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Advantages:

o Affordability

. Flexibility



Volume & Popularity

 ARMs = 34% of applications in 2006
 5/1 ARMs most popular

* Rate spread has impacted popularity



* Interest Savings

e Loan Qualification

« Benefit from falling rates without refinance



Lender Benefits

o Competitive Alternative Product
« Qualification Rate
e Qualification Loan Amount

e Limits Risk Related to Cost of Funds



GSE Obligations

* Priority Reporting:
— Securities Disclosures
— Company Financials
— Housing Goals to HUD

« EXxpansion of Disclosure Requirements

e Custodian role is key!



GSE Obligations as Issuer, Trustee and Investor

 Complete, Accurate Disclosures

 Fulfilling Trustee Role = Protecting Investors
 Comprehensive QA/QC

e Strong, Transparent Partner Relationships

 Enhancing Disclosure Information



Why Is the Security Disclosure Important?

Security Asset must accurately represent disclosure to:

* Preserve Liguidity
e Ensure Maximum Value

 Help Prevent Legal and Penalty Issues



What is Disclosure?

* Disclosure = Description of Security:
— Base Prospectus
— Prospectus Supplement (“At-Issuance”)
— Pool Data Direct File and ePoolTalk (*On-going”)
— Other various disclosure documents

 All MBS Disclosures available online



MBS Prospectus Supplement Pre-2002

FANMIE MAE
GUARANTEED MORTGAGE PASS-THROUGH SECURITIES PROGRAM
ADJUSTABLE MORTGAGE LOANS
SUPFLEMENT TO PROSPECTUS

Pool Number LE-612387 Issue Date 01101103 Initial Pool Accrual Rate 3.7510

CUSIP Number  31388RJB1  Convertible N WTD Awvg Maximum Pool Accrual Rate 2.7520
Transfer Type W PTR Method W WTD Avg Minimum Pool Accrual Rate NIA

WTD Awvg Original Rate 43080

--- Distribution Cf Pool Loans By First Payment Date -

— Additional Analysis —

OATE Criginal Interest  Mumbsrof  Issue Date Principal Current Mortgage  Mumber of Issue Date
Rate Loans Balance Intzrest Rates Loans Principal Balanze
01013 BELOW 5.00 2 5 500,818.25 BELOW 5.00 12 52344, 118.256
2013 BELOW 5.00 10 1,843,300.00 TOTAL 12 52344, 118.256
- " n e MARGINS
OTAL 12 Bl 2.2500 12 $2.344,118.25
TOTAL 59 52344, 118.256
INITIAL INTEREST RATE CHAMNGE DATE 12/01/03
———————— Next Rate Change Date Table ——-——-—
MBE Margins MBS Met Coupons WTD Avg Met Life Caps Mest Life Floor
DATE % of bal High Low Melargin High Low Met Coupon High Low High Low
120103 21.0000 1.8950 1.6850 1.6950 3.8200 3.6850 3.7530 B.8200 .E880 0.0000 0.0000
0170104  72.0000 1.8950 1.6850 1.6850  4.0700 2.8480 3.7510 100700  5.2450 0.0000 0.0000
WT Awg  1.8880 37510 67520 0.0000
Weight=d Average Months to roll: 12
-Pool Statistics (As of Issue Date 01/01/03)- ~Geographic Distribution of Security Properties--
Mumber of Mortgage Loans 12 ARIZOMA 1 % 183,500.00
Largest Issue Date UPB $ 3132,000.00 COLORADD 2 435,800.00
Smallest Issue Date UPB 83,200.00 FLORIDA 1 278,800.00
Awerage Issue Date UPB 195,343.02 GEORGIA 1 120,000.00
Maturity Date 01/01/2033 ILLINOIS 1 23388479
Weight=d &wg Remaining Term 380 IMDIAMA 2 234, 20000
Highest Current Interest Rate 48280 MASSACHUSETTS 1 100.100.00
Lowes: Curren: Interest Rate 3.5000 MICHIGAN 1 26713146
Weighted Awg Current Interest Rate 4.3080 UTAH 1 168.000.00
% UPB W/ Intrst Only First Distrib 0.00 VIRGIMIA 1 313.000.00

Tota 12 52.344.118.25




MBS Prospectus Supplement Today

FANNIE MAE
MORTGAGE-BACKED SECURITIES PROGRAM

SUPPLEMENT TO PROSPECTUS DATED APRIL 01, 2003

$3,635,636.00

ISSUE DATE APRIL 01, 2004 FANNIE MAE
SECURITY DESCRIPTION FNAR 02.6370 LB-123456 MORTE ;;E&ﬁﬁgiggg%@g?g@i :F:RC;'G RAM
2.6370 INITIAL POOL ACCRUAL RATE i silel 2 Rt e
FANNIE MAE POOL NUMBER LB-123456 e eizaasiaene o
CUSIP12345RKNE POOL STATISTICS PAGE 20F 4
PRINCIPAL AND INTEREST PAYABLE ON THE 25™ OF EACH MONTH
BEGINNING MAY 25, 2004 QUARTILE DISTRIBUTION
T =
FANNIE MAE

POOL STATISTICS bAGE-BACKED SECURITIES PROGRAM
T FPLEMENT TO PROSPECTUS DATED ARIL 01, 2003
EOF-‘P?-\M"T FANNIE MAE POOL NUMBER LB-123456

0 =rm Remairing baaturty CUSIP1Z345RKNG
o e

POOL STATISTICS PAGE 3 OF 4

ORIGINATION YEAR
(| Aggegateuos = |#0fLaars | %0Of | Aggregate U5 FANNIE MAE
uPe MORTGAGE-BACKED SECURITIES PROGRAM
LOAN PURPOSE 3 T ) ot SUPPLEMENT TO PROSPECTUS DATED APRIL 01, 2003
e — ket i - FANNIE MAE POOL NUMBER LB-123455
I = | cane 2 | CUSIP12345RKNG
AN TERM | o | 30 | POOL STATISTICS PAGE 4 OF 4
REMEREIG MATURIEY | o | £ | GEOGRAPHIC DISTRIEUTION
G DT % Angragate L # % Aggregaie U
(G CREDIT SCORE 50| Aggregaie UPE tate Fot [nor] Agegse LFE
MTHOUT CREDIT SCORE _ PROPERTY TYPE
WITH INTEREST ONLY FIRST DISTRIBUTION rite T = or Loans worues T 15.30 s5t642035 | [mEwznes R $4E0.000.00
I 18 I i) I 1561 51122500 | NEWvORK IS 3096242
0 5 aio
[E] 25000000 | NORTH 7 |78 259 800.00
CARDLINA
OCCUPANCY TYPE 350 1a175000| [S0UTH B 474,103, CURRENT INTEREST RATES
Type = ot Loans Sorues CAROLINA FaE | 0% Lcams I
FRINCIPAL RESIDENCE 14 B 2000000 | [VRGMNIA EEGE 313.266.30 — e I & I
GROSS MARGINS
SERVICER ‘Gross Marghe, | F0f Loans |
I Senvicer Name [#oriomns | %ores | | = | L |
45
|| DEF MORTGAGE COMPANY EEREEEE SIEIEAEM = I I

NEXT RATE CHANGE DATE TABLE

wof | MBS | MBS | wES
B3 | wagn | Mamn | vagn

Wi | el Lite | Met e [ Nt Lie [ Nex Lfe
mmhe| cape | Cape | Fioor | Foor

H Hgn w
21800 | £1300

6300
0




PC Disclosure Today

* Freddie Mac provides loan level info:
— At PC Issuance AND
— Monthly for post-12/1/05 issue dates.

 These supplement current pool-level disclosures.



PC Disclosure Today: ARM Loan-Level Variables

Convertible

Lookback

Original Loan-to-Value (LTV)

Credit Score

Maturity Date

Original Loan Term

Current Net Note Rate

Maximum Lifetime Rate

Original Note Rate

Current Unpaid Principal Balance
(UPB)

Months to Adjust

Original UPB

First Payment Date

Months to Amortize

Periodic Cap %

Gross Mortgage Margin

Net Maximum Lifetime Rate

Prepayment Penalty Mortgage
(PPM) Flag

Index

Net Mortgage Margin

Product Type

Initial Fixed Rate Period for Hybrid
ARMs

Net Note Rate

Property State

Initial InterestSM First Principal
and Interest (P&I) Date

Next Adjustment Date

Property Type

Initial Cap Down %

Adjustable-rate Mortgage
Loan-level Variables

Rate Adjustment Frequency

Initial Cap Up %

Note Rate as of PC Issuance

Remaining Months to Maturity

Interest-only (10) Flag

Number of Units

Seller Name

Loan Age

Occupancy Status

Servicer Name

Loan Purpose

Original Loan Amount

Third Party Origination Flag




Prospectus Supplement Corrections - MBS

& FannicMae

* Orignal ™"

FANNIE MAE

AGE-BACKED SECURITIES PROGRAM
[FFLEMENT TO PROSPECTUS DATED ARRILD!. 2002

Guarameed Mortgage Pass-Through Cenmicates

[ ——

- CERTIICATE AN PATMENTN OF PRSI, M ITERE AT O THE CF
A T G RRNTRED BT TR L x 1 e A OET
O KA T T LIRTED) § AT Ot W 06 (T AGERCIE S 0 1 TRRAGACLAL R

$34,161,640.00
ISSUE DATE APRIL 01, 2004
ITY DESCRIPTION FNIMS 05,0000 CL-123456

0000 PERCENT PASS-THROUGH RATE ’m L
JANNIE MAE POOL NUMBER CL-123456 CE PAGE 305 3
CUSIP12345PPA3
INTEREST PAYABLE ON THE 25™ OF EACH MONTH TIOM Y1 AR
BEGINNING MAY 04
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on
T 1
- k 9 1
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ORE - -
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FANNIE MAE
AGE-BACKED SECURITIES PROGRAM
THE CERTIFICATES AND PAYMENTS OF PRINCIPAL AND INTEREST ON THE CERTIFICATES IENT TO PROSPECTUS DATED APRIL D! 3 11
NOT GUARANTEED BY TIE (NITED STATES, XD D0 N0 CONSTITUTE A DERT

OR OBLIGATION OF THE UNITED STATES OR OF ANY OF ITS INSTRUMENTALITIES
OTHER TILAN FANNIE MAE
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Data Quality is Critical!

e |naccuracies getting more obvious and can:
— Impact multiple Securities
— Adversely impact Security liquidity
— Create additional cost if pools must be dissolved

o Security Data Quality Metrics:
— Pools re-opened to make corrections
— Pools re-disclosed due to corrections
— Pools dissolved due to errors



Better Disclosures = Better Price & Performance

e |nvestors crave reliability.
 Investors need accuracy.
* Reliablility, Accuracy = Better Price for Lenders.

 Makes everyone a winner!



Andrea Bridgeman

Freddie
- Mac

We make home possible®™




“ARM” Defined

Ad|ustable Rate Mortgage.:

Any mortgage with an interest rate
and/or payments that can change
over the life of the loan.

* Note: ARMs are typically assumable; fixed-rate
mortgages are not.



A Brief History of the American Home Loan

* Pre-Depression: “Bullet Mortgages”
— Short term
— All interest due at repayment

e Amortization Arrives: Installment payments
 Post-WWII: Fixed Rate terms lengthen to 30 yrs.
o Late 70’s/Early 80’s: Inflation, high interest - ARMs

 Mid-80’s — Present: Increased ARM Complexity
— Balloons bridge the fixed/ARM divide



Fixed Rate Mortgages: No Moving Parts

Monthly P&l Payments Based On:

« Original Principal Balance
 Loan Term (# of Payments)

e |nterest Rate



Fixed Rate Mortgages: Sample

Fixed-Rate Mortgage

Year | UPB | Rate | Interest | End Prin Monthly
Payment

1 200,000 | 6.25% | 12,434 197,656 1,231

2 197,656 | 6.25% | 12,283 195,162 1,231

3 195,162 | 6.25% | 12,122 192,507 1,231

4 192,507 | 6.25% | 11,952 189,682 1,231

5 189,682 | 6.25% | 11,770 186,674 1,231

10 | 172,583 | 6.25% | 10,670 168,475 1,231




Basic (Rate Capped) ARMs

Rate adjusts periodically based on:

* Index Value (as of Lookback Date)
— Common Indices = CMT, LIBOR
— Common Lookbacks = 45 Days, 15t day of month...

e Specified Margin

Index Value + Margin = Adjusted Note Rate



Limits on Periodic Note Rate Adjustments

e Celling (Max Note Rate): All ARMs have
— May be called ‘Lifetime Cap’
— State Usury Laws

* Periodic Cap (or Rate Cap): Most ARMs have
— Limits rate change at each adjustment
— EX: New rate can’t be more than 2% + or — original rate
— Some variations exist

* Floor (Min Note Rate): Many ARMs have
— Cannot be less than Margin



Nuances: More Moving Parts

Rounding

Frequency of Periodic Adjustments

— Initial fixed-rate periods vary

— ARMSs with long fixed periods may perform like fixed
— Impact on borrowers, investors and servicers

Reamortization at Each Adjustment
— Pre-payments reduce P&l payments at next adjustment

Loan terms may change when assumed.
— Celling may go up



Rate Capped ARMs: Sample

Rate Capped ARM - 5/2
Year | UPB Rate | Interest | End Prin Monthly
Payment
1 200,000 | 5.25% | 10,433 197,180 1,104
2 197,180 | 10.25% | 20,167 196,140 1,767
3 196,140 | 10.25% | 20,055 194,989 1,767
4 194,989 | 10.25% | 19,931 193,713 1,767
5 193,713 | 10.25% | 19,794 192,301 1,767
6 192,301 | 8.25% | 15,808 190,773 1,445
7 190,773 | 6.25% | 11,984 190,514 1,187
8 190,514 | 4.25% 8,035 187,302 937
9 187,302 | 3.00% 5,566 183,391 790
10 | 183,391 | 3.00% 5,447 179,362 790




Recent Innovations: Interest-Only ARMs

« Payments interest-only for specified period:
— Smaller initial payments at first
— Later, shorter amortization period = higher payments

e (Same principals apply to fixed-rate 10s.)

 Payment Capped or Option ARMS...



Recent Innovations: Interest-Only ARMs

IO Rate Capped ARM - 5/2

Year | UPB Rate | Interest | End Prin Monthly

Payment
1 200,000 | 5.75% | 11,433 200,000 1,167
2 200,000 | 5.75% | 11,433 200,000 1,167
3 200,000 | 5.75% | 11,433 200,000 1,167
4 200,000 | 5.75% | 11,433 200,000 1,167
5 200,000 | 5.75% | 11,433 200,000 1,167
6 200,000 | 10.75% | 21,454 199,051 1,867
7 199,051 | 10.75% | 21,347 197,994 1,867
8 197,994 | 10.75% | 21,228 196,818 1,867
9 196,818 | 10.75% | 21,095 195,509 1,867
10 | 195,509 |10.75% | 20,947 194,052 1,867
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The Review Cycle

ARMSs require special consideration:

« Greater complexity
* Longer timeframes

o Specific knowledge/analysis



Unigueness

What makes ARMs “special™?

e Calculated Fields
o Data Field Terminology

 More Data Fields
o Data Provided vs. Requirements

o ‘Switching Gears’: Varying Product Types



Training Tips

Training Tips:
 Be detailed, thorough.
 Emphasize understanding (not memorizing) fields.

e EXxplain logic of components.



Quality Control

‘QC’ Considerations:

e Increase QC scope.
e Allow more QC time.

e Additional training and QC with each update.



« Many (specific) data storage fields preferable!

« Otherwise, increased data-mapping.



Certification/Pooling Tips

‘Pooling’ Tips:
e Data accuracy is KEY!
« Communicate changes internally.

e Seek Investor/Lender/Custodian agreement.

* Re-reviews possible for existing inventory.



Ken Robertson
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