OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT

1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800
Office of the Director

March 31, 2004

The Honorable Richard C. Shelby

Chairman

Committee on Banking, Housing and Urban
Affairs

U.S. Senate

534 Dirksen Senate Office Building

Washington, DC 20510

Dear Chairman Shelby:

I appreciate your interest in my views on your proposed legislation to establish a new regulator
for Fannie Mae, Freddie Mac and the Federal Home Loan Bank System.

The objective of any legislation to strengthen GSE regulation must be to ensure that the regulator
has all the powers, authority and resources necessary to do the job. Certainly, those powers
should be no less than those granted to other safety and soundness regulators. Your legislation
accomplishes that objective and I would like to express my support for your effort.

The new Federal Housing Enterprise Supervisory Agency (“FHESA”) would have powers equal
to those of other safety and soundness regulators. FHESA would have the ability to exercise its
best judgment on the setting of capital standards, without the constraints of arbitrary statutory
limitations. Experience from the savings and loan crisis demonstrates that capital can quickly
dissipate in adverse conditions and that actions may need to be taken before capital is impaired.
Therefore, the regulator must be allowed full discretion to set capital standards and make
adjustments, both temporary and permanent, as necessary. The regulator must also have the
authority to make adjustments quickly without unnecessary procedural hurdles.

FHSEA would also have the authority to place an enterprise into receivership. While the new
regulator should do everything possible to avoid such a necessity, including timely adjustments
to capital, explicit receivership provisions may be critical to preventing or lessening systemic
problems in an extraordinary circumstance. Creditors deserve to know that a process exists for
an orderly liquidation and satisfaction of their claims should an enterprise become insolvent.
Receivership also fosters market discipline, which is an important component of safety and
soundness regulation. The enterprises’ subordinated debt would also become a more effective -
tool for the exercise of market discipline.

Your legislation also provides strong enforcement powers, permanent funding outside the
appropriations process, direct hire authority, independent litigation authority, and full general



—

and incidenta) SUpervisory powers, This fills many of the gaps in OF HEO’s current regulatory
authorities,

Additionally, the NeW regulator must be ap independent regulatory agency, with g governance
. hiny ae .

Finally, 1 continue to Support giving the new regulator responsibility for mission regulation, Ajj
other safety and soundness regulatorg have this authority because safety and soundness
regulation inclydes 3 responsibility to cnsure that regulated entities are operating in a manner
consistent with thejr charters, However, in exercising this authority, a GSE regulator must

Thank you for considering my views, and we are available to provide the committee with any

assistance it may request,
S['noerely,

Armando Falcon, Jr.

Director
ce: The Honorabje Paul S, Sarbanes
Ranking Minority Member ”
Committee on Banking, Housing
and Urban A ffajrg
U.S. Senate L

534 Dirksen Senate Office Building
Washington, DC 20510



OFFICE OF FEDERAL HO USING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON pe- 20552 (202) 414-3800

March 31, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 205 10-6075

Re: Capital Classification at December 31, 2004

Dear Mr. Chairman:

In accordance with §8 1362 and 1364 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1750, the Office of Federal
Housing Enterprise Oversight (OFHEO) is required to determine the capital level and
classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not Jess
than quarterly, and to report the results to Congress. OFHEQ hereby reports that Freddie

Mac is classified as adequately capitalized at December 31, 2003

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was
$24.237 billion, its critical capital leve] wag $12.328 billion, and it risk-based capita] leve]
was $5.426 billion at December 3 1, 2003. Thus, Freddie Mac’s core capital of $33.285
billion on that date exceeded the minimum requirement by $9.048 billion and the critical
level by $20.958 billion. Freddie Mac’s total capital of $33.436 billion on that date
exceeded the risk-based capital requirement by $28.010 billion,

classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. The $5 billion capital increase that resulted from Freddie
Mac’s restated 2002 financials is reflected in the December 2003 results. Freddie Mac



will resubmit appropriate financial data after publishing financial results for 2003, and the
Director will determine whether a recalculation of regulatory capital is necessary at that
time.

Please contact me if you should have any questidns or concerns regarding this

matter.
Sincerely,
Armando Falcon, er
Director

Enclosures



= FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level
December 31, 2003

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL,

CORE CAPITAL

20,470

3,268
273

114
13
98

24,237

33,285

Note: Totals may not add due to rounding,




‘}FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level
December 31, 2003
SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 10,235 |

OFF-BALANCE SHEET OBLIGATIONS 2,092
CRITICAL CAPITAL LEVEL 12,328
CORE CAPITAL 33,285

}Note: Totals may not add due to rounding.




*""'FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level
December 31, 2003
SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO 5,004
DOWN-RATE SCENARIO 5,426

RISK-BASED CAPITAL LEVEL | 5,426

TOTAL CAPITAL 33,436

} Note: Totals may not add due to rounding.




OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

March 31, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services

House of Representatives
Washington, DC 20515-6050

Re: Capital Classification at December 31, 2003
.'Dear C)c%énk:

In accordance with §8§ 1362 and 1364 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1750, the Office of Federal
Housing Enterprise Oversight (OFHEOQ) is required to determine the capital leve] and
classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not less
than quarterly, and to report the results to Congress. OFHEO hereby reports that Freddie
Mac is classified as adequately capitalized at December 3 1,2003.

On March 12, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Freddie Mac as adequately capitalized at December 31,2003. Freddice
Mac had until March 24, 2004, to submit for OFHEQ’s consideration any information
relevant to the notice of proposed action. Freddie Mac did not submit additional
information and agreed with the minimum and risk-based capital requirements as
calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was
$24.237 billion, its critical capital level was $12.328 billion, and its risk-baged capital leve]
was $5.426 billion at December 31, 2003. Thus, Freddie Mac’s core capital of $33.285
billion on that date exceeded the minimum requirement by $9.048 billion and the critical
level by $20.958 billion. Freddie Mac’s total capital of $33.436 billion on that date
exceeded the risk-based capital requirement by $28.010 billion.

Freddie Mac’s capital classification is based on financial information and
application of accounting policies currently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes wil] impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. The $5 billion capital increase that resulted from Freddie
Mac’s restated 2002 financials is reflected in the December 2003 results. Freddie Mac



will resubmit appropriate financial data after publishing financial results for 2003, and the

Director will determine whether a recalculation of regulatory capital is necessary at that
time,

Please contact me if you should have any questions or concerns regarding this
matter. :

Sincerely,

Arinando Falcon, Jr.
Director

V;&r\

Enclosures




: 'FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level

December 31, 2003

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATYONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,470

3,268
273

114
13
98

24,237

33,285

Note: Totals may not add due to rounding,




““EDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

December 31, 2003

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS . 10,235
O¥FF-BALANCE SHEET OBLIGATIONS 2,092
CRITICAL CAPITAL LEVEL 12,328
CORE CAPITAL 33,285

iNote: Totals may nat add due to rounding.




+ “)FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level
December 31, 2003
SUMMARY

{Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO

DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

5,094
5,426

5,426

33,436

1 Note: Totals may not add due to rounding.




OFFICE OF FEDERAL HO USING ENTERPRISE O, RSIGHT
1700 G STREET N WASHINGTON DC 39559 (202) 414-3800

March 31, 2004

Honorable Richard . Shelby, Chairman
Committee op Banking, Housing,
and Urban Affairs
United Stateg Senate
Washington, DC 20510-6075

Re: Capita] Classification at December 31, 2003

Dear Mr. Chairman:

As indicated in theenclosures, Fannie Mae's minimum capital requirement was
$31.520 billion, its critical capital leve] wag $16.113 billion, and 1ts risk-based capital leve]
Was $27.221 billion at December 3 1, 2003. Thus, Fannie Mae's core capital of $34.405
billion on that date exceeded the minimum requirement by $2.885 billion and the critjca]
level by $1 8.292 billion. Fannie Mae’g total capital] of $35. 182 billion on that date
exceeded the risk-based capital requirement by $7.960 billion.



Please contact me if you should have any questions or concerns regarding this

matter.
Sincerely,

Armando Falcon, Jr. ‘\

Director
Enclosures




‘ ";'-")\:EDERAL NATIONAL MORTGAGE ASSOCIATION
Minimum Capital Level

December 31, 2003

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL

) CORE CAPITAL

25,158

5,851
312

137
63

31,520

34,405

Note: Totals may not add due to rounding.




' ° ’EDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

December 31, 2003

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 12,579

OFF-BALANCE SHEET OBLIGATIONS 3,534
CRITICAL CAPITAL LEVEL 16,113
CORE CAPITAL 34,405

Note: Totals may not add due to rounding.




s ‘ FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

December 31, 2003

SUMMARY

(Dollars in miilions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO 5,796
DOWN-RATE SCENARIO 27,221
RISK-BASED CAPITAL LEVEL 27,221
TOTAL CAPITAL 35,182

) Note: Totals may not add due to rounding.




TED STEVENS, ALASKA, CHAIRMAN

THAD COCHRAN, MISSISSIPPI ROBERT C. BYRD, WEST VIRGINIA

ARLEN SPECTER, PENNSYLVANIA DANIEL K. INOUYE, HAWAI! .

PETE V. DOMERICI, NEW MEXICO ERNEST F. HOLLINGS, SOUTH CAROLINA

CHRISTOPHER S. BOND, MISSOUR PATRICK J. LEAHY, VERMONT

M¢7CH MCCONNELL, KENTUCKY TOM HARKIN, IOWA 4
.. “TIRAD BURNS, MONTANA BARBARA A. MIKULSKI, MARYLAND _ nlt tat[s Knatz
R ,"}\RD C. SHELBY, ALABAMA HARRY REID, NEVADA

: GREGG, NEW HAMPSHIRE HERB KOHL, WISCONSIN

+ . SRTF. BENNETT, UTAH PATTY MURRAY, WASHINGTON COMMITTEE ON APPROPRIATIONS

BN NIGHTHORSE CAMPBELL, COLORADO  BYRON L. DORGAN, NORTH DAKOTA

LARRY CRAIG, IDAHO DIANNE FEINSTEIN, CALIFORNIA WASHINGTON, DC 20510-6025

KAY BAILEY HUTCHISON, TEXAS RICHARD . DURBIN, LLINOIS -

MIKE DEWINE, OHIO TIM JOHNSON, SOUTH DAKOTA www.senate.gov/~appropriations

SAM BROWNBACK, KANSAS MARY L. LANDRIEU, LOUISIANA

JAMES W. MORHARD, STAFF DIRECTOR
TERRENCE E. SAUVAIN, MINORITY STAFF DIRECTOR

May 18, 2004

The Honorable Armando Falcon Jr.

Director

Office of Federal Housing Enterprise Oversight
1700 G Street, NW

Washington, DC 20552

Dear Mr. Falcon,

Please provide a spending and staffing plan for the Office of Federal Housing Enterprise
Oversight (OFHEO) that meets the requirement in the VA/HUD FY 2004 Appropriations Act that
1o less than 60 percent of the total funds appropriated for OFHEO for FY 2004 will be used only
for the examination, supervision and capital oversi ght of Fannie Mae and Freddie Mac (“GSEs™).
This plan should reflect staffing and spending decisions that are consistent with those used by other
regulators of financial institutions. For purposes of this plan, staff positions at:OFHEO should be
consistent with the way other regulators of financial institutions, such as the Office of Thrift
' Supervision (OTS) and the Federal Deposit Insurance Corporation (FDIC), define the staff

positions and activities associated with the professional examination, supervision and capital
oversight of their regulated entities.

In addition, I also ask that you verify that the staff positions, including education, expertise,
responsibilities, salaries and other compensation, at OFHEO are consistent with the characteristics
of the staff at other financial regulators. Also, please provide an analysis of how all resources are
allocated at OFHEO as compared to other financial regulators.

Thank you in advance for your time and consideration. I assume most of this information
and analysis is already available within OFHEO and that this request can be easily expedited within
the next 30 days. If you have any questions, please contact Jon Kamarck, Clerk, VA/HUD 9
Appropriations Subcommittee at (202) 224-0410. '

Sincerely,

Christopher S. Bond -
‘I T o a e Subcommittee on VA, HUD, and
- . ' i Independent Agencies i



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT

1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800
Office of the Director

June 23, 2004

The Honorable Christopher S. Bond

Chairman

Subcommittee on Veterans Affairs, HUD and
Independent Agencies

Committee on Appropriations

U. S. Senate ,

130 Dirksen Senate Office Building

Washington, D.C. 20510

Dear Chairman Bond:

I am pleased to provide you with OFHEQ’s spending and staffing plans that meet the
requirement in the VA/HUD FY 2004 Appropriations Act. OFHEO continues to remain focused
on its mission as the safety and soundness regulator of Fannie Mae and Freddie Mac (the
Enterprises). In FY 2004, OFHEO plans to devote 84 percent of its resources on examination,
supervision and capital oversight of the Enterprises, far in excess of the 60 percent minimum
requirement of the total funds appropriated in FY 2004. (Attachment 1)

I have strengthened OFHEO’s examination program by creating two separate, fully-staffed
examination units, one for Fannie Mae and one for Freddie Mac. Each unit will be headed by an
examiner-in-charge. In addition, I created two new offices to focus on exams for compliance and
accounting issues. As of June 8, OFHEO had 161 employees on-board. With the resources
requested in the President’s FY 2005 budget, OFHEO plans on growing to 237 employees, with
85 percent of this growth in the offices responsible for the direct supervision of the Enterprises.
(Attachments 2 and 3) To assist us in this growth, OFHEOQ requested and received direct hire

authority from OPM for examiners and accountants. This will maintain our current focus on and
resource allocation for examination activities.

OFHEDO staff positions are comparable to the staff positions at other financial regulators. Our
position descriptions clearly outline the necessary skills, experience, and other qualifications
needed to be considered for employment at OFHEQ. OFHEO regularly recruits employees from
other financial regulators and banking institutions. For example, since mid-May, 2004, OFHEO
has filled thirteen examiner positions with individuals who are currently employed or were
employed by other financial regulators. Of those thirteen positions, three employees were hired
from the Office of the Comptroller of the Currency, two from the Federal Reserve Board, one
from the Pension Benefit Guarantee Corporation, one from the Small Business Administration,



06/23/04  Page 2

and six from private banks. Each of these employees performed duties at their former employers
similar to those they will be responsible for at OFHEO.

Compensation at OFHEO is required by law to be comparable to that at other federal regulators.
To achieve comparability, OFHEO periodically conducts a thorough study of the compensation
for its employees, comparing it to compensation for similar positions at the other financial
regulators. Based on our most recent study, OFHEO moved from a 7-broad pay band structure to
an 18-grade structure to provide for finer delineations of compensation levels. All positions were
then slotted into the new structure in order to more effectively ensure comparability.

OFHEO also conducts annual reviews of all the compensation programs at other federal
regulators. Annual merit pay increase amounts for OFHEO employees are determined by the
results of this review in order to ensure that OFHEO maintains comparability.

OFHEO estimates the allocation of resources to each of the three strategic objectives contained
in its Strategic Plan. Strategic Objective One relates directly to the examination, supervision and
capital oversight of the Enterprises and, as previously stated, 84 percent of its FY 2004 resources

are devoted to these activities. In FY 2005, OFHEO estimates that 91 percent of its budgeted
resources will be devoted to this Objective.

OFHEOQ is comparable with the other financial regulators with respect to the percentage of its
resources devoted to supervision activities. Using information contained in publicly available
FY 2004 performance plans, the percentage of resources devoted to supervision activities is 87
percent for the Office of Thrift Supervision, 60 percent for the Federal Deposit Insurance
Corporation, and 89 percent for the Office of the Comptroller of the Currency. (Attachment 4)

OFHEO continues to strengthen its oversight of the Enterprises and looks forward to working
with you in the future to accomplish the agency’s Important mission.

Sincerely;

AL

Armando Falcon, Jr.
Director

Attachments
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Attachment 2

Current On Board
As of June 8

Director

RS,

Total: 161

Deputy Director
(Chief Operating Officer)
2

SRR

¥

Office of Examination

g Office of Compliance
{Examiners-in-charge) —
40

{Chief Compliance
Examiner)

Office of Information
Technolagy (Chief
information Officer)

Office of Finance &
Administration

P
TR

Office of Capitat

é Office of the Chief o Office of External
Supervison Accountant ko Relations Office of Strategic
25 {Chief Accountant)

g 9

Planning and Management |5
k]

Office of Policy Analysis
and Research

General Counsel {Chief Economist)
8

13

Staffing Plan Through FY 2005
As of June 2004

Director

Total: 237

Deputy Director 3
(Chief Operating Officer} it
2 :

Office of Examination
{Examiners-in-charge)
12

Office of Information

Technology (Chief

information Officer)
3

Office of Compliance
{Chief Comphiance
Examiner)

Office of Finance &
Administration

Office of Capitat Office of the Chiet Office of External
Supervison Accountant Retations
{Chilef Accountant)
2

Office of Policy Analysis
and Research
{Chief Economist)

Note: Positions include part time and temporary.
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OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800 '

June 30, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Fannie Mae Capital Classification at March 31, 2004

Dear Congressman Frank:

, In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital level
and classification of the Federal National Mortgage Association (Fannie Mae) not less
than quarterly, and to report the results to Congress. OFHEO hereby reports that Fannie
Mae is classified as adequately capitalized at March 31, 2004. Fannie Mae’s capital
calculation is based on financial information and the application of accounting policies
currently under review by OFHEO. The outcome of the review may result in a
restatermnent of prior period results and a revision of the respective quarters.

On June 10, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Fannie Mae as adequately capitalized at March 31, 2004. Fannie Mae
had until June 25, 2004, to submit for OFHEO’s consideration any information relevant
to the notice of proposed action. Fannie Mae did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEO.

As indicated in the enclosures, Fannie Mae's minimum capital requirement was
$31.354 billion, its critical capital level was $16.041 billion, and its risk-based capital level
was $25.961 billion at March 31, 2004. Thus, Fannie Mae's core capital of $35.701 billion
on that date exceeded the minimum requirement by $4.347 billion and the critical level by
$19.660 billion. Fannie Mae’s total capital of $36.481 billion on that date exceeded the
risk-based capital requirement by $10.520 billion.



Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

A N2

Armando Falcon, Jr.

Director
Enclosures



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Minimum Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL

CORE CAPITAL

24,809

6,057
301

128
60

31,354

35,701

Note: Totals may not add due to rounding,




FEDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 12,404
OFF-BALANCE SHEET OBLIGATIONS 3,636
CRITICAL CAPITAL LEVEL 16,041
CORE CAPITAL 35,701

Note: Totals may not add due to rounding.



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS
UP-RATE SCENARIO
DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

25,961
16,587

25,961

36,481

Note: Totals may not add due to rounding.




publishing financial results for 2003, and the Director will determine whether a
recalculation of regulatory capital is necessary at that time. -

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

Armando Falcon, J r‘\
Director

Enclosures



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

June 30, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Freddie Mac Capital Classification at March 31, 2004

Dear Congressman Frank:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital level
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not
less than quarterly, and to report the results to Congress. OFHEO hereby reports that
Freddie Mac is classified as adequately capitalized at March 31, 2004.

On June 10, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Freddie Mac as adequately capitalized at March 31, 2004. Freddie Mac
had until June 25, 2004, to submit for OFHEQ’s consideration any information relevant
to the notice of proposed action. Freddie Mac did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was-
$24.472 billion, its critical capital level was $12.454 billion, and its risk-based capital level
was $7.131 billion at March 31, 2004. Thus, Freddie Mac’s core capital of $34.781 billion
on that date exceeded the minimum requirement by $10.309 billion and the critical level by
$22.327 billion. Freddie Mac’s total capital of $34.898 billion on that date exceeded the
risk-based capital requirement by $27.767 billion. Further, Freddie Mac has maintained the
capital surplus in accordance with the capital directive issued January 28, 2004,

Freddie Mac’s capital classification is based on financial information and
application of accounting policies currently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. Freddie Mac will resubmit appropriate financial data after



FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,544

3,377
314

120
25
92

24,472

34,781

Note: Totals may not add due to rounding.




FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

March 31, 2004

SUMMARY

(Dollars in miilions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 10,272
OFF-BALANCE SHEET OBLIGATIONS 2,182
CRITICAL CAPITAL LEVEL 12,454
CORE CAPITAL 34,781

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATIO
Risk-Based Capital Level '
March 31, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS
UP-RATE SCENARIO
DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

7,047
7,131

7,131

34,898

Note: Totals may not add due to rounding.



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

June 30, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Fannie Mae Capital Classification at March 31, 2004

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEQ) is required to determine the capital levei
and classification of the Federal National Mortgage Association (Fannie Mae) not less
than quarterly, and to report the results to Congress. OFHEQ hereby reports that Fannie
Mae is classified as adequately capitalized at March 31, 2004. Fannie Mae’s capital
calculation is based on financial information and the application of accounting policies
currently under review by OFHEO. The outcome of the review may result in a
restatement of prior period results and a revision of the respective quarters.

On June 10, 2004, OFHEQ issued a notice of proposed action indicating its
intention to classify Fannie Mae as adequately capitalized at March 31, 2004. Fannic Mae
had until June 25, 2004, to submit for OFHEO’s consideration any information relevant
to the notice of proposed action. Fannie Mae did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEC.

As indicated in the enclosures, Fannie Mae's minimum capital requirement was
$31.354 billion, its critical capital level was $16.041 billion, and its risk-based capital level
was $25.961 billion at March 31, 2004. Thus, Fannie Mae's core capital of $35.701 billion
on that date exceeded the minimum requirement by $4.347 billion and the critical level by
$19.660 billion. Fannie Mae’s total capital of $36.481 billion on that date exceeded the
risk-based capital requirement by $10.520 billion.



Please contact me if you should have any questions or concerns regarding this

matter.
Sincerely,

A Len

Armando Falcon, Jr.
Director

Enclosures



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Minimum Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL

CORE CAPITAL

24,809

6,057
361

128
60

31,354

35,701

Note: Totals may not add due to rounding,




FEDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

March 31, 2004

SUMMARY

{Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 12,404

OFF-BALANCE SHEET OBLIGATIONS 3,636
CRITICAL CAPITAL LEVEL 16,041
CORE CAPITAL 35,701

Note: Totals may not add due to rounding.



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS
UP-RATE SCENARIO
DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

25,961
16,587

25,961

36,481

Note: Totals may not add due to rounding.




OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

June 30, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Freddie Mac Capital Classification at March 31, 2004

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital level
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not

less than quarterly, and to report the results to Congress. OFHEO hereby reports that
Freddie Mac is classified as adequately capitalized at March 31, 2004.

On June 10, 2004, OFHEQ issued a notice of proposed action indicating its
intention to classify Freddie Mac as adequately capitalized at March 31, 2004. Freddie Mac
had until June 25, 2004, to submit for OFHEQ’s consideration any information relevant
to the notice of proposed action. Freddie Mac did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEOQ.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was
$24.472 billion, its critical capital level was $12.454 billion, and its risk-based capital level
was $7.131 billion at March 31, 2004. Thus, Freddie Mac’s core capital of $34.781 billion
on that date exceeded the minimum requirement by $10.309 billion and the critical level by
$22.327 billion. Freddie Mac’s total capital of $34.898 billion on that date exceeded the
risk-based capital requirernent by $27.767 billion. Further, Freddie Mac has maintained the
capital surplus in accordance with the capital directive issued January 28, 2004.

Freddie Mac’s capital classification is based on financial information and
application of accounting policies currently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. Freddie Mac will resubmit appropriate financial data after



publishing financial results for 2003, and the Director will determine whether a
recalculation of regulatory capital is necessary at that time.

Please contact me if you should have any questions or concerns regarding this

matter.

Sincerely,

Armando Falcon, Jr. ‘\
Director

Enclosures



FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,544

3,377

314

120
25
92

24,472

34,781

Note: Totals may not add due to rounding.




FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

March 31, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

CRITICAL CAPITAL LEVEL

CORE CAPITAL

10,272
2,182

12,454

34,781

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level

March 31, 2004

SUMMARY

{Dollars in millions)

STRESS TEST SCENARIO RESULTS

ﬁP-RATE SCENARIO 7,047
DOWN-RATE SCENARIO 7,131
RISK-BASED CAPITAL LEVEL 7,131
TOTAL CAPITAL 34,898

Note: Totals may not add due to rounding,



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

September 30, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Fannie Mae Capital Classification at June 30, 2004

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital level
and classification of the Federal National Mortgage Association (Fannie Mae) not less
than quarterly, and to report the results to Congress. OFHEQ hereby reports that Fannie
Mae is classified as adequately capitalized at June 30, 2004. Fannie Mae’s capital
calculation is based on financial information and the application of accounting policies
currently under review by OFHEO. The outcome of the review may result in a
restatement of prior period results and a revision of the respective quarters.

Fannie Mae has agreed to increase minimum capital surpluses over a nine-maonth
time period to 30% of the minimum capital requirement due to the uncertainties in fho
financial statements and operational weaknesses.

As an additional safeguard against those uncertainties and weaknesses, OFHEO
will determine and publish Fannie Mae’s capital classification on a monthly basis. This
monthly determination will take effect based on their capital position as of September 30,
2004, and will continue until such time as all safety and soundness concerns are fully
addressed.

On September 7, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Fannie Mae as adequately capitalized at June 30, 2004. Fannie Mae had
until September 24, 2004, to submit for OFHEQ’s consideration any information relevant
to the notice of proposed action. Fannie Mae did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEO.



As indicated in the enclosures, Fannie Mae's minimum capital requirement was
$31.188 billion, its critical capital level was $15.957 billion, and its risk-based capital level
was $24.391 billion at June 30, 2004. Thus, Fannie Mae's core capital of $36.115 billion on
that date exceeded the minimum requirement by $4.927 billion and the critical level by
$20.157 billion. Fannie Mae’s total capital of $36.862 billion on that date exceeded the
risk-based capital requirement by $12.471 billion.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

Armando Falcon Jr. \

Director
Enclosures



. FEDERAL NATIONAL MORTGAGE ASSOCIATION
. Minimum Capital Level

June 30, 20604

SUMMARY

(Dolars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS 24,647
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents 6,120
Commitments 233

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts 125
Other Off-Balance Sheet Obligations : 63
MINIMUM CAPITAL LEVEL 31,188
CORE CAPITAL - 36,115

Note: Totals may not add due to rounding.



. FEDERAL NATIONAL MORTGAGE ASSOCIATION
" Critical Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 12,323
OFF-BALANCE SHEET OBLIGATIONS 3,634
CRITICAL CAPITAL LEVEL 15,957
CORE CAPITAL . 36,115

Note: Tofals may not add due to rounding.



FEDERAL NATIONAL MORTGAGE ASSOCIATION
' Risk-Based Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO 7,074

DOWN-RATE SCENARIO 24,391
RISK-BASED CAPITAL LEVEL 24,391
TOTAL CAPITAL 36,862

Note: Totals may not add due to rounding.



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

September 30, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
" United States Senate
Washington, DC 20510-6075

Re: Freddie Mac Capital Classification at June 30, 2004

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEQ) is required to determine the capital Jevel
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not
less than quarterly, and to report the results to Congress. OFHEO hereby reports that
Freddie Mac is classified as adequately capitalized at June 30, 2004.

On September 7, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Freddic Mac as adequately capitalized at June 30, 2004. Freddie Mac
had until September 24, 2004, to submit for OFHEO’s consideration any information
relevant to the notice of proposed action. Freddie Mac did not submit additional

information and agreed with the minimum and risk-based capital requirements as
calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement ws
$24.266 billion, its critical capital level was $12.362 billion, and its risk-based capital level
was $3.858 billion at June 30, 2004. Thus, Freddie Mac’s core capital of $32.884 billion
on that date exceeded the minimum requirement by $8.619 billion and the critical level by
$20.523 billion. Freddie Mac’s total capital of $33.081 billion on that date exceeded the
risk-based capital requirement by $29.224 billion. Further, Freddie Mac has maintained the
capital surplus in accordance with the capital directive issued January 28, 2004,

Freddie Mac’s capital classification is based on financial information and
application of accounting policies currently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. Freddie Mac has resubmitted capital information for



2003, including a revision for the second, third and fourth quarters of 2003. OFHEOQ has
reaffirmed the capital adequacy determination for all quarters in 2003.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

Armando Falcon, Jr. \
Director

Enclosures



FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level

June 30, 2004

SUMMARY

(Dotlars in milliens)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
. Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,148

3,461
436

109
14
97

24,266

32,884

Note: Totals may not add due to rounding.




FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

June 30, 2004

SUMMARY

{Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS - 10,074
OFF-BALANCE SHEET OBLIGATIONS 2,287
CRITICAL CAPITAL LEVEL 12,362
CORE CAPITAL 32,884

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO ‘ 1,322
DOWN-RATE SCENARIO 3,858
RISK-BASED CAPITAL LEVEL 3,858
TOTAL CAPITAL | 33,081

Note: Totals may not add due to rounding,



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

September 30, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Fannie Mae Capital Classification at June 30, 2004

Dear Congressman Frank:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital level
and classification of the Federal National Mortgage Association (Fannie Mae) not less
than quarterly, and to report the results to Congress. OFHEO hereby reports that Fannie
Mae is classified as adequately capitalized at June 30, 2004. Fannie Mae’s capital
calculation is based on financial information and the application of accounting policies
currently under review by OFHEO. The outcome of the review may result in a
restatement of prior period results and a revision of the respective quarters.

Fannie Mae has agreed to increase minimum capital surpluses over a nine-month
time period to 30% of the minimum capital requirement due to the uncertainties in the
financial statements and operational weaknesses.

As an additional safeguard against those uncertainties and weaknesses, OFHEQ
will determine and publish Fannie Mae’s capital classification on a monthly basis. This
monthly determination will take effect based on their capital position as of September 30,
2004, and will continue until such time as all safety and soundness concerns are fully
addressed.

On September 7, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Fannie Mae as adequately capitalized at June 30, 2004. Fannie Mae had
until September 24, 2004, to submit for OFHEO’s consideration any information relevant
to the notice of proposed action. Fannie Mae did not submit additional information and
agreed with the minimum and risk-based capital requirements as calculated by OFHEO.



_ As indicated in the enclosures, Fannie Mae's minimum capital requirement was
$31.188 billion, its critical capital level was $15.957 billion, and its risk-based capital level
was $24.391 billion at June 30, 2004. Thus, Fannie Mae's core capital of $36.115 billion on
that date exceeded the minimum requirement by $4.927 billion and the critical level by
$20.157 billion. Fannie Mae’s total capital of $36.862 billion on that date exceeded the
risk-based capital requirement by $12.471 billion.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely

Armando Falcon Jr.
Director
Enclosures



A A‘t, FEDERAL NATIONAL MORTGAGE ASSOCIATION
" Minimum Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL

CORE CAPITAL

24,647

6,120
233

125
63

31,188

36,115

Note: Totals may not add due to rounding.



"\ FEDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 12,323
OFF-BALANCE SHEET OBLIGATIONS 3,634
CRITICAL CAPITAL LEVEL 15,957
CORE CAPITAL 36,118

Note: Totals may not add due to rounding.



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO

DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

7,074
24,391

24,391

36,862

Note: Totals may not add due to rounding.



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

September 30, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Freddie Mac Capital Classification at June 30, 2004

Dear Congressman Frank:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capital leve!
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not
less than quarterly, and to report the results to Congress. OFHEO hereby reports that
Freddie Mac is classified as adequately capitalized at June 30, 2004.

On September 7, 2004, OFHEOQ issued a notice of proposed action indicating its
intention to classify Freddie Mac as adequately capitalized at June 30, 2004. Freddie Mac
had until September 24, 2004, to submit for OFHEO’s consideration any information
relevant to the notice of proposed action. Freddie Mac did not submit additional

information and agreed with the minimum and risk-based capital requirements as
calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was

$24.266 billion, its critical capital level was $12.362 billion, and its risk-based capital level
~ was $3.858 billion at June 30, 2004. Thus, Freddie Mac’s core capital of $32.884 billion
on that date exceeded the minimum requirement by $8.619 billion and the critical level by
$20.523 billion. Freddie Mac’s total capital of $33.081 billion on that date exceeded the
risk-based capital requirement by $29.224 billion. Further, Freddie Mac has maintained the
capital surplus in accordance with the capital directive issued January 28, 2004.

Freddie Mac’s capital classification is based on financial information and
application of accounting policies currently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on
risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed. Freddie Mac has resubmitted capital information for



2003, including a revision for the second, third and fourth quarters of 2003. OFHEO has
reaffirmed the capital adequacy determination for all quarters in 2003.

Please contact me if you should have any questions or concerns regarding this

matter. ,
Eincerely,

Armando Falcon, Jr.
Director

Enclosures



~ FEDERAL HOME LOAN MORTGAGE CORPORATION
) Minimum Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,148

3,461
436

109
14
97

24,266

32,884

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

June 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 10,074
OFF-BALANCE SHEET OBLIGATIONS 2,287
CRITICAL CAPITAL LEVEL 12,362
CORE CAPITAL 32,884

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level
June 30, 2004

]

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS |

UP-RATE SCENARIO 1,322
DOWN-RATE SCENARIO 3,858
RISK-BASED CAPITAL LEVEL 3,858
TOTAL CAPITAL 33,084

Note: Totals may not add due to rounding.
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Mr. Armando Falcon, Jr.

Director

Office of Federal Housing Enterprise Ovctmght
1700 G Strect, NW

Washington, DC 20552

Dear Mr. Falcon:

I am writing about a recent report prepared by the U.S. Department of Housing and Urban
Development Office of Inspector General (OIG) conceming alleged leaks by the Office of
Federal Housing Enterprise Oversight (OFHEQ). I recently requested in wrmng that the HUD
OIG publicly release the report. In its response, the HUD OIG stated that it is prohibited by the
Privacy Act of 1974 from publicly releasing the report, and further stated that OFHEO personnel
to whom the report pertains have not provided to OIG written consent to disclose it

While I understand that the Privacy Act requires the consent of mdmduals named in the report, 1
believe it is a mistake to keep the.contents of the report secret. Just as I argued in similar
circumstances that OFHEO’s report on possible problems at Farmie Mae should be made public,
a similar principle of transparency should be applied to the report about OFHEQ. Accordingly, I
request that those individuals identified in the report provide the OIG with written consent to
disclose the report and that they be afforded an opportumty o respond. Thank you for your

prompt attention to this request,

BARNEY, NK



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 3, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Fannie Mae Capital Classification

Dear Congressman Frank:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992 and 12 CFR § 1777.21, the Office of Federal
Housing Enterprise Oversight (OFHEO) is required to determine the capital classification
of the Federal National Mortgage Association (Fannie Mae) not less than quarterly, and to
report the results to Congress. In our letter of September 30 to you, we noted that the
results of OFHEQ’s special examination may result in a restatement of prior period
results and a revision of the respective quarters. We alsg indicated that OFHEO would
begin classifying Fannie Mae on a monthly basis.

On November 15, 2004 Fannie Mae filed a Form 12b-25 with the Securities and
Exchange Commission (SEC). Fannie Mae indicated that its external auditors could not
complete their review of its financial statements and noted the possibility of up to a $%-

" billion loss dating back to 2001. As a result, OFHEQ has determined it will not provide a
monthly capital classification at this time.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

AR

Armando Falcon, Jr.
Director



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 3, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Fannie Mae Capital Classification

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992 and 12 CFR § 1777.21, the Office of Federal
Housing Enterprise Oversight (OFHEO) is required to determine the capital classification
of the Federal National Mortgage Association (Fannie Mae) not less than quarterly, and to
repott the results to Congress. In our letter of September 30 to you, we noted that the
results of OFHEQO’s special examination may result in a restatement of prior period
results and a revision of the respective quarters. We also indicated that OFHEO would
begin classifying Fannie Mae on a monthly basis.

On November 15, 2004 Fannie Mae filed a Form 12b-25 with the Securities and
Exchange Commission (SEC). Fannie Mae indicated that its external auditors could not
complete their review of its financial statements and noted the possibility of up to a $9-
billion loss dating back to 2001. As a result, OFHEOQ has determined it will not provide a
monthly capital classification at this time.

Please contact me if you should have any questions or concerns regarding this
matter.
Sincerely,

M )

* Armando Falcon, Jr.
5 Director



-,

OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 21, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Fannie Mae Capital Classification at September 30, 2044

Dear Mr. Chairman:

In accordance with section 1364 of the Federal Housing Enterprises Financial
Safety and Soundness Act of 1992 and section 1777.21(a) of title 12 of the Code of
Federal Regulations, the Office of Federal Housing Enterprise Oversight (OFHEOQ) is
required to determine the capital level and classification of the Federal National Mortgage
Association (Fannie Mae) not less than quarterly. Consistent with 12 CFR §
1777.21(a)(3), OFHEOQ hereby provides this notice of final capital classification
classifying Fannie Mae as significantly undercapitalized 4t September 30, 2004. Fannie
Mae’s capital calculation is based on financial information and the application of
accounting policies currently under review by OFHEOQ.

On December 16, 2004, OFHEQ issued a notice of proposed action indicating its
intention to classify Fannie Mae as significantly undercapitalized at September 30, 2004 and
requesting that Fannie Mae notify OFHEO of its agreement to waive the 30-day comment
period. Fannie Mae provided OFHEQ with this waiver on December 21, 2004.

After consideration of the information provided by Fannie Mae, OFHEO has
determined it is appropriate to issue a final letter of capital classification.

By statute, Fannie Mae must produce a capital restoration plan. Such plan shall
address the restoration of capital to receive a classification of adequately capitalized,
shall address all potential strategies, including the use of equity and other approaches.,
and be submitted within ten days é-)f theclassification letter for OFHEO review and
approval.

Also, by statute, Fannie Mae shall make no capital distribution that would result
in Fannie Mae being reclassified as critically undercapitalized. Fannie Mae shall make no
capital distribution unless OFHEQ specifically approves that distribution in writing upon



a showing by Fannie Mae that the distribution will enhance the ability of Fannie Mae to
meet and maintain its required capital requirements, will contribute to the long term
financial safety and soundness of the Enterprise or is otherwise in the public interest.

Additionally, Fannie Mae was informed that the reclassification to significantly
undercapitalized, by statute, may lead to structural changes, restrictions on growth
(including reduction of assets) as well as OFHEO directives to terminate or modify any

business activities that pose excessive risk. Non-cooperation may trigger a further
reclassification or other enforcement actions.

Based on information provided by Fannie Mae, the Enterprise fails to meet the
minimum capital requirement. The attached enclosures illustrate Fannie Mae’s position as
of September 30, 2004. In particular, Fannie Mae's minimum capital requirement was
$31.837 billion, its critical capital level was $16.287 billion, and its risk-based capital level
was $18.342 billion at September 30, 2004. Thus, Fannie Mae's core capital— after
adjustment for the estimated $9.176 FAS 133 cumulative impact— was $28.856 billion on
that date reflecting a deficit of $2.981 billion from the minimum requirement and excess of
$12.569 billion over the critical level. Fannie Mae’s total capital of $38.762 billion on that
date exceeded the risk-based capital requirement by $20.420 billion.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

AnEZ)

Armando Falcon, Jr.
Director

Enclosures

>



-

FEDERAL NATIONAL MORTGAGE ASSOCIATION
Minimum Capital Level

September 30, 2004

SUMMARY

{Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL
CORE CAPITAL

FAS 133 IMPACT (FNM estimate; Unaudited)

25,209

6,154
247

121
67

31,837

38,032

(9,176)

Note: Totals may not add due to rounding.
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

September 30, 2004

SUMMARY

{Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

CRITICAL CAPITAL LEVEL

CORE CAPITAL

FAS 133 IMPACT (FNM estimate; Unaudited)

12,604
3,683

16,287

38,032

(9,176)

Note: Totals may not add due to rounding.
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS
UP-RATE SCENARIO
DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

13,026
18,342

18,342

38,762

Note: Totals may not add due to rounding.




OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 30, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives ,
Washington, DC 20515-6050

Re: Freddie Mac Capital Classification at September 30, 2004

Dear Congressman Frank:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CFR § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEO) is required to determine the capita} level
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not
less than quarterly, and to report the results to Congress. OFHEOQ hereby reports that
Freddie Mac is classified as adequately capitalized at September 30, 2004.

On December 9, 2004, OFHEO issued a notice of proposed action indicating its
mtention to classify Freddie Mac as adequately capitalized at September 30, 2004. Freddie
Mac had until December 22, 2004, to submit for OFHEQ’s consideration any information
relevant to the notice of proposed action. Freddie Mac did not submit additional
information and agreed with the minimum and risk-based capital requirements as
calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was
$24.404 billion, its critical capital level was $12.434 billion, and its risk-based capital level
was $5.749 billion at September 30, 2004. Thus, Freddie Mac’s core capital of $34.227
billion on that date exceeded the minimum requirement by $9.823 billion and the critical
level by $21.792 billion. Freddie Mac’s total capital of $34.397 billion on that date
exceeded the risk-based capital requirement by $28.648 billion. Further, Freddie Mac has

maintained the capital surplus in accordance with the capital directive issued January 28,
2004.

Freddie Mac’s capital classification is based on financial information and
application of accounting policies gurrently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on



risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed.

Please contact me if you should have any questions or concerns regarding this

matter.
Sincerely,
Armando Fgc‘)g,?rj.\\
Director

Enclosures



FEDERAL HOME LOAN MORTGAGE CORPORATION
"Minimum Capital Level

September 30, 2004

SUMMARY

(Doltars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,221

3,533
433

116
14
88

24,404

34,227

Note: Totals may not add due to rounding.




FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

September 30, 2004

SUMMARY

{Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 10,110

OFF-BALANCE SHEET OBLIGATIONS 2,324
CRITICAL CAPITAL LEVEL 12,434 |
CORE CAPITAL 34,227

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO 5,749
DOWN-RATE SCENARIO ' 2,623
RISK—BASEO CAPITAL LEVEL 5,749
TOTAL CAPITAL 34,397

Note: Totals may not add due to rounding.



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 30, 2004

Honorable Richard C. Shelby, Chairman
Committee on Banking, Housing,
and Urban Affairs
United States Senate
Washington, DC 20510-6075

Re: Freddie Mac Capital Classification at September 30, 2004

Dear Mr. Chairman:

In accordance with §§ 1364 and 1368 of the Federal Housing Enterprises
Financial Safety and Soundness Act of 1992, and 12 CER § 1777.21, the Office of
Federal Housing Enterprise Oversight (OFHEOQ) is required to determine the capital level
and classification of the Federal Home Loan Mortgage Corporation (Freddie Mac) not
less than quarterly, and to report the results to Congress. OFHEQ hereby reports that
Freddie Mac is classified as adequately capitalized at September 30, 2004,

On December 9, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Freddie Mac as adequately capitalized at September 30, 2004. Freddie
Mac had until December 22, 2004, to submit for OFHEQ’s consideration any information
relevant to the notice of proposed action. Freddie Mac did not submit additional
information and agreed with the minimum and risk-based capital requirements as
calculated by OFHEO.

As indicated in the enclosures, Freddie Mac’s minimum capital requirement was
$24.404 billion, its critical capital level was $12.434 billion, and its risk-based capital level
was $5.749 billion at September 30, 2004. Thus, Freddie Mac’s core capital of $34.227
billion on that date exceeded the minimum requirement by $9.823 billion and the critical
level by $21.792 billion. Freddie Mac’s total capital of $34.397 billion on that date
exceeded the risk-based capital requirement by $28.648 billion. Further, Freddie Mac has

maintained the capital surplus in accordance with the capital directive issued January 28,
2004.

Freddie Mac’s capital classification is based on financial information and
application of accounting policiesgurrently involved in the restatement process. The
classification is also based upon capital requirements in effect for this time period. The
accounting changes will impact minimum capital surpluses but have less of an impact on



risk-based capital surpluses as the cash flows modeled and the economics of the various
transactions have not changed.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

Armando Falcon, Jr. ‘B
Director

Enclosures



FEDERAL HOME LOAN MORTGAGE CORPORATION
Minimum Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS
Interest Rate and Foreign Exchange Rate Contracts
Sold Portfolio Remittances Pending
Other Off-Balance Sheet Obligations
MINIMUM CAPITAL LEVEL

CORE CAPITAL

20,221

3,533
433

919
14
88

24,404

34,227

Note: Totals may not add due to rounding.




FEDERAL HOME LOAN MORTGAGE CORPORATION
Critical Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS 10,110
OFF-BALANCE SHEET OBLIGATIONS 2,324
CRITICAL CAPITAL LEVEL , 12,434
CORE CAPITAL 34,227

Note: Totals may not add due to rounding.



FEDERAL HOME LOAN MORTGAGE CORPORATION
Risk-Based Capital Level
September 36, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS

UP-RATE SCENARIO 5,749
DOWN-RATE SCENARIO 2,623
RISK«BASEb CAPITAL LEVEL 5,749
TOTAL CAPITAL 34,397

Note: Totals may not add due to rounding.



OFFICE OF FEDERAL HOUSING ENTERPRISE OVERSIGHT
1700 G STREET NW WASHINGTON DC 20552 (202) 414-3800

December 21, 2004

Honorable Barney Frank
Ranking Minority Member
Committee on Financial Services
House of Representatives
Washington, DC 20515-6050

Re: Fannie Mae Capital Classification at September 30, 2004

Dear Congressman Frank:

In accordance with section 1364 of the Federal Housing Enterprises Financial
Safety and Soundness Act of 1992 and section 1777.21(a) of title 12 of the Code of
Federal Regulations, the Office of Federal Housing Enterprise Oversight (OFHEO) is
required to determine the capital level and classification of the Federal National Mortgage
Association (Fannie Mae) not less than quarterly. Consistent with 12 CFR §
1777.21(a)(3), OFHEQO hereby provides this notice of final capital classification
classifying Fannie Mae as significantly undercapitalized at September 30, 2004. Fannie
Mae’s capital calculation is based on financial information and the application of
accounting policies currently under review by OFHEO.

On December 16, 2004, OFHEO issued a notice of proposed action indicating its
intention to classify Fannie Mae as significantly undercapitalized at September 30, 2004 and
requesting that Fannie Mae notify OFHEO of its agreement to waive the 30-day comment
period. Fannie Mae provided OFHEO with this waiver on December 21, 2004.

After consideration of the information provided by Fannie Mae, OFHEQ has
determined it is appropriate to issue a final letter of capital classification.

By statute, Fannie Mae must produce a capital restoration plan. Such plan shall
address the restoration of capital to receive a classification of adequately capitalized,
shall address all potential strategies, including the use of equity and other approaches.,
and be submitted within ten days of thelassification letter for OFHEO review and
approval. 5

Also, by statute, Fannie Mae shall make no capital distribution that would result
in Fannie Mae being reclassified as critically undercapitalized. Fannie Mae shall make no
capital distribution unless OFHEO specifically approves that distribution in writing upon



a showing by Fannie Mae that the distribution will enhance the ability of Fannie Mae to
meet and maintain its required capital requirements, will contribute to the long term
financial safety and soundness of the Enterprise or is otherwise in the public interest.

Additionally, Fannie Mae was informed that the reclassification to significantly
undercapitalized, by statute, may lead to structural changes, restrictions on growth
(including reduction of assets) as'well as OFHEQ directives to terminate or modify any

business activities that pose excessive risk. Non-cooperation may trigger a further
reclassification or other enforcement actions.

Based on information provided by Fannie Mae, the Enterprise fails to meet the
minimum capital requirement. The attached enclosures illustrate Fannie Mae’s position as
of September 30, 2004. In particular, Fannie Mae's minimum capital requirement was
$31.837 billion, its critical capital level was $16.287 billion, and its risk-based capital level
was $18.342 billion at September 30, 2004. Thus, Fannie Mae's core capital— after
adjustment for the estimated $9.176 FAS 133 cumulative impact— was $28.856 billion on
that date reflecting a deficit of $2.981 billion from the minimum requirement and excess of
$12.569 billion over the critical level. Fannie Mae’s total capital of $38.762 billion on that
date exceeded the risk-based capital requirement by $20.420 billion.

Please contact me if you should have any questions or concerns regarding this
matter.

Sincerely,

Armando Falcon, Jr.

Director

Enclosures



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Minimum Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE MINIMUM CAPITAL LEVEL
ON-BALANCE SHEET ASSETS
OFF-BALANCE SHEET OBLIGATIONS

MBS and Equivalents
Commitments

OTHER OFF-BALANCE SHEET OBLIGATIONS

Interest Rate and Foreign Exchange Rate Contracts
Other Off-Balance Sheet Obligations

MINIMUM CAPITAL LEVEL
CORE CAPITAL

FAS 133 IMPACT (FNM estimate; Unaudited)

25,209

6,194
247

121
67

31,837

38,032

(9,176)

Note: Totals may not add due to rounding.




FEDERAL NATIONAL MORTGAGE ASSOCIATION
Critical Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

COMPONENTS OF THE CRITICAL CAPITAL LEVEL

ON-BALANCE SHEET ASSETS . 12,604

OFF-BALANCE SHEET OBLIGATIONS 3,683
CRITICAL CAPITAL LEVEL 16,287
CORE CAPITAL . 38,032
FAS 133 IMPACT ( FNM estimate; Unaudited) (9,176)

Note: Totals may not add due to rounding,.

'



FEDERAL NATIONAL MORTGAGE ASSOCIATION
Risk-Based Capital Level

September 30, 2004

SUMMARY

(Dollars in millions)

STRESS TEST SCENARIO RESULTS
UP-RATE SCENARIO
DOWN-RATE SCENARIO

RISK-BASED CAPITAL LEVEL

TOTAL CAPITAL

13,026
18,342

18,342

38,762

Note: Totals may not add due to rounding.




