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Guaranteed Mortgage Pass-Through Certificates
(Fixed Rate Residential Mortgage Loans)
Principal and Interest payable on the 25th day of each month

THE OBLIGATIONS OF FNMA UNDER ITS GUARANTY ARE OBLIGATIONS SOLELY OF FNMA
AND ARE NOT BACKED BY THE FULL FAITH AND CREDIT OF THE UNITED STATES. THE
CERTIFICATES ARE EXEMPT FROM THE REGISTRATION REQUIREMENTS OF THE
SECURITIES ACT OF 1933 AND ARE “EXEMPTED SECURITIES” WITHIN
THE MEANING OF THE SECURITIES EXCHANGE ACT OF 1934.

The Certificates are issued and guaranteed by the Federal National Mortgage Association (“FNMA”
or the “corporation”), a corporation organized and existing under the laws of the United States, under the
authority contained in Section 304(d) of the Federal National Mortgage Association Charter Act {12
US.C. §1716 et seg.).

Each Certificate offered hereby and by the Supplement related hereto will represent an undivided
interest in a pool of mortgage loans {a “Pool™) to be formed by FNMA. Each Pool will consist of fixed
rate residential mortgage loans (“Mortgage Loans™) either previousty owned by FNMA or purchased by
it in connection with the formation of the Pool. Each Pool will donsist entirely of one of the following: (i)
fixed rate level installment conventional Mortgage Loans, (ii) fixed rate leve! installment Mortgage Loans
that are insured by the Federal Housing Administration or guaranteed by the Veterans Admunistration, or
(iii) fixed rate conventional growing equity Mortgage Loans that provide for scheduled annual increased
payments, with the full amount of the increase apphed to principal.

Interests in each Pool will be evidenced by a separate issue of Certificates. Information regarding the
Pass-Through Rate with respect to an issue and the aggregate principal amount and characteristics of the
related Pool (including, without limitation, the type of Mortgage Loans in the Pool) will be furnished in a
Supplement to this Prospectus at the time of the identification of the Pool.

FNMA will have certain contractual servicing responsibilities with respect to each Pool. In addition,
FNMA will be obligated to distribute scheduled monthly installments of principal and interest (adjusted
to the applicable Pass-Through Rate) to Ceruficateholders, whether or not received. FNMA also will be
obligated to distribute to Certificateholders the full principal balance of any foreclosed Mortgage Loan,
whether or not such principal balance is actually recovered.

N

The date of this Prospectus is February 28, 1983
Retain this Prospectus for future reference. This Prospectus may not be used to consummate sales of
Certificates unless accompanied by a Prospectus Supplement.
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No salesman, dealer, bank or other person has been authorized to give any information or to make
any representation other than these contained in this Prospectus and, if given or made, such information
or representation must not be relied upon as having been authorized by FNMA. This Prospectus does not
constitute an offer to sell or a solicitation of an offer to buy any securities other than the Certificates
offered hereby and by the related Supplement nor an offer of the Certificates to any person in any state or
other jurisdiction in which such offer would be unlawful.

TABLE OF CONTENTS

Caption Page
SUMMALY OF PTOSPECIUS w.vvevanrasssasssenssessinirrssasssssessssssmsmamsssassssss s 4
TS T L e———EEEEER e 5
Y ield CONSIAETALIONS..vvvvvvrsseresssormssessassoscssesssmssssasssessssssss aamas s s 0 6
Maturity and Prepayment ASSUIMPHONS oovererrrssessssresssssserssessssassssseassstiimsssssssss s sssssasseasss 6
NIV Ty s L oY M——————REULNE S ]
Lender EIGIDIlIEY .corveereeeesssrrrrssessasssesssommsssssossemsmsssssssmmmssssss s s i 8
Mortgage L0an EIGIDILY ooovcevreersroismsssesssssssrisssssss st s e 8
. DeSCrIPHON OF CETHAICALES ..vvrorrieessrsmassressesssesssssmimsamiss s s 10
GEIIETAL ... ervvroessessemssressssesasos e e ams s AR RR R 10
Transfer of Mortgage Loans t0 POOIS ....urissimmismmsromssssssmmsssemsssmmsss s 11
Representations and Warranties OF FINMA .o iemeerescoestrissarussonssssssssmansrsasasssnsmasasssasss 11
Servicing THOUZH LEMACTS .ocovccummsusssssssssstsesssrsmsssmsemssssssss s 12
Payments on Mortgage Loans; Distributions on Certificates ......ovurasemmiasmasrarasrerecnes 13
T VT c T e Tt ————EER 13
REPOTLS 10 CErACAENOIIETS . .ocorvroeseservrrssesssssssscrmmssss st s e 13
Servicing Compensation and Payment of Certain Expenses by FNMA ..c..coonimsiacien. 14
Collection and Other SErviCIng PrOCEAUIES ..c...cucvusmwanssssermmmmssssssssrmmasessssimsst s seess 14
Certain Matters Regarding FNMA ..ot i5
T 0 S £ 1) L 15
Rights Upon Event of DIEFAUIL 1..vnecveemeemmssrsnrrsescasssensatsasserstsssassmsmasassssrssstassasassasensiasroense 15
R e SRR S L 16
List Of CrtifiCAtENOIARTS w.vvnerreerssesserermsssssnsssssasssessassssassseams s s e 16
EIIIIALION ¢.eveeessesereessesasesssesssssassssossasessssassass s ESS 16
TFEAETA] TAX ASPECES. ovuveessneusesssssssssssssssssssisseros s rsmms s s 41T 16
Taxation of CErtifiCAIEROIAETS co.vvvvevverrierississsssssessssmsssssessssssss st s 16
T VT T FRe———EE e 18
T TIR e e —————————LC I8
ERISA CODSIAETALONS .rvvvcrrerarisssssssmessnsssssssssssssessssssssssmsssasass st st sssssssssssssss s smmmmamy s e 18
FENIVIA 1ovvvoe oo oeecereseo o sesss e 8RR F858 5548 A 19
T T P——————— 20
Selected FINANCIAL DAL .oovccvvmuuemrnrrsssssserrrrssssssssamssss s esssas s rissms s s e 21
Management’s Discussion and Analysis of Financial RESUMS....covcceciinimsessiunsensnnrrinsreaess 23
ATIUEL PEAO rerreevcesessssesecesssessmssssesssssssssemssssssesomss s mssss s S 23
GEIMETAL...eovereesssemesererssssmseeseasessasase R SR 200 23
RESUIS OF OPEIAtONS. cvrvccerrrrramssressssssssnssossssssssessss s msssssass s s 23
VTSN L T o) Gl ——————E 24
FNANCING ACHVIIES crcvvvvussesnrarsrsecsssssssssstssssmsmsssssssms s smass st 25
MOrtgage-Backed SECUTIES overvuemissmsrsssesssssssmsmmmrsses st st 26




Caption ':!E
FNMA'’s Spread on Its Mortgage POTHfOliO coovevvvvvevesssccencmen s isinassssssmsssssenenes 26
RECENE DEVEIOPINENS c.cveevceerserrssersrsessimsssssasersssssemasasssasstssseass s st s s sss s st ey 27
HIStOTY QNG BUSLIIESS ..cevvescrressusnssessssssssssssssssssssssssssssseroms s s rass s s s s 28
GOVEITINENE SUPEIVISION. .crrurrecmsnirsssrssssmsrsssssssisasssessstsssossesns sissessmasaris s sosss s rnsses 28
VI Tl iy ) [T RR——RREER R 29
GEDETAL conoreoneeovesscereenesenssasaresessasemss s seRa s e R RSORS00 29
COMUMELITIEITS +.vevoeerersssessrersaseasssssessemsasssssssssassstassashssssasestisesmasessasssssssmssasssnssssassasmasnssasnes 30
Mortgage PUTChASe ACHIVILY ... errcssssecsmrrsssesssssssassesssssssmsssssasserssssmss st enasssssees 3
Conventional Mortgage ( Whole Loan) POTHOLO woeeererierirnrreerernssssscorantnsssssessanmssmssnssnsss 33
New Mortgage PUrchase POLCIES ....oucuuuermmsisismmssmssssiusessssssmssnssssssmsssssmsssmmerssssssmsssemmycss 34
COTPOTALE INAEDIEANESS ..ovvmerrerrerenesssssssssrsssssssssss s rsiss s st e 35
IAIAREIIENIE <..vevrvveenecoessssessssessssssessssessses LA R RSB ERsE 38
BOATA OF IITCCIOIS cvvevevreeseremecsssessssesssssnsrsossssessesssssasssas s s iSSR0 39
ALCCOUDTAIILS <. veseueeessesesersasssassesesssssessrasss et ssmsssnsssstasassesasearsshset seEms s seabasaunmnsbssssensssas s sasrascsseersss 41
Report of Independent Certified PUblic ACCOUNTANES. .......cieeecervsmsmmssmmsnsssrmsnsssissssnsmsssaraesnans 42
FINANCIA]L STALEMEIILS....vurerseesecrmssssnsserrsansacessesssssssssasssmssssssasss e s s SR s 43
*



SUMMARY OF PROSPECTUS

The following summary of certain pertinent information is qualified in its entirety by reference to the detailed
information appearing elsewhere in this Prospectus and by reference to the information with respect to each pool of
Mortgage Loans (a “Pool”) contained in the supplement to this Prospectus (a “Prospectus Supplement”) to be prepared in
connection with the issue of Guaranteed Mortgage Pass-Through Certificates (the “Certificates”) evidencing undivided
interests in such Pocl.

Title of Security ......corveeeecvennen Guaranteed Mortgage Pass-Through Certificates.

Issuer and Guarantor.............. Federal National Mortgage Association (“FNMA™ or the “corporation”), a corporation
organized and existing under the laws of the United States. See “Federal National
Mortgage Association.” The obligations of FNMA under its guaranty are obligations
solely of FNMA and are not backed by, nor entitled to, the full faith and credit of the
United States.

Description of Security............. Each Certificate will represent a fractional undivided interest in a Pool of Mortgage Loans
to be formed by FNMA. A Ceruficate will initally represent at least $25,000 unpaid
plr]ijnmpal amount of Mortgage Loans. The Ceriificates will be in fully registered form
only.

| 111253 (= QOO ORs Interest at the Pass-Through Rate on each Mortgage Loan will be passed through monthly
to Certificateholders, commencing on the 25th day of the month following the month of
initial 1ssuance of the related Certificates. The Pass-Through Rate for a particular issue of
Certificates will be specified in the Prospectus Supplement and will not be greater than the
lowest annual interest rate borne by any Mortgage Loan in the related Pool, less a
specified minimum annual percentage representing compensation for servicing and
FNMA’s guaranty. See “Yield Considerations.”

Principal (including pre-

PAYMENLS ).coveiririsnsmenssnnssssens Passed through monthly, commencing on the 25th day of the month following the month of
1nitial issuance of the related Certificates. See “Maturity and Prepayment Assumptions”
and “Description of Cenrtificates.”

FNMA Guaranty .........ccoureernse FNMA is obligated to distribute scheduled monthly installments of principal and interest
(adjusted to the Pass-Through Rate) on Mortgage Loans in a Pool, whether or not
received. FNMA is also obligated to distribute te Certificateholders the full principal
balance of any foreclosed Mortgage Loan, whether or not such principal balance is
actually recovered. If FNMA were unable to perform these guaranty obligations,
distributions to Certificateholders would consist solely of payments and other recoveries
on Mortgage Loans and, accordingly, delinquencies and defaults would 1mpact monthly
distnibutions 1o Certificateholders.

ServiCing .......cocveerevsncrrisisnenns FNMA will be responsible for the servicing of the Mortgage Loans and will contract with
mortgage lenders to perform certain servicing functions on its behalf. See “Description of
Certificates—Servicing Through Lenders.”

The Mortgage Pools................. Each Pool will consist entirely of Mortgage Loans of only one of the following types: (i)
fixed rate level installment conventional! Mortgage Loans, (ii) fixed rate level installment
Mortgage Loans that are insured by the Federal Housing Administration or guaranteed by
the Veterans Admimstration, or (iii) fixed rate conventional growing equity Mortgage
Loans that provide for scheduled annual increased payments, with the full amount of the
increase applied to principal. The Mortgage Loans in each Pool will have unpaid
principal balances aggregating not less than $1,000,000. Each Mortgage Loan will be
secured by a first lien on a one-family or two- to four-famuly residential property and each
Mortgage Loan will meet the applicable standards set forth under “FNMA Purchase
Program.” No conventional Mortgage Loan with a loan-to-value ratio in excess of 95%
will be included in any Pool. Mortgage Loans comprising a Pool either will be provided
by FNMA from 1its own portfolio or will be purchased pursuant to criteria set forth under
“FNMA Purchase Program.” Pool information as to the type of Mortgage Loans, the
aggregate principal balance of the Mortgage Loans as of the Issue Date, the average
outstanding balance of the Mortgage Loans, the Pass-Through Rate and weighted
average Mortgage Interest Rate, the weighted average remaining term to maturity of the
Mortgage Loans and the latest maturity date of any Mortgage Loan will be contained in
the related Prospectus Supplement. In addivon, if Mortgage Loans having principal
balances aggregating in excess of 25% of the aggregate principal balance of all Morigage
Loans are secured by Mortgaged Properties located in a single state, information as to
such state or states and the related aggregate prncipal balance also will be supplied.

FNMA Financial Results......... FNMA incurred substantial losses duning 1981 and 1982 because its cost of borrowed funds
was significantly greater than the yield on its mortgage portfolio. See “Selected Financial
Data,” “Management’s Discussion and Analysis of Financial Results—Annual Penod”
and “FNMA’s Spread on Its Mortgage Portfolio” herein.




THE MORTGAGE POOLS

FNMA has implemented a program for: (a) the setting aside of fixed rate residential mortgage loans
(the “Mortgage Loans™) into separate pools (the “Pools™) bearing distinctive identification, and (b) the
issuance and sale of trust ceruficates of beneficial interest evidencing pro rata undivided ownership
interests in the Mortgage Loans comprising each separate Pool (the “Guaranteed Pass-Through
Certificates” or “Certificates™). The Mortgage Loans may be purchased by FNMA expressly for the Pools
or may be Mortgage Loans that have been held by FNMA in its own portfolio. Each Pool will consist of
Mortgage Loans evidenced by promissory notes (the “Mortgage Notes”) secured by first mortgages or
deeds of trust (the “Mortgages™) on one-family or two- to four-family residential properties (the
“Mortgaged Properties”). A Pool will contain Mortgage Loans of only one of the following types: (i)
fixed rate level installment conventional (i.e., not insured or guaranteed by any U.S. government agency)
Morigage Loans (*Conventional Mortgage Loans”), (ii) fixed rate level installment Mortgage Loans that
are insured by the Federal Housing Administration or guaranteed by the Veterans Administration
(“FHA/VA Mortgage Loans™), or (iii) fixed rate conventional growing equity Mortgage Loans that
provide for scheduled annual increased payments, with the full amount of the increase applied to principal
(“GEMs™). The Mortgage Loans purchased expressly for the Pools will be sold to FNMA by eligible
|nstitutions that meet certain requirements set forth under “FNMA Purchase Program” and are referred to
herein as “Lenders.” No Pool will consist of Mortgage Loans having an aggregate unpaid principal
balance of less than $1,000,000 on the first day of the month of issuance of the related Certificates. See
«“FNMA Purchase Program—Mortgage Loan Eligibility” for a description of certain criteria applicable to
the eligibility of Mortgage Loans for inclusion in Pools.

Interests in each Pool will be evidenced by a separate series of Certificates (an “Issue”). FNMA will
acquire the Mortgage Loans that it has purchased expressly for Pools under purchase contracts with
Lenders either for immediate delivery or, alternatively, for delayed delivery on a date not more than six
months after the date of execution of such contracts (plus an additional six months if extended with
FNMA's consent during the initial six month period ). By entering into such contracts, FNMA will obligate
itself to 1ssue Certificates to, or to the order of, the Lenders named in the contracts, upon delivery to
FNMA of the required Mortgage Loans conforming to FNMA’s standards. FNMA will not insure or
guarantee the performance by ary Lender of its obligation to deliver Mortgage Loans and, correspond-
ingly, does not insure or guarantee the performance by any person of any obligation to deliver
Certificates.

FNMA will cause the Mortgage Loans in each Pool to be held for the benefit of the holders of
Certificates (“Certificatcholders” or “Holders”) pursuant to the combined terms of a trust indenture
executed by FNMA in its corporate capacity and in its capacity as Trustee (the Trust Indenture dated as of
November 1, 1981, as modified and amended by a First Supplemental Indenture dated as of February 15,
1982, and by a Second Supplemental Indenture dated as of October 1, 1982, being herein called the “Trust
Indenture”), and a supplement thereto for the related Issue (the “Issue Supplement”). Certain capitalized
words or series of words in this Prospectus refer to and are further defined in the Trust Indenture. FNMA
will be responsible for the administration and servicing of the Mortgage Loans in the Pool, including the
supervision of the servicing activities of Lenders, 1f appropriate, the collection and receipt of payments
from Lenders, and the remittance of distributions and certain reports to Certificateholders. FNMA will be
entitled to receive a fee for its guaranty obligations and its services pursuant to the Trust Indenture. The
fee to FNMA for any Mortgage Loan (out of which it will compensate Lenders for servicing the Mortgage
Loans) will be equal to the difference between the annual 1nterest rate borne by the Mortgage Loan and
the annual rate of interest paid to Certificateholders at the Pass-Through Rate for the related Pool.
FNMA will reserve the right to remove the servicing responsibility from a Lender at any time if it considers
such removal to be in the best interest of Certificateholders. In such event, FNMA will meet its obligation
to provide servicing either by directly servicing the Mortgage Loans itself or by finding a replacement
Lender that meets the elgibility standards.



ENMA’s obligations with respect to the Mortgage Loans will be limited to the servicing responsi-
bilities under the Trust Indenture, its representations and warranties made therein (see “Description of
Certificates—Representations and Warranties of FNMA™) and, in the event of any delinquency in
payment or loss on any Mortgage Loan, its obligation to make supplemental payments in amounts
described herein under “Description of Certificates—FNMA Guaranty.”

Because the principal amount of the Mortgage Loans in a Pool will decline monthly as principal
payments, including prepayments, are recerved, each Certificate Principal Balance (defined to be the
principal amount appearing on the face of the related Certificate or, subsequent to the first Distribution
Date, the last amount reported to the Holder of such Certificate by FNMA as the pnincipal balance
thereof) will also decline over time. See “Maturity and Prepayment Assumptions.”

YIELD CONSIDERATIONS

Each Pool will consist of Mortgage Loans that bear simple interest at fixed annual rates (“Mortgage
Interest Rates”). A Pool may include Mortgage Loans that bear different Mortgage Interest Rates. The
Pass-Through Rate of interest payable to Certificateholders of each Issue, as set forth on the face of the
Certificates, will be equal to the lowest Mortgage Interest Rate borne by any Mortgage Loan in the related
Pool, less a specified mmmum annual percentage representing compensation for servicing and FNMA’s
guaranty. Since the Pass-Through Rate for an Issue will not be greater than the lowest Mortgage Interest
Rate for the related Pool, any disproportionate principal prepayments among Mortgage Loans bearing
different Mortgage Interest Rates will not affect the return to Certificateholders.

The effective yield to Certificateholders will be reduced shghtly below the yield otherwise produced by
the applicable Pass-Through Rate because the distribution of interest which accrues from the first day of
each month will not be made until the 25th day of the month following the month of accrual.

When a Mortgage Loan is prepaid or otherwise liquidated, the proceeds of such prepayment or
liquidation will, unless FNMA elects 1n its discretion to make any distribution thereof in the following
month, be passed through to Certificateholders in the second month following the month of such
prepayment or other liquidation. Since FNMA will agree in each Certificate to distribute on each
Distribution Date to the Holder thereof an amount as to interest representing one month’s interest on the
Ceruficate Principal Balance, any prepayment or other liquidation of a Morigage Loan and the timing of
the distribution of the proceeds thereof will have no effect on the interest return to Certificateholders.

Assuming performance by FNMA of its obligations under its guaranty, the net effect of each
distribution respecting interest will be the pass-through to each Certificateholder of an amount which is
equal to one month’s interest at the Pass-Through Rate on the Certificate Principal Balance of such
Holder’s Certificate. See “Description of Certificates—Payments on Mortgage Loans; Distributions on

Certificates.”

MATURITY AND PREPAYMENT ASSUMPTIONS

The maturines of substannally all of the Convenuonal Mortgage Loans at origination are expected to
be between either 10 to 15 years or 20 to 30 years. Conventional Mortgage Loans with original maturities
of between 10 to 15 years and Conventional Mortgage Loans with original maturities of between 20 to 30
years will not be included in the same Pool. The maturities of substanually all of the FHA/VA Mortgage
Loans at origination are expected to be 30 years. Each Mortgage Loan with an original maturity of 30
years will provide for amortization of principal according to a schedule which, in the absence of
prepayments, would result in repayment of one-half of the onginal principal amount of such Mortgage
Loan by approximately the 23rd to 27th year, with higher Mortgage Interest Rates resulting in slower
amortization of pnncipal A 15-year fully amortizing Conventional Mortgage Loan would, in the absence
of prepayments, result in repayment of one-half of the original principal amount by approximately the
10th to 12th year, with higher Mortgage Interest Rates resulting in slower amortization of principal.



A significant number of the Conventional Mortgage Loans and GEMs may provide by their terms that
n the event of the sale of all or some of the underlying property the full unpaid principal balance of the
Mortgage Loan is due and payable at the option of the holder. FHA/VA Mortgage Loans contain no such
«“due-on-sale” provisions. As set forth under “Description of Certificates—Collection and Other Servicing
Procedures,” the Trust Indenture requires FNMA to exercise its right to accelerate the maturity of the
Conventional Mortgage Loan or GEM in such an event so long as acceleration is permitted under
applicable law unless it elects to repurchase such Mortgage Loan.

The ability of mortgage lenders and their assignees and transferees to enforce “due-on-sale” clauses
was addressed by the “Garn-St Germain Depository Institutions Act of 1982,” which was passed by
Congress and signed into law on October 15, 1982. This legislation, subject to certain exceptions, pre-
empts state statutory and case law that prohibits the enforcement of “due-on-sale” clauses. Exempted
from this pre-emption are mortgage loans (originated other than by federal savings and loan associations
and federal savings banks) that were made or assumed during the period beginning on the date a state, by
statute or statewide court decision, prohibited the exercise of “due-on-sale” clauses and ending on October
15, 1982. Mortgage lenders, however, may require any successor or transferee of the borrower to meet
customary credit standards. The exemption for such loans ends on October 15, 1985 uniess the state acts to
otherwise regulate these loans by that date. In addition, prior to October 15, 1985, the Comptroller of the
Currency and the National Credit Union Administration Board may regulate, as otherwise authorized,
such mortgage loans originated by lenders that they regulate. The legislation also enumerates nine
circumstances under which a lender may not enforce “due-on-sale” clauses, e.g.. the creation of a
subordinate encumbrance which does not relate to a transfer of rights of occupancy in the property, a
transfer by devise, descent, or operation of law on the death of a joint tenant or tenant by the entirety and
the granting of a leasehold interest of three years or less not containing an option to purchase.

Conventional Mortgage Loans originated in jurisdictions where, on the date of ongination, the law
substantially restricted lenders from enforcing “Jdue-on-sale” provisions may provide that they are due and
payable at the holder’s option at the end of seven years. As described in “Description of Certifi-
cates—Collection and Other Servicing Procedures,” the Trust Indenture provides that FNMA will exercise
or refrain from exercising any such “call option rider” in a manner that is consistent with then-current
policies or practices employed by FNMA respecting comparable mortgage loans held in its own portfolio.

Past experience of the Federal Housing Admimstration relating to government-insured single-family
mortgage loans at various interest rates with original maturities of 26 to 30 years indicates that, while some
of such mortgage loans remain outstanding until the scheduled maturity, a pool of 30-year FHA-insured
single-family mortgage loans will produce an average loan life of 12 years. A 12-year prepayment
assumption is the mortgage industry norm for quoting yields and is used in most generally accepted yield
tables. Based upon published information and FNMA's own experience, the rate of prepayments on 30-
year single-family loans has fluctuated significantly in recent years, including a substantial reduction in the
prepayment rate during 1980, 1981 and 1982. FNMA believes such fluctuation is due to a number of
factors, including genera! economic conditions, mortgage market interest rates and homeowner mobility,
and that such factors will affect the prepayment experience for the Mortgage Loans in Pools. Accordingly,
FNMA cannot estimate what such prepayment experience will be or how it might compare to the FHA 12-
year prepayment assumption respecting insured mortgage loans. See “Description of Certifi-
cates—Termination” for a description of FNMA’s option to repurchase the Mortgage Loans in any Pool
when the aggregate principal balance thereof becomes less than 10% of the aggregate principal balance of
the Mortgage Loans in the Pool on the Issue Date,

As set forth under “FNMA Purchase Program—Mortgage Loan Eligibility—GEMs” below, a GEM
provides for scheduled annual increases mn the mortgagor’s monthly payments. Since the additional
scheduled portion of the monthly payments is applied to reduce the unpaid principal balance of a GEM,
the scheduled maturity of a GEM will be significantly shorter than the 25- or 30-year term used as the basis
for calculating the initial level installment of principal and interest applicable until the first adjustment.
No GEM which matures by its terms more than 15 years subsequent to the date of its origination will be
eligible for inclusion in a Pool. Since GEMs have not, until recently, been originated in any appreciable
volume, there are no reliable data available regarding their prepayment experience.
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FNMA PURCHASE PROGRAM

Set forth below is a description of certain aspects of FNMA’s purchase program for mortgage loans
eligible for inclusion in a Pool (the “Program™). The Prospectus Supplement to be prepared with respect
to each Issue will contain information on the Mortgage Loans in the Pool, including information as to the
type of Mortgage Loans, the aggregate principal balance of the Mortgage Loans as of the Issue Date, the
average outstanding balance of the Mortgage Loans, the Pass-Through Rate and weighted average
Mortgage Interest Rate, the weighted average remaining term to maturity of the Mortgage Loans and the
latest maturity date of any Mortgage Loan. In addition, if Mortgage Loans having principal balances
aggregating in excess of 5% of the aggregate principal balance of all Mortgage Loans are secured by
Mortgaged Properties located in a single state, information as to such state or states and the related
aggregate principal balance also will be supplied.

Lender Eligibility

FNMA will purchase Mortgage Loans from eligible federally and state-chartered savings and loan
associations, mutual savings banks, commercial banks, credit unions and similar financial institutions, the
deposits or accounts of which are insured by the Federal Savings and Loan Insurance Corporation
(“FSLIC”), the Federal Deposit Insurance Corporation (“FDIC”) or the National Credit Union
Administration (“NCUA™), from certain other state-insured financial institutions and from certain
institutions, principally mortgage bankers, that are FNMA-approved mortgage sellers. FNMA, on an
individual institution basis, will determine whether such institutions will be approved as eligible Lenders
for the Program by applying certain criteria, which may include depth of mortgage origination experience,
servicing experience, and financial capacity. With respect to financial capacity, FNMA requires eligible
Lenders who service Morigage Loans under the Program to maintain net worth in an amount not less than
$250,000 plus .2% of the aggregate principal balance of all Mortgage Loans serviced under the Program
by such Lenders. Approved Lenders will be party with FNMA to a Mortgage Selling and Servicing
Contract. Also, each Mortgage Loan purchased for inclusion in a Pool will be subject to and must comply
with the terms of a Selling and Servicing Guide applicable to the Program. The Selling and Servicing
Guide may be amended from time to time.

Mortgage Loan Eligibility
General

The Mortgage Loans to be included in each Pool will be one- to four-family Mortgage Loans on
residential properties. These Mortgage Loans are permanent loans (as opposed to construction and land
development loans) secured by Mortgages on properties comprised of one- to four-family dwelling units,
including units in condominjum Pprojects, lanned unit developments, and de minintis planned unit
developments. Each Mortgage Loan will be documented by the appropriate FNMA/FHLMC Uniform
Instrument in effect at the time of origination, FHA or VA mortgage instrument or other instrument as
approved by FNMA, and will comply with all applicable federal and local laws, including laws relating to

usury, equal credit opportunity and disclosure.

All principal and interest payments on the Mortgage Loans included in a Pool due prior to the second
day of the month prior to the month of the Issue Date for such Pool must have been made. There is no
requirement that Mortgage Loans be payable on the first day of the month in order to be eligible for
inclusion in a Pool. The Mortgage Loans must have had maturities of not more than 30 years from their
date of origination.

Conventional Mortgage Loans

Pursuant to the requirements of the Selling and Servicing Guide, Conventional Mortgage Loans must
be real estate loans with stated constant annual rates of interest, secured by first Mortgages on residential
properties, with principal balances which, at the time of purchase by FNMA, did not exceed certain
federally imposed maximum principal balance limitations applicable to FNMA. In 1983, the maximum
dollar purchase limitations for Conventional Mortgage Loans are as follows: $108,300 for mortgages
secured by single-family residences ($162,450 in Alaska and Hawaii ); $138,500 for mortgages secured by
two-family residences ($207,750 in Alaska and Hawaii); $167,200 for mortgages secured by three-family
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residences ($250,800 in Alaska and Hawaii); and $207,900 for mortgages secured by four-family
residences ($311,850 in Alaska and Hawaii).

No Conventional Mortgage Loan with a loan-to-value ratio in excess of 95% will be included in any
Pool. Conventional Mortgage Loans with loan-to-value ratios exceeding 80% must have the principal
amount of the indebtedness 1n excess of 75% of the appraised value of the Mortgaged Property insured by
a policy of primary mortgage guaranty insurance. Each mortgage insurer must be licensed to transact a
mortgage guaranty insurance business m the state where the Mortgaged Property is located and be
acceptable to FNMA as a mortgage insurer. As an alternative to the requirement to obtain mortgage
insurance for Conventional Mortgage Loans with loan-to-value ratios in excess of 80% ( but not in excess of
90%), Lenders may contract with FNMA to repurchase such Conventional Mortgage Loans at a price
equal to the unpaid principal balance thereof in the event of default before the loan-to-value ratio has been
reduced to 80% of the original value.

The maximum loan-to-value ratio at the time of purchase for a Conventional Mortgage Loan secured
by a first Mortgage on an owner-occupied property including the unpaid principal balances of all
subordinate financing is 95%. In the case of a Conventional Mortgage Loan secured by a first Mortgage on
a non-owner occupied property, the maximum loan-to-value ratio including the unpaid principal balances
of all subordinate financing is 90%. The maximum Joan-to-value ratio for Mortgage Loans secured by non-
owner occupied properties is generally 80% but may vary based on FNMA'’s evaluation of the age of a
Mortgage Loan and its experience with the Lender from whom it purchases such Mortgage Loan.

Each Conventional Mortgage Loan must be repayable in equal monthly installments that reduce the
principal balance of the loan to zero at the end of the term.

Pursuant to the requirements of the Selling and Servicing Guide, each eligible Lender that sells a
Conventiona! Mortgage Loan to FNMA for the purposes of the Program must assume responsibility for
underwriting such Conventional Mortgage Loan using FNMA’s published criteria for mortgage loan
underwriting, as from time to ume in effect, as guidelines. After delivery of the Conventional Mortgage
Loans, FNMA will conduct reviews of the quality of credit and property underwriting used in the
origination of certain randomly selected Conventional Mortgage Loans.

GEMs

The foregoing description of Conventional Mortgage Loans that are eligible for purchase under the
Program applies equally to GEMs except for the requirement that amortization be on a level installment
basis over the life of the Mortgage Loan. Each GEM must provide for scheduled annual increases of either
3%, 4% or 5% of the Mortgagor’s monthly payments, which increases must be applied to reduce the unpaid
principal balance of the GEM. All GEMs in a single Pool must have (1) scheduled payment mcreases of
the same percentage amount and (ii) scheduled annual increases 1n monthly payments that occur within a
four-month period. The onginal monthly payment on a GEM must be based on either a 25- or 30-year
level instaliment amortization schedule.

FHA/VA Mortgage Loans

Pursuant to the requirements of the Selling and Servicing Guide, FHA/VA Mortgage Loans must be
real estate loans with stated constant annual rates of interest, secured by first Mortgages on residential
properties. Each FHA/VA Mortgage Loan must be repayable 1n equal monthly installments that reduce
the principal balance of the loan to zero at the end of the term. The principal balance and loan-to-value
ratio of each FHA Mortgage Loan must comply with the standards established by the FHA. In the case of
VA Mortgage Loans, FNMA has imposed a maximum principal balance limitation of $135,000. In
addition, the unguaranteed portion of the VA Morigage Loan amount cannot be greater than 75% of the
lesser of (1) the purchase price of the property or (ii) the VA’s estimate of reasonable value. For two- to
four-family properties, such unguaranteed portion cannot be greater than 75% of the least of (i) above,
(ii) above or the appraiser’s estimate of market value. Fach FHA/VA Mortgage Loan must be insured or
guaranteed by a valid and subsisting policy or guaranty in full force and effect. In addition, each FHA/VA
Mortgage Loan must have been onginated prior to the 12-month period preceding FNMA’s purchase of
the Mortgage Loan for inclusion in a Pool.




DESCRIPTION OF CERTIFICATES

Fach Issue of Certificates will be issued pursuant to the Trust Indenture, which has been executed by
FNMA in its corporate capacity and as Trustee for Certificateholders. The Trust Indenture will, as to each
Issue, be supplemented by an Issue Supplement, which will be prepared at the time of the creation of such
Issue. The Issue Supplement will set forth the specific terms of the Issue, such as the Pass-Through Rate
applicable thereto and the Issue Date. The Issue Supplement will also contain any variation from the basic
Trust Indenture applicable to a particular Issue, any such variation also being described in the Prospectus
Supplement relating to such Issue. As set forth under “Legal Opinion,” the validity of each Issue of
Certificates, the Trust Indenture and the applicable Issue Supplement will be passed upon by the General
Counsel of FNMA upon the request of any Holder of Certificates of such Issue.

Mortgage Loans not previously held in FNMA’s portfolic will be purchased pursuant to a Pool
Purchase Contract from FNMA-approved Lenders for cash or in exchange for Certificates in the related
Pool. Such Mortgage Loans will be serviced for FNMA by FNMA-approved Lenders, normally the same
entity as the loan originator, pursuant to the terms of the Pool Purchase Contract, as supplemented by the
Selling and Servicing Guide, which is incorporated therein by reference. Copies of the Trust Indenture and
form of the Pool Purchase Contract, together with the Selling and Servicing Guide, may be obtained from
FNMA'’s Washington, D.C. office, from any of FNMA’s regional offices in Philadelphia, Atlanta, Chicago,
Datllas, and Los Angeles, or from FNMA'’s fiscal office in New York.

The following summaries describe certain provisions of the Trust Indenture. These summaries do not
purport to be complete and are subject to, and qualified in their entirety by reference to, the more complete
provisions of the Trust Indenture (cited herein as “TI”).

General

The Certificates will be issued in fully registered form only and will represent Fractional Undivided
Interests in the Trust Fund created pursuant to the Trust Indenture and Issue Supplement for each Issue.
The Fractional Undivided Interest represented by a particular Certificate will be equal to the initial
principal denomination of such Certificate set forth on the face thereof divided by the aggregate Stated
Principal Balance? of the Mortgage Loans in the Pool (the “Pool Principal Balance™) as of the Issue Date,
which also will be set forth on the face of the Certificate. The Trust Fund for an Issue consists of (i) such
Mortgage Loans as from time to time are subject to the Trust Indenture and Issue Supplement, (ii) such
payments or other recoveries on Mortgage Loans as from time to time may be considered to be held by
FNMA for Certificateholders, (1ii) property acquired by foreclosure of Mortgage Loans or by deed in lieu
of foreclosure, and (iv) the interest of Certificateholders in the obligation of FNMA to supplement
payments and other recoveries on Mortgage Loans to the extent necessary to make required distributions
to Certificateholders.

Certificates will not be issued in initial principal denominations of less than $25,000. (1 Section
7.01). In addition, Certificates may only be issued in integral multiples of 85,000 in excess of $25,000, with
the exception of one odd denomination that may be issued for each Pool.

The Certificates will be freely transferable and exchangeable at the corporate trust office of Chemical
Bank, New York, New York. A service charge may be imposed for any exchange or registration of
transfer of Certificates and FNMA may require payment of a sum sufficient to cover any tax or other
governmental charge. (TI Section 7.02)

1All references herein to the Stated Principal Balance of a Mortgage Loan or to the aggregate Stated Principal
Balance of all Mortgage Loans in a Pool are to the principal balance or aggregate principal balance, as the case may
be, utilized by FNMA in calculating the then outstanding principal balances of Certificates Such Stated Principal
Balances may differ from actual principal balances for a number of reasons, including supplemental payments by
FNMA on delinquent Morigage Loans pursuant to its guaranty obligations and delays 1n the distribution of certain
Mortgage Loan receipts.
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Distributions of principal and interest on each Issue of Certificates will be made by FNMA on the
25th day of each month (the “Distribution Date”) to the persons in whose names the Certificates are
registered as of the close of business on the last day of the preceding month (the “Record Date”). The first
distribution for each Issue of Certificates will be in the month following the month in which the Issue Date
occurs. Distributions for each Tssue will be made by check mailed to the address of the person entitled
thereto as it appears on the Certificate Register; provided, however, that the final distribution in retirement
of Certificates of any Issue will be made only upon presentation and surrender of the Certificates at the
office or agency of FNMA specified in the notice to Certificateholders of such final distribution.

Transfer of Mortgage Loans to Pools

Each Mortgage Loan transferred to a Pool will be identified m a Mortgage Loan Schedule appearing
as an exhibit to the Issue Supplement for the related Issue of Certificates. Such Mortgage Loan Schedule
will include the foliowing information as to each Mortgage Loan; the address of the Mortgaged Property,
the first payment date and original term, the original principal amount, the Issue Date Principal Balance,
the Mortgage Interest Rate, whether such Mortgage Loan is insured by the FHA or guaranteed by the VA,
and whether such Mortgage Loan is a GEM and, if so, the dates when adjustments are effective and the
percentage amount thereof. In addition, FNMA, as Trustee of the Mortgage Loans, will retain on behaif
of Certificateholders the onginal Mongage Note, endorsed in blank, and a completed and executed
assignment 1o FNMA of the mortgage instrument in suitable form for recording but not recorded. At its
option, FNMA may choose to maintain such documents with a custodian institution whose deposits or
accounts are insured by the FDIC or the FSLIC. FNMA will review the Mortgage Loan Schedule prior to
the issuance of the Certificates and will conduct random spot checks to confirm the sufficiency of the
documents after issuance of the Certificates.

Although the above procedures are intended to protect the interests of the Holders of Certificates in
the Mortgage Loans in the related Pool, the law applicable to a liquidation, reorganization or similar
proceeding involving the assets of a Lender or of FNMA is unclear and as a fesult no opinion can be
rendered as to the status of Certificateholders’ interests in the event of any such proceeding. FNMA's
guaranty would, however, by its terms be available in the event of any such proceeding involviag the assets
of a Lender.

As described herein under “ Rights Upon Event of Default,” Holders of Certificates will have the right
under certain circumstances to appoint a successor Trustee.

Representations and Warranties of FNMA

With respect to each Mortgage Loan in a Pool, FNMA will represent and warrant that as of the Issue
Date of the related Certificates: (i) each Mortgage Loan is documented by appropriate FNMA/FHLMC
mortgage instruments in effect at the time of origination, FHA or VA mortgage instruments or other
instruments approved by FNMA,; (ii) the Mortgaged Property securing each Mortgage Loan is improved
with a one- to four-family dwelling unit, including units in a condominium project, a planned unit
development or a de minimis planned unit development; (iii) each Mortgage Loan at the time it was made
comptied in all material respects with applicable state and federal laws, including usury, equal opportunity
and disclosure laws; (iv) each Mortgage Loan conforms to the applicable eligibility requirements set forth
in this Prospectus; (V) each Mortgage Loan at the time it was made had an original term not exceeding 30
years and each Mortgage Loan bears interest at a constant annual rate and, except for any GEM, provides
for payment of equal monthly installments; (vi) the information set forth in the Mortgage Loan Schedule
is true and correct in all material respects; (vii) immediately prior to the transfer thereof, FNMA had good
and indefeasible title to such Mortgage Loan, and immediately upon the assignment thereof, the Trustee
will have good and indefeasible title to such Mortgage Loan; (vii) each original Mortgage was recorded
and, in the case of any Mortgage Note delivered to a custodian, an assignment in recordable form of the
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related Mortgage to FNMA was delivered to the custodian; (ix) each Mortgage and Mortgage Note is the
legal, valid and binding obligation of the maker thereof and is enforceable 1n accordance with its terms,
except only as such enforcement may be limited by laws affecting the enforcement of creditors’ rights
generally; (x) each Mortgage Loan is secured by a first and paramount lien on the Mortgaged Property,
subject only to (1) the liens of current real property taxes and assessments and (2) covenants, conditions
and restrictions, rights of way, easements and other matters of public record which are customarily
acceptable to mortgage lending institutions generally or to which like properties are commonly subject and
which do not materially affect the value or marketability of the Mortgaged Property; {xi) no Mortgage
Loan is delinquent on the Issue Date to the extent of more than the monthly instaliment of principal and
interest due after the first day of the month prior to the month of the Issue Date; and (xii) each Mortgage
Loan identified in the Mortgage Loan Schedule as being insured by the FHA or guaranteed by the VA is
so msured or guaranteed on the Issue Date by a valid and subsisting policy or guaranty in full force and
effect on such date.

Upon the discovery by FNMA of a breach of any representation and warranty which materially and
adversely affects the interests of Certificateholders in and to the related Mortgage Loan (or which, in the
case of the Prospectus and Prospectus Supplement description of the related Pool, causes that description
to be materially incorrect), FNMA is obligated, within 60 days of such discovery, either to cure such
breach in all material respects or to repurchase such Mortgage Loan from the Trust Fund at a price equal
to its Stated Principal Balance together with interest thereon at the Pass-Through Rate. In lieu of any such
repurchase, FNMA may, at its option, substitute a new Mortgage Loan for a defective Mortgage Loan;
provided, however, that no such substitution may take place more than 120 days subsequent to the date of
the onginal issue of the related Certificates and any such substitute Mortgage Loan must satisfy certain
eligibility criteria designed to assure that the nature of the Pool will not be altered by any such substitution.
Any amount by which the Stated Principal Balance of the defective Mortgage Loan exceeds the principal
balance of the substitute Mortgage Loan (the substitute Mortgage Loan may not be larger than the
Mortgage Loan it is replacing) will be passed through to Certificateholders.

Servicing Through Lenders

Pursuant to the Trust Indenture, FNMA is responsibie for servicing and administering the Mortgage
Loans but, in its discretion, is permitted to contract with the originator of each Mertgage Loan, or another
eligible servicing institution, to perform such functions under the supervision of FNMA as more fully
described herein. Any servicing contract or arrangement by FNMA with a Lender for the direct servicing
of Mortgage Loans is a contract solely between FNMA and that Lender and the Certificateholders are not
deemed to be parties thereto and have no claims, rights, obhigations, duties or liabilities with respect to
such Lender. (TI Section 5.01)

Lenders will be obligated pursuant to the Selling and Servicing Guide to perform diligently all
services and duties customary to the servicing of mortgages, as well as those specifically prescribed by the
Selling and Servicing Guide. FNMA will monitor the Lender’s performance and has the right to remove
any Lender for cause at any time it considers such removal to be in the best interest of Certificateholders.
The duties performed by Lenders include general loan servicing responsibilities, collection and remittance
of principal and interest payments, administration of mortgage escrow accounts, collection of insurance
claims and, if necessary, foreclosure.

For each Mortgage Loan, FNMA retains the difference in interest between the annual Mortgage
Interest Rate borne by the Morigage Loan and the Pass-Through Rate on the Certificates. See “Yield
Considerations.” For example, if a Mortgage Loan with a 12.25% Montgage Interest Rate is included in a
Pool against which a Certificate with a 11.25% Pass-Through Rate is issued, FNMA would be entitied to
receive total compensation of one percent per annum on the Mortgage Loan. FNMA is also entitled to
retain prepayment fees, late charges, assumption fees, interest float on advance payments, and similar
charges to the extent they are collected from borrowers. FNMA will compensate Lenders in an amount up
to, but never exceeding, the amount of interest retention described above, less a prescribed minimum
amount to be retained by FNMA for itself in consideration of its guaranty obligations and servicing
responsibilities.
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Payments on Mortgage Loans; Distributions on Certificates

On the twenty-fifth day of each month ( beginning with the month following the month of the Issue
Date), FNMA will, respecting each Issue, distribute to Certificateholders an amount equal to the total of
(i) the principal due on the Mortgage Loans in the related Pool during the period beginning on the second
day of the month prior to the month of such distribution and ending on the first day of such month of
distribution, (ii) the Stated Principal Balance of any such Mortgage Loan which was prepaid in full during
the second month next preceding the month of such distnbution (including as prepaid for this purpose any
Mortgage Loan repurchased by FNMA as described herein because of the breach of a representation and
warranty, or because of FNMA’s election to repurchase the Mortgage Loan after it is delinquent, in whole
or in part, with respect to four consecutive installments of principal and interest, or because of FNMA’s
election to repurchase such Mortgage Loan under the circumstances described in the last paragraph under
“Collection and Other Servicing Procedures” below), (iii) the amount of any partial prepayment of a
Mortgage Loan received in the second month next preceding the month of distribution, and (iv) one
month’s interest at the Pass-Through Rate on the Pool Principal Balance as reported to Certificateholders
1n connection with the previous distribution (or, respecting the first distribution, the Pooi Principal Balance
on the Issue Date). For purposes of distributions, a Mortgage Loan will be considered to have been
prepaid in full if, in FNMA’s reasonable judgment, the fuil amount finally recoverable on account of such
Mortgage Loan has been received, whether or not such full amount is equal to the Stated Principal Balance
of the Monigage Loan. FNMA may, in its discretion, include with any distribution principal prepayments,
both full and partial, received during the month prior to the month of distribution but is under no
obligation to do so.

Distributions on any Distribution Date will be made to Certificateholders of record on the prior
Record Date (the close of business on the last day of the immediately preceding month). Each
Certificateholder will be entitled to receive an amount equal to the total amount distributed multiplied by
the Fractional Undivided Interest evidenced by such Holder’s Certificate.

FNMA Guaranty

FNMA'’s obligation described above to distribute amounts representing scheduled principal and
interest, whether or not received, and its obligation to distribute the full principal amount of any foreclosed
or otherwise finally liquidated Mortgage Loan, whether or not such principal amount is actually recovered,
constitute FNMA’s guaranty obligations 1n respect of the Certificates. If FNMA were vnable to perform
such obligations, distributions to Certificateholders would consist solely of payments and other recoveries
on Mortgage Loans and, accordingly, delinquencies and defaults would impact monthly distributions to
Certificateholders.

Reports to Certificateholders

With respect to each distribution, FNMA will cause to be forwarded to each Certificateholder a
statemnent setting forth the following information:

(i) the amount due on the Certificate on account of scheduled principal;

(ii) the amount due on the Certificate on account of interest;
(iii) the amount, if any, due on the Certificate on account of unscheduled principal;
(iv) the total of the cash distribution on the Certificate; and

(v) the Certificate Principal Balance of the Certificate after giving effect to such distribution.
Within a reasonable period of time after the end of each calendar year, FNMA will furnish to each
Person who at any time dunng the calendar year was a Certificateholder a statement containing the

‘nformation set forth in items (i)—(iii) above, in summary form for such calendar year, or for any portion
thereof during which such Person was a Certificateholder.
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Servicing Compensation and Payment of Certain Expénses by FNMA

As compensation for its activities and obligations under the Trust Indenture, FNMA will be entitled to
retain the amounts applicable to interest which are not required to be distributed to Certificateholders as
described above. In addition, FNMA is entitled to retain any amounts by which the proceeds of the
liquidation of a Mortgage Loan exceed (i) the principal balance of that Mortgage Loan and (ii) interest
thereon at the Pass-Through Rate. FNMA will pay all expenses incurred by it in connection with its
servicing activities, including, without limitation, the fees to Lenders, and is not entitled to reimbursement
therefor out of the Trust Fund.

Additional servicing compensation in the form of prepayment charges, assumption fees, late payment
charges or otherwise will be retained by FNMA.

Collection and Other Servicing Procedures

FNMA is responsible for servicing the Mortgage Loans in each Pool and may, as set forth above,
conduct such servicing through Lenders or through other FNMA-approved mortgage servicers. In
connection with its servicing activities, FNMA has full power and authority to do or cause to be done any
and all things as it may deem necessary or appropriate in its sole discretion, including the foreclosure or
comparable conversion of a defaulted Mortgage Loan. In lieu of undertaking any such foreclosure,
FNMA may, in its discretion and without obligation, repurchase from the Trust Fund any Mortgage Loan
which is delinquent, in whole or in part, as to four consecutive installments of principal and interest. The
purchase price will be equal to the Stated Principal Balance of the delinquent Mortgage Loan together
with accrued interest at the Pass-Through Rate and will be distributed to Certificateholders in the same
manner as full prepayments of Mortgage Loans. See “Description of Certificates — Payments on
Mortgage Loans; Distributions on Certificates.” (TI Sections 5.01 and 5.03)

Subject to the following paragraph and to the extent consistent with then-current policies of FNMA
respecting mortgage loans held in its own portfolio, FNMA in its discretion may enforce or waive
enforcement of any of the terms of any Mortgage Loan or enter into an agreement for the modification of
any of the terms of any Mortgage Loan, or take any action or refrain from taking any action in servicing
any Mortgage Loan. In such connection, FNMA may waive any prepayment charge, assumption fee or
late payment charge or may exercise or refrain from exercising any “call option rider”; provided, however,
that any decision to exercise or refrain from exercising any “call option rider”” must be consistent with then-
current policies or practices employed by FNMA respecting comparable mortgage loans held in its own
portfolio and must be without consideration of the ownership status of the related Mortgage Loan.

In connection with the transfer or prospective transfer of title to a Mortgaged Property, FNMA is
obligated to accelerate the maturity of the related Mortgage Loan where that Mortgage Loan contains a
“due-on-sale” clause permitting acceleration under those conditions unless FNMA is restricted by law
from enforcing the “due-on-sale” clause or FNMA elects to withdraw such Mortgage Loan from the Pool.
See “Maturity and Prepayment Assumptions.”

In the event that, for any reason, FNMA is not obligated to accelerate the maturity of a Conventional
Mortgage Loan or GEM upon the transfer, or prospective transfer, of title to the underlying Mortgaged
Property, FNMA may enter into a transaction by which the obligor is released from liability on the related
Mortgage Loan and the transferee assumes such liability; provided, however, that no such transaction shall
(i) be entered into which would not have been entered into had the Mortgage Loan been held in FNMA’s
own portfolio or (ii) provide for reduction of the Mortgage Interest Rate.

The Trust Indenture provides that FNMA may repurchase from the related Pool, at a price equal to
the Stated Principal Balance thereof plus accrued interest thereon at the applicable Pass-Through Rate,
any Mortgage Loan respecting which the underlying Mortgaged Property is transferred, or proposed to be’
transferred, under circumstances permitting FNMA to accelerate the maturity of such Mortgage Loan
pursuant to the terms of any “due-on-sale” clause contained therein.
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Certain Matters Regarding FNMA

The Trust Indenture provides that FNMA may not resign from its obligations and duties thereunder,
except upon determination that those duties are no longer permissible under applicable law. No such
resignation will become effective until a successor has assumed FNMA'’s obligations and duties under the
Trust Indenture; provided, however, that no successor will succeed to FNMA’s guaranty obligations
described above, FNMA continuing to be responsible thereunder notwithstanding any termination of its
other duties and responsibilities under the Trust Indenture. In the event that FNMA is unable to fulfill its
continuing guaranty obligations, the Trust Indenture may be modified to provide for monthly distributions
to be made from then available Mortgage Loan payments and other recoveries in a manner similar to
practices and procedures followed in the servicing of whole loans for institutional investors. (TI Section
9.01)

The Trust Indenture also provides that neither FNMA nor any director, officer, employee or agent of
FNMA will be under any liability to the Trust Fund or to Certificateholders for any action taken or for
refraining from the taking of any action in good faith pursuant to such Trust Indenture, or for errors in
judgment; provided, however, that neither FNMA nor any such person will be protected against any
liability which would otherwise be imposed by reason of willful misfeasance, bad faith or gross negligence
or by reason of willful disregard of obligations and duties. '

In addition, the Trust Indenture provides that FNMA is not under any obligation to appear in,
prosecute or defend any legal action which is not incidental to its responsibilities under the Trust Indenture
and which in its opinion may involve it in any expense or liability. FNMA may, however, in its discretion
undertake any such legal action which it may deem necessary or desirable in the interests of the
Certificateholders. In such event, the legal expenses and costs of such action and any liability resulting
therefrom will be expenses, costs and liabilities of FNMA which will not be reimbursable to FNMA out of
the Trust Fund. (TI Section 8.02) .

Any corporation into which FNMA may be merged or consolidated, or any corporation resulting from
any merger, conversion or consolidation to which FNMA is a party, or any corporation succeeding to the
business of FNMA, will be the successor of FNMA under the terms of the Trust Indenture. (TI Section
9.02)

Events of Default

Events of Default under the Trust Indenture will consist of (i) any failure by FNMA to distribute to
Certificateholders any required payment which continues unremedied for 15 days after the giving of
written notice of such failure to FNMA by the Holders of Certificates evidencing Fractional Undivided
Interests aggregating not less than 5% of the related Trust Fund; (ii) any failure by FNMA duly to observe
or perform in any material respect any other of its covenants or agreements in the Trust Indenture which
failure continues unremedied for 60 days after the giving of written notice of such failure to FNMA by the
Holders of Certificates evidencing Fractional Undivided Interests aggregating not less than 25% of the
related Trust Fund; and (iii) certain events of insolvency, readjustment of debt, marshalling of assets and
liabilities or similar proceedings and certain actions by or against FNMA indicating its insolvency,
reorganization or inability to pay its obligations. (TI Section 9.03)

Rights Upon Event of Default

As long as an Event of Default under the Trust Indenture for any Issue remains unremedied, the
Holders of Certificates evidencing Fractional Undivided Interests aggregating not less than 25% of the
related Trust Fund may, in writing, terminate all of the obligations and duties of FNMA as Trustee and in
its corporate capacity under the Trust Indenture in respect of such Issue (other than its guaranty
obligations described above which continue notwithstanding any such termination) and name and
appoint, in writing, a successor to succeed to all such responsibilities, duties and obligations of FNMA
thereunder (other than FNMA’s guaranty obligations) and to the legal title to the Mortgage Loans held in
such Trust Fund. (TI Section 9.03)
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Amendment

The Trust Indenture as it relates to any Issue may be amended by FNMA, without the consent of or
notice to any of the Certificateholders, for one or more of the following purposes: (i) to add to the
covenants of FNMA:; (ii) to evidence the succession of another party or parties to FNMA and the
assumption by such successor or successors of the obligations of FNMA thereunder in its corporate
capacity or in 1ts capacity as Trustee or in both such capacities; (ii1) to eliminate any right reserved to or
conferred upon FNMA in its corporate capacity; (iv) to make provisions for the purpose of curing any
ambiguity or correcting or supplementing any provision in the Trust Indenture or any Issue Supplement,
provided such provisions do not adversely affect the interests of any Certificateholder; or (v) to modify the
Trust Indenture under the circumstances and for the purposes set forth in the final sentence of the first
paragraph under “Certain Matters Regarding FNMA™ above. (TI Section 11.01)

The Trust Indenture as 1t relates to any Issue may also be amended by FNMA with the consent of the
Holders of Certificates evidencing Fractional Undivided Interests aggregating not less than 66% of the
related Trust Fund so as to waive compliance by FNMA with any terms of the Trust Indenture or related
Issue Supplement, or to allow FNMA to ehiminate, change, add to, or modify the terms of the Trust
Indenture or Issue Supplement. However, no such waiver or amendment may, without the consent of all
Certificateholders, terminate or modify the guaranty obligations of FNMA or reduce the percentages of
Certificates the Holders of which are required to consent to any waiver or amendments. In addition, no
waiver or amendment shall, without the consent of each Certificateholider affected thereby, reduce in any
manner the amount of, or delay the timing of, payments received on Morigage Loans which are required
to be distributed on any Certificate. (TI Section 11.02)

List of Certificateholders ,

With respect to each Pool, in the event that Holders of Certificates evidencing Fractional Undivided
Interests aggregating not less than 5% ofthe related Trust Fund notify FNMA in writing that they desire to
communicate with other Certificateholders of that Trust Fund, accompanied by a copy of the proposed
communication, then, within five business days afier receipt of such notification, FNMA will afford access
to such Certificateholders during normal business hours to the most recent list of Certificateholders in such
Pool. (TI Section 12.02)

Termination ] ) _ ;

The Trust Indenture as it relates to each Issue terminates upon the final payment or liquidation of the
last Mortgage Loan remaining in the related Pool and distribution of all proceeds thereof. The Trust
Indenture as it relates to each Issue will terminate also upon repurchase by FNMA, at its option, of all
remaining Mortgage Loans in the related Pool at a price equal to 100% of the Stated Principal Balance
thereof together with one month’s interest thereon at the Pass-Through Rate. (TI Section 10.01) The
exercise of such option will effect early retirement of the Certificates of that Issue, but FNMA’s right to
repurchase is subject to the aggregate principal balance of the Mortgage Loans at the time of repurchase
being less than ten percent { L0%) of the Pool Principal Balance on the Issue Date. In no event, however,
will the trust relating to each Pool as created by the Trust Indenture continue beyond the expiration of 21
years from the death of the last survivor of five persons named in the Trust Indenture. For each Issue,
FNMA will give written notice of termination of the Trust Indenture as it relates to such Issue to each
affected Certificateholder, and the final distribution will be made only upon surrender and cancellation of
the Certificates at an office of FNMA specified in the notice of termination. { TI Section 10.01)

FEDERAL TAX ASPECTS

Taxation of Certificateholders

Rulings effective for Certificates issued on or before June 1, 1983 with respect to Pools consisting
exclusively of Conventional Mortgage Loans have been received from the Internal Revenue Service as to
certain Federal income tax consequences of investments in the Certificates. FNMA is currently seeking to
have these rulings amended by removal of the limitation of the effective period. The firm of Silverstein and
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Mullens, tax counsel to FNMA, has issued its opinion respecting the Federal income tax consequences of
investments in Certificates issued for Pools consisting exclusively of either GEMs or FHA/VA Mortgage
Loans.

Pursuant to the Internal Revenue Service rulings and the opinion of Silverstein and Mullens, a Pool
will not be classified as an association taxable as a corporation, but will be classified as a trust of which the
Certificateholders of the respective Pool are the owners under Subpart E of subchapter J of the Iaternal
Revenue Code of 1954, as amended (the “Code™). Each Certificateholder will be treated as the owner of
a pro rata undivided interest 1n the ordinary income and corpus of the trust attributable to that particular
Pool and will be considered to be the equitable owner of a pro rata undivided interest in each of the
Mortgage Loans included therein.

Accordingly, Certificateholders of a particular series will be required to report on their Federal income
tax returns their pro rata share of the entire income from the Mortgage Loans in that particular Pool,
including interest, prepayment penalties, assumption fees and late payment charges received by the Pool,
plus any amounts paid to the Pool by FNMA as interest under its guaranty. Under section 162 or section
212 of the Code, Certificateholders will be entitled to deduct the servicing fee paid to FNMA. Certificate-
holders using the cash method of accounting must take into account their pro rata share of income and
deductions as and when collected or paid. Certficateholders using the accrual method of accounting must
take into account their pro rata share of income and deductions as they become due.

Certificateholders must report their ratable share of the discount income realized on the purchase of
each of the Mortgage Loans as ordinary income, consistent with their methods of accounting. The special
rules of section 1232 of the Code will be applicable to the Certificateholders’ proportionate share of the
discounts on any Mortgage Loans in the Pool that are obligations of corporations, or of governments or
their political subdivisions, if, and to the extent that, the other conditions for the application of that section
are met. With respect to any undivided interest in a Mortgage Loan purchased at a premium, the
Certificateholder will be entitled to a deduction for amortization under the special rules of section 171 of
the Code. Certificateholders are advised to consult with their tax advisors as to whether premium or
discount results either from the initial acquisition of Certificates or thereafter, including premium and
discount resulting from purchase of the Mortgage Loans or from market purchases and sales of
Certificates, and the effect, if any, of such premium or discount upon any secondary market for Certificates.
Certificateholders may be required to report annuaily as ordinary income their pro rata share of any such
discount but may not be permitted to deduct annually their pro rata share of any such premium. Such
premium may be deductible only upon sale or final distribution in respect of the Centificates, and then only
as a short- or long-term capital loss, depending upon how long the Certificates have been held.

With respect to Pools consisting exclusively of Conventional Mortgage Loans, the Internal Revenue
Service has also ruled, effective for Certificates issued on or before June 1, 1983, as follows:

1. A Certificate owned by a “domestic building and loan association” within the meaning of
section 7701{a)(19) of the Code is considered as representing *“loans secured by an interest in real
property” within the meaning of section 7701(a)( 19)(C)(v) of the Code, provided the real property
is (or, from the proceeds of the loan, will become) the type of real property described in that section
of the Code.

2. A Certificate owned by a thrift institution described in section 593(a) of the Code is
clt:ns(i:di;ed as representing “qualifying real property loans” within the meaning of section 593(d) of
the Code.

3. A real estate investment trust that owns a Certificate is considered as owning a “real estate
asset” within the meaning of section 856(c)(5)(A) of the Code, and interest income wili be
considered “interest on obligations secured by mortgages on real property” within the meaning of
section 856(c)(3)(B) of the Code.

4. A Certificate owned by a “domestic building and loan association” within the meaning of
section 7701(a)( 19) of the Code is considered as representing “qualifying real property loans” within
the meaning of section 593(d) of the Code, provided the real property underlying the mortgages is
(or, from the proceeds of the loan, will become) the type of real property described in that section of
the Code.
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Silverstein and Mullens have reached the identical conclusions with respect to Pools consisting
exclusively of either GEMs or FHA/VA Mortgage Loans.

FNMA will furnish to each Ceruficateholder with each distribution a statement setting forth the
amount of such distribution allocable to principal and to interest. In addition, FNMA will furnish, within a
reasonable time after the end of each calendar year, to each Certificateholder at any time during such year
information necessary to enable the Certificateholder to prepare its tax return. Certificateholders residing
in states or localities which impose intangible property or income taxes are advised to consult their own tax
advisors as to the status of the Certificates and the income thereon.

Withholding

Under section 301 of the Tax Equity and Fiscal Responsibility Act of 1982, P L. 97-248, Congress
required certain statutorily designated payors of interest to withhold ten percent of the amount of such
interest distributed to nonexempt recipients, commencing with distributions of interest made or credited on
or after July 1, 1983 (regardless of when the investment was made). FNMA will deduct and withhold
from each payment made or credited to a nonexempt Certificateholder an amount equal to ten percent of
the interest component of such payment.

LEGAL OPINION

Any purchaser of Certificates will be' furnished upon request an opinion by Caryl S. Bernstein, Esq.,
Executive Vice President, General Counsel and Secretary of FNMA, as to the validity of the Certificates,
the Trust Indenture and the relevant Issue Supplement.

ERISA CONSIDERATIONS

On May 13, 1982, the Department of Labor 1ssued a final regutation (29 C.F.R. § 2550.401b-1),
effective June 17, 1982, which provides that m the case where an employee benefit plan (“plan”) subject
to the Employee Retirement Income Security Act of 1974 (“ERISA™) acquires a ‘“guaranteed govern-
mental mortgage pool certificate” then, for purposes of the fiduciary responsibility provisions of ERISA
and the prohibited transaction provisions of the Internal Revenue Code of 1954, as amended (the
“Code”), the plan’s assets include the certificate and all of its rights with respect to such certificate under
applicable law, but do not, solely by reason of the plan’s holding of such certificate, include any of the
mortgages underlying such certificate. Under the regulation, the term “guaranteed governmental
mortgage pool certificate” is specifically defined to include a mortgage pool certificate with respect to
which interest and principal payable pursuant to the certificate are guaranteed by FNMA. The effect of
such regulation is to make clear that the sponsor (that is, the entity which organizes and services the pool,
in this case FNMA), the trustee, and other persons providing services with respect to the morigages in the
pool would not be subject to the fiduciary responsibility provisions of Title I of ERISA nor be engaged in a
prohibited transaction under Section 4975 of the Code, merely by reason of the plan’s investment in a
certificate. FNMA has been advised by its counsel, Brown, Wood, Ivey, Mitchell & Petty that, on the basis
of the final regulation and class exemptions previously issued by the Department of Labor, the acquisition
and holdings of the Certificates by plans are not prohibited either by ERISA or the Code.
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FNMA

FNMA is a federally chartered and privately owned corporation organized and existing under the
Federal National Mortgage Association Charter Act (12 US.C. §1716 e seq.) (the “Charter Act”). It is
the nation’s largest supplier of residential mortgage funds, with a portfolio of more than $69.7 billion/of
mortgage loans as of December 31, 1982. FNMA was originally established in 1938 as a United States
government agency to provide supplemental liquidity to the mortgage market and was transformed into a
stockholder-owned and privately managed corporation by legislation enacted in 1968. /

FNMA provides funds to the mortgage market primarily by purchasing home mortgage loans from
local lenders, thereby replenishing their funds for additional lending. FNMA acquires funds to purchase
home mortgage loans from many capital market investors that may not ordinarily invest in mortgages,
thereby expanding the total amount of funds available for housing. Operating nanonwide, FNMA helps
to redistribute mortgage funds from capital-surplus to capital-short areas. J

Although the Secretary of the Treasury of the United States has discretionary authority to lend

FNMA up to $2.25 billion outstanding at any time, neither the United States nor any agency thereof is
obligated to finance FNMA’s operations or to assist FNMA in any other manner.

The principal office of FNMA is located at 3900 Wisconsin Avenue, N.W., Washington, D.C. 20016,
and there are five regional offices located in Atlanta, Georgia; Chicago, Illinois; Dallas, Texas; Los
Angeles, California; and Philadelphia, Pennsylvania. FNMA also maintains a fiscal office at 100 Wwall
Street, New York, New York 10005.

Copies of FNMA's annual report and quarterly financial statements, as well as other financial
information, are available from John Meehan, Senior Vice President—Finance and Treasurer, 100 Wall
Street, New York, New York 10005 (Telephone: 212-425-9002) or Paul Paquin, Director of Investor
Relations, FNMA, 3900 Wisconsin Avenue, N.W., Washington, D.C. 20016 ( Telephone: 202-537-7113}).
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CAPITALIZATION

The following table sets forth the capitalization of FNMA as of December 31, 1982.

Average
| Average Annual
“,I Maturity Cost Qutstanding
. (Dolinrs in
i thousands)
: Bonds, Notes and Debentures( ! )
! Due within one year
E' Short-term notes, net of unamortized discount .........co.ee- Smos. 10.48% $11,334,009
f DDEDEITUTES . evverersrssesesescssesss st sssesssessess 6mos. 11.16% 14,433,975
j e e L D 4mos. 8.47% 12,592
o R N ey S —— 25,780,576
]
i Due after one year
| D EDEMIULES «..ovvvrerenscossnesssassrsssssmssssassessassmsmsrmpnassasssssasessss 3yrs. 2 mos. 11.76% 41,824,435
| Mortgage-backed BONdS .. rrverrcrmsmsmmmmisesssamissssremiseees 7yrs. 1mo. 8.359% 464,062
' Capital debentures, net of unamortized discount ........ yrs. 2mos. 1036% 1,509,334
Convertible capital dEbENtULES .o.vrwerresrarssnsimrasemeses 13yrs. 9mos. 4.43% 35,231
| Total due AftEr ONE YEAT w.verrnrsasrmarmtarmssessssasssyesases 43,833,062
i Total Bonds, Notes and Debentures.....couuveaeseceneees $69,613,638
L
(‘ ‘, Total Stockholders’ BQUILY .....cccmrmmmmsessumsersissssorsssseesmssimmssssssssees $ 1,203,329
o
|
\ ! (1) Al of the above outstanding short-term and long-term debt was issued under Section 304(b) of

the Charter Act except the subordinated capital debentures and convertible capital debentures which were
issued under Section 304(e) and the mortgage-backed bonds which were issued under Section 304(4d).
See “Corporate Indebtedness” for a description of certain limitations applicable to indebtedness issued by

FNMA.
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SELECTED FINANCIAL DATA

The following selected financial data for the years 1978 through 1982 ( which data are not covered by
the report of independent certified public accountants) have been summarnzed or denved from the audited
financial statements.

Condensed Statements of Operations (1)
(Dollars in millions, except per share amounts)

For The Year Ended December 31,
s 1 s s 1w

Interest Margin..... couveeees e 8§ 369 08 322 8 2 $ (463) § (506)
Commitment, guaranty. and other fees 106 60 68 125 301
Gain (loss) on sales of morigages. e e ere e - {2) — — 44
OLher EXPEMSES uvuuivrnnnsss are soree sessrssmaasarsse sasossussizassosss (75) (81) (63) (22) (96}
Income (loss) before Federal income

taxes and extraordinary eM ... coormemins coreseens . 400 299 26 (360) (257)
Provision for Federal Income taxes........cooeemeveanare o 191 137 12 (170) (123)
Income (loss) before extraordinary Hem ... ..ooeveeeres 209 162 i4 (190) (134)
Extraordmary iem: gain on early retirement of

debt(3) ... tveures sasese svaeten o sevesEEEEITTTTAeeebarsaraseses — —_ — — 29

Net 1nCOME (1085 ) evrs ceocrerers suammmemrssonsass sasseasssssnarasass § 200 $ 162 § 14§ (1%0) $ (105)

Earnings (loss) per share:
Before extraordinary 1tem:

PrMATY coeovevremneseners serememssrrssiorss somsssssaressesss $ 381 $ 281 $ 24 $ (3.22) §(2.20)
Fully diluted ....... cooreereessnscmsinmssissssassissens 347 . 2.68 23 (3.22) (2.20)
Net:
PrMATY ccuevveeeaes sotoressmmsissassssersesassessins sszsesas 381 , 28! 24 (3.22) (1.72)
Fully diluted.......oercissimniamimsissennisiass 347 2.68 23 (3.22) (1.72)
Cash dividends per share ... coevrvciins wes voeeniins o v 1.15 1.28 1.12° 40 16
Condensed Balance Sheets (1)
¢Dollars in millions)
At December 31,
s 19 1m0 158 19B2
Assets
Mortgage pOrtfolio, Nt ..o evivirimmiremsnrssisseasins $42,010 $49,655 $55,742 $59,846 $69,714
OMREE ASSELS cevveveeresessrrrrrsrmssaresns sesmsammbesssionasanensas =« wan 1,355 1,424 2,426 2,052 3,753
TOLAL ASSELS «vuveemirinesiseerresisasnemsaresnanasanssseasenss $43,365 $51,079 $58,168 $61,898 $73,467
Liabilities
Bonds, notes and debentures:
Due Within ONE YEAr. cccecrirrmmssrssrcssasrsemasssassnnas $ 9,018 $13,087 $15,542 $17,365 $25,781
DUuE BftEr ONE YEAT .oeererrrranermssesesrssssrnsss sustsanas van 31,826 35,116 39,338 41,186 43,833
Other HabilItes. .. ..ccorveereermcmsssmrmeranenensasnsbssasremssssase 1,159 1,375 1,831 2,104 2,650
Total labIlItIEs. .....ccomreremssecrsmsnserrasrasssesesonsnas 42,003 49,578 56,711 60,655 72,264
S10CKhOIAETS’ EQUILY coecuumiairrmmeeesiasersimstsersarmsersennisins 1,362 1,501 1,457 1,243 1,203
Total liabilites and stockholders’ equity w..cccvecoceenen- $43,365 $51,079 $58.168 $61,898 $73,467
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Condensed Statements of Changes in Financial Position

(Dollars in millions)
Year Ended
December 31,
1981(2) 1982
Funds Provided
OPETALIONS ...vvvevereessssssssossssssssrosesesssoseomsst 1o RSS2 AR SRS $(218) $ (137)
Extraordinary gain(3) — —_—
Proceeds from issuance of debentures and BONAS. ... riisssnnsssersrssssassnimsimsn s 10,236 20,743
Increase in short-term notes reeemeenanesameesaresaens 714 2,343
Mortgage repayments, less diSCOUNt AMOMZE ....ovremrrrmmicsisrimmssimnsssssmesinrssssssrsss 1,283 1,514
Sales of mortgages, exctuding gains and l085es.........oiccsimmmsrerinrm s 9 2,071
Net increase 1n stockholders’ equity resulting from debt exchange and debenture
COMVETSIONS. -eevererarerrrssse ssssrsrsasasassassaessrsnsarsss rrensibisesaereresaseneeteatrasant —_ 104
OLNET JLEIMS +.oovverversesemsecsssssesrassses sbusebemsssaeseratarssast s e s b e PRSI ba A Pt s b bR s 002 (46) 233
Total funds Provided .- i e e 11,978 26,871
Funds Applied
Debentures and DONAS FEUTEH ..o iirmremseonmessmreress s ssennrissssens isssssnsssms s st sissass seos 7,266 12,044
Mortgage purchases including refinancings, less discount......... . . 5,904 14,047
MOFtAge MEANANCINGS . ....ovueoerrmsserrrssssrsssmssmsstsersssisssssssaassssanne s {631) (617)
DHIVIAENAS PAIA 1.vroeeeereersisssermsssssrsssssssarssssssosssssssass. Shasssseossssstmses s amr a0 24 10
Total funds applied......cwccoerererrsnenncnnnnne poessteresene st e ek r bR SR s 12,563 25,484
Increase ( decrease ) 1n cash and short-term INVESMENLS .........ccvvemrmmmsrerssmsrmsirasssam e (585} 1,387
Beginning balance, cash and short-term INVESIMIEALS cuvvvevvinens severmsrceerersassanans 1,651 1,066
Ending balance, cash and short-term Investments. ... rrrmsierseees . . ..  $1,066 $ 2,453

(1) Data for 1982 have been reclassified and data for years 1978 through 1981 have been conformed
to achieve comparability.

(2) Results for the year ended December 31, 1981 include a $42.0 million reduction in the allowance
for loan losses effected in the second quarter. There was also a decrease in the rate of providing for losses
on conventional loans which resulted in a reduction in the loss provision of $8.3 million during the last
three quarters of 1981. Exclusive of these reductions, the 1981 loss would have been $217.0 million or
$3.67 per share.

(3) In September 1982, FNMA entered into a nontaxable transaction which resulted in the issuance
of 6.3 million shares of its common stock in exchange for $101 million of its long-term debentures, which
were retired. This transaction has no funds effect.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL RESULTS

ANNUAL PERIOD

General

During the 1970s, FNMA served the housing industry by raising funds in the private capital markets
and purchasing FHA/VA and conventional fixed rate loans for its portfolio, primarily from morigage
banks. Although the average maturity of the debt portfolio was much shorter than the average life of the
mortgage portfolic, the combined effect of a relatively stable interest rate environment and FNMA’s
ability to borrow funds at favorable rates allowed FNMA to establish a record of increasing profitability.

By 1979, the economic environment in which FNMA had done business for over a decade was
changing. Interest rates, particularly short-term rates, started to rise, reaching unprecedented levels in
1980, and again in 1981. Bond equivalent yields on twelve-month Treasury bills reached yearly highs of
15.94 percent 1n March 1980 and 16.58 percent in September 198); the average annual bond equivalent
yield for 1980 and 1981 was 12.05 percent and 14.84 perceat, respectively. FNMA'’s average borrowing
costs for new funds increased from 10.72 percent in 1979 to 13.37 percent in 1980, then rose to 16.22
percent in 1981. Given the mismatch of the corporation’s assets and liabilities, the gradual increase in net
yield on the mortgage portfolio resulting from new mortgage purchases could not keep pace with the need
to refinance large amounts of debt at sharply higher borrowing costs. Consequently, the mortgage
portfolio produced a negative interest margin of $462.9 million in 1981.

It became clear that the methods by which profitability had been achieved in the past were not suited
to the primary and secondary housing markets of the 1980s. Beginning in the second half of 1981 a new
management team implemented a wide range of strategic and operating changes, which were designed to
allow FNMA to take a more active role in the secondary market and to reduce its exposure to interest rate
fluctuations. To reduce its interest rate exposure, FNMA developed mortgage-backed securities and
diversified the types of mortgages it purchases by creating a secondary market for adjustable rate, builder
buydown and second mortgages. FNMA sought to offset the effect of its large portfolio of low yielding
mortgages by introducing its Resale/Refinance Program and increasing commitment fees, especially for
optional and standby commitments. New channels were opened for acquiring mortgages, such as the
negotiated, mandatory delivery, participation and market rate standby commitment programs, while
optional delivery fixed rate commitments were significantly reduced. In addition, the corporation
streamlined the administrative procedures by which it conducts business with lenders and launched an
aggressive marketing program to attract new customers. FNMA also successfuily sought legislation that
removed constraints on its ability to issue subordinated debentures; authorized it to add to its equity by
issuing preferred stock; and gave it a status for Federal income tax purposes more comparable to that of
other financial institutions.

This discussion and analysis illustrates the effect of these strategic and operating changes to date on
the corporation’s sources of revenues, mortgage portfolio and financing activities. These activities have

begun to reduce the corporation’s exposure to interest rate fluctuations, although the fixed rate portfolio
still leaves the corporation sensitive to sharp increases in interest rates.

Results of Operations

FNMA incurred a net loss of $104.9 mullion in 1982 ($133.8 million excluding the extraordinary gain
from the debt/equity exchange in September), compared with a net loss of $190.4 million in 1981 ($217.0
million excluding the effect of a reduction in the provision and allowance for conventional loan Josses).
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In 1980, the corporation’s net income was $14.2 million. The per share net loss in 1982 was $1.72 ($2.20
before extraordinary gain from the debt/equity exchange ), compared with the 1981 per share loss of $3.22
($3.67 before reduction of the conventional loan loss reserve ) and the 1980 per share income of 23 cents.

Overall portfolio performance is measured by the spread between net yield on the mortgage portfolio
and average borrowing costs. During December 1982, the average spread was a negative .70 percent,
compared with a negative 1.60 percent and a negative .67 percent during December of 1981 and 1980,
respectively. In the first seven months of 1982, the spread ranged between a negative 1.44 percent for
January and a negative 1.54 percent for July. Thereafter it improved steadily each month through
December, due to declining borrowing costs and monthly increases in the net yield on the mortgage
portfolio. See “FNMA’s Spread on Its Mortgage Portfolio.”

Interest earned on marketable securities was $232.1 million in 1982, compared with $140.0 million
and $121.5 million for 1981 and 1980, respectively, reflecting the increased liquidity position maintained
during 1982 compared with the prior two years. Despite the improvements in the negative spread and
income from marketable securities for 1982, the negative interest margin increased from $462.9 million in
1981 to $506.5 million in 1982.

Average debt costs rose from 11.32 percent for January 1982 to 11.87 percent for July, then dropped
48 basis points over five months to 11.39 percent for December as FNMA took advantage of declining
Interest rates to issue significant volumes of lower cost debt. Asa result of an aggressive purchase policy in
1982, the corporation acquired a large volume of higher yielding mortgages and raised the net yield on the
mortgage portfolio 87 basis points from an average 9.82 percent during December 1981 to 10.69 percent
for December 1982. In 1980, December’s net mortgage yield was 9.20 percent.

Other major sources of revenue are mortgage purchase commitment fees, mortgage-backed secunty
guaranty fees, and gains on sales of mortgages. Commitment fees increased significantly in 1982 to
$263.9 million; of this amount, 64 percent or $170.1 million was received in conjunction with negotiated
iransactions, an approach to mortgage purchases that FNMA started late in 1981. Guaranty fees from
mortgage-backed securities outstanding totaled $16.1 million in 1982, which was the first full year of this
program. FNMA expects guaranty fees to develop into a stable source of significant revenue in future
periods as the volume of outstanding mortgage-backed securities increases. These revenues will help
reduce the volatility of FNMA carnings. Finally, gains on sales of mortgages added $44.4 million in
revenue for 1982, compared with $152 thousand and $42 thousand in 1981 and 1980, respectively. Sales
activity will continue to play an important role in attaining FNMA’s corporate objectives to produce a

better asset/debt maturity match and to increase market liquidity for mortgage-backed securities.

In 1982, cash dividends were $.16 per share, compared with per share cash dividends of $.40 and
$1.12 in 1981 and 1980, respectively.

The Mortgage Portfolio

During 1982, as mentioned above, FNMA sought to improve mortgage portfolio performance
through purchasing large volumes of higher yielding mortgages and expanding its mortgage market to
include adjustable rate, builder buydown and second mortgages. The corporation’s objectives are to
reduce vulnerability to interest rate fluctuations and to improve the spread on its mortgage portfolio,
striking a balance between earnings and reduced refinancing risk.

A total of $22.1 billion of mortgage purchase commitments were issued in 1982 compared with $9.5
billion and $8.1 billion issued during 1981 and 1980, respectively. In 1982, negotiated transactions
supplanted the auction process as the primary channel for issuing commitments, accounting for 62 percent
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of all commitments. Commitments issued for adjustable rate mortgages accounted for 27 percent of total
commitment volume 1n 1982, the first full year in which FNMA purchased adjustable rate mortgages. As
of December 31, 1982, outstanding commitments totaled $7.6 billion, compared with $3.7 ballion and $3.3
billion at year-end 1981 and 1980, respectively.

FNMA purchased a total of $15.1 billion of mortgages in 1982 at an average net yield of 15.00
percent, compared with $6.1 billion at an average net yield of 15.38 percent in 1981 and $8.1 billion at an
average net yield of 12.27 percent in 1980. The spread between the net purchase yield and the cost of debt
issued in 1982 increased to 218 basis points, compared with 2 negative 84 basis points in 1981 and a
negative 111 basis points in 1980. On December 31, 1982, the net mortgage portfolio was $69.7 billion,
compared with $59.8 biilion and $55.7 billion on December 31, 1981 and 1980, respectively.

In 1982, the composition of mortgages purchased shifted substantially from pnor years. Whereas in
1980 and 1981, fixed rate 30-year first mortgages accounted for 100 percent and 95 percent of purchases,
respectively, 1n 1982 they accounted for only 69 percent. Adjustable rate and second mortgages were 21
percent and 10 percent, respectively, of 1982°s $15.1 billion purchase volume. These new types of
mortgages will play a major role in reducing the corporation’s future exposure to changes in interest rates.

Mortgage repayment actwvity exhibited little change dunng 1982. Principal repayments provide a
source of funds for new mortgage purchases, and, when older lower yielding loans are prepaid, allow the
net yield on portfolio to rise. In 1980, principal repayments totaled $1.6 bilhon. In 1981, they declined to
$1.1 billion, then in 1982 increased slightly to $1.2 billion. Management believes that the rapid rise in
interest rates during the period under review together with reduced housing market activity significantly
slowed the payoff of existing mortgages. In addition, the assumable feature of government-backed
mortgages and the existence of laws in some states prohibiting enforcement of conventional mortgage
«due-on-sale” clauses contributed to abnormally low payoff activity. The passage of the “Garn-St Germain
Depository Institutions Act of 1982” allows lenders to enforce conventional mortgage *“due-on-sale”
clauses in most states after October 15, 1982. See “Maturity,and Prepayment Assumptions.”

Financing Activities '

Despite its losses and negative spread, FNMA continued to enjoy access to private capital markets at
relatively favorable rates. For example, average short-term borrowing rates on new issues for FNMA in
1982 ranged from a high of 14.82 percent for February to 9.31 percent for December. Bond equivalent
yields on Treasury bills of comparable maturities were 14.14 percent in February and 8.62 percent in
December. In 1982, FNMA raised a total of $55.0 billion of debt at an average cost of 12.82 percent
compared with $40.4 billion at 16.22 percent in 1981 and $29.2 billion at 13.37 percent in 1980. As a result
of the improvement in interest rates, the average cost of debt issued dropped from 14.50 percent in the first
half of 1982 to 11.43 percent in the second half. The average maturity of the debt portfolio declined from 2
years, 7 months on December 31, 1981 to 2 years, 3 months at the end of December 1982. At year-end
1980, the average maturity was 2 years, 11 months.

The major reason for FNMA's financial difficulty during the period under review was the mismatch in
the maturity structures of the mortgage and debt portfolios. With the average maturity of the debt
portfolio significantly less than the average life of the mortgage portfolio, the average cost of debt is far
more sensitive to interest rate changes than the net yield on the mortgage portfolio. Since 1980, it has been
necessary to replace a large portion of the debt portfolio with sharply higher cost and shorter-term debt. At
the beginning of 1980 the average cost of debt was 8.81 percent and the average maturity was 3 years, 3
months. By the end of 1982, 54 percent of this debt had been replaced, contributing to an increase in the
cost of debt to 11.38 percent and a decrease in matunty to 2 years, 3 months.

FNMA’s basic financing strategy during this period was to rely on shorter-term borrowings as it
waited for a sustained break 1n long-term interest rates before actively seeking to lengthen debt maturities
and thereby reduce the mismatch between assets and liabilities. In the fourth quarter of 1982, the
corporation issued $1.0 billion of debentures with maturities of 7 years or more. FNMA last soid
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sigmficant amounts of debt in this maturity range in the first half of 1980. In the first half of 1982, $10.0
billion of debentures with an average matunty of 2 years, 6 months were issued, compared with $10.8
pillion with an average maturity of 3 years, 7 months in the second half. The average maturity of
debentures issued in 1982 was 3 years, compared with 3 years, 7 months and 4 years, for debentures issued
in 1981 and 1980, respectively.

In September 1982, FNMA exchanged 6.3 million shares of its common stock for approximately
$100.6 million of its debentures which were retired, thereby increasing the total number of shares
outstanding to 65.4 million. The exchange of stock for debt enhanced FNMA’s capital position, thereby
supporting the cOrporation’s aggressive mortgage purchase program.

Mortgage-Backed Securities

In 1982, FNMA issued a total of $14.0 billion in guaranteed mortgage-backed securities (“MBS™),
which represented approximately 27% of new 1ssues in the national MBS market. FNMA thus ceased to be
solely a portfolio investor. The corporation believes the outlook for growth of MBS issues and attendant
guaranty fees is positive. Institutional investors and pension funds are expected to continue to be important
sources of demand for MBS issues since they have expressed interest in investing in housing by acquiring
this type of securny.

FNMA’S SPREAD ON ITS MORTGAGE PORTFOLIO

FNMA’s profitability depends primarily on the difference, or “spread,” between the return it receives
on its mortgage portfolio and the cost of money it borrows to finance that portfolio. The following table
sets forth the spread on the portfolio during the periods indicated.

Average Cost of
Net Outstanding Indebtedness®
e
Portfolio Average Short- Bonds
at Effective term and Aggre-
For the Month Month-End Yield* Notes Debentures gate Spread
(In millions)
December 1978 $42,010 8 38% 9.10% 7.86% 1.99% .39%
December 1979 49,655 8.74 11.90 8.29 8.72 02
December 1980 55,742 9.20 13.93 9.29 9.87 { 67
December 1981 59,846 9.82 16.10 10.63 11.42 (1.60)
1982
January 60,158 9.88 15.07 10.76 11.32 (1.44)
February 60,552 9.92 14.65 10.95 11.37 (1.45)
March 60,991 9.97 14.43 11.10 11.41 (1.44)
April 61,573 10.04 14.52 11.19 11.56 (1.52)
May 62,383 10.12 14.46 1129 11.65 (1.53)
June 63,391 10.23 14.31 11.43 11.72 (1.49)
July 64,470 10.33 14.21 11.58 11.87 {1.54)
August 65,989 10.47 13.35 11.60 11.84 (1.37)
September 66,987 10.58 12.59 11.62 11.75 (1.17)
October 67,264 10.65 11.92 11.64 11.65 (1.00)
November 68,142 10.65 11.48 11.59 11.52 {.87)
December 69,714 10.69 10.85 11.55 11.39 (.70

* Average effective yield on portfoho 18 calculated for the month shown and converted to an annual mierest raic using, as the
pumerator, the iterest income plus the amortized discount less servicing fees and, as the denomunator, the average outstanding
unpaid principal balance of the mortgage portfolio less upamortized discount. Sumilarly, the average cost of boads and debentures
and aggregate indebtedness 1s calculated using actual expense and the average outstanding applicable indebtedness during the
month, The average cost of short-term indebtedness 1s the average ongnal 1ssue cost computed on a 365-day basis.
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Approximately §13.4 billion principal amount of bonds and debentures (original term of one year or
longer) mature during the twelve months following December 31, 1982.

Principal Weighted

Maturity Date Amount Average Cost
(In millions }

1983
February 10 $ 450 17.25%
March 10 1,300 8.74
April 11 1,397 9.16
May 10 1,550 15.22
June 10 800 7.51
July 11 1,000 10.91
August 10 1,000 9.76
September 12 950 8.09
October 10 1,000 9.30
November 10 1,500 15.09
November 29 385 9.54
December 12 600 8.24
Other 1,515 12.81

Any near-term improvement in the spread on the mortgage portfolio must result from FNMA’s ability
to refinance maturing borrowings at lower rates and to continue to increase the yield on its morigage

portfolio.

Since FNMA’s mortgage portiolio aggregated $69.7 billion at December 31, 1982, and its
stockholders’ equity was approximately $1.2 billion at that date, an improvement in FNMA'’s spread over
the next several quarters 1s an important element in increasing its equity base.

RECENT DEVELOPMENTS

The “Garn-St Germain Depository Institutions Act of 1982" was passed by Congress and signed into
Jaw on October 15, 1982. Ths legislation authorizes FNMA to issue preferred stock and removes the
statutory restriction that limited FNMA’s outstanding subordinated debentures to twice the sum of (i) the
capital of FNMA represented by the outstanding common stock and (ii) its surplus and undistributed
earnings. This legislation also pre-empts certain state statutory and case law prohibiting enforcement of
“Jue-on-sale” clauses. See “Maturity and Prepayment Assumptions” and “New Mortgage Purchase
Policies.”

The Department of Housing and Urban Development (“HUD”) has amended its regulations to
permit it to increase the federally regulated ceiling on FNMA’s debt to capital ratio without formal
rulemaking proceedings. On December 22, 1982, the Secretary of HUD approved an increase in FNMA’s
maximum debt to capital ratio from 25:1 to 30:1.
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HISTORY AND BUSINESS

FNMA was incorporated on February 10, 1938 pursuant to Title IiI of the National Housing Act.
FNMA was then a wholly owned government corporation that borrowed operating funds almost entirely
from the Umted States Treasury. Its business primarily consisted of the purchase and resale of mortgages
insured by the FHA and, since 1948, mortgages guaranteed by the VA, for the purpose of establishing and
maintaining a secondary market for such mortgages. Title 111 was revised on August 2, 1954 and called the
Federal Nauonal Mortgage Association Charter Act. Under the new Charter Act, FNMA became a mixed-
ownership corporate instrumentality of the United States. In connection with its secondary market

operations, FNMA issued non-voting commeon stock to the institutions from which it purchased mortgages.

From 1950 to 1965, FNMA was a constituent agency of the Housing and Home Finance Agency and,
from November 9, 1965 to September 1, 1968, FNMA operated in HUD. The Charter Act, as in effect
prior to September 1, 1968, empowered FNMA to (1) conduct secondary market operations in FHA-
wnsured and VA-guaranteed home mortgages consisting of purchases and sales of such mortgages
(*Secondary Market Operations”), (2) perform special assistance functions in the purchase of mortgages
as authorized by the President of the United States or by the Congress to assist in financing home
mortgages In 10stances where established home financing facilites were inadequate (“Special Assistance
Functions”) and (3) manage and liquidate certain mortgages (“Management and Liquidating Func-

tions™).

Pursuant to amendments to the Charter Act enacted in the Housing and Urban Development Act of
1968 (the “1968 Act”), FNMA was, as of September 1, 1968, partitioned into two separate and distinct
corporations. One, Government National Mortgage Association (“GNMA”),isa wholly owned corporate
instrumentality of the United States within the Department of HUD. GNMA retained all of the assets and
liabilities acquired and incurred under the Special Assistance Functions and Management and Liquidating

Funcuons carried on by the predecessor corporation prior t0 the effective date of the 1968 Act.

The second, FNMA, now constituted as a federally chartered corporation, retained the assets and
Jiabilities related to the Secondary Market Operations prior to the effective date of the 1968 Act. The 1968
Act changed each share of outstanding non-voting common stock of FNMA, par value $100 per share, into
one share of voting common stock without par value and authorized FNMA to issue its common stock to
the public. The 1968 Act also provided for a transitional period for FNMA’s stockholders to assume
control of the corporauon, and all preferred stock theretofore held by the Secretary of the Treasury was
retired as of September 30, 1968. Accordingly, the entire equity interest in FNMA became, and is now,

publicly owned.

Government Supervision

Although the 1968 Act eliminated all federal ownership interest in FNMA, it did not terminate the
significant government regulation of the corporation. Under the Charter Act, approval of the Secretaries of
the Treasury and HUD is required for FNMA's issuance of its obligations; however, the Secretary of HUD
has delegated the authority to approve the issuance of FNMA debt instruments t0 the Secretary of the
Treasury. The Secretaries of both the Treasury and HUD have approved the issuance and guaranty by
FNMA of the Certificates described herein and in the Prospectus Supplement.

With regard to FNMA's issuance of debt instruments, the Charter Act specifically provides that the
aggregate amount of the corporation’s general obligations (under Section 304( b)) shall not exceed, at any
one time, fifteen times the sum of capital, capital surplus, general surplus, reserves and undistributed
earnings of FNMA unless a greater ratio 1s fixed by the Secretary of HUD. The Secretary of HUD has
increased this ratio to thirty to one. Regulations adopted by HUD provide that, in the event of a reduction
in the capital of FNMA, FNMA’s debt to capital ratio will automatically increase to such figure as is
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necessary to include all obhgations outstanding pursuant to Section 304(b) of the Charter Act. The
Certificates descnibed herein and in the Prospectus Supplement are authorized by Section 304(d) of the
Charter Act, and, as such, are not subject to any Charter Act limitations as to the maximum amount which
may be issued or outstanding at any time.

In addition to specific enumerated powers, including those described above, the Secretary of HUD 1s
granted general regulatory power over FNMA under Section 309(h) of the Charter Act with authority to
promulgate rules and regulations to carry out the purposes of the Charter Act. The Secretary also may
require, pursuant to said Section 309(h), that a reasonable portion of FNMA’s mortgage purchases be
related to the national goal of providing adequate housing for low- and moderate-income families, but
with a reasonable economic return to FNMA.

The Charter Act also gives the Secretary of HUD the authority to audit the books and examine the
records of FNMA, but this authority has not been exercised.

Although ten members of FNMA’s fifteen member Board of Directors are elected by the holders of
ENMA common stock, the remaining five members are appointed by the President of the United States.
One such appointed director 1s required to be from each of the home building, mortgage lending, and real
estate idustries. Any member of the Board of Directors, including a member elected by stockholders, may
be removed by the President of the United States for good cause.

In addition to placing FNMA under significant federal supervision, the Charter Act also grants to
FNMA certain prnivileges and immunities that it would not otherwise enjoy. For instance, securities issued
by FNMA are deemed to be “exempt securities” under laws administered by the Secunties and Exchange
Commission to the same extent as securities that are obligations of, or guaranteed as to principal and
interest by, the United States. Accordingly, no registration statement or other document with respect to the
Certificates offered hereby and by the Prospectus Supplement has been filed with the Secunties and
Exchange Commission.

As described in “Corporate Indebtedness,” the oorporatiox'l has the authority to borrow up to $2.25
billion from the Secretary of the Treasury. Any such borrowigg would be within the Secretary’s discretion
and FNMA has not used this facility since 1ts transition from government control.

FNMA is exempt from all taxation by any state or by any county, municipality or local taxing
authonty except for real property taxes. ENMA is not exempt from payment of federal corporate income
taxes. Also, FNMA may conduct its business without regard to any qualification or similar statute in any
state of the United States, including the District of Columbia, the Commonwealth of Puerto Rico and the
territories and possessions of the United States.

MORTGAGE PORTFOLIO

General

The principal activity of FNMA consists of the purchase of mortgages, primarily on residential
properties, meeting certain eligibility requirements established by statute and by FNMA. Substantially all
of such purchases are made by FNMA pursuant to forward purchase commitments issued by FNMA.
Under such commitments, FNMA agrees in advance to purchase a specified dollar amount of loans at an
agreed price. See “Mortgage Portfolio—Commitments” below.

Prior to 1972, all mortgages purchased were insured or guaranteed by the federal government, but
since February 1972, under authority granted by the Emergency Home Finance Act of 1970, FNMA has
also purchased mortgages which are not federally insured or guaranteed (so-called “conventional
mortgages”). See “Mortgage Portfolio—Mortgage Purchase Activity” below.
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Commitments

FNMA'’s mortgage loan purchases are based on its issuance of commitments by which FNMA agrees
in advance to purchase a specified dollar amount of loans. Lenders pay fees, generally one-half of one
percent to five percent, for these commitments depending on market conditions, the type of mortgage loan,
and the length and characteristics of the commitment. '

FNMA offers both optional and mandatory delivery commitments. Under optional delivery com-
mitments, the actual sale of mortgages to FNMA is at the discretion of the lender. If interest rates move
upward, lenders holding this type of commitment generally deliver newly closed loans to FNMA; when
rates move downward, lenders are free to sell to other investors at lower yields. Under mandatory delivery
commitments, lenders are obligated to sell mortgages to the corporation. These commitments entail lower
FNMA fees and are most often used for loans already closed.

The following table sets forth FNMA’s mortgage commitment activity in connection with both
FNMA'’s portfolio and mortgage-backed securities.

FNMA Mortgage Commitments

(Dollars in millions)
For the Year Ended December 31,
Commitments Issued 1978 1979 1980 1981 1982

Portfolio
Home: Government insured or guaranteed......... $9119 $ 5698 $5570 $2,971 § 923
Conventional: Fixed rate.......................... 9,829 4,441 2,511 4,927 13,405
Adjustable rate................. — — — 1,360 6,024
Second trust...................... — — —_ 213 1,745
Total home mortgages.............coovureuenen.. 18,948 10,139 8,081 9,471 22,097
Project government insured ............o.ceuvevevruenenn. 11 40 2 — 9
Total portfolio.........coevvvevevevereerieerenenes $18,959 $10,179 $8,083  $9,471  $22,106
Mortgage-backed securities .............ccovrereuerererrnnee. $ — $ — $— $3,259  $15,517

At December 31,
Commitments Outstanding 1978 1979 1980 1981 1982

Portfolio
Home: Government insured or guaranteed......... $3902 $3243 $2246 $ 920 $ 44
Conventional: Fixed rate.......................... 5,258 3,111 1,008 1,468 4,016
Adjustable rate.................. - — — 1,279 3,331
Second trust...................... —_ — — 31 206
Total home mortgages................c.ounu..... 9,160 6,354 3,254 3,698 7,597
Project government insured .........cccoveeeiereenennnnns , 25 55 24 19 9
Total portfolio ..........covereeveuecrerirerennnnen $ 9,18 $ 6409 $3,278  $3,717 $7.606
Mortgage-backed securities ............coceveeeurerverecnnnen. $ — $ — $— $2,555 $2,331




Mortgage Purchase Activity

As described above, FNMA currently purchases conventional mortgages as well as mortgages that are
insured by the FHA or guaranteed by the VA. Substantially all loans currently in FNMA’s portfolio are
secured by first liens, but FNMA has also begun to purchase second lien whole loans and participations in
such loans. With the exception of $5.3 billion of FHA-insured project loans, all of the mortgage loans
purchased by FNMA and held in its portfolio are secured by residential one- to four-family properties.
Since FHA-insured and VA-guaranteed loans are, because of their government backing, essentially risk-
free from a credit standpoint, FNMA’s basic eligibility criterion for their purchase is simply the FHA
insurance or the VA guaranty. Because conventional loans have no federal government backing, FNMA
has established certain eligibility criteria for their purchase in an effort to minimize the risk of loss from
mortgagor defaults. As shown by the table under “Conventional Mortgage (Whole Loan) Portfolio”
below, FNMA has experienced an extremely low level of losses on its conventional mortgage portfolio.
FNMA believes that its favorable experience to date results from a number of factors, including its
purchase eligibility requirements and loan underwriting criteria as well as inflationary pressures which
have tended to increase dramatically the market value of the homes securing its portfolio loans.

Generally, FNMA requires that the unpaid principal amount of each conventional mortgage
purchased by it (i) not be greater than 80 percent of the appraised value of the mortgaged property, or
(u) if it is greater than 80 percent, that the excess over 75 percent be insured by an acceptable mortgage
insurance company for so long as the principal balance of the loan is greater than 80 percent of such
original appraised value (or of the appraised value as determined by a subsequent appraisal). Mortgage
insurance is not required on mortgages with loan-to-value ratios greater than 80 percent if the mortgage
seller either retains a participation in the mortgage of not less than 10 percent or agrees to repurchase the
loan in the event of default.

Sellers of mortgages to FNMA generally retain, subject to FNMA supervision, the responsibility for
servicing the loans sold to FNMA. Servicers are compensated through the retention of a specified portion
of each interest payment on a serviced mortgage loan. Servicing includes the collection and remittance of
principal and interest payments, administration of escrow accounts, collection of insurance claims and, if
necessary, foreclosure. In 1982, mortgage banking companies accounted for 42 percent of FNMA’s
purchases, savings and loan associations for 36 percent, investment bankers for 13 percent, banks for 6
percent, and others for 3 percent.

Conventional mortgage loans may not be purchased by FNMA if their principal balance at the time
of purchase exceeds $108,300, except for loans secured by properties in Alaska and Hawaii or by two- to
four-family dwelling units, where higher maximums apply. Loans eligible for insurance by the FHA are
subject to statutory maximum amount limitations, and FNMA imposes maximum amount limitations on
loans guaranteed by the VA. Maximum principal balances applicable to FNMA’s conventional mortgage
purchases can be increased annually to reflect the increasing cost of homes.

Generally, conventional mortgages purchased by FNMA must conform with credit appraisal and
underwriting guidelines established by FNMA. These guidelines are designed to assess the credit-
worthiness of the mortgagor as well as to assure that the value of the mortgaged home is sufficient to secure
the mortgage loan. These guidelines are changed from time to time by FNMA, and FNMA may deviate
from them respecting particular loans if other considerations warrant doing so.

At December 31, 1982, substantially all of FNMA’s mortgage portfolio consisted of fixed rate
mortgage loans. Substantially all of such loans provide for level monthly installments of principal and
interest, such installments consisting primarily of interest during the early and middle years, with the major
portion of the original principal balance being payable during the years immediately preceding maturity.
The great majority of such loans had original maturities of not less than 25 years (generally 30 years for
single-family loans and 40 years for loans secured by projects). At December 31, 1982, the weighted
average dollar life (based on the underlying amortization schedules and assuming no prepayments) of the
mortgage loans in FNMA’s mortgage portfolio was approximately 25 years, and the weighted average
yield (net of servicing) was 10.73 percent.
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The following table sets forth the composition of FNMA’s mortgage loan porifoho, purchase activity,
principal repayments and mortgage sales, the weighted average yield (net of servicing) on the mortgage
portfolio and the average net yield on mortgages purchased.

FNMA Mortgage Portfolio
(Dollars in millions)

1978 1979 1980 1981 1982

Unpaid Principal Balances At End of Period
Home: Government insured or guaranteed $26054.6  $29.381.7  $33.416.7 $34,550.7  $33,742.3

Conventional: Fixed rate.........coeen. 11,5244 16,106.0 18,358.0 21,153.2 27,789.6
Adjustable rate........ — —_ — 106.8 3,331.%
Second trust............. — —_— — 175.3 1,635.5
Project OVEIMMENt INSUTED .. ovuviivinecrercmsen: 5,736.3 56091 5,551.9 5,425.9 5,314.4
Total unpaid balance........cooeeernes $43315.3  §51,0968  $57,326.6  $61.41 1.9  $71.8137
Average yield net of Servicing.....ooeweeesnrsen 8.39% 8.75% 924% 9.85% 10.73%
Purchases During Period
Home: Government insured or guaranteed $ 6,619.9 $ 53878 §$52725 8 22840 § 90L.1
Conventional: Fixed rate........cco.o.... 5,681.7 5,410.2 2,801.8 3,544.3 9,442.9
Adjustable rate........ — — — 106.8 3,210.0
Second trust,....c.oeeene —_ — _— 175.9 1,552.3
Project government INSUMEd ... wiessrusensenss 29 9.2 26.8 1.9 9.5
Total mortgages purchased ........... $12.304.5 $10,8072 § 8,011 & 6,112.9(1) $15,115.8(1)
Average net yield on morigages purchased . 9.09% 10.11% 12.27% 15.38% 15.00%
Repayments During Period
Home: Government insured or guaranteed § 24725 % 2,060.7 $ 1,343.3 $ 12521 $ 1,263.6
Conventional: Fixed rate.........ccenoe. 754.3 827.9 549.2 740.5 909.6
Adjustable rate........ — — R —_ 28.9
Seond trust......ceeeee — - — 6 92.1
Project government IRSUred ...oeureeeeesrases 129.9 1153 84.0 127.1 121.0
Total mortgage repayments .......... $ 33567 $ 30039 § 19765 $ 2,120.3(1) § 2,415.2(1)
Sales During Period
Home: Government insured or guaranteed $ — $ - 5§ - s - $ 5182
Conventional: Fixed rate.....ccocennene - T 6 8.6 1,896.9
Adjustable rate........ — — —_ — —_
Second trust.........-... — — — — -
Project government insured ....oureerseieens 9.0 21.1 — 8 -
Total SALES ...ocovrverresserenemsrrssesossnsenes 3 90 §$ 218 § 6 3 94 § 24151

(1) Includes $630 million and $617 million principal amount of mortgage loans which were
refinanced under FNMA’s resale/refinance policy in 1981 and 1982, respectively.
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As shown by the table, the level of principal payments as a percentage of FNMA’s mortgage portfolio
has decreased markedly during recent periods. This decrease, which has resulted in FNMA’s keeping
lower yielding mortgages on its books, has reduced significantly the increase in yield on its mortgage
portfolio which, under more normal conditions, FNMA would otherwise have expected to realize. In
addition, FNMA has been forced to rely more heavily on high cost borrowings to finance new mortgage
purchases and to refund maturing indebtedness.

FNMA believes that the significant reduction in principal paydowns during recent periods was due
primarily to the high interest rate environment. Because of the substantially increased cost of new
financing, 2 major portion of home sales continues to be financed through so-called “creative” financing
wherein the existing mortgage 1s assumed by the purchaser of the home (and generally coupled with
second mortgage or purchase money financing) or “wrapped” by another loan from another lender.
FNMA currently enforces “due-on-sale” clauses in conventional mortgages purchased by FNMA pursuant
to commitments issued on and after November 10, 1980 and in conventional mortgages covering
properties whose sale has been facilitated by “wraparound” or second mortgages made by institutional
tenders. However, since at least 60 percent of FNMA’s portfolio loans (including all FHA and VA loans)
do not contain any such clause and a number of states substantially prohibit the enforcement of such
clauses in mortgages originated or assumed during certain periods prior to October-15, 1982, FNMA has
been unable to prevent assumptions on a major portion of its portfolio. (See “Description of
Certificates—Collection and Other Servicing Procedures” for a description of FNMA'’s policy for Mortgage
Loans in Pools.)

Since all of the loans in FNMA'’s portfolio are prepayable by the borrower (1 some cases with a small
penalty), the moderation in interest rates since August 1982 is expected to result in a significant increase in
prepayments of the high rate loans in FNMA’s mortgage portfolio. This moderation in rates will also
affect FNMA’s vield on its adjustable rate mortgages, particularly those which are adjusted on an annual
or semi-annual basis.

Conventional Mortgage ( Whole Loan) Portfolio

The portfolio of conventional mortgages that FNMA purchased on a whole loan basis ( as opposed to
participation interests) consists predominantly of loans made to owner-occupants and secured by first liens
on residential real property. Since 1972, FNMA has purchased $30.0 billion of such loans and on
December 31, 1982 this portfolio approximated $24.6 billion. The loss and delinquency experience on this
portfolio is summarized in the following tables. These tables exclude whole loans purchased and serviced
by FNMA in summary format for which such statistics are not currently available.

Loss Experience

Year Ended December 31,
1978 1979 1980 1981 1982
(Dollars in milliors)

Principal Balance(1)...c.cccoiennenennne $11,383.9  $15,864.5 $18,060.3 $20,268.9  $24,567.1
Net Losses for the Penod(2) ........ 3 4 3 38 3 9 3 4 3 1.6
Net Loss Ratio(3) .eevveercceeenmsnsnsens 0.0035% 0.0050% 0.0050% 0.0039% 0.0065%

Total Number of Loans( 1) .............. 308,627 395,903 435,355 472,414 539,465

Total Number of Foreclosures for
the Period........ccvevervarmrsecessssosanens 323 219 368 606 1,270

Percent Foreclosed(3) .ccoovveericciminnes 0.1047% 0.0553% 0.0845% 0.1283% 0.2354%

(1) At end of period.

(2) Net losses are determined by subtracting from the proceeds realized on foreclosures the sum of the
book value of the foreclosed asset and related foreclosure costs, expenses, interest accrued but
uncollected to the date of foreclosure and imputed interest.

(3) Ratio is based on amounts at the end of the period.
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Delinquency Experience
(% of Portfolioc By Number of Loans)

At December 31,
Period of
Delinquency L I -
ONE MONLR..c.eeeeerecieceirre e e eeerere e sssssnenne 2.9% 2.9% 2.7% 2.9% 3.3%
TWO MONLAS e eerccrmrrreescsstnsrasnnrnseserness 4 5 .5 5 q
Three or more Months ........ccvvenmecsecneenns 2 __?_ 1 _2_ _g
TOtAL o ceeeeereccecreeversrsseraneseennesasssensnnesn 3.5% 12% 3.3% 3.6% 4_.?_%

While these delinquency and loss rates represent past experience, there can be no assurance that the
experience on the mortgage loans in a pool serving as the basis for certificates will be as favorable.

New Mortgage Purchase Policies

In order to make FNMA’s mortgage portfolio more responsive to fluctuations in prevailing interest
rates and to better match its borrowing costs, FNMA has instituted a number of new policies. These are of
considerable importance to FNMA's future, but they cannot be expected to have a substantial short-term
effect on FNMA'’s results of operations or financial condition. They include:

® Call Option Rider. From November 10, 1980 to October 15, 1982, FNMA required that “call
option riders” be added to conventional mortgage loans purchased by it in states where, in FNMA’s
judgment, the law therein either substantially restricted the enforcement of “due-on-sale™ clauses or was
unclear in that regard (but not where the seller was not subject to state law governing “due-on-sale”
enforcement). The terms of such rider authorize FNMA to accelerate the maturity of any such loan,
whether or not the underlying property is sold, at the loan’s seventh anniversary. As a result of the “Garn-
St Germain Depository Institutions Act of 1982,” which permits the enforcement of “due-on-sale” clauses
in all mortgages originated on or after October 15, 1982, FNMA no longer requires the rider.

® Purchase of Adustable Rate Mortgage Loans (“ARMs”). FNMA has developed standard plans
applicable to the purchase of conventional mortgage loans that contain provisions for the automatic
adjustment, both up and down, of their interest rates in accordance with changes in a specified index.
FNMA also has entered into special negotiated purchases of ARMs that do not conform to its standard
plans. FNMA has so far purchased $3.3 billion of ARMs, has outstanding commitments totalling $3.3
billion as of December 31, 1982 and expects that future purchases will be substantial. FNMA believes that
these ARM loans will enable it to better avoid in the future the risk that its interest costs on debt will
exceed the 1ncome realized on 1ts mortgage portfolio. T e -

® Resale/Refinance Loans. Since March 1981, FNMA has, in order to upgrade the yield on its
portfolio, been offering financing to persons purchasing or refinancing homes that secure exisung FNMA
portfolio loans. These new loans are offered at interest rates that result from combining the existing
balance at its original rate with an additional amount at a market rate. The resulting rate tends to be less
than prevailing market rates but significantly greater than that applicable to the refinanced loan. In resale
situations these refinanced loans facilitate the complete financing of the sale and discourage the
assumption of the exisung loan as part of a financing package. As of December 31, 1982, $2.2 billion
resale/refinance loans have been 'made by FNMA and, of that amount, $956 miltion, or 43%, represents
newly loaned money.

® Second Mortgages. Substantially all of the Joans currently in FNMA’s portfolio are secured by first
liens; however, FNMA has also begun to purchase conventional loans secured by second mortgages and
participations in such loans. Second mortgages generally bear higher interest rates than contemporaneous
first mortgages, have shorter maturities, and are usually prepaid pnor to maturity. FNMA will not
purchase a second mortgage where the combined unpaid principal balances of the first and the second
mortgages exceed 80% of the appraised value of the mortgaged property. At December 31, 1982, FNMA
had purchased $1.7 billion of second mortgages and had commitments to purchase $0.2 biilion.
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® Guaranteed Mortgage Pass-Through Certificates. In November 1981, FNMA began issuing
guaranteed mortgage pass-through ceruficates evidencing beneficial interests in pools of conventional
loans that are generally sold to FNMA by lenders in exchange for certificates. FNMA began issuing
similar certificates representing beneficial interests in FHA/VA mortgages and similar certificates
representing beneficial interests in growing equity mortgages in October and November 1982, respectively.
As of December 31, 1982, $14.7 billion of guaranteed mortgage pass-through certificates have been issued
and $14.5 billion are outstanding. The FNMA lenders either hold the ceruficates or sell them to private
investors. In addition, FNMA may pool mortgages from its own portfolio or may purchase mortgages from
lenders in exchange for cash, assemble the mortgages in a pool, and sell the related certificates pursuant to
public offerings. FNMA believes that these securities, which are modeled after the highly successful
GNMA mortgage-backed security program (which applies only to U.S. government-backed mortgages),
will play a significant role in its future operations. FNMA will receive fees for its origination, servicing and
guaranty of certificates, a portion of which will be paid by FNMA to institutions that directly service
pooled loans on behalf of FNMA. FNMA expects that the guaranteed mortgage pass-through certificates
will enable it to further its statutory purpose of increasing the liquidity of residential mortgages without
requiring that FNMA take the financing or “spread” risk on the pooled loans.

However, because FNMA will guarantee timely payment of loans in certificate pools, it will absorb
the ultimate credit risk on all loans in these pools. This risk may be offset somewhat to the exteat that
sellers of pools of loans elect, in order to obtain a higher servicing fee, to remain at risk on the loans sold. If
losses on loans in pools mirror losses currently being experienced by FNMA respecting conventional loans
held in its own portfolio, FNMA’s exposure should be minimal. If, however, the loss rate on conventional
loans should appreciably increase, FNMA’s losses could, to the extent not offset by recourse to sellers,
become significant since it is likely that the amount of loans in such pools would be substantial, even in
relation to FNMA’s existing $69.7 billion mortgage portfolio.

CORPORATE INDEBTEDNESS

FNMA borrows more than any other privately owned, corporation in the United States. Although
FNMA is privately owned and its obligations (other than its outstanding mortgage-backed bonds
guaranteed by GNMA) are not backed by the United States or any agency thereof, FNMA’s debt has
traditionally been treated as “U.S. Agency” debt in the marketplace. FNMA, as a result, has historically
enjoyed ready access to funds in the private credit markets at rates that are slightly higher than the yields
on U.S. Treasury obligations of comparable maturities.

The following table sets forth at December 31, 1982 FNMA’s bonds and debentures that had an
original maturity of one year or longer.

Weighted Average
Maturing Within Principal Amount Cost
(1a millions)
ONE YEAT .o iririrnreicscscsenssssesarscssens $13,447 11.14%
One t0 tWO YEATS .cvuereemrrerencerssenssns 12,249 11.56
Two to three years .....oeveeeecncnccenes 12,884 12.42
Three to four years.......cccceceeeviennes 7,977 11.59
Four 10 five YEars .....cccuuuermsrneas 5,163 11.63
Over Ve Years .......cocvvvevsnmrnssccens 5,581 10.36

At December 31, 1982, FNMA had short-term notes outstanding aggregating $11.8 billion at face
amount. Such notes had a weighted average term to maturity of 141 days at such date and a weighted
average cost of 10.48%.
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All of the outstanding indebtedness of FNMA consists of general, unsecured obligations issued and
outstanding under Section 304(b) of the Charter Act except the subordinated capital debentures
{including the convertible capital debentures), which were issued under Section 304(e), and the
mortgage-backed bonds, which were issued under Section 304(d). Section 304(b) provides that the
aggregate amount of oblhigations outstanding thereunder shall not exceed, at any one time, fifteen tumes the
sum of the capital (including, for this purpose, capital debentures), capital surplus, general surplus,
reserves and undistributed earnings of FNMA unless a greater ratio is fixed by the Secretary of HUD. The
Secretary of HUD has increased this ratio to 30:1. Regulations adopted by HUD provide that this
increased ratio is, in the event of a reduction in FNMA’s capital, further automatically increased to such
ratio as shall be necessary to include all obligations outstanding pursuant to Section 304(b). At December
31, 1982, this debt to capital ratio was 24.6:1 compared with a ratio of 22.4:1 at December 31, 1981. The
increase in this ratio has been somewhat curtailed by the issuance of $259 million of subordinated capital
debentures and the September 1982 exchange of 6.3 million shares of FNMA’s common stock for $101
million of debt, which was retired.

Issuances of indebtedness pursuant to Section 304(b) are also subject to the condition that, at the time
of any such issuance, the aggregate amount of indebtedness outstanding under such Section 304(b), after
giving effect to the imndebtedness being issued, is not greater than FNMA'’s ownership, free from any liens
or encumbrances, of cash, mortgages or other security holdings and obligations, participations, or other
investments. Unlike the debt to capital ratio limrtation described above, this Section 304(b) limitation is
statutory and may not be waived or varied by the Secretary of HUD.

Section 304(d) of the Charter Act, pursuant to which the mortgage-backed bonds and the
Guaranteed Mortgage Pass-Through Certificates are outstanding, contains no limitation on the amount of
obligations that may be outstanding thereunder. Section 304(d) of the Charter Act provides, however,
that the mortgages pledged or set aside must be sufficient at all times to make debt service payments on the
securities. Mortgage-backed bonds outstanding in the amount of $427,654,000 at December 31, 1982 are
guaranteed by GNMA pursuant to Section 306(g) of the National Housing Act, and are thus backed by
the full faith and credit of the United States.

Section 304(c) of the Charter Act authorizes the Secretary of the Treasury, as a public debt
transaction, to purchase obligations of FNMA up to 2 maximum of $2.25 billion outstanding at any one
time. FNMA has not used such borrowing facility with the U.S. Treasury since its transition from
government control. Although the Secretary of the Treasury is authorized to purchase the obligations of
FNMA, he is under no requirement to do so. Any borrowings from the Secretary of the Treasury would be
made pursuant to Section 304(b) of the Charter Act and, accordingly, would be subject to the applicable
limitations and restrictions described above.
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The following table sets forth FNMA's borrowing activity and outstanding borrowings at face
amounts, the respective costs of borrowings and average maturities.

FNMA Debt Portfolio

1978 1979 1980 1981 1982

(Dollars in millions)
Short-Term Notes

Issued during period
— AMOUNL ....veerrrerrinereesrercercrissennsaeres $ 9,621 $10,567 $17,654  $30,185 $£34,196
—COSE currerrrrerenercnrerennen st aeanes 8.28% 11.75% 14.29% 16.56% 12.31%
—Average Maturity—Days.............. 185 198 152 98 129
Quistanding at end of period
—AMOURL .ceereeereeriririssssssrsrssesssresrass $ 4357 % 6,593 $ 8578 $ 9,189  $11,752
OBt ceeerirtrerrrreeesreeseseneensss s rees 9.25% 12.09% 14.68% 15.47% 10 48%
—Average Maturity—Days.............. 129 108 92 57 141
Bonds and Debentures
Issued during period
— AIMNOUDL ..coviericrrnseererecnsiissssssssnnes $10,400  $10,056 £11,500 $10,221 $20,785
S g OO PO 8.69% 9.71% 12.05% 15.26% 13.62%
— Average Maturity—Months.......... 53 57 43 43 36
Qutstanding at end of pernod
AOUDE eceeeveevrneecseaccmeresssssnssssssonss $36,628 $41,831 $46,604  $49,560  $58,30t
N Y OO 7.90% 8.33% 9.32% 10.71% 11.55%
—Average Maturity—Months.......... 50 45 4] 36 32
Total Debt !
Issued during period
—AMOUDL ceeeereeemenrorsnsesessssessnssesessseoss $20,021 $20,623 $29,154  $40,406  $54,981
o COSL c.ieerirerissrrsenssecsnssesnessssstnrnans 8.49% 10.712% 13.37% 16.22% 12.82%
—Average Maturity—Months.......... 30 31 22 13 16
Outstanding at end of penod
—AMOUDL ....covermrrenserarsmssarsssrsessoresasns $40,985 $48,424  $55,182 $58,749  $70,053
GOt cureerererreerrenrmeseesenssnsesisssssernsases 8.05% 8.81% 10.11% 11.42% 11.38%
—Average Maturity—Months.......... 45 39 35 31 27
?
-
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MANAGEMENT

The sentor officers of FNMA, their ages as of December 31, 1982 and business experience are as
follows:

David O. Maxwell, 52, has been Chairman of the Board of Directors and Chief Executive Officer since
May 1981. He served briefly as the corporation’s President and Chief Operating Officer from February
1981 until his election to his present position. Prior to his employment with the corporation, Mr. Maxwell
was Chairman of the Board and Chief Executive Officer of Ticor Mortgage Insurance Company.

Robert J. Mylod, 43, has been President and Chief Operating Officer since January 1983. Prior to his
employment with the corporation, Mr. Mylod was President of Advance Mortgage Corporation.

Caryl S. Bernstein, 49, has been Executive Vice President since February 1982; Secretary since July
1981; and General Counsel since May 1981. Mrs. Bernstein was Senior Vice President from May!' 1981
until her election as Executive Vice President. Prior to her employment with the corporation, Mrs.
Bernstein held a number of positions with the Overseas Private Investment Corporation (OPIC), a US.
government agency that encourages private investment in less developed countries and insures against
certain risks involved in such overseas investments. Mrs. Bernstein’s most recent title at OPIC was Vice
President for Insurance,

Stuart A. McFarland, 35, has been Executive Vice President and Chief Planning Officer since
November 1982. Mr. McFarland was the corporation’s Executive Vice President—Operations from May
1981 until his election to his present position. Prior to his employment with the corporation, Mr.
McFarland held a number of positions with Ticor Mortgage Insurance Company, most recently that of
President.

Arthur P. Solomon, 42, has been Executive Vice President and Chief Financial Officer since February
1982. Prior to his employment with the corporation, Mr. Solomon was Senior Vice President of Seraco
Enterprises, a subsidiary of Sears, Roebuck & Co., engaged in real estate and financial services. Mr.
Solomon also was a Professor in the Department of Urban Studies and Planning at the Massachusetts
Institute of Technology and Executive Director of the MIT/ Harvard Joint Center for Urban Studies from

1971 until 1980. o -

Richard R. Betchley, 33, has been Senior Vice President—Marketing and Regional Activities since
February 1982. Pnor to his employment with the corporation, Mr. Betchley was the Manager, Southern
California Bond & Money Market Headquarters for Crocker National Bank. Mr. Betchley held a number
of general management positions with Crocker National Bank, where he was employed from December

1975 until January 1982.

F. G. Goshing, 56, has been Senior Vice President—Administration since February 1982. From 1973
until assuming his present position, Mr. Gosling was the corporation’s Vice President for Administration.

J. Donald Klink, 46, has been Senior Vice President for Mortgage Securities and Negotiated
Transactions since June 1982. Mr. Klink was the corporation’s Vice President for Mortgage Marketing
from August 1981 until February 1982, when he was elected Vice President for Mortgage Securities and
Negotiated Transactions. Prior to his employment with the corporation, Mr. Klink was employed by
Coast Federal Savings and Loan Association for seven years, where he held the position of Senior Vice
President in charge of mortgage banking.

Robert J. Mahn, 54, has been Senior Vice President—Mortgage Operations since February 1982. Mr.
Mahn was the corporation’s Vice President and Controller from April 1969 until June 1981, when he was

elected Vice President—Mortgage Operations.

John J. Meehan, 37, has been Senior Vice President—Finance and Treasurer since February 1982
Mr. Meehan was the corporation’s Vice President—Finance and Treasurer from May 1981 until his
election to his present position. Prior to that, Mr. Meehan was Vice President and Fiscal Agent. Mr.
Meehan has been with the corporation since 1975.
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BOARD OF DIRECTORS
The members of the Board of Directors of FNMA, their ages as of December 31, 1982 and their

backgrounds are as follows:

Principal Occupation

Member and Age and Business Experience

President and Chairman of the
Board, Butler Housing Corpo-
ration, a home buwlding com-
pany, 1956 to present; Chairman
of the Board, Bullard Homes
Corporation, a home bulding
company; President and Chair-
man of the Board of BHC Hous-
ing, Inc., a home building corpo-
rate subsidiary of Butler Hous-
ing Corporation; President, Na-
uonal Association of Home-
builders, 1980

President and Chairman of the
Board, James B. Coles, Inc., a
framing contractor, 1972 to
present; The Coles Development
Company, Inc, a home building
company, 1979 1o present; C&C
SunWest Contractors, Inc., 1982
to present; Paafic SunWest
Marketing, Inc., 1983

Merrill Butler(2)—57 .

James B. Coles(2)—41 .......

Bert A. Getz(2)—45 ..o President and Durector, Globe
Corporation, a banking, real es-
tate and investment company,

1975 to present

Chairman of the Board and Chief
Executive Officer, The Midland
Company and its subsidianes,
financing and insuring of manu-
factured housing, December
1980 to present; President and
Chief Executive Officer, 1961 to
December 1980

Partner, Latham, Watkins & Hills,
a law firm pracocang in
Washington, D.C., Illinois and
California, 1978 to present; Sec-
retary, Department of Housing
& Urban Development, 1975 to
1977

Private Consultant; Chairman of
the Board of Directors and
Chief Executive Officer, FNMA,
January 1971 to May 1981

Joseph P. Hayden-—353 ........

Carla A, Hills—48 _..............

A. Oakley Hunter—66.........

Dianne E. Ingels(2)—41 .... Principal, Dianne Ingels and Asso-
cates, an independent real es-
tate broker, investor and con-
sultant, 1977 to present; Presi-
dent, Ingels Company, 1976 to
1977; Chairman, Colorado
Springs Urban Renewal Com-
mission, 1974 to 1976
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First
Became QOther
Director Directorships(1)
1981 Commodore Corporation
1981
1981 Anzona Bancwest Corporation
1969 The Midland Company; First Na-
tional Cincinnat Corporation
1982 American Airlines, Inc; Coming
Glass Works; International Busi-
ness Machines Corporation; The
Signal Companies, Inc.; Standard
01l Company of California
1970 Thrift Institutions Short-Term Li-
quidity Fund, Inc.; Stewart Infor-
mation Services Corporation
1981



Principal Occupation

Member and Age and Business Experience

John E. Krout—62 ... ...... Chairman of the Board, German-
town Savings Bank, a mutual
savings bank, 1977 to present;
President, Germantown Savings

Bank, 1971 to 1978

James E Lyon(2)—55...... Chairman of the Board and Chief
Executnve Officer, River Oaks
Bank and Trust Company, a
commercial bank and trust com-
pany; Chairman of the Board of
River Oaks Financial Corpo-
ration, and Ruska Instrument
Corporation

David O. Maxwell—52 ....... Chairman of the Board of Direc-
tors and Chief Executive Officer,
FNMA, May 1981 to present;
President and Chief Operating
Officer, FNMA, February to
May 1981; Chairman of the
Board and Chief Execuuve Offi-
cer, Ticor Mortgage Insurance
Company, private mortgage n-
surance, 1973 to February 1981

JamesJ O'Leary—68 .. ...... Economic Consultant to Umted
States Trust Company, a com-
mercial bank and trust com-
pany, May 1979 to present; Vice
Chairman, United States Trust
Company, until May 1979

John M. O’'Mara—55........... Senior Vice President, Wertheim
and Co., a secunties business,
July 1981 to present; Vice Presi-
dent, Mernll Lynch White Weld
Capital Markets Group, a secu-
nues business, 1978 to July
1981; Fust Vice President,
White Weld & Co., Inc., 1974-
1978

Samuel J. Simmons—355...... Housing and Real Estate Con-
sultant, May 1981 to present;
President, National Center for
Housing Management, a non-
profit research and training or-
ganization, 1972 to May 1981

Richard C. Van Dusen—57 Executive Partner, Dickinson,
Wright, Moon, Van Dusen &
Freeman, a Detroit law firm

Mallory Walker—43 ........... President, Walker & Dunlop, a
mortgage banking and real es-
tate company, 1976 to present

First

Became Other
Director Directorships(1)

1970 Chicago Title & Trust Co.; Trustee,
PNB Mortgage & Realty In-

vestors
1981
1981
1971 Excelsior Income Shares, Inc.

1970 Baldwin & Lyons, Inc.

1978

1981 Pennwalt Corporation; TICOR;
Primark Corporation

1981

(1) companies with a class of securities registered pursuant to Section 12 of the Securities Exchange
Act of 1934 or subject to the requirements of Section 15(d) of that Act or any company registered as an
investment company under the Investment Company Act of 1940,

(2) appointed by the President of the United States.
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ACCOUNTANTS

The financial statements of Federal Natonal Mortgage Association included herein have been
examined by Peat, Marwick, Mitchell & Co., independent certified public accountants, to the extent and
for the periods indicated in their report thereon. Such financial statements have been included in reliance
upon the report of Peat, Marwick, Mitchell & Co. and given upon the authority of that firm as experts in

accounting and auditing.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Stockholders
Federal National Mortgage Association:

We have examined the balance sheets of Federal National Mortgage Association as of December 31,
1982 and 1981, and the related statements of operations and retained earnings, and of changes in financial
position for each of the years in the three-year peniod ended December 31, 1982. Our examinations were
made in accordance with generally accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

In our opinion, the aforementioned financial statements present fairly the financial position of Federal
National Mortgage Association at December 31, 1982 and 1981 and the results of its operations and the
changes in 1ts financial position for each of the years n the three-year period ended December 31, 1982, in
conformity with generally accepted accounting principles applied on a consistent basis.

PEAT, MARWICK, MrTcHELL & Co.

Washington, D.C.
January 21, 1983
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
BALANCE SHEETS

Assets
December 31,
1982 1981
{Dollars in thousands)
Mortgage portfolio, NET..........cccvmmmriemnenisitiscsessss st coasrssss $69,713,984 $59,845,826
CBSH o oeeeoeeeeeeeeosseseesseasessassasaseserrasressbasaasensent saasssranevisasesianssassasaassasmsnsbint soesaras 22,622 18,880
U.S. Government and Federal Agency securities at cost { market value of
$631.7 million 1n 1982 and $409.2 million in 1981} c..eecevrvcriciiinnnn 630,869 415,024
Federal fUnds......c.cocvmcnerrenmiseransereramsssssssssssnssnssnssensenssnsisansaarasns 1,799,100 632,150
Accrued interest receivable ... .o 687,709 510,002
Federal income taxes refundable..... ..ot 330,505 271,585
Accounts receivable and other assets.......occvmeeeeiniiicsnessnnecasnnnnsnn 61,861 90,379
Acquired property and foreclosure claims, less allowance for losses of
$4.1 million in 1982 ($3.0 million in 1981) cerrriiccce i, 168,961 76,288
Unamortized debenture iSSUE COSIS.......versisicmsmesmessnasssstssrensssssssmssssssmeessses 51,092 37,435
TOLAL ASSEIS....overereeeeereesesestesssssesarensessasessarermserssstisssssesssssssasassrasssassasmssestassas $73,466,703 $61,897,569
Liabilities and Stockholders’ Equity
Liabilities:
Bonds, notes and debentures, net:
Due Within ONE YEAT.......ccovrereeeeeenserresssisisesnrisesssarsrsrsssssssossnssaeses $25,780,576 $17,364,845
DUe AftET ONE YEAT ...curureisirsssssismssisissasnsasssssarssssssssssasasasasasasssasasass 43,833,062 41,185,713
69,613,638 58,550,558
Accrued interest payable .......o.iciiiniireieearesesnesssssnes ponsnennneranens 1,724,274 1,369,323
Mortgagors’ escrow depostts, exclusive of approximately $548.3
million held by servicers in 1982 ($562.8 million in 1981} ............. 266,231 257,371
Deferred Federal income taAXeS .....cvvvueecrerreaescsnesimrassrrsrsssssssanssssssssssnss 488,194 410,694
Other HADIJIEES. ... .o veierirriseasresiessesmesesssssmssessisrinssamsesnsasssnns rassassasssssssnas 171,037 66,367
Total LIADIlItIES ..oveveeeecereermrevinsiassssrssssnsssassrsnsssssassnnssnssnsses 72,263,374 60,654,319
Stockholders’ Equity:
Common stock, $6.25 stated value, no maximum author-
ization—65,650,117 shares issued (59,317,854 shares in 1981) ..... 410,313 370,737
Additional paid-in CAPIAL .....cucerieernrnnrrrirsssesienrnir ettt seens 305,750 270,673
Retained EAMUDES.......ccoevveersecseserensmrersssmsssrassnssssssensassassssssassssssasasasussss 489,161 603,735
1,205,224 1,245,145
Less Treasury stock, at cost—208,926 shares........coiinncnesioicnieae 1,895 1,895
Total Stockholders’ EQUIY......cocevrreecmmiisissssremmsrmasensasassisses 1,203,329 1,243,250
Total Liabilities and Stockholders’ EQUILY ......cocovivrminecrsennrnnsisssenrarrnesasnens $73,466,703 $61,897,569

See Notes to Financial Statements
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
STATEMENTS OF OPERATIONS AND RETAINED EARNINGS

Year Ended December 31,
1982 1981 1980
(Dollars in thousands,
except per share amounts)
Interest income:
Mortgage portfolio.............cceoeermrrererereernnenrerenenenenene $6,806,975. $5,596,791 $5,013,359
Less servicing fees 217,984 202,622 190,186
6,588,991 5,394,169 4,823,173
Marketable securities 232,123 139,998 121,486
Total interest income rereererversaens 6,821,114 5,534,167 4,944,659
Interest on borrowings and related cOsts ............cceveeererrreererernnens 7,327,570 5,997,097 4,923,619
Interest margin (506,456)  (462,930) 21,040
Other income: .
Commitment fees ceereereeererenns 263,913 112,561 58,631
Gain on sales of mortgages............ 44,405 152 42
Guaranty fees teeteneressenesenenseserearasasesesereenssssenne 16,124 326 —
OhET.....ocereeeenereetrreneenetere e eseessssenesssssessssasssasossesssssssssses 20,617 11,883 9,434
Total other income 345,059 124,922 68,107
Other expenses:
Administrative - ceeerenerenereres 60,067 49,462 44,139
Provision for losses ................ . 35,700 (27,600) 18,600
Total Other eXPenses..........covevvereevevenseecsnesesseseoseses 95,767 21,862 62,739
Income (loss) before Federal income taxes and extraordinary
item....... ceereereereseesassenesansens (257,164) (359,870) 26,408
Provision for Federal income taxes:
Currently refundable .............ccoeeveereererereriiienenececseeecseessssecs (200,900) (271,300) (138,300)
DEfErTed ......oeoeeeeeeeecneceeece e ceeresaesenese e esssesssssssesssesesasae 77,500 101,800 150,500
(123,400) (169,500) 12,200
Income (loss) before extraordinary item (133,764)  (190,370) 14,208
Extraordinary item: gain on early retirement of debt .................... 28,899 — —
NEt iNCOME (1085 )...ucucuereneerrererererenrererererisesrsnssnsssssssssssseseassesensases (104,865) (190,370) 14,208
Retained earnings at beginning of year 603,735 817,748 869,499
498,870 627,378 883,707
Less cash dividends declared .............cooeeuvuererereeccecrenenccrcnennennne 9,709 23,643 65,959
Retained earnings at end of year .. § 489,161 § 603,735 $ 817,748
Average number of shares outstanding, in thousands ................... 60,927 59,109 58,887
Per share:
Earnings(loss) before extraordinary item:
PrMATY....c.covreereeteeeriencenrsreeereeseetsssessssessessssssssesssssesssneas $§ (22008 (322) 3 24
Fully diluted (2.20) (3.22) 23
Net earnings (loss):
Primary ; , (1.72) (3.22) 24
Fully diluted (1.72) (3.22) 23
Cash dividends .16 .40 1.12

See Notes to Financial Statements
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
STATEMENTS OF CHANGES IN FINANCIAL POSITION

Year Ended December 31,
1982 1981 1980
(Dollars in thousands)
Funds Provided:
Net income (loss) before extraordinary item.........ccccceeevenene $ (133,764) $ (190,370) $ 14,208
Items not ( providing) using funds:
Interest capitalized on graduated payment mortgages, ’
L ceoveeereereeseenrenesesenernessessensessssessassesnesassssessessasessaraes (116,342) (102,111) (105,811)
Provision for deferred Federal income taxes, net............ 77,500 101,800 150,500
Provision fOr JOSSES........ccvuveererrnrerrerrersnsesrersressraessesareasaes 35,700 (27,600) 18,600
Funds provided by (applied to) operations before
extraordinary item ...........ccceeeereeeeereeneseereesassesnennens (136,906) (218,281) 77,497
Extraordinary gain—No funds effect........c..ccoovrerennnnnnnee. — _ —_
Proceeds from issuance of debentures and bonds................... 20,743,135 10,236,006 11,480,157
Increase in ShOrt-term NOtes ...........ccceveeeeevrereenersersersanesensannens 2,342,988 714,575 1,904,824
Mortgage repayments, less discount amortized...................... 1,224,576 1,052,168 1,630,143
Foreclosure claims collected.........cccoeeeereereeneerenceereciaesnecneenes 289,063 230,684 176,077
Sales of mortgages, excluding gains and losses ..........c.c.coueue. 2,071,297 9,340 571
Net increase in stockholders’ equity resulting from debt
exchange and debenture conversions..........cccceveveereereruernens 103,552 5 8,646
Increase in accrued interest payable/receivable, net.............. 138,727 39,815 259,283
Other items, DCLuuereeereeeeoreseesecsneesessesseseesessorsosesssssessessossssssens 94,412 (86,185) (163,410)
V Total funds provided..........cccocererrererrerrnreinernesensennens 26,870,844 11,978,127 15,373,788
Funds Applied:
Debentures and bonds retired..........cccoceveeveeveneenreereecerirennnen 12,044,363 7,265,815 6,727,052
Mortgage purchases including refinancings, less discount...... 14,047,268 5,903,936 7,786,417
Mortgage refinancings veeeeeseeseesnessasersessasesarensesanesasenas (617,033) (630,490) —
Dividends paid...... 9,709 23,643 65,959
Total funds applied .......c.cccovceevecreenenvenereeceinencssenens 25,484,307 12,562,904 14,579,428
Increase (decrease) in cash and marketable securities.................. 1,386,537 (584,777) 794,360
Cash and marketable securities, beginning of year.............coeeeeece.. 1,066,054 1,650,831 856,471
Cash and marketable securities, end of year . $ 2,452,591 $ 1,066,054 § 1,650,831

See Notes to Financial Statements
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
NOTES TO FINANCIAL STATEMENTS

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The corporation operates in the residential mortgage finance industry. Its accounting policies conform
to generally accepted accounting prnciples. The following is a description of significant accounting
policies and practices:

Mortgage Portfolio and Purchase Discount

Mortgages acquired for investment are carried at their unpaid principal balances less unamortized
discount. Discount is recognized as income using an amortization method which produces a level yield
over the estimated life of the related mortgages.

Allowance for Losses

In order to recognize losses which may be sustained due to defaults on conventional mortgages, the
corporation maintains an allowance for losses which is established by charges to income when the
mortgages are acquired. In 1981, the corporation reduced the allowance for losses by $42.0 million and
also reduced the rate at which provisions are made for estimated losses on conventional loans.

Hedging

In 1982, the corporation began taking positions in interest rate futures to hedge against fluctuations in
Interest rates which affect the cost of planned borrowings. Results of futures activity are deferred and
amortized to interest expense over the lives of the hedged borrowings. There were no open positions at
December 31, 1982.

Commitment Fees

Commitment fees are generally recognized as income upon the execution of the commitment contract.
However, commitment fees that are considered to be an adjustment to the yield on the related mortgages
purchased are deferred and recognized as income using an amortization method which produces a level
yield over the esumated life of the related mortgages.

Income Taxes

Certain income and expense items are recognized 1n different periods for financial and income tax
reportng purposes. Provisions for deferred income taxes are made for such timing differences which
pertain principally to purchase discount, the loss on sales of mortgages, and the provision for losses on

conventional mortgages.

Earnings Per Share
Earnings per share are computed on the weighted average number of shares outstanding.

Fully diluted earnings per share are computed on the assumption that all outstanding convertible
capital debentures were converted at the beginning of the year, after increasing earnings for the related
interest expense, net of Federal income taxes.

Reclassifications

Reclassifications and changes in format have been made in the Balance Sheet and Statement of
Operations for 1982. The Statements for 1981 and 1980 have been conformed to achieve comparability.
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
NOTES TO FINANCIAL STATEMENTS —Continued

INCOME TAXES

Deferred Federal income tax expense relating to timing differences consists of the following:

1982 1981 1980
(Dollars in millions)
Losses on sales of participation interests in mortgages .................. 5 — $ 359 $ 979
Amortization of purchase diSCoOunt ........cc.oevvecsimierenniscnnsinsniinnens 71.3 48.9 51.1
Provision for losses—conventional MOMtEAZES c.oeverercrenrrnriririrensens 0.8 19.7 (4.0)
OET RIS, ceeneecoereeenissonssrsnrsrnseranssasesetnss saressrsansssssssesasanysansesasns is j (2.7 5.5
Total deferred Federal income tax expense ............ $77.5 $101.8 $150.5

The Internal Revenue Service has completed its audits of the corporation’s Federal income tax returns
for the years 1976-1978, and all issues have been resolved. Audits of the corporation’s Federal income tax
returns for the years 1979-1981 are in process. All disputed amounts relate to 1tems for which deferred
taxes have been provided and therefore will have no material impact on the results of operations.

The corporation 1s exempt from state and local taxes, with the exception of real estate taxes.

RETIREMENT PLANS

All permanent, full-time employees of the corporation are covered by the non-contributory Federal
National Mortgage Association Retirement Plan or the contributory Civil Service Retirement Law.
Pension expenses for these plans were $.8 mullion and $.2 million, respectively, for the year ended
December 31, 1982 ($2.5 million and $.3 million i 1981, and $2.6 million and $.3 million in 1980). The
corporation makes annual contributions to the plans equal to the amounts accrued for pension expense,
which includes, as to the corporation’s defined benefit pension plan, amortization over 10 years of
unfunded past service costs or actuarial surplus. Accumulated plan benefits and plan assets for the
corporation’s defined benefit pension plan at January 1 are presented below:

1982 1581
) (Dollars in millions)
Actuarial present value of accumulated plan benefits:
WVEBLEQ ...ocovrenssmsssressenmsessrersrsassamaseranssmrinsstssnsastassesanasess $ 41 $ 37
INODVESIED ....eevivrecirmeceernerrssemeerssrestsessssnessnsnassssssnsssens 1.8 2.6
Total accumulated benefits .......ccccceovreeennn $59 $63
Net assets available for benefits.......coceerciriricccrnicnarsenens $23.1 $18.0

The annual rate of return assumed and the actuarial present value rate for determining accumulated
plan benefits were changed in 1982 to 7.5 percent from 6.0 percent in 1981. These changes were made to
reflect current expectations as to future plan experience and had the effect of reducing the annual peasion
expense by $1.6 million and the actuarial present value of accumulated plan benefits by $2.1 million.

N RN aih,
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MOERTGAGE PORTFOLIO, NET
The mortgage portfolio balances consist of the following components:

r!, December 31,
1982 1981
{Dollars in millions)
Home mortgages:
First mortgages:
Government insured or guaranteed:
WHOLE J0GIIS ..... seeeriiserssssresassssserstsssssesssansrnsassasarsnassssseras $33,730 $34,551
Participations... © eeeeeeseceecessbessRsassebeeeusisasReR R e s b A a RS 12 —
33,742 34,551
Conventional fixed rate:
WWHOIE LOANS c.vereeererevecseerrssssssnssessnrsarnsssasessassassensenssssnsonssenmasensssnsas 24,662 20,167
PATtICIPALIONS ...v.veoreesresresremsissssrssssmssssrsssssssssasssssassrssstassmssssesssessassssas 3,127 986 -
27,789 21,153
Conventional adjustable rate:
WWHOIE LOAMS o.onveveeeeeceeermreasnerrssssssnsssesamssnssssstssnsassasasrptasnsesanessassassss 2,775 102
Participations .......c.osuermenesesseae reurasessssesreeemeisatssnssnsareasnteast 557 5
3,332 107
Second mortgages:
WWHOLE JOBIS «.oeveeeaemersenseriersrsssasnmssnsssassoesssassmansssasansspsnseessananasssansosss 382 —
PATtCIPATIONS ..oovuorvecrrcmcrmsnssemssrsssstssssssossssssssessssasmusssstassssasssssesees 1,254 175
1,636 175
Project mortgages:
GOVErnment INSUIEd.......orveereerermserssssssssssesassssassasasassssrsmnrmsasanassasnsass 5,284 5,426
CODVENLOMAL ...oeerirersrecnemranerereesscrsstssssasssmrasmastastsnsssssatssnsass sonssasase 31 —
5,315 5,426
Total unpaid principal BAlANCE ......covermsiriceascmirisisisissn et rssnesess 71,814 61,412
Less:
URAmMOTHZEd JiSCOUDL...crerersesansarsnaoreraesststssssmsssssrmrassarssssssansnsnsassosssassrsrrrasases 1,972 1,463
AllOWANCE FOT JOSSES...cvvrrmearrmmssssssensssssnsirisssessasassisssrssessnssnmnenansssrssiacssans 128 103

$69,714 $59,846

48




FEDERAL NATIONAL MORTGAGE ASSOCIATION
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Bonps, NOoTES AND DEBENTURES, NET

Bonds, notes and debentures consist of the following:

December 31,
1982 1981
{Dollars in millions)
Due within one year:
Short-term notes—net of $418 million discount in 1982 ($198 million in
JOBL Y oeereceereerere i csernrete e csessstrassseserre st rsesassssrssastsasassssessnsassnsnssrssssasssnssssrasss $11,334 $ 8,991
DEDENIUTES ......cociiiiiciinisitiiiesssstrrrtressrerarrt s sesesessssesssssssassesessssnssassssserassssassen 14,434 8,255
Mortgage-backed BONAS ..o asas e e sns seassnas 13 119
Total due Within ONE YEAT ....eceeeeieieesi e rrreseesscssssesas esnessnarassenees 25,781 17,365
Due after one year:
DIEBENLUDES ...t rrrrrreerar s s s ssssn e ssssssesesnsnesseassnssasesanensssarassasnns 41,825 39,472
Mortgage-backed bonds...............coiveecriiiisvenseseenserereneeresessesesnesssosorsssnenes 464 428
Capital debentures—net of $21 million discount in 1982 ........ceveervecvsenreenne. 1,509 1,250
Convertible capital debentures..............oocveeevireresireieseereiesesesreeseessessesssesases 35 36
Total due after ONe Year ............ccoverreveemreseerssessnssersrersarsses - 43,833 41,186

$69,614 $£58,551

Short-term notes are general obligations of the corporation. These notes are issued in both discount
and interest-bearing form. Maturities range up to 360 days, and dencminations range from $5,000 to
$1,600,000 with a minimum onginal purchase of $50,000. The corporation had short-term notes
outstanding of $11.8 billion at December 31, 1982 and $9.2 billion at December 31, 1981. The largest
amount of short-term notes outstanding at any month-end was $11.9 billion in 1982; in 1981, $10.4 billion.
The average cost to the corporation of notes outstanding at December 31, 1982 and 1981 was 10.5 percent
and 15.5 percent, respectively. These rates represent the effective average cost computed on a 365-day
basis including commuission, and for 1982, the effect of related hedging activity. The average remaining
terms were approximately 141 and 57 days at December 31, 1982 and 1981, respectively. The average
aggregate amount of notes outstanding during 1982 was $9.0 billion at an average cost of 13.27 percent;
during 1981, it was $8.8 billion at an average cost of 16.6 percent.

The corporation has a $300 million line of credit with a group of commercial banks. The total amount
is available to FNMA on the same day. Interest on any borrowings is calculated at the prime rate used by
Continental Illinois National Bank and Trust Company of Chicago. The credit agreement is terminable by
either party on the anniversary date with 45 days prior written notice.

Section 304(c) of the FNMA Charter Act authorizes the Secretary of the Treasury, as a public debt
transaction, to purchase obligations of the corporation up to a maximum of $2.25 billion outstanding at
any one time. The interest rate on such obligations is to be based upon the average rate on outstanding
marketable obligations of the United States as of the last day of the month preceding the date of making
such purchases.

The corporation did not utilize the commercial line of credit or the Treasury borrowing authority in
1982 or 1981.
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A summary of bonds and debentures due after one year follows: '
December 31,
{ Dollars in millions) 1982 1981
Weighted Weighted
Average Average
Interest Amount Interest Amount
Maturity Rates Outstanding Rates Outstanding
Debentures:
11 & SV OO P: —% $ — 10.34% $10,047
1984 .....ooceiirevremensisnesssansasasscssasenass 11.53 12,225 11.21 10,425
1 1. SOV OO 12.42 12,350 11.59 8,950
TOBE ...oveeererrverescrssmssrsmmaseasessnssnanses 11.72 7,600 10.82 4,800
T9B7 woeerereccsrsmsscsrrsrsnsrasnssnanssasrens 11.59 5,150 9.21 2,150
1988-1992 ....oeervermcsrcnmsansrnrretsonsmnanes 10.55 4,346 10.12 2,900
19931997 ....ooeercrsnssiennanraessonsanaans 7.10 154 — —
1998-2001 ....c.oerrmrssnrsvernsresssesasssnaces — 7.10 200
11.72 41,825 10.82 39,472
Mortgage-backed Bonds:
FO83 .o rsrrmssraresnrssrnensaseasasas — -— 8.47 12
TOBA ...oeceeeeeccrensnssssonssnenessssassanssses 7.30 24 7.16 23
LOB5 oeoreiriesrenersnsasnsnsasassensassasrnnsas 6.76 34 6.61 34
1 1. SRR —— 6.33 77 6.28 76
1987 ..ooecerrerestersssnssrsnsssssnsonsansssananas 9.08 13 9.00 12
1988-1992 ..o sssamremmarvssnsasasninss 8.76 ) 256 8.70 248
1993-1997 .....oovermscrnsrnrrranesnsnsssanares 10.37 32 9.00 20
1998-2001 .....oocerermisaismensrmmsassnseemeesas 12.85 28 9.00 3
8.50 464 8.04 428
Capital Debentures:
FOBS ...occreeecererereesnsasssanessssossssnsivonsas [1.70 500 11.70 500
1986 ...oveeeerrrcesemereesnsssesmasssrmssssnsasrias 8.15 300 8.15 300
1989 ..oeeoeevereerennerrsssnssmnssnessamssessansen 15.25 200 — —
1997 ....cceeecrssismessenmsssssssassnaassesssnass 7.40 250 7.40 250
2002 .occcvennne e e 8.20 280 8.20 200
1,530 1,250
Less DHSCOUBL.......comemtensscsresenss (20 —
10.12 1,509 9.43 1,250
Convertible Capital Debentures:
1996 ..ocvcecreinerranrssnsssrsnsssmssvsrnnsanross 4.38 35 4.38 36
TOtal ..veevremsvasrernsrassnasrnsons 11.62% $43,833 10.74% $41,186

The convertible capital debentures are convertible into 1.8 million shares of common stock at a price

of §19.63 per share, subject to adjustment 1n certain events. Such debentures are redeemable, at the option
of the corporation, at par.
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
NOTES TO FINANCIAL STATEMENTS— Continued

The 7.40 percent and 8.20 percent capital debentures, due 1n 1997 and 2002, are redeemable at par, in
whole or in part, at the option of the corporation, on any interest payment date commencing October 1,
1982 and July 10, 1988, respectively.

Pursuant to the corporation’s Charter Act and related regulations, approval of the Secretary of
Housing and Urban Development is required prior to a change in the stockholding requirements for
servicers or the issuance of any common stock of the corporation. In addition, no debt instrument may be
1ssued without the approval of the Secretary of the Treasury. The maximum amount of the corporation’s
general obligations (those neither subordinated nor secured ) outstanding 4t any one time may not exceed
30 times the sum of its stockholders’ equity and outstanding subordinated obligations. Subordinated
obligations include the capital debentures and the convertible capital debentures. The secured obligations,
mortgage-backed bonds, of which $477 million were outstanding at December 31, 1982 and $547 million
at December 31, 1981, were issued pursuant to authority contained in the Charter Act to 1ssue and sell
securities based upon mortgages set aside from the corporation’s portfolio. There ts no limitation on the
amount of such obligations that may be outstanding. Under the provisions of a Trust Indenture entered
into as of May 15, 1970 with Government National Mortgage Association (“GNMA™}, as amended, $428
million of the mortgage-backed bonds outstanding at December 31, 1982 and all of the mortgage-backed
bonds outstanding at December 31, 1981 are guaranteed as to principal and interest by GNMA. Trust
assets of approximately $867 mulhion at December 31, 1982 and $947 millhon at December 31, 1981,
consisting of the aggregate unpaid principal balances of specified mortgages, and U. S. Government and
Federal Agency securities, are restricted for the payment of principal and interest on the mortgage-backed
bonds and are included in the accompanying balance sheets. Interest earned on trust assets exceeds bond

Interest requirements. ‘
Annual maturities of all debt for the years 1984-1988 are $12.2, $12.9, $8.0, $5.2 and $2.1 billion,
respectively. -

CoMMON STOCK

Net proceeds in excess of stated value of newly issued shares of common stock and net proceeds in
excess of cost of treasury stock sold are credited to additional paid-in capital. Purchases of treasury stock
are recorded at cost. ‘Transactions in common stock, treasury stock and additional paid-in capital accounts
for the years 1980, 1981 and 1982 are summarnized as follows:

Transactions in Common Stock, Treasury Stock and Additional Paid-in Capital Accounts

Additional

Shares Common Paid-in Treasury
(Dollars and shares in thousands ) Outstanding Stock Capital Stock
Balance, January 1, 1980...... et 58,666 $367,966 $264,793 $1,895
Conversion of convertible debentures...........coooccvveeciinnnns 443 2,769 5,877 —_
Balance, December 31, FI80.....cciniee e 59,109 370,735 270,670 1,895
Conversion of convertible debentures..........ccoonvvvmnnnenen. — 2 3 —
Ralance, December 31, 1981 ...covninnininerneenncenisssnns 59,109 370,737 270,673 1,895
Conversion of convertible debentures...........ccocvevevireviveins 41 259 565 —
Shares issued in exchange for outstanding debentures ... 6,291 39,317 34,512 —
Balance, December 31, 1982 ... 65,441 $410,313  $305,750 $1,895
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NOTES TO FINANCIAL STATEMENTS —Continued

In September 1982, FNMA entered into a nontaxable transaction which resulted in the issuance of 6.3
million shares of its common stock in exchange for $101 million of its long-term debentures, which were
retired. Had this transaction and all conversions of convertible debentures during the year taken place on
January 1, 1982, the net loss per share for 1982 would have been $1.56 ($2.00 before extraordinary item).

In 1982, the corporation adopted a performance share plan that makes awards to officers for three
four-year periods starting in 1982, 1983 and 1984, provided certain financial goals are attained.
Accordingly, 181,000 contingent performance shares ( generally to be paid, if earned, half in cash and half
in stock) were awarded for the 1982-85 period. Not more than 200,000 shares of common stock will be
distributed under the Plan.

CoOMMITMENTS AND CONTINGENCIES

Portfolio

The corporation had outstanding at December 31, 1982 mandatory delivery commitments for the
purchase of $3.3 billion of mortgages at an average net yield of 12.85 percent compared with $0.4 billion
at 16.12 percent at December 31, 1981.

The corporation also issues commitments under which delivery of mortgages is optional at the
discretion of the seller. The corporation had $0.4 billion of such commutments (including $0.1 billion
relating to mortgages to be refinanced) at an average net yield of 13.43 percent outstanding at December
31, 1982, compared with $1.5 billion (including $0.2 billion relating to mortgages to be refinanced) at
16.18 percent at December 31, 1981. Further, the corporation had market-rate and standby commitments
outstanding of $3.9 billion at December 31, 1982, compared with $1.7 billion at December 31, 1981. The
yield on market-rate commitments and conversions of standby commitments is set on the date of
conversion.

Mortgage-Backed Securities

The corporation packages pools of mortgages in pass-through securities (“FNMA Mortgage-Backed
Certificates™) and guarantees the payment of principal and interest. The outstanding principal balance of
the pools was $14.5 billion at December 31, 1982 compared with $0.7 billion at December 31, 1981.
These securities represent interests primarily in fixed rate mortgages held in trust by FNMA. The pools of
mortgages are not assets of FNMA, nor are the outstanding securities liabilities of the corporation. FNMA
as issuer and guarantor of the mortgage-backed securities is obligated to disburse scheduled monthly
installments of principal and interest, whether or not such amounts have actually been received,
unscheduled principal payments when received, and the full principal balance upon liquidation of any
foreclosed mortgage whether er not such principal balance is recovered. Either FNMA or the participating
lender from whom the mortgages were acquired can assume the foreclosure loss risk on the mortgages in a
pool. FNMA establishes by charges to income a habitity for estimated foreclosure losses for the securities
on which the corporation has assumed the risk of loss. The outstanding principal balance of mortgage-
backed securities on which FNMA has the foreclosure loss risk was $3.1 billion at December 31, 1982
compared with $0.3 billion at December 31, 1981. The amount of the related liability for estimated
foreclosure losses was $4.7 million at December 31, 1982 and $0.8 million at December 31, 1981.

At December 31, 1982, the corporation had commitments outstanding to issue and guarantee $2.2
billion of mortgage-backed secunties when the related mortgages are delivered by participating lenders at
their option, compared with $2.3 billion at December 31, 1981. At December 31, 1982 the corporation
also had $0.1 billion in outstanding mandatory delivery commitments to issue guaranteed mortgage-
backed securities, compared with $0.3 billion at December 31, 1981.
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UNAUDITED INTERIM PERIOD RESULTS OF OPERATIONS

The following unaudited results of operations include, in the opinion of management, all adjustments
(consisting only of normal recurring accruals) necessary for a fair statement of the results of operations for
such periods:

1982 Quarter Ended
December September June M_az_cli
(Dollars in thousands,
except per share amounts }

Interest MArin ......ccoceemsensmeeersremsnsesensns . $ (77.464) $(144,514) $(147,454) $(137,024)
Commitment fEeS ..oeceerreerrrerrrsresrersnases - 57,070 56,845 80,333 69,665
Gain (loss) on sales of mortgages ......... . 18,259 22,943 2,398 805
Guaranty fees ......c.ccomerereressensnsnsnnsane: - 7,613 4,624 2,611 1,276
OUNET INCOINE ..nvveeennerrarrerrrrrssscssesssesssracsranasseransssssansas 5,539 6,950 4,400 3,728
Other EXPENSES....couenrrrremmsstrasssrsssoseaseseisbsssssssssnnsssss (31,083) (24,711) (22,233) (17,680)
Loss before Federal income taxes and extraor-

GINATY HEM c.voceceerririarrrmsieststesss s e tasissnsnses {20,066) (77,923) (79,945) {79,230)
Federal INCOME tAXES........oeriiisssimsssrsrsseressnanacnsnias (14,400)(a) (35,800) (36,800) {36,400)
Loss before extraordinary item.........coovivenvnerreces (5,666) (42,123) (43,145) (42,830)
Extraordinary item: Gain on early retrement of

QEDT coreneeeeeeesurireeresreesssmesnseresassassrnsinsnsstessasanasesns — 28,899(b) — —
NELEOSS coneeeeeeeisrisrrsseeeresnesesmssnsessrasessassarasasasasanes $ (5,666) $ (13224) § (43,145) § (42,830)
Per share:

Loss before extraordinary item (€)...c.ocoverereeeas 3 (09 § 711) % (.73) % {.72)

INEL 0SS (€) errreeermrmmsisisrensnsssssesminsbonsasssasssnsssasas (.09)"° (.22) (.713) (.72)

Cash dividends........coceeervrvscecininmrniimsinnirisesssies .04' .04 .04 04

1981 Quarter Ended
December September Ju_le_ March
(Dollars in thousands,
except per share amounts)

INRIETest MATZIN ..crerernrersriseresmsmsmsssesmrarnsmsmsmssssssararsnnes $(172,713) $(173,620) $ (81,296) § (35,301)
COMMILMENDL FEES ....ceeveereneerrsrissssisncsssnensarssesrsssssas 57,793 31,865 16,638 6,265
Gain (loss ) on sales of MOTEALES ..covvuverecercmiesirsians N (73) (146) —
GUATANLY fEES .oovevrrerrrrerrersesisssssstsrrsstsssmesssnsssssasas 326 — — —
Other INCOME ......covvemrreeerrnrrrsvessssssssssersessssssssanssnssres 4,687 4,071 1,753 1,372
Other eXPENSes......coeruiremrunmrevassnsnsassne o trsanns (21,312) (14,057) 27,455(d) (13,948)
Loss before Federal income taxes...... e (130,848)  (151,814) (35,596) (41,612)
Federal InCOME tAKES.......corvmermrsssanca: e (60,100) (72,300) (17,100) {20,000)
NEL JOSS coenreriniraereraseasrrrrssssrnaserssstisssssnsnssnssasnasassess $ (70,748) §$ (79,514) $ (18,496) §$ (21,612)
Per share:

N J0ES . onrrieirrrrersersssmsssessrsessansetrasssisasssssnssnsases $ (1200 §$ (134) § (.31) § {.37)

Cash dividends.....cceceeercerrescvssrissesassssnnssarsnsnnas .04 .04 .16 .16

(a) Federal legislation that alters FNMA's tax status 10 give it a tax loss carryback and carryforward treatment for operaung
losses comparable to that of other financial mstitutions ( 10-year carryback and 5-year carryforward)} was enacted in October 1982.
Ths legislation gives FNMA access to refunds not otherwise available. Federal income taxes recorded in the fourth quarter inciude
an appropnate adjustment for this change in circumstances.

(b) In September 1982, the corporation entered mito a nontaxable transaction which resulted in the issuance of 6.3 million shares
of 1ts common stock 10 exchange for $101 million of its Jong-term debentures, which were retired.
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(¢) The twotal of the four quarters does not equal the amount for the year since the amount for each period 1s independently
calculated based on the weighted average number of shares outstanding dunng that penod

(d) Results for the second quarter of 1981 and year ended December 31, 1981 nclude a $42.0 million reduction 1n the
allowance for loan losses There was also a decrease 1n the rate of providing for losses on conventional loans which resulted in a
reduction 1n the loss provision of $1.0 millien 1n the second quarter, $3.2 million in the third quarter and $4 1 milbion m the fourth
quarter of 1981 Exclusive of these reductions, the 1981 second quarter, third quarter, fourth quarter and yearly loss would have been
$40.9 million, $81 2 million, $73 3 million and $217 0 million or § 69, $1 37, §1 24, and $3 67 per share, respectively

UNAUDITED FINANCIAL DATA ADJUSTED FOR ErrECTS OF CHANGING PRICES

The corporation is subject to a requirement, promulgated by the Financial Accounting Standards
Board (FASB), that it provide supplementary financial information which is intended to disclose the
impact of changing prices (infiation ) on 1ts financial condition and the results of operations. As a financial
institution, the corporation does not maintain inventories or significant amounts of plant and equipment.
Accordingly, the adjustments to income required by the statement are not material and need not be
reported.

The FASB statement provides that the impact of inflation on the corporation’s financial condition be
shown by reporting the loss from decline in purchasing power of its net monetary assets. For FNMA, the
definition of net monetary assets includes virtually all assets and liabilities of the corporation. Net
monetary assets are, therefore, approximately equivalent to stockholders’ equity. The loss from decline in
purchasing power is required to be measured by restating net monetary assets in constant dellars using the
Consumer Price Index for All Urban Consumers.

In accordance with the FASB statement, an unaudited five-year comparison of the impact of changing
prices on certain financial data is shown below.

54



2 me

o fpag  pmeunT RN e

g;..x. [

FEDERAL NATIONAL MORTGAGE ASSOCIATION
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Financial Data Adjusted for Effects of Changing Prices

(Dollars in millions, except per share amounts) 1982 1981 1980 1979 1978

Interest margin:

AS TEPOTIEM covvrermrrnrmmrrrsaosrarsssssssrssmmssssrassemsssssses $(506) $(463) s 21 $ 322 $ 368
In constant dollars (1)....vmminsssserissceseasess {506) (491) 25 429 545
Net income {loss):
AS TEPOTIEA. . ooverreserremsssemrsssssmsssrmssssmmsssaasesss {105) (190) 14 162 209
In constant dollars (1) irecncssmmmsnsraes (105) (202) 17 215 309
Net monetary assets at end of year:
AS [EPOME ooerenreassseeremsssrassrsassssmmssmsssimsssreess 1,164 1,204 1,419 1,461 1,329
In constant dollars (1 ).eriemmrscasiasmmssneenes 1,143 1,232 1,585 1,833 1,888
Loss in purchasing power of
AVErage Net MONCLArY ASSELS crurumnerasemmereacernes 49 125 197 232 159
Per share:
Fully diluted earnings (loss):
AS FEPOTTEA cvonramrecnsssrammrssmssssnsssnsasosanness (1.72) (3.22) 23 2.68 3.47
In constant dollars (1) ciisnsaisninrss (1.72) (3.42) 27 3.57 5.14
Cash dividends:
AS TEPOTLEA ..crvuvrannrmrsanassssssomsssnasmemasnasaess: .16 .40 1.12 1.28 1.15
In constant dollars (1) .coeommmsimimenssans .16 42 1.31 1.70 1.70
Year-end market price:
AS TEPOTIEA .covoerrarrasessssmssssrasssrmsesmrasesssesss 2450 - 8.50 11.88 16.13 16.25
In constant dollars { 1) curmmcinsneserseess 24.06 8.70 13.28 20.23 23.09
Average consumer Price indeX...ccccomesmearmarsmarssees 2.891 2.724 2.468 2.174 1.954

(1) Constant dollars are computed by reference to the Consumer Pnce Index for All Urban Consumers and are expressed n
average 1982 dollars.
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