, a uniform mortgage-backed security intended to
maximize liquidity for both Fannie Mae and Freddie Mac mortgage-backed securities in the to-be-announced (“TBA”)
market.

Certain aspects of the securitization process for our single-family Fannie Mae MBS issuances are performed by
Common Securitization Solutions, LLC (“CSS”), which is a limited liability company we own jointly with Freddie Mac.
CSS operates a common securitization platform, which was designed to allow for the potential integration of additional
market participants in the future. In October 2021, FHFA announced its determination, after a nearly two-year review,
that CSS should focus on maintaining the resiliency of Fannie Mae’s and Freddie Mac’s mortgage-backed securities
platform instead of expanding its role to serve a broader market.

UMBS and Structured Securities

Each of Fannie Mae and Freddie Mac (the “GSEs”) issues and guarantees UMBS and structured securities backed by
UMBS and other securities, as described below.

+ UMBS. Each of Fannie Mae and Freddie Mac issues and guarantees UMBS that are directly backed by the
mortgage loans it has acquired, referred to as “first-level securities.” UMBS issued by Fannie Mae are backed
only by mortgage loans that Fannie Mae has acquired, and similarly UMBS issued by Freddie Mac are backed
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only by mortgage loans that Freddie Mac has acquired. There is no commingling of Fannie Mae- and Freddie
Mac-acquired loans within UMBS.

Mortgage loans backing UMBS are limited to fixed-rate mortgage loans eligible for financing through the TBA
market. We continue to issue some types of Fannie Mae MBS that are not TBA-eligible and therefore are not
issued as UMBS, such as single-family Fannie Mae MBS backed by adjustable-rate mortgages and all
multifamily Fannie Mae MBS.

»  Structured Securities. Each of Fannie Mae and Freddie Mac also issues and guarantees structured mortgage-
backed securities, referred to as “second-level securities,” that are resecuritizations of UMBS or previously-
issued structured securities. In contrast to UMBS, second-level securities can be commingled—that is, they can
include both Fannie Mae securities and Freddie Mac securities as the underlying collateral for the security.
These structured securities include Supers®, which are single-class resecuritizations, and Real Estate
Mortgage Investment Conduits (“REMICs”), which are multi-class resecuritizations. While Supers are backed
only by TBA-eligible securities, REMICs can be backed by TBA-eligible or non-TBA-eligible securities.

The key features of UMBS are the same as those of legacy single-family Fannie Mae MBS. Accordingly, all single-family
Fannie Mae MBS that are directly backed by fixed-rate loans and generally eligible for trading in the TBA market are
considered UMBS, whether issued before or after the introduction of UMBS. In this report, we use the term “Fannie
Mae-issued UMBS” to refer to single-family Fannie Mae MBS that are directly backed by fixed-rate mortgage loans and
generally eligible for trading in the TBA market. We use the term “Fannie Mae MBS” or “our MBS” to refer to any type of
mortgage-backed security that we issue, including UMBS, Supers, REMICs and other types of single-family or
multifamily mortgage-backed securities. References to our single-family guaranty book of business in this report exclude
Freddie Mac-acquired mortgage loans underlying Freddie Mac mortgage-related securities that we have resecuritized.

Common Securitization Platform

We rely on the common securitization platform operated by CSS to securitize the single-family MBS we issue and for
ongoing administrative functions for our single-family MBS. We do not use the common securitization platform for
multifamily Fannie Mae MBS. See “Risk Factors—GSE and Conservatorship Risk” for a discussion of risks posed by
our reliance on CSS.

Managing Mortgage Credit Risk

Effectively pricing and managing credit risk is key to our business. Below we discuss key elements of how we are
compensated for and manage the risk of credit losses through the life cycle of our loans and how we measure our credit
risk.

Loan Acquisition Policies Loan Performance Management Sharing and Selling Credit Risk

Loan Acquisition Policies
Loans we acquire must be underwritten in accordance with our guidelines and standards.

+  In Single-Family, the vast majority of loans we acquire are assessed by Desktop Underwriter® (DU®), our
proprietary single-family automated underwriting system. DU performs a comprehensive evaluation of the
primary risk factors of a mortgage. We regularly review DU’s underlying models to determine whether its risk
analysis and eligibility assessment appropriately reflect current market conditions and loan performance data to
ensure the loans we acquire are consistent with our risk appetite and FHFA guidance.

« In Multifamily, we acquire the vast majority of our loans through our Delegated Underwriting and Servicing
(DUS®) Program. DUS lenders, who must be pre-approved by us, are delegated the authority to underwrite and
service loans for delivery to us in accordance with our standards and requirements. Based on a given loan’s
unique characteristics and our established delegation criteria, lenders assess whether a loan must be reviewed
by us. If review is required, our internal credit team will assess the loan’s risk profile to determine if it meets our
risk tolerances. DUS lenders also share with us the risk of loss on our multifamily loans, thereby aligning our
interests throughout the life of the loan. FHFA has instructed us to limit the volume and nature of multifamily
loans we acquire, and our senior preferred stock purchase agreement with Treasury also includes covenants
with respect to our multifamily loan acquisition volume. We continue to closely monitor our multifamily loan
acquisitions and market conditions and, as appropriate, make changes to our standards and requirements to
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ensure the multifamily loans we acquire are consistent with our risk appetite, the senior preferred stock
purchase agreement, and FHFA guidance.

For more information about our mortgage acquisition policies and underwriting standards, see “MD&A—Single-
Family Business—Single-Family Mortgage Credit Risk Management” and “MD&A—Multifamily Business—
Multifamily Mortgage Credit Risk Management.” For information on the restrictions on our single-family and
multifamily loan acquisitions, see “Conservatorship, Treasury Agreements and Housing Finance Reform—
Treasury Agreements—Covenants under Treasury Agreements” and “MD&A—Multifamily Business—
Multifamily Business Metrics.”

In exchange for managing credit risk on the loans we acquire, we receive guaranty fees that take into account, among
other factors, the credit risk characteristics of the loans we acquire. We provide information about our guaranty fees in
“MD&A—Single-Family Business—Single-Family Business Metrics” and in “MD&A—Multifamily Business—Multifamily
Business Metrics.”

Loan Performance Management

We closely monitor the performance of loans in our guaranty book of business and we work to reduce defaults and
mitigate the severity of credit losses through our servicing policies and practices.

Single-Family Loans

For single-family loans, the most important loan performance criteria we monitor are (1) serious delinquency
rates, which are typically strong indicators of loans that are at a heightened risk of default, and (2) mark-to-
market LTV ratios, which affect both the likelihood of losses and the potential severity of any losses we may
ultimately realize. While mark-to-market LTV ratios are significantly impacted by changes in home prices, which
are outside our control, we have an array of loss mitigation tools to try to reduce defaults on delinquent loans
and to minimize the severity of the losses we do incur.

We consider single-family loans to be seriously delinquent when they are 90 days or more past due or in the
foreclosure process. Once a single-family loan becomes 36 days past due, the servicer is required to make
weekly attempts, for the next six months, to contact the borrower to try to engage in steps to resolve the
delinquency. Our loss mitigation tools include payment forbearance, repayment plans, payment deferrals and
loan modifications. We describe these tools and discuss them further in “MD&A—Single-Family Business—
Single-Family Mortgage Credit Risk Management—Single-Family Problem Loan Management—Loan Workout
Metrics.” Successful loan reperformance is heavily influenced by the effective use of these tools and the
amount of equity the borrower has in their home.

Some loans that become seriously delinquent subsequently become current or repay in full without a
modification or other loan workout. However, we modify a substantial portion of our seriously delinquent loans.
When a loan does not cure on its own and we are not able to provide a workout for it, the likelihood of default
increases. See “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk Management” for more
information on the performance of our modified single-family loans.

As a result of the COVID-19 pandemic, in 2020 our loss mitigation pivoted to payment forbearance, providing
up to 18 months in some cases to borrowers affected by the pandemic. Forbearance is typically used in
instances where the duration and impact of a borrower’s hardship are uncertain, such as disasters like
hurricanes and flooding, to give the borrower time to understand whether, and to what extent, a loss mitigation
solution will be needed to return to paying status. Because payments are not required during forbearance, our
serious delinquency rate increased as a result of the large number of loans in forbearance. Most of the loans
that entered forbearance as a result of the COVID-19 pandemic have since exited, resolving their delinquency
in many cases through a payment deferral or other form of loan workout. We provide information about our
single-family loans that received forbearance in “MD&A—Single-Family Business—Single-Family Mortgage
Credit Risk Management—Single-Family Problem Loan Management—Single-Family Loans in Forbearance.”

For delinquent loans that are unable to reperform, we use alternatives to foreclosure where possible, such as
short sales, which reduce our credit losses while helping borrowers avoid foreclosure. We provide more
information on short sales and our other foreclosure alternatives in “MD&A—Single-Family Business—Single-
Family Mortgage Credit Risk Management—Single-Family Problem Loan Management—Loan Workout Metrics
—Foreclosure Alternatives.” We work to obtain the highest price possible for the properties sold in short sales.
When we acquire properties, including through foreclosure, our primary objectives are to facilitate equitable and
sustainable access to homeownership, quality affordable rental housing, and housing for owner occupant and
community-minded purchasers, while obtaining the highest price possible. The value of the underlying property
relative to the loan’s unpaid principal balance has a significant impact on the severity of loss we incur as a
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result of loan default. We provide information on the mark-to-market LTV ratio of loans in our single-family
conventional book of business in “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk
Management—Single-Family Portfolio Diversification and Monitoring.”

Our credit loss mitigation strategy also involves selling nonperforming and reperforming loans thereby removing
them from our guaranty book of business. We discuss sales of nonperforming and reperforming single-family
loans in “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk Management—Nonperforming
and Reperforming Loan Sales” and “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk
Management—Other Single-Family Credit Information—Single-Family Credit Loss Metrics and Loan Sale
Performance.”

We present additional information on the credit characteristics and performance of our single-family loans in
“MD&A—Single-Family Business—Single-Family Mortgage Credit Risk Management—Single-Family Portfolio
Diversification and Monitoring” and “Single-Family Problem Loan Management” and “Note 13, Concentrations
of Credit Risk—Risk Characteristics of our Guaranty Book of Business.”

Multifamily Loans

For multifamily loans, key indicators of heightened risk of default are debt service coverage ratios (“DSCRs”),
particularly loans with an estimated current DSCR below 1.0, and serious delinquency rates. We consider a
multifamily loan seriously delinquent when it is 60 days or more past due.

For loans with indicators of heightened default risk, our DUS lenders, through their delegated authority, work
with us to maintain the credit quality of the multifamily book of business and prevent foreclosures through loss
mitigation strategies such as payment forbearance or loan modification.

For loans that ultimately default, we work to minimize the severity of loss in several ways, including pursuing
contractual remedies through our DUS loss-sharing arrangements and with providers of additional credit
enhancements where available.

Similar to single-family, we also offer forbearance for borrowers experiencing temporary challenges, like natural
disasters and financial hardship, to help both borrowers and renters. During the COVID-19 pandemic, we
delegated to our multifamily lenders the ability to provide forbearance for up to six monthly payments for most
loan types. While FHFA extended the forbearance program indefinitely, the delegation to our lenders expired on
September 30, 2021, and we determine whether to offer forbearance relief based on the borrower’s
circumstances through our normal loss mitigation procedures. A majority of the loans that entered forbearance
as a result of the COVID-19 pandemic have since exited through completion of their repayment plan or
otherwise reinstating.

We present information on the credit characteristics and performance of our multifamily loans in “MD&A—
Multifamily Business—Multifamily Mortgage Credit Risk Management—Multifamily Portfolio Diversification and
Monitoring” and “Note 13, Concentrations of Credit Risk—Risk Characteristics of our Guaranty Book of
Business.”

Sharing and Selling Credit Risk

In addition to managing credit risk through our selling and servicing practices, we also share and transfer credit risk to
third parties through a variety of credit enhancement products and programs.

For single-family loans we acquire with an LTV ratio over 80% our charter requires credit enhancement, which
we typically meet through third-party primary mortgage insurance.

Our Multifamily business uses a shared-risk business model that distributes credit risk to the private markets,
primarily through our DUS program. Under DUS, our multifamily lenders typically share with us approximately
one-third of the credit risk on these loans, aligning the interests of lenders and Fannie Mae. DUS lenders
receive credit-risk-related compensation in exchange for sharing risk. The lender risk-sharing we obtain through
our DUS program accompanies our multifamily loans at the time we acquire them.

We use other types of credit enhancements, including pool mortgage insurance and credit risk transfer
transactions. In our credit risk transfer transactions, we use risk-sharing capabilities we have developed to
obtain credit enhancement by transferring portions of our single-family and multifamily mortgage credit risk on
reference pools of mortgage loans to the private market. In most of our credit risk transfer transactions,
investors receive payments, which effectively reduce the guaranty fee income we retain on the loans. Our credit
risk transfer transactions are designed to transfer to the investors, in exchange for these payments, a portion of
the losses we expect would be incurred in an economic downturn or a stressed credit environment.
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For more information about our loans with credit enhancement, see “MD&A—Single-Family Business—Single-Family
Mortgage Credit Risk Management—Single-Family Credit Enhancement and Transfer of Mortgage Credit Risk” and
“MD&A—Multifamily Business—Multifamily Mortgage Credit Risk Management—Transfer of Multifamily Mortgage Credit
Risk.”

Measuring Credit Risk and the Impact of Changes on Our Results

Our best estimate of future credit losses is reflected in our single-family and multifamily loss reserves, which for periods
on or after January 1, 2020 are calculated using a lifetime credit loss methodology under the CECL standard. We
update our estimate of credit losses quarterly based on the credit profile of our loans as well as certain actual and
forecasted economic data. Changes in our estimate affect our benefit or provision for credit losses, which, combined
with foreclosed property expense, comprises our credit-related income or expense.

We provide information on our loss reserves in “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk
Management—Single-Family Problem Loan Management—Other Single-Family Credit information” and “MD&A—
Multifamily Business—Multifamily Mortgage Credit Risk Management—Multifamily Problem Loan Management and
Foreclosure Prevention—Other Multifamily Credit information.” We provide information on our credit related income or
expense in “MD&A—Consolidated Results of Operations—Credit-Related Income (Expense).”

Conservatorship, Treasury Agreements and Housing Finance
Reform

Conservatorship

On September 6, 2008, the Director of FHFA appointed FHFA as our conservator, pursuant to authority provided by the
Federal Housing Enterprises Financial Safety and Soundness Act of 1992, as amended, including by the Housing and
Economic Recovery Act of 2008 (together, the “GSE Act”). The conservatorship is a statutory process designed to
preserve and conserve our assets and property and put the company in a sound and solvent condition.

The conservatorship has no specified termination date. For more information on the risks to our business relating to the
conservatorship and uncertainties regarding the future of our company and business, as well as the adverse effects of
the conservatorship on the rights of holders of our common and preferred stock, see “Risk Factors—GSE and
Conservatorship Risk.”

Our conservatorship could terminate through a receivership. For information on the circumstances under which FHFA is
required or permitted to place us into receivership and the potential consequences of receivership, see “Legislation and
Regulation—GSE-Focused Matters—Receivership” and “Risk Factors—GSE and Conservatorship Risk.”

Management of the Company during Conservatorship

Upon its appointment, the conservator immediately succeeded to (1) all rights, titles, 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 (2) title to
the books, records and assets of any other legal custodian of Fannie Mae. The conservator subsequently issued an
order that provided for our Board of Directors to exercise specified functions and authorities. The conservator also
provided instructions regarding matters for which conservator decision or notification is required. The conservator
retains the authority to amend or withdraw its order and instructions at any time. For more information on the functions
and authorities of our Board of Directors during conservatorship, see “Directors, Executive Officers and Corporate
Governance—Corporate Governance—Conservatorship and Board Authorities.”

Our directors serve on behalf of the conservator and exercise their authority as directed by and with the approval, where
required, of the conservator. Our directors have no fiduciary duties to any person or entity except to the conservator.
Accordingly, our directors 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.

Because we are in conservatorship, our common stockholders currently do not have the ability to elect directors or to
vote on other matters. The conservator eliminated common and preferred stock dividends (other than dividends on the
senior preferred stock issued to Treasury) during the conservatorship.

Powers of the Conservator under the GSE Act

FHFA has broad powers when acting as our conservator. As conservator, FHFA can direct us to enter into contracts or

enter into contracts on our behalf. Further, FHFA may transfer or sell any of our assets or liabilities (subject to limitations
and post-transfer notice provisions for transfers of certain types of financial contracts), without any approval, assignment
of rights or consent of any party. However, mortgage loans and mortgage-related assets that have been transferred to a
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Fannie Mae MBS trust must be held by the conservator for the beneficial owners of the Fannie Mae MBS and cannot be
used to satisfy the general creditors of the company. Neither the conservatorship nor the terms of our agreements with
Treasury change our obligation to make required payments on our debt securities or perform under our mortgage
guaranty obligations.

A Supreme Court decision in June 2021, in Collins et al. v. Yellen, Secretary of the Treasury, et al., held that the
President has the power to remove the Director of FHFA for any reason, not just for cause. The Supreme Court’s
opinion in Collins v. Yellen also included an expansive interpretation of FHFA's authority as conservator under the
Housing and Economic Recovery Act of 2008, noting that “when the FHFA acts as a conservator, it may aim to
rehabilitate the regulated entity in a way that, while not in the best interests of the regulated entity, is beneficial to the
Agency and, by extension, the public it serves.” With FHFA's broad powers as conservator, changes in leadership at
FHFA, including changes resulting from a change in Administration, could result in significant changes to the goals
FHFA establishes for us and could have a material impact on our business and financial results. See “Risk Factors—
GSE and Conservatorship Risk” for more information how conservatorship impacts us.

Treasury Agreements

On September 7, 2008, Fannie Mae, through FHFA in its capacity as conservator entered into a senior preferred stock
purchase agreement with Treasury, pursuant to which we issued to Treasury one million shares of Variable Liquidation
Preference Senior Preferred Stock, Series 2008-2, which we refer to as the “senior preferred stock,” and a warrant to
purchase shares of common stock equal to 79.9% of the total number of shares of our common stock outstanding on a
fully diluted basis at the time the warrant is exercised for a nominal price. The senior preferred stock purchase
agreement and the dividend and liquidation provisions of the senior preferred stock have been amended multiple times,
most recently in January 2021, pursuant to a letter agreement between us, through FHFA in its capacity as conservator,
and Treasury. Some provisions added to the agreement in January 2021 were subsequently temporarily suspended
pursuant to a September 2021 letter agreement. Below we discuss the terms of the senior preferred stock purchase
agreement and the senior preferred stock as they are currently in effect. See “Risk Factors—GSE and Conservatorship
Risk” for a description of the risks to our business relating to the senior preferred stock purchase agreement, as well as
the adverse effects of the senior preferred stock and the warrant on the rights of holders of our common stock and other
series of preferred stock.

Senior Preferred Stock Purchase Agreement

Funds Available for Draw

The senior preferred stock purchase agreement provides that, on a quarterly basis, we may draw funds up to the
amount, if any, by which our total liabilities exceed our total assets, as reflected in our consolidated balance sheet,
prepared in accordance with generally accepted accounting principles in the United States of America (“GAAP”), for the
applicable fiscal quarter (referred to as the “deficiency amount”), up to the maximum amount of remaining funding under
the agreement. 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 with respect to a future period, the
amount of remaining funding under the agreement would be reduced by the amount of our draw. The senior preferred
stock purchase agreement provides that the deficiency amount will be calculated differently if we become subject to
receivership or other liquidation process.

Commitment Fee and “Capital Reserve End Date”

The senior preferred stock purchase agreement provides for the payment of an unspecified quarterly commitment fee to
Treasury to compensate Treasury for its ongoing support under the senior preferred stock purchase agreement. The
amount of this fee, as well as a number of the agreement’s other terms and the terms of the senior preferred stock,
depend on whether we have reached the “capital reserve end date,” which is defined as the last day of the second
consecutive fiscal quarter during which we have maintained capital equal to, or in excess of, all of the capital
requirements and buffers under the enterprise regulatory capital framework discussed in “Legislation and Regulation—
GSE-Focused Matters—Capital.” Under the agreement, (1) through and continuing until the capital reserve end date,
the periodic commitment fee will not be set, accrue, or be payable, and (2) not later than the capital reserve end date,
we and Treasury, in consultation with the Chair of the Federal Reserve, will agree to set the periodic commitment fee.
Treasury’s funding commitment under the senior preferred stock purchase agreement has no expiration date. The
agreement provides that Treasury’s funding commitment will terminate under any of the following circumstances: (1) the
completion of our liquidation and fulfillment of Treasury’s obligations under its funding commitment at that time; (2) the
payment in full of, or reasonable provision for, all of our liabilities (whether or not contingent, including mortgage
guaranty obligations); or (3) the funding by Treasury of the maximum amount that may be funded under the agreement.
In addition, Treasury may terminate its funding commitment and declare the agreement null and void if a court vacates,
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modifies, amends, conditions, enjoins, stays or otherwise affects the appointment of the conservator or otherwise
curtails the conservator’s powers.

Debt and MBS Holders

In the event of our default on payments with respect to our debt securities or guaranteed Fannie Mae MBS, if Treasury
fails to perform its obligations under its funding commitment and if we and/or the conservator are not diligently pursuing
remedies with respect to that failure, the agreement provides that any holder of such defaulted debt securities or Fannie
Mae MBS may file a claim in the United States Court of Federal Claims for relief requiring Treasury to fund us up to

(1) the amount necessary to cure the payment defaults on our debt and Fannie Mae MBS, (2) the deficiency amount, or
(3) the amount of remaining funding under the senior preferred stock purchase agreement, whichever is the least. Any
payment that Treasury makes under those circumstances will be treated for all purposes as a draw under the
agreement that will increase the liquidation preference of the senior preferred stock.

Most provisions of the senior preferred stock purchase agreement may be waived or amended by mutual agreement of
the parties; however, no waiver or amendment of the agreement is permitted that would decrease Treasury’s aggregate
funding commitment or add conditions to Treasury’s funding commitment if the waiver or amendment would adversely
affect in any material respect the holders of our debt securities or guaranteed Fannie Mae MBS.

Senior Preferred Stock

Dividend Provisions

Treasury, as the holder of the senior preferred stock, is entitled to receive, when, as and if declared, out of legally
available funds, cumulative quarterly cash dividends. The dividends we have paid to Treasury on the senior preferred
stock during conservatorship have been declared by, and paid at the direction of, our conservator, acting as successor
to the rights, titles, powers and privileges of the Board of Directors. Dividend payments we make to Treasury do not
restore or increase the amount of funding available to us under the senior preferred stock purchase agreement.

The dividend provisions of the senior preferred stock were amended pursuant to the January 2021 letter agreement to
permit us to retain increases in our net worth until our net worth exceeds the amount of adjusted total capital necessary
for us to meet the capital requirements and buffers under the enterprise regulatory capital framework. As described
more fully below, after the capital reserve end date, the amount of quarterly dividends to Treasury will be equal to the
lesser of any quarterly increase in our net worth and a 10% annual rate on the then-current liquidation preference of the
senior preferred stock. As a result of these provisions, our ability to retain earnings in excess of the capital requirements
and buffers set forth in the enterprise regulatory capital framework will be limited.

Dividend Amount Prior to Capital Reserve End Date

The terms of the senior preferred stock provide for dividends each quarter in the amount, if any, by which our net worth
as of the end of the immediately preceding fiscal quarter exceeds an applicable capital reserve amount. The January
2021 letter agreement increased the applicable capital reserve amount, starting with the quarterly dividend period
ending on December 31, 2020, from $25 billion to the amount of adjusted total capital necessary for us to meet the
capital requirements and buffers set forth in enterprise regulatory capital framework. If our net worth does not exceed
this amount as of the end of the immediately preceding fiscal quarter, then dividends will neither accumulate nor be
payable for such period. Our net worth is defined as the amount, if any, by which our total assets (excluding Treasury’s
funding commitment and any unfunded amounts related to the commitment) exceed our total liabilities (excluding any
obligation with respect to capital stock), in each case as reflected on our balance sheet prepared in accordance with
GAAP.

Dividend Amount Following Capital Reserve End Date

Beginning on the first dividend period following the capital reserve end date, the applicable quarterly dividend amount
on the senior preferred stock will be the lesser of:

(1) a 10% annual rate on the then-current liquidation preference of the senior preferred stock; and
(2) an amount equal to the incremental increase in our net worth during the immediately prior fiscal quarter.

However, the applicable quarterly dividend amount will immediately increase to a 12% annual rate on the then-current
liquidation preference of the senior preferred stock if we fail to timely pay dividends in cash to Treasury. This increased
dividend amount will continue until the dividend period following the date we have paid, in cash, full cumulative
dividends to Treasury (including any unpaid dividends), at which point the applicable quarterly dividend amount will
revert to the prior calculation method.
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Liquidation Preference

Shares of the senior preferred stock have no par value and have a stated value and initial liquidation preference equal
to $1,000 per share, for an aggregate initial liquidation preference of $1 billion.

Under the terms that currently govern the senior preferred stock, the aggregate liquidation preference will be increased
by the following:

« any amounts Treasury pays to us pursuant to its funding commitment under the senior preferred stock
purchase agreement (a total of $119.8 billion as of the date of this filing);

« any quarterly commitment fees that are payable but not paid in cash (no such fees have become payable, nor
will they under the current terms of the senior preferred stock purchase agreement and the senior preferred
stock);

« any dividends that are payable but not paid in cash to Treasury, regardless of whether or not they are declared;
and

+ atthe end of each fiscal quarter through and including the capital reserve end date, an amount equal to the
increase in our net worth, if any, during the immediately prior fiscal quarter.

The aggregate liquidation preference of the senior preferred stock was $163.7 billion as of December 31, 2021. It will
increase to $168.9 billion as of March 31, 2022 due to the increase in our net worth during the fourth quarter of 2021.

The senior preferred stock ranks ahead of our common stock and all other outstanding series of our preferred stock, as
well as any capital stock we issue in the future, as to both dividends and rights upon liquidation. As a result, if we are
liquidated, the holder of the senior preferred stock is entitled to its then current liquidation preference before any
distribution is made to the holders of our common stock or other preferred stock.

Limitations on Redemption and Paydown of Liquidation Preference; Requirement to Pay Net
Proceeds of Capital Stock Issuances to Reduce Liquidation Preference

We are not permitted to redeem the senior preferred stock prior to the termination of Treasury’s funding commitment
under the senior preferred stock purchase agreement. Moreover, we are not permitted to pay down the liquidation
preference of the outstanding shares of senior preferred stock except to the extent of (1) accumulated and unpaid
dividends previously added to the liquidation preference and not previously paid down; and (2) quarterly commitment
fees previously added to the liquidation preference and not previously paid down. In addition to these exceptions, if we
issue any shares of capital stock for cash while the senior preferred stock is outstanding, the net proceeds of the
issuance, with the exception of up to $70 billion in aggregate gross cash proceeds from the issuance of common stock,
must be used to pay down the liquidation preference of the senior preferred stock. The liquidation preference of each
share of senior preferred stock may not be paid down below $1,000 per share prior to the termination of Treasury’s
funding commitment. Following the termination of Treasury’s funding commitment, we may pay down the liquidation
preference of all outstanding shares of senior preferred stock at any time, in whole or in part.

Additional Senior Preferred Stock Provisions

The senior preferred stock provides that we may not, at any time, declare or pay dividends on, make distributions with
respect to, or redeem, purchase or acquire, or make a liquidation payment with respect to, any common stock or other
securities ranking junior to the senior preferred stock unless (1) full cumulative dividends on the outstanding senior
preferred stock (including any unpaid dividends added to the liquidation preference) have been declared and paid in
cash, and (2) all amounts required to be paid with the net proceeds of any issuance of capital stock for cash (as
described in the preceding paragraph) have been paid in cash. Shares of the senior preferred stock are not convertible.
Shares of the senior preferred stock have no general or special voting rights, other than those set forth in the certificate
of designation for the senior preferred stock or otherwise required by law. The consent of holders of at least two-thirds of
all outstanding shares of senior preferred stock is generally required to amend the terms of the senior preferred stock or
to create any class or series of stock that ranks prior to or on parity with the senior preferred stock.
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Net Worth, Treasury Funding and Senior Preferred Stock Dividends

The charts below show information about our net worth, the remaining amount of Treasury’s funding commitment to us,
senior preferred stock dividends we have paid Treasury and funds we have drawn from Treasury pursuant to its funding
commitment.

Net Worth and Treasury Dividend Payments and Draws
Funding Commitment (Dollars in billions)
(Dollars in billions)

$181.4

$113.9
$47.4
T
As of December 31, 2021 As of December 31, 2021
Net worth B Cumulative dividend payments to Treasury’
B Remaining Treasury funding commitment B Cumulative draws from Treasury?

M Aggregate amount of dividends we have paid to Treasury on the senior preferred stock from 2008 through December 31, 2021. Under the
terms of the senior preferred stock purchase agreement, dividend payments we make to Treasury do not offset our draws of funds from
Treasury.

@ Aggregate amount of funds we have drawn from Treasury pursuant to the senior preferred stock purchase agreement from 2008 through
December 31, 2021.

Common Stock Warrant

Pursuant to the senior preferred stock purchase agreement, on September 7, 2008, we, through FHFA in its capacity as
conservator, issued to Treasury a warrant to purchase shares of our common stock equal to 79.9% of the total number
of shares of our common stock outstanding on a fully diluted basis on the date the warrant is exercised, for an exercise
price of $0.00001 per share. The warrant may be exercised in whole or in part at any time on or before September 7,
2028.

Covenants under Treasury Agreements

The senior preferred stock purchase agreement contains covenants that prohibit us from taking a number of actions
without the prior written consent of Treasury, including:

* paying dividends or other distributions on or repurchasing our equity securities (other than the senior preferred
stock or warrant);

+ issuing equity securities, except for stock issuances made (1) to Treasury, (2) pursuant to obligations that
existed at the time we entered conservatorship, and (3) as amended by the January 2021 letter agreement, for
common stock ranking pari passu or junior to the common stock issued to Treasury in connection with the
exercise of its warrant, provided that (i) Treasury has already exercised its warrant in full, and (ii) all currently
pending significant litigation relating to the conservatorship and the August 2012 amendment to the senior
preferred stock purchase agreement has been resolved, which may require Treasury’s assent. Net proceeds of
the issuance of any shares of capital stock for cash while the senior preferred stock is outstanding, except for
up to $70 billion in aggregate gross cash proceeds from the issuance of common stock, must be used to pay
down the liquidation preference of the senior preferred stock;

« terminating or seeking to terminate our conservatorship, other than through a receivership, except that, as
revised by the January 2021 letter agreement, FHFA can terminate our conservatorship without the prior
consent of Treasury if several conditions are met, including (1) all currently pending significant litigation relating
to the conservatorship and the August 2012 amendment to the senior preferred stock purchase agreement has
been resolved, and (2) for two or more consecutive quarters, our common equity tier 1 capital (as defined in the
enterprise regulatory capital framework), together with any stockholder equity that would result from a firm

Fannie Mae 2021 Form 10-K 15



Business | Conservatorship, Treasury Agreements and Housing Finance Reform

commitment public underwritten offering of common stock which is fully consummated concurrent with the
termination of conservatorship, equals or exceeds at least 3% of our adjusted total assets (as defined in the
enterprise regulatory capital framework);

« selling, transferring, leasing or otherwise disposing of any assets, except for dispositions for fair market value in
limited circumstances including if (a) the transaction is in the ordinary course of business and consistent with
past practice or (b) the assets have a fair market value individually or in the aggregate of less than $250 million;
and

+ issuing subordinated debt.

Covenants in the senior preferred stock purchase agreement also subject us to limits on the amount of mortgage assets
that we may own and the total amount of our indebtedness.

*  Mortgage Asset Limit. The amount of mortgage assets we are permitted to own is $250 billion and, as a result
of the January 2021 letter agreement, will decrease to $225 billion on December 31, 2022. We are currently
managing our business to a $225 billion cap pursuant to instructions from FHFA. Our mortgage assets as of
December 31, 2021 were $111.2 billion. Our mortgage asset calculation also includes 10% of the notional value
of interest-only securities we hold. We disclose the amount of our mortgage assets each month in the
“Endnotes” to our Monthly Summaries, which are available on our website and announced in a press release.

*  Debt Limit. Our debt limit under the senior preferred stock purchase agreement is set at 120% of the amount of
mortgage assets we were allowed to own under the agreement on December 31 of the immediately preceding
calendar year. This debt limit is currently $300 billion, and it will decrease to $270 billion as of December 31,
2022. As calculated for this purpose, our indebtedness as of December 31, 2021 was $202.5 billion. We
disclose the amount of our indebtedness on a monthly basis under the caption “Total Debt Outstanding” in our
Monthly Summaries, which are available on our website and announced in a press release.

Compensation. Another covenant prohibits us from entering into any new compensation arrangements or increasing
amounts or benefits payable under existing compensation arrangements with any of our executive officers (as defined
by Securities and Exchange Commission (“SEC”) rules) without the consent of the Director of FHFA, in consultation with
the Secretary of the Treasury.

Annual Risk Management Plan Covenant. Each year we remain in conservatorship we are required to provide Treasury
a risk management plan that sets out our strategy for reducing our risk profile, describes the actions we will take to
reduce the financial and operational risk associated with each of our business segments, and includes an assessment
of our performance against the planned actions described in the prior year’s plan. We submitted our most recent risk
management plan to Treasury in December 2021.

Covenants Added in January 2021 and Currently in Effect

In addition to the changes described above to covenants already in the senior preferred stock purchase agreement, the
January 2021 letter agreement added additional covenants:

»  Enterprise Regulatory Capital Framework. We are required to comply with the terms of the enterprise
regulatory capital framework as adopted by FHFA in November 2020 and published by FHFA in the Federal
Register on December 17, 2020, disregarding any subsequent amendments or modifications to the framework.

*  New Business Restrictions. Additional restrictive covenants impact our single-family business activities:
o Requirement to Provide Equitable Access for Single-Family Acquisitions. We:

= may not vary our pricing or acquisition terms for single-family loans based on the business
characteristics of the seller, including the seller’s size, charter type, or volume of business with
us; and

= must offer to purchase at all times, for equivalent cash consideration and on substantially the
same terms, any single-family mortgage loan that (1) is of a class of loans that we then offer to
acquire for inclusion in our mortgage-backed securities or for other non-cash consideration,
(2) is offered by a seller that has been approved to do business with us, and (3) has been
originated and sold in compliance with our underwriting standards.

o Single-Family Loan Eligibility Requirements Program. We are required to maintain a program, which
we began implementing in the second quarter of 2021, reasonably designed to ensure that the single-
family loans we acquire are limited to:

= qualified mortgages, except government-backed loans;
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= loans exempt from the Consumer Financial Protection Bureau’s (the “CFPB’s”) ability-to-repay
and qualified mortgage rule, except timeshares and home equity lines of credit;

= loans secured by an investment property;

= refinancing loans with streamlined underwriting originated in accordance with our eligibility
criteria for high loan-to-value refinancings;

= loans originated with temporary underwriting flexibilities during times of exigent
circumstances, as determined in consultation with FHFA;

= loans secured by manufactured housing; and

= such other loans that FHFA may designate that were eligible for purchase by us as of the date
of the January 2021 letter agreement.

Covenants Added in January 2021 and Temporarily Suspended in September 2021

The business restrictions described below were added to the senior preferred stock purchase agreement as a result of
the January 2021 letter agreement and subsequently temporarily suspended pursuant to a letter agreement dated
September 14, 2021. The suspension of these provisions will terminate on the later of one year after the date of the
agreement and six months after Treasury notifies us. As a result, we do not know when these suspensions will end.
Although the restrictions on these activities under the senior preferred stock purchase agreement are temporarily
suspended, in the ordinary course of business these and other business activities are subject to constraints from a
variety of sources, including board- and management-approved risk limits, capital considerations and FHFA instructions.
These suspended restrictions are as follows:

« Single Counterparty Volume Cap on Single-Family Acquisitions for Cash. This suspended provision would
require that we not acquire more than $1.5 billion in single-family loans for cash consideration from any single
seller (including its affiliates) during any period comprising four calendar quarters. Loan acquisitions through
lender swap securitization transactions would not be subject to this limitation.

«  Limit on Multifamily Volume. This suspended provision would require that we not acquire more than $80 billion
in multifamily mortgage assets in any 52-week period, with this multifamily volume cap to be adjusted up or
down by FHFA at the end of each calendar year based on changes to the consumer price index. Additionally, at
least 50% of our multifamily acquisitions in any calendar year must, at the time of acquisition, be classified as
mission-driven, consistent with FHFA guidelines. Although this provision has been suspended, FHFA
establishes a cap on our new multifamily business volume and requires that a minimum portion of our
multifamily business volume be mission-driven, focused on certain affordable and underserved market
segments. For more information on our multifamily volume cap, see “Legislation and Regulation—Multifamily
Business Volume Cap” and “MD&A—Multifamily Business—Multifamily Business Metrics.”

*  Limit on Specified Higher-Risk Single-Family Acquisitions. This suspended provision would prohibit our
acquisition of a single-family mortgage loan if, following the acquisition, more than 3% of our single-family loans
that result from a refinancing or 6% of our single-family loans that do not result from a refinancing would have
two or more of the higher-risk characteristics listed below at origination. The 3% and 6% measurements would
each be based on loans we acquired during the preceding 52-week period. The higher-risk characteristics are:

* acombined loan-to-value ratio greater than 90%;
* adebt-to-income ratio greater than 45%; and
+ aFICO credit score (or equivalent credit score) less than 680.

*  Limit on Acquisitions of Single-Family Mortgage Loans Backed by Second Homes and Investment Properties.
This suspended provision would require that we limit our acquisitions of single-family mortgage loans secured
by either second homes or investment properties to not more than 7% of the single-family mortgage loans we
have acquired during the preceding 52-week period.

Equitable Housing Finance Plan

In September 2021, FHFA instructed Fannie Mae and Freddie Mac to submit Equitable Housing Finance Plans to FHFA
by the end of 2021, which we have done. In our plan, we were required to identify and address barriers to sustainable
housing opportunities, including our goals and action plan to advance equity in housing finance for the next three years.
FHFA is also requiring Fannie Mae and Freddie Mac to submit annual progress reports on the actions undertaken
during the prior year to implement their plans.
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As contemplated by the instruction, the goals and action plans established by the Equitable Housing Finance Plan
address identified sustainable housing barriers, including:

» reducing the homeownership gap for a racial or ethnic group with a significant homeownership rate disparity;
and

*  reducing underinvestment or undervaluation in racially or ethnically concentrated areas of poverty, areas with
significant disparities in opportunity, or formerly redlined areas that remain racially or ethnically concentrated
areas of poverty or otherwise underserved or undervalued.

In connection with our Equitable Housing Finance Plan and in support of other efforts we may undertake to support
equitable housing, we anticipate establishing and supporting special purpose credit programs. Under the Equal Credit
Opportunity Act, creditors can create special purpose credit programs for groups that have been historically
disadvantaged in obtaining credit; such programs benefit applicants who would otherwise be denied credit or receive it
on less favorable terms. In response to uncertainty in the industry, in December 2021, the U.S. Department of Housing
and Urban Development (“HUD”) issued guidance clarifying that these programs, if they conform with the Equal Credit
Opportunity Act, generally do not violate the Fair Housing Act.

For more information on our initial Equitable Housing Finance Plan, see “Directors, Executive Officers and Corporate
Governance—ESG Matters—Social—Racial Equity.”

Housing Finance Reform

After Fannie Mae was placed in conservatorship, policymakers and others focused significant attention on how to
reform the nation’s housing finance system, including what role, if any, Fannie Mae and Freddie Mac should play in that
system. Despite this attention, efforts in Congress to enact meaningful reform have been limited, particularly in recent
years. The Administration and Congress may consider housing finance reforms or legislation that could result in
significant changes in our structure and role in the future, including proposals that would result in Fannie Mae’s
liquidation or dissolution. There continues to be significant uncertainty regarding the timing, content and impact of future
legislative and regulatory actions affecting us. See “Risk Factors—GSE and Conservatorship Risk” for a description of
risks associated with our future and potential housing finance reform.

Legislation and Regulation

As a federally chartered corporation and as a financial institution, we are subject to government regulation and
oversight. FHFA, our primary regulator, regulates our safety and soundness and our mission, and also acts as our
conservator. FHFA is an independent agency of the federal government with general supervisory and regulatory
authority over Fannie Mae, Freddie Mac and the Federal Home Loan Banks (“FHLBs”). HUD and FHFA regulate us with
respect to fair lending matters. Our regulators also include the SEC and Treasury. In addition, even if we are not directly
subject to an agency’s regulation or oversight, regulations by that agency that affect mortgage lenders and servicers,
debt investors, or the markets for our MBS or debt securities could have a significant impact on us.

GSE-Focused Matters

We describe below matters applicable specifically to Fannie Mae. These matters relate to legislation, regulation or, in
some cases, conservatorship. In the following section, we describe matters that are applicable more broadly or to other
mortgage or capital market participants and that may directly or indirectly affect us.

Capital

The GSE Act sets forth minimum and critical capital requirements for Fannie Mae and Freddie Mac and provides that
the Director of FHFA shall establish risk-based capital requirements and may establish higher minimum capital
requirements. FHFA has suspended the statute’s capital classifications during conservatorship. Although existing
statutory and regulatory capital requirements are not binding during conservatorship, we continue to submit capital
reports to FHFA and FHFA monitors our capital levels.

Conservatorship Capital Framework

In 2017, FHFA directed Fannie Mae and Freddie Mac to implement an aligned risk measurement framework for
evaluating business decisions and performance during conservatorship. The conservatorship capital framework
included specific requirements relating to the risk of our book of business and modeled returns on our new acquisitions.
We discuss below our transition from the conservatorship capital framework to our new enterprise regulatory capital
framework.
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Enterprise Regulatory Capital Framework

In November 2020, FHFA adopted a final rule establishing a new regulatory capital framework for the GSEs. The new
regulatory capital framework implements the statutory capital requirements and establishes supplemental risk-based
and leverage-based capital requirements beyond what is expressly required in the GSE Act. The framework provides a
granular assessment of credit risk specific to different mortgage loan categories, as well as components for market risk
and operational risk. The regulatory capital framework set forth in the rule includes the following:

+  Supplemental capital requirements relating to the amount and form of the capital we hold, based largely on
definitions of capital used in U.S. banking regulators’ regulatory capital framework. The rule specifies
complementary leverage-based and risk-based requirements, which together determine the requirements for
each tier of capital;

+ Arequirement that we hold prescribed capital buffers that can be drawn down in periods of financial stress and
then rebuilt over time as economic conditions improve. If we fall below the prescribed buffer amounts, we must
restrict capital distributions such as stock repurchases and dividends, as well as discretionary bonus payments
to executives, until the buffer amounts are restored. The prescribed capital buffers represent the amount of
capital we are required to hold above the minimum risk-based and leverage-based capital requirements.

o The risk-based capital buffers consist of three separate components: a stability capital buffer, a stress
capital buffer, and a countercyclical capital buffer. Taken together, these risk-based buffers comprise
the prescribed capital conservation buffer amount, or PCCBA. The PCCBA must be comprised entirely
of common equity Tier 1 capital; and

o Separately, the prescribed leverage-based buffer amount, or PLBA, represents the amount of Tier 1
capital we are required to hold above the minimum Tier 1 leverage-based capital requirement.

* Arequirement to file quarterly public capital reports starting in 2022, regardless of our status in conservatorship;

+  Specific minimum percentages, or “floors,” on the risk-weights applicable to single-family and multifamily
exposures, which has the effect of increasing the capital required to be held for loans otherwise subject to lower
risk weights;

»  Specific floors on the risk-weights applicable to retained portions of credit risk transfer transactions, which has
the effect of decreasing the capital relief obtained from these transactions; and

+ Additional elements based on U.S. banking regulators’ regulatory capital framework, including the planned
eventual introduction of an advanced approach to complement the standardized approach for measuring risk-
weighted assets.

The enterprise regulatory capital framework went into effect in February 2021, but the dates on which we must comply
with the requirements of the capital framework are staggered and largely dependent on whether we remain in
conservatorship. Under the rule, our compliance with the capital buffers will be required upon exit from conservatorship,
and our compliance with the base regulatory requirements will be required by the later of our exit from conservatorship
or such later date as may be specified by FHFA. Further, the compliance date for advanced approaches of the rule will
be January 1, 2025, or such later date as may be specified by FHFA. Reporting requirements under the enterprise
regulatory capital framework took effect for periods beginning on January 1, 2022, including public reporting of our
calculations of regulatory capital levels, buffers, adjusted total assets, and total risk-weighted assets.

When it is fully applicable to Fannie Mae, this framework will require us to hold significantly more capital than the
statutory minimum capital requirement, and we currently have a $100.3 billion deficit of core capital relative to that
statutory requirement. We believe that, if we were fully capitalized under the framework, our returns on our current
business would not be sufficient to attract private investors. See “Risk Factors—GSE and Conservatorship Risk” for a
discussion of Fannie Mae’s uncertain future and the potential impact of insufficient returns on capital. See “Note 12,
Regulatory Capital Requirements” for more information about our statutory capital classification measures.

In 2021, FHFA sought comments on three proposed rulemakings that would amend the enterprise regulatory capital
framework:

* In September 2021, FHFA proposed refining the prescribed leverage buffer amount and the capital treatment of
credit risk transfer transactions. Even if the amendments are adopted as proposed, the senior preferred stock
purchase agreement with Treasury currently includes a covenant that requires us to comply with the terms of
the enterprise regulatory capital framework as it became effective in February 2021, disregarding any
subsequent amendments or modifications. The comment period on the proposed rule closed in November
2021.
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* In October 2021, FHFA proposed additional public disclosure requirements relating to our capital requirements
under the framework, our available capital and our risk and capital management processes. The comment
period on the proposed rule closed in January 2022.

* In December 2021, FHFA proposed amendments requiring us to submit annual capital plans to FHFA and
provide prior notice for certain capital actions. The proposed amendments would also incorporate the
determination of the stress capital buffer into the capital planning process. The comment period on the
proposed amendments will close on February 25, 2022.

Since the enterprise regulatory capital framework went into effect, we have been reviewing our business decisions
continuously as they relate to both the new capital requirements and the conservatorship capital framework, because
we have measured our risk and returns on our business against the conservatorship capital framework, but the loans
we have been acquiring and any related credit-risk sharing transactions we enter into will also impact our future capital
requirements. We expect to complete in 2022 our transition from using the conservatorship capital framework to make
business and risk decisions to using the new enterprise regulatory capital framework and certain risk measures.
Managing our business to take into account our new capital requirements and measures of risk requires balancing
potentially competing business objectives, including furthering our mission objectives, prudently managing risk, and
earning a competitive return. We will need significantly more capital to meet the enterprise regulatory capital
framework’s requirements, which may have a significant impact on our business, but we cannot measure the full impact
at this time because the timing of when many of the provisions of the new framework will become applicable depends
on factors outside our control. We are developing our ongoing business strategy to align our business activities with our
new capital requirements and measures of risk.

Portfolio Standards

The GSE Act requires FHFA to establish standards governing our portfolio holdings, to ensure that they are backed by
sufficient capital and consistent with our mission and safe and sound operations. FHFA is also required to monitor our
portfolio and, in some circumstances, may require us to dispose of or acquire assets. In 2010, FHFA adopted, as the
standard for our portfolio holdings, the portfolio limits specified in the senior preferred stock purchase agreement
described under “Conservatorship, Treasury Agreements and Housing Finance Reform—Treasury Agreements—
Covenants under Treasury Agreements,” as it may be amended from time to time. The rule is effective for as long as we
remain subject to the terms and obligations of the senior preferred stock purchase agreement.

Stress Testing

The Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”) requires certain financial
companies to conduct annual stress tests to determine whether the companies have the capital necessary to absorb
losses as a result of adverse economic conditions. Under FHFA regulations implementing this requirement, each year
we are required to conduct a stress test using two different scenarios of financial conditions provided by FHFA—
baseline and severely adverse—and to publish a summary of our stress test results for the severely adverse scenario
by August 15. We publish our stress test results on our website. We and FHFA published our most recent stress test
results for the severely adverse scenario on August 13, 2021.

FHFA Proposed Liquidity Requirements

In June 2020, FHFA instructed us to meet prescriptive liquidity requirements. In December 2020, those requirements
became effective and FHFA issued a proposed rule in line with the updated requirements. Liquidity requirements affect
the amount of liquid assets we are required to hold, and to meet FHFA's instructions and proposed rule, we hold more
liquid assets than we were required to hold under our previous framework. For information about our liquidity
requirements, see “MD&A—Liquidity and Capital Management—Liquidity Management—Liquidity and Funding Risk
Management Practices and Contingency Planning.”

Receivership

Under the GSE Act, FHFA must place us into receivership if the Director of FHFA makes a written determination that our
assets are less than our obligations (that is, we have a net worth deficit) or if we have not been paying our debts as they
become due, in either case, for a period of 60 days. FHFA has notified us that the measurement period for any
mandatory receivership determination with respect to our assets and liabilities would commence no earlier than the SEC
public filing deadline for our quarterly or annual financial statements and would continue for 60 calendar days thereafter.
FHFA has advised us that if, during that 60-day period, we receive funds from Treasury in an amount at least equal to
the deficiency amount under the senior preferred stock purchase agreement, the Director of FHFA will not make a
mandatory receivership determination.
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In addition, we could be put into receivership at the discretion of the Director of FHFA at any time for other reasons set
forth in the GSE Act. The statutory grounds for discretionary appointment of a receiver include: a substantial dissipation
of assets or earnings due to unsafe or unsound practices; the existence of an unsafe or unsound condition to transact
business; an inability to meet our obligations in the ordinary course of business; a weakening of our condition due to
unsafe or unsound practices or conditions; critical undercapitalization; undercapitalization and no reasonable prospect
of becoming adequately capitalized; the likelihood of losses that will deplete substantially all of our capital; or by
consent.

The appointment of FHFA as receiver would immediately terminate the conservatorship. In the event of receivership, the
GSE Act requires FHFA, as the receiver, to organize a limited-life regulated entity with respect to Fannie Mae. Among
other requirements, the GSE Act provides that this limited-life regulated entity:

» would succeed to Fannie Mae’s charter and thereafter operate in accordance with and subject to such charter;

* would assume, acquire or succeed to our assets and liabilities to the extent that such assets and liabilities are
transferred by FHFA to the entity; and

« would not be permitted to assume, acquire or succeed to any of our obligations to shareholders.

Placement into receivership would likely have a material adverse effect on holders of our common stock and preferred
stock, and could have a material adverse effect on holders of our debt securities and Fannie Mae MBS. Should we be
placed into receivership, different assumptions would be required to determine the carrying value of our assets, which
could lead to substantially different financial results. For more information on the risks to our business relating to
receivership and uncertainties regarding the future of our business, see “Risk Factors—GSE and Conservatorship
Risk.”

Resolution Planning

In May 2021, FHFA issued a final rule requiring us to develop a plan for submission to FHFA that would assist FHFA in
planning for the rapid and orderly resolution of the company if FHFA is appointed as our receiver. The stated goals in
the rule for our resolution plan are to:

* minimize disruption in the national housing finance markets by providing for the continued operation of our core
business lines in receivership by a newly constituted limited-life regulated entity;

» preserve the value of our franchise and assets;

+ facilitate the division of assets and liabilities between the limited-life regulated entity and the receivership
estate;

« ensure that investors in our guaranteed mortgage-backed securities and our unsecured debt bear losses in the
order of their priority established under the GSE Act, while minimizing unnecessary losses and costs to these
investors; and

+ foster market discipline by making clear that no extraordinary government support will be available to indemnify
investors against losses or fund the resolution of the company.

The rule requires that we submit our initial resolution plan to FHFA by April 6, 2023, and subsequent resolution plans not
later than every two years thereafter unless otherwise notified by FHFA. The rule provides that, in developing our
resolution plan, we must assume that receivership may occur under severely adverse economic conditions, and we may
not assume the provision or continuation of extraordinary support by the U.S. government (including support under our
senior preferred stock purchase agreement with Treasury).

Affordable Housing Allocations

The GSE Act requires us to set aside in each fiscal year an amount equal to 4.2 basis points for each dollar of the
unpaid principal balance of our new business purchases and to pay this amount to specified HUD and Treasury funds in
support of affordable housing. New business purchases consist of single-family and multifamily whole mortgage loans
purchased during the period and single-family and multifamily mortgage loans underlying Fannie Mae MBS issued
during the period pursuant to lender swaps, which we describe in “Mortgage Securitizations.” We are prohibited from
passing through the cost of these allocations to the originators of the mortgage loans that we purchase or securitize. For
each year’s new business purchases since 2015, we have set aside amounts for these contributions and transferred the
funds when directed by FHFA to do so. See “Certain Relationships and Related Transactions, and Director
Independence—Transactions with Related Persons—Treasury Interest in Affordable Housing Allocations” for
information on our contribution for 2021 new business purchases.

Fannie Mae 2021 Form 10-K 21



Business | Legislation and Regulation

Fair Lending

The GSE Act requires the Secretary of HUD to assure that Fannie Mae and Freddie Mac meet their fair lending
obligations. Among other things, HUD periodically reviews and comments on our underwriting and appraisal guidelines
to ensure consistency with the Fair Housing Act. In July 2021, FHFA issued a Policy Statement on Fair Lending
describing its statutory authority and policies for supervisory oversight and enforcement of fair lending matters with
respect to Fannie Mae and Freddie Mac. In August 2021, FHFA and HUD entered into a memorandum of understanding
regarding fair housing and fair lending coordination. Among other things, the memorandum of understanding allows
HUD and FHFA to coordinate on investigations, compliance reviews, and ongoing monitoring of Fannie Mae and
Freddie Mac to ensure compliance with the Fair Housing Act. In December 2021, FHFA released an advisory bulletin to
provide FHFA's supervisory expectations and guidance to Fannie Mae and Freddie Mac on fair lending and fair housing
compliance.

FHFA Rule on Credit Score Models

Under an FHFA rule that became effective in October 2019, we are required to validate and approve third-party credit
score models and obtain FHFA's approval of our determination. We must evaluate the models for factors such as
accuracy, reliability and integrity, as well as impacts on fair lending and the mortgage industry. We have determined that
the “classic FICO® Score” from Fair Isaac Corporation should be approved for our continued use as a credit score
model and FHFA approved this determination. We continue to consider additional credit score model applications in
accordance with the rule. Fannie Mae uses credit scores to establish a minimum credit threshold for mortgage lending,
provide a foundation for risk-based pricing, and support disclosures to investors.

Housing Goals

In this and the following sections, we discuss our housing goals and our duty to serve obligations pursuant to the GSE
Act, as well as FHFA's requirement, as our conservator, that a portion of our new multifamily business be focused on
affordable and underserved markets. In pursuit of our mission to facilitate equitable and sustainable access to
homeownership and quality affordable rental housing across America, and at FHFA's instruction, we are also looking at
additional ways to help very low-, low- and moderate-income borrowers attain and sustain homeownership.

Our housing goals, which are established by FHFA in accordance with the GSE Act, require that a specified amount of
mortgage loans we acquire meet standards relating to affordability or location. For single-family goals, our acquisitions
are measured against the lower of benchmarks set by FHFA or the level of goals-qualifying originations in the primary
mortgage market. Multifamily goals are established as a number of units to be financed.

Housing Goals for 2020 and 2021

In December 2021, FHFA determined that we met all of our 2020 single-family and multifamily housing goals. We
believe we also met our 2021 single-family and multifamily housing goals, and FHFA will make a final determination
regarding our 2021 performance later in the year, after data regarding the share of goals-qualifying originations in the
primary mortgage market, reported under the Home Mortgage Disclosure Act, becomes available. The tables below
display information about our housing goals for 2020 and 2021 and performance against our 2020 goals.

Single-Family Housing Goals"

2020 2021
Single-
Family
FHFA Market FHFA
Benchmark Level Result Benchmark
Low-income (£80% of area median income) families home
purchases 24 % 276 % 29.0 % 24 %
Very low-income (=50% of area median income) families
home purchases 6 7.0 7.3 6
Low-income areas home purchases® 18 22.4 23.6 18
Low-income and high-minority areas home purchases® 14 17.6 18.3 14
Low-income families refinances 21 21.0 21.2 21

™" The FHFA benchmarks and our results are expressed as a percentage of the total number of eligible single-family mortgages acquired
during the period. The Single-Family Market level is the percentage of eligible single-family mortgages originated in the primary mortgage
market.
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@ These mortgage loans must be secured by a property that is (a) in a low-income census tract, (b) in a high-minority census tract and
affordable to moderate-income families (those with incomes less than or equal to 100% of area median income), or (c) in a designated
disaster area and affordable to moderate-income families.

®  These mortgage loans must be secured by a property that is (a) in a low-income census tract or (b) in a high-minority census tract and
affordable to moderate-income families.

Multifamily Housing Goals'”

2020 2021

Goal Result Goal
Low-income families 315,000 441,773 315,000
Very low-income families 60,000 95,416 60,000
Small affordable multifamily properties®® 10,000 21,797 10,000

™ FHFA goals and our results are expressed as number of units financed during the period.
@ gSmall affordable multifamily properties are those with 5 to 50 units that are affordable to low-income families.
Housing goals for 2022 to 2024

In December 2021, FHFA published a final rule establishing new benchmark levels for our single-family housing goals
for 2022 through 2024 and new multifamily housing goals for 2022.

Single-Family Housing Goals for 2022 to 2024

FHFA will continue to evaluate our performance against the single-family housing goals using a two-part approach that
compares the goals-qualifying share of our single-family mortgage acquisitions against both a benchmark level and a
market level. To meet a single-family housing goal or subgoal, the percentage of our mortgage acquisitions that meet
each goal or subgoal must equal or exceed either the benchmark level set in advance by FHFA or the market level for
that year. The market level is determined retrospectively each year based on actual goals-qualifying originations in the
primary mortgage market as measured by FHFA based on Home Mortgage Disclosure Act data for that year.

The final rule establishes two new single-family home purchase subgoals to replace the prior low-income areas subgoal.
The new minority census tracts subgoal targets borrowers with income at or below area median income (“AMI”) who
reside in minority census tracts (defined as census tracts with a minority population of at least 30% and a median
income below AMI). The new low-income census tracts subgoal targets (1) borrowers who reside in low-income census
tracts that are not minority census tracts, regardless of income, and (2) borrowers with income greater than AMI who
reside in low-income census tracts that are minority census tracts. Consistent with current practice, FHFA will set the
overall low-income areas goal on an annual basis to take account of mortgage loans made to borrowers who reside in
designated disaster areas.

Prior Benchmark Level Current Benchmark Level
Single-Family Goals 2018-2021 2022-2024
Low-Income Home Purchase Goal 24% 28%
Very Low-Income Home Purchase Goal 6% 7%
Minority Census Tracts Subgoal (New) N/A 10%
Low-Income Census Tracts Subgoal (New) N/A 4%
Low-Income Refinance Goal 21% 26%

Multifamily Housing Goals for 2022

In response to comments on its rule proposal, FHFA's final rule established multifamily housing goals for 2022 only,
rather than for 2022 through 2024. FHFA will evaluate our performance for 2022 against the following multifamily goals
and subgoals.

Prior Goal Current Goal
Multifamily Goals 2018-2021 2022
Low-Income Goal 315,000 415,000
Very Low-Income Subgoal 60,000 88,000
Small Multifamily (5-50 Units) Low-Income Subgoal 10,000 17,000
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The 2022 goals proposed by FHFA are at significantly higher levels than our 2018 to 2021 goals, particularly for the
small multifamily low-income subgoal.

As described in “Risk Factors—GSE and Conservatorship Risk,” actions we may take to meet our housing goals and
duty to serve requirements described below may increase our credit losses and credit-related expense.

Multifamily Business Volume Cap

As our conservator, FHFA has established caps on our new multifamily business volume and requirements that a
portion of our multifamily volume be focused on affordable and underserved markets. Our multifamily loan purchase cap
for 2022 is $78 billion, and a minimum of 50% of loan purchases must be mission-driven, focused on specified
affordable and underserved market segments. In addition, 25% of loan purchases must be affordable to residents
earning 60% or less of area median income, up from the 20% requirement in 2021. Multifamily business that meets the
minimum 25% requirement also counts as meeting the minimum 50% requirement. See “MD&A—Multifamily Business
—Multifamily Business Metrics” for more information about our multifamily business volume cap, which is a requirement
under the scorecard FHFA issued establishing 2022 corporate performance objectives for us. More information on
FHFA's 2022 Scorecard is provided in our current report on Form 8-K filed on November 18, 2021.

Duty to Serve Underserved Markets

The GSE Act requires that we serve very low-, low-, and moderate-income families in three specified underserved
markets: manufactured housing, affordable housing preservation and rural housing. Under FHFA's implementing “duty
to serve” rule, we are required to adopt an underserved markets plan for each underserved market covering a three-
year period that sets forth the activities and objectives we will undertake to meet our duty to serve that market.

The types of activities that are eligible for duty to serve credit in each underserved market are summarized below:

*  Manufactured housing market. For the manufactured housing market, duty to serve credit is available for
eligible activities relating to manufactured homes (whether titled as real property or personal property (known
as chattel)) and loans for specified categories of manufactured housing communities.

«  Affordable housing preservation market. For the affordable housing preservation market, duty to serve credit is
available for eligible activities relating to preserving the affordability of housing for renters and buyers under
specified programs enumerated in the GSE Act and other comparable affordable housing programs
administered by state and local governments, subject to FHFA approval. Duty to serve credit also is available
for activities related to small multifamily rental properties, energy efficiency improvements on existing
multifamily rental and single-family first lien properties, certain shared equity homeownership programs, the
purchase or rehabilitation of certain distressed properties, and activities under HUD’s Choice Neighborhoods
Initiative and Rental Assistance Demonstration programs.

*  Rural housing market. For the rural housing market, duty to serve credit is available for eligible activities related
to housing in rural areas, including activities related to housing in high-needs rural regions and for high-needs
rural populations.

FHFA reviews our draft underserved markets plans. In response to comments we received from FHFA on our initially
proposed plans for 2022 to 2024, we have revised our draft plans for further FHFA consideration.

FHFA has also established an annual process for evaluating our achievements under the plans, with performance
results to be reported to Congress annually. If FHFA determines that we failed to meet the requirements of an
underserved markets plan, it may result in the imposition of a housing plan that could require us to take additional steps.
In October 2021, FHFA reported its determination that we complied with our 2020 duty to serve requirements and its
finding that we performed a satisfactory job of increasing the liquidity and distribution of available capital in each of the
three underserved markets. We believe we also met our 2021 duty to serve obligations. FHFA will determine our
performance with respect to our 2021 duty to serve obligations in 2022.

Guaranty Fees and Pricing

Our guaranty fees and pricing are subject to regulatory, legislative and conservatorship requirements:

» FHFA, in its capacity as conservator, can direct us to make changes to our guaranty fee pricing for new single-
family acquisitions. FHFA has also provided guidance relating to our guaranty fee pricing. For new single-family
acquisitions, FHFA has instructed us to meet a specified minimum return on equity target based on our capital
requirements. In addition, FHFA has instructed us to establish a long-term target for returns at the enterprise
level, which may impact our guaranty fees.

* FHFAIn its regulatory capacity, has established minimum base guaranty fees that generally apply to our
acquisitions of 30-year and 15-year single-family fixed-rate loans in lender swap transactions.
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* In December 2011, Congress enacted the Temporary Payroll Tax Cut Continuation Act of 2011 (the “TCCA”)
which, among other provisions, required that we increase our single-family guaranty fees by at least 10 basis
points and remit this increase to Treasury. To meet our obligations under the TCCA and at the direction of
FHFA, we increased the guaranty fee on all single-family residential mortgages delivered to us by 10 basis
points effective April 1, 2012. The resulting revenue is included in net interest income and the expense is
recognized as “TCCA fees.” In November 2021, the Infrastructure Investment and Jobs Act was enacted, which
extended to October 1, 2032 our obligation under the TCCA to collect 10 basis points in guaranty fees on
single-family residential mortgages delivered to us and pay the associated revenue to Treasury. In January
2022, FHFA advised us to continue to pay these TCCA fees to Treasury with respect to all single-family loans
acquired by us before October 1, 2032, and to continue to remit these amounts to Treasury on and after
October 1, 2032 with respect to loans we acquired before this date until those loans are paid off or otherwise
liquidated. As noted in “Glossary of Terms Used in This Report,” in this report we use the term “TCCA fees” to
refer to the expense recognized as a result of the 10 basis point increase in guaranty fees on all single-family
residential mortgages delivered to us on or after April 1, 2012 pursuant to the Temporary Payroll Tax Cut
Continuation Act of 2011 and as extended by the Infrastructure Investment and Jobs Act, which we remit to
Treasury on a quarterly basis.

New Products and Activities

The GSE Act requires us to obtain prior approval from FHFA before initially offering new products and to provide
advance notice to FHFA of new activities, subject to certain exceptions. FHFA adopted an interim final rule implementing
these provisions in July 2009, but subsequently concluded that permitting us to engage in new products was
inconsistent with the goals of the conservatorship and instructed us not to submit new product requests under the rule.
In October 2020, FHFA issued a proposed rule that, if adopted as final, would replace the interim final rule. The
proposed rule establishes a process for the review of new products and activities by FHFA, including providing for a
public notice and comment period with respect to new products. The proposed rule also establishes revised criteria for
determining what constitutes a new activity that requires notice to FHFA and describes the activities that are excluded
from the requirements of the proposed rule. The proposed rule, if adopted as a final rule, would apply to Fannie Mae,
and any affiliates of Fannie Mae, both during and after a transition from conservatorship. In January 2021, we submitted
a comment letter recommending various modifications to the proposed rule to streamline FHFA's review of new products
and activities.

Executive Compensation

The amount of compensation we may pay our executives is subject to a number of legal and regulatory restrictions,
particularly while we are in conservatorship. For a description of our executive compensation program and legal,
regulatory and conservatorship requirements that affect our executive compensation, see “Executive Compensation.”

FHFA Rule on Uniform Mortgage-Backed Securities

We and Freddie Mac are required to align our programs, policies and practices that affect the prepayment rates of TBA-
eligible MBS pursuant to an FHFA rule. The rule is intended to ensure that Fannie Mae and Freddie Mac programs,
policies and practices that individually have a material effect on cash flows (including policies that affect prepayment
speeds) are and will remain aligned regardless of whether we and Freddie Mac are in conservatorship. The rule
provides a non-exhaustive list of covered programs, policies and practices, including management decisions or actions
about: single-family guaranty fees; the spread between the note rate on the mortgage and the pass-through coupon on
the MBS; eligibility standards for sellers, servicers, and private mortgage insurers; distressed loan servicing
requirements; removal of mortgage loans from securities; servicer compensation; and proposals that could materially
change the credit risk profile of the single-family mortgages securitized by a GSE. We believe that our policies and
practices are generally aligned with the requirements specified by FHFA pursuant to the rule. However, FHFA may
mandate alignment efforts in the future, and the impact of any such efforts on our business or our MBS is uncertain.

Industry and General Matters
The CARES Act and other Relief

In response to the COVID-19 pandemic, a number of legislative and executive actions were taken by the federal
government and state and local governments to assist affected borrowers and renters and to slow the spread of the
pandemic. While many of the provisions described below are no longer in effect, the pandemic continues, and new
requirements and prohibitions may be imposed in the future that could, depending on their scope and the extent they
apply to our business, have a material adverse effect on our business and financial results.
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The Coronavirus Aid, Relief, and Economic Security Act, referred to as the CARES Act, which was enacted in March
2020, contained a number of provisions aimed at providing relief for individuals and businesses that applied to the loans
we guarantee. The CARES Act included a requirement that our servicers provide forbearance (that is, a temporary
suspension of the borrower’s monthly mortgage payments) for up to 360 days upon the request of any single-family
borrower experiencing a financial hardship caused by the COVID-19 pandemic. The CARES Act also temporarily
suspended certain foreclosures and foreclosure-related evictions for single-family properties, and the act instituted a
temporary moratorium on tenant evictions for nonpayment of rent that applied to any single-family or multifamily
property that secured a mortgage loan we own or guarantee. The Centers for Disease Control and Prevention (the
“CDC”) issued orders establishing a temporary prohibition on certain residential evictions for nonpayment of rent, which
the U.S. Supreme Court ultimately invalidated in August 2021. The CFPB issued a rule that prohibited servicers from
initiating new foreclosures, with limited exceptions, on certain mortgage loans secured by the borrower’s principal
residence until after December 31, 2021. Many states and localities also issued executive orders or enacted legislation
requiring mortgage forbearance, foreclosure and eviction moratoriums, and rent flexibilities.

See “MD&A—Single-Family Business—Single-Family Mortgage Credit Risk Management” and “MD&A—Multifamily
Business—Multifamily Mortgage Credit Risk Management” for more information on the actions we have taken and are
taking to support borrowers affected by the impacts of the COVID-19 pandemic and the current status of loans that
received COVID-19-related forbearance.

Risk Retention

Under a rule implementing the Dodd-Frank Act’s credit risk retention requirement, sponsors of securitization
transactions are generally required to retain a 5% economic interest in the credit risk of the securitized assets. The rule
offers several compliance options, one of which is to have either Fannie Mae or Freddie Mac (so long as they remain in
conservatorship or receivership with capital support from the United States) securitize and fully guarantee the assets, in
which case no further retention of credit risk is required. A potential exit from conservatorship, or changes we make in
our business upon any potential exit from conservatorship to comply with the rule, could reduce our market share or
adversely impact our business. Securities backed solely by mortgage loans meeting the definition of a “qualified
residential mortgage” are exempt from the risk retention requirements of the rule. The rule currently defines “qualified
residential mortgage” to have the same meaning as the term “qualified mortgage” as defined by the CFPB in connection
with its ability-to-repay rule discussed below.

Ability-to-Repay Rule and the Qualified Mortgage Patch

The Dodd-Frank Act amended the Truth in Lending Act (“TILA”) to require creditors to determine that borrowers have a
“reasonable ability to repay” most mortgage loans prior to making such loans. In 2013, the CFPB issued a rule that,
among other things, requires creditors to determine a borrower’s “ability to repay” a mortgage loan. If a creditor fails to
comply, a borrower may be able to offset a portion of the amount owed in a foreclosure proceeding or recoup monetary
damages. The rule offers several options for complying with the ability-to-repay requirement, including making loans that
meet certain terms and characteristics (referred to as “qualified mortgages”), which may provide creditors and their
assignees with special protection from liability. A loan will be a standard qualified mortgage under the rule if, among
other things, (1) the points and fees paid in connection with the loan do not exceed 3% of the total loan amount, (2) the
loan term does not exceed 30 years, (3) the loan is fully amortizing with no negative amortization, interest-only or
balloon features and (4) the debt-to-income (“DTI”) ratio on the loan does not exceed 43% at origination and is
underwritten according to Appendix Q in the rule. The CFPB also created the qualified mortgage “patch,” pursuant to
which a special class of conventional mortgage loans are considered qualified mortgages if they (1) meet the points and
fees, term and amortization requirements of qualified mortgages generally and (2) are eligible for sale to Fannie Mae or
Freddie Mac. In 2013, FHFA directed Fannie Mae and Freddie Mac to limit our acquisition of single-family loans to those
loans that meet the points and fees, term and amortization requirements for qualified mortgages, or to loans that are
exempt from the ability-to-repay rule, such as loans made to investors.

In December 2020, the CFPB published a rule amendment that eliminated the qualified mortgage patch and replaced
the 43% DTI ratio limit and certain other requirements for a standard qualified mortgage with a pricing and underwriting
framework. The final qualified mortgage rule went into effect in March 2021, with lenders initially required to comply
beginning in July 2021. In April 2021, the CFPB published a final rule extending the mandatory compliance date to
October 2022 and thereby also extending the qualified mortgage patch. The CFPB has indicated that it will consider
changes to the final rule during the extended implementation timeframe. Although the rule’s implementation is delayed,
the terms of our senior preferred stock purchase agreement with Treasury require that most single-family loans we
purchase be qualified mortgages under the terms of the final rule that went into effect in March 2021. We do not expect
the final qualified mortgage rule, as published, to impact our business significantly. See “Risk Factors—GSE and
Conservatorship Risk” and “Risk Factors—Legal and Regulatory Risk” for more information on risks presented by
regulatory changes in the financial services industry.
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TILA-RESPA Integrated Disclosure (“TRID”)

The Dodd-Frank Act required the CFPB to streamline and simplify the disclosures required under TILA and the Real
Estate Settlement Procedures Act. In October 2015, the CFPB’s final rule implementing these changes went into effect.
Although this rule applies to mortgage originators and is not directly applicable to us, we could face potential liability for
certain errors in the required disclosures in connection with the loans we acquire from lenders. It remains unclear what
sorts of errors will give rise to liability. Consistent with a 2015 directive from FHFA, we do not conduct post-purchase
loan file reviews for technical compliance with TRID, and we currently do not exercise our contractual remedies,
including requiring the lender to repurchase the loan, for noncompliance with the provisions of TRID, except in two
limited circumstances: if the required form is not used; or if a particular practice would impair enforcement of the note or
mortgage or would result in assignee liability, and a court of law, regulator or other authoritative body has determined
that such practice violates TRID.

Single-Counterparty Credit Limit

The Federal Reserve Board has adopted rules to restrict the counterparty credit exposures of U.S.-based global
systemically important banks (“U.S. GSIBs”) and certain large bank holding companies, large savings and loan holding
companies, and U.S. intermediate holding companies that are subsidiaries of foreign banking organizations. These
rules generally limit the exposure of a covered organization to any counterparty and its affiliates to no more than 25% of
the covered organization’s tier 1 capital. U.S. GSIBs must adhere to a stricter limit of 15% of their tier 1 capital for
exposures to any other U.S. GSIB or non-bank entity supervised by the Federal Reserve.

While Fannie Mae is in conservatorship, a covered organization’s 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. We do not know what impact, if any, these rules may have on
our lenders’ or counterparties’ business practices, or whether and to what extent this rule may adversely affect demand
for or the liquidity of securities we issue. The Federal Reserve Board has indicated that a change in the conservatorship
status of the GSEs could affect aspects of the Federal Reserve Board’s regulatory framework, and that it “will continue
to monitor and take into consideration any future changes to the conservatorship status of the GSEs, including the
extent and type of support received by the GSEs.”

Transition from LIBOR and Alternative Reference Rates

In 2017, the United Kingdom’s Financial Conduct Authority, which regulates the London Inter-bank Offered Rate
(“LIBOR”), announced its intention to stop persuading or compelling the group of major banks that sustains LIBOR to
submit rate quotations after 2021. ICE Benchmark Administration (“IBA”), the administrator of LIBOR, ceased
publication of one-week and two-month U.S. dollar LIBOR after December 2021 and has stated its intention to cease
publication of the remaining U.S. dollar LIBOR tenors, including one-month, three-month, six-month and one-year
LIBOR, after June 2023. We are exposed to LIBOR-based financial instruments, primarily relating to our acquisitions of
loans and securities, sales of securities, and derivative transactions, that have been entered into previously and mature
after June 2023. However, we no longer acquire LIBOR loans or securities, issue LIBOR securities or enter into LIBOR
derivatives transactions that increase our LIBOR risk exposure, so our exposure to LIBOR continues to diminish.

We have been actively seeking to facilitate an orderly transition from LIBOR to emerging alternative rates. We
established an internal office focused on LIBOR transition issues that is overseen by our LIBOR Enterprise Steering
Council, which includes members of senior management. We also coordinate with FHFA on our LIBOR transition efforts.
As part of these efforts, we have sought to identify the risks inherent in this transition and engaged external business
and legal consultants focused on LIBOR and alternative indices. We continue to analyze potential risks associated with
the LIBOR transition, including financial, operational, legal, reputational and compliance risks.

In addition to the work we are doing on an enterprise level to facilitate an orderly transition from LIBOR, we also are a
voting member of the Alternative Reference Rates Committee (the “ARRC”) and participate in its working groups. The
ARRC is a group of private-market participants convened by the Federal Reserve Board and the Federal Reserve Bank
of New York to identify a set of alternative U.S. dollar reference interest rates and an adoption plan for those alternative
rates. Banking and financial regulators, including FHFA, also participate in the ARRC as ex-officio members. In 2017,
the ARRC recommended an alternative reference rate, referred to as the Secured Overnight Financing Rate (“SOFR”).
The Federal Reserve Bank of New York began publishing SOFR in 2018.
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In support of the ARRC’s efforts to develop SOFR as a key market index, we issued the market’s first SOFR securities
in 2018, and through December 31, 2021 we have issued a total of $136.1 billion in SOFR-indexed floating-rate
corporate debt. Since 2020, we have taken numerous steps to transition our financial instruments away from LIBOR;
including using SOFR-indexed adjustable-rate mortgage products for new originations for our single-family business
and our multifamily business, ceasing our purchase of any LIBOR adjustable-rate mortgage loans, issuing SOFR-
indexed REMIC securities, and ceasing the issuance of new LIBOR REMIC securities. We supported the initial
development of SOFR-indexed interest rate swaps and futures transactions and continue to execute these SOFR trades
on a frequent basis. We have not issued LIBOR debt securities since 2017, and we no longer enter into new LIBOR
derivatives trades that increase our LIBOR risk exposure.

Our LIBOR-indexed derivative contracts historically represented the single largest category (measured by notional
amount) of our LIBOR exposure. During 2021, we terminated the vast majority of our LIBOR derivatives transactions
(and, where appropriate, entered into new SOFR derivatives trades). While we have a small amount of remaining
legacy LIBOR derivatives trades that will mature after June 2023, the related contracts provide that LIBOR will be
replaced with SOFR once LIBOR ceases to be published.

Given that our derivatives LIBOR exposure has been significantly decreased and the transition to SOFR has been
addressed, our three principal sources of continued exposure to LIBOR arise from (1) single-family and multifamily
LIBOR-based adjustable-rate mortgage loans that we have securitized or own; (2) LIBOR-indexed REMIC structured
securities that we have issued; and (3) LIBOR indexed credit risk transfer securities. Each of those products allow us to
select a replacement index if LIBOR ceases to be published or, for products issued in 2020 or after, uses fallback
language based on the recommendations of the ARRC. In coordination with Freddie Mac, and in consultation with
FHFA, we have been providing frequent public updates about these LIBOR products by means of a publicly-available
LIBOR transition playbook.

While we have the ability to select the replacement index for many of these LIBOR products, the transition from LIBOR
will require action by many market participants and leadership from organizations such as the ARRC member firms,
FHFA, our advisors, and other regulators. In October 2021, the ARRC announced that it will develop any and all
remaining final details of the ARRC’s recommended fallback rates for LIBOR consumer products no later than one year
before the date when LIBOR is expected to cease (that is, by June 30, 2022). This timeline is meant to provide market
participants sufficient time to prepare for an orderly transition. Such an announcement will allow us to announce our
transition plans for our LIBOR-indexed consumer products shortly thereafter.

In addition, federal legislation is being considered by Congress that is aimed at providing a fair and orderly transition
from LIBOR to alternative rates. In December 2021, the House of Representatives passed the Adjustable Interest Rate
(LIBOR) Act of 2021 by an overwhelming vote. The goal of this bill is to facilitate a smooth transition from LIBOR to
alternative rates, provide a transparent and fair process, and provide a litigation safe harbor for market participants that
act in accordance with such legislation, and related federal agency rulemakings for their contracts associated with their
LIBOR financial instruments. We cannot predict the likelihood that any legislation is passed, related rulemakings or
decisions are made, or the impact of those actions and decisions. See “Risk Factors—Market and Industry Risk” for a
discussion of the risks to our results of operations, financial condition, liquidity and net worth posed by the
discontinuance of LIBOR.

Human Capital

Our employees are key to ensuring our long-term success and meeting our strategic objectives. We had approximately
7,400 employees as of December 18, 2021, our final pay-period end date in 2021. Because we design, build and
maintain complex systems to support our specialized role in the secondary mortgage market, approximately 39% of our
employees work in technology-related jobs. An improving economy and increased remote work opportunities have
increased the competition we face from other companies in hiring new employees, as well as in retaining our
employees. Competition is especially high for employees with technology skills. Voluntary attrition of our employees has
increased over the past year, consistent with a national trend. In addition to attrition rates, our vacancy rate at any given
point in time can be affected by other factors such as hiring priorities, labor market conditions, headcount growth rates,
and the timing of onboarding new employees. As of December 18, 2021, approximately 9% of positions across the
company were vacant, and approximately 12% of our technology-related positions were vacant. We discuss how
restrictions on our compensation and uncertainty with respect to our future negatively affect our ability to retain and
recruit employees in “Risk Factors—GSE and Conservatorship Risk.” Despite conservatorship, an uncertain future, and
limitations on the compensation we are able to offer, we believe many employees and potential recruits are attracted by
our mission and the compelling nature of our work.
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Employee Engagement

We are committed to maintaining an engaged workforce as we believe engagement is critical to the ongoing
achievement of the company’s and the conservator’s goals. We monitor employee engagement through regular
surveys. In 2021, the vast majority of our employees agreed with statements such as whether they would recommend
Fannie Mae as a great place to work, which we consider to be strong indicators of their engagement. We believe our
ability to recruit and retain employees and keep them engaged is influenced by the opportunity to do interesting work
that supports our mission. We also offer employee benefits to encourage involvement in socially positive efforts,
including those that echo our mission. Specifically, we offer employees up to $5,000 per year in matching charitable gifts
(subject to overall available funding) and 10 hours of paid leave each month to engage in volunteer activities. We have
also established a relief fund to which our employees can make charitable donations to assist employees who have
suffered losses as a result of a natural disaster or other catastrophic event.

Employee Development

We invest in our employees’ development to support the success of the company as well as our employees. We seek to
provide training and opportunities that enable employees to develop digital, leadership and other critical skills we need
to achieve our strategic objectives and fulfill our mission. In recent years, we have worked on instilling lean
management techniques, practices and behaviors throughout our workforce and Agile development principles for
employees engaged in product development. We also emphasize to our employees their responsibility for and role in
managing risk through our risk-assessment and monitoring activities, training and corporate messaging. In 2021, these
efforts enabled us to respond to demands created by the continued high business volumes and impacts from the
COVID-19 pandemic with commercial speed and agility, as well as to respond to a high volume of regulatory and
conservatorship developments and demands, including our new capital framework.

Safety and Resiliency

In 2021, we continued to prioritize the safety and resiliency of our workforce. Recognizing that our employees are
balancing a number of competing obligations, we seek to provide an environment that supports our business needs
while helping employees better meet their personal obligations. While most of our employees currently work remotely,
depending on COVID-19 transmission rates, we permit employees who choose to do so to work at our office locations,
upon compliance with established COVID-19 safety protocols. We plan to operate in a hybrid work model in the future,
with office space where teams come together when it makes sense, but with flexibility regarding when employees will be
in the office. We currently expect that a significant majority of our employees will continue to work remotely for the
foreseeable future. To date, our business resiliency plans and technology systems have effectively supported this
remote work arrangement. To support our employees in their remote work environment, we have offered technology
stipends. We have also taken a number of steps to support employee resiliency, including extending our summertime
practice of half-day flexible Fridays through the balance of 2021 and, more recently, through 2022.

Diversity and Inclusion

We seek to foster an environment in which all employees are treated with dignity and respect, have the opportunity to
contribute to meaningful work, and perform that work in an inclusive environment free from discrimination, harassment,
and retaliation. We believe this commitment helps us attract and retain a skilled, diverse workforce. As of December 18,
2021, racial or ethnic minorities constituted 57% of our overall workforce and 24% of our officer-level employees, and
women constituted 44% of our overall workforce and 35% of our officer-level employees. Supporting our role in the
secondary mortgage market requires employees with specialized technology skills. As a result, we consider our
workforce diversity in the context of fintech companies, whose operations are based on a blend of financial services
products and technology platforms, rather than financial services firms or other companies that have significant retail
operations or a large number of administrative roles. We sponsor programs and activities to cultivate a diverse and
inclusive work environment by focusing on inclusive leadership principles, talent development, enterprise accessibility,
team and group dynamics, and a consistent communications strategy that reinforces the practice of driving inclusion to
achieve innovative solutions. We established an Employee Inclusive Culture Council in 2021, composed of employees
representing a broad cross-section of the diversity at Fannie Mae, to support culture initiatives relating to our mission
and values. We also support ten voluntary, grassroots employee resource groups that are open to all employees,
support diversity and inclusion, and provide a forum for members to come together for professional growth and
development, cultural awareness, education, community service, and networking across the organization. In 2021, we
engaged leaders to continue championing diversity and inclusion through our officer-led Diversity Advisory Council to
ensure the integration of our diversity and inclusion strategy throughout the company. We also leveraged our leader-led
“Courageous Conversations” to promote inclusion and understanding by raising awareness of employees' diverse
experiences and perspectives.
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See “Directors, Executive Officers and Corporate Governance—Corporate Governance—Human Capital Management
Oversight” for information on oversight of human capital management by our Board of Directors’ Compensation and
Human Capital Committee and see “Directors, Executive Officers and Corporate Governance—ESG Matters—Diversity
and Inclusion—Diverse Workforce and Inclusive Workplace” for additional information.

Where You Can Find Additional Information

We make available free of charge through our website our annual reports on Form 10-K, quarterly reports on

Form 10-Q, current reports on Form 8-K and all other SEC reports and amendments to those reports as soon as
reasonably practicable after we electronically file the material with, or furnish it to, the SEC. Our website address is
www.fanniemae.com. Materials that we file with the SEC are also available from the SEC’s website, www.sec.gov. You
may also request copies of any filing from us, at no cost, by calling the Fannie Mae Investor Relations & Marketing
Helpline at 1-800-2FANNIE (1-800-232-6643). The availability of printed copies of these materials may be delayed at
times when our COVID safety protocols require employees to work remotely.

References in this report to our website or to the SEC’s website do not incorporate information appearing on those
websites unless we explicitly state that we are incorporating the information.

Forward-Looking Statements

This report includes statements that constitute forward-looking statements within the meaning of Section 21E of the
Exchange Act. In addition, we and our senior management may from time to time make forward-looking statements in
our other filings with the SEC, our other publicly available written statements and orally to analysts, investors, the news
media and others. Forward-looking statements often include words such as “expect,” “anticipate,” “intend,” “plan,”
“believe,” “seek,” “estimate,” “forecast,” “project,” “would,” “should,” “could,” “likely,” “may,” “will” or similar words.
Examples of forward-looking statements in this report include, among others, statements relating to our expectations
regarding the following matters:

” o« ” o« ” o, ” o« ” o« ” o«

» our future financial performance, financial condition and net worth, and the factors that will affect them,
including our expectations regarding our future net revenues, amortization income and guaranty fees;

+ economic, mortgage market and housing market conditions (including expectations regarding home price
growth, refinance volumes and interest rates), the factors that will affect those conditions, and the impact of
those conditions on our business and financial results;

* our business plans and strategies, and their impact;
* our expectations relating to the enterprise regulatory capital framework;

» our plans relating to and the effects of our credit risk transfer transactions, as well as the factors that will affect
our engagement in future transactions;

+ the impact of the CFPB’s final rule eliminating the qualified mortgage patch on our business;

+ volatility in our future financial results and the impact of our adoption of hedge accounting on such volatility;
+ the size and composition of our retained mortgage portfolio;

+ the amount and timing of our purchases of loans from MBS trusts;

« the impact of legislation and regulation on our business or financial results;

+ the impact of the COVID-19 pandemic on our business;

* our payments to HUD and Treasury funds under the GSE Act;

»  our future off-balance sheet exposure to Freddie Mac-issued securities;

* the risks to our business;

+ future delinquency rates, defaults, forbearances, modifications and other loss mitigation activity, foreclosures,
and credit losses relating to the loans in our guaranty book of business and the factors that will affect them,
including the impact of the COVID-19 pandemic;

+ the performance of loans in our book of business, including loans in trial modifications or forbearance, and the
factors that will affect such performance;

* our expectations regarding our employees’ remote work arrangements;

+ the amount of our outstanding debt and how we will meet our debt obligations; and
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our response to legal and regulatory proceedings and their impact on our business or financial condition.

Forward-looking statements reflect our management’s current expectations, forecasts or predictions of future conditions,
events or results based on various assumptions and management’s estimates of trends and economic factors in the
markets in which we are active and that otherwise impact our business plans. Forward-looking statements are not
guarantees of future performance. By their nature, forward-looking statements are subject to significant risks and
uncertainties and changes in circumstances. Our actual results and financial condition may differ, possibly materially,
from the anticipated results and financial condition indicated in these forward-looking statements.

There are a number of factors that could cause actual conditions, events or results to differ materially from those
described in our forward-looking statements, including, among others, the following:

uncertainty regarding our future, our exit from conservatorship and our ability to raise or earn the capital
needed to meet our capital requirements;

significant challenges we face in retaining and hiring qualified executives and other employees;

the duration, spread and severity of the COVID-19 pandemic; the actions taken to contain the virus or treat its
impact, including government actions to mitigate the economic impact of the pandemic and COVID-19
vaccination rates; the effectiveness of available COVID-19 vaccines over time and against variants of the
coronavirus; the nature, extent and success of the forbearance, payment deferrals, modifications and other loss
mitigation options we provide to borrowers affected by the pandemic; accounting elections and estimates
relating to the impact of the COVID-19 pandemic; borrower and renter behavior in response to the pandemic
and its economic impact; the extent to which current economic and operating conditions continue, including
whether any future outbreaks or increases in new COVID-19 cases interrupt economic recovery; and how
quickly and to what extent affected borrowers, renters and counterparties recover from the negative economic
impact of the pandemic;

the impact of the senior preferred stock purchase agreement and the enterprise regulatory capital framework,
as well as future legislative and regulatory requirements or changes, governmental initiatives, or executive
orders affecting us, such as the enactment of housing finance reform legislation, including changes that limit
our business activities or our footprint or impose new mandates on us;

actions by FHFA, Treasury, HUD, the CFPB or other regulators, Congress, the Executive Branch, or state or
local governments that affect our business;

changes in the structure and regulation of the financial services industry;

the potential impact of a change in the corporate income tax rate, which we expect would affect our capital
requirements and net income in the quarter of enactment as a result of a change in our measurement of our
deferred tax assets and our net income in subsequent quarters as a result of the change in our effective federal
income tax rate;

the timing and level of, as well as regional variation in, home price changes;
future interest rates and credit spreads;

developments that may be difficult to predict, including: market conditions that result in changes in our net
amortization income from our guaranty book of business, fluctuations in the estimated fair value of our
derivatives and other financial instruments that we mark to market through our earnings; and developments that
affect our loss reserves, such as changes in interest rates, home prices or accounting standards, or events
such as natural or other disasters, the emergence of widespread health emergencies or pandemics, or other
disruptive or catastrophic events;

uncertainties relating to the discontinuance of LIBOR, or other market changes that could impact the loans we
own or guarantee or our MBS;

disruptions or instability in the housing and credit markets;

the size and our share of the U.S. mortgage market and the factors that affect them, including population
growth and household formation;

growth, deterioration and the overall health and stability of the U.S. economy, including U.S. GDP,
unemployment rates, personal income, inflation and other indicators thereof;

changes in fiscal or monetary policy;

our and our competitors’ future guaranty fee pricing and the impact of that pricing on our competitive
environment and guaranty fee revenues;
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+ the volume of mortgage originations;

« the size, composition, quality and performance of our guaranty book of business and retained mortgage
portfolio;

+ the competitive environment in which we operate, including the impact of legislative, regulatory or other
developments on levels of competition in our industry and other factors affecting our market share;

* how long loans in our guaranty book of business remain outstanding;
+ the effectiveness of our business resiliency plans and systems;
* changes in the demand for Fannie Mae MBS, in general or from one or more major groups of investors;

* our conservatorship, including any changes to or termination (by receivership or otherwise) of the
conservatorship and its effect on our business;

« the investment by Treasury, including the impact of recent changes or potential future changes to the terms of
the senior preferred stock purchase agreement, and its and their effect on our business, including restrictions
imposed on us by the terms of the senior preferred stock purchase agreement, the senior preferred stock, and
Treasury’s warrant, as well as the extent that these or other restrictions on our business and activities are
applied to us through other mechanisms even if we cease to be subject to these agreements and instruments;

+ adverse effects from activities we undertake to support the mortgage market and help borrowers, renters,
lenders and servicers;

+ actions we may be required to take by FHFA, in its role as our conservator or as our regulator, such as actions
in response to the COVID-19 pandemic, changes in the type of business we do, or actions relating to UMBS or
our resecuritization of Freddie Mac-issued securities;

« limitations on our business imposed by FHFA, in its role as our conservator or as our regulator;

+ our current and future objectives and activities in support of those objectives, including actions we may take to
reach additional underserved borrowers or address barriers to sustainable housing opportunities and advance
equity in housing finance;

» the possibility that changes in leadership at FHFA or the Administration may result in changes that affect our
company or our business;

+ our reliance on CSS and the common securitization platform for a majority of our single-family securitization
activities, our reduced influence over CSS as a result of changes made in 2020 to the CSS limited liability
company agreement, and any additional changes FHFA may require in our relationship with or in our support of
CSS;

* adecrease in our credit ratings;

« limitations on our ability to access the debt capital markets;

«  constraints on our entry into new credit risk transfer transactions;

« significant changes in forbearance, modification and foreclosure activity;

» the volume and pace of future nonperforming and reperforming loan sales and their impact on our results and
serious delinquency rates;

+ changes in borrower behavior;

+ actions we may take to mitigate losses, and the effectiveness of our loss mitigation strategies, management of
our REO inventory and pursuit of contractual remedies;

+ defaults by one or more institutional counterparties;

» resolution or settlement agreements we may enter into with our counterparties;

* our need to rely on third parties to fully achieve some of our corporate objectives;
« our reliance on mortgage servicers;

« changes in GAAP, guidance by the Financial Accounting Standards Board and changes to our accounting
policies;

» changes in the fair value of our assets and liabilities;

+ the stability and adequacy of the systems and infrastructure that impact our operations, including ours and
those of CSS, our other counterparties and other third parties;
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the impact of increasing interdependence between the single-family mortgage securitization programs of
Fannie Mae and Freddie Mac in connection with UMBS;

operational control weaknesses;

our reliance on models and future updates we make to our models, including the assumptions used by these
models;

domestic and global political risks and uncertainties;

natural disasters, environmental disasters, terrorist attacks, widespread health emergencies or pandemics,
infrastructure failures, or other disruptive or catastrophic events;

severe weather events, fires, floods or other climate change events or impacts, including those for which we
may be uninsured or under-insured or that may affect our counterparties, and other risks resulting from climate
change and efforts to address climate change and related risks;

cyber attacks or other information security breaches or threats; and

the other factors described in “Risk Factors.”

Readers are cautioned not to unduly rely on the forward-looking statements we make and to place these forward-
looking statements into proper context by carefully considering the factors discussed in “Risk Factors” in this report.
These forward-looking statements are representative only as of the date they are made, and we undertake no obligation
to update any forward-looking statement as a result of new information, future events or otherwise, except as required
under the federal securities laws.

Item 1A. Risk Factors

Risk Factors Summary:

The summary of risks below provides an overview of the principal risks we are exposed to in the normal course of our
business activities. This summary does not contain all of the information that may be important to you, and you should
read the more detailed discussion of risks that follows this summary.

GSE and Conservatorship Risk

The future of our company is uncertain.

Our business activities are significantly affected by the conservatorship and the senior preferred stock purchase
agreement.

Our regulator is authorized or required to place us into receivership under specified conditions, which would
result in our liquidation, and FHFA, acting as receiver, proceeding to realize on our assets. Amounts recovered
by our receiver from these actions may not be sufficient to repay the liquidation preference of any series of our
preferred stock or to provide any proceeds to common shareholders.

Our business and results of operations may be materially adversely affected if we are unable to retain and
recruit well-qualified executives and other employees. The conservatorship, the uncertainty of our future, and
limitations on our executive and employee compensation put us at a disadvantage compared to many other
companies with which we compete for talent. In addition, the improving economy and increased remote work
opportunities have increased the competition we face in retaining and hiring executives and other employees.

Pursuing our housing goals, duty to serve obligations, and Equitable Housing Finance Plan may adversely
affect our business, results of operations and financial condition.

The conservatorship and agreements with Treasury adversely affect our common and preferred shareholders.

The liquidity and market value of our MBS could be adversely affected by negative developments in the UMBS
market.

Our issuance of UMBS and structured securities backed by Freddie Mac-issued securities exposes us to
operational and counterparty credit risk.

Our reliance on CSS and the common securitization platform exposes us to third-party risk.

We are limited in our ability to diversify our business and may be prohibited from undertaking activities that
management believes would benefit our business.

An active trading market in our equity securities may cease to exist, which would adversely affect the market
price and liquidity of our common and preferred stock.
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Credit Risk

We may incur significant credit losses and credit-related expenses on the loans in our book of business.

One or more of our institutional counterparties may fail to fulfill their contractual obligations to us, resulting in
financial losses, business disruption and decreased ability to manage risk.

Our financial condition or results of operations may be adversely affected if mortgage servicers fail to perform
their obligations to us.

We may incur losses as a result of claims under our mortgage insurance policies not being paid in full or at all.
Mortgage fraud could result in significant financial losses and harm to our reputation.

We may suffer losses if borrowers suffer property damage as a result of a hazard for which we do not require
insurance, such as flooding outside of certain areas, if property or flood insurance is unobtainable or
prohibitively costly, if their claims under insurance policies are not paid, or if their insurance is insufficient to
cover all losses.

The occurrence of major natural or other disasters in the United States or its territories and the impact of
climate change could negatively impact our credit losses and credit-related expenses.

Operational Risk

A failure in our operational systems or infrastructure, or those of third parties, could materially adversely affect
our business, impair our liquidity, cause financial losses and harm our reputation.

A breach of the security of our systems or facilities, or those of third parties with which we do business,
including as a result of cyber attacks, could damage or disrupt our business or result in the disclosure or
misuse of confidential information, which could damage our reputation, result in regulatory sanctions and/or
increase our costs and cause losses.

Our concurrent implementation of multiple new initiatives may increase our operational risk and result in one or
more material weaknesses in our internal control over financial reporting.

Material weaknesses in our internal control over financial reporting could result in errors in our reported results
or disclosures that are not complete or accurate.

Failure of our models to produce reliable results may adversely affect our ability to manage risk and make
effective business decisions.

Liquidity and Funding Risk

Limitations on our ability to access the debt capital markets could have a material adverse effect on our ability
to fund our operations, and our liquidity contingency plans may be difficult or impossible to execute during a
sustained liquidity crisis.

A decrease in the credit ratings on our senior unsecured debt could have an adverse effect on our ability to
issue debt on reasonable terms, particularly if such a decrease were not based on a similar action on the credit
ratings of the U.S. government. A decrease in our credit ratings also could require that we post additional
collateral for our derivatives contracts.

Market and Industry Risk

Changes in interest rates or our loss of the ability to manage interest-rate risk successfully could adversely
affect our financial results and condition, and increase interest-rate risk.

Changes in spreads could materially impact our results of operations, net worth and the fair value of our net
assets.

Uncertainty relating to the discontinuance of LIBOR may adversely affect our results of operations, financial
condition, liquidity and net worth.

Our business and financial results are affected by general economic conditions, including home prices and
employment trends, and changes in economic conditions or financial markets may materially adversely affect
our business and financial condition.

A decline in activity in the U.S. housing market or increasing interest rates could lower our business volumes or
otherwise adversely affect our results of operations, net worth and financial condition.
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Legal and Regulatory Risk
* Regulatory changes in the financial services industry may negatively impact our business.

+ Legislative, regulatory or judicial actions could negatively impact our business, results of operations, financial
condition or net worth.

General Risk
+ The COVID-19 pandemic may continue to adversely affect our business and financial results.
»  Our business and financial results could be materially adversely affected by legal or regulatory proceedings.

+ Changes in accounting standards and policies can be difficult to predict and can materially impact how we
record and report our financial results.

* In many cases, our accounting policies and methods, which are fundamental to how we report our financial
condition and results of operations, require management to make judgments and estimates about matters that
are inherently uncertain. Management also relies on models in making these estimates.

Risk Factors

Refer to “MD&A—Key Market Economic Indicators,” “MD&A—Risk Management,” “MD&A—Single-Family Business”
and “MD&A—Multifamily Business” for more detailed descriptions of the primary risks to our business and how we seek
to manage those risks.

The risks we face could materially adversely affect our business, results of operations, financial condition, liquidity and
net worth, and could cause our actual results to differ materially from our past results or the results contemplated by any
forward-looking statements we make. We believe the risks described below and in the other sections of this report
referenced above are the most significant we face; however, these are not the only risks we face. We face additional
risks and uncertainties not currently known to us or that we currently believe are immaterial.

GSE and Conservatorship Risk
The future of our company is uncertain.

The company faces an uncertain future, including how long we will continue to exist in our current form, the extent of our
role in the market, the level of government support of our business, how long we will be in conservatorship, what form
we will have, what ownership interest, if any, our current common and preferred stockholders will hold in us after the
conservatorship is terminated, and whether we will continue to exist following conservatorship. The conservatorship has
been in place since 2008, is indefinite in duration and the timing, conditions and likelihood of our emerging from
conservatorship are uncertain. Our conservatorship could terminate through a receivership. Termination of the
conservatorship, other than in connection with a receivership, requires Treasury’s consent under the senior preferred
stock purchase agreement; unless (1) the pending significant lawsuits relating to the amendment of the senior preferred
stock purchase agreement and/or the conservatorship have been resolved, and (2) for two or more consecutive
quarters, our common equity tier 1 capital, together with any other common stock that we may issue in a public offering,
equals or exceeds 3% of our “adjusted total assets” under our enterprise regulatory capital framework.

We currently have a significant deficit of core capital relative to our statutory minimum capital requirement. Moreover,
the enterprise regulatory capital framework, when it is fully applicable, will require us to hold more capital than the
statutory requirement. Our efforts to build sufficient capital to meet our requirements can be significantly affected by
growth in our book of business, which can drive increases in our required capital that offset or even outpace increases
in our available capital. In addition, we believe that, if we were fully capitalized under the framework, our returns on our
current business would not be sufficient to attract private investors, which would limit our options for exiting
conservatorship. Increasing our returns may require substantial increases in our pricing or changes in other aspects of
our business that could significantly affect our competitive position, our loan acquisition volumes, or the type of business
we do, including the level of support we provide to low- and moderate-income borrowers and renters. For more
information on the enterprise regulatory capital framework see “Business—Legislation and Regulation—GSE-Focused
Matters—Capital—Enterprise Regulatory Capital Framework.”

After Fannie Mae was placed into conservatorship, policymakers and others focused significant attention on how to
reform the nation’s housing finance system, including what role, if any, Fannie Mae and Freddie Mac should play in that
system. Despite this attention, efforts in Congress to enact meaningful reform have been limited, particularly in recent
years. The Administration and Congress may consider housing finance reforms or legislation that could result in
significant changes in our structure and role in the future, including proposals that would result in Fannie Mae’s
liquidation or dissolution. Congress may consider legislation, or federal agencies such as FHFA may consider
regulations or administrative actions, to increase the competition we face, reduce our market share, further expand our
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obligations to provide funds to Treasury, constrain our business operations, or subject us to other obligations that may
adversely affect our business. We cannot predict the timing or content of housing finance reform legislation or other
legislation, regulations or administrative actions that will impact our activities, nor can we predict the extent of such
impact.

Our business activities are significantly affected by the conservatorship and the senior preferred stock
purchase agreement.

In conservatorship our business is not managed with a strategy to maximize shareholder returns while fulfilling our
mission. Our directors have no fiduciary duties to any person or entity except to the conservator. Accordingly, our
directors 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 in making or approving a decision unless specifically directed to do so by the conservator.
The Supreme Court’s opinion in Collins v. Yellen in June 2021 included an expansive interpretation of FHFA's authority
as conservator under the Housing and Economic Recovery Act of 2008 (“HERA”), noting that “when the FHFA acts as a
conservator, it may aim to rehabilitate the regulated entity in a way that, while not in the best interests of the regulated
entity, is beneficial to the Agency and, by extension, the public it serves.” As conservator, FHFA can direct us to enter
into contracts or enter into contracts on our behalf, and generally has the power to transfer or sell any of our assets or
liabilities. FHFA can prevent us from engaging in business activities or transactions that we believe would benefit our
business and financial results. For example, because FHFA can direct us to make changes to our guaranty fee pricing,
our ability to address changing market conditions, pursue certain strategic objectives, or manage the mix of loans we
acquire is constrained. Additionally, FHFA may require us to undertake activities that are costly or difficult to implement.

With FHFA's broad powers as conservator, changes in leadership at FHFA, including those resulting from a change in
the Administration, could result in significant changes to the goals FHFA establishes for us and could have a material
impact on our business and financial results. In Collins v. Yellen, the Supreme Court concluded that the for-cause
restriction on the President’s power to remove the FHFA Director under HERA violates the Constitution’s separation of
powers. Accordingly, the Supreme Court held that the President has the power to remove the Director of FHFA for any
reason, not just for cause.

Even if we are released from conservatorship, we remain subject to the terms of the senior preferred stock purchase
agreement with Treasury, under which we issued the senior preferred stock and warrant. The senior preferred stock
purchase agreement can only be canceled or modified with the consent of Treasury. The agreement includes a number
of covenants that significantly restrict our business activities. Additionally, under our senior preferred stock purchase
agreement, we are subject to a $300 billion debt limit, which will decrease to $270 billion as of December 31, 2022. The
unpaid principal balance of our aggregate indebtedness was $202.5 billion as of December 31, 2021. Because of our
debt limit, our business activities may be constrained. For more information about the covenants in the senior preferred
stock purchase agreement and their potential impact on our business, see “Business—Conservatorship, Treasury
Agreements and Housing Finance Reform—Treasury Agreements—Covenants under Treasury Agreements.”

Our regulator is authorized or required to place us into receivership under specified conditions, which would
result in our liquidation, and FHFA, acting as receiver, proceeding to realize on our assets. Amounts recovered
by our receiver from these actions may not be sufficient to repay the liquidation preference of any series of our
preferred stock or to provide any proceeds to common shareholders.

FHFA is required to place us into receivership if the Director of FHFA makes a written determination that our assets are
less than our obligations or if we have not been paying our debts as they become due, in either case, for a period of

60 days after the SEC filing deadline for any of our Form 10-Ks or Form 10-Qs. Although Treasury committed to
providing us funds in accordance with the terms of the senior preferred stock purchase agreement, if we need funding
from Treasury to avoid triggering FHFA's obligation, Treasury may not be able to provide sufficient funds to us within the
required 60 days if it has exhausted its borrowing authority, if there is a government shutdown, or if the funding we need
exceeds the amount available to us under the agreement. In addition, we could be put into receivership at the discretion
of the Director of FHFA at any time for the reasons set forth in the GSE Act, including if our Board or shareholders
consent to the appointment of a receiver or, if under the definitions in the GSE Act, we are undercapitalized with no
reasonable prospect of becoming adequately capitalized or critically undercapitalized. Under the GSE Act, FHFA
succeeded to all of the rights, titles, powers and privileges of our board of directors and shareholders. In addition, we
have not held sufficient core or total capital to meet the critical capital requirements in the GSE Act since 2008.

A receivership would terminate the conservatorship. In addition to the powers FHFA has as our conservator, the
appointment of FHFA as our receiver would terminate all rights and claims that our shareholders and creditors may have
against our assets or under our charter arising from their status as shareholders or creditors, except for their right to
payment, resolution or other satisfaction of their claims as permitted under the GSE Act. If we are placed into
receivership and do not or cannot fulfill our MBS guaranty obligations, there may be significant delays of any payments
to our MBS holders, and the MBS holders could become unsecured creditors of ours with respect to claims made under
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our guaranty to the extent the mortgage collateral underlying the Fannie Mae MBS is insufficient to satisfy the claims of
the MBS holders.

In the event of a liquidation of our assets, only after payment of the administrative expenses of the receiver and the
immediately preceding conservator, the secured and unsecured claims against the company (including repaying all
outstanding debt obligations), and the liquidation preference of the senior preferred stock, would any liquidation
proceeds be available to repay the liquidation preference on any other series of preferred stock. Finally, only after the
liquidation preference on all series of preferred stock is repaid would any liquidation proceeds be available for
distribution to the holders of our common stock. In the event of such a liquidation, we can make no assurances that
there would be sufficient proceeds to make any distribution to holders of our preferred stock or common stock, other
than to Treasury as the holder of our senior preferred stock.

Our business and results of operations may be materially adversely affected if we are unable to retain and
recruit well-qualified executives and other employees. The conservatorship, the uncertainty of our future, and
limitations on our executive and employee compensation put us at a disadvantage compared to many other
companies with which we compete for talent. In addition, the improving economy and increased remote work
opportunities have increased the competition we face in retaining and hiring executives and other employees.

Our business is highly dependent on the talents and efforts of our executives and other employees. The
conservatorship, the uncertainty of our future, and limitations on executive and employee compensation have had, and
are likely to continue to have, an adverse effect on our ability to retain and recruit talent. Voluntary attrition of our
executives and other employees has increased over the past year compared with prior years. Attrition in key
management positions and challenges in finding replacements could harm our ability to manage our business
effectively, to successfully implement strategic initiatives, and ultimately could adversely affect our financial
performance.

Actions taken by Congress, FHFA and Treasury to date, or that may be taken by them or other government agencies in
the future, have had, and may continue to have, an adverse effect on our retention and recruitment of executives and
other employees. We are subject to significant restrictions on the amount and type of compensation we may pay while
under conservatorship. For example:

+  The Equity in Government Compensation Act of 2015 limits the compensation and benefits for our Chief
Executive Officer to the same level in effect as of January 1, 2015 while we are in conservatorship or
receivership. Accordingly, annual direct compensation for our Chief Executive Officer is limited to base salary at
an annual rate of $600,000.

* The Stop Trading on Congressional Knowledge Act of 2012, known as the STOCK Act, and related FHFA
regulations prohibit our senior executives from receiving bonuses during conservatorship.

* As our conservator, FHFA has the authority to approve the terms and amounts of our executive compensation
and may require changes to our executive compensation program. FHFA has advised us that, given our
conservatorship status, our executive compensation program is designed generally to provide for lower pay
levels relative to large financial services firms that are not in conservatorship. FHFA has instructed us to
benchmark to the lower end of the range of market compensation for new executive hires and compensation
increase requests for existing executives, which limits our ability to offer market-competitive compensation for
our executives if FHFA does not grant an exception. See “Executive Compensation—Compensation Discussion
and Analysis—2021 Executive Compensation Program; Chief Executive Officer Compensation” for a
description of FHFA's primary objectives for our executive compensation program, as well as directives and
guidance FHFA has provided relating to our executive compensation during conservatorship.

»  The terms of our senior preferred stock purchase agreement with Treasury contain specified restrictions
relating to compensation, including a prohibition on selling or issuing equity securities without Treasury’s prior
written consent except under limited circumstances, which effectively eliminates our ability to offer equity-based
compensation to our employees.

As a result of the restrictions on our compensation, we have not been able to incent and reward excellent performance
with compensation structures that provide upside potential to our executives, which places us at a disadvantage
compared to many other companies in attracting and retaining executives. In addition, the restrictions on our
compensation and the uncertainty of potential action by Congress or the Administration with respect to our future—
including whether we will exit conservatorship, how long it may take before we exit conservatorship, or whether housing
finance reform will result in a significant restructuring of the company or the company no longer continuing to exist—also
negatively affects our ability to retain and recruit executives and other employees.

The cap on our Chief Executive Officer compensation continues to make retention and succession planning for this
position particularly difficult, and it may make it difficult to attract qualified candidates for this critical role in the future.
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In June 2021, FHFA issued a request for input on executive compensation at FHFA's regulated entities. The request for
input asked for public feedback on our executive compensation program both during and after conservatorship. Further
changes in our executive compensation program could affect our ability to retain and recruit executive officers.

We face competition from the financial services and technology industries, and from businesses outside of these
industries, for qualified executives and other employees. An improving economy and increased remote work
opportunities have increased the competition we face from other companies in hiring new executives and other
employees, as well as in retaining our executives and employees. If this increased competition for executive and
employee talent persists and if we are unable to retain, promote and attract executives and other employees with the
necessary skills and talent, we would face increased risks for operational failures. If there were several high-level
departures at approximately the same time, our ability to conduct our business could be materially adversely affected,
which could have a material adverse effect on our results of operations and financial condition.

Pursuing our housing goals, duty to serve obligations, and Equitable Housing Finance Plan may adversely
affect our business, results of operations and financial condition.

We are required by the GSE Act to support the housing market in ways that could adversely affect our financial results
and condition. For example, we are subject to housing goals that require a portion of the mortgage loans we acquire to
be for low- and very low-income families, families in low-income census tracts and moderate-income families in minority
census tracts or designated disaster areas. We also have a duty to serve very low-, low- and moderate-income families
in three underserved markets: manufactured housing, affordable housing preservation and rural areas. In September
2021, FHFA instructed us to prepare and implement a three-year Equitable Housing Finance Plan. This plan, which was
submitted to FHFA in December 2021, is intended to advance equity in housing finance by working to remove barriers to
affordable rental housing and homeownership experienced by members of underserved populations, particularly racial
and ethnic groups with a significant homeownership rate disparity. We may take actions to support the housing market,
including to meet our housing goals, duty to serve obligations and Equitable Housing Finance Plan, that could adversely
affect our profitability. For example, we may acquire loans that offer lower expected returns or increase our credit losses
and credit-related expenses. If we do not meet our housing goals or duty to serve requirements, and FHFA finds that the
goals or requirements were feasible, we may become subject to a housing plan with additional requirements that could
have an adverse effect on our results of operations and financial condition. The potential penalties for failure to comply
with housing plan requirements include a cease-and-desist order and civil money penalties. See “Business—Legislation
and Regulation—GSE-Focused Matters” for more information on our housing goals and duty to serve underserved
markets and “Business—Conservatorship, Treasury Agreements and Housing Finance Reform—Equitable Housing
Finance Plan” for more information on our Equitable Housing Finance Plan.

The conservatorship and agreements with Treasury adversely affect our common and preferred shareholders.

The material adverse effects of the conservatorship on our shareholders under our agreements with Treasury include
the following:

No voting rights during conservatorship. During conservatorship, our common shareholders do not have the ability to
elect directors or to vote on other matters unless the conservator delegates this authority to them.

No dividends to common or preferred shareholders, other than to Treasury. Our conservator announced in September
2008 that we would not pay any dividends on the common stock or on any series of preferred stock, other than the
senior preferred stock, while we are in conservatorship. In addition, under the terms of the senior preferred stock
purchase agreement, dividends may not be paid to common or preferred shareholders (other than on the senior
preferred stock) without the prior written consent of Treasury, regardless of whether we are in conservatorship.

Our profits directly increase the liquidation preference of Treasury’s senior preferred stock and, once they exceed our
capital reserve amount, will be payable to Treasury as dividends. The senior preferred stock ranks senior to our
common stock and all other series of our preferred stock, as well as any capital stock we issue in the future, as to both
dividends and distributions upon liquidation. Accordingly, if we are liquidated, the senior preferred stock is entitled to its
then-current liquidation preference, before any distribution is made to the holders of our common stock or other
preferred stock. See “Business—Conservatorship, Treasury Agreements and Housing Finance Reform—Treasury
Agreements—Senior Preferred Stock” for more information on the aggregate liquidation preference of the senior
preferred stock.

Exercise of the Treasury warrant would substantially dilute the investment of current shareholders. If Treasury exercises
its warrant to purchase shares of our common stock equal to 79.9% of the total number of shares of our common stock
outstanding on a fully diluted basis, the ownership interest in the company of our then-existing common shareholders
will be substantially diluted.

We are not managed for the benefit of shareholders. Because we are in conservatorship, we are not managed with a
strategy to maximize shareholder returns.
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The senior preferred stock purchase agreement, senior preferred stock and warrant can only be canceled or modified
with the consent of Treasury. For additional description of the conservatorship and our agreements with Treasury, see
“Business—Conservatorship, Treasury Agreements and Housing Finance Reform.”

The liquidity and market value of our MBS could be adversely affected by negative developments in the UMBS
market.

The success of UMBS is largely predicated on the fungibility of UMBS issued by Fannie Mae and Freddie Mac. If
investors stop viewing Fannie Mae-issued UMBS and Freddie Mac-issued UMBS as fungible, or if investors prefer
Freddie Mac-issued UMBS over Fannie Mae-issued UMBS, it could adversely affect the liquidity and market value of
Fannie Mae MBS, the volume of our UMBS issuances and our guaranty fee revenues. FHFA adopted a rule to align
Fannie Mae and Freddie Mac programs, policies and practices that affect the prepayment rates of TBA-eligible
mortgage-backed securities to support the fungibility of Fannie Mae-issued UMBS and Freddie Mac-issued UMBS.
However, these alignment efforts may not be successful over the long term and the prepayment rates on Fannie Mae-
issued UMBS and Freddie Mac-issued UMBS could diverge in a manner that is disadvantageous for us.

The continued support of FHFA, Treasury, the Securities Industry and Financial Markets Association, and certain other
regulatory bodies is critical to the success of UMBS. If any of these entities were to cease its support, the liquidity and
market value of Fannie Mae-issued UMBS could be adversely affected. Furthermore, if either we or Freddie Mac exits
conservatorship, it is unclear whether our and Freddie Mac’s programs, policies and practices in support of UMBS and
resecuritizations of each other’s securities would be sustained.

Our issuance of UMBS and structured securities backed by Freddie Mac-issued securities exposes us to
operational and counterparty credit risk.

When we resecuritize Freddie Mac-issued UMBS or other Freddie Mac securities, our guaranty of principal and interest
extends to the underlying Freddie Mac security. Although we have an indemnification agreement with Freddie Mac, in
the event Freddie Mac were to fail (for credit or operational reasons) to make a payment due on its securities underlying
a Fannie Mae-issued structured security, we would be obligated under our guaranty to fund any shortfall and make the
entire payment on the related Fannie Mae-issued structured security on that payment date. Our pricing does not
currently reflect any incremental credit, liquidity or operational risk associated with our guaranty of resecuritized Freddie
Mac securities, or capital requirements related to those exposures. As a result, a failure by Freddie Mac to meet its
obligations under the terms of its securities that back structured securities we issue could have a material adverse effect
on our earnings and financial condition, and we could be dependent on Freddie Mac and on the senior preferred stock
purchase agreements that we and Freddie Mac each have with Treasury to avoid a liquidity event or a default under our
guaranty. We expect this risk exposure to increase as we issue more structured securities backed directly or indirectly
by Freddie Mac-issued securities going forward.

In addition, UMBS have created significant interdependence between the single-family mortgage securitization
programs of Fannie Mae and Freddie Mac. Accordingly, the market value and liquidity profile of single-family Fannie
Mae MBS could be affected by financial and operational incidents relating to Freddie Mac, even if those incidents do not
directly relate to Fannie Mae or Fannie Mae MBS. Similarly, any disruption in Freddie Mac’s securitization activities or
any adverse events affecting Freddie Mac’s significant mortgage sellers and servicers also could adversely affect the
market value of single-family Fannie Mae MBS.

Our reliance on CSS and the common securitization platform exposes us to third-party risk.

We rely on CSS and its common securitization platform for the operation of a majority of our single-family securitization
activities. Although we jointly own CSS with Freddie Mac, there are limitations on our ability to control CSS. Under our
limited liability company agreement for CSS, as currently amended, we and Freddie Mac have limited ability to control
CSS Board decisions, even after an exit from conservatorship, including decisions about strategy, business operations
and funding.

The CSS Board of Managers has two members designated by each GSE, as well as a Board Chair, who is the CSS
CEO, and up to three additional Board members. Board actions must be approved by a majority vote and, while we and
Freddie Mac both remain in conservatorship, FHFA has the right to designate the Board members not designated by the
GSEs, and the Board may not take any actions absent the Chair’s consent. Although the limited liability company
agreement would require our approval for certain “material decisions” if either we or Freddie Mac have exited
conservatorship, the Board may approve a number of actions even after conservatorship over the objection of the
members we and Freddie Mac designate, including: approval of the annual budget and strategic plan for CSS (so long
as it does not involve a material business change); withdrawal of capital by a member; and requiring capital
contributions necessary to support CSS’s ordinary business operations. It is possible that FHFA may require us to make
additional changes to the CSS limited liability company agreement, or may otherwise impose restrictions or provisions
relating to CSS or UMBS, that may adversely affect us.
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We do not currently pay service fees to CSS under our customer services agreement; its operations are funded entirely
through capital contributions from Fannie Mae and Freddie Mac pursuant to the limited liability company agreement.
During conservatorship, FHFA can direct us to enter into an amendment of the customer services agreement, or enter
such an amendment on our behalf, that could provide for a fee structure that would survive an exit from conservatorship
absent a further amendment to the customer services agreement, which a majority of the Board would have to approve.
Although implementation of any fee changes could require a further amendment to the customer services agreement,
we might not have significant leverage to negotiate that amendment and the associated fee changes given our
dependence on CSS.

Our securitization activities are complex and present significant operational and technological challenges and risks. Any
measures we take to mitigate these challenges and risks might not be sufficient to prevent a disruption to our
securitization activities. Our business activities could be adversely affected and the market for single-family Fannie Mae
MBS could be disrupted if the common securitization platform were to fail or otherwise become unavailable to us or if
CSS were unable to perform its obligations to us. Any such failure or unavailability could have a significant adverse
impact on our business and could adversely affect the liquidity or market value of our single-family MBS. In addition, a
failure by CSS to maintain effective controls and procedures could result in material errors in our reported results or
disclosures that are not complete or accurate.

We are limited in our ability to diversify our business and may be prohibited from undertaking activities that
management believes would benefit our business.

As a federally chartered corporation, we are subject to the limitations imposed by the Charter Act, extensive regulation,
supervision and examination by FHFA and regulation by other federal agencies, including Treasury, HUD and the SEC.
The Charter Act defines our permissible business activities. For example, we may not originate mortgage loans or
purchase single-family loans in excess of the conforming loan limits, and our business is limited to the U.S. housing
finance sector. FHFA, as our regulator, may impose additional limitations on our business. For example, the GSE Act
requires us to obtain prior approval from FHFA for new products and to provide prior notice to FHFA of new activities
that we consider not to be products. In September 2020, FHFA proposed a rule to implement these requirements that, if
adopted, would permit FHFA to establish terms, conditions, or limitations with respect to any new product or new
activity. In addition, as described in a previous risk factor, our business activities are subject to significant restrictions as
a result of the conservatorship and the senior preferred stock purchase agreement. These limitations and requirements
may cause us to delay or prevent us from undertaking new business activities management believes would benefit our
business. Further, as a result of these limitations and requirements on our ability to diversify our operations, our financial
condition and results of operations depend almost entirely on conditions in a single sector of the U.S. economy,
specifically, the U.S. housing market. Weak or unstable conditions in the U.S. housing market can therefore have a
significant adverse effect on our business that we cannot mitigate through diversification.

An active trading market in our equity securities may cease to exist, which would adversely affect the market
price and liquidity of our common and preferred stock.

Our common stock and preferred stock are now traded exclusively in the over-the-counter market, and are not currently
listed on any securities exchanges. We cannot predict the actions of market makers, investors or other market
participants, and can offer no assurances that the market for our securities will be stable. If there is no active trading
market in our equity securities, the market price and liquidity of the securities will be adversely affected. In addition, the
market price of our common stock and preferred stock is subject to significant volatility, which may be due to other
factors described in these “Risk Factors,” as well as speculation regarding our future, economic and political conditions
generally, liquidity in the over-the-counter market in which our stock trades, and other factors, many of which are
beyond our control. Such factors could cause the market price of our common stock and preferred stock to decline
significantly, which may result in significant losses to holders of our common stock and preferred stock.

Credit Risk

We may incur significant credit losses and credit-related expenses on the loans in our book of business.

We are exposed to a significant amount of mortgage credit risk on our $4.0 trillion guaranty book of business. Borrowers
may fail to make required payments on mortgage loans we own or guaranty. This exposes us to the risk of credit losses
and credit-related expenses.

In general, significant home price declines or increased loan delinquencies could materially increase our credit losses
and credit-related expense. Loan delinquencies, among other factors, are influenced by income growth rates and
unemployment levels, which affect borrowers’ ability to repay their mortgage loans. Home price growth is cyclical and
changes in home prices affect the amount of equity that borrowers have in their homes. As home prices increase, the
severity of losses we incur on defaulted loans that we hold or guarantee decreases because the amount we can recover
from the properties securing the loans increases. Conversely, declines in home prices increase the losses we incur on
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defaulted loans. The pace of rapid home price growth that we have experienced over the last year is not expected to
continue. If home prices decline rapidly and a large number of borrowers default on their loans, we could experience
significant credit losses on our book of business. In addition, the economic dislocation caused by the COVID-19
pandemic resulted in a significant increase in the serious delinquency rate of the single-family and multifamily loans in
our guaranty book of business in 2020. While our single-family and multifamily serious delinquency rates declined in
2021 due to the ongoing economic recovery and the decline in the number of our loans in forbearance plans, they
remain higher than pre-pandemic levels. Our loans currently in forbearance generally have a somewhat weaker credit
profile than our overall guaranty book of business. If a large number of borrowers cannot repay the amounts owed at the
end of their forbearance plans or over time, or fail to qualify for repayment plans, payment deferrals or modifications,
this could result in significantly higher defaults on the mortgage loans in our guaranty book of business. We may
ultimately experience greater losses than we currently expect and may have high credit-related expenses in future
periods.

The credit performance of loans in our book of business could deteriorate in the future, particularly if we experience
home price declines, economic dislocation and elevated unemployment, resulting in significantly higher credit losses
and credit-related expenses. We present detailed information about the risk characteristics of our single-family
conventional guaranty book of business in “MD&A—Single-Family Business” and our multifamily guaranty book of
business in “MD&A—Multifamily Business.”

While we use certain credit enhancements to mitigate some of our potential future credit losses, we may not be able to
obtain as much protection from our credit enhancements as we would like, for a number of reasons:

«  Some of the credit enhancements we use, such as mortgage insurance, Credit Insurance Risk Transfer™
(“CIRT™") transactions and DUS lender loss-sharing arrangements, are subject to the risk that the
counterparties may not meet their obligations to us.

»  Our credit risk transfer transactions have limited terms, after which they provide limited or no further credit
protection on the covered loans.

»  Our credit risk transfer transactions are not designed to shield us from all losses because we retain a portion of
the risk of future losses on loans covered by these transactions, including all or a portion of the first loss risk in
most transactions.

+ In the event of a sufficiently severe economic downturn, we may not be able to enter into new back-end credit
risk transfer transactions for our recent acquisitions on economically advantageous terms.

*  Mortgage insurance does not protect us from all losses on covered loans. For example, mortgage insurance
does not cover property damage that is not already covered by the hazard or flood insurance we require, and
such damage may result in a reduction to, or a denial of mortgage insurance benefits. A property damaged by a
flood that was outside a Federal Emergency Management Agency (“FEMA”)-designated Special Flood Hazard
Area, where we require coverage, or a property damaged by an earthquake are the most likely scenarios where
property damage may result in a default not covered by hazard insurance.

One or more of our institutional counterparties may fail to fulfill their contractual obligations to us, resulting in
financial losses, business disruption and decreased ability to manage risk.

We rely on our institutional counterparties to provide services and credit enhancements that are critical to our business.
We face the risk that one or more of our institutional counterparties may fail to fulfill their contractual obligations to us. If
an institutional counterparty defaults on its obligations to us, it could also negatively impact our ability to operate our
business, as we outsource some of our critical functions to third parties, such as mortgage servicing, single-family
Fannie Mae MBS issuance and administration, and certain technology functions.

Our primary exposures to institutional counterparties are with credit guarantors that provide credit enhancements on the
mortgage assets that we hold in our retained mortgage portfolio or that back our Fannie Mae MBS, including;

* mortgage insurers and reinsurers, including those that participate in our CIRT transactions, and multifamily
lenders with risk sharing arrangements;

* mortgage servicers that service the loans we hold in our retained mortgage portfolio or that back our Fannie
Mae MBS;

* mortgage sellers and servicers that are obligated to repurchase loans from us or reimburse us for losses in
certain circumstances;

« the financial institutions that issue the investments, including overnight bank deposits, held in our other
investments portfolio; and

» derivatives counterparties.
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We also have counterparty exposure to custodial depository institutions; mortgage originators, investors and dealers;
debt security dealers; central counterparty clearing institutions; and document custodians.

The concentration of our counterparties in similar or related businesses heightens our counterparty risk exposure. We
routinely enter into a high volume of transactions with counterparties in the financial services industry, including brokers
and dealers, mortgage lenders and commercial banks, and mortgage insurers, resulting in a significant credit
concentration with respect to this industry. We may also have multiple exposures to particular counterparties, as many
of our counterparties perform several types of services for us. For example, our lenders or their affiliates may also act
as derivatives counterparties, mortgage servicers, custodial depository institutions or document custodians. Accordingly,
if one of these counterparties were to become insolvent or otherwise default on its obligations to us, it could harm our
business and financial results in a variety of ways.

An institutional counterparty may default on its obligations to us for a number of reasons, such as changes in financial
condition that affect its credit rating, changes in its servicer rating, a reduction in liquidity, operational failures or
insolvency. In the event of a bankruptcy or receivership of one of our counterparties, we may be required to establish
our ownership rights to the assets these counterparties hold on our behalf to the satisfaction of the bankruptcy court or
receiver, which could result in a delay in accessing these assets causing a decline in their value. Counterparty defaults
or limitations on their ability to do business with us could result in significant financial losses or hamper our ability to do
business or manage the risks to our business. In addition, if we are unable to replace a defaulting counterparty that
performs services critical to our business, it could adversely affect our ability to conduct our operations and manage
risk.

We have significant exposure to institutions in the financial services industry relating to derivatives, funding, short-term
lending, securities, and other transactions. We depend on our ability to enter into derivatives transactions with our
derivatives counterparties in order to manage the duration and prepayment risk of our retained mortgage portfolio. If we
lose access to our derivatives counterparties, it could adversely affect our ability to manage these risks.

We use clearinghouses to facilitate many of our derivative trades. If the clearinghouse or the clearing member we use to
access the clearinghouse defaults, we could lose margin that we have posted with the clearing member or
clearinghouse. We are also a clearing member of two divisions of Fixed Income Clearing Corporation (“FICC”), a central
counterparty (“CCP”). One FICC division clears our trades involving securities purchased under agreements to resell,
securities sold under agreements to repurchase, and other non-mortgage related securities. The other division clears
our forward purchase and sale commitments of mortgage-related securities, including dollar roll transactions. As a
clearing member of FICC, we could be exposed to the losses if the CCP or one or more of the CCP’s clearing members
fails to perform its obligations, because each FICC clearing member is required to absorb a portion of the losses
incurred by other clearing members if they fail to meet their obligations to the clearinghouse. For more information, see
“‘MD&A—RIisk Management—Institutional Counterparty Credit Risk Management—Other Counterparties—Central
Counterparty Clearing Institutions.”

Our financial condition or results of operations may be adversely affected if mortgage servicers fail to perform
their obligations to us.

We delegate the servicing of the mortgage loans in our guaranty book of business to mortgage servicers; we do not
have our own servicing function. Functions performed by mortgage servicers on our behalf include collecting and
delivering principal and interest payments, administering escrow accounts, monitoring and reporting delinquencies,
performing default prevention activities and other functions. A servicer’s inability or other failure to perform these
functions or to follow our requirements could negatively impact our ability to, among other things:

* manage our book of business;

* collect amounts due to us;

* actively manage troubled loans; and

+ implement our homeownership assistance, foreclosure prevention and other loss mitigation efforts.

A large portion of our single-family guaranty book is serviced by non-depository servicers. The potentially lower financial
strength, liquidity and operational capacity of non-depository mortgage sellers and servicers compared with depository
mortgage sellers and servicers may negatively affect their ability to fully satisfy their financial obligations or to properly
service the loans on our behalf.

If we replace a mortgage servicer, we likely would incur costs and potential increases in servicing fees and could also
face operational risks. If a mortgage servicer fails, it could result in a temporary disruption in servicing and loss
mitigation activities relating to the loans serviced by that mortgage servicer, particularly if there is a loss of experienced
servicing personnel. We may also face challenges in transferring a large servicing portfolio.
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Multifamily mortgage servicing is typically performed by the lenders who sell the mortgages to us, including non-
depository servicers. We are exposed to the risk that multifamily servicers could come under financial pressure, which
could potentially result in a decline in the quality of the servicing they provide us.

The actions we have taken to mitigate our credit risk exposure to mortgage servicers may not be sufficient to prevent us
from experiencing significant financial losses or business interruptions in the event they cannot fulfill their obligations to
us.

We may incur losses as a result of claims under our mortgage insurance policies not being paid in full or at all.

We rely heavily on mortgage insurers to provide insurance against borrower defaults on single-family conventional
mortgage loans with LTV ratios over 80% at the time of acquisition. Although our primary mortgage insurer
counterparties currently approved to write new business must meet risk-based asset requirements, there is still a risk
that these counterparties may fail to fulfill their obligations to pay our claims under insurance policies.

With respect to primary mortgage insurers that we have approved to write coverage on loans sold to us, we currently do
not differentiate pricing based on counterparty strength or operational performance. Additionally, we would not revoke a
primary mortgage insurer’s status as an eligible insurer unless there was a material violation of our private mortgage
insurer eligibility requirements. Further, we do not generally select the provider of primary mortgage insurance on a
specific loan, because the selection is usually made by the lender at the time the loan is originated. Accordingly, we
have limited ability to manage our concentration risk with respect to primary mortgage insurers.

Three of our mortgage insurer counterparties that are currently not approved to write new business—PMI| Mortgage
Insurance Co. (“PMI”), Triad Guaranty Insurance Corporation (“Triad”) and Republic Mortgage Insurance Company
(“RMIC”)—are currently in run-off. Mortgage insurers that are in run-off continue to collect renewal premiums and
process claims on their existing insurance business, but are no longer approved to write new insurance with us, which
increases the risk that the mortgage insurer will fail to pay claims fully. Entering run-off may limit sources of profits and
liquidity for the mortgage insurer and could also cause the quality and speed of its claims processing to deteriorate. PMI
and Triad have been paying only a portion of policyholder claims and deferring the remaining portion and it is uncertain
whether they will be permitted in the future to pay their deferred policyholder claims or increase or decrease the amount
of cash they pay on claims. RMIC is no longer deferring payments on policyholder claims, but remains in run-off. For
more information on mortgage insurers in run-off and our risk in force mortgage insurance coverage see “Note 13,
Concentrations of Credit Risk—Other Concentrations.”

On at least a quarterly basis, we assess our mortgage insurer counterparties’ respective abilities to fulfill their
obligations to us, and our loss reserves take into account this assessment. If our assessment indicates their ability to
pay claims has deteriorated significantly or if our projected claim amounts have increased, we could experience an
increase in credit-related expenses and credit losses.

Mortgage fraud could result in significant financial losses and harm to our reputation.

We use a process of delegated underwriting in which lenders make specific representations and warranties about the
characteristics of the mortgage loans we purchase and securitize. As a result, we do not independently verify most
borrower information that is provided to us. This exposes us to the risk that one or more of the parties involved in a
transaction (the borrower, seller, broker, appraiser, title agent, lender or servicer) will engage in fraud by misrepresenting
facts about a mortgage loan. Similarly, we rely on delegated servicing of loans and use of a variety of external resources
to manage our REO inventory. We have experienced financial losses resulting from mortgage fraud, including
institutional fraud perpetrated by counterparties. In the future, we may experience additional financial losses or
reputational damage as a result of mortgage fraud.

We may suffer losses if borrowers suffer property damage as a result of a hazard for which we do not require
insurance, such as flooding outside of certain areas, if property or flood insurance is unobtainable or
prohibitively costly, if their claims under insurance policies are not paid, or if their insurance is insufficient to
cover all losses.

In general, we require borrowers to obtain and maintain property insurance to cover the risk of damage to their homes
or properties resulting from hazards such as fire, wind and, for properties in a Special Flood Hazard Area as designated
by FEMA, flooding. To the extent that borrowers suffer property damage as a result of a hazard for which we do not
generally require insurance, such as earthquake damage or flood damage on a property located outside a Special Flood
Hazard Area, are unable to obtain insurance and suffer property damage, their claims under insurance policies are not
paid, or their insurance is insufficient to cover their losses, they may not pay their mortgage loans, which negatively
impacts our credit losses and credit-related expenses. Hazard insurers may experience financial strain and be unable to
make payments on related claims during any period in which significant numbers of mortgaged properties are damaged
by natural or other disasters.
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Only a small portion of loans in our guaranty book of business as of December 31, 2021 was located in a Special Flood
Hazard Area, for which we require flood insurance: 2.9% of loans in our single-family guaranty book of business and
6.3% of loans in our multifamily guaranty book of business. We believe that only a small portion of borrowers in most
places outside of a Special Flood Hazard Area obtain flood insurance. The risk of significant flooding in places outside
of a Special Flood Hazard Area (that is, in places where we do not require flood insurance) is expected to increase in
the coming years as a result of climate change. Single-family borrowers who obtain flood insurance generally rely on the
National Flood Insurance Program (“NFIP”), which was recently extended through February 18, 2022. If Congress fails
to extend or re-authorize the program upon future expirations, FEMA may not have sufficient funds to pay claims for
flood damage, and borrowers may not be able to renew their flood insurance coverage or obtain new policies through
the NFIP. In addition, NFIP insurance does not cover temporary living expenses, and the maximum limit of coverage
available under NFIP for a single-family residential property is $250,000, which may not be sufficient to cover all losses.

Increases in the intensity or frequency of floods or other weather-related disasters as a result of climate change will
expand the foregoing risks. Insurers in some areas have become less willing to continue writing coverage or have
significantly increased insurance premiums in certain areas for certain perils. As coverage becomes unavailable or
prohibitively expensive in an area, home prices may be negatively impacted, and fewer loans in the area may be eligible
for acquisition by Fannie Mae. Ultimately, the desirability of areas that frequently experience hurricanes, wildfires or
other natural disasters may diminish over time, which can depress home prices or adversely affect the region’s
economy, which may negatively impact our financial results.

The occurrence of major natural or other disasters in the United States or its territories and the impact of
climate change could negatively impact our credit losses and credit-related expenses.

We conduct our business in the single-family and multifamily residential mortgage markets and own or guarantee the
performance of mortgage loans throughout the United States and its territories. The occurrence of a major natural or
environmental disaster, terrorist attack, cyber attack, pandemic, or similar event (a “major disruptive event”) in the
United States or its territories could negatively impact our credit losses and credit-related expenses in the affected
geographic area or, depending on the magnitude, scope and nature of the event, nationally, in a number of ways. The
COVID-19 pandemic, for example, has exposed us to substantial credit-related expenses and risk of credit losses.

A major disruptive event that either damages or destroys single-family or multifamily real estate securing mortgage
loans in our book of business or negatively impacts the ability of borrowers to make principal and interest payments on
mortgage loans in our book of business could increase our delinquency rates, default rates and average loan loss
severity of our book of business in the affected region or regions. Further, a major disruptive event or a long-lasting
increase in the vulnerability of an area to disasters that affects borrowers’ ability to make payments on their mortgages,
discourages housing activity, including homebuilding or home buying, or causes a deterioration in housing conditions or
the general economy in the affected region could lower the volume of originations in the mortgage market, influence
home prices and property values in the affected region or in adjacent regions and increase delinquency rates and
default rates. Any of these outcomes could generate significant credit losses and credit-related expenses.

Recent years have seen frequent and severe natural disasters in the U.S., including wildfires, hurricanes, high winds,
severe flooding, mudslides, and environmental contamination. The frequency and intensity of major weather-related
events are indicative of the impact of climate change and this change is expected to persist for the foreseeable future.
Population growth and an increase in people living in high-risk areas, such as coastal areas vulnerable to severe storms
and flooding, have also increased the impact of these events. Although our financial exposure from these events is
mitigated to the extent our book of business is geographically diverse, we remain exposed to risk, particularly in
connection with the risk of geographically widespread weather events and changes in weather patterns, as well as
geographic areas where our book of business is more heavily concentrated. As a result, any continuation or increase in
recent weather trends or their unpredictability, or any single natural disaster of significant scope or intensity, could have
a material impact on our results of operations and financial condition.

Further, legal or regulatory responses to concerns about global climate change may impact the housing markets and, as
a result, our business. Steps to address the risk of more frequent or severe weather events resulting from climate
change could result in a potentially disruptive transition away from carbon-intense industries. Such a transition could
negatively impact certain industries and regional economies, affecting the ability of borrowers in those industries or
regions to pay their mortgage loans.

Operational Risk

A failure in our operational systems or infrastructure, or those of third parties, could materially adversely affect
our business, impair our liquidity, cause financial losses and harm our reputation.

Shortcomings or failures in our internal processes, people, data management or systems could disrupt our business or
have a material adverse effect on our risk management, liquidity, financial statement reliability, financial condition and
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results of operations. Such a failure could result in legislative or regulatory intervention or sanctions, liability to
counterparties, financial losses, business disruptions and damage to our reputation. For example, our business is highly
dependent on our ability to manage and process, on a daily basis, an extremely large number of transactions, many of
which are highly complex, across numerous and diverse markets that continuously and rapidly change and evolve.
These transactions are subject to various legal, accounting and regulatory standards. Our financial, accounting, data
processing or other operating systems and facilities may fail to operate properly or become disabled or damaged as a
result of a number of factors, including events that are wholly or partially beyond our control, adversely affecting our
ability to process these transactions or manage associated data with reliability and integrity. In addition, we rely on
information provided by third parties in processing many of our transactions; that information may be incorrect or we
may fail to properly manage or analyze it or properly monitor its data quality.

We rely upon business processes that are highly dependent on people, technology and equipment, data and the use of
numerous complex systems and models to manage our business and produce books and records upon which our
financial statements and risk reporting are prepared. This reliance increases the risk that we may be exposed to
financial, reputational or other losses as a result of inadequately designed internal processes or data management
architecture, inflexible technology or the failure of our systems. In addition, our use of third-party service providers for
some of our business and technology functions increases the risk that an operational failure by a third party will
adversely affect us. For example, we use third-party service providers for cloud infrastructure services. We have
experienced interruptions in access to our platforms as a result of connectivity issues with third-party cloud-based
platforms and related data centers and could experience disruptions again if there is a lapse of service, interruption of
internet service provider connectivity or damage to third-party cloud-based platforms or any related data centers.
Additionally, we may not have sufficient capacity to recover all data and services in the event of an outage or other
event resulting in data loss or corruption, which could cause financial losses and reputational harm. While we continue
to enhance our technology, infrastructure, operational controls and organizational structure in order to reduce our
operational risk, these actions may not be effective to manage these risks and may create additional operational risk
and expenses as we execute these enhancements.

Our ability to manage and aggregate data may be limited by the effectiveness of our policies, programs, processes,
systems and practices that govern how data is acquired, validated, stored, protected, processed and shared. Failure to
manage data effectively and to aggregate data in an accurate and timely manner may limit our ability to manage current
and emerging risks, as well as to manage changing business needs.

We also face the risk of operational failure, termination or capacity constraints of any of the clearing agents, paying
agents, exchanges, clearinghouses or other financial intermediaries, including CSS and Freddie Mac, we use to
facilitate our securities and derivatives transactions. Moreover, the consolidation and interconnectivity among clearing
agents, exchanges and clearing houses increases the risk of operational failure, on both an individual basis and an
industry-wide basis. Any such failure, termination or constraint could adversely affect our ability to effect transactions or
manage our exposure to risk.

Substantially all of our employees and business operations functions are consolidated in two metropolitan areas:
Washington, DC and Dallas, Texas. As a result of this concentration of our employees and facilities, a major disruptive
event at either location could impact our ability to operate notwithstanding the business continuity plans and facilities
that we have in place, including our out-of-region data center for disaster recovery. Moreover, because of the
concentration of our employees in the Washington, DC and Dallas metropolitan areas, a regional disruption in one of
these areas could prevent our employees from accessing our facilities, working remotely, or communicating with or
traveling to other locations. Further, if the frequency, severity or unpredictability of weather-related events in the
Washington, DC or Dallas regions increases as a result of changing weather patterns, then these disruptions could
occur regularly or last for longer periods of time. Accordingly, the occurrence of one or more major disruptive events
could materially adversely affect our ability to conduct our business and lead to financial losses.

We may experience significant business disruptions as a result of COVID-19 and its variants. If a significant number of
our executives or other employees, or family members for whom they provide care, contract COVID-19 during the same
time period, it could materially adversely affect our ability to manage our business, which could have a material adverse
effect on our results of operations and financial condition. The risk of executives, other employees or their family
members contracting COVID-19 may increase with the further reopening of workplaces and schools.

At this time, a significant majority of our employees are working remotely and we currently expect that they will continue
to work remotely for the foreseeable future. While our transition to a remote work environment has been successful to
date, this remote work arrangement increases the risk that technological, cybersecurity or other operational incidents
could materially adversely affect our business operations. This remote work arrangement could also materially
adversely affect our ability to maintain effective controls, which could result in material errors to our reported financial
results or disclosures that are not complete or accurate.
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A breach of the security of our systems or facilities, or those of third parties with which we do business,
including as a result of cyber attacks, could damage or disrupt our business or result in the disclosure or
misuse of confidential information, which could damage our reputation, result in regulatory sanctions and/or
increase our costs and cause losses.

Our operations rely on the secure receipt, processing, storage and transmission of confidential and other information in
our computer systems and networks and with our business partners, including proprietary, confidential or personal
information that is subject to privacy laws, regulations or contractual obligations. Information security risks for large
institutions like us have significantly increased in recent years in part because of the proliferation of new technologies
and the use of the Internet, mobile, telecommunications and cloud technologies to conduct or automate financial
transactions. A number of financial services companies, consumer-based companies and other organizations have
reported the unauthorized disclosure of client, customer or other confidential information, as well as cyber attacks
involving the dissemination, theft and destruction of corporate information, intellectual property, cash or other valuable
assets. There have also been several highly publicized ransomware cyber attacks where hackers have requested
‘ransom” payments in exchange for not disclosing stolen customer information or for unlocking or not disabling the
target company’s computer or other systems.

We have been, and likely will continue to be, the target of cyber attacks, computer viruses, malicious code, social
engineering attacks, including phishing attacks, denial of service attacks and other information security threats. To date,
cyber attacks have not had a material impact on our financial condition, results or business. However, we could suffer
material financial or other losses in the future as a result of cyber attacks, and these attacks and their impacts are hard
to predict. Our risk and exposure to these matters remains heightened because of, among other things:

+ the evolving nature of these threats;

» the current global economic and political environment;

* our prominent size and scale and our role in the financial services industry;
» the outsourcing of some of our business operations;

* the ongoing shortage of qualified cybersecurity professionals;

*  our migration to cloud-based systems;

» ourincreased use of employee-owned devices for business communication;
+ the large number of our employees working remotely; and

« the interconnectivity and interdependence of third parties to our systems.

Despite our efforts to ensure the integrity of our software, computers, systems and information, we may not be able to
anticipate, detect or recognize threats to our systems and assets, or to implement effective preventive measures against
all cyber threats, especially because the techniques used are increasingly sophisticated, change frequently, are
complex, and are often not recognized until launched. In addition, recent large-scale cyber attacks suggest that the risk
of damaging cyberattacks impacting us and/or third-parties with which we do business is increasing. We expect cyber
attack and breach incidents to continue, and we are unable to predict the direct or indirect impact of future attacks or
breaches on our business operations.

We routinely identify cyber threats as well as vulnerabilities in our systems and work to address them. Some cyber
vulnerabilities take a substantial amount of time to resolve. In addition, efforts to resolve them may be insufficient.
Further, these efforts involve costs that can be significant as cyber attack methods continue to rapidly evolve. Cyber
attacks can originate from a variety of sources, including external parties who are affiliated with foreign governments or
are involved with organized crime or terrorist organizations. Cybersecurity risks also derive from human error, fraud or
malice on the part of our employees or third parties. Third parties have, and will likely continue to, attempt to induce
employees, lenders (including servicers) or other users of our systems to disclose sensitive information or provide
access to our systems or network, or to our data or that of our counterparties or borrowers, and these types of risks may
be difficult to detect or prevent.

The occurrence of a cyber attack, breach, unauthorized access, misuse, computer virus or other malicious code or other
cybersecurity event could jeopardize or result in the unauthorized disclosure, gathering, monitoring, misuse, corruption,
loss or destruction of confidential and other information that belongs to us, our lenders, our counterparties, third-party
service providers or borrowers that is processed and stored in, and transmitted through, our computer systems and
networks. The occurrence of such an event could also result in damage to our software, computers or systems, or
otherwise cause interruptions or malfunctions in our, our lenders’, our counterparties’ or third parties’ operations. This
could result in significant financial losses, loss of lenders and business opportunities, reputational damage, litigation,
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regulatory fines, penalties or intervention, reimbursement or other compensatory costs, or otherwise adversely affect
our business, financial condition or results of operations.

Cyber attacks can occur and persist for an extended period of time without detection. Investigations of cyber attacks are
inherently unpredictable, and it takes time to complete an investigation and have full and reliable information. While we
are investigating a cyber attack, we do not necessarily know the extent of the harm or how best to remediate it, and we
can repeat or compound certain errors or actions before we discover and remediate them. In addition, announcing that
a cyber attack has occurred increases the risk of additional cyber attacks, and preparing for this elevated risk can delay
the announcement of a cyber attack. All or any of these challenges could further increase the costs and consequences
of a cyber attack. These factors may also inhibit our ability to provide rapid, complete and reliable information about a
cyber attack to our lenders, counterparties and regulators, as well as the public.

In addition, we may be required to expend significant additional resources to modify our protective measures and to
investigate and remediate vulnerabilities or other exposures arising from operational and security risks. Although we
maintain insurance coverage relating to cybersecurity risks, our insurance may not be sufficient to provide adequate
loss coverage in all circumstances.

Because we are interconnected with and dependent on third-party vendors, exchanges, clearing houses, fiscal and
paying agents, and other financial intermediaries, including CSS, we could be materially adversely impacted if any of
them is subject to a successful cyber attack or other information security event. Third parties with which we do business
may also be sources of cybersecurity or other technological risks. We outsource certain functions and these
relationships allow for the external storage and processing of our information, as well as lender, counterparty and
borrower information, including on cloud-based systems. We also share this type of information with regulatory agencies
and their vendors. While we engage in actions to mitigate our exposure resulting from our information-sharing activities,
ongoing threats may result in unauthorized access, loss or destruction of data or other cybersecurity incidents with
increased costs and consequences to us such as those described above.

We routinely transmit and receive personal, confidential and proprietary information by electronic means. In addition,
our lenders maintain personal, confidential and proprietary information on systems we provide. We have discussed and
worked with lenders, vendors, service providers, counterparties and other third parties to develop secure transmission
capabilities and protect against cyber attacks, but we do not have, and may be unable to put in place, secure
capabilities with all of our lenders, vendors, service providers, counterparties and other third parties and we may not be
able to ensure that these third parties have appropriate controls in place to protect the confidentiality of the information.
An interception, misuse or mishandling of personal, confidential or proprietary information being sent to or received from
a lender, vendor, service provider, counterparty or other third party could result in legal liability, substantial fines,
regulatory action and reputational harm. Furthermore the legal and regulatory environment related to data privacy and
cybersecurity is constantly changing. An actual or perceived failure by us, lenders, vendors, service providers,
counterparties or other third parties to comply with privacy, data protection and information security laws, regulations,
standards, policies and contractual obligations could result in legal liability, substantial fines, regulatory action and
reputational harm.

Our concurrent implementation of multiple new initiatives may increase our operational risk and result in one
or more material weaknesses in our internal control over financial reporting.

We are currently implementing a number of initiatives in furtherance of both our and our conservator’s strategic
objectives. The magnitude of the many new initiatives we are undertaking may increase our operational risk. Many of
these initiatives involve significant changes to our business processes, controls, systems and infrastructure, require
substantial attention from management, and present significant operational challenges for us. Some business initiatives
that we are currently developing or executing against include a new general ledger platform, our environmental, social
and governance initiatives, enhancements and efficiencies to our operational processes, and enhancements to our
existing and development of new information technology and other systems. For example, for the past several years we
have been transitioning our core information technology systems to third-party cloud-based platforms. If completing this
initiative is delayed or we fail to complete it in a well-managed, secure and effective manner, we may experience
unplanned service disruption or unforeseen costs, which could result in material harm to our business and results of
operations. In addition, FHFA as our conservator is requiring that we undertake a number of initiatives, including those
set forth in their 2022 scorecard. While implementation of each individual initiative creates operational challenges,
implementing multiple initiatives during the same time period significantly increases these challenges. Due to the
operational complexity associated with these changes and the limited time periods for implementing them, we believe
there is a risk that implementing these changes could result in one or more material weaknesses in our internal control
over financial reporting in a future period. If this were to occur, we could experience material errors in our reported
financial results. In addition, FHFA, Treasury, other agencies of the U.S. government or Congress may require us to
implement additional initiatives in the future that could further increase our operational risk.
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Material weaknesses in our internal control over financial reporting could result in errors in our reported
results or disclosures that are not complete or accurate.

Management has determined that, as of the date of this filing, we have ineffective disclosure controls and procedures
that result in a material weakness in our internal control over financial reporting. In addition, our independent registered
public accounting firm, Deloitte & Touche LLP, has expressed an adverse opinion on our internal control over financial
reporting because of the material weakness. Our ineffective disclosure controls and procedures and material weakness
could result in errors in our reported results or disclosures that are not complete or accurate, which could have a
material adverse effect on our business and operations.

Our material weakness relates specifically to the impact of the conservatorship on our disclosure controls and
procedures. Because we are under the control of FHFA, some of the information that we may need to meet our
disclosure obligations may be solely within the knowledge of FHFA. As our conservator, FHFA has the power to take
actions without our knowledge that could be material to our shareholders and other stakeholders, and could significantly
affect our financial performance or our continued existence as an ongoing business. Because FHFA currently functions
as both our regulator and our conservator, there are inherent structural limitations on our ability to design, implement,
test or operate effective disclosure controls and procedures relating to information known to FHFA. As a result, we have
not been able to update our disclosure controls and procedures in a manner that adequately ensures the accumulation
and communication to management of information known to FHFA that is needed to meet our disclosure obligations
under the federal securities laws, including disclosures affecting our financial statements. Given the structural nature of
this material weakness, we do not expect to remediate this weakness while we are under conservatorship. See
“Controls and Procedures” for further discussion of management’s conclusions on our disclosure controls and
procedures and internal control over financial reporting.

Failure of our models to produce reliable results may adversely affect our ability to manage risk and make
effective business decisions.

We make significant use of quantitative models to measure and monitor our risk exposures and to manage our
business. For example, we use models to measure and monitor our exposures to interest rate, credit and market risks,
and to forecast credit losses. We use this information in making business decisions relating to strategies, initiatives,
transactions, pricing and products.

Models are inherently imperfect predictors of actual results because they are based on historical data and assumptions
regarding factors such as future loan demand, borrower behavior, creditworthiness and home price trends. Other
potential sources of inaccurate or inappropriate model results include errors in computer code, bad data, misuse of
data, or use of a model for a purpose outside the scope of the model’s design. Modeling often assumes that historical
data or experience can be relied upon as a basis for forecasting future events, an assumption that may be especially
tenuous in the face of unprecedented events, such as the COVID-19 pandemic.

Given the challenges of predicting future behavior, management judgment is used at every stage of the modeling
process, from model design decisions regarding core underlying assumptions, to interpreting and applying final model
output. To control for these inherent imperfections, our models are validated by an independent model risk management
team within our Enterprise Risk Management Division and are subject to control requirements set by our model risk
policies.

When market conditions change quickly and in unforeseen ways, there is an increased risk that the model assumptions
and data inputs for our models are not representative of the most recent market conditions, which requires management
judgment to make adjustments or overrides to our models. In a rapidly changing environment, it may not be possible to
update existing models quickly enough to properly account for the most recently available data and events.

If our models fail to produce reliable results on an ongoing basis we may not make appropriate risk management
decisions, including decisions affecting loan purchases, management of credit losses, guaranty fee pricing, and asset
and liability management. Moreover, strategies we employ to manage and govern the risks associated with our use of
models may not be effective or fully reliable.

Liquidity and Funding Risk

Limitations on our ability to access the debt capital markets could have a material adverse effect on our ability
to fund our operations, and our liquidity contingency plans may be difficult or impossible to execute during a
sustained liquidity crisis.

Our ability to fund our business depends on our ongoing access to the debt capital markets. Market concerns about
matters such as the extent of government support for our business and debt securities, the future of our business
(including future profitability, future structure, regulatory actions and our status as a government-sponsored enterprise)
and the creditworthiness of the U.S. government could cause a severe negative effect on our access to the unsecured
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debt markets, particularly for long-term debt. We believe that our ability in recent years to issue debt of varying
maturities at attractive pricing resulted from federal government support of our business. As a result, we believe that our
status as a government-sponsored enterprise and continued federal government support are essential to maintaining
our access to debt funding. Changes or perceived changes in federal government support of our business, our debt
securities or our status as a government-sponsored enterprise, including changes arising in connection with efforts to
end our conservatorship, could materially and adversely affect our ability to fund our business. There can be no
assurance that the government will continue to support our business or our debt securities, or that our current level of
access to debt funding will continue. If our senior preferred stock purchase agreement with Treasury is amended in the
future to reduce its support for our debt securities issued after such amendment, it could materially increase our
borrowing costs or materially adversely affect our access to the debt capital markets.

Future changes or disruptions in the financial markets could significantly change the amount, mix and cost of funds we
obtain, as well as our liquidity position. If we are unable to issue both short- and long-term debt securities at attractive
rates and in amounts sufficient to operate our business and meet our obligations, it likely would interfere with the
operation of our business and have a material adverse effect on our liquidity, results of operations, financial condition
and net worth.

Our liquidity contingency plans may be difficult or impossible to execute during a sustained market liquidity crisis. If the
financial markets experience substantial volatility in the future similar to or more intensely than in 2020, it could
significantly adversely affect the amount, mix and cost of funds we obtain, as well as our liquidity position. If we cannot
access the unsecured debt markets, our ability to repay maturing indebtedness and fund our operations could be
eliminated or significantly impaired. In this event, our alternative source of liquidity, our other investments portfolio, may
not be sufficient to meet our liquidity needs.

A decrease in the credit ratings on our senior unsecured debt could have an adverse effect on our ability to
issue debt on reasonable terms, particularly if such a decrease were not based on a similar action on the credit
ratings of the U.S. government. A decrease in our credit ratings also could require that we post additional
collateral for our derivatives contracts.

A reduction in our credit ratings could materially adversely affect our liquidity, our ability to conduct our normal business
operations, our financial condition and our results of operations. Credit ratings on our senior unsecured debt, as well as
the credit ratings of the U.S. government, are primary factors that could affect our borrowing costs and our access to the
debt capital markets. Credit ratings on our debt are subject to revision or withdrawal at any time by the rating agencies.
Actions by governmental entities impacting the support our business or our debt securities receive from Treasury could
adversely affect the credit ratings on our senior unsecured debt. If our senior preferred stock purchase agreement with
Treasury is amended to reduce its support for our debt securities issued after such amendment, it could result in a
downgrade in the credit ratings on our senior unsecured debt.

Because we rely on the U.S. government for capital support, in recent years, when a rating agency has taken an action
relating to the U.S. government’s credit rating, they have taken a similar action relating to our ratings at approximately
the same time. S&P, Moody’s and Fitch have all indicated that they would likely lower their ratings on the debt of Fannie
Mae and certain other government-related entities if they were to lower their ratings on the U.S. government. As a
result, if a future government shutdown or other event results in downgrades of the government’s credit rating, our credit
ratings may be similarly downgraded. We currently cannot predict the potential impact of a credit ratings downgrade on
demand for our securities or on our business.

A reduction in our credit ratings also could cause derivatives clearing organizations or their members to demand that we
post additional collateral for our derivative contracts. Our credit ratings and ratings outlook are included in “MD&A—
Liquidity and Capital Management—Liquidity Management—Credit Ratings.”

Market and Industry Risk

Changes in interest rates or our loss of the ability to manage interest-rate risk successfully could adversely
affect our financial results and condition, and increase interest-rate risk.

We are subject to interest-rate risk, which is the risk that movements in interest rates will adversely affect the value of
our assets or liabilities or our future earnings. Our exposure to interest-rate risk primarily arises from two sources: our
“net portfolio,” which we define as our retained mortgage portfolio assets, other investments portfolio, outstanding debt
of Fannie Mae used to fund the retained mortgage portfolio assets and other investments portfolio, mortgage
commitments and risk management derivatives; and our consolidated MBS trusts. We describe these risks in more
detail in “MD&A—Risk Management—Market Risk Management, Including Interest-Rate Risk Management.” Changes
in interest rates affect both the value of our mortgage assets and prepayment rates on our mortgage loans, which could
have a material adverse effect on our financial results and condition, as well as our liquidity.
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Our ability to manage interest-rate risk depends on our ability to issue debt instruments with a range of maturities and
other features, including call provisions, at attractive rates and to engage in derivatives transactions. We must exercise
judgment in selecting the amount, type and mix of debt and derivative instruments that will most effectively manage our
interest-rate risk. The amount, type and mix of financial instruments that are available to us may not offset possible
future changes in the spread between our borrowing costs and the interest we earn on our mortgage assets. We mark
to market changes in the estimated fair value of our derivatives through our earnings on a quarterly basis, but we do not
similarly mark to market changes in some of the financial instruments that generate our interest-rate risk exposures. As
a result, changes in interest rates, particularly significant changes, can have a significant adverse effect on our earnings
and net worth for the quarter in which the changes occur, depending on the nature of the changes and the derivatives
and short-term investments we hold at that time.

We have experienced significant fair value losses in some periods due to changes in interest rates. Although we
implemented hedge accounting in 2021 to reduce the impact of benchmark interest-rate volatility on our financial
results, earnings variability driven by other factors, such as spreads or changes in amortization recognized in net
interest income, remains. We describe how changes in amortization affect net interest income in “MD&A—Consolidated
Results of Operations—Net Interest Income.” In addition, our ability to effectively reduce earnings volatility is dependent
on having the right mix and volume of interest-rate swaps available. As our portfolio of interest-rate swaps varies over
time, our ability to reduce earnings volatility through hedge accounting may vary as well.

Changes in interest rates also can affect our credit losses. When interest rates increase, our credit losses from loans
with adjustable payment terms may increase as borrower payments increase at their reset dates, which increases the
borrower’s risk of default. Rising interest rates may also reduce the opportunity for these borrowers to refinance into a
fixed-rate loan. Similarly, many borrowers may have additional debt obligations, such as home equity lines of credit and
second liens, that also have adjustable payment terms. If a borrower’s payment on his or her other debt obligations
increases due to rising interest rates or a change in amortization, it increases the risk that the borrower may default on a
loan we own or guarantee. In addition to increasing the risk of future borrower defaults, rising interest rates reduce
expected future loan prepayments, which lengthens the expected life of our loans and therefore increases our loss
reserves related to any concessions we may have provided on those loans.

Changes in spreads could materially impact our results of operations, net worth and the fair value of our net
assets.

Spread risk can result from changes in the spread between our mortgage assets, including mortgage purchase and sale
commitments, and the debt and derivatives we use to hedge our position, as well as the current market spreads of our
Connecticut Avenue Securities® (“CAS”) deals issued prior to 2016, which are subject to fair value accounting. Changes
in market conditions, including changes in interest rates, liquidity, prepayment and default expectations, and the level of
uncertainty in the market for a particular asset class may cause fluctuations in spreads. Changes in mortgage spreads
have contributed to significant volatility in our financial results in certain periods, due to fluctuations in the estimated fair
value of the financial instruments that we mark to market through our earnings, and this could occur again in a future
period. Changes in mortgage spreads could cause significant fair value losses, and could adversely affect our near-term
financial results and net worth. We do not actively manage or hedge our spread risk after we purchase mortgage
assets, other than through asset monitoring and disposition.

Uncertainty relating to the discontinuance of LIBOR may adversely affect our results of operations, financial
condition, liquidity and net worth.

In 2017, the United Kingdom’s Financial Conduct Authority, which regulates LIBOR, announced its intention to stop
persuading or compelling the group of major banks that sustain LIBOR to submit rate quotations after 2021. ICE
Benchmark Administration, the administrator of LIBOR, ceased publication of one-week and two-month U.S. dollar
LIBOR after December 2021, and has stated its intention to cease publication of overnight, one-month, three-month,
six-month and one-year U.S. dollar LIBOR tenors after June 2023. We have exposure to one-month, three-month, six-
month and one-year LIBOR, including in financial instruments that mature after June 2023.

Efforts are underway to identify and transition to a set of alternative reference rates. As described in “Business—
Legislation and Regulation—Industry and General Matters—Transition from LIBOR and Alternative Reference Rates,”
the ARRC has recommended an alternative reference rate referred to as SOFR. However, SOFR is calculated based on
different criteria than LIBOR. Accordingly, SOFR and LIBOR may diverge, particularly in times of macroeconomic stress.
Since the initial publication of SOFR in 2018, daily changes in SOFR have at times been more volatile than daily
changes in comparable benchmark or market rates, and SOFR may be subject to direct influence by activities of the
Federal Reserve and the Federal Reserve Bank of New York in ways that other rates may not be. For example, at the
direction of the Federal Reserve, the Federal Reserve Bank of New York conducted overnight and term repurchase
agreement (“repo”) operations to help maintain the federal funds rate within a target range starting in September 2019.
Those activities lasted for an extended period of months and directly impacted prevailing SOFR rates.
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While many of our LIBOR-indexed financial instruments allow us to take discretionary action to select an alternative
reference rate if LIBOR is discontinued, our use of an alternative reference rate may be subject to legal challenges.
There is considerable uncertainty as to how the financial services industry will address the discontinuance of LIBOR in
financial instruments. This uncertainty could result in disputes and litigation with counterparties and borrowers
surrounding the implementation of alternative reference rates in our financial instruments that reference LIBOR.
Financial instruments indexed to LIBOR could experience disparate outcomes based on their contractual terms, ability
to amend those terms, market or product type, legal or regulatory jurisdiction, and other factors. There can be no
assurance that legislative or regulatory actions will dictate what happens if LIBOR ceases or is no longer representative
or viable, or what those actions might be. In addition, while the ARRC was created to ensure a successful transition
from LIBOR, there can be no assurance that the ARRC will endorse practices that create a smooth transition and
minimize value transfers between market participants, or that its endorsed practices will be broadly adopted by market
participants. Divergent industry or market participant actions could result after LIBOR is no longer available,
representative, or viable. It is uncertain what effect any divergent industry practices will have on the performance of
financial instruments, including those that we own or have issued. Alternative reference rates that replace LIBOR may
not yield the same or similar economic results over the lives of the financial instruments, which could adversely affect
the value of and return on these instruments. The discontinuance of LIBOR could result in our paying higher interest
rates on our current LIBOR-indexed obligations, adversely affect the yield on and fair value of the loans and securities
we hold or guarantee that reference LIBOR, and increase the costs of or affect our ability to effectively use derivative
instruments to manage interest-rate risk.

These developments could have a material impact on us, adjustable-rate mortgage borrowers, investors, and our
lenders and counterparties. This could result in losses, reputational damage, litigation or costs, or otherwise adversely
affect our business.

Our business and financial results are affected by general economic conditions, including home prices and
employment trends, and changes in economic conditions or financial markets may materially adversely affect
our business and financial condition.

In general, a prolonged period of slow growth in the U.S. economy or any deterioration in general economic conditions
or financial markets could materially adversely affect our results of operations, net worth and financial condition. Our
business is significantly affected by the status of the U.S. economy, including home prices and employment trends, as
well as economic output levels, interest and inflation rates, and shifts in fiscal and monetary policies. For example, in
December 2021 the Federal Reserve announced it would begin to significantly reduce its bond and mortgage-backed
securities purchases in response to inflation concerns. We also expect interest rates on Treasury securities to increase
in 2022 in anticipation of further inflation or a shift in monetary policy. The market impact from such policies may create
upward pressure on mortgage interest rates likely leading to a slowdown in housing demand, deceleration in the pace of
home price appreciation and a reduction in demand for mortgage-backed securities, which could adversely affect our
business and financial condition.

Global economic conditions can also adversely affect our business and financial results. Changes or volatility in market
conditions resulting from deterioration in or uncertainty regarding global economic conditions can adversely affect the
value of our assets, which could materially adversely affect our results of operations, net worth and financial condition.
Differing rates of economic recovery from the COVID-19 pandemic around the world along with continued dislocations
in supply chains remain a concern for policy makers and financial markets. To the extent global economic conditions
negatively affect the U.S. economy, they also could negatively affect the credit performance of the loans in our book of
business.

Volatility or uncertainty in global or domestic political conditions also can significantly affect economic conditions and
financial markets. Global or domestic political unrest also could affect growth and financial markets. We describe above
the risks to our business posed by changes in interest rates and changes in spreads. In addition, future changes or
disruptions in financial markets could significantly change the amount, mix and cost of funds we obtain, as well as our
liquidity position.

A decline in activity in the U.S. housing market or increasing interest rates could lower our business volumes
or otherwise adversely affect our results of operations, net worth and financial condition.

Our business volume is affected by the rate of growth in total U.S. residential mortgage debt outstanding and the size of
the U.S. residential mortgage market. A decline in mortgage debt outstanding reduces the unpaid principal balance of
mortgage loans available for us to acquire, which in turn could reduce our net interest income and adversely affect our
financial results. Various factors may impact our business volume, including:

* Rising interest rates, which generally result in fewer mortgage originations, particularly for refinances, as we
have seen in the second half of 2021.
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*  Lower home prices and multifamily property valuations, which could preclude some borrowers from being able
to refinance their loans.

Legal and Regulatory Risk
Regulatory changes in the financial services industry may negatively impact our business.

Changes in the regulation of the financial services industry are affecting and are expected to continue to affect many
aspects of our business. Changes to financial regulations could affect our business directly or indirectly if they affect our
lenders and counterparties. Examples of regulatory changes that have affected us or may affect us in the future include:
rules requiring the clearing of certain derivatives transactions and margin and capital rules for uncleared derivative
trades, which impose additional costs on us; and the Dodd-Frank Act risk retention and single-counterparty credit limit
requirements.

Additional changes in regulations applicable to U.S. banks could affect the volume and characteristics of mortgage
loans available in the market and could also affect demand for our debt securities and MBS, as U.S. banks purchase a
large amount of our debt securities and MBS. New or revised liquidity or capital requirements applicable to U.S. banks
could materially affect banks’ willingness to deliver loans to us and demand by those banks for our debt securities and
MBS. Developments in connection with the single-counterparty credit limit regulations, including those taken in
anticipation of our eventual exit from conservatorship, could also cause our lenders and investors to change their
business practices.

The actions of Treasury, the Commodity Futures Trading Commission, the CFPB, the SEC, the Federal Deposit
Insurance Corporation, the Federal Reserve and international central banking authorities directly or indirectly impact
financial institutions’ cost of funds for lending, capital-raising and investment activities, which could increase our
borrowing costs or make borrowing more difficult for us. Changes in monetary policy are beyond our control and difficult
to anticipate.

Overall, these legislative and regulatory changes could affect us in substantial and unforeseeable ways and could have
a material adverse effect on our business, results of operations, financial condition, liquidity and net worth.

Legislative, regulatory or judicial actions could negatively impact our business, results of operations, financial
condition or net worth.

Legislative, regulatory or judicial actions at the federal, state or local level could negatively impact our business, results
of operations, financial condition, liquidity or net worth. Legislative, regulatory or judicial actions could affect us in a
number of ways, including by imposing significant additional costs on us and diverting management attention or other
resources. For example, the enterprise regulatory capital framework, when it is fully applicable, will require us to hold
more capital than the statutory requirement, which may require us to change or limit certain business activities to
maintain appropriate risk-adjusted returns. We could also be affected by:

+ Actions taken by the U.S. Congress, Treasury, the Federal Reserve, FHFA or other national, state or local
government agencies or legislatures in response to the continued spread of COVID-19 and its variants, such as
expanding or extending our obligations to help borrowers, renters or counterparties affected by the pandemic or
imposing new business shut-downs or other restrictions.

* Legislative or regulatory changes that expand our, or our servicers’, responsibility and liability for securing,
maintaining or otherwise overseeing properties prior to foreclosure, which could increase our costs.

»  Court decisions concluding that we or our affiliates are governmental actors, which could impose additional
burdens and requirements on us.

+ Designation as a systemically important financial institution by the Financial Stability Oversight Council (the
“FSOC”). We have not been designated as a systemically important financial institution; however, the FSOC
announced in 2020 that it will continue to monitor the secondary mortgage market activities of the GSEs to
ensure potential risks to financial stability are adequately addressed. Designation as a systemically important
financial institution would result in our becoming subject to additional regulation and oversight by the Federal
Reserve Board.

«  Other agencies of the U.S. government or Congress asking us to take actions to support the housing and
mortgage markets or in support of other goals. For example, in December 2011, Congress enacted the TCCA
under which we increased our guaranty fee on all single-family mortgages delivered to us by 10 basis points.
The revenue generated by this fee increase is paid to Treasury. In November 2021, the Infrastructure
Investment and Jobs Act was enacted, which extended to October 1, 2032 our obligation under the TCCA to
collect 10 basis points in guaranty fees on single-family residential mortgages delivered to us and pay the
associated revenue to Treasury.

Fannie Mae 2021 Form 10-K 52



Risk Factors | General Risk

General Risk

The COVID-19 pandemic may continue to adversely affect our business and financial results.

The COVID-19 pandemic had a significant adverse effect on the U.S. economy, particularly in the second quarter of
2020. Although certain economic conditions in the United States improved in 2021, the pandemic continues to evolve,
as recently experienced with the rapid spread of the Omicron variant, and risks to the U.S. economy from the COVID-19
pandemic remain that could negatively affect our business and financial results. The emergence of other new, more
infectious variants of the coronavirus, potential waning of vaccine effectiveness over time and lower vaccination rates in
certain areas of the country could lead to new shut-downs or other business restrictions or constraints in various locales
and reductions in business activity. If this occurs and negatively affects the economic recovery, it could impact the ability
of borrowers and renters to make their monthly payments, which could negatively affect our business and financial
results.

Factors that may impact the extent to which the COVID-19 pandemic affects our business, financial results and financial
condition include: the duration of the pandemic, the prevalence and severity of future outbreaks; the actions taken to
contain the virus, or treat its impact, including government actions to mitigate the economic impact of the pandemic and
COVID-19 vaccination rates; the effectiveness and availability of COVID-19 vaccines over time; the nature, extent and
success of the forbearance, payment deferrals, modifications and other loss mitigation options we provide to borrowers
affected by the pandemic; accounting elections and estimates relating to the impact of the COVID-19 pandemic;
borrower and renter behavior in response to the pandemic and its economic impact; future economic and operating
conditions, including interruptions to economic recovery from outbreaks or increases in COVID-19 cases or severity;
and how quickly and to what extent affected borrowers, renters and counterparties recover from the negative economic
impact of the pandemic. To the extent the COVID-19 pandemic adversely affects our business and financial results, it
may also have the effect of heightening many of the other risks described in these risk factors.

Our business and financial results could be materially adversely affected by legal or regulatory proceedings.

We are a party to various claims and other legal proceedings. We are periodically involved in government
investigations. We may be required to establish accruals and to make substantial payments in the event of adverse
judgments or settlements of any such claims, investigations or proceedings, which could have a material adverse effect
on our business, results of operations, financial condition, liquidity and net worth. Any legal proceeding or governmental
investigation, even if resolved in our favor, could result in negative publicity, reputational harm or cause us to incur
significant legal and other expenses. In addition, responding to these matters could divert significant internal resources
away from managing our business.

In addition, a number of lawsuits have been filed against the U.S. government relating to the senior preferred stock
purchase agreement and the conservatorship. See “Note 16, Commitments and Contingencies” and “Legal
Proceedings” for a description of these lawsuits. These lawsuits, and actions Treasury or FHFA may take in response to
these lawsuits, could have a material impact on our business.

Changes in accounting standards and policies can be difficult to predict and can materially impact how we
record and report our financial results.

Our accounting policies and methods are fundamental to how we record and report our financial condition, results of
operations and cash flows. From time to time, the FASB or the SEC changes the financial accounting and reporting
standards or the policies that govern the preparation of our financial statements. In addition, FHFA provides guidance
that affects our adoption or implementation of financial accounting or reporting standards. These changes can be
difficult to predict and expensive to implement, and can materially impact how we record and report our financial
condition, results of operations and cash flows. We could be required to apply new or revised guidance retrospectively,
which may result in the revision of prior-period financial statements by material amounts. The implementation of new or
revised accounting guidance, could have a material adverse effect on our financial results or net worth.

In many cases, our accounting policies and methods, which are fundamental to how we report our financial
condition and results of operations, require management to make judgments and estimates about matters that
are inherently uncertain. Management also relies on models in making these estimates.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results of
operations. Our management must exercise judgment in applying many of these accounting policies and methods so
that they comply with GAAP and reflect management’s judgment of the most appropriate manner to report our financial
condition and results of operations. In some cases, management must select the appropriate accounting policy or
method from two or more acceptable alternatives, any of which might be reasonable under the circumstances but might
affect the amounts of assets, liabilities, revenues and expenses that we report. See “Note 1, Summary of Significant
Accounting Policies” for a description of our significant accounting policies.
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We have identified our allowance for loan losses accounting policy as critical to the presentation of our financial
condition and results of operations. This policy is described in “MD&A—Critical Accounting Estimates.” We believe this
policy is critical because it requires management to make particularly subjective or complex judgments about matters
that are inherently uncertain and because of the likelihood that materially different amounts would be reported under
different conditions or using different assumptions.

Because our financial statements involve estimates for amounts that are very large, even a small change in the estimate
can have a significant impact for the reporting period. For example, because our allowance for loan losses is so large,
even a change that has a small impact relative to the size of this allowance can have a meaningful impact on our results
for the quarter in which we make the change. Because loans are evaluated for impairment under the CECL standard,
our credit-related income or expense now reflects expected lifetime losses, rather than just incurred losses, as were
recognized under the pre-CECL model. As a result, the CECL standard has introduced additional volatility to our results.

Many of our accounting methods involve substantial use of models, which are inherently imperfect predictors of actual
results because they are based on assumptions, including about future events. For example, we determine expected
lifetime losses on loans and other financial instruments subject to the CECL standard using models. Our actual results
could differ significantly from those generated by our models. As a result, the estimates that we use to prepare our
financial statements, as well as our estimates of our future results of operations, may be inaccurate, perhaps
significantly.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

There are no physical properties that are material to us.

Item 3. Legal Proceedings

This item describes our material legal proceedings. We describe additional material legal proceedings in “Note 16,
Commitments and Contingencies,” which is incorporated herein by reference. In addition to the matters specifically
described or incorporated by reference in this item, we are involved in a number of legal and regulatory proceedings
that arise in the ordinary course of business that we do not expect will have a material impact on our business or
financial condition. However, litigation claims and proceedings of all types are subject to many factors and their outcome
and effect on our business and financial condition generally cannot be predicted accurately.

We establish an accrual for legal claims only when a loss is probable and we can reasonably estimate the amount of
such loss. The actual costs of resolving legal claims may be substantially higher or lower than the amounts accrued for
those claims. If certain of these matters are determined against us, FHFA or Treasury, it could have a material adverse
effect on our results of operations, liquidity and financial condition, including our net worth.

Senior Preferred Stock Purchase Agreements Litigation

Between June 2013 and August 2018, preferred and common stockholders of Fannie Mae and Freddie Mac filed
lawsuits in multiple federal courts against one or more of the United States, Treasury and FHFA, challenging actions
taken by the defendants relating to the Fannie Mae and Freddie Mac senior preferred stock purchase agreements and
the conservatorships of Fannie Mae and Freddie Mac. Some of these lawsuits also contain claims against Fannie Mae
and Freddie Mac. The legal claims being advanced by one or more of these lawsuits include challenges to the net worth
sweep dividend provisions of the senior preferred stock that were implemented pursuant to August 2012 amendments to
the agreements, the payment of dividends to Treasury under the net worth sweep dividend provisions, and FHFA's
decision to require Fannie Mae and Freddie Mac to draw funds from Treasury in order to pay dividends to Treasury prior
to the August 2012 amendments. The plaintiffs seek various forms of equitable and injunctive relief as well as damages.

Amendments to our senior preferred stock purchase agreement made pursuant to the January 2021 letter agreement
provide that we may take certain actions without Treasury’s prior written consent only when all currently pending
significant litigation relating to the conservatorship and to the August 2012 amendments to the agreement has been
resolved. For more information, see “Business—Conservatorship, Treasury Agreements and Housing Finance Reform—
Treasury Agreements.” The cases that remain pending or were terminated after September 30, 2021 are as follows:

District of Columbia. Fannie Mae is a defendant in two cases pending in the U.S. District Court for the District of
Columbia, including a consolidated class action. In both cases, Fannie Mae and Freddie Mac stockholders filed
amended complaints on November 1, 2017 against us, FHFA as our conservator and Freddie Mac. On September 28,
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2018, the court dismissed all of the plaintiffs’ claims in these cases, except for their claims for breach of an implied
covenant of good faith and fair dealing. Both cases, and a third case that was voluntarily dismissed on November 18,
2021, are described in “Note 16, Commitments and Contingencies.”

Southern District of Texas (Collins v. Yellen). On October 20, 2016, preferred and common stockholders filed a
complaint against FHFA and Treasury in the U.S. District Court for the Southern District of Texas. On May 22, 2017, the
court dismissed the case. On September 6, 2019, the U.S. Court of Appeals for the Fifth Circuit, sitting en banc,
affirmed the district court’s dismissal of claims against Treasury, but reversed the dismissal of claims against FHFA.

On June 23, 2021, the U.S. Supreme Court held that FHFA did not exceed its statutory powers as conservator when it
agreed to the net worth sweep dividend provisions of the third amendment to the senior preferred stock purchase
agreements in August 2012. The court also held that the provision of the Housing and Economic Recovery Act of 2008
that restricts the President’s power to remove the FHFA Director without cause violates the Constitution’s separation of
powers and, thus, the FHFA Director may be removed by the President for any reason. The court rejected plaintiffs’
request to rescind the third amendment to the senior preferred stock purchase agreements. However, the Supreme
Court remanded the case to the Fifth Circuit for further proceedings on the sole issue of whether the stockholders
suffered compensable harm related to the constitutional claim during the limited time-period when a Senate-confirmed
FHFA Director was in office.

Western District of Michigan. On June 1, 2017, preferred and common stockholders of Fannie Mae and Freddie Mac
filed a complaint for declaratory and injunctive relief against FHFA and Treasury in the U.S. District Court for the
Western District of Michigan. FHFA and Treasury moved to dismiss the case on September 8, 2017, and plaintiffs filed a
motion for summary judgment on October 6, 2017. On September 8, 2020, the court denied plaintiffs’ motion for
summary judgment and granted defendants’ motion to dismiss. The plaintiffs filed a notice of appeal with the U.S. Court
of Appeals for the Sixth Circuit on October 27, 2020.

District of Minnesota. On June 22, 2017, preferred and common stockholders of Fannie Mae and Freddie Mac filed a
complaint for declaratory and injunctive relief against FHFA and Treasury in the U.S. District Court for the District of
Minnesota. The court dismissed the case on July 6, 2018. On October 6, 2021, the U.S. Court of Appeals for the Eighth
Circuit affirmed in part and reversed in part the district court’s ruling and remanded the case to the district court to
determine whether the stockholders suffered compensable harm and are entitled to retrospective relief.

Eastern District of Pennsylvania. On August 16, 2018, common stockholders of Fannie Mae and Freddie Mac filed a
complaint for declaratory and injunctive relief against FHFA and Treasury in the U.S. District Court for the Eastern
District of Pennsylvania. FHFA and Treasury moved to dismiss the case on November 16, 2018, and plaintiffs filed a
motion for summary judgment on December 21, 2018.

U.S. Court of Federal Claims. Numerous cases are pending against the United States in the U.S. Court of Federal
Claims. Fannie Mae is a nominal defendant in four of these cases: Fisher v. United States of America, filed on
December 2, 2013; Rafter v. United States of America, filed on August 14, 2014; Perry Capital LLC v. United States of
America, filed on August 15, 2018; and Fairholme Funds Inc. v. United States, which was originally filed on July 9, 2013,
and amended publicly to include Fannie Mae as a nominal defendant on October 2, 2018. Plaintiffs in these cases
allege that the net worth sweep dividend provisions of the senior preferred stock that were implemented pursuant to the
August 2012 amendment constitute a taking of Fannie Mae’s property without just compensation in violation of the U.S.
Constitution. The Fisher plaintiffs are pursuing this claim derivatively on behalf of Fannie Mae, while the Rafter, Perry
Capital and Fairholme Funds plaintiffs are pursuing the claim both derivatively and directly against the United States.
Plaintiffs in Rafter also allege direct and derivative breach of contract claims against the government. The Perry Capital
and Fairholme Funds plaintiffs allege similar breach of contract claims, as well as direct and derivative breach of
fiduciary duty claims against the government. Plaintiffs in Fisher request just compensation to Fannie Mae in an
unspecified amount. Plaintiffs in Rafter, Perry Capital and Fairholme Funds seek just compensation for themselves on
their direct claims and payment of damages to Fannie Mae on their derivative claims. The United States filed a motion
to dismiss the Fisher, Rafter and Fairholme Funds cases on August 1, 2018. On December 6, 2019, the court entered
an order in the Fairholme Funds case that granted the government’s motion to dismiss all the direct claims but denied
the motion as to all of the derivative claims brought on behalf of Fannie Mae. On June 18, 2020, the U.S. Court of
Appeals for the Federal Circuit agreed to hear the appeal of the court's December 6, 2019 order. In the Fisher case, the
court denied the government’s motion to dismiss on May 8, 2020 and, on August 21, 2020, the Federal Circuit denied
the Fisher plaintiffs’ request for interlocutory appeal. Oral argument in the Fairholme Funds case that is on appeal took
place on August 4, 2021.

Item 4. Mine Safety Disclosures

None.
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PART II

Item 5. Market for Registrant’s Common Equity, Related

Stockholder Matters and Issuer Purchases of Equity
Securities

Common Stock

Our common stock is traded in the over-the-counter market and quoted on the OTCQB, operated by OTC Markets
Group Inc., under the ticker symbol “FNMA.” Over-the-counter market quotations for our common stock reflect inter-
dealer prices, without retail mark-up, mark-down or commission and may not necessarily represent actual transactions.
The transfer agent and registrar for our common stock is Computershare Trust Company, N.A., and its address is

P.O. Box 505000, Louisville, KY 40233-5000 or, for overnight correspondence, 462 South 4th Street, Suite 1600,
Louisville, KY 40202.

Holders

As of February 1, 2022, we had approximately 8,000 registered holders of record of our common stock. In addition, as
of February 1, 2022, Treasury held a warrant giving it the right to purchase shares of our common stock equal to 79.9%
of the total number of shares of our common stock outstanding on a fully diluted basis on the date of exercise.

Equity Compensation Plan Information

As of December 31, 2021, we had no outstanding options, warrants or rights under any equity compensation plan.
Although we have a legacy equity compensation plan that was previously approved by shareholders, our 1985
Employee Stock Purchase Plan, we do not anticipate issuing additional shares under that plan. Moreover, we are
prohibited from issuing any stock or other equity securities as compensation without the approval of FHFA and the prior
written consent of Treasury under the senior preferred stock purchase agreement, except under limited circumstances.

Recent Sales of Unregistered Equity Securities

Under the terms of our senior preferred stock purchase agreement with Treasury, we are prohibited from selling or
issuing our equity interests, without the prior written consent of Treasury except under limited circumstances described
in “Conservatorship, Treasury Agreements and Housing Finance Reform—Treasury Agreements—Covenants under
Treasury Agreements.”

During the quarter ended December 31, 2021, we did not sell any equity securities.

Information about Certain Securities Issuances by Fannie Mae

Pursuant to SEC regulations, public companies are required to disclose certain information when they incur a material
direct financial obligation or become directly or contingently liable for a material obligation under an off-balance sheet
arrangement. The disclosure must be made in a current report on Form 8-K under Item 2.03 or, if the obligation is
incurred in connection with certain types of securities offerings, in prospectuses for that offering that are filed with the
SEC.

Because the securities we issue are exempted securities under the Securities Act of 1933, we do not file registration
statements or prospectuses with the SEC with respect to our securities offerings. To comply with the disclosure
requirements of Form 8-K relating to the incurrence of material financial obligations, in accordance with a “no-action”
letter we received from the SEC staff in 2004, we report our incurrence of these types of obligations in offering circulars
or prospectuses (or supplements thereto) that we post on our website within the same time period that a prospectus for
a non-exempt securities offering would be required to be filed with the SEC. To the extent we incur a material financial
obligation that is not disclosed in this manner, we would file a Form 8-K if required to do so under applicable Form 8-K
requirements.

The website address for disclosure about our debt securities is www.fanniemae.com/debtsearch. From this address,
investors can access the offering circular and related supplements for debt securities offerings under Fannie Mae’s
universal debt facility, including pricing supplements for individual issuances of debt securities.

Disclosure about our obligations pursuant to the MBS we issue, some of which may be off-balance sheet obligations,
can be found at www.fanniemae.com/mbsdisclosure. From this address, investors can access information and
documents about our MBS, including prospectuses and related prospectus supplements.
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We are providing our website address solely for your information. Information appearing on our website is not
incorporated into this report.

Our Purchases of Equity Securities

We did not repurchase any of our equity securities during the fourth quarter of 2021.

Item 6. [Reserved]
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Item 7. Management’s Discussion and Analysis of Financial
Condition and Results of Operations

You should read this MD&A together with our consolidated financial statements as of December 31, 2021 and the
accompanying notes. This MD&A does not discuss 2019 performance or a comparison of 2019 versus 2020
performance for select areas where we have determined the omitted information is not necessary to understand our
current-period financial condition, changes in our financial condition, or our results. The omitted information may be
found in our 2020 Form 10-K, filed with the SEC on February 12, 2021, in MD&A sections titled “Consolidated Results of
Operations,” “Single-Family Business,” “Multifamily Business,” and “Liquidity and Capital Management.”

Key Market Economic Indicators

Below we discuss how varying macroeconomic conditions can influence our financial results across different business
and economic environments. Our forecasts and expectations are subject to many uncertainties, including the pace and
nature of economic growth, and may change, perhaps substantially, from our current forecasts and expectations. For
example, home price growth could be adversely affected if growth in gross domestic product (“GDP”) is weaker than we
currently expect, if unemployment, particularly among existing homeowners and potential new home buyers, is higher
than we expect, or if the housing market is more sensitive to economic and labor-market weaknesses than we expect.
For further discussion on housing activity, see “Single-Family Business—Single-Family Mortgage Market” and
“Multifamily Business—Multifamily Mortgage Market.”

Selected Benchmark Interest Rates

0.24%
— 0.07%

0.21%
0.05%
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12131117 12/31/18 12/31/19 12/31/20 12/31/21

30-year FRM rate’

30-year Fannie Mae MBS par coupon rate?
10-year Treasury rate?

10-year swap rate?

3-month London Inter-Bank Offered Rate (LIBOR)?
Secured Overnight Financing Rate (SOFR)?

M Refers to the U.S. weekly average fixed-rate mortgage rate according to Freddie Mac's Primary Mortgage Market Survey®. These rates are
reported using the latest available data for a given period.

@ According to Bloomberg.
®  Refers to the daily rate per the Federal Reserve Bank of New York. SOFR began in April 2018.

How Interest Rates Can Affect Our Financial Results

*  Netinterest income. In a rising interest-rate environment, our mortgage loans tend to prepay more slowly. We
amortize various cost basis adjustments over the life of the mortgage loan, including those relating to loan-level
price adjustments we receive as upfront fees at the time we acquire single-family loans. As a result, any
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prepayment of a loan results in an accelerated realization of those upfront fees as income. Therefore, as loan
prepayments slow, the accelerated realization of amortization income also slows. Conversely, in a declining
interest-rate environment, our mortgage loans tend to prepay faster, typically resulting in the opposite trend of
higher net amortization income from cost basis adjustments on mortgage loans and related debt.

«  Fair value gains (losses). We have exposure to fair value gains and losses resulting from changes in interest
rates, primarily through our mortgage commitment derivatives and risk management derivatives, which we
mark to market through earnings. Fair value gains and losses on our mortgage commitment derivatives
fluctuate depending on how interest rates and prices move between the time a commitment is opened and
when it settles. The net position and composition across the yield curve of our risk management derivatives
changes over time. As a result, interest rate changes (increases or decreases) and yield curve changes
(parallel, steepening or flattening shifts) will generate varying amounts of fair value gains or losses in a given
period.

«  Credit-related income (expense). Increases in mortgage interest rates tend to lengthen the expected lives of
our loans, which generally increases the expected impairment and provision for credit losses on such loans.
Decreases in mortgage interest rates tend to shorten the expected lives of our loans, which reduces the
impairment and provision for credit losses on such loans.

+ InJanuary 2021, we began applying fair value hedge accounting to reduce the impact of changes in interest
rates, or the interest-rate effect, on our financial results. For additional information on how hedge accounting
supports our interest-rate risk management strategy and our fair value hedge accounting policy, see
“Consolidated Results of Operations—Hedge Accounting Impact,” “Risk Management—Market Risk
Management, including Interest-Rate Risk Management—Earnings Exposure to Interest-Rate Risk” and “Note
1, Summary of Significant Accounting Policies.”

Single-Family Annual Home Price Growth Rate”

19.0%

2017 2018 2019 2020 2021

[ | Fannie Mae national home price index

" Calculated internally using property data on loans purchased by Fannie Mae, Freddie Mac, and other third-party home sales data. Fannie
Mae’s home price index is a weighted repeat transactions index, measuring average price changes in repeat sales 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.

How Home Prices Can Affect Our Financial Results
* Actual and forecasted home prices impact our provision or benefit for credit losses.

+ Changes in home prices affect the amount of equity that borrowers have in their homes. Borrowers with less
equity typically have higher delinquency and default rates.

» As home prices increase, the severity of losses we incur on defaulted loans that we hold or guarantee
decreases because the amount we can recover from the properties securing the loans increases. Declines in
home prices increase the losses we incur on defaulted loans.

*  Home prices also impact the growth and size of our guaranty book of business. As home prices rise, the
principal balance of loans associated with purchase money mortgages may increase, which affects the size of
our book. Additionally, rising home prices can increase the amount of equity borrowers have in their home,
which may lead to an increase in origination volumes for cash-out refinance loans with higher principal
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balances than the existing loan. Replacing existing loans with newly acquired cash-out refinances can affect
the growth and size of our book.

Home price growth in 2021 was 19.0% on a national basis, the highest annual home price growth rate in the
history of the Fannie Mae national home price index, driven by continued low interest rates and low levels of
housing supply relative to the level of demand. Cumulative home price growth for the two-year period ended
December 31, 2021 was 31.4%, also the highest in the history of the Fannie Mae national home price index.
This record home price growth has been a key driver in the growth of our guaranty book of business over that
period.

The pace of rapid home price growth that we have experienced over the last year is not expected to continue.
We expect home price growth to moderate to an annual growth rate of 8.2% in 2022, with slower growth
expected thereafter driven by interest-rate increases, inflation and reduced affordability, especially for low- and
moderate-income borrowers. As home price growth slows, we expect the amount of positive benefit, if any, to
our credit-related income (expense) to moderate as well. Inflation and reduced affordability may present
challenges as we pursue our mission to facilitate equitable and sustainable access to homeownership and
quality affordable rental housing.

New Housing Starts®

21.3%
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™ According to U.S. Census Bureau and subject to revision.

How Housing Activity Can Affect Our Financial Results

Two key aspects of economic activity that can impact supply and demand for housing and thus mortgage
lending are the rates of household formation and housing construction.

Household formation is a key driver of demand for both single-family and multifamily housing. A newly formed
household will either rent or purchase a home. Thus, changes in the pace of household formation can affect
prices and credit performance as well as the degree of loss on defaulted loans.

Growth of household formation stimulates homebuilding. Homebuilding has typically been a cyclical leader,
weakening prior to a slowdown in U.S. economic activity and accelerating prior to a recovery, which contributes
to the growth of GDP and employment. However, the housing sector’s performance may vary from its historical
precedent due to the many uncertainties surrounding future economic or housing policy as well as the
continued impact of the COVID-19 pandemic, supply chain disruptions, and labor shortages on the economy,
and the housing market.

With regard to housing construction, a decline in housing starts results in fewer new homes being available for
purchase and potentially a lower volume of mortgage originations. Construction activity can also affect credit
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losses through its impact on home prices. If the growth of demand exceeds the growth of supply, prices will
appreciate and impact the risk profile of newly originated home purchase mortgages, depending on where in
the housing cycle the market is. A reduced pace of construction is often associated with a broader economic
slowdown and may signal expected increases in delinquency and losses on defaulted loans.

+  We expect a continued lack of inventory for both new and existing homes will likely continue to constrain sales
into 2022. However, due to the current strength in housing demand and low supply of homes for sale, we
expect single-family housing starts to be higher in 2022 than in 2021, though the pace of new construction
continues to be affected by supply chain disruptions and labor shortages. Despite the constraints on home
sales and new construction, we continue to expect housing activity to remain solid into 2022.

GDP, Unemployment Rate and Personal Consumption
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B  Growth in GDP, annualized percentage change®
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™ Real GDP growth (decline) and personal consumption growth (decline) are based on the quarterly series calculated by the Bureau of
Economic Analysis and are subject to revision.

@ According to the U.S. Bureau of Labor Statistics and subject to revision.

How GDP, the Unemployment Rate and Personal Consumption Can Affect Our
Financial Results

+ Changes in GDP, the unemployment rate and personal consumption can affect several mortgage market
factors, including the demand for both single-family and multifamily housing and the level of loan delinquencies,
which in turn can lead to credit losses.

»  Economic growth is a key factor for the performance of mortgage-related assets. In a growing economy,
employment and income are rising, thus allowing existing borrowers to meet payment requirements, existing
homeowners to consider purchasing and moving to another home, and renters to consider becoming
homeowners. Homebuilding typically increases to meet the rise in demand. Mortgage delinquencies typically
fall in an expanding economy, thereby decreasing credit losses.

* In a slowing economy, employment and income growth slow and housing activity slows as an early indicator of
reduced economic activity. Typically, as an economic slowdown intensifies, households reduce their spending.
This reduction in consumption then accelerates the slowdown. An economic slowdown can lead to employment
losses, impairing the ability of borrowers and renters to meet mortgage and rental payments, thus causing loan
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delinquencies to rise. Home sales and mortgage originations also typically fall in a slowing economy.

*  The economic recovery from the impact of the COVID-19 pandemic continued its momentum through 2021,
with GDP pushing above its pre-pandemic level by mid-2021 as consumer spending and travel rebounded. The
pace and strength of economic expansion remains uncertain and will depend on a number of factors, including
the continuance of supply chain disruptions and related inflationary pressures, recovery of economic activity
outside the U.S., current labor market shortages, the impact of the emergence of new, more infectious variants
of the coronavirus and COVID-19 vaccination rates.

See “Risk Factors—Market and Industry Risk” for further discussion of risks to our business and financial results
associated with interest rates, home prices, housing activity and economic conditions.

Consolidated Results of Operations

This section discusses our consolidated results of operations and should be read together with our consolidated
financial statements and the accompanying notes.

Summary of Consolidated Results of Operations

For the Year Ended December 31, Variance
2021 2020 2019 2021 vs. 2020 2020 vs. 2019
(Dollars in millions)
Net interest income!" $ 29587 $ 24,866 $ 21,293 $ 4,721 $ 3,573
Fee and other income 361 462 566 (101) (104)
Net revenues 29,948 25,328 21,859 4,620 3,469
Investment gains, net 1,352 907 1,770 445 (863)
Fair value gains (losses), net" 155 (2,501) (2,214) 2,656 (287)
Administrative expenses (3,065) (3,068) (3,023) 3 (45)
Credit-related income (expense):

Benefit (provision) for credit losses 5,130 (678) 4,011 5,808 (4,689)
Foreclosed property expense (33) 177) (515) 144 338
Total credit-related income (expense) 5,097 (855) 3,496 5,952 (4,351)
TCCA fees (3,071) (2,673) (2,432) (398) (241)
Credit enhancement expense® (1,051) (1,361) (1,134) 310 (227)
Change in expected credit enhancement recoveries® (194) 233 — (427) 233
Other expenses, net® (1,222) (1,131) (745) (91) (386)
Income before federal income taxes 27,949 14,879 17,577 13,070 (2,698)
Provision for federal income taxes (5,773) (3,074) (3,417) (2,699) 343
Net income $ 22176 $ 11,805 $ 14,160 § 10,371 $ (2,355)
Total comprehensive income $ 22,098 $ 11,790 $ 13969 $ 10,308 $ (2,179)

™ In January 2021, we began applying fair value hedge accounting. For qualifying hedging relationships, fair value changes attributable to
movements in the designated benchmark interest rates for hedged mortgage loans and funding debt and the fair value change of the
designated portion of the paired interest-rate swaps are recognized in “Net interest income.” In prior years, all fair value changes for
interest-rate swaps were recognized in “Fair value gains (losses), net.” See “Hedge Accounting Impact” below and “Note 1, Summary of
Significant Accounting Policies” for more information about our hedge accounting program.

@ Prior to 2020, Credit enhancement expense was included in Other expenses, net. Consists of costs associated with our freestanding credit
enhancements, which primarily include our Connecticut Avenue Securities® (‘CAS”) and CIRT programs, enterprise-paid mortgage
insurance (“EPMI”) and certain lender risk-sharing programs. See “Note 1, Summary of Significant Accounting Policies” for more
information about our change in presentation.

® Includes estimated changes in benefits from our freestanding credit enhancements as well as any realized amounts. See “Note 1,
Summary of Significant Accounting Policies” for more information about our change in presentation.

) Consists of debt extinguishment gains and losses, housing trust fund expenses, loan subservicing costs, servicer fees paid in connection
with certain loss mitigation activities and gains and losses from partnership investments.

Hedge Accounting Impact

Our earnings can experience volatility due to interest-rate changes and differing accounting treatments that apply to
certain financial instruments on our balance sheet. Specifically, we have exposure to earnings volatility that is driven by
changes in interest rates in two primary areas: our net portfolio and our consolidated MBS trusts. The exposure in the
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net portfolio is primarily driven by changes in the fair value of risk management derivatives, mortgage commitments, and
certain assets, primarily securities, that are carried at fair value. The exposure related to our consolidated MBS trusts
relates to changes in our credit loss reserves and to the amortization of cost basis adjustments resulting from changes
in interest rates.

To help address volatility in earnings attributable to interest-rate fluctuations in our net portfolio, we began applying fair
value hedge accounting in January 2021 to reduce the current-period impact on our earnings related to changes in
interest rates, particularly LIBOR and SOFR. Hedge accounting aligns the timing of when we recognize fair value
changes in hedged items attributable to these benchmark interest-rate movements with fair value changes in the
hedging instrument.

Under our hedge accounting program, we establish fair value hedging relationships between risk management
derivatives, specifically interest-rate swaps, and qualifying portfolios of mortgage loans or funding debt. For hedging
relationships that are highly effective, we recognize changes in the fair value of the hedged mortgage loans or funding
debt attributable to movements in the benchmark interest rate in net interest income. We then offset that impact with the
changes in fair value of the designated interest-rate swap. This has the effect of deferring the recognition of gains and
losses on the hedging instrument to future periods by recognizing the offsetting gain or loss on the hedged item as a
cost basis adjustment on the underlying loans or funding debt at the end of the hedge term. The cost basis adjustment
is then subsequently amortized back into earnings. Accordingly, for the year ended December 31, 2021, we deferred
$1.5 billion in net fair value losses on our hedged loans and funding debt as cost basis adjustments that will be
amortized through “Net interest income” over the contractual life of the respective hedged items.

The impact on “Net interest income” and “Fair value gains (losses), net” of the application of hedge accounting is
presented below in the “Net Interest Income” section in the “Components of Net Interest Income” table and the “Fair
Value Gains (Losses), Net” section in the “Impact of Hedge Accounting on Fair Value Gains (Losses), Net” table.

Although hedge accounting reduces earnings volatility related to benchmark interest-rate movements in any given
period, it does not impact the amount of interest-rate-driven gains or losses we will ultimately recognize through
earnings.

While we expect the earnings volatility related to benchmark interest-rate movements to continue to be reduced as a
result of our adoption of hedge accounting, earnings variability driven by other factors, such as spreads or changes in
cost basis amortization recognized in “Net interest income,” remains. In addition, our ability to effectively reduce
earnings volatility is dependent on having the right mix and volume of interest-rate swaps available. As our portfolio of
interest-rate swaps varies over time, our ability to reduce earnings volatility through hedge accounting may vary as well.

See “Note 1, Summary of Significant Accounting Policies” and “Note 8, Derivative Instruments” for additional discussion
of our fair value hedge accounting policy and related disclosures.

Net Interest Income

Our primary source of net interest income is guaranty fees we receive for managing the credit risk on loans underlying
Fannie Mae MBS held by third parties.

Guaranty fees consist of two primary components:
* base guaranty fees that we receive over the life of the loan; and

+ upfront fees that we receive at the time of loan acquisition primarily related to single-family loan-level price
adjustments and other fees we receive from lenders, which are amortized into net interest income as cost basis
adjustments over the contractual life of the loan. We refer to this as amortization income.

We recognize almost all of our guaranty fee revenue in net interest income because we consolidate the substantial
maijority of loans underlying our Fannie Mae MBS in consolidated trusts in our consolidated balance sheets. Guaranty
fees from these loans account for the difference between the interest income on loans in consolidated trusts and the
interest expense on the debt of consolidated trusts.

The timing of when we recognize amortization income can vary based on a number of factors, the most significant of
which is a change in mortgage interest rates. In a rising interest-rate environment, our mortgage loans tend to prepay
more slowly, which typically results in lower net amortization income. Conversely, in a declining interest-rate
environment, our mortgage loans tend to prepay faster, typically resulting in higher net amortization income.

We also recognize net interest income on the difference between interest income earned on the assets in our retained
mortgage portfolio and our other investments portfolio (collectively, our “portfolios”) and the interest expense associated
with the debt that funds those assets. See “Retained Mortgage Portfolio” and “Liquidity and Capital Management—
Liquidity Management—Other Investments Portfolio” for more information about our portfolios.
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Since January 2021, we have recognized fair value changes attributable to movements in benchmark interest rates for
mortgage loans and funding debt, and for related interest-rate swaps in hedging relationships, as a component of net
interest income, including the amortization of hedge-related basis adjustments on mortgage loans or funding debt and
any related interest accrual on the swaps. The income or expense associated with this activity is presented in the
“Income from hedge accounting” line item in the table below.

The table below displays the components of our net interest income from our guaranty book of business, which we
discuss in “Guaranty Book of Business,” and from our portfolios.

Components of Net Interest Income

For the Year Ended December 31, Variance
2021 2020 2019 2021 vs. 2020 2020 vs. 2019

(Dollars in millions)

Net interest income from guaranty book of business:

Base guaranty fee income" $ 14159 $ 11,157 $ 9711 $ 3,002 $ 1,446

Base guaranty fee income related to TCCA® 3,071 2,673 2,432 398 241

Net amortization income® 11,243 9,121 5,866 2,122 3,255
Total net interest income from guaranty book of business 28,473 22,951 18,009 5,522 4,942
Net interest income from portfolios® 941 1,915 3,284 (974) (1,369)
Income from hedge accounting® 173 — — 173 —
Total net interest income $ 29,587 $ 24866 $ 21293 $ 4721 $ 3,573

Income from hedge accounting included in net interest income:

Fair value losses on designated risk management derivatives

in fair value hedges® $ (1,453) $ — — 3 (1,453) $ —
Fair value gains on hedged mortgage loans held for
investment and debt of Fannie Mae® 1,510 — — 1,510 —
Contractual interest income accruals related to interest-rate
swaps designated as hedging instruments® 211 — — 211 —
Discontinued hedge-related basis adjustment amortization (95) — — (95) —
Total income from hedge accounting in net interest income $ 173 § — 3 — 3 173 § —

1)

@)

@)

)

(6)

Excludes revenues generated by the 10 basis point guaranty fee increase we implemented pursuant to the TCCA which is remitted to
Treasury and not retained by us.

Represents 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 amortization income refers to the amortization of premiums and discounts on mortgage loans and debt of consolidated trusts. These
cost basis adjustments represent the difference between the initial fair value and the carrying value of these instruments as well as upfront
fees we receive at the time of loan acquisition. It does not include the amortization of cost basis adjustments resulting from hedge
accounting, which is included in income from hedge accounting.

Includes interest income from assets held in our retained mortgage portfolio and our other investments portfolio, as well as other assets
used to support lender liquidity. Also includes interest expense on our outstanding Connecticut Avenue Securities debt.

Prior to the adoption of hedge accounting in 2021, the corresponding activity was included in “Fair value gains (losses), net.” Upon
application of hedge accounting in January 2021, these items are presented in “Net interest income.”

Amounts are recorded as cost basis adjustments on the hedged loans or debt and amortized over the hedged item’s remaining contractual
life beginning at the termination of the hedging relationship. See “Note 8, Derivative Instruments” for additional information on the effect of
our fair value hedge accounting program and related disclosures.

Net interest income increased in 2021 compared with 2020 and in 2020 compared with 2019, driven by higher base
guaranty fee income and higher net amortization income, partially offset by lower income from portfolios.

*  Higher base guaranty fee income. An increase in the size of our single-family and multifamily guaranty book of
business combined with higher average base guaranty fees on loans that now comprise a larger portion of our
book contributed to the increases in base guaranty fee income in 2021 and 2020.

For single-family, higher base guaranty fee income was primarily due to the increase in the size of our guaranty
book of business, driven by record home price appreciation in 2020 and 2021 having led to higher average loan
balances. In addition, our average charged fees increased as a result of better pricing in the low-interest rate
environment.
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For multifamily, higher base guaranty fee income in 2021 compared with 2020 was similarly the result of an
increase in our multifamily guaranty book of business combined with an increase in average charged guaranty
fees. In addition, we realized higher multifamily yield maintenance revenue related to the prepayment of
multifamily loans in 2021 compared with 2020.

*  Higher net amortization income. Throughout all of 2021 and much of 2020 we were in a low interest rate
environment, which led to significant prepayment volumes as loans refinanced, resulting in nearly two-thirds of
our single-family book of business being originated since the beginning of 2020. As loans refinance, we
accelerate the amortization of cost basis adjustments on the mortgage loans and any related debt of
consolidated trusts, resulting in elevated amortization income for the periods.

Amortization income was greater in 2021 than in 2020 primarily because the loans that prepaid in 2021, and
the related debt of consolidated trusts that liquidated, had a greater amount of net unamortized deferred
income associated with them. Generally, the loans that prepaid in 2021 had been outstanding for less time than
those that prepaid in 2020, and a greater portion of loans that prepaid in 2021 were issued in a low-interest-rate
environment, which resulted in a greater amount of net deferred income associated with them.

*  Lower income from portfolios. Lower income from portfolios in 2021 was primarily due to the reduced average
balance and lower yields on our retained mortgage portfolio, combined with lower yields on assets in our other
investments portfolio as a result of the low interest rate environment. This reduction in income was partially
offset by a decrease in interest expense on our funding debt due to a decrease in average borrowing costs,
primarily as a result of lower average interest rates on our long-term debt.

The decrease in the average balance of our retained mortgage portfolio for 2021 compared with 2020 was
primarily due to a decrease in our lender liquidity portfolio, which was driven by lower acquisitions through our
whole loan conduit in the second half of 2021 as mortgage refinance activity slowed. In addition, sales of
reperforming and nonperforming mortgage loans drove a decrease in our loss mitigation portfolio. See
“Retained Mortgage Portfolio” for additional information about our lender liquidity and loss mitigation portfolios.

Nearly two-thirds of our single-family guaranty book of business has been originated since the beginning of 2020, as
borrowers took advantage of the historically low rate environment. However, refinancing activity began to taper,
particularly in the second half of 2021. We expect refinancing activity to be significantly lower in 2022 compared to 2021
levels as fewer borrowers may benefit from refinancing. Slower turnover in our book of business will likely result in lower
amortization income as the average life of our outstanding book of business may extend. In addition, a slower turnover
rate would limit the impact that changes in our guaranty fees have on our future revenues because any changes would
take longer to meaningfully impact the average charged guaranty fee on our total book of business.

For loans negatively impacted by the COVID-19 pandemic, we continue to recognize interest for up to six months of
delinquency provided that the loans were either current at March 1, 2020 or originated after March 1, 2020. We continue
to accrue interest income beyond six months of delinquency provided that the collection of principal and interest
continues to be reasonably assured. This resulted in a large portion of delinquent loans, including those in a
forbearance arrangement, remaining on accrual status as of December 31, 2021 and December 31, 2020. See “Note 3,
Mortgage Loans” for more information about our nonaccrual accounting policy and “Single-Family Business—Single-
Family Mortgage Credit Risk Management—Single-Family Problem Loan Management” and “Multifamily Business—
Multifamily Mortgage Credit Risk Management—Multifamily Problem Loan Management and Foreclosure Prevention”
for details about loans in forbearance, as well as on-balance sheet loans past due 90 days or more and continuing to
accrue interest.
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Analysis of Net Interest Income

The table below displays an analysis of our net interest income, average balances and related yields earned on assets
and incurred on liabilities. For most components of the average balances, we use a daily weighted average of unpaid
principal balance net of unamortized cost basis adjustments. 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 Year Ended December 31,

2021 2020 2019
Average Average Average
Interest Rates Interest Rates Interest Rates
Average Income/ Earned/ Average Income/ Earned/  Average Income/ Earned/
Balance  (Expense) Paid Balance (Expense) Paid Balance (Expense) Paid

(Dollars in millions)
Interest-earning assets:

Mortgage loans of Fannie Mae $ 89,603 $ 2,953 330% $ 114,132 $ 3,917 343% $ 116,350 $ 4,959 4.26 %
Mortgage loans of consolidated trusts 3,746,113 95,977 2.56 3,369,573 102,399 3.04 3,181,505 112,415 3.53
Total mortgage loans® 3,835,716 98,930 2.58 3,483,705 106,316 3.05 3,297,855 117,374 3.56
Mortgage-related securities 6,397 142 2.22 9,793 327 3.34 10,115 421 4.16
Non-mortgage-related securities® 162,305 440 0.27 123,218 645 0.51 61,332 1,381 2.22
Securities purchased under agreements
to resell or similar arrangements 46,165 21 0.04 41,807 146 0.34 35,891 843 2.32
Advances to lenders 9,086 142 1.54 8,551 135 1.55 5,410 163 2.97
Total interest-earning assets $4,059,669 99,675 2.46 % $3,667,074 107,569 2.93 % $3,410,603 120,182 3.52 %
Interest-bearing liabilities:
Short-term funding debt $ 5748 4) 0.07 $ 33,068 (182) 0.54 $ 23,426 (501) 2.1
Long-term funding debt 231,344 (2,707) 1.17 204,832 (3,181) 1.55 164,752 (4,115) 2.50
CAS debt 13,896 (581) 4.18 17,915 (857) 4.78 23,630 (1,433) 6.06
Total debt of Fannie Mae 250,988 (3,292) 1.31 255,815 (4,220) 1.65 211,808 (6,049) 2.86
Debt securities of consolidated trusts
held by third parties 3,778,755 (66,796) 1.77 3,403,052 (78,483)  2.31 3,190,070 (92,840) 2.91
Total interest-bearing liabilities $4,029,743 (70,088) 1.74 % $3,658,867 (82,703)  2.26 % $3,401,878 (98,889) 291 %
Net interest income/net interest yield $ 29,587 0.73 % $ 24,866 0.68 % $ 21,293 0.62 %

™ Includes the effects of discounts, premiums and other cost basis adjustments. For the year ended December 31, 2021, includes cost basis

adjustments related to hedge accounting.

Average balance includes mortgage loans on nonaccrual status. Interest income from the amortization of loan fees, primarily consisting of
upfront cash fees and yield maintenance revenue, was $10.1 billion, $9.3 billion and $5.4 billion for the years ended 2021, 2020, and 2019,
respectively.

Consists of cash, cash equivalents and U.S. Treasury securities.

@)

(©)]
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The table below displays the change in our net interest income between periods and the extent to which that variance is
attributable to: (1) changes in the volume of our interest-earning assets and interest-bearing liabilities or (2) changes in
the interest rates of these assets and liabilities.

Rate/Volume Analysis of Chang_;es in Net Interest Income

2021 vs. 2020 2020 vs. 2019
. .(1) . .1
Total Variance Due to: Total Variance Due to:
Variance Volume Rate Variance Volume Rate

(Dollars in millions)

Interest income:

Mortgage loans of Fannie Mae $ (964) $ (814) $ (150) $ (1,042) $ (93) $ (949)
Mortgage loans of consolidated trusts (6,422) 10,696 (17,118) (10,016) 6,369  (16,385)
Total mortgage loans (7,386) 9,882 (17,268) (11,058) 6,276  (17,334)
Mortgage-related securities (185) (96) (89) (94) (19) (75)
Non-mortgage-related securities® (205) 165 (370) (736) 786 (1,522)
Securities purchased under agreements to resell or similar
arrangements (125) 14 (139) (697) 120 (817)
Advances to lenders 7 8 (1) (28) 70 (98)
Total interest income (7,894) 9,973  (17,867) (12,613) 7,233 (19,846)
Interest expense:
Short-term funding debt 178 86 92 319 (152) 471
Long-term funding debt 474 (377) 851 934 (852) 1,786
CAS debt 276 177 99 576 307 269
Total debt of Fannie Mae 928 (114) 1,042 1,829 (697) 2,526
Debt securities of consolidated trusts held by third parties 11,687 (8,069) 19,756 14,357 (5,989) 20,346
Total interest expense 12,615 (8,183) 20,798 16,186 (6,686) 22,872
Net interest income $ 4721 $ 1,790 $ 2931 $ 3573 $ 547 $ 3,026

™ Combined rate/volume variances are allocated between rate and volume based on the relative size of each variance.
@ Consists of cash, cash equivalents and U.S. Treasury securities.

Analysis of Deferred Amortization Income

We initially recognize mortgage loans and debt of consolidated trusts in our consolidated balance sheets at fair value.
The difference between the initial fair value and the carrying value of these instruments is recorded as a cost basis
adjustment, either as a premium or a discount, in our consolidated balance sheets. We amortize these cost basis
adjustments over the contractual lives of the loans or debt. On a net basis, for mortgage loans and debt of consolidated
trusts, we are in a premium position with respect to debt of consolidated trusts, which represents deferred income we
will recognize in our consolidated statements of operations and comprehensive income as amortization income in future
periods. The amount of our deferred income decreased in 2021 primarily as a result of refinance activity, which resulted
in our recognition of a portion of deferred amortization income during 2021.

Deferred Amortization Income Represented by Net Premium Position
on Debt of Consolidated Trusts
(Dollars in billions)

$33.6

$28.5 $26.3

12/31/2019 12/31/2020 12/31/2021

Fannie Mae 2021 Form 10-K 67



MD&A | Consolidated Results of Operations

Investment Gains, Net

Investment gains, net primarily includes gains and losses recognized from the sale of available-for-sale (“AFS”)
securities, sale of loans, gains and losses recognized on the consolidation and deconsolidation of securities, and lower
of cost or fair value adjustments on held for sale (“HFS”) loans. The increase in net investment gains in 2021 compared
with 2020 was primarily driven by a significant increase in the volume of sales of single-family HFS loans. Investment
gains, net decreased during 2020 compared with 2019 primarily driven by a significant decrease in the volume of sales
of single-family HFS loans due to the economic impact of the pandemic, which resulted in a suspension of loan sales for
a period of time in 2020.

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 consolidated statements of operations and
comprehensive income.

The table below displays the components of our fair value gains and losses.
Fair Value Gains (Losses), Net

For the Year Ended
December 31,

2021 2020 2019

(Dollars in millions)

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

Net contractual interest income (expense) on interest-rate swaps $ 227 $§ (261) $ (833)
Net change in fair value during the period (1,284) (99) (199)
Impact of hedge accounting 1,242 — —
Risk management derivatives fair value gains (losses), net 185 (360) (1,032)
Mortgage commitment derivatives fair value gains (losses), net 551 (2,654) (1,043)
Credit enhancement derivatives fair value gains (losses), net (178) 182 (35)
Total derivatives fair value gains (losses), net 558 (2,832) (2,110)
Trading securities gains (losses), net (1,060) 513 322
CAS debt fair value gains (losses), net (16) 327 145
Other, net!" 673 (509) (571)
Fair value gains (losses), net $ 155 $ (2,501) $ (2,214)

™ Consists of fair value gains and losses on non-CAS debt and mortgage loans held at fair value.

Impact of Hedge Accounting on Fair Value Gains (Losses), Net

As discussed in “Hedge Accounting Impact,” we implemented our fair value hedge accounting program in January 2021
to reduce the impact of interest-rate volatility on our financial results. Under hedge accounting, fair value gains and
losses attributable to changes in certain benchmark interest rates, such as LIBOR or SOFR, for hedged mortgage loans
or funding debt may be offset by fair value gains and losses on derivatives that are paired in hedging relationships and
recognized in “Net interest income.”

While our hedge accounting program is designed to address the volatility of our financial results associated with
changes in fair value due to interest rates, it does not affect fair value gains and losses driven by other factors, such as
credit spreads.
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The table below displays the amount of contractual interest accruals and fair value losses related to designated interest-
rate swaps in qualifying hedging relationships that are recognized in “Net interest income” rather than “Fair value gains
(losses), net” as a result of hedge accounting. Derivatives not in hedging relationships are not affected.

Impact of Hedge Accounting on Fair Value Gains (Losses), Net

For the Year Ended
December 31,

2021 2020 2019

(Dollars in millions)

Net contractual interest income accruals related to interest-rate swaps designated as hedging instruments

recognized in net interest income $ 211 — $ —
Fair value losses on derivatives designated as hedging instruments recognized in net interest income (1,453) — —
Fair value losses, net recognized in net interest income from hedge accounting $(1 ,242) $ — 3 —

Risk Management Derivatives Fair Value Gains (Losses), Net

Risk management derivative instruments are an integral part of our interest-rate risk management strategy. We
supplement our issuance of debt securities with derivative instruments to further reduce duration risk, which includes
prepayment risk. We purchase option-based risk management derivatives to economically hedge prepayment risk. In
cases where options obtained through callable debt issuances are not needed for risk management derivative
purposes, we may sell options in the over-the-counter (“OTC”) derivatives market in order to offset the options obtained
in the callable debt. Our principal purpose in using derivatives is to manage our aggregate interest-rate risk profile within
prescribed risk parameters. We generally use only derivatives that are relatively liquid and straightforward to value. We
consider the cost of derivatives used in our management of interest-rate risk to be an inherent part of the cost of funding
and hedging our mortgage investments and economically similar to the interest expense that we recognize on the debt
we issue to fund our mortgage investments.

We present, by derivative instrument type, the fair value gains and losses on our derivatives in “Note 8, Derivative
Instruments.”

The primary factors that may affect the fair value of our risk management derivatives include the following:

«  Changes in interest rates. Our primary derivative instruments are interest-rate swaps, including pay-fixed and
receive-fixed interest-rate swaps. Pay-fixed swaps decrease in value and receive-fixed swaps increase in value
as swap rates decrease (with the opposite being true when swap rates increase). Because the composition of
our pay-fixed and receive-fixed derivatives varies across the yield curve, different yield curve changes (that is,
parallel, steepening or flattening) will generate different gains and losses. Changes in the fair value of
derivatives in hedging relationships are recorded in “Net interest income.”

*  Changes in our derivative activity. The mix and balance of our derivative portfolio changes from period to period
as we enter into or terminate derivative instruments to respond to changes in interest rates and changes in the
balances and modeled characteristics of our assets and liabilities. Changes in the composition of our derivative
portfolio affect the derivative fair value gains and losses we recognize in a given period.

Additional factors that affect the fair value of our risk management derivatives include implied interest-rate volatility and
the time value of purchased or sold options.

We recognized fair value gains on risk management derivatives in 2021, largely the result of fair value hedge
accounting treatment offsetting losses on interest-rate swaps. These losses were driven by decreases in the fair value
of receive-fixed swaps resulting from increased swap rates during 2021. Accrued contractual interest income on
interest-rate swaps also contributed to the fair value gains.

We recognized fair value losses on risk management derivatives in 2020 primarily as a result of net interest expense on
interest-rate swaps and a decrease in the fair value of our interest-rate swaps due to losses on pay-fixed interest-rate
swaps resulting from decreased swap rates during 2020.

For additional information on our use of derivatives to manage interest-rate risk, see “Risk Management—Market Risk
Management, including Interest-Rate Risk Management—Interest-Rate Risk Management.”
Mortgage Commitment Derivatives Fair Value Gains (Losses), Net

We account for certain commitments to purchase or sell mortgage-related securities and to purchase single-family
mortgage loans as derivatives. For open mortgage commitment derivatives, we include changes in their fair value in our
consolidated statements of operations and comprehensive income. When derivative purchase commitments settle, we
include the fair value of the commitment on the settlement date in the cost basis of the loan or security we purchase.
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When derivative commitments to sell securities settle, we include the fair value of the commitment on the settlement
date in the cost basis of the security we sell. Purchases of securities issued by our consolidated MBS trusts are treated
as extinguishments of debt; we recognize the fair value of the commitment on the settlement date as a component of
debt extinguishment gains and losses in “Other expenses, net.” Sales of securities issued by our consolidated MBS
trusts are treated as issuances of consolidated debt; we recognize the fair value of the commitment on the settlement
date as a component of debt in the cost basis of the debt issued.

We recognized fair value gains on our mortgage commitments in 2021 primarily due to gains on commitments to sell
mortgage-related securities driven by decreases in prices during the commitment periods as interest rates increased
modestly during 2021. We recognized fair value losses on our mortgage commitments in 2020 primarily due to losses
on commitments to sell mortgage-related securities driven by increases in prices during the commitment periods as
interest rates declined more sharply during 2020.

Trading Securities Gains, Net

Losses on trading securities in 2021 were primarily driven by increases in interest rates, which resulted in losses on
fixed-rate securities held in our other investments portfolio, while gains on trading securities in 2020 were primarily
driven by declines in interest rates, which resulted in gains on fixed-rate securities held in portfolio.

CAS Debt Fair Value Gains, Net

Credit risk transfer transactions, including CAS debt issuances, transfer a portion of credit losses on a reference pool of
mortgage loans to investors. CAS debt we issued prior to 2016, which transferred single-family credit risk, is reported at
fair value as a component of “Debt of Fannie Mae” in our consolidated balance sheets. CAS debt issued subsequent to
2016 is not accounted for in a manner that generates fair value gains and losses. We expect our exposure to fair value

gains and losses on CAS debt to continue to decline as the outstanding balance of this debt declines.

We recognized fair value losses on CAS debt reported at fair value in 2021 primarily due to tightened spreads between
CAS debt yields and LIBOR. We recognized fair value gains on CAS debt reported at fair value in 2020 primarily due to
widened spreads between CAS debt yields and LIBOR.

For further discussion of our single-family credit risk transfer transactions, see “Single-Family Business—Single-Family
Mortgage Credit Risk Management—Single-Family Credit Enhancement and Transfer of Mortgage Credit Risk—Credit
Risk Transfer Transactions.”

Other, Net

We elect the fair value option for our long-term debt of consolidated trusts that contain embedded derivatives that would
otherwise require bifurcation. The fair value of our long-term consolidated trust debt held at fair value is reported as
“Debt of consolidated trusts” in our consolidated balance sheets. The changes in the fair value of our long-term
consolidated trust debt held at fair value are included in “Other, net” in the table above.

We recognized fair value gains on our long-term debt of consolidated trusts held at fair value in 2021 due to increases in
interest rates and we recognized fair value losses on our long-term debt of consolidated trusts held at fair value in 2020
due to declines in interest rates.

Credit-Related Income (Expense)

Our credit-related income or expense can vary substantially from period to period based on a number of factors, such
as changes in actual and forecasted home prices or property valuations, fluctuations in actual and forecasted interest
rates, borrower payment behavior, events such as natural disasters or pandemics, the types, volume and effectiveness
of our loss mitigation activities, including forbearances and loan modifications, the volume of foreclosures completed
and the redesignation of loans from held for investment (“HFI”) to HFS.

Our credit-related income or expense and our related loss reserves can also be impacted by updates to the models,
assumptions and data used in determining our allowance for loan losses. As described below, since the onset of the
COVID-19 pandemic in early 2020, our credit-related income or expense and our loss reserves have been significantly
affected by our estimates of the impact of the pandemic and the pace and strength of the economy’s subsequent
recovery, which require significant management judgment. Although we believe the estimates underlying our allowance
are reasonable, we may observe future volatility in these estimates as we continue to observe actual loan performance
data and update our models and assumptions relating to this unprecedented event. See “Critical Accounting Estimates”
for additional information about how our estimate of credit losses is subject to uncertainty.
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The table below provides a quantitative analysis of the drivers of our single-family and multifamily benefit or provision for
credit losses and the change in expected credit enhancement recoveries. The benefit or provision for credit losses
includes our benefit or provision for loan losses, accrued interest receivable losses and our guaranty loss reserves, and
excludes credit losses on our AFS securities. It also excludes the transition impact of adopting the CECL standard,
which was recorded as an adjustment to retained earnings as of January 1, 2020. Many of the drivers that contribute to
our benefit or provision for credit losses overlap or are interdependent. The attribution shown below is based on internal

allocation estimates.

Components of Benefit (Provision) for Credit Losses and Change in Expected Credit

Enhancement Recoveries

Single-family benefit (provision) for credit losses:

For the Year Ended December 31,

2021

2020

(Dollars in millions)

Changes in loan activity!" $ 201 $ (31)
Redesignation of loans from HFI to HFS 1,233 672
Actual and forecasted home prices 3,026 1,536
Actual and projected interest rates (639) 1,085
Changes in assumptions regarding COVID-19 forbearance and loan
delinquencies® 713 (3,021)
Other® 64 (314)
Single-family benefit (provision) for credit losses 4,598 (73)
Multifamily benefit (provision) for credit losses:
Changes in loan activity!" (202) (234)
Actual and projected interest rates 9 210
Actual and projected economic data® 571 —
Estimated impact of the COVID-19 pandemic 119 (648)
Other® 33 70
Multifamily benefit (provision) for credit losses 530 (602)
Total benefit (provision) for credit losses $ 5128 $ (675)
Change in expected credit enhancement recoveries:®
Single-family $ (86) $ 89
Multifamily (123) 137
Change in expected credit enhancement recoveries for active loans $ (209) $ 226

1)

@®)

)

Primarily consists of loan acquisitions, liquidations and amortization of modification concessions granted to borrowers and write-offs of
amounts determined to be uncollectible. For multifamily, changes in loan activity also includes changes in the allowance due to loan
delinquencies and the impact of changes in debt service coverage ratios (“DSCRs”) based on updated property financial information,
which is used to assess loan credit quality.

Includes changes in the allowance due to assumptions regarding loss mitigation when loans exit forbearance, as well as adjustments to
modeled results.

Includes provision for allowance on accrued interest receivable. For single-family, also includes the impact of changes in assumptions as
well as changes in the reserve for guaranty losses that are not separately included in the other components. For multifamily, also includes
the impact of model enhancements implemented for 2021.

For the year ended 2020, the impact of actual and projected economic data is grouped with “Estimated impact of the COVID-19 pandemic”
as these impacts were driven by the pandemic.
Includes increase (decrease) in expected credit enhancement recoveries only for active loans. Recoveries received after foreclosure,

which are included in “Change in expected credit enhancement recoveries” in “Summary of Consolidated Results of Operations,” are not
included.
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Single-Family Benefit (Provision) for Credit Losses

The primary factors that contributed to our single-family benefit for credit losses in 2021 were:

Benefit from actual and forecasted home price growth. In 2021, actual home price growth was at record levels.
We expect home price growth to moderate in 2022, with slower growth expected thereafter. Higher home prices
decrease the likelihood that loans will default and reduce the amount of credit loss on loans that do default,
which impacts our estimate of losses and ultimately reduces our loss reserves and provision for credit losses.
See “Key Market Economic Indicators” for additional information about how home prices affect our credit loss
estimates, including a discussion of home price appreciation and our home price forecast. Also see “Critical
Accounting Estimates” for more information about our home price forecast.

Benefit from the redesignation of certain nonperforming and reperforming single-family loans from HFI to HFS.
We redesignated certain nonperforming and reperforming 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 write-off against the allowance for loan losses. Amounts
recorded in the allowance related to these loans exceeded the amounts written off, resulting in a net benefit for
credit losses.

Benefit from changes in assumptions regarding COVID-19 forbearance and loan delinquencies. During the first
half of 2021, management used its judgment to supplement the loss projections developed by our credit loss
model to account for uncertainty arising from the COVID-19 pandemic that was not represented in historical
data or otherwise captured by our credit model. For the second half of 2021, management removed the
remaining non-modeled adjustment as the effects of the government’s economic stimulus, the vaccine rollout,
and the effectiveness of COVID-19-related loss mitigation strategies were much less uncertain. Specifically, the
decrease in uncertainty as of December 31, 2021 compared with the end of 2020 was primarily driven by the
passage of the American Rescue Plan Act of 2021 and the broad implementation of the COVID-19 vaccination
program in the United States, which contributed to a significant increase in business activity and helped support
continued economic growth. There has also been a steady decline in the number of borrowers in a COVID-19-
related forbearance, lessening expectations of credit losses. Additionally, we believe the array of possible future
economic environments included in our credit model, which captures scenarios that may be remote, combined
with data consumed over the course of the COVID-19 pandemic, such as forbearance outcomes, have
removed the need to continue to supplement modeled results.

The impact of these factors was partially offset by the impact of the following factor, which reduced our single-family
benefit for credit losses recognized in 2021:

Provision for higher actual and projected interest rates. Actual and projected interest rates were higher as of
December 31, 2021 compared with December 31, 2020. As mortgage rates increase, we expect a decrease in
future prepayments on single-family loans, including modified loans. Lower expected prepayments extend the
expected lives of modified loans, which increases the expected impairment relating to term and interest-rate
concessions provided on these loans, resulting in a provision for credit losses.

The primary factors that contributed to our single-family provision for credit losses in 2020 were:

Provision from changes in actual and expected loan delinquencies and change in assumptions regarding
COVID-19 forbearance, which included adjustments to modeled results. The economic dislocation caused by
the COVID-19 pandemic was a significant driver of credit-related expenses during 2020, with the majority of the
impact recognized in the first quarter of 2020. Estimating expected credit losses as a result of the COVID-19
pandemic required significant management judgment regarding a number of matters, including our
expectations surrounding the length of time that loans would remain in forbearance and the type and extent of
loss mitigation that might be needed when loans exit a COVID-19-related forbearance, political uncertainty and
the high degree of uncertainty regarding the future course of the pandemic, including new strains of the virus
and its effect on the economy. As a result, we believed the model used to estimate single-family credit losses
did not capture the entirety of losses we expected to incur relating to COVID-19 at that time. Accordingly,
management used its judgment to significantly increase the loss projections developed by our credit loss model
in the first quarter of 2020. The model consumed data from the initial quarters of the pandemic, including loan
delinquencies, and updated credit profile data for loans in forbearance. As more of this data was consumed by
our credit loss model throughout the year, we reduced the non-modeled adjustment initially recorded in the first
quarter of 2020.

Management continued to apply its judgment and supplement model results as of December 31, 2020, taking
into account the continued high degree of uncertainty regarding the future impact of the pandemic and its effect
on the economy at that time.
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The impact of these factors was partially offset by the impact of the following factors, which reduced our single-family
provision for credit losses recognized in 2020:

Benefit from actual and expected home price growth. In the first quarter of 2020, we significantly reduced our
expectations for home price growth to near-zero for 2020. However, the negative impact from the first quarter of
2020 was more than offset by a robust increase in actual home price growth through the remainder of 2020
despite the COVID-19 pandemic. In addition, we also expected more moderate home price growth for 2021.

Benefit from lower actual and projected interest rates. For much of 2020, we continued to be in a historically
low interest rate environment, which we expected to continue in 2021. We expected continuing low interest-
rates would result in a continuing high level of prepayments on single-family loans, including modified loans.
Higher expected prepayments shorten the expected lives of modified loans, which decreases the expected
impairment relating to term and interest-rate concessions provided on these loans and results in a benefit for
credit losses.

Benefit from the redesignation of certain reperforming single-family loans from HFI to HFS. In the third quarter
of 2020, we resumed sales of reperforming loans after our suspension of new loan sales in the second quarter
of 2020. As a result, we redesignated certain reperforming single-family loans from HFI to HFS in the second
half of 2020, as we no longer intended 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 write-off against the
allowance for loan losses. Amounts recorded in the allowance related to these loans exceeded the amounts
written off, resulting in a benefit as shown in the table above.

Multifamily Benefit (Provision) for Credit Losses

The primary factors that contributed to our multifamily benefit for credit losses in 2021 were:

Benefit from actual and projected economic data. In 2021, property value forecasts increased due to continued
demand for multifamily housing. In addition, improved job growth led to an increase in projected average
property net operating income, which reduced the probability of loan defaults, resulting in a benefit for credit
losses.

Benefit from lower expected credit losses as a result of the COVID-19 pandemic. Similar to our single-family
benefit for credit losses described above, for the first half of 2021 management used its judgment to
supplement the loss projections developed by our credit loss model to account for uncertainty arising from the
COVID-19 pandemic. For the second half of 2021, management removed the remaining non-modeled
adjustment as the effects of the economic stimulus, the vaccine rollout, and the effectiveness of COVID-19-
related loss mitigation strategies were much less uncertain. See “Single-Family Benefit (Provision) for Credit
Losses,” above for more information on these factors.

Our multifamily provision for credit losses in 2020 was primarily driven by:

Provision from actual and projected economic data and estimated impact of the COVID-19 pandemic, which
included adjustments to modeled results. Our multifamily provision for credit losses in 2020 was driven by
higher expected losses as a result of the economic dislocation caused by the COVID-19 pandemic and
heightened economic uncertainty, driven by elevated unemployment, which we expected would result in a
decrease in multifamily property net operating income and property values. In addition, the multifamily provision
for credit losses included increased expected credit losses on seniors housing loans, as these properties were
disproportionately impacted by the pandemic. Consistent with the single-family discussion above, we believed
the model we used to estimate multifamily credit losses did not capture the entirety of losses we expected to
incur relating to COVID-19 at that time. Accordingly, management used its judgment to increase the loss
projections developed by our credit loss model. The model consumed data from the initial quarters of the
pandemic, but we continued to apply management judgment and supplement model results as of December
31, 2020, taking into account the continued high degree of uncertainty that remained related to the impact of
the pandemic.
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The table below provides quantitative analysis of the drivers in 2019 of our single-family benefit for credit losses. The
presentation of our components represents amounts recognized prior to our transition to the lifetime loss model
prescribed by the CECL standard. 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 does not include our
multifamily provision for credit losses as the amounts in 2019 were less than $50 million.

Components of Benefit for Credit Losses

For the Year Ended
December 31, 2019

(Dollars in millions)

Single-family benefit for credit losses:

Changes in loan activity'" $ 458
Redesignation of loans from HFI to HFS 1,489
Actual and forecasted home prices 859
Actual and projected interest rates 291
Other®? 941
Total single-family benefit for credit losses $ 4,038

™ Primarily consists of changes in the allowance due to loan delinquency, loan liquidations, new TDRs, and the amortization of concessions
granted to borrowers.

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

The primary factors that contributed to our single-family benefit for credit losses in 2019 were:

+  The redesignation of certain reperforming single-family loans from HFI to HFS as we no longer intended to hold
them for the foreseeable future or to maturity.

»  During 2019, we enhanced the model used to estimate cash flows for individually impaired single-family loans
within our allowance for loan losses. This enhancement was performed as a part of management’s routine
model performance review process. In addition to incorporating recent loan performance data, this model
enhancement better captures recent prepayment activity, default rates, and loss severity in the event of default.
The enhancement resulted in a decrease in our allowance for loan losses and an incremental benefit for credit
losses of approximately $850 million and is included in “Other” in the table above.

* Anincrease in actual and forecasted home prices.

+ Changes in loan activity. Higher loan liquidation activity generally occurs during a lower interest-rate
environment as loans prepay, and during the peak home buying season of the second and third quarters of
each year. When mortgage loans prepay, we reverse any remaining allowance related to these loans, which
contributed to the benefit for credit losses.

TCCA Fees

Pursuant to the TCCA, in 2012 FHFA directed us to increase our single-family guaranty fees by 10 basis points and
remit this increase to Treasury. This TCCA-related revenue is included in “Net interest income” and the expense is
recognized as “TCCA fees” in our consolidated financial statements.

TCCA fees increased in 2021 compared with 2020 as our book of business subject to the TCCA continued to grow
during the year. FHFA has provided guidance that we are not required to accrue or remit TCCA fees to Treasury with
respect to loans backing MBS trusts that have been delinquent for four months or longer. Once payments on such loans
resume, we will resume accrual and remittance to Treasury of the associated TCCA fees on the loans. See “Business—
Legislation and Regulation—GSE-Focused Matters—Guaranty Fees and Pricing” for further discussion of the TCCA.

Credit Enhancement Expense

Credit enhancement expense consists of costs associated with our freestanding credit enhancements, which primarily
include our CAS and CIRT programs, EPMI, and amortization expense for certain lender risk-sharing programs. For our
CAS and CIRT programs, this expense is generally based on the average balance of the covered reference pool.
Therefore, the periodic expense at the transaction or security level generally increases or decreases as the covered
balance increases or decreases. We exclude from this expense costs related to our CAS transactions accounted for as
debt instruments and credit risk transfer programs accounted for as derivative instruments. Credit enhancement
expense has been presented as a separate line item for all periods presented. Prior to 2020, credit enhancement
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expenses were recorded in “Other expenses, net.” We discuss the transfer of mortgage credit risk in “Single-Family
Business—Single-Family Mortgage Credit Risk Management—Single-Family Credit Enhancement and Transfer of
Mortgage Credit Risk” and “Multifamily Business—Multifamily Mortgage Credit Risk Management—Transfer of
Multifamily Mortgage Credit Risk.”

Change in Expected Credit Enhancement Recoveries

Change in expected credit enhancement recoveries consists of the change in benefits recognized from our freestanding
credit enhancements, including any realized amounts. Benefits, if any, from our CAS, CIRT and EPMI programs
previously recorded in “Fee and other income” have been reclassified to “Change in expected credit enhancement
recoveries” for all periods presented. Benefits from other lender risk-sharing programs, including our multifamily DUS
program, were recorded as a reduction of credit-related expense in periods prior to 2020. However, with our adoption of
the CECL standard on January 1, 2020, benefits from freestanding credit enhancements are no longer recorded as a
reduction of credit-related expenses. These benefits from lender risk-sharing have been reclassified into “Change in
expected credit enhancement recoveries” on a prospective basis beginning January 1, 2020.

Federal Income Taxes

We recognized provisions for federal income taxes of $5.8 billion in 2021, $3.1 billion in 2020 and $3.4 billion in 2019.
Our provision for federal income taxes increased in 2021 compared with 2020 primarily because of the increase in our
pre-tax income. Similarly, our provision for federal income taxes decreased in 2020 compared with 2019 because of the
decrease in our pre-tax income. In addition, we recognized a benefit for federal income taxes in 2019 of $205 million as
a result of a favorable resolution with the Internal Revenue Service (“IRS”) of an uncertain tax position.

Our effective tax rates were 20.7% in 2021, 20.7% in 2020 and 19.4% in 2019. Our effective tax rates for each of these
periods was also impacted by the benefits of our investments in housing projects eligible for low-income housing tax
credits. See “Note 9, Income Taxes” for additional information on our income taxes.

Fannie Mae 2021 Form 10-K 75



MD&A | Consolidated Balance Sheet Analysis

Consolidated Balance Sheet Analysis

This section discusses our consolidated balance sheets and should be read together with our consolidated financial
statements and the accompanying notes.

Summary of Consolidated Balance Sheets

As of December 31,

2021 2020 Variance
(Dollars in millions)

Assets
Cash and cash equivalents and securities purchased under agreements to resell or similar
arrangements $ 63,191 $ 66537 $ (3,346)
Restricted cash and cash equivalents 66,183 77,286 (11,103)
Investments in securities 89,043 138,239 (49,196)
Mortgage loans:
Of Fannie Mae 66,127 117,911 (51,784)
Of consolidated trusts 3,907,744 3,546,533 361,211
Allowance for loan losses (5,629) (10,552) 4,923
Mortgage loans, net of allowance for loan losses 3,968,242 3,653,892 314,350
Deferred tax assets, net 12,715 12,947 (232)
Other assets 29,792 36,848 (7,056)
Total assets $ 4,229,166  $ 3,985,749 $§ 243,417
Liabilities and equity
Debt:
Of Fannie Mae $ 200,892 $ 289,572 $ (88,680)
Of consolidated trusts 3,957,299 3,646,164 311,135
Other liabilities 23,618 24,754 (1,136)
Total liabilities 4,181,809 3,960,490 221,319
Fannie Mae stockholders’ equity:
Senior preferred stock 120,836 120,836 —
Other net deficit (73,479) (95,577) 22,098
Total equity 47,357 25,259 22,098
Total liabilities and equity $ 4,229,166 $ 3,985,749 $ 243,417

Restricted Cash and Cash Equivalents

The decrease in restricted cash and cash equivalents from December 31, 2020 to December 31, 2021 was primarily
driven by a decrease in prepayments due to lower refinance volumes for loans of consolidated trusts, resulting in lower
cash balances held in trust at period-end. For information on our accounting policy for restricted cash and cash
equivalents, see “Note 1, Summary of Significant Accounting Policies.”

Investments in Securities

Investments in securities decreased from December 31, 2020 to December 31, 2021 primarily driven by a decrease in
funding debt issuances during the period. With lower funding debt issuances, our other investments portfolio decreased
as maturing investments in securities were not replaced. For details on the maturity and weighted-average yield of our
AFS securities, please see Note 5, Investments in Securities—Maturity Information.

For further discussion, see “Liquidity and Capital Management—Liquidity Management.”

Mortgage Loans, Net of Allowance

The mortgage loans reported in our consolidated balance sheets are classified as either HFS or HFI and include loans
owned by Fannie Mae and loans held in consolidated trusts.

Mortgage loans, net of allowance for loan losses increased from December 31, 2020 to December 31, 2021 driven by
an increase in mortgage loans due to acquisitions, primarily from continued high refinancing activity, outpacing
liquidations and sales.
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For additional information on our mortgage loans, see “Note 3, Mortgage Loans,” and for additional information on
changes in our allowance for loan losses, see “Note 4, Allowance for Loan Losses.”

Other Assets

The decrease in other assets from December 31, 2020 to December 31, 2021 was primarily driven by a decrease in
receivables from servicers, as loan delinquencies have declined, and a decrease in advances to lenders driven by lower
loan acquisition volumes through the whole loan conduit. For information on our accounting policy for advances to
lenders, see “Note 1, Summary of Significant Accounting Policies.”

Debt

Debt of consolidated trusts represents the amount of Fannie Mae MBS issued from consolidated trusts and held by
third-party certificateholders. Debt of Fannie Mae is the primary means of funding our mortgage purchases. Debt of
Fannie Mae also includes CAS debt, which we issued in connection with our transfer of mortgage credit risk.

The decrease in debt of Fannie Mae from December 31, 2020 to December 31, 2021 was primarily due to decreased
funding needs. The increase in debt of consolidated trusts from December 31, 2020 to December 31, 2021 was
primarily driven by sales of Fannie Mae MBS, which are accounted for as issuances of debt of consolidated trusts in our
consolidated balance sheets, since the MBS certificate ownership is transferred from us to a third party. See “Liquidity
and Capital Management—Liquidity Management—Debt Funding” for a summary of activity in debt of Fannie Mae and
a comparison of the mix between our outstanding short-term and long-term debt. Also see “Note 7, Short-Term and
Long-Term Debt” for additional information on our total outstanding debt.

Stockholders’ Equity

Our net equity increased as of December 31, 2021 compared with December 31, 2020 by the amount of our
comprehensive income recognized during 2021.

The aggregate liquidation preference of the senior preferred stock increased from $142.2 billion as of December 31,
2020 to $163.7 billion as of December 31, 2021. For more information about how this liquidation preference is
determined see “Business—Conservatorship, Treasury Agreements and Housing Finance Reform—Treasury
Agreements—Senior Preferred Stock.”
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Retained Mortgage Portfolio

We use our retained mortgage portfolio primarily to provide liquidity to the mortgage market through our whole loan
conduit and to support our loss mitigation activities, particularly in times of economic stress when other sources of
liquidity to the mortgage market may decrease or withdraw. Previously, we also used our retained mortgage portfolio for
investment purposes.

Our retained mortgage portfolio consists of mortgage loans and mortgage-related securities that we own, including
Fannie Mae MBS and non-Fannie Mae mortgage-related securities. Assets held by consolidated MBS trusts that back
mortgage-related securities owned by third parties are not included in our retained mortgage portfolio.

The chart below separates the instruments within our retained mortgage portfolio, measured by unpaid principal
balance, into three categories based on each instrument’s use:

»  Lender liquidity, which includes balances related to our whole loan conduit activity, supports our efforts to
provide liquidity to the single-family and multifamily mortgage markets.

* Loss mitigation supports our loss mitigation efforts through the purchase of delinquent loans from our MBS
trusts.

* Other represents assets that were previously purchased for investment purposes. The majority of the balance
of “Other” as of December 31, 2021 consisted of Fannie Mae reverse mortgage securities and reverse
mortgage loans. We expect the amount of assets in “Other” will continue to decline over time as they liquidate,
mature or are sold.

Retained Mortgage Portfolio
(Dollars in billions)

$162.7

$109.2

$80.8
$50.7

I I
12/31/2020 12/31/2021

Lender liquidity B Loss mitigation B Other

The decrease in our retained mortgage portfolio as of December 31, 2021 compared with December 31, 2020 was
primarily due to a decrease in our lender liquidity portfolio driven by a decline in mortgage refinance activity, leading to
lower acquisition volumes through the whole loan conduit. In addition, sales of reperforming and nonperforming
mortgage loans drove a decrease in our loss mitigation portfolio.
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The table below displays the components of our retained mortgage portfolio, measured by unpaid principal balance.
Based on the nature of the asset, these balances are included in either “Investments in securities” or “Mortgage loans of
Fannie Mae” in our Summary of Consolidated Balance Sheets shown above.

Retained Mortgﬁ;e Portfolio

As of December 31,
2021 2020
(Dollars in millions)

Lender liquidity:

Agency securities'" $ 34,509 $ 34,810
Mortgage loans 16,174 45,895
Total lender liquidity 50,683 80,705
Loss mitigation mortgage loans® 37,601 56,315
Other:
Reverse mortgage loans 9,908 12,388
Mortgage loans 3,954 4,881
Reverse mortgage securities® 6,146 7,185
Private-label and other securities 363 473
Fannie Mae-wrapped private-label securities 445 521
Mortgage revenue bonds 121 182
Total other 20,937 25,630
Total retained mortgage portfolio $ 109,221 $ 162,650

Retained mortgage portfolio by segment:
Single-family mortgage loans and mortgage-related securities $ 101,518 $ 154,943
Multifamily mortgage loans and mortgage-related securities $ 7,703 $ 7,707

™ Consists of Fannie Mae, Freddie Mac and Ginnie Mae mortgage-related securities, including Freddie Mac securities guaranteed by Fannie
Mae. Excludes Fannie Mae and Ginnie Mae reverse mortgage securities and Fannie Mae-wrapped private-label securities.

@ Includes single-family loans classified as troubled debt restructurings (“TDRs”) that were on accrual status of $14.8 billion and $29.4 billion
as of December 31, 2021 and 2020, respectively, and single-family loans on nonaccrual status of $11.0 billion and $19.6 billion as of
December 31, 2021 and 2020, respectively. Includes multifamily loans classified as TDRs that were on accrual status of $28 million and
$20 million as of December 31, 2021 and 2020, respectively, and multifamily loans on nonaccrual status of $340 million and $536 million
as of December 31, 2021 and 2020, respectively.

®  Consists of Fannie Mae and Ginnie Mae reverse mortgage securities.

The amount of mortgage assets that we may own is capped at $250 billion and will decrease to $225 billion on
December 31, 2022 under the terms of our senior preferred stock purchase agreement with Treasury. We are currently
managing our business to a $225 billion cap pursuant to instructions from FHFA.

We include 10% of the notional value of interest-only securities in calculating the size of the retained portfolio for the
purpose of determining compliance with the senior preferred stock purchase agreement retained portfolio limits and
associated FHFA guidance. As of December 31, 2021, 10% of the notional value of our interest-only securities was
$2.0 billion, which is not included in the table above.

Under the terms of our MBS trust documents, we have the option or, in some instances, the obligation, to purchase
mortgage loans that meet specific criteria from an MBS trust. The purchase price for these loans is the unpaid principal
balance of the loan plus accrued interest. If a delinquent loan remains in a single-family MBS trust, the servicer is
responsible for advancing the borrower’s missed scheduled principal and interest payments to the MBS holders for up
to four months, after which time we must make these missed payments. In addition, we must reimburse servicers for
advanced principal and interest payments. The cost of purchasing most delinquent loans from a single-family Fannie
Mae MBS trust and holding them in our retained mortgage portfolio is currently less than the cost of advancing
delinquent payments to security holders.

Except for loans that are in forbearance or that have been granted certain other types of loss mitigation options (such as
a repayment plan or payment deferral), we have historically purchased loans from single-family MBS trusts when they
become four consecutive monthly payments delinquent. In September 2020, FHFA instructed both us and Freddie Mac
to extend the timeframe for our single-family delinquent loan buyout policy to 24 consecutively missed monthly

Fannie Mae 2021 Form 10-K 79



MD&A | Retained Mortgage Portfolio

payments (that is, loans that are 24 months past due) effective January 1, 2021. Despite this change in policy, we

currently anticipate that in most cases we will purchase delinquent loans from single-family MBS trusts prior to the 24-
month deadline under one of the exceptions to the general policy, which include loans that are permanently modified,
loans subject to a short-sale or deed-in-lieu of foreclosure, loans that are paid in full and loans referred to foreclosure.

In support of our loss mitigation strategies, we purchased $10.4 billion of loans from our single-family MBS trusts during
2021, the substantial majority of which were delinquent, compared with $13.5 billion of loans purchased from single-
family MBS trusts during 2020. We expect the amount of loans we buy out of trusts will increase in 2022 as loans exiting
COVID-19-related forbearance will lead to an increase in the number of delinquencies and loan modifications. The size
of our retained mortgage portfolio will be impacted by the volume of loans we ultimately buy, the timing of those
purchases, and the length of time those loans remain in our retained mortgage portfolio. These factors are highly
uncertain and depend on a number of factors, including the length of time loans remain in forbearance, the extent and
duration of foreclosure suspensions, future loan sales and the nature and success of our loss mitigation activities,
including payment deferrals and repayment plans, which do not require us to purchase loans out of trust. See “Single-
Family Business—Single-Family Mortgage Credit Risk Management—Single-Family Problem Loan Management—
Single-Family Loans in Forbearance” and “Multifamily Business—Multifamily Mortgage Credit Risk Management—
Multifamily Problem Loan Management and Foreclosure Prevention” for information on our loans in forbearance.

Guaranty Book of Business

Our “guaranty book of business” consists of:

+ Fannie Mae MBS outstanding, excluding the portions of any structured securities we issue that are backed by
Freddie Mac securities;

* mortgage loans of Fannie Mae held in our retained mortgage portfolio; and
« other credit enhancements that we provide on mortgage assets.
“Total Fannie Mae guarantees” consists of:
+  our guaranty book of business; and
« the portions of any structured securities we issue that are backed by Freddie Mac securities.

Some Fannie Mae MBS that we issue are backed in whole or in part by Freddie Mac securities. When we resecuritize
Freddie Mac securities into Fannie Mae-issued structured securities, such as Supers and REMICs, our guaranty of
principal and interest extends to the underlying Freddie Mac securities. However, Freddie Mac continues to guarantee
the payment of principal and interest on the underlying Freddie Mac securities that we have resecuritized. We do not
charge an incremental guaranty fee to include Freddie Mac securities in the structured securities that we issue.
References to our single-family guaranty book of business exclude Freddie Mac-acquired mortgage loans underlying
Freddie Mac securities that we have resecuritized.

Our issuance of structured securities backed in whole or in part by Freddie Mac securities creates additional off-balance
sheet exposure. Our guaranty extends to the underlying Freddie Mac security included in the structured security, but we
do not have control over the Freddie Mac mortgage loan securitizations. Because we do not have the power to direct
matters (primarily the servicing of mortgage loans) that impact the credit risk to which we are exposed, which constitute
control of these securitization trusts, we do not consolidate these trusts in our consolidated balance sheet, giving rise to
off-balance sheet exposure. We expect our off-balance sheet exposure to Freddie Mac securities to increase as we
issue more structured securities backed by Freddie Mac securities in the future. See “Note 6, Financial Guarantees” for
more information regarding our maximum exposure to loss on unconsolidated Fannie Mae MBS and Freddie Mac
securities.
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The table below displays the composition of our guaranty book of business based on unpaid principal balance. Our
single-family guaranty book of business accounted for 89% and 90% of our guaranty book of business as of December
31, 2021 and 2020, respectively.

Composition of Fannie Mae Guaranty Book of Business

As of December 31,

2021 2020
Single- Single-
Family Multifamily Total Family Multifamily Total

(Dollars in millions)
Conventional guaranty book of business!" $3,536,613 $ 419,463 $3,956,076 $3,305,030 $ 386,379 $ 3,691,409
Government guaranty book of business® 16,777 718 17,495 20,777 2,268 23,045
Guaranty book of business 3,553,390 420,181 3,973,571 3,325,807 388,647 3,714,454
Freddie Mac securities guaranteed by Fannie Mae® 212,259 — 212,259 137,316 — 137,316
Total Fannie Mae guarantees $3,765,649 $ 420,181 $4,185,830 $3,463,123 $ 388,647 $ 3,851,770

(1)
)
(©]

Refers to mortgage loans and mortgage-related securities that are not guaranteed or insured, in whole or in part, by the U.S. government.
Refers to mortgage loans and mortgage-related securities guaranteed or insured, in whole or in part, by the U.S. government.

Consists of off-balance sheet arrangements of approximately (i) $177.8 billion and $110.7 billion in unpaid principal balance of Freddie
Mac-issued UMBS backing Fanni