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By John Gittelsohn and James Nash o
Feb. 2 (Bloomberg) -- Fannie Mae's pian to convert foreciosed homes into rentais through saies to investors hinges on offering concentrated packages of
properties in areas such as Florida, Arizona and Southern Cailfornia where a real estate recovery may happen soonest, according to prospective investors.

The mortgage agency, controiled by the U.S. government, Is inviting investors to apply to become joint-venture partners in the first buik saie of some of its
122,616 foreciosed homes. it disciosed few details of a pian that is part of a series of programs unveiled yesterday by President Barack Obama and aimed at
lessening the impact of defauits on the housing market.

The portfoiios of foreciosed properties wiii be geographlcglly focusad and consist of vacant or occupied homes, according to Fannie Mae's website. investors
said they’re concerned that the first properties to be made availabie will come from the hardest hit areas of the U.S., which have limited appeai to investors
because the prospect for popuiation or empioyment growth restrain the outlook for a housing recovery.

“The question is how good those markets are going to be for rentais,” said Rick Sharga, senior vice president of Carrington Mortgage Hoidings Inc., a Santa
Ana, Caiifornia-based property-investment company that announced a $450 miilion partnership with Oaktree Capital Management LP to buy and manage
foreciosed homes as rentais. “The devii's in the details and there’s nothing availabie now."

Saies “significantly iarger” than previous buik saies wili be offered to qualiified investors who agree to be an equity partner with Fannie Mae, said the
Washlngton -based agency, which has been under U.S. government conservancy since 2008. Details of the sales structure, such as potential financing or the
division of revenue, weren't disciosed in yesterday’s announcement.

Private-Equity Funds

Private-equity funds began focusing on buik saies of foreciosures in September, when the Obama administration first invited ideas to convert to rentais some
of the 210,000 repossessed homes in government agencies’ inventories. Carrington, which expects to raise about $1 biilion for home acquisitions this year,
aiready manages about 3,000 of 10,000 foreciosures with rentai tenants that Fannie Mae owns, Sharga said.

GTIS Partners, a New York-based investment company, and G Partners, a private-equity fund in Menio Park, Caiifornia, each announced plans in January to
spend $1 biillon on buik-buying foreciosed homes as rentais. Financial firms such as Barciays Pic, Deutsche Bank AG and Wails Fargo & Co. submitted
responses to the administration's September request.

California, Fiorida

GTIS wants to invest in Arizona, Caliifornia and Florida cities with a high concentration of foreciosures and a strong ilkeilhood of price appreciation, said
Thomas Shapiro, founder of the New York-based fund, which has about $2 biliion under management. Financing from Fannie Mae wiii make the portfoiios
even more attractive, he said in an e-malil.

“Given the mixed-quaiity portfolios that the agencles currently hoid, an important feature will be for the government to provide the joint ventures access to
reasonable but conservative ieverage,” he said. "Investors wiii be abie to offer higher upfront prices for the homes if attractive financing is available, which in
turn wlii act as a stabliizer for the market as a whoie.”

Demand for rentais has risen as more homeowners iose their properties to foreciosure, prices fail and lenders tighten standards to qualify for a mortgage.
Obama announced a package of proposais yesterday, inciuding making it easier to refinance at current low interest rates, even for borrowers whose homes
are now worth iess than their mortgage debt.

'Repair the Damage’

“This housing crisis struck right at the heart of what it means to be middie ciass in America: our homes,” Obama said in a speech in the Washington suburb of
Fails Church, Virginia. "We need to do everything in our power to repair the damage.”

Steve Azevado, 38, a water-utilities worker for the city of Sacramento, Caiifornia, bought his home in Eik Grove in 2002. A rash of foreciosures in the
neighborhood has heiped drive down property values, he said, and he owes $80,000 more on his mortgage than his house is worth. He said he favors any
proposai to fili vacant homes, as iong as renters are screened.

“if it was a bank or a corporation that screened the tenants, I'd rather see it occupied than just vacant,” he said in an interview yesterday at his home.

A typicai home in the neighborhood that soid for $450,000 in the mid-2000s now is worth $200,000, Azevedo said. At least oight or nine homes on his street
have gone through foreciosure in the past few years, he said.

Contributed to Crisis

Erin Lam, an administrative assistant on iong-term disability who aiso lives in an Elk Grove, said she's concerned about investors buying homes in buik. it
wouid be untair if banks that contributed to the foreciosure crisis through aggressive-iending practices profit from renting out homes, she said.
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“They're the ones reaping aii of the benefits,” Lam said.

Fannie Mae had 122,818 reai estate owned homes, or REQOs, as of Sept. 30. A minority of the properties wili be offered in buik to investors, while most wiii go
to buyers who wiii iive in them, said Andrew Wiison, a spokesman for agency.

“Our REO stratagy revolves around seiiing properties to owner occupants,” he said in an e-mali yesterday. “That heips to stabiiize neighborhoods and
provides a better return to Fannie Mae and taxpayers.”

The U.S. homeownership rate feil to 66 percent at the end of iast year from 66.3 percent in the third quarter, as low as it was in 1998, the Census Bureau said
in a Jan. 31 report. it peaked at 69.2 percent in June 2004. The average FICO score in December was 898 compared with 860 in 2009 for a borrower with a
new mortgage insured by the Federai Housing Administration.

Heiping Drive Rents

“The share of Americans who are wiiiing and abie to own their own home s stiit failing,” Paui Diggie, an sconomist with Capitai Economics in London, said in a
Jan. 31 note. “The fiip side is more househoids in the rented sector and fewer properties iacking tenants. This is heiping to drive rents, and therefore iandiords’
returns, higher.”

Home prices in November were 33 percent beiow the July 2006 peak, accordlné to the S&P/Case-Shiiier index of vaiues in 20 cities, reieased Jan. 31.

About 7.5 mitiion homes with a current market vaiue of $1 triilion wili be iiquidated through foreciosures 6r other distressed saies by 2018, according to an Oct.
27 repont by Oiiver Chang, a Morgan Staniey analyst based in San Francisco. That wiit add to the estimated 20 miition single-family homes aiready operated
as rentals, according to Chang's report.

13
Rented singie-family homes have yieided annuali returns averaging 8.1 percent since 1980, he said.
‘Maximize Vaiue’

The Fannie Mae program “is an important step toward increasing private investment in foreclosed properties to maximize vaiue and stabiiize communities,”
Edward J. DeMarco, acting director of the Federal Housing Finance Agency, which oversees Fannie Mae, said in a statement yesterday.

Freddie Mac, which had 59,596 REOs as of Sept. 30, hasn’t yet announced a program for partnering with investors. The agency, aiso overseen by the U.S.
government, “wii evaiuate our participation with the FHFA after the resuits of the piiot are assessed,” Brad German, a spokesman for McLean, Virginia- based
Freddie Mac, said in an e-mait yesterday.

Caiifornia had the iargest number of Fannie Mae REOs, with 8,987, followed by Michigan, Florida, Georgia and lilinols, as of Dec. 28, according to the FHFA.

it wili be ditficuit for private-equity funds to generate high returns renting foreciosures because of the compiexity and cost of managing singie-family houses,
said Judi Levinson, who owns 52 rental homes in Henderson County, North Caroiina, that were acquired at distressed prices since 2009.

“i don’t know how they'il make a profit if they have to create a whole organization to manage these homes,” she said in a telephone interview from Miami
Beach, Fiorida, where she and her husband, Steve, aiso own hotel and condominium properties. “it requires a ot of personai attention.”

--With assistance from Lorraine Woeilert in Washington. Editors: Daniel Taub, Larry Edeiman
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